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LONG-TERM HEALTH CARE

THURSDAY. NOVEMBER 3, 1983

U.S. SENATE,
SUBCOMMITTEE ON HEALTH,

COMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 1:33 p.m., in room
SD-215, Dirksen Senate Office Building, Hon. David Durenberger
(chairman) presiding.

Present: Senators Durenberger, Packwood, Heinz, Baucus, and
Bradley.

[The press release announcing the hearing and the prepared
statements of Senators Dole and Packwood follow:]

SENATE FINANCE SUBCOMMITrEE ON HEALTH SCHEDULES HEARINGS ON LONG-TERM
HEALTH CARE

Senator Dave Durenberger (R., Minn.), Chairman of the Subcommittee on Health
of the Senate Committee on Finance, announced that the Subcommittee would be
holding hearings on long-term care.

The first hearing will be held on Thursday, November 3, 1983, beginning at 1:30
p.m., in Room SD-215 of the Dirksen Senate Office Building. A second hearing, will
be held on Monday, November 14, beginning at 11:30 a.m., in Room SD-215 the
Dirksen Senate Office Building.

The first hearing will examine the magnitude of the long-term care problem and
current activities directed at addressing this issue. The second hearing will focus on
pending long-term care legislative proposals as well as other possible approaches to
providing access to needed long-term care services for the elderly and disabled. A
third hearing will be scheduled at a later date to examine ways of providing for the
long-term care needs of the Nation's developmentally disabled population.

Senator Durenberger said that "one of the most difficult social issues facing our
Nation is to determine how best to provide for the long-term needs of our frail elder-
ly and disabled populations. We must prepare ourselves for substantial increases in
the number of individuals requiring long-term care. The U.S. Bureau of the Census
projects that by the year 2050, 21.7 percent of the population is expected to be over
65, up from the present 14 percent. In addition, the percent of the total population
who are 85 years or older will increase from 1 percent to 5.2 percent. During this

-- period, however, the ability of the public sector to provide needed care for these in-
dividuals will be reduced, because the ratio of individuals of working age to individ-
uals over 65 will drop from its present level of 5.4 to 1 to 2.6 to 1.

"At the same time", said Senator Durenberger, "we must strive to develop an in-
tegrated long-term care delivery system which provides more appropriate and
humane long-term care services." Current federally supported programs emphasize
the provision of long-term care in costly institutional settings. We must foster inno-
vation today in order to develop a rational delivery system for tomorrow. In fiscal
vear 1982. for example, the Medicaid program spent nearly $13 billion on institu-
tional long-term care, or 43 percent of total program expenditures. Medicaid expend-
itures on home-health care during the period amounted to only $495 million.

Senator Durenberger stated that the Subcommittee is interested in hearing from
the administration, the States. local organizations. providers, and consumers on this
most important topic. The Subcommittee anticipates that the experiences and infor-
mation shared at these hearings will enable it to address pending legislative propos-
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als, as well as to develop possible additional legislative initiatives which will foster
the development of a rational national policy on long-term care.

SUMMARY OF S. 410-THE COMMUNITY NURSING CENTERS ACT OF 1983 SPONSORED BY
SENATORS INOUYE, PACKWOOD AND DECONCINI

The purpose of this bill is to cover services that are provided by Community Nurs-
ing Centers (CNC's) under medicare. States would have the option of covering these
services under their medicaid programs.

The Secretary of Health and Human Services shall establish CNC service areas
and designate one CNC to serve each such geographic area. CNC's would be estab-
lished primarily through existing Visiting Nurses' Associations and the local nurs-
ing component of public health departments which are already medicare providers.

To qualify as a CNC, a public or private entity must be a freestanding center pri-
marily engaged in providing nursing services and it must provide a sufficient
number of services to provide for the needs of two of the three following groups:
individuals who are in need of medicare home health services; individuals who are
eligible for CNC coverage because they would otherwise be institutionalized, and in-
fants and children in need of well-baby or health supervision services.

The services which must be offered by a CNC because they are necessary to meet
the needs of its patients include: part-time or intermittent nursing care or home
health aide services; medical supplies (other than drugs); use of medical appliances;
well-baby and supervision services for children and infants; physical,-occupational,
or speech therapy; social services; and certain other related supportive services. Ad-
ditionally, CNC services must be provided under the supervision of a registered
nurse professional.

To qualify as a CNC, an entity must provide services at a substantially lower cost
than any other medicare provider in the area. Medicare reimbursement for CNC
services provided to long-term individuals will be made on a prepaid capitated basis.

CNC's will be responsible for providing an assessment and developing a plan of
care for each long-term patient under its care. Each plan of care will be submitted
for review and approval to the individual's physician or other qualified physician
not employed by the center and to an independent review committee.

The U.S. Comptroller General will be responsible for submitting reports to Con-
gress which assess the impact of CNC services on expenditures under the medicare,
medicaid, and the maternal and child health programs; the incident of institutional-
ization; and certain other issues.

SUMMARY OF S. 1244-THE SENIOR CITIZENS INDEPENDENT COMMUNITY CARE ACT
SPONSORED BY SENATORS PACKWOOD, BRADLEY, HEINZ, MATSUNAGA, RIEGLE, MOY-
NIHAN,-WALLOP, AND COCHRAN

1. General Purpose.-To allow States to establish a Statewide prepaid capitation
program for providing acute and long-term services for individuals aged 65 or older
in need of long-term care by reason of impairment.

2. Population Served.-Individuals who: are entitled to benefits under Part A of
medicare and enrolled under Part B, are age 65 or over, are not in an institution or
scheduled to be discharged from an institution within 90 days, reside in a state par-
ticipating in the program, are willing to participate in the program, are certified to
be in need of certain types of support services: preparation of meals, administration
of medication, housework or shopping assistance, etc., have a physical or mental im-
pairment which results in a degree of impairment of activities of daily living.

3. Benefits.-All medicare Part A and B services, plus: homemaker/home health
aide, adult day care, respite care, individual preadmission assessment and develop-
ment of treatment plan, service coordination, up to 20 days of intermediate care fa-
cilities (ICF) care per calendar year (the. number of skilled nursing facility (SNF)
days available under medicare will be reduced as these ICF days are used). The
medicare skilled nursing and homebound requirement is lifted for home health serv-
ices as is the posthospitalization requirement for skilled nursing facility services.
Home health services provided without regard to whether the individual is home-
bound or needs skilled nursing care, physical, speech or occupational therapy (limi-
tations currently contained in medicare statute). Certain limitations on nursery
home utilization are also modified.

4. State Participation.-During the first four fiscal years during which this pro-
gram is in effect the number of participating States is limited to 4 to be selected by
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the Secretary. Beginning with the fifth year the Secretary may continue to limit the
number of states participating.

5. Financing.-Payments under this program will be made from the medicare
trust funds in such proportions as are determined appropriate based upon the types
and amounts of services provided under the program.

6. Provider Reimbu-sement.-Entities providing (either directly or through ar-
rangements with others) services covered under this program will be paid a fixed
per capita fee. These fees are to be developed jointly by the Secretary of DHHS and
the State agency administering the program. They should reflect urban/rural differ-
ences, be updated annually, and not exceed 60 percent of the average monthly rate
for services paid by such state in free-standing SNFs.

7. Patient Cost Sharing.-Cost-sharing requirements for services covered under
medicare part A and B continue to apply. For homemaker/home health services,
adult day care, and respite services, a copay equal to 20 percent of reasonable
charges will apply. A sliding-scale maximum for all copayments is established as a
percent of the individual's previous year's income. The maximum ranges from 0 per-
cent for individuals with incomes less than $3,500 to 8 percent for those with in-
comes above $40,000.

8. Administration.-Participating States will designate a specific State agency to
administer the program. The State will be responsible for determining client eligi-
bility, provider designations, establishing capitation rates, monitoring of quality of
care, and preparing necessary reports.

9. Reports.-Interim reports from DHHS to Congress on program impact by Janu-
ary 1, 1986. Final report on 4 demonstration States by January 1, 1988. Reports
should address potential problems for nationwide implementation. OMB to prepare
budgetary analysis of nationwide implementation. Interim report by January 1,
1986; final report by January 1, 1988. DHHS to prepare report on feasibility of es-
tablishing program under which state medicaid programs provide capitated cover-
age of medicare and medicaid benefits for dual enrollees. Due to Congress by June
30, 1984.

10. Other Provisions.

SUMMARY OF S. 1614-THE HEALTH CARE COORDINATION ACT OF 1983 SPONSORED BY
SENATORS HEINZ, HATCH, BRADLEY, PACKWOOD, MELCHER, STEVENS, WALLOP AND
ANDREWS

1. General Purpose.-To allow States to implement coordinated programs of acute
and long-term care for individuals eligible for both medicare and medicaid.

2. Population.-Individuals in participating States who are eligible for medicare
Part A (excluding those with endstage renal disease), enrolled under Part B, and
eligible for medicaid can voluntarily enroll in the program. Individuals residing in
the community or in nursing homes may enroll, although no more than 25 percent
of total of a State's enrollees may be nursing home residents. In addition, the per-
centage who are disabled or frail elderly must be approximately equal to or greater
than the percentage of the dual eligible population in the area served by the pro-
gram. Individuals enrolling in this program may disenroll anytime within the first
month of enrollment and at 6-month intervals thereafter. States may request a
waiver to provide medicaid eligibility to certain individuals in the community who if
they were residing in an institution would be eligible for the program except for the--
higher income standards applying to that population.

3. Benefits.-The program will cover all medicare Part A and B services, plus all
medicaid services to which the individual would otherwise be eligible; case manage-
ment services, including assessments and periodic reassessments; homemaker and
home health aide services; adult day health services; and any other community-
based services requested by the State and deemed to be necessary to maintain the
individual in the community. Limits and restrictions on these services may be estab-
lished, but only to the extent that they are not more restrictive than those imposed
under the medicare program or under either the State's regular medicaid program
or its 2176 home- and community-based care waiver program.

4. State Participation.-States wishing to participate in the program must submit
a waiver request to the HHS Secretary. Prior to October 1, 1986, the Secretary may
not grant waivers to more than 20 States, although program authorized by these
waivers need not be Statewide. Individual States may operate more than one pro-
gram under this waiver authority.

Waiver requests must be accompanied by assurances from the State that the pro-
gram it will operate will meet all legislative requirements, that the total cost of the
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program to the Federal and State government will not exceed what they would
have been in the absence of the program, and that quality and access to health care
will be maintained.

Waivers are granted to States for a 3-year period and shall be renewable for addi-
tional 3-year periods unless the Secretary demonstrates that the State programs do
not conform with program requirements.

5. Financing.-Federal payments for medicare covered services will be made from
the medicare trust funds to participating States for individuals enrolled in the pro-
gram on a predetermined capitated basis. The amount of this payment for "non
frail" individuals would be equal to 95 percent of the Adjusted Average Per Capita
Cost (AAPCC) for the Medicare noninstitutionalized population.

Federal payments to States for .individuals who are nursing home residents or
would require nursing home care but for the existence of home care services and
who have dependencies in at least two activities of daily living will be equal to 95
percent of the medicare AAPCC for institutionalized individuals.

Payents for medicare covered services in excess of the cost of those services may
be used to provide other services or to offset expenditures under the State medicaid
plan. Payment for nonmedicare covered services, Part B premiums, and administra-
tive costs will be made with Federal and State funds at the State's regular medicaid
matching rate.

6. Reimbursement.-Payments from participating States to providers may be
made on (1) a prepaid capitated basis to HMOs or competitive medical plans meet-
ing the requirements of section 1876 of the Social Security Act, (2) a negotiated pay-
ment method, or (3) a system which makes payments in accordance with Title XVIII
for medicare-covered services and with State's medicaid plan to other services.

7. Cost Sharing.-Medicare and medicaid cost-sharing requirements remain in
effect.

States may receive a waiver to impose cost-sharing requirements in excess of
those currently allowable under medicaid only if it provides coverage of other com-
munity-based services in addition to those required under the program. The amount
of these additional cost-sharing requirements may not be proportionately higher in
relation to the cost of the additional services than the portion of previous cost shar-
ing requirements to services otherwise provided under the State medicaid plan.

8. Administration.-Participating States are responsible for administering their
individual programs. Each State or a designated entity will be responsible for as-
sessing and periodically reassessing individuals covered under the program. States
must provide for quality assurance reviews either through a contract with a Profes-
sional Review Organization (PRO) or other designated quality assurance entity.

Participating States must submit reports to DHHS at least annually which de-
scribe program performance. DHHS must submit a report to Congress within one
year of enactment describing the steps taken to implement the program. Within
three years of enactment, DHHS must submit a report to Congress assessing the
impact and effectiveness of the program.

OPENING STATEMENT BY SENATOR BOB DOLE

I am deeply concerned that long-term care may well be the major health and
social issue of the future, polarizing society over the next 20 to 40 years. When the
baby-boom generation retires, the financial and resource needs of long-term care
may compete fiercely with those of defense, education, energy, and welfare; creating
much political controversy.

Before that happens we need to begin consideration of how the entire system of
long-term care should be structured. Even today, as we face an approaching crisis of
huge proportions in the medicare program, the elderly population in general is in-
creasing rapidly and the population at risk of needing long-term care may be in-
creasing especially fast. Various sources suggest that the long-term care needs of
the elderly have intensified- patients are functionally more impaired and require
more intensive care.

At the present time, we do not know what long-term care really is. We do know it
is medical care, nursing care, mental health care, and social services care, funded in
some instances through medicare or medicaid. We do know its purpose is to relieve
the effects of illness, to maintain or enhance functional capacities and to maximize
personal independence. But we have not defined long-term care in terms of an over-
all scheme for matching services to needs whether through a single program or by
coordinating existing programs; whether through Federal or State programs; and to
what extent the private sector and family members have a role to play.
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Nursing home, health care, and hospice care-these are but a few of the many
elements of providing long-term health care to the needy, the elderly, and the dis-
abled through the medicare and medicaid program. They are complex aspects in
and of themselves and they are interrelated. The more we know about those interre-
lations and complexities, the better we will be able to consider how they might be
restructured to provide better care on a cost effective basis. Since long-term care
dependency is very much a function of advancing age, the demographic realities
present the United States with an extraordinary task in terms of both money and
providing services over the next 40 years at least. We have, of course, been dealing
with this task to some degr e, but its real dimensions have only recently been recog-
nized and raise some important policy issues:

We will continue the pattern of institutional development so characteristic of the
years since the introduction of medicare and medicaid or will we attempt to develop
more community-focused systems?

If we decide on a more community-oriented care system, will the community sup-
port be available to provide care? Will community-based care serve as a substitute
for, or an add-on to, institutionalized care?

These are but a few of the questions that need answers. The Health Subcommit-
tee, beginning with this hearing will seek out answers to these and other questions
about long-term care. Most importantly, how much'care should we provide and
what portion of it should be financed through the Federal Government, State gov-
ernment, and private sources?

STATEMENT BY SENATOR BOB PACKWOOD

Mr. Chairman, I am very pleased that the Health Subcommittee of the Senate
Finance Committee is holding these hearings on the issue of long-term care and
services to keep senior citizens at home. I believe is is important for public policy to
be directed at helping people stay at home rather than at forcing them to live in an
institution.

Senior citizens want to maintain a sense of independence and closeness with their
families-and their families want to keep them at home. But, unfortunately, exist-
ing Federal policy has undermined home health care. Medicare has focused almost
exclusively on short-term hospital care. While the medicare program includes some
home health services, the eligibility requirements raise substantial barriers to many
families' and seniors' efforts to stay at home. Only two percent of all medicare's ex-
penditures go for home health services.

The major public program covering long-term care is medicaid and it is clearly
directed at nursing home care. About 40 percent of Federal and State medicaid
funds go for nursing home care, and medicaid is the source of 90 percent of all
public funds spent on long-term care.

It is important to note how interested the States are in developing alternatives to
nursing home care. As part of the 1981 Omnibus Budget Reconciliation Act, States
are able to apply for a waiver of medicaid requirements to allow them to develop a
wide range of home and community-based services. Thirty-eight States have been
granted these waivers and eight have waiver applications pending at the Depart-
ment of Health and Human Services.

I am proud my home State of Oregon was the first to get a medicaid waiver to
develop home and community-based care. Oregonians have long recognized the
value and importance of helping keep seniors in their own homes and out of a nurs-
ing home unless absolutely necessary. Oregon project independence is a State-
funded program to provide homemaker, housekeeper, personal care and transporta-
tion services to allow Oregon seniors to remain at home. In place since 1976, the
program has proven singularly effective in achieving its goal and along the way it
has saved the State a substantial amount of money. In fact, the head of Oregon's
State Senior Services Division has said the Oregon Project Independence and the
State's medicaid waiver are saving the State $1 million a month. Just think what
that savings would mean if these programs are implemented nationwide. I ask
unanimous consent that a recent article from the Salem, Oregon Statesman-Journal
be placed in the Record at this point.

Federal health care policy should be redirected to coordinated care at home for
frai! senior citizens, and families should be encouraged to help care for their elderly
relatives at home rather than putting them in a nursing home.
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To this end, my friends Senator Bradley of New Jersey and Senator Heinz of
Pennsylvania and I have been working on a package of legislation to accomplish
this end. These hearings are an important step in this process.

The first bill, S. 1244, is known at the Senior Citizens' Independent Community
Care Act. Many seniors have health conditions requiring some regular medical
treatment but they are not sick enough to stay in the hospital or need full-time
nurses or therapists. Currently, medicare will not pay extended care costs unless a
senior is in the hospital or requires specialized medical treatment and therapy. S.
1244 would provide medicare coverage for the non-medical, but necessary, services
many seniors need to stay at home. Under this bill, medicare would pay for the
services of trained personnel to help care for a senior at home or at an adult day
care facility. Included would be the services of homemaker/home health aides to
help the senior with things like bathing, dressing, preparing meals and light house-
work on a regular basis or when family members simply need to "get out of the
house."

The second bill, S. 1614, allows states to coordinate their medicaid programs with
medicare to provide home care for those seniors eligible for both programs. Medic-
aid is a program run by States to provide health care to the needy, no matter what
age. Medicare is a Federal program to cover the health care costs of Americans age
65 and over. This bill would allow these two programs to coordinate the services
provided to seniors, eliminating costly duplication and overlap, while ensuring the
best possible care.

The third bill, S. 410, will encourage the health care industry to provide the serv-
ices and staff families need to keep seniors at home. This bill, the community nurs-
ing center bill, will encourage the establishment of centers run by nurses to provide,
coordinate, and oversee home care services. In addition, community nursing centers
can provide many of the routine medical services such as changing dressings, giving
shots, and monitoring blood pressure or diet without a costly or inconvenient doc-
tor's appointment.

The final bill in this package does not fall under the jurisdiction of this subcom-
mittee. Rather, I plan to have hearings on it in the Subcommittee on Taxation and
Debt Management, which I chair.

This bill, S. 1301, provides a tax credit to families for some of the costs of caring
for elderly family members at home. The credit would be similar to the existing tax
credit for children's day care expenses.

I believe this package will be effective in redirecting health care policy toward
providing more care in the home for senior citizens. Each bill provides encourage-
ment and incentive for a different part-families, medicare, health service provid-
ers, and the States-to provide care for the elderly at home rather than in a nurs-
ing home. The whole package will help American families physically and financially
to keep their elderly relatives as independent as possible and at home, in familiar
surroundings and close to loved ones.

I thank the chairman and commend him on holding these hearings on this very
important issue.

Senator DURENBERGER. The hearing will come to order.
I am going to start out this afternoon not by talking about long-

term care but by talking about health care.
The Federal Government has been involved in health care much

longer than it has been involved in long-term care, and I think
there are lessons in the area of health care reform that can be ap-
plied to long-term care reform.

Health care financing depends on four basic elements: personal
savings, private insurance, social insurance, and welfare or public
assistance. In each of these areas the Federal Government has
played an important role. We have developed a Federal tax
policy-that hasn't been working too well lately but has been de-
signed to encourage personal savings.

We have encouraged the purchase of private health insurance
through tax deductions and exclusions for employer-paid coverage.

We have developed a system of social insurance; we call it medi-
care.

And finally, we have developed a welfare system called medicaid.
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In the course of developing Federal policy in each of these areas,
we have slowly come to the realization that our financing decisions
also affect the way health care services are delivered. Only recent-
ly have we recognized that our tax policy, our medicare policy, and
our medicaid policy all tend to insulate the individual patient from
the cost of care and discourage price competition among health
care providers.

We have recognized that our financial decisions affect the deliv-
ery system, and we have begun to make changes. The DIG system
is one example of payment reform that brings about delivery
system reform. Medicare waivers are another example. And what
we have come to realize is that financing decisions are inextricably
tied to the way services are delivered.

In thinking about long-term care, we must address the same four
financing sources: personal savings, private insurance, social insur-
ance, and public assistance.

The fact is, when it comes to Federal policy on long-term care we
focused only on public assistance. We are just beginning to look at
ways to stimulate personal savings and private insurance, and we
have yet to examine the issue of whether we should create a social
insurance program for long-term care.

No one disputes that long-term care is a vitally important policy
issue. In fiscal year 1982 public dollars contributed to over half of
the $40 billion spent on long-term care services, and almost 90 per-
cent of these payments went to institutional care. Demographic
trends indicate that demands for these services may as much as
triple by the year 2050, when the baby boom generation retires.

Our first task, then, is to examine ways in which we can encour-
age individuals to protect themselves against the cost of long-term
care services.

For example, tax law changes might include the development of
inheritance and estate tax policies that do not penalize families
and individuals contributing to long-term care services. Or we
might provide tax deductions for families who provide care or con-
tribute money for long-term care. Reverse equity mortgages are
also a possibility, and there is the whole issue of private insurance
for long-term care and what measures the Federal Government
might take to stimulate its development.

In the social insurance area, there is continuing discussion about
whether medicare should be expanded to cover long-term care serv-
ices. As an acute medical care program, medicare does not pay for
long-term care services; but many people feel that role should be
expanded.

The last Federal function, public assistance or welfare, is the
function most people tend to look at first. But let me point out to
you that if we are successful in formulating effective Federal policy
on personal savings, private insurance, and social insurance, the
demand for an expanded welfare program should be much less.

We cannot, however, overlook the fact that our principal involve-
ment at the national level is presently through the medicaid pro-
gram.

The first issue we must address is what responsibility there is for
the Federal Government or State government and local govern-
ment in providing long-term care services, particularly for the indi- 1-1
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gent. What is the financial responsibility and what is the program
management responsibility?

Second, we need to examine how that program is structured. We
now know that how we pay for services affects how those services
are delivered. Medicaid is an institutionally based program, be-
cause that's where services are paid for. Do you want to hospitalize
everyone? Set your payment system to do it. If you want to SNF
them, you can do that, too. We can force all the other third-party
payers into this sort of institutional line. But that is not what this
Senator believes to be the national responsibility with regard to
America's elderly and its elderly poor.

In considering proposals to restructure how we pay for long-term
care services under medicaid, there are lessons from medicare that
should be kept in mind.

We have learned from medicare that new benefits rarely reduce
program costs; they more often add to total costs. Consequently, if
we move to cover long-term care services in the home in an effort
to reduce nursing home expenditures, we are going to have to be
careful to assure that we don't simply increase overall expendi-
tures rather than reduce them. We must be careful not to under-
mine the informal support system that presently exists in the long-
term care area. It is estimated that between 60 and 80 percent of
long-term care is currently provided by friends and family, and it
ill behooves the National Government to change that support.

It is easy to see why public policy on long-term care is so perplex-
ing. How can we shift from a medical model of long-term care to a
more humane and less restrictive home and community based
model without increasing costs and decreasing the involvement of
the family?

Fortunately, we are not short on ideas. The Omnibus Reconcilia-
tion Act of 1981 allows States to experiment with the development
and implementation of home and conmunity-based alternatives to
institutional care. Other activities designed to stimulate the devel-
opment of cost-effective alternatives, include the long-term care
channeling program, the Administration on Aging's model project
program, and the prepaid capitation demonstration projects.

A number of bills have been introduced in the Senate to address
the long-term care issue. Three of the authors are with us today,
and I look forward to working with them as we sort through these
important concerns.

The health care principles that I advocate-things like competi-
tion, consumer choice, patient responsibility, access to information,
and self-help-all of these have a place in the long-term care
debate.

We must look to the private sector for innovation and cost-effect
methods of service delivery.

Today's hearing is only the first in a series of hearings that will
be held on long-term care. Our witnesses today will provide an
overview of the problem and the issues surrounding our long-term
care system, and will review current efforts to address these issues
at Federal, State, and local levels.

The hearing on November 14 will focus on proposed legislation to
improve the delivery of long-term care services.
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A third hearing will be scheduled to look specifically at the de-
velopmentally disabled population and their service needs relating
to long-term care.

I look forward to hearing the testimony today and to working
with all of you who are so vitally interested in this area.

Senator Packwood?
Mr. Chairman, I am very pleased that the Health Subcommittee

of the Senate Finance Committee is holding these hearings on the
issue of long-term care and services to keep senior citizens at home.

I believe it is important for public policy to be directed at helping
people stay at home rather than directed at forcing them to live in
an institution.

Senior citizens want to maintain a sense of independence and
closeness with their families, and their families want to keep them
at home; but unfortunately, existing Federal policy has under-
mined home health care. Medicare has focused almost exclusively
on short-term hospital care; while the medicare program includes
some health services, the eligibility requirements raise substantial
barriers to many families' and seniors' efforts to stay at home.
Only 2 percent of all of medicare's expenditures go for home health
services.

The major public program covering long-term care is medicaid,
and it is clearly directed at nursing home care. About 40 percent of
Federal and State medicaid funds go for nursing home care, and
medicaid is the source of 90 percent of all public- funds spent on
long-term care.

It is important to note how interested the States are in develop-
ing alternatives to nursing home care. As part of the 1981 Omnibus
Budget Reconciliation Act, States are able to apply for a waiver of
medicaid requirements to allow them to develop a wide range of
home and community-based services. Thirty-eight States have been
granted these waivers, and 8 have waiver applications pending at
the Department of Health and Human Services.

I am proud to say that my home State of Oregon was the first to
get a medicaid waiver to develop home and community-based care.
Oregonians have long recognized the value and the importance of
helping keep seniors in their own homes and out of a nursing
home, unless absolutely necessary. Oregon's Project Independence
is a State-funded program to provide homemaker, housekeeper,
personal care, and transportation services to allow Oregon seniors
to remain at home. In place since 1976, the program has proved
singularly effective in achieving its goal, and along the way it has
saved the State a substantial amount of money. In fact, the head of
Oregon State's senior services division has said that the Oregon
Project Independence and the State's medicaid waiver are saving
the State $1 million a month. Just think what that could mean to
the Federal Government, if all of the programs in all of the States
were implemented nationwide.

Mr. Chairman, 1 ask unanimous consent that a recent article
from the Salem, Oregon "Statesman Journal" be placed in the
record at this point.

Senator DURENBERGER. Without objection, it is so ordered.
[The article follows:]
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NURSING HOMES' PROFILE CHANGES

(By Sue Hill)

An 85-year-old Salem woman who lived in a nursing home for six years is now
living iii the family-like setting of an adult foster home.

The change has wrought wonders, according to state officials responsible for the
move.

She regained her strength enough to walk unaided. She began making her own
bed, taking her own baths and dressing herself.

Mabel is one of 1,515 elderly persons who have been moved out of nursing homes
in Oregon into less institutional settings during the past seven months.

Some went into foster homes where meals and lodgings are provided for up to five
people. Others returned to their own homes, with part-time assistance from outside
housekeepers, visiting nurses and the meals-on-wheels program.

It is all part of a state strategy reversing a decade-long social trend that left many
elderly people in nursing homes when they really didn't need such an expensive
level of care.

In some cases, elderly people went into nursing homes to recuperate from broken
bones or illness. Once healed, they were left there and forgotten.

In other cases, frail elderly people without much money found themselves whip-
sawed by a federal funding quirk that would pay $1,000 a month to keep them in a
nursing home but wouldn't pay $400 a month for part-time housekeeper services to
allow them to live at home.

Oregon led the country in attacking that funding quirk and was the first state to
get federal blessing to abolish it.

Dick Ladd, head of the state Senior Services Division, is fond of describing new
situation this way: Money follows need instead of the reverse.

The state has established new standards to determine the needs of elderly people
before they enter nursing homes. As a result of that early intervention, about 1,870
people have been diverted from nursing home placement since February.

The shifts have not only produced what state officials describe as humanitarian
results, but have also saved the state millions of dollars.

About half of all nursing home patients in the state are on welfare, and many
now paying their own way are expected to exhaust their savings eventually.

Ladd said the new policy saves about $1 million a month in taxpayer dollars.
The Oregon example, he said, has produced a flurry of calls from other states in-

terested in emulating the new policy.
"We're way out ahead of everyone else," he said.-
There are an estimated 331,900 persons 65 years or older living in Oregon. About

13,300 of them are in nursing homes.
The new policy has dramatically reduced the need for new nursing home con-

struction in the state.

Senator PACKWOOD. Mr. Chairman, I am going to read just a few
sentences from that article. This is from the Salem, Oregon's
"Statesman Journal" of October 17, 1983:

An 85-year old Salem woman who lived in a nursing home for six years is now
living in the family-like setting of an adult foster home. The change has wrought
wonders, according to state officials responsible for the move. She has regained her
strength enough to walk unaided. She began making her own bed, taking her own
baths, and dressing herself. Mabel is one of 1,515 elderly persons who have been
moved out of nursing homes in Oregon into less institutional settings during the
past seven months.

Dick Ladd, head of the State senior services division is fond of describing the new
situation this way: "Money follows need, instead of the reverse."

The shifts have not only produced what state officials describe as humanitarian
results but have also saved the State millions of dollars. Ladd said, "The new policy
saves the state about a million dollars a month."

Mr. Chairman, I cannot emphasize too strongly what Senator
Heinz, Senator Bradley, and I have been saying: Home health care
will save money. It will save the Federal Government money; it
will save the States money. This is not an add-on to medicare or an
add-on to medicaid. It is an alternative method of care that is infi-
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nitely cheapr-infinitely cheaper-and more humanitarian at the
same time.

For those who are going to oppose these bills, I would like them
somehow, some way, to indicate why and how they think it is going
to be less expensive to continue the present medicaid programs and
the present medicare programs than to shift into a system of care
that is humanitarian and that is more inexpensive than what we
now have.

Mr. Chairman, I ask that the remainder-of my statement be
- placed in the record.

Senator DURENBERGER. Without objection, it is so ordered.
In order of appearance, Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman.
First I want to commend you for holding these hearings. I think

it would be hard to overstate the difficulty that the Congress has
had, for the decade that I have served in it, in coming to grips with
the question of long-term care.

I will start by making a few general observations:
If we think we have a problem today, it's a problem that is going

to be infinitely bigger tomorrow. People over age 75, who are those
most in need of some kind of long-term care, be that in their
homes, in the community, or in some form of institutional care, are
an enormously fast-growing segment of our population. People over
85, those most likely to require long-term care, are growing as a
group much faster than any other age group.

A look at public housing projects will give you one concrete ex-
ample of how this problem, is in a sense, no longer "tiptoeing"
round us, but "trampling" upon us. Public housing projects have
traditionally been available for the benefit of families, families
with children, that is to say younger people. But shortly, they will
be occupied, in the majority, by senior citizens. And, because those
over age 65, over 75, and in particular the over-85 group will con-
tinue to increase, it is not too fai -fetched to say that in about 10
years our public housing projects may in effect become nursing
homes, or something very close to them.

Another observation I would make is that we have, because of
the medicare and medicaid division with which we are familiar, a
grave difficulty explaining to people why if you get cancer, you can
get medical coverage for treatment, even if it is over a substantial
number of years, because cancer under medicare is considered a
treatable and even curable disease. Those bills will be paid for
largely by medicare.

On the other hand, if you are unfortunate enough to have Alz-
heimer's disease,-which is every bit as implacable-indeed, I would
judge it to be more so-than cancer, you can get no help at all
from the medicare program, and you will probably be forced to
pauperize yourself so that you can qualify for medicaid.

If you happen to have a spouse, that means your spouse has to be
pauperized as well.

These program quirks are not easy to explain to people. And we
had better start looking at ways not just to explain but to deal with
that issue.

Finally, I want to add to what my friend Bob Packwood has said
about home health care. Just as we know that there is a good deal
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of unnecessary hospitalization that takes place, so there is a good
deal of unnecessary and extremely costly institutionalization that
takes place. And indeed some of the hospitalization takes place be-
cause of the phenomenon I described before: If someone says you
are acutely ill, even if you are not, you will get some bills paid
under medicare even if you most need long-term home and commu-
nity-based services. Medicaid, particularly prior to the waiver au-
thority that so many States have sought, really only paid for nurs-
ing home care of one kind of another. There was and continues to
be excessive use of institutional services.

Senator Packwood has introduced a very important bill, cospon-
sored by Senator Bradley and myself, the Senior Citizens Independ-
ent Community Care Act, S. 1244. I have introduced a bill, S. 1301,
that would provide tax credits to families that make a strong effort
to care for people in their homes. And finally, I and a number of
my colleagues present here have introduced a third bill, S. 1614,
the Health Care Coordination Act, which tries to get at some of the
problems of the dually eligible under medicare and medicaid, and
make it less costly to give people more appropriate care.

I would hope, Mr. Chairman, as we conduct this hearing that we
will elicit comments on specific legislative proposals such as those
that Senator Packwood and myself and others have introduced.

I hope our witnesses will help us address some of the more diffi-
cult issues of how we can change our policy in a major way so that
we don't have to go through another decade of saying to people,
"Listen, you are really better off if you have cancer than if you
have Alzheimers." I don't want to ever. have to say that to some-
one, but financially it is true.

So I commend you again, Mr. Chairman, on these hearings. I
hope they will bear fruit. Thank you.

Senator DURENBERGER. Before calling on Senator Bradley, I
would only say that we have specifically designed the November 14
hearing for participants to comment with specificity on all of the
proposed long-term care bills. I would guess, in response to ques-
tions, any of the witnesses today would be capable of replying to
this legislation; but what we are trying to do today is to get the
larger overview that all of you have expressed concern about.

Senator Bradley?
Senator BRADLEY. Mr. Chairman, I won't make a speech-I will

simply say that when Senator Packwood and I introduced our origi-
nal home health care bill back in 1980, we did so because we be-
lieved that it was possible to provide quality care in the home at a
cost lower than most anyone thought.

Since that time we have altered our bill in various ways to make
it even more effective, both in terms of cost and in terms of serv-
ices. We hope that the hearing today, that focuses on the general
issue of home health care and the hearing on November 14, that
will focus on our specific proposals will assist the committee and
the Senate to understand the conviction that is behind the bill, to
look at some of the numbers, and to help us find a workable way to
deliver home health care to senior citizens in their homes.

Senator DURENBERGER. Thank you.
Senator Baucus?
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Senator BAUCUS. Mr. Chairman, I just want to thank yor for
holding these hearings of Senators Packwood, Heinz, and Bradley,
and others who have good ideas that I think are worth discussing
and coordinating.

Senator DURENBERGER. Thank you very much.
If there are no other comments, we will call our first witness, Dr.

William Scanlon, principal research associate of the Urban Insti-
tute in Washington, D.C.

Dr. Scanlon, we welcome you to the hearing. Your testimony in
full will be made part of the record, and you may proceed to sum-
marize it.

STATEMENT OF WILLIAM J. SCANLON, PH.D., PRINCIPAL RE.
SEARCH ASSOCIATE, THE URBAN INSTITUTE, WASHINGTON,
D.C.
Dr. SCANLON. Thank you, Mr. Chairman and members of the sub-

committee.
I will try to provide you a quick summary of my written testimo-

ny.
I think it is very important, that we are taking time to consider

the state of long-term care in our country, for the policy responsi-
bility for long-term care has been very diffused. It has largely been
left to the States, but also, sometimes within States, to localities.

As a result, how members of the long-term care population are
served and at what cost varies considerably. It is important that we
stop to examine that variation, to see if it is acceptable from a na-
tional perspective.

In my prepared testimony I have provided some background in-
formation on the nature of long-term care and the size of the cur-
rent and future long-term care population. To a great extent you
gentlemen have already referred to a number of the facts that are
in that testimony. In the interests of time I will not discuss them
now, but instead will turn to the public sector involvement in long-
term care.

Long-term care is a legitimate concern for the public sector, be-
cause it is the one genuine catastrophy for which insurance is ex-
tremely scarce. Moreover, the need arises often when one can least
afford it. While the long-term care population is not exclusively
elderly, two-thirds are, and the probability of needing long-term
care increases dramatically with age. At the same time, one's
income and economic resources are declining with age.

How we deal with long-term care as a nation has largely been
delegated to the States through the medicaid program. While the
Federal medicaid statute does provide sufficient flexibility that
States could offer more than nursing home care, States have opted
to restrict coverage largely to nursing home care. Furthermore,
they have attempted to restrict the amount of nursing home care
that is provided by limiting the number of beds that are avail-
able-through either certificate-of-need regulatiofis or by paying
lower medicaid nursing home rates to keep the supply of beds
down. The result of these policies is a shortage of nursing home
beds for medicaid eligibles seeking care, and the shortage is most

29-033 0-84-2
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acute for persons who are heavy-care patients, who represent the
greatest costs to facilities.

This focus on nursing homes on the part of State medicaid pro-
grams has been criticized as inefficient in that it creates an institu-
tional bias whereby persons who could be cared for at home more
cheaply enter nursing homes because that is the only form of subsi-
dized care.

Some have argued that broadened coverage of in-home and- com-
munity services would allow those persons to remain at home and
be served more cheaply, and that the savings from excessive nurs-
ing home care could then be used to serve a broader population at
the same cost.

I would say, though, that the experience of various demonstra-
tion projects disputes that premise. While there are individuals for
whom it is cheaper to serve outside of a nursing home, it is difficult
to limit a program solely to those individuals. In particular, it is
difficult to limit a program to individuals who would have entered
a nursing home. The experience of the demonstrations is that a
large segment of the population served, while very needy, would
not have -entered a nursing home without the services that are
made available. This is largely because of the heroic efforts made
by family and friends to provide needed services to keep people
from being institutionalized.

The result of broadening the population is that total costs in-
crease. Better targeting and incentives to providers such as capita-
tion payments might lower costs of in-home and community care.
But nursing home use and costs may still not be reduced, because
of the existing bed shortage. I think some research that we have
done illustrates strongly the extent of the bed shortage. In the 10
States with the highest number of nursing home beds per elderly
population, we found that 90 percent of people who are over 75, de-
pendent in all their activities of daily living and unmarried, were
in nursing homes. When we looked at the 10 states with the lowest
number of beds, we found only 50 percent of' that same group were
in nursing homes.

Given the difficulties of designing an in-home and community
service program that will not increase costs, State policies limiting
coverage to nursing home care may be very rational, as cost con-
tainment is one of their primary goals. It is a form of triaging, in
the sense of trying to serve the neediest when resources are limit-
ed. It does, however, leave a large number of persons in the com-
munity who must be cared for by families. And whether or not that
burden, which can be quite heavy, should be left entirely as the re-
sponsibility of families is the issue that public policy faces today.

Thank you very much.
Senator DURENBERGER. Thank you very much.
[The prepared statement of Dr. William J. Scanlon follows:]
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Statement of William 3. Scanlon, Ph.D.

Mr. Chairman and Members of the Subcommittee:

I am pleased to give you my views on the current status of long term care

in our country and the important issues which will confront us in the

future. I am an economist in the Health Policy Center of The Urban Institute

and have been involved in research on various aspects of long-term care for

the past eight years. The opinions I express are my own and not those of The

Urban Institute or its sponsors.

Long-term care is a growing national concern. Yet responsibility for

policy on long-term care is diffused. This hearing represents an important

beginning to develop a more coherent national policy on long-term care than

currently exists. I wish to offer my views on why long-term care is a public

policy issue the current state of long-term care policies and objectives and

choices improved public policy would entail. As an introduction, I would like

to provide some background on the nature and dimensions of long-term care need

What makes someone part of the long-term care population is not a parti-

cular diagnosis or condition, but ti, need for supportive services over an

extended period. People with mental or physical conditions, present at birth

or acquired much later, the result of congenital conditions, disease, or even

trauma, can all be part of the long-term care population. Supportive services

for this population cover a broad range. More likely than not the services

are nonmedical rather than medical and unskilled rather than skilled. Most

prominent among them are personal care (assistance with eating, toileting,

transferring, bathing or dressing), mobility assistance around the house or

outside, household assistance (meal preparation, cleaning, shopping) and

supervision.

The most complete enumeration of the long-term care population was done

by a Department of Health and Human Services Task Force in 1980. The Task
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Force estimated the core of the long-term care population at 6 million in

1977. The total consisted of 3.6 million people living in the community and

needing assistance with personal care or mobility 1.8 million people in long-

term care institutions including nursing homes, residential care facilities,

and long-stay hospitals; and 0.6 million people living in board and care

homes. Beyond this core are important additional populations needing long-

term care, but not assistance with mobility or personal care.- About 1 million

people, not included above, live in the community who need help with household

tasks. Other omitted groups are some mentally ill and the developmentally

disabled living in the community, needing only supervision or other support

services. The size of these last two groups is not known. In sum, the long-

term care population likely numbered about 8 million persons in 1977.

Taken alone, future demographic projections imply considerable increases

in the need and demand for long-term care services. The greying of America--

the increasing proportion of the population that is old or very old--is an oft

discussed theme. The U.S. Census Bureau estimates persons over 65 will

increase 37 percent by 2000 and 130 percent by 2025. Moreover, among the

elderly, the very old cohorts (persons over 75 over 85) will increase the

fastest. For example, the number of persons over 85 will increase 124 percent

by 2000 and 234 percent by 2025.

While Uhe long-term care population Is not exclusively aged, two-thirds

are over 65 and the probability of needing various types of assistance

increases dramatically with age. The fraction of the population needing

personal care assistance rises from less than 1 percent of those under 45 to

32 percent of those over 85. Given the relationship, I have estimated that

the Census Buceau's population projections suggest the number of persons over

65 who need personal care will increase from 2.3 million in 1982 to 3.8
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million in 2000 and 5.9 million in 2025. These increases represent 60 percent

by 2000 and 145 percent by 2025.

At present, the needs of the long-term care population are met largely by

institutions and informal sources, that is family and friends. Institutional

care receives the most attention because it represents the bulk of purchased

services. Expenditures on nursing homes topped $24 billion in 1981 Dollar-

wise, they are the fastest growing segment of the U.S. health care industry--

their revenues having increased more than fivefold since 1970.

Three-quarters of the long-term care population, however, do not live in

institutions. They reside in the community. Services provided these persons

are substantial but difficult to measure. As noted, they are served largely

by relatives and friends. Seventy-five percent of the long-term care popula-

tion in the community report they only get assistance from these informal

sources. Although no dollars change hands for family-provided care, its

provision consumes considerable resources that should not be ignored.

What makes long-term care of great public concern is that it is one

catastrophe for which individuals can not obtain-insurance and for many per-

sons, the need arises at a point when they are least able to afford it.

Usually financing for catastrophic illness is handled through private

insurance which draws on the resources of many to cover the catastrophic costs

of a few. This mechanism, however, has not worked for long-term care, for two

major reasons. First, insurers are concerned about the potential for adverse

selection where only persons more likely to need care will buy the

insurance. Second, insurers are concerned about moral hazard, where people

with insurance will decide to use more services because they have insurance.

Controlling utilization would likely be much more difficult for long-term care

than for acute care. Long-term care involves not only professional services
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but a broad array of support services whose appropriateness is difficult to

gauge.

The situation with respect to long-term care insurance is similar to that

regarding acute care insurance for the elderly before Medicare. Obtaining

adequate coverage at reasonable cost was a major problem only resolved by the

introduction of government insurance--Medicare.

The lack of insurance is compounded by the timing of long-term care

needs. While families of all ages are likely to have difficulties coping with

long-term expenses and obligations, these difficulties are pronounced for the

elderly. While their probability of needing long-term care is increasing with

age, their economic and social resources are dwindling. Loong-term care needs,

especially for females, may arise 15-20 years after their own or their

spouse's retirement. By that point, savings, other assets, and pensions may

be exhausted or will be rapidly exhausted by the cost of services. Turning to

informal unpaid care may also be difficult as one's spouse and contemporaries

may be deceased or incapable of providing needed care.

While there iay be ways to encourage some private long-term care

insurance and enhance the private resources available to finance long-term

care, a public role in long-term care financing will always be essential.

There will be persons who simply can not afford any or certain types of care

and there will be persons who can obtain care but only at genuinely catastro-

phic costs.

How far the public sector goes in resolving these situations is a ques-

tion of choice. Currently these choices have been delegated to the states

through the Medicaid program. Although Medicaid involves substantial federal

matching payments and proceeds according to federal rules, long-term care

policy under Medicaid is largely determined by the states. For some time,
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state long-term care policy has been dominated by efforts to keep spending in

check. Consistent with this goal, states have been reluctant to cover ser-

vices outside the nursing home and have restricted the availability of nursing

home care, either through certificate-of-need regulation or through low

Medicaid nursing home rates. Despite these efforts, nursing home care repre-

sents the largest and fastest growing component of State Medicaid budgets.

State efforts to restrict nursing home use has resulted in access pro-

blems for Medicaid patients, particularly those requiring intensive and costly

care. Indicators of access problems are hospital =backup* or administrative

days, and the presence in the community of large nuAbers of severely impaired

persons, who can be said to require nursing home care.

Some recent research I have done with Dr. William Weissert, underscores

what limiting nursing home beds can imply. In states with highest bed-to-

elderly population ratios, more than 90 percent of persons most in need of

care (unmarried persons 75 or older, needing assistance in all activities of

daily living) were in nursing homes. Only half that population received care

in states with the lowest bed-to-population ratios.

This access problem can be expected to worsen over time. Although the

nursing home bed supply has kept pace (barely) with growth of the elderly

population in the last decade, recent changes in hospital payment can be

expected to increase the competition for available beds. Medicare's new

prospective payment system will reward hospitals for reducing length of stay,

and there are already reports that hospitals are negotiating with nursing

homes to take their patients Nursing homes may well prefer newly available

short-stay, Medicare or private-pay patients to the long-term patient

immediately or ultimately covered by Medicaid. Hence Medicaid patients,
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particularly those needing intensive care, will have an even hard time finding

beds.

Limiting Medicaid coverage to nursing homes has been criticized strongly

as inefficient. Covering nursing home care and not community or in home

services supposedly creates an institutional bias. The argument is that this

coverage leads individuals to enter nursing homes who could remain in the

community at lower cost if needed services were available and affordable.

I agree that nursing homes are being used inefficiently. What the

important issue is, however, is what are the implications of that fact for the

redesign of policy. First, eliminating inappropriate placement would not

necessarily reduce nursing home use. As I indicated above, these may well be

persons in the community who need nuriang home care but cannot gain access.

If some less impaired persons failed to enter nursing homes, their places

might well be taken by more severely impaired community residents. Second,

even if nursing home use could be reduced, there is reason to question whether

broader coverage can be provided without increasing total costs. Many have

argued that if in home and community services were better covered, persons who

would otherwise enter a nursing home would remain at home at lower cost.

These cost savings could then be applied to serve more persons at home for the

same total amount as previously spent on nursing home care.

Unfortunately, experience in various long-term care demonstrations pro-

jects has tended to contradict that premise. Expanding coverage to include

community and in home services has increased total costs. The principal

reason is that there have been only limited reductions in nursing home use.

At best about 20 percent of nursing home use was avoided because of the

additional services. (Note that it is not 20 percent of total use, but 20

percent of the use by the types of patients who enroll in a community
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program. These persons are somewhat marginal nursing home users, so that

reducing their use by 20 percent will not have nearly as large an impact on

the total use.) in addition, there are large increases in the number of

persons being served in the community.

It is possible that this negative outcome is the result of poor

targeting. If broad criteria are used to determine eligibility for community

and in home services, the population being served will be primarily persons

who would never have entered a nursing home. This aeems to be the case in the

different demonstration projects. Typically, about four-fifths of the control

groups, who received no additional coverage, never entered a nursing home.

Given the limited reduction in nursing home use, this broad population could

only be served at no additional cost if the average coat of service to an

individual at home is 3-4 percent of the cost of keeping a person in a nursing

home. This translates to about $2 per day per person.

How much improved targeting can contribute to controlling costs has not

been determined. The channeling demonstrations sponsored by the Department of

Health and Human Servicest which are currently underway, represent the most

significant effort to date to target services on likely nursing home users.

In determining who is eligible for services, the-channeling projects require

that a person be more impaired or dependent than did previous demonstra-

tions. Zn addition, they consider the availability of informal sources of

care--presumably excluding persons with ample informal supports to avoid

substitution of publically purchased care for privately-provided, unpaid care.

Whether the channeling projects will be successful in controlling costs

will be determined in the next few years. what may be key to their success is

taking the availability of informal care into account in the targeting pro-

cess. Many people enter nursing homes not because 'their physical condition
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absolutely requires it. Instead, they enter because they lack someone to care

for them at home. Persons with extreme impairments and great needs cemaii at

home because someone is willing to go to heroic lengths to provide them

care. When such care is unavailable, there is no choice but to enter a-

nursing home.

Providing a limited service package which costs less than nursing home

care is not going to satisfy the needs of an extensively impaired person

unless they have other sources of support. when a person already has that

support, providing additional services is only going to prevent

institutionalization if their informal supports would otherwise break down.

For example, there may be times when famiy members decide they simply cannot

cope with the needs of the dependent person and reluctantly opt for inviti-

tionalization. Supplementary services may then make the difference in

convincing family members they can hang on.

While targeting services to persons whose informal supports would have

collapsed may be the effective cost containment strategy, it is difficult to

identify those persons when designing and operating a program. More

importantly, whether limiting services to this likely small group Is an appro-

priate policy objective, is an issue. As I said, people may not enter nursing

homes because their families make heroic efforts to provide care. Such---

support, especially when provided by spouses, may never break down. A major

question for policy is whether the burden of such family provided care can be

ignored even though reducing it is likely to increase public costs.

Given the difficulty of designing a program with coverage beyond nursing

home care that does not cost more, the states may be rational in limiting

Medicaid coverage largely to nursing homes. While the result may be some
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persons, who do not Obelong* in nursing homes being there, the cost of this

sort of inefficiency is less than the cost of expanding service coverage.

Moreover while there may be inappropriate nursing home utilization at

present, other methods, besides broader service coverage, have not been suffi-

ciently tried to determine how they might reduce inappropriate utilization.

Prominent among these ace more extensive utilization review in the focm of

preadmission screening and case-mix reimbursement. Preadmission screening

attempts to divert potential Inappropriate users to existing community

services. Case-nix reimbucement attempts to alter the incentives of nursing

homes in terms of which patients they wish to serve. if successful, case-mix

reimbursement would lead nursing homes to prefer heavy care patients, who

currently have access problems, and to avoid very light care patients who

could manage in the community.

These arguments lead to the conclusion that states have been rational tn

focusing coverage on nursing home care, if their objective is for the public

sector to spend no more or even les on long-term care. With preadmission

screening and case-mix reimbursement, concentrating on nursing home coverage

in essence a triaging strategy of trying to serve the neediest when limited

resources are available.

No matter how ratiottal, if states pursue this strategy tciaging leaves

the less-but-still impaired population unserved or a burden on families. it

is a question of social choice as to whether these consequences are unaccep-

table and should be remedied by increasing the public sector role.
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The long-term care
marketplace: An overview

by Wiiam J. Scanlon, Ph.D.
and Judith Feder, Ph.D.
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Federal mubidie supported a dramatic expansion
of the nursing home indusry. in 1950. about 300.000
persons used nurs"n home care. By 1960, nursinghome users numbered 470.000 and by 190. ov
1.400.000 (See Exhibit 6).0 This exp nsio was
suscient not only to auppoel s response to the
growt and aging of the elderly popat. but also
to low more elderly at any giN age to reoelve
nursing home cwste. The proportion of the popti
66 end ovr vng In tong-term care inatituona roe
from 3.64 percot in 1960 o 4.78 Percent in 1970."

.ltyIve pecent of th increase reects the aging
ot the eldely population, that is. an increase in the
proporton of the very old who are more lkely to use
inatatutions. The remaining 65 percei. however, re-
sects increase use, holding the age tVbt oon-
stari. The proportio of persons over 65 in inetitu-
bone would have had to Inrose from 3.64 percent
to 3.99 pemnt between t960 and 1970 to keep
pace with populon change and aslow behavior to
remain constant. The increase from 399 percent to
478 percent reflects a change in boelvior as a larg-
er fraction of people at each age enter institution.

Although most states Used Federal funds to Sup
port nursn hom growth. they supported very diar
sr amounts of care, both before and a t e Mdi1-
aid's adophon. in 1967. as the Medicaid program be-
gan, the nursing home bed supply ranged from 11.9
bede per thousand eld"ey in West Vrgirta 108 t.8
bed par thousand elderly in lows. During the next 13
years, the annual rat of growth varied oonasdersbly.
In some sates, bed growth did not keep up with
growth in the elde population. Other states dramal-
icaly increased thO bed-lo-populabon raeo. The
considerable varaton, meant that, despite the in-
cressed Federal role associated with Medkicd and a
general expealaon of the bed supply, per capital eI-
derly supply levels continued to vary subtantiely
acres states, In 1980, lWtee ranged from 21.4 beds
per thousand elderly in Florida to 96 beds per thou-
Sand elderly in South Dskota.

Profound changes In the industry's Structure have
accorenled the growth of the nursing home indue-
try. Changes include an increasingly Sophisticated
medical orientation i nursing home care, a sh
away from government-owned 1o proprietary home.

I ln I"67. Congress amended Tie )0 W the Scial Socurty Ac to
provide Federal matchng lot payments to CF on the same torms as
ahy 6iedcald covered serce 1It 197 . CF covvege was trsnelerred
to Mledicad For sarer hisry,. sea J8 Svetres and 1uce Sp0. -The
IWssrg Home Capial Formation end FundineY l,"p*tcore Fknancp
£4mnapemani. Ape# 1961. pp 32.45
m A porion o s incrase rsepsemed a substtton among
etahitUioonal types rather than real growth The popo o in imenll
hospitals declned rameicaly on tie pntod from 750.OOC to 400.000.
However. much 01 s e e returning patrlts to the
convnwit because o kproved tremet new VIosoptles

regardng treatme n i the least restrtie onwv4 nN
n Scanlon. W and S ta M. "The Supply of institutonl Lorg-Trm
Care Osaciptivr Analysis olts Growth ed Currnt State." in Prtiet
to Anafri Exisui toig-Tam Core Data. Final Report VSl V.,
Depamrioe 0 Heath and -atan Servi CeC N 100-80-045.
AIsi 190. Comprahle datas on institutionall use by sge from sie ION
cen us are not y eraeable Otier date ouges Aflotion rates hav
icreesed much Its durin the 17s In addion. Oie icreass as
concentrated in Vhe early part o tihe decade. as bed wow in reri
years has simply kept pace wih In grow l ol tie el populaton.

Exhibit 6: Number of persons and percent of U.S. population residing In long-term care
Institutions as reported by census of population
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and. more recently, a growing concenration of own.
warship in muiti-lacihty chain,

The more sophisticated medical orientation in nuts
ing home care relect Medicaid requiemonta fw
covered care and stale as awl as Federal e1hrta to
enforce structural and staying standards Both skiaid
and intermediate level of Medicaid-coved care re-
qned more nurs involvementl than sinai boarding
intimutlns had prevlouaty olered, Medicaid also re-
quied states to comply with (1) the IO? Life Safety
Code Standarde for the design and outing of build-
inga. and (2) state bceu requirement regarding
nuraig home construction and stalling During the
11970s, many states w wel beyond Federal mini.
mum reqouiementa in specifying the level and kind of
styling required per patiW fo dhorent levels of
care.

Both structural end stfilng standards caused
many am nursing homes to go oul of business dr.
ing the 1970s. More than 6.000. or 28 porcet of
homes operating in 1971, closed by 1976. in the
same period. 4,800 homes opened. The new homes
were more then twice as large as the homes they re-
placed, and Ithe average ale of a nursing home in-
cressed from 64 6 to 6.9 bede.,

Government programs' expansion also brought a
shit trom governmen to proprietary ownership. Be-
twen 1950 and 190, government-ownei home'
share of patients tel from almoet 40 percent to about
8.4 percent, and proprietares' share te from 37
percent o 70 percent.t Athough that ownership de.
tributon remained stable during the 1970s. another
change is now in progress-concenraton of owr-
ship in muiti-taclity chains. Betw 180 and 1902.
the m.'or Investor-owned chains increased their beda
by 64 percent. resulting in their ownership of IS per-
cent of all nursing home bede. This growth i con
ce station party roleca the attractiness of nursing
home as an invtmen, leading chains to expand.
f-owever, It also results from pubic poicy-pecl-
caly, Ceuficate-OC-Nee regulation, which prohibts
or restricts growth of nursing home beod in many
states. With these restrictions, chains expand by pur.
chasing existing facilities rather than biddirn new
ones and thereby acquire a larger share of the nurs.
ing home stock.

Despite expansion of the nursing home industry
end nursing home use. thee appears to be a so-
age of nursing home beds relative to the demand for
nursing home care by putbly supported patients.
The reason for access problema Is that the tal
coset of nursi home care for people elgtle for
Medicaid s would exceed whet states are wIl-
ing or able to pay. For years, nursing home cars has

I

accounted lor more than one-third of Medicaid
spending. Sinc Medic-aid's adoption, national nursing
home expenditures have inoressd quoie repidiy.
growing from $2.1 bin In 1965 to $24.2 bilon in
18V For moat of that period, Medicaid spending on

nurwn homes increased over 20 pec4 per year.
more than twice as fast as total state and local
spending. Even before t 19oe recession, states
were taking step to reduce long-term care's share
of state budgets.'

Most states have Ilmted their long-term care ex-
penditures by rimiin w'stt they pay lor nutsing hoe
cere and by using Corticato-Of -Need to control the
number of nursing home bed. A shortage of nursing
home beds creates a particular problem for Medicaid
patients needing costy care. Because Medicaid pays
es than private parents for nursing home care and.

in mcat states. does not suliclerty vary its rates
with the coat of dflerent patients' care. nurei
homes prefer private-pay to Medicaid patients and
Medicaid pets needing little care to those with ex-
perierve care needs.

While understandable, this economic discrimination
poses a serious access problem Icr patients, moat in
need of care. Research indicales that where bed
supplies are most imrted (the result of low Medicaid
rates or Crl-,ate-Of-Need requlaWin), smaller pro-
portions of the most impa ed popuistion sctuilly re.
side at nursing homes, in states with the highest bed-
to-elderiy population raioe, more than 90 percent of
persona moat in need of care (unmarried persona 76
or older, needing assistance in al activities of doily
tying) wee in nursing homes. Only haif thai popul-
tion received care in states with the lowest bed-to-
p ton ratioe.'

This access problem can be expected to worsen.
Although the nursing home bed supply has kep4 pace
with growth of the eldely population in the Isit de-
cade, recent changes in h osital payment can be ex-
pected to increase the completion for evalable beds.
Medicare's new prospective payment system *4 re-
ward hospitals for reducing length of stay, and hospt-
tal* are therefore making special eriS to ge nie-
ing homes to take their ptlenta.i Nursing homes may
waN preaer newly available .sortstay, private-pay or
Medicare patiefi to the long-term patient immediate-
ly or ultimatety covered by Medicaid. Hance Medicaid
patients, particularly thoe needing itensira care,
may have an even harder te finding bds.

As noted at the outset, untd recently most styles
have not supported much lo-tem care outside the
nursing hone. Athough the Federal Medicaid pro
grsm otered to match noninatitutional and Institution-
al spending alske, sttes took advantage of the latter

o kI
p. Iid and Al Sirrocco. "An Over-iaw ot Owe IS9 National Master
Facilty tivetory Survey of Nrsing aid Reated Care Hos.'
National Cenfter to Healt Stantitc, August 1963
q. La Vioet, S. "Nursg Hmi Cmeues Scramble for Wtore Prvate
Paying Patients," Afdom Heah Care, May 1963. pp 130-138
r. Waldo ard Gibson. op ci
a Soviet . A end Hotahaee. J, medicaid in se agan Frs Federal

Pobcy and Stam ChoKes, tktan intitue Press. 1982.
I Fedr40 J. and Scarrt. W. "RegeLAesg te BedW SUPpy in a
Homes, Aa AeMmonel Fund Oenarfoelr/Neh a Socety. 68 1,
Winter 1960, pp 6468
U Wes4er,. W and Sceaetn. W. ".etenmAss ot hIeututo4kaseon
oft he Aged," in Progeci to Anlyne ('aswp Long- Term Care Dets, Fetal
Rapor. Vol U, D artment of H4ah and Hkiman Servces Cotrac No
1000-0158. 58 y 1983
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far more than the lormer. For mny years. ony New
York and Oklahomae d nonaional Micald
on-term care on a Irge scala.0

tates* refrctanos to oew ihoes benefit re-ected
concern about coAts. Although the avalabilty of non-
institional seviceco r evnt nursng home use
for some, domonevrtione involvig swicked in-
home and commux*osevio suggest that ese
savings wl be ohset by the costs of service to a
lare ttal number of users.' The result is likely to
be oreter. not le". Male smendin.

Wit these risks, most states olered nonine.ho-
onal services on san ite bas usIg el-

ther ther own money or Federal bock gants underr
Tit XX of the Social Sacu Act or The Older
Americana Act). Most Ctates contreed thsepro-
grame tihtly, keepkg oxpentre sinal. Caorni
we an excepon. alow Its in-me serve pro-
gram to expend drematicaly and in sizable P ost
for the state.,

Recently. states he. shown greater In rs In
edicald-Onanced no*sstnel care. In paM tfh

intere reects concern about te to Iied avalably
o service and an unsialled neod for car. &A In.
croased state Medicaid oct*#y also reftets a
change in Federal 4cal incentivs and Medicaid
nuas. The Federal government het *uA beck No
grants to the states under Titl XX

At the same times, changes In Federal law slow
targeted Medicaid coverage ea lte services- hai
is. a locus on opeclic gpeeoraphic arees or narrowly
do&te poplaton. Sies Medicaid no loge poses
vop risk of k-scale enlment a ontree t0o f-
W a generous Federal match, man stles ae a4s-
Ig autortJton for nonsieltutleol long-term cae

bone4 N.
ItlI too early to Wel whether thee* benht W

simp* replace Wsees preoul ftj* 6W d by ofter
means or c oly expand nonirestlional care. Al-
thug state mAy r expansion, advocacy

fO s lor Ih elderly can be expected to promote L
That case .l be ste o d by Ovidence "t
Mrsn home care Is beconi icrtan*y hed to
obtain.

Taken alone. hiur demographic and social pro-
ctione inly considerable inarees In the need and

v Koerw. fRt. srd Pabnor, MC.. "Imgplmene fte Medicae
Flospecs e Pria Syse. eiar lnAbwmW Sp
lnr 1916. pp. 74-78.

w. Cohen. J, "NPA0 Programs Rlnx Long-Ta. Cars," Nalotsel
om- r Aaaociam 13.
L U.S. Geor Acoouwe Ot*. "Te att ShaM Dans Piu
Epanded Has lean Care IN Increaf These 8ea kces WE "ot

Ihar Cost tesdcsonas" apol l te topw v ofe CftAIt on
Lab and W~an Res es. US. sentie. OAOIVI43-t, Dec. 7.

les. , e

For aiaterl viw or Ste kd~re, eme Laurence F. tans. "The Ntstaho.e We I kck nthom Servce" ea nw Aif Feder c e-

in1t, hisy 190 1, pp. 30.45.

demand t lor l lon-term care evicos.' The
greyinof America-t increasngproportio oft
poputA that is old or very old-is an often-dis.
camsed theme. The U.S. Ceneus Bureau esanates
31.8 rlo ersons or 12.7 perct of ft popla-
ton wil be 65 and over In 1990. compared to 25.5
rnlon or 11.2 percent in 1960. Moreover, among to

sidery. the very old cohort (persons 76 and ove or
85 and over) W11 ionree o fs (See Exhibit
7).

Thes denoWsrphic pro0cona alone have lod to
eshmates Iha 2.8 to 3 million beds wn be needed in
logo, to maintain current u"e petperns. To reach
thise woud require growth rates of abot 3 per-
cent pt year. Although lhat rate about equI* te
growth refda of Ithe ItO ti0e. many stale have
oonide red pest growth exceaslve and have used
their Csrtlcae-Ot-#Ied programs I*to brngi to a
haft. Furthmar. higher capil ost may be des.
oour&On inveshpoi. Maintain th 3 penoot
growth rate wd requke ac, OhNt in pbk polcy.

An even greater expeneon of beds may be
needed to soconvnodet oer d . The
eva abty of informal ewe in 1w hom my decl
with f increasing partkebon and &Rc"vit of
woaen to the labor force. Daughter and deughters-
in-law hove traditionaly bew ec od0 moat Wo W-
tant smrce of iWmal care. toIowih petwis
own pouee. As ft pooro of wonme *o are
Snmly established in corer incase. ihW abty
and wilonop to proe such cr preeunably de-
cnes. A l rg sharo of dependent poso- tn in

o pmay therefore havosekserv from
normal providers.

Medical d vlopm t CoLd al increase p x-

a

Exhibt 7: Number of person In U.L
popuMlon In selected as grompe,
1980-2000

(Numbers in tousands)
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pected demtand lortng-term ewe, V the redc
mo.rly WrA not mrbly rafet. In tacl, she krprov*-
mrt h mitaty Met have ooned in te recmri
past have b elbuA "nly to he sme of Me
cuOTa* tan e we popuidion. shie coraMe
ad n In Ir eameio 0 e-resed coidne Mnd
depenmecnle haveot oocred. Bete mrea
ad preverdl 4 mowe dsric oo c d re-
vere Via Oen. partly V hey aecs e the tol-
dence of &Vt. ~vit. or osfeporoele.

wouo demogap social, ad medal deve*
oO ent my icrese th demand be lorml eW.
vices hre elder wE be beWW *4 eca n ely
t their predecessors and bele able Oo purchese
w we Otey need. Icrems in the Soci Seowty

eabie wags baes hMatter conb.Eain rates. and
greeter reel err*ug wN rest In poe-relemeit
bea payment repechig a larger fraciton of pre
redrmen ean*Vhs.la More workers w§ be covre
by private p e'lo, further tupro the eldery s h-
come. I 1 , about 40 perce of tnAr e wAt to l-vldul ae~d 56 to 6eoei.,ved privae penelan bene-

. The roporo e projected to ee to So par
cn I 204." Benlt Isle lor cored person wE
aSo rise. Sette pu~o and prh'et reteen bertt-* to mre people wE pul larger proportlore of Ou
Suaeelderty InO hihe hiome cae gorisea"

PhiaY. M."t elderly are Duely to enter elm ent
wih greater e vog nd tholw esetm WAS Ow r.
rm eldy, theyt wf , have had Ewort noeo O ih,
wor0vee alcied b tho Oepreslon or Wcrid Wer l.
Momy WE also have gatoed sudemAnly from the real
ese iOiW of the0STOe. wNid tfors te
valume of owm e-oomle houehig most 'ar vmost sdan ase.

SNt hi res deni per aredy occurog. hi.
crease the &SNOod that the marilwE reson to
the kur edr's demws. U em ow wn n e
and oondm*"m apeoerit are rob"lel new buds
of reArce wIch proide or oette fth Oloy
of tn-tem "Mar. Ume w covma e m a M " woke a
c -rvte to saslytg ft tang-tm we nee& of
rsi ent a they ari. Condom corid h.
oreas the rescuces f t eldely a4 nake tm
eaie and cheaper to aere ftem ofderl Who so
their ahV*4amnk hmee to b" a condon**m may
wse 0rl a Pof@ their e*y. rhe remakode be,
Gomm a to aeeemt av f w purl
chase. A oondoinh 1,10 b wit a cow*rto
of serl el%* prite the Flier"e tw or e a

04. 06es of Asiant% Sewuary tr Mme~t end lvabjalon qp
at W4s Vabef Jelhl 0. -Vrorste Ce"ptel Rsq eftr P.1st.
do Trndshn ca" esi hwas Oweu aee" I* eWam
Awu-bl idspa w s i ApMI . Wp W"4.
bkt Zeftv IR.. WuuhIABObn of "h Pu4 Pandas Si-we
POW Prular t uYearl160"In .M h ftp*wwa as
ftE-some V & A~w &1 100. WedrhuetrA. ~ Theomhu

ft. torfee bareS Ilesearth vuilk". ismvew eues Cpwv
Ali b, am Ap Amork: ihoana Lomeb and eAft-"7 Wasithi.
D.C.. ieen.
dt ZaieselK co i

-ir sevice dlvery. Osverhig hi-am services is
eks* n ve-sey more cOey than povk*g te Owane
eriDl hI a nur" home because of the evel cost

between pets homes.
Conoeneg poMa peserta wd* a siee

b**g or mmml a e cied *raitca redu the
*re €les O ad make the nwkedig of hi-hom e.
vice mm VWAbl. Conoefraton M ud *a make I
preatlJ ad scononfaly Slable to oew erAi
that aWe nede 11 equentlwy end take SWde Ors to de-
O-ver WDe hbel Itat n ftleo eleriwtog). Wooc ar
vice pwrorl ould be located (and My opmd
w" 00~ the b ft. Highi Warmporlabon oans now of-
tan rmk thee sarilosa too costly to provide.

Despite hira n ki average reeource n
ofrngs i vh enb rvsnmany siderty wE r

min unabs t0 ord Imerm care. FuAue hcoe-
irprvemwit win be unte.s. I 2000. at West 20

Percem wE have no private pavsonts and mny pen
sloer wE receive very bTal bensit. Womn, i
pa€icjaw. wd ranaio sadw ritgK ec most pen-
al do not *xend to m-vvo . Some widel wA
enter re-iremen wM ied yOa sad S0ol Seo.
rfy beneitt eethg a Meore of moderate to towaI . Moor , ha ffmo re atretre-
merit age may not mea much when one needa for-
mat lon-tem cars. The typica larnl tantrwm we
user, a wow of ag so. wkit rnd ongW-tem
we 16- 20 yeM after her spouses re's, amNl .
that tim, t Iae i reeouroe avelable al re

aN of m ey have been eshaussed.
AA hroota puhc sector role w§ therfore re-

wai- Al1*hi people imealo to oard needd
sarktss .The narex nd eint of the"pfo puberob

otbe smly hresee. Even with prtate mr-
O e w m Ow hene eds of* larger a tr o0 he
depnsi poulatOnthbotal projected hioel

eat population ey toles a greater dem andkw
pubkoubehlse bAlMO reep lgto hatdndWl
nra co~r 6 ng desires to ora govmrn-

Ami program. NIsl not easy to preii the ousoom
of ae aom Ain WE Adepnd an vth hite powt-
toal hdaene of elermly ue and naneldrt matexpay.
er, an th e ts'erng of9 th ecomy wd an the
ve0bfty of Fede" aW to maws wom paoclyV

WON elerly pogi Idone.
Our o. an-m we syse a rgl a

oreakxe f mm i poky. i oortsw to
many Europmen oourse gofet* n" i the U.B.
do nol provd much we deecl or exercs edn
We~ ome who gem wtl esvie m Wee Federa
anW bleteo gnwert w hlz i~dvinials~ pur-
@4seA$ of we IM the privte marital. ThMOu~ the
esheilee and the tem an wit ft we ofted
SN gOtrarit deWisri0ee heovra Wa @4 t

tn-emcare itAfrytemkolmrien-ee a.5pro-

The 0ma01 Wacitas of subeis ari reate ho-
coitrs appear to have acserou Ov o$me'
people seem to reewen e Waeic ss n the need10
and m-anypeop lerove neded arime oil by il
poato sizabl burdens an their be.5ee The bette
pvieto of norhideralw sarios appears to be
*- by&"e nd eve the prvisio y humAlaona
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rwvie appears wweque. isn some peos
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wlvi oo owlhh i Owdri pWoptoN . " pikl
po makers be %od to repod Nothehand-
big " expected blasek bnowlanof peivt
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apnose-ti doceion sty make abmg how much

Seck J C oft Wh, Now" Coreee w an Ar Repal of ?recl'-
cal Carl an HA.M Sormoo Wow -00. DC. Owveo"n
A d Offi. 1961 (720-011'8m)

fo spend and fw lorm on v ptoend i-we
~ae fteI-term core kxkwi y in te years to

oome. 0

StIPost othe ropaerso wete was wre-
vide " goe Ford Fowbiato w ude a gpet o The ur'
bee MbsAe. Washingtoun. 0C,.

LeOW-. .kdm . FrNoM. F Ofm cdvaen HoMrot.. Poy P-& on 1 o

brody. fla"i. 01 111 Womeo's Oubo Roil and "sob to EldtY O" of owe Assetar Secreta r Plareto and Ey""aun worth'
Pword Aawujdee of Tloe Ckeowaeb ot women- Jourwnal of 'k v an Low Term C rop~ Oaf " eIM 1 Lw o'sootey's
Oaoowo , Vol 38. No & (Seo ow 163). pp. 0?-ol. Ta Fo, n "LeOeMo,-Tm a' WaalN0VWDC ePeOONIM Of A

"ri Itesi Sarices. Ocklob It I06.
Suler. Abel N. *ty Scr*? Sopi' O Aawno ic Now York.
is ar R , O. 1078

CeleW,-, James J Jr and W,,tck. Staisy S.. od Roftmog ,ie
Lof' rem Cars System Lox'lWng Me"a: LexkVon Books. 1941

Coen Joel'V ubkk Program Fbn cnin Long-Tes Care." We**-
kw. VC Nationa Gooernom Asbccibmori. 5863 (aeveble rom State
mocaid IloomAbon Carter. Na 444 N CepIod Se. wasviox.
DC 2000 1. prepald 110 00)

Dunlop. 0 0 Teb Gw ofAM ow I C . LekxLe. Meao:
Legon Sooks. 197O.

Este. Ceris1. Me A's Enwrprime A DieCalEran mmon of Social
Pbckie WSevi*e O we Aged. Sen Fsrneco. Cali: Joeey-esse
IRS.

Fahoy. 8&J 1991 *hN* Hxw Coufrec an Aol-v. Rep- of
NeOW" haConvWrit en Sociale &W lo/ Ampect of L ong-Trem Care.
wet*ean. 0C: ao"wem, el Patn 0O1e. 1941 (7ooo/S&@o)

Feder. AoMW4nd cer~. Ws~ -%epfts es Koebu Home Se
sw.e rb* Uetmet Fon Cw~tfvji/Na and 5oolef, Vol

". No. I (Wb*W lo0).
Fede. .A end Scrlon. t "The *iderysed Geg: Modl-
cr's Co age Of Sed 10"W9 HOe Cs." AMbOa stMMM
FunW OuerlerIdee en Soof. VouMW 80. No. 4 0rsl I 106).

Scrlon. Wow J; 0 Fedeoo. mewn.. end Stagoe. Marto".
tong-Tens Care Corerl Experience anid a Framewwo or Analysts
Wols*olon. DC Ur6n bietex Poses. 197O(aveeblelrom Ul. Pres
PO So Iem. Hempen Staon. Saftire , 21211. prepsld

Somers. Anie R "Lon-TWem Ca etwlorthe Eldet and Disabl ANow
Heeti P60,r.y." eW Esr.nd Journal. of.do. Vol 30. Ho 4 (A*
22. IM8). PP 221-228

Somes. Arose A wA Fabo. Dorotti. ot. The Goreb opre
AA **oAvbo. Io Oerovolopt' "U. Chel G Oi Noew York.
ApO~tC4" Croft. leS6

Uo eS. Ge Aounting 1M , r* MOI he ).nt"
US8 Genel Acow' Oe:c. "The Elderl Sto 1Seet N om
Exveded Home Health Cae &A brorooN These Seroe W' No

Wrews Co.t Aeurol. WeNo OO.I DC4. Ase iNo GAOsO4 .
December. 1082 (evabeble boss U4. General Aooewilbo Ofte. P.O.
Sox 601Ia. Galenerbteg S.C 2067).

U.S. General Ac0ooteliig 04ca. 'Cot luas en Vie Need lor
Seot e s Creetbo Piobleri las Vi Slaloe end fie Elderly."
Wae0Ltsgn DC Rporm Ho. GA0sFE4d.1 (evesaats bor U.S.
General Accmon*V Oto. P.O. So 0018. Ga~tors IC
1,oe ).

Viadeck Sros Cl-dbd' Came New York: Ssimc Socks.I 9w8.

irmd F. Paul L Adelolc RebnbuseN of IkrsMk ikvne Cas. V'ldeck c Be .herelanO Long-Term Case.'* Aw E
WaaFkn1m OC: Amecan Ernlo be a Pic Foecy for oJour denal of Vol. 30Y. No 14 (Seplror 30. IO2). pp.
ReeK 11162. 06-000.



33

At press time

Long-term care: Challenges
and opportunities

Herhcear Financial Management be-
gins a year.long sees of articles on
long-term care in this issue The series
wig describe and analyze the fMarcing
and delivery of long-term care services
in both institutk'nal and noniutidutional
settings. It will explore a host of man-
agement, financing. marketing, ac-
counting, legal and regulatory issues
Iac ig the long-term care field. The se.
ries will cove current arrangeninerts, tu.
tme directions and opportunities for in.
vestment.

Why long-term care? First. it is the
tastest-growing segment 04 the health-
care marketplace in the United States.
Second, the new Medicare prospective
rate-setting system heghena the inter-
est of acute care pfovks in finding
sudable subtlitutis for inpatient hospi.
tle services. Third, population projec-
lions suggest there wilt be substantial
increases in the number 0 people re-
quiring log-term care.

The logo for this series is based on
demographic projections Over the
course of the next seven decades.
there will be a phenomenal increase in
the number of elderly persons, the pri-
mary users of long-term care services,
Currently, there are 2,6 million Ameri-
cans 85 and older, the group which
creates the largest demand lor these
services, There are 27.4 milon Amer.
cans 65 and older, and thIs age group
is expected to grow to 81 million by
2050.

The older age cohort (85 and older)
Ia expected to expand to 5,1 rmillon
Americans in the year 2000 and to 16
million in the year 2050. This 640 per-
cent increase in growth by the year
2050 is represented in the logo by the
rapidly rsing top We. The 65 and older
group, while reflecting larger numbers
of people, will show a tar smaller rate
of growth, represented by the bottom
hine.

As a percentage of the total popula-
tion, this age segment (65 and older)
would rise from 1.0 percent currently to
1.9 percent in 2000 and 6.2 percent In

2050. The magnitude o this increase
creates substantial challenges and op-
ponl es tor healthcare probers

This seres was developed by Con-
triui Editor Walter J. Unger alter ex.
lensive consulion with authorities in
the long-term care hild. He is most re.
centy known to HFM readers for hs
role in the development 01 its series on
tlax-exempt hospital revenue bonds and
d 1981-82 seris on capital manage-
ment in healthcare organizations He
also was the coordinating editor 0
HFM's preferred provider organization
series, In addition, Lnge serves as
HFMA's director of special studies in
the Washington, D.C, office, His co-ed-
flor for this series is Thomas C, Fox,
the partner in charge of the health law
practice 0 Pierson, Bal and Dowd,
Washington. D C. The fim serves as
legal counsel to the American Health

Care Association, the largest trade as-
sociation in the long term care held
Fox has chaired eight annual national
seminars on long-term care and the law
for the National Health Lawyers Associ-
aion He currently serves as president
of that organization

An editorial advisory board of 16 out-
standing indivihouls has also played a
key role in the development of this se-
ries Over the course of the past nine
months, this board has been deeply in.
volved i the series' design and simple.
mentation and has reviewed and cri-
tpqued the manuscripts that will appear
in this series This distinguished panel
of advisors appears on page 42. hIFM's
long-term care series wilt run through-
out 1984 Reader reactions to this se-
ries are invited 0

The Editors

1983-2050 percentage Increase In
selected U.S. population age groups

i

.. s.. er I e o "gow

19113 27.4 - 25 7-
1990 31.8 116% 3.5 140%

200 35.0 128% 51 204%1202 58.6 240%/ 7.7 305%/
0o 67.0 1244!,, 160 164"04/
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The long-term care
marketplace: An overview

by William J. Scanlon, Ph.D.
and Judith Feder, Ph.D.

Long-term care is the fastest growing segment of the U.S.
healthcare industry. Revenues of the most visile
log-tefrm care providers-nrwing homes-topped
$24 billion in 1981. more than Ave times their 1970
level. But nursing homes may represent just the tip of
the iceberg. Services provided outside the nursing
home are substantis but difficult to measure, particu-
larty siice most these services are delivered by rela-
tives and friends Altho-
ugh no dollars change
hands for family-provided
care, hi users represent
a potentially sizable
market.

n view of the curront

size of the long-term careindustry and the demands

that a growing elderly
population will place on
It, we beleve that a de.
tailed examination of the
long-term care marketplace Is in order. This series
presents that examination, explori various issues
affecting long-term care use, provision and financing .

To begin the swies, this article provides an over-
view of the lonV.grm care marketplace, Ident&jf
the long-term care population, examining how popsla-
tion and policy changes have aftoWed the use and
nature of long-term care services up to now, and ex-
ploring how future population and ecoio-economic
changes are lkely to infuenc the long-term care
market. Though broad in scope and brie in descrip-
tion. this article aims to establish a foundation for the
more detsiled discussions of speic issues that the
rest of the series wl provide.

Identifying the long-term care population

What makes someone part of the long-term care
population Is not a particular diagnose or condition.
but the need for supportive see-vi over an extend-
ed period. People with mental or physical conditions,

Present at birth or acquired much lster, the result of
congenital conditions, disease, or even trauma. can
.5 be part of the log-Iem population. Supportive
services for INs population covew a broad range that
"addreases the health, Soclal and personal care
needs of ird ls who for one reason or another
have never deve;oe or have losat ome capacity for
self care.'" More key than not. the services are
nonmedical rathw than medical, and unskilled rather
than skilled. Most prominent among them are peron-
at care (assistance with eating, bolting, transfrring.
bathing, or dressing), mobility assistance around the
house or outside, household assistare (mot preps.

ration. cleaning, shop-

tos sries oL -k rIs a ping) and supervision.
%*g wries on "Lmeg-Tern Core: SWNVkC needs may

('tlkq ,j opp ro-lM differ with unde
whkh WIN addtes (his lcreessily condition -chronic
Imporpwas area for the Asaclal physical illnea, mental
meaer. The erks has bes deel- Illness, or development
pd by a Pld of lo.-term cale disability. For example,

autkote, sa der s directies 0 some mentally I per-
HFA's Walier 1.1ager ant Tho sa re quire u -
as Fox. o1 Pkesm B nd Dowd. Sion and monitoring not
w,4asatoa. D.C. needed by physicSy i

persona, while the me.
tally retarded and developmentally disabled popular.
tiona often require educational services to reach their
potential.

Counting the lorg-term care population is difficult.
Individual surveys identify needs for assistance with
some activitie but not others. Other service needs
have never been measured systematicaly or thor-
ougitlY.

The most complete operation of the long-term
care popuaKtion was done by a Doportm"nt of Health
and Human Services Task Force in 19 8 0 The task
force estimated the core of the lng-tem care popu-
lation at six million In 1977. The total consisted of
3.6 mtion people Eying In the community and need.
Ing assistance with personal care or mobil ty; 1.8 m-
lion people in long-term care Institutions Icxi
nursing homes, residential care facilities, and long-
stay hospitals; and 0.1 million people Eying in board
and care homes. Beyond thi core are Inportant ad-
dional populations needing log-term care, but not
assistance with mobilty or personal care. About one

1St Heahc8are F-uancial MAsnagemrA
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millon people, not inckled in the earlier gwes, Irv
in the community and neeo help with household
tasks. Other omitled groups are the mentally ill and
the developmentally disabled Wing in the community,
needing supervision or support services The total
number of mentally il living in the community is esti-
mated to be 0.8 maflon, white the number of develop-
mentaly disabled in both the community and institu-
lions is estimated at 2 8 million. A portion of these
people are not counted in the core. In sum, the long.
term care population appeared to number about eight
million persons in 1977. The distribution of this popu-
lation by place of residence is illustrated in Exhilb
It t.

The long-term care population is not restricted to
the elderly, About one-third of impaired persons in
the commwi ty and nutsig homes are under 65.i In.
deed, almost half of community residents needing
personal care, mobility, or household activity services
are under age 65.1 However. the common association

of aging with long-term care is not a misconception
Service needs increase dramaticaly with age. ExIb-
It 2 iflustrales this relationship for personal care
needs. Only after age 45 do more than I percent of
the population need care. The proportion rises to 32
percent for persons over 85. About 20 percent of the

Continued on page 24

a Melizer. J, Farrow. F, and R chan. H ads Pohey Opt* in
Lon- remr ° r, igo, int- Unersy of Chicago Press. 1981
b Ofice of the Assistant Secretary for Planning and Evaluation,
"Working Papers on Long-Term Care," Deartment of Health and
Human Services. October 1981.
C. Weisseri, W, "Sze and Characteristics of the Non-Institutionsl
Long-Term Care Population in Froec to Analyze ExListig Long- Term
Core Dal, Fial ReWorf. Vol N, Department of Health and Human
Services Contract No 100-80-158. July 1993 The estimate of
Persons neding help with household tasks is from a 1979 survey and
has been adruited to be Conaiste with the 1979 Gala.
d Goldman. H., Gatllonzi. A. and Taube. C,, Oening and Countin
the Chronical y Mentaly N." Ho eIal end Cormmunify Psyc"hi-y. Vol.

37, No 1, January 1981 The poirions of these populations that are
asuitutionazed or who need servics such aS peronal care. mobility
assistance or household help have been counted In the previous
estimates Only that unknown fraction needing other kinds of services
a-a additional to the tong-term care popul aton,
e Weissert. W and Scanlon W. "Estinalng the Long-Term Core
Population National Prevalence Rates and Slecoed Characteristics"
in Project to A/ize Exisivin Long-Tirm Care Dale. FnI Report,
Volume I, Department of Health and Human Services Contract No.
100.80-0158. July 1983. The age distribution of Patients In residential
facilities and long stay hoetls is uavailable. These groups tend to be
younger.
I Weisserl, W., op. cN
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Exhibit 2: Percent of United States
Exhibit 2: Percent of United States
population needing personal care,' 1977

32 31.1

30-

28

24---

020 21-44 45-64 6549 70.74 75-79 80-84 85+
Age group

'Persons neerdng personal Care are those requiring asIs1tance
with activities of daily living - bathing, dressiln, transferring,
oliatling and eating

Source Tabulated from dals on persons needing persoiai care in
the National Nursing Home Survey and the Helith Inteview
Survey collecled by the National CnIter for Health Statistlc and
from data on population from the U.S Bureau of Census.

Exhibit 1: LTC population by place of
residence, 1977

Nursing

Reienti
Cars

Long slay
hospital
(4 4%)

Community
(70.l7it

Soutce2 tistiutionai date are from Office of thie Assisant
Secretary for Plenning, an Evaluation, 'Working Papeis on Long-
Term Care,'- Department of Hpalth and Human Services, October
1981. Community Jatm er, fromt The Urban Institute. Pr-oject to
Aa*yze Exisling Long-Term Dale - Final Report, Vol. 11, Depart-
ment of Health arid Human Services Contract No. 10-6-058.
July 1983 Due to Incomplete dala on the community loiglerm
Caire population In 197, data from I97 have bee used to adjust
the 197 estimates.
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totat long-term care population are in nursing homes.
and 8a percent of nursing home residents are older-
ty.

Clearly. long-term care can be received in a vari-
ety of settings Nursing homes are the settings that
offer the most compete array of services, ranging
from simple monitoring to skilled nursing. The almost
80 percent of the long-term care population who do
not reside in nursing homes live in a variety of other
settings, some of which, like the nursing home, in.
cude services as an integral part of the setting, while
others include itle or no service, but can bring in
providers from outside. A matrLx relating long-term
care services and settings is presented in Exhibit 3.
It shows which services are genwally inherent to
each setting (indicated by an X) and which services
can be delivered only if a provider is obtained trom
outside the setting (ixdited by a blank).

The matrix ocu"es on "formal" or purchased ser-
vices and Ignores the potential for "informal" w-
vices, delivered by frierds or relatives at no charge.
An Impaired person living Independently with a
spouse (in the bottom row of the matrix) could to.
cave a broad array of services. including extensive
personal care from that spouse, and never need or
want to purchase care.

Surveys indicate that most of the long-term care
received by Impaired persons living outside nursing
homes is delvered by famWy and friends. Among Im-
paired elderly. les than 10 percent of care recipients
got their care from formal or hired providers, and only
18 percent received care from format provkers as

well as from friends or relatives
How well does the mix of formal and informal ser.

vices curenfy available satisfy the needs of the in-
paied population? Accordong to the 1979 Health in-
tervew Survey. people in the community with the
most severe impairments were most likely to receive
sarvics Niety-seven percent of persons needing
help in eating as well as other aspects of personal
care reported receiving the help they needed most or
aN of the time However, one-fourth of persons teed-
ing help todeting. one-third of persons needing help
dressing, hel the persons needing help bathing, and
70 percent of persons needing help getting around
reported receiving les help than they needed.'

These Widings suggest a gap in the provision of
service to impaired persons in the community. But
they also indicate that families and friends ate mak-
ing a substantial effort to deliver needed care,

Despite the importance of familes as provide of
long-term care, information is lacking to property as-
seas the burden that providing care imposes, the cir-
cumstances that enable or lead people to rely on
their famites. and the resources or social coals tami-
ty-provided care invohres. Because Information on thie
informal care is so limited, the remainder of this arti.
cle focuses on the normal market tor long-term
care-pecifically, its evolution in response to public
policy and its lkely future davopment in response
to socioeconomic and pobcy changes.

Financing long-term cere

Even within the formal long-term care setor, date
limitations force a narrow focus. As Exhibit 3 shows.
formal services are delivWeed in a broad array of set.
tings where they are inanced by both private and
public sources. But the mNx of public and private I.
nancing for all services cannot be Identified informs-

24, Heaftheare Funancial Managemeft

Exhibit 3: Array of possible housing settings for the elderly and services Inherent In
each setting

series

Fiouseeen hp"ping Personal Perone 2Cou
Montr. Mea and chore ai care care Reh - Skiled sille

Setlg Shelter kv preperston sertee errands termtent cornnuoue tation rafi nursing

e SkNed rrsik X X X X X X X X X X
en trmdwatecre X X X X X X X X X

Persoml care and other home
SPersonal cafe X X X X X X x

e Domlsry care X X X X X X

Caretaker ermviortr
e Foeer home X X X X X X
e Wh reallvee X X X X X X

ConWeget losing X X X

e Selfs nd spouse X
*O~e X

Key. X - Srvime hverd I a Wln
-l .erice n h nw n bet may be obtanod klm cvtmde Srovee

Sowm W Soevilov I Oederix. w4d U. Oiasei Long- Trm o- Caro, 0 E£we-te-ic ae FvumoeoS A Anati-s. The tkerv kw5.te. Febusy eve
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ton is lacking on private spendng for long-term care
outside the nuring home. The popular perception.
based on where users say thy go services., is that
it is inoA. But that conclusion Is dilcul to docu-
ment. Although organizations pov in-home ser-
vices, they may not provide moe privelely purcha sd
core. individuals may be important Suppliers of many
long-term care, services that require lile or no ape-
cis training, Wie housework. shopping, meal prepara-
tion, and personal care. With te large number of p
tential providers. iorm4ion on the indutry providing
care in the commurty Is d cku to COOec

Data on inancong fo nursing home care are more
readily available (So Exhibit 4). In 1981, $24.1 bi-
bon was spent on nursn homes. More than $10 bI-
ion (43 percent) came directly from patients and
Stt.6 b~aon (66 percent) came from pubic sources.'
Ninety percent of ths public payments came from
Mdicad-the Federal-sale grant program designed

9 Soldo. B. "The Elderly lorma Care Popujton Nabonal Preoence
Rales. Selc Chosrctestsc and Allernatve SoLOcOa Of Asisance"
in 1Proe to ArAstre Cxra Long-Term Care ODal. FinatRport. Vol
m. Department of lealh and Hrunan Serys Cor*a No tOo-
eots. J* e1963
h Wesset. W. op co
e. Persons are c€l.asied according to tes mol severe spevm
and typcaly sir all lesser degees of WipanN as eel Neovg
assistance sing Itterefore wvipes a need ltr assastance in 0I or
eeims p Wonal evte Ranked Prom most to least severe. entmr-
moa in personal care nckde ieo need for assistance on eang.
!,Metg. bai". daress. and mobety
I Waldo. 0 and Goeo, R, "Nationl Health Eapa uts. 1961."
HeatM Caee Fr.anca, ReVew. Vol 4. No 1. StMbr 1982
I In t QwV" leconCebon Act 0 I9 , (Se on 2 176). Con.
gress authored wai-vers Irom varno Medicaid rleqr nta lfor states
developing nonsmstiutool services. reicing the risks associated wOt
coverega forkor~ther decuaslon. sa belW.-

to bnance health care for the poor. Private insance
plays almost no role in financing nursing home care.

Exhibit 5 shows public spending on in-home and
community care Is sinai relative to public spending
on nursa,'g homes. In 1960. only 26.5 percent of gov.
ernent oedn went to long-term care outside thoe
nursing home. including n-home arvices, adult day
care. foler care, and care in boarding facilities that
provide supervision end aometimes some service to
persona unable to care for themselves, inclded in
thi estimate are Medicare hom health expenditures
($640 malon in tO80) which are not truly long-term
cars but rather s -term sk ld nursing or rehabli-
a lie care.

Putb programs* emphasis on nursing home care
has resulted more from slate choice than from Feder.

l poki-y. Through Medicaid, the Federal government
has olered states matching fnds Pr in-home as woo
as nurin home care. Unti recent, however. most
sltles were relnl to use Modiid Wo that pur-
poe. lot that ito entitlement approach would
subsi ke far greater use than slates were wing or
able to support., As a result, mol states that pro-
vided in-home services did so through grant pro-
grams that ted service provision to amounts Lud
geted and did not oilor entitlement to the general
population.

Federal subsiis for nursing home care began in
earnest in 1956. under he Olid Age Assistance pro-
gram, and expended to aM sales (except Arizona)
with the enactment of Medicaid (Title IX of the So-

Contrwod on peg* 2

January t"4 2

Exhibit 4: Nursing home expenditures, 1981
Ctlow IPivolo

oern~o Prlvale

out of

Medicaide

(17%)

Source 0. waldo and R Obeon, "N tlonal Health Expendlhuse.
teat,- Heaft Cas Fsnan"Vn Av iro Vol. 4, No t, S ptaieer 11a.

Exhibit & Public expenditures on
long-term care,' 1980

Otlier as5%)
Irailutfons'
410.0%)

Home
health
04%)

Community
and lrt-ttone

homes

Does not OdN to 100 percent due to roundwng

Sou. Joel Cohen, -k- Prgram Fin n Ln-Term CrS,"
National Oovemnors AssocIation, tU03

Inckdes Fedea and oint Feders-state programs only

Includes Inorm e lte Cam fa0lee ItW the mealy MWd ald

Vn"0606 personal cars, homnemakar, cO~m homen -Mbnagme day
care. Post cams and mlosoltttous social aenlocee
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cial Security Act) in 1965. The Medicaid program nl-
tiaty covered nursing home care only in skied nurs-
Ing facilities (SNFs). but was later extended to cover
intermediste care facilities (lCFs).' Although coverage
of hitermediste care facilities Is optional, al state
Med~id programs inclde It.

Federal subsidies supported a dramatic expansion
of the nursing home industry, in 1950. about 30,000
persons used nrsng home care. By 1960, nursing
home users numbered 470,000 and by 1980, ove
1,400.000 (See Exhibit 6)." This expansion was
sufficient not only to support a response to the
growth and aging of the elderly population, but also
to slow more elderly at any given age to receive
nursing home care. The proportion of the population
5 and ove ling In o-term care institutions rose

front 3.64 percent in 1960 to 4.78 percent in 1970.1
Thirty-live percent of the increase reflects the aging

of the eldery population. that is. an increase in the
proportion of the very old who are more likely to use
institutions. The remaning 65 percent, however. re-
flects increased use, holding the ago distribution con-
stent. The proportion of persons over 85 in hnstitu-
tions would have had to increase Wom A 64 p>rcant
to 3.99 percent between 1960 and 1970 to keep
pace with population change and slow behavior to
remain constant. The increase from 3.99 percent to
4.78 percent relecta a change in behavior as a larg-
er traction of people at each age enter institutions.

Although most states used Federal funda to sup-
port nursing home growth. they supported very ddlw-
ant amounts of care, both before and after Medic-
aid's adoption. In 1967. as the Medicald program be-
gan, the nursing home bed supply ranged from 11.9
beds per thousand elderly in West Virg"& to 81.8
beds per thousand elderly in Iowa. During the next 13
years, the annual rate of growth varied considerably.
in some states, bed growth did not keep up with
growth in the elderly population. Other states dimalt-
icaly incres med their bed-to-population ratios. The
considerable variton meant that, despite the in-

Contnued on Pge Of

1 in 1967, Congress amended Title X 0 the Social Security Act to
provide Federal matchig for payments to OFs on the mama terms as
any Medicaid covered services in 1971. CF coverage was transerred
to Medicaid For earlier history, see J B Siera and Bruce Sdia. "The
Nursing Home Capital Formation and Funin." Healercare Financial
Management. April l981, pp 32.49
m A portion of this increase ispresenaod a substituion among
institutional types rather than real growth The popLAti in menal
hosials declined dramaticaly in the perod frotm ?50,000 to 400.000
Howee, much o1 this decline irolved returning Patients to ft
community because of iproved treatment and new philosophies

regirding treatment in the least rastnctrve eonveorient
n Scanlor. W and Sulvlla M, "The SupplY Of hititANWAl Long-Term
Care emcropte Analywss 01 Its Growth and Current State," in Proc
to Analyte EA'Athn Lon-bterm Caro Dla. Faal Report. Vol. V.,
Department of Health and Hunan Services Conract No. 100-80-15,
Juy t983 Cogparable data on instiional use by age from the 1980
census are not yet avablale, Other data mggel mutilation ales have
incensed much less during the 1970s. In oddrti the increa se at
concentrated in the early part of 9he decade, as bed growth in recent
years has simoy kept pace with the growth of th elderly populaiO
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Exhibit 6: Number of persons and percent of U.S. population residing In long-term care
Institutions as reported by census of population

1950 1960 1970 lo0
Percent 01 Perocentl PercenA ' P01N of

Persons population Persons population Perso population Persona population

Al LTC inabkbone 1,161,974 0.76 1,406,298 0.78 1,670.167 0.82 1,016.213 0.86
uirseig homes 296 ,183 0.20 49,717 0.26 927.614 0.48 1.426,371 063

Mael injtjcuos, 747.617 0.50 804,773 0.44 635.82 0.31 394.450 0.17
TO and chort disease hoepkals 96.376 0.06 107.485 0.06 84.032 0.04 66606 0.03

O of physically handicapped. 20.99 001 24." 1 0.01 .22739 0.01 26,?8 001
bld and deal

65 ad o~e
Ai LTCW instions 378.516 306 807.%,t 364 49,63? 4.78 NIA HIA

Niursing homes 2178,63 1.7? 387.953 2.32 795,80? 3.6 NIA NIA
Mental in *bone 145.630 1.19 162.602 1.09 123.770 0.62 NIA NIA

B and chronic disease hoepltals 16.449 0.13 37,362 0.22 40.20 0.20 NIA N/A
Hoiee o physically handcapped, HIA NIA NIA NIA NIA NIA NIA NIA

bind e deal

Suc u reeio athe census Us .CerCOA a' Populaton 1050 Vat rV, Speciof Repo Prt pe. Che~se C, frviw~ona Popkfm u s Govel oier
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Long-term care
FmM page 26

creased Federal role associated with Medicaid and a
general expansion of the bed supply, per capia ol-
de supply level continued to vary substantially
-,oes states. In 1980, levels ranged fron 21.4 beds
per thousand elderly in Florida to 95 beds per thou-
sand Wey in South D kots.

Profound changes in the industry's structure have
acorpaned the growth of the ra-sing home indus.
try. Changes include an increasingly sophisticated
medical orientation in nurse home care. a shift
away from governmentowned to proprietary homes,
and. more recently, a growk concentration of own-
ahip in mti-facility chains.

The more sophisticated medical orientation in nurs-
ing home care reflects Medicaid requirements for
covered care and state as well as Federal efforts to
enforce structural and staff standards. Both skilled
and intermediate levels of Med-caid'covered crae re-
quved more nursing involvement than small boarding
institutions had prevkusy offered. Medicaid also re-
quired states to comply with (1) the 1907 Life Safety
Code Standards for the design end oufttin o build-

i and (2) state censure requirements regarding
niuresi home construebon and staffing. During the
1970, many states went well beyond Federal mini.
mum requirements in specifying the level and kind of
staying required per patient for different levels of
care.

Both structuraf and staffing standards caused
many small nursing homes to go out of business dur-
ing the 1970s. More than 0,000, or 28 percent of
homes operating in 197 1. closed by 1976. In the
same perid, 4,680 homes opened. The new homes
were more than twice as large as the homes ftey re-
placed, and the average alas of a nu home in-
cresed from 54.6 to 68.9 beds.

Government program ' expansion also brought a
sht from govemment to proprietary ownership. Be-
tween 1950 and 190, government-owned homes'
sheo of patients fel from almost 40 porcel to about
6.4 percent, end proprietaries' share roe frorn 3?
percent to 70 percen. 1

0 Alhough that ownership dis,
bui remained stable during ft 1970, another

change le now in progress-ooncentration of owner.
si in mu. -fc lty chains. Between 1940 and 1982.
the mao investor-owned chains increased their beds
by 04 percent, resulf in their ownership of S per-
cent of all nursing home beds' This growth in con-
centration partly refecs the attractivess of nursing

homes as an ivestment, leading chains to expand.
However, it also results from pubic poky-spoci-

ally, Certlcate.Ol-Need regulation, which prohibit
or restricts growth of nrs home beds in many
state. With these restrictions, chains expand by pur.
chsing existing facilities rather than budding new
ones and thereby acquie a larger share of the nurs-
ig home stock.

Ospite expansion of the nursing home industry
and rising home use. there appears to be a short.
age of nursing home beds retative to the demand for
nursing home care by public supported patients.
The reason for access problems is that the total
cots of nursing home care for people elgibl for

dicaid support would exceed what states are will-
ing or able to pay. For years, nursing home care has
accounted for more than one-third of Medicaid
spending. Since Medicaid's adoption, national nursing
home expenditures hae ceased quite rapidly,
growing from S2.1 billion in 1965 to $24.2 billion in
1981.' For most of thai period. Medicaid spending on
nurskg homes ioreased over 20 percent per year,
more than twice as fasi as total state and local
spending I Even before the 198Dm recession, states
were stung steps to reduce long-term care's share
of stale budgets.'

Most states have limited their long-term care ax-
pendtures by limiting what they pay for nursing home
care snd by usng Ce lr atoOf-Need to control the
number of nsing home beds. A shortage of nursin
home beds creates a particular problem for Medicaid
patients nee"ng costly care. Because Medicaid pays
less than private patients for nursing home care and.
in most states, does not sufficlenty vary Its rat
with the coat of different patients' care, nursing
homes prefer private-pay to Medicaid patients and
Medicaid patients needing ite care to thoee with ex.
pensive care needs.

While understandable, this economic riminsi o
poses a serious sceass problem for patients most in
need of care. Research indicates that where bed
supplies are most imied (the result of low Medicald
rats or Certificate-Of-Need regulation), smaller pro-
portions Of the most impaired portion actually re-
side in nursing home. in states with th highest bed-
to-elderty population ratios, more than 90 percent of
parsons moat in need of care (u marred persons 76
or older, needing assistance in al activities of daly
iving) wee in nursing homes. Ony haf that popular,
tin received care in states with the lowest bed-to-
population ratios'

This access problem can be expected to worse.
Although the nursing home bed supply has kept pace
with growth of the elderly populat in the lst de-

Caniued on page 30
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Senator DURENBERGER. Senator Packwood?
Senator PACKWOOD. No questions, Mr. Chairman.
Senator DURENBERGER. Senator Heinz?
Senator HEINZ. No questions.
Senator DURENBERGER. Let me ask you, Dr. Scanlon, a very gen-

eral question: Do you think we are at the point where we have
enough of the answers at hand to launch long-term-care efforts on
the Federal side in some major new direction?

Dr. SCANLON. No; Senator, I do not. I think that there are a
number of questions which remain to be answered.

We have learned considerably from the demonstrations I cited in
my introductory remarks. However, there are major efforts cur-
rently underway-the channeling demonstrations, and the State
programs under the 2176 waivers. I think in terms of designing a
new program, that we need to draw on these experiences to try to
meet objectives that we set for that program.

In any new program we are going to have some objectives with
respect to cost and some objectives with respect to the population
that we are going to serve, and I think we need to discover what
mechanisms work best in trying to achieve those objectives.

Senator DURENBERGER. On page 6 of your written testimony you
indicate that experience from various long-term care demonstra-
tions has "increased the total cost of long-term care because com-
munity care services have been increased." You also indicate that
there has been limited reduction in pursuing the use of communi-
ty-based services. How then do you explain the expanded activity
on the part of States to develop systems in which the type and the
range of community-based care has actually increased?

Dr. SCANLON. I think that it is a reflection of the need that exists
in the community for long-term care and the States recognition
that they are not serving that need.

A survey of the State programs under 2176 that the National
Governors Association has produced has indicated that these pro-
grams tend to be rather small and that the States are being very
cautious about the extent to which they provide in-home and com-
munity services. It is not that everyone does not recognize the need
for these services; it is a question of being financially liable for
these services after the program has been implemented. And I
think the States feel too fiscally pressed to open up a very large
program.

Senator DURENBERGER. If one of our fiscal options was just to
make incremental changes in current policy, would you recom-
mend that we continue the approach as through 2176 in assisting
States to alter their own care systems?

Dr. SCANLON. I think the option of using the States as the mecha-
nism whereby a program is implemented is a very good one. The
States have both a strong sense of fiscal responsibility and because
of concern about the impact on their budgets and because they are
much closer to the problem a better sense of how a program should
be operated.

Second, I think that we learn from the diversity of what States
do. Through the medicaid program we have a tremendous variety
of approaches to both payment and coverage of service, utilization
review, and other policies, which make a big difference in terms of
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the way a program operates. If we were to legislate a national pro-
gram, we would be choosing one option for all of those kinds of
areas, and therefore we would not know whether or not there were
better alternatives available.

Senator DURENBERGER. Thank you very much, Dr. Scanlon.
Are there any other questions?
Senator PACKWOOD. I want to ask him just one question: How do

you account for the success which Oregon has had which runs
counter to your statement that increased home run utilization will
be by people who would not go into a nursing home?

Our program has been going since 1975, and when we got the
waiver we consolidated medicaid with it. But it appears to be work-
ing.

Dr. SCANLON. I think there are a number of possibilities. I am
not that familiar with the Oregon experience; however, there is the
question of whether or not better targeting of services to people
who would have entered a nursing home will actually reduce costs.
You may be more successful at that.

The example you cited from the newspaper article is a case of a
person who is in a somewhat less intensive institutional environ-
ment than a nursing home. I think that is an important means of
trying to save nursing home costs-keeping people in less restric-
tive yet supported or quasi-institutional environments.

It is not possible for many people to survive at home alone, with
services being delivered from the outside. It is critical that they
have someone else in their home or in their building to provide
services on an as-needed basis. As needs may arise many times
during the course of a day, the notion of keeping people alone in
the home and in the community is not viable. However, keeping
people in different types of congregate environments where one
can receive services that are constantly available in that environ-
ment while one only needs those service intermittently may be a
very cost effective and a very humane way of providing services. It
is different than a nursing home, but it is still somewhat of an in-
stitution.

Senator PACKWOOD. Well, in this project in Oregon people have
literally been taken out of nursing homes, moved into adult foster
care or back home. I will read you just the end of one paragraph
and the next paragraph:

"As the result of these waivers, additional adult foster homes
were established." I am reading from the testimony of Mr. Robert
Zeigen, who will testify for the State of Oregon later.

We now find substitute living situations are being increasingly used by private
paying persons who formerly would have entered a nursing facility. We estimate
that our Medicaid costs have been reduced by approximately $1 million each month
as the result of these actions, while we have been able to serve an increased number
of persons at risk of institutionalization. This is greatly facilitated by the availabil-
ity of Oregon Project Independence to serve persons not eligible for Medicaid. In the
process, the Medicaid nursing facility caseload has been reduced by 5.6 percent.

Dr. SCANLON. I think that the key is that these may be alterna-
tive living arrangements that are not the same as trying to serve a
person in their own home. And to the extent that foster care and
sort of group living exist -

Senator PACKWOOD. Some of them are foster care.
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Dr. SCANLON. Some of them are, I know. That helps very much
in terms of reducing the average cost of the program.

The notion of serving a very heavy-care patient in the communi-
ty, with services being delivered to their home--

Senator PACKWOOD. But I don't think we are talking about serv-
ing a patient who needs heavy care, in the sense you use it. That
person is going to be in a nursing home or maybe in a hospital.

Dr. SCANLON. But there are many people who need heavy care
who live in the community and live with their spouse. One of the
things that we have found in our research, in looking at the deter-
minants of institutionalization, is that, just as many people who
are as dependent as the nursing home population, living at home.
But the difference is that they are often living with their spouse. A
spouse is willing to make the heroic effort to keep that person at
home.

I think if when we decide to serve only people that have lesser
needs because it is not too costly, we have to recognize that we are
not going to be serving that heavy care population that lives in the
community, and we are going to be asking their spouses or families
to be the ones that provide all their care.

Senator DURENBERGER. Any other questions?
[No response.]
Senator DURENBERGER. Dr. Scanlon, thank you very much.
Dr. SCANLON. Thank you.
Senator DURENBERGER. We appreciate your testimony a great

deal.
Senator DURENBERGER. Our next witness will be Ms. Eleanor

Chelimsky, Director, Institute for Program Evaluation of the U.S.
General Accounting Office in Washington, D.C.

We welcome you and your testimony, and your associates. GAO
always comes with associates. Your statement in full will be made
part of the record, and you may summarize that statement now.

STATEMENT OF ELEANOR CHELIMSKY, DIRECTOR, INSTITUTE
FOR PROGRAM EVALUATION, U.S. GENERAL ACCOUNTING -
OFFICE, WASHINGTON, D.C.
MS. CHELIMSKY. Thank you so much, Mr. Chairman.
Good afternoon, Mr. Chairman, members of the subcommittee. It

is a pleasure for us to be here and talk about the work we have
been doing at GAO in the area of long-term care. We have been
doing it for some years now.

Let me begin by introducing all of these associates that you no-
ticed already: Janet Shikles, Tom Dowdal, Susan Van Gelder. All
of them have been working in this area for some years now.

Well, in order to heed the subcommittee's time constraints and
the need for brevity, I am presenting only the highlights of the
short statement you have. Since that already is a ministatement, I
guess this qualifies as a miniministatement. So if it is at all possi-
ble, I hope that, as you said, the larger one will be in the record.

Based on our work in this area, we think it is clear there are cur-
rently many growing pressures to expand community-based long-
term care, and I think we have heard about some of them already
today.
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These pressures, we think, stem principally from four factors-
although of course there are other factors. There is a large increase
in public demand; there is a change from acute to chronic disease
as our major health care problem; we have efforts to reduce Gov-
ernment expenditure in other areas, which creates a bulge in this
area; and of course there is a desire to improve the wellbeing and
the independence of the elderly.

Two recent GAO reports that we have done may be useful to you
in your deliberations on long-term health services. The first is on
home health care. In that study, we found that people who received
expanded home health services lived longer and were more satis-
fied with their lives than those who didn't receive those services.
That is obviously a major achievement.

However, we found that such expansion would increase the num-
bers of people eligible for and receiving publicly supported care.
We also found that costs for providing home health care were not
offset by reduced nursing home and hospital use.

What that means is that we should probably not be expecting
home health care to reduce overall health care costs. There are
several reasons why this is true.

We have heard one or two of these already before. More disabled
elderly in the community will become eligible for these services
than were before; families could substitute these publicly subsi-
dized services for their own informal support. Whenever persons
are diverted from nursing home beds and then are replaced by
others in need of nursing home care, savings are not going to be
realized. Finally, because home health care services are provided in
individual homes-this of course was what Dr. Scanlon and Sena-
tor Packwood were just discussing-the cost of such care will often
be higher than it is in nursing homes where many individuals can
be served at the same time and obviously we can get economies of
scale.

But regardless of these findings on costs, we think demand for
community-based long-term care services will continue to grow be-
cause people prefer a wide range of optional services.

So, given this demand pressure, given the potential costliness of
expanding home care, and given constraints on the supply of
health services, which I think we are always going t-) have, it is
absolutely clear we need to develop the most efficient means possi-
ble for providing these services.

The second GAO report I want to mention is our study of medic-
aid and nursing homes, which is just out today. In that report we
conclude that-nursing home bed supply doesn't seem to be keeping
pace with the increase in the aged population most likely to use
nursing home care-that's the population 75 to 85 that you were
talking about, Senator Heinz.

Also, the variation in supply across States results in having some
elderly in some States unable to gain access to nursing homes,
while people in other States appear to use them unnecessarily.

Our study notes two conflicting trends in the data on nursing
homes. The first involves an increasingly dependent nursing home
population and an increase in the number who may need to enter
those homes in the next decade.
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Let me just parenthetically note -that it was the excellent de-
tailed data base on all medicaid nursing home residents from the
chairman's home State of Minnesota which allowed us to examine
and measure changes in physical dependency over time. We were
glad to have that data base.

Well, as I was saying, we found that the nursing home popula-
tion is getting larger and more dependent; but the second trend we
identified runs precisely counter to the first: That is, some States
are attempting to keep their medicaid costs down by limiting the
bed supply for which the demand is increasing. Not only that, but
bed supply may he further constrained by the recent changes in
hospital reimbursement. The problem is that medicare's new diag-
nosis-related group payment system-that's the DRG we have been
talking about-with its built-in incentive to reduce lengths of stay
in hospitals, may encourage those hospitals to place more patients
in nursing homes and in home health care, as they try to discharge
patients earlier than they have in the past. So that's a new hurdle
for disabled or chronically ill elderly in trying to find a nursing
home.

To sum up quickly, then, let me emphasize several factors that I
have mentioned that I think have great significance for long-term
care policy:

First, most elderly and their families prefer to avoid institutional
care and would rather receive a range of services in the communi-
ty.

Second, there is a growing elderly population with an increasing
likelihood of disability and dependency, who will need long-term
care services.

Third, many elderly who will need beds in nursing homes may
not be able to find them because of the States' efforts to limit
supply and because of the new medicare hospital policy.

Finally, a whole new group of individuals may be seeking ex-
panded home health services as the result of the changes in medi-
care's hospital reimbursement system.

So with this kind of swelling demand and shrinking supply, it
seems obvious that we need to identify how these services should
be organized and reimbursed to assure maximum efficiency and ef-
fectiveness. Unfortunately, to do that we need data, and what we
found is that basic program data on long-term care services are
just grossly inadequate.

Data on the care needs of the persons who are served and not
served in long-term care settings, and data on the cost of these
services, are generally outdated, unreliable, unavailable.

So until we have a better understanding of the current delivery
and reimbursement of long-term care services, it is going to be dif-
ficult to translate the findings of long-term care research projects
into effective national policy.

Now, there is a great deal of diversity and innovation in what
the individual States are already doing, and the development of
data on their experiences could yield very useful information. We
need knowledge in four areas:

First, the characteristics of the persons who are most in need of
long-term care;
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Second, the types of services that long-term care should encom-
pass and who should provide them;

Third, the methods of-payment that will provide services most ef-
ficiently; and

Finally, the mechanisms that will allow the maximum informal
support from families and friends.

These four areas must be addressed, it seems to us, if we are
eventually to develop a system that is not only adequate and effi-
cient but also appropriate and equitable.

Thank you. I will be happy to answer any questions.
[Ms. Chelimsky's prepared statement follows:]

29-033 0-84-4
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MR. CHAIRMAN AND MEMBERS OF THE COMMITTEE:

We are pleased to be here to talk about GAO's work in

long-term care over the past several years (see Appendix). As

you noted in your announcement for this hearing, "one of the

most difficult social issues facing our Nation is to determine

how best to provide for the long-term needs nf our frail elderly

and disabled populations." Currently there is no coordinated

national policy that promotes both adequate and efficient

long-term care services.

The elderly and their families often encounter numerous

difficulties when they look for long-term care services. As we

1
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determined from one study (GAO, 1979), they are likely to find

that

--there is a lack of information about the services

available,

--community services essential to remaining at home may not

exist,

--there is often a lack of coordination among public and

private community service providers,

--eligibility for services varies across institutions and

across states, and

--professionals may tend to recommend nursing home

placement not because it is appropriate but because they

do not have the expertise or time to arrange for

community care.

Community-based long-term care is often expensive and may be

unaffordable to many. The elderly in need of services often

find that the only source of help they can receive is nursing

home care subsidized by Medicaid.

Because of these problems, there is considerable interest

in the government's liberalizing eligibility and the coverage of

services to insure the expansion of community-based home health

care. Revisions to the present system Are also being proposed

in response to

--an increase in health care demand stemming from the

growth in the size of the elderly population and

reduction in the ability of families to provide care to

aged parents and grandparents,

2
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--the new dominance of chronic disease as the major health

care problem among the elderly,

--efforts to reduce high government expenditures for

nursing homes and hospital care, and

--a desire to increase the independence and improve the

physical and mental well-being of the elderly.

Some recent GAO reports (GAO, 1982 and 1983) may be of use

as you consider what changes are needed in the payment and

provision of long-term care services to the chronically ill

elderly. Let me briefly describe our findings from two

studies--one on home health care and the other on nursing home

care.

HOME HEALTH CARE STUDY

Our study of home health care (GAO, 1982) found that an

expansion of community-based benefits would provide valuable

services to the nation's elderly. We found evidence that

individuals who received expanded home health care services

lived longer than those who did not receive these services.

Those who received them also reported feeling more satisfied

with their lives. However, we found that such expansion would

increase the numbers of people eligible for and receiving

publicly supported care. And, as eligibility and services

expanded, this would necessarily mean growth in the nation's

overall health bill. Nonetheless, we had expected to find that

some of the increased home health care costs could be offset if

there were savings from reduced nursing home and hospital use.

3



49

But in our-review of home health projects, which offer a

wide array of convnunity-based care to the chronically ill

elderly, we found that home health care services have not

conclusively reduced either institutionalization or total

service costs. While one might intuitively expect that

providing home health care services to people in their own homes

would be less expensive than providing nursing home care, there

are several reasons why an expansion of home health care may

not reduce overall health care costs

1. Two to three times as many chronically ill elderly live

in the community as live in nursing homes. Making home

health care services more widely m' viablee might mean

that some people living in the community who are

eligible for the additional services might use them

because they are as disabled as some nursing home

residents. The additional services would probably be

beneficial to them 13ut would also increase overall

health care costs because more persons would be served.

2. Most of the long-term care given to the elderly today

is provided informally by relatives. With broader

coverage and eligibility for a wider range of home

health care services, families-might substitute

publicly subsidized services to reduce their own

burden.

3. The unmet demand for nursing home beds is substantial

in some geographical areas of the country. Thick means

that while some individuals may not enter nursing
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homes, savings may not be realized in the short term if

the chronically disabled elderly who are waiting in

hospital beds or in the community for nursing home care

are placed in beds made newly available by expanded

home health care.

4. Finally, because home health care services are provided

in individual homes, it is difficult for the price of

such care to be competitive when extensive services are

provided in nursing homes where many individuals can be

served at the same time.

While these findings indicate both that home health care is

beneficial and that costs are likely to increase, perhaps the

important issue here is that community-based long-term care

services will continue to grow. This is because most

individuals and their families prefer to avoid institutions and

desire instead a wide range of options in long-term care in

addition to nursing home services. The increasing number of

initiatives and programs in long-term care at the state level

are in part a response to this public preference for obtaining

needed services outside institutions. Given this pressure and

the potential costliness of expanding home care, attention to

developing efficient means of providing these services is

essential.

NURSING HOME STUDY

Besides the pressure from popular support for expanded

community-based long-term care services, constraints on the

availability of nursing home beds may add to the pressure to

5
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increase services. These constraints were identified in another

GAO report, available today, in which we reviewed'nursing home

care across the states (GAO, 1983). The government spends more

on nursing home care than on any other long-term health care

service. Because Medicare and private insurance pay for only a

negligible portion of this care, Medicaid, a state administered

and federally supported program, has become the primary payer.

National estimates of its coverage range from 48 to 75 percent

of all nursing home residents.

In our study of trends in nursing home services over the

last several years, we concluded that nursing home bed supply

may not have kept pace with the increase in the population most

likely to use nursing home care. Available estimates of the

growth in elderly population cohorts show that the number of

persons age 65 and older grew 2.4 percent a year in the middle

to late 1970's and bed supply grew 2.9 percent. However, the

biggest users of nursing home care, those age 85 and older, grew

an estimated 4.5 percent a year. These data suggest that bed

supply did not increase fast enough to serve the same proportion

of elderly who have been served in the past. We also found that

the availability of nursing home services varies widely from

state to state. Some elderly are unable to gain access to

nursing homes, and others appear to use them unnecessarily.

We found two conflicting trends in the available data on

nursing homes. The first trend, based on data from two national

surveys and a detailed data base on all Minnesota Medicaid

nursing home residents, involves a growing intensity of

6
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services. The elderly who now reside in nursing homes are

becoming increasingly disabled and dependent, and'the number who

may need to enter them in the next decade is likely to

increase. Unless major breakthroughs in the treatment of

chronic diseases occur, extended life expectancies, with greater

likelihood of chronic disabling diseases, and a reduced number

of family members able to provide informal care will lead to a

net increase in the population most likely to need intensive

nursing home services. Further, if community-based services

postpone or prevent placement in nursing homes for some elderly,

nursing home residents are likely to be more dependent and have

costlier care needs than in the past.

The second trend, conflicting sharply with the first,

involves the effort by most states to keep their Medicaid costs

down, despite high nursing home occupancy rates and growing

demand for services. The states are making this effort because

Medicaid expenditures for nursing home care constitute a large

component of the states' Medicaid budgets and have increased at

high rates in the past. Virtually all the states have had

problems financing this service and their efforts to reduce

costs tend to focus on ways of limiting nursing home

reimbursement or the supply of beds or both.

While the states are attempting to cut their costs by

limiting the availability of nursing home services, recent

-changes in Medicare's hospital reimbursement system may sharpen

this conflict. Medicare's new diagnosis-related group (DRG)

payment system for hospital care, with its built-in incentive to

7
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reduce lengths of stay in hospitals, may place greater pressures

on the use of a limited nursing home bed supply. Hospitals may

attempt to place more patients in nursing homes and in home

health care as they try to discharge patients earlier than they

have in the past. However, nursing home beds may not be

available to meet this new demand, which would, in turn,

increase the need to expand community-based services.

CONCLUSION

To sum up, I have drawn attention to several factors that

have clear significance for long-term care policy. First, and

perhaps paramount, most elderly and their families prefer to

avoid institutional care and would rather receive a range of

services in the community. Second, there is a growing elderly

population, with an increasing likelihood of disabilities, who

will be in need of long-term care services. Third, many

individuals like those who have appropriately used nursing home

services in the past may not be able to find nursing home beds,

because of the states' efforts to limit the supply of beds and

because of the effect of Medicare's DRG system on expanding the

demand for nursing home services. These individuals may need to

rely on an expanded array of home health services. Fourth, and

finally, a new group of individuals may be seeking expanded home

health care services as a result of the changes in Medicare's

hospital reimbursement system.

An expansion in the availability and use of community-based

services is likely to increase public health expenditures. This

is probable because of reasons I have already mentioned,

8
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including the following. (1) more individuals are likely to

use these services, (2) many of these services wo ld now be paid

out of public funds whereas historically they were provided by

the family, and (3) providing expanded community-based services

will not necessarily result in institutional savings.

With the expected expansion of both demand and costs for

long-term care and the concern that many persons who are in need

of long-term care may have difficulty in obtaining the services

that they need, it is imperative to identify how these services

should be organized and reimbursed to insure maximum efficiency

and effectiveness. Our studi64-have found that basic program

data on long-term care services are inadequate. Data on the

care needs of the persons who are served and not served in

long-term care settings and on the costs of these services are

generally outdated, unreliable, or unavailable. Until we have a

better understanding of the current delivery and reimbursement

of long-term care services, it will be difficult to translate

the findings of current long-term care research projects into

effective national policy.

While demonstration projects are important in testing

untried alternatives, we should recognize that there is great

variety in what the individual states are already doing under

Medicaid and other state programs. For example, there is a need

to evaluate the several state preadmission screening programs

that have been in operation for several years as well as

alternative methods of reimbursement for the care of the very

dependent elderly in nursing homes. The development of data on

9
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and an analysis of their experiences could yield considerably

useful information.

We believe that the analysis of long-term care experiments

should focus specifically on four areas: (1) the characteris-

tics of the persons who are most in need of long-term care, (2)

the types of services that long-term care should encompass and

who should provide them, (3) the methods of payment that will

provide services the most efficiently, and (4) the mechanisms

that will allow the maximum of informal support from families

and friends. In the evaluation of new proposals for providing

long-term care, these four areas must be addressed if we are to

derive the kind of information that we need in order to develop

a system that is adequate, efficient, appropriate, and

equitable.



56

APPENDIX APPENDIX

MAJOR GAO REPORTS ON LONG-TERM CARE -

Medicaid and Nursing Home Care: Cost Increases and the Need for

Services Are Creating Problems for Medicaid and the Elderly,

GAO/IPE-84-1, October 21, 1983.

Federal Funding of Long-Term Care for the Elderly,

GAO/HRD-83-60, June 15, 1983.

The Elderly Should Benefit from Expanded Home Health Care but

Increasing These Services Will Not Insure Cost Reductions,

GAO/IPE-83-1, December 7, 1982.

Audit of Medicaid Costs Reported by Autumn Hills Convalescent

Centers, Inc., Houston, Texas, GAO/HRD-83-9, October 14, 1982.

Assessment of the Use of Tax Credits-for Families who Provide

Healtif Care to Disabled Elderly Residents, GAO/IPE-82-7,

August 27, 1982.

PreliminarX Findings on Patient Characteristics and State

Medicaid Expenditures for Nursing Home Care, GAO/IPE-82-4,

July 15, 1982.

The Status of the Department of Health and Human Services'

Compliance with Requirements to Establish a Data Collection

Plan for the Medicaid Home and Community Care Waiver,

GAO/IPE-82-3, May 4, 1982.

Improved Knowledge Base Would Be Helpful in Reaching Policy

Decisions on Providing Long-Term, In-Home Services for the
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Evaluation of the Health Care Financing Administration's

Proposed Home Health Care Cost Limits, HRD-80-85, May 8, 1980.

Entering a Nursing Home--Costly Implications for Medicaid and
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Home Health. The Need for a National Policy to Better Provide
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April 19, 1977.
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Senator DURENBERGER. Thank you very much. That was an ex-
cellent statement.

Senator Packwood?
Senator PACKWOOD. No questions.
As usual, I find the GAO reports very good.
Senator DURENBERGER. Senator Heinz?
Senator HEINZ. Mr. Chairman, one question:
Ms. Chelimksy, you have mentioned an "urgent demand" on pages

6 and 7 of your statement "for more and better information.'" And
indeed, it comes as something-only something-of a mild shock
that you are in such bad straits when it comes to having the addi-
tional information you need to help us.

I said earlier that Lenator Bradley, Senator Packwood, and I, and
some other members of this committee have introduced a bill, S.
1614, that establishes uo to 20 State programs, the Health Care Co-
ordination Act. In that hill we have included very substantial data
reporting requirements for this reason.

Ms. CHELIMSKY. Yes, I saw that.
Senator HEINZ. It is financed in good part by capitated medicare

payments. Now, I am not asking you to speak directly about the
bill, per se; but I am asking you if such a bill and such information
gathering as we provide in that bill seems to embody the right kind
of principal components to help guide us in the choices we must
make in the future.

MS. CHELIMSKY. Yes, I think it does. I was very happy when I
saw the kinds of questions you were asking, the kinds of data you
were thinking of collecting, the kinds of monitoring that you are
planning to do. It seems to me exemplary, and I think we will
know-a lot more based on some of these efforts that you are doing
now than we presently do. I certainly hope so.

Senator HEINZ. Well, just to follow up on that, in your statement,
where you indicate on page 9 and then on page 10 specifically the
kinds of knowledge we need, is it your view that we catch most of
those categories?

MS. CHELIMSKY. We think there is always going to be a problem
in looking at the question of who needs what services. There is a
problem of utilization and need. You can't equate the two. Because
people are in nursing homes doesn't necessarily mean that they
need to be there.

Senator HEINZ. Yes.
Ms. CHELIMSKY. That problem permeates the whole data ques-

tion. You simply cannot make any determination about who is
being served, whether it is appropriate, whether it is reasonable. It
is a major problem, and I don't think there is much we can do
about that now.

For the other data requirements that we mentioned earlier, I
think it does very well.

Senator HEINZ. Thank you very much.
Thank you, Mr. Chairman.
Senator DURENBERGER. Senator Baucus?
Senator BAucus. Thank you, Mr. Chairman.
Ms. Chelimsky, I think you have done a good job in documenting

lots of areas of need here. It is a near staggering problem.
Ms. CHELIMSKY. Yes.
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Senator BAUCUS. And certainly on in future years, for reasons
you have indicated. I also think it is important to find more infor-
mation; but from our point of view it is probably more important if
we could find some dollars for some of this.

Unfortunately, right now we are going in the other direction in
this committee, to find ways to use these deficits. To some degree
in our country, some of the chickens have come home to roost. We
are now in a position where we are trying to figure out how to pay
less now so we are not paying more later. But I only say that so we
are not kidding ourselves. On the one hand, two very significant
problems collide here.

Ms. CHELIMSKY. Yes.
Senator BAUCUS. I just hope that we all keep that in mind as we

try to solve this.
I think Alzheimer's disease, for example, should probably be cov-

ered by medicare, especially since some other illnesses are covered.
Alzheimer's is not now covered. So it behooves us to put on our
thinking caps. That was not your charge, I understand that, for
this purpose, but we must put on our thinking caps so we can find
some way to imaginatively figure out how to solve some of this.

You have made a very important first step here, and I want to
thank you.

Ms. CHELIMSKY. Thank you, Senator.
Senator DURENBERGER. Ms. Chelimsky, I think your 1982 report

on home health care suggests that targeting services to specific
populations, specifically to those less impaired, could help us con-
tain costs. Could you tell us briefly how you think targeting ought
to be done, and are assessment instruments adequate out there for
identifying persons to whom services should be targeted?

Ms. CHELIMSKY. I don't think we know how-to do targeting yet.
That's one of the things we hope to learn from some of the chan-
neling projects that are going on. We understand that we need to
have a mix of services, that we need to have a spectrum of options
available to people; but I think we need to learn an awful lot more
about which populations can most benefit from which types of serv-
ices.

We also need to look at how we pay and provide for those serv-
ices. I don't think we have looked at all of those yet, and I certain-
ly don't think we have done it systematically.

Senator DURENBERGER. Did you find any States that were good at
targeting, that might give us some preliminary clues? Add on to
that, for example, how many States use preadmission screening
programs.

Ms. CHELIMSKY. That is one of the things that hasn't been looked
at enough. I note that preadmission screening is going to be a criti-
cal component of some of the legislation, and I am concerned about
what the effects of that are likely to be.

My own sense is that a large part of the problem of cost comes
from the level of dependency. If in fact preadmission screening is
effective, what is likely to happen in my view is that you are going
to see the-level of dependency, and therefore the cost of serving
people with high levels of dependency, increase. It is almost a coun-
terintuitive finding.

Senator DURENBERGER. Yes.
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Ms. CHELIMSKY. And I am troubled about the fact that we really
don't have systematic findings on that question yet.

Senator DURENBERGER. Do you have any thoughts on the feasibil-
ity of prepaid capitation payments for acute and long-term care
services under medicare? Or prepaid capitation for acute and long-
term services for persons eligible for medicare or medicaid?

Ms. CHELIMSKY. Well, I guess I am concerned about costs, and so
it does seem to me important to do something on capitation.

Perhaps I should pass this to you, Tom. Would you like to speak
to this?

Mr. DOWDAL. I don't know whether today we have the informa-
tion we need to set a capitation rate for long-term care for the pop-
ulation as a whole, or even for particular at-risk populations of
people, because the programs don't cover the same things. In order
to get them all, to figure out what you would need to set the rate
at, you would have to bring in all of the data from the various pro-
grams, all of which have different payment mechanisms, reim-
bursement systems, and things. In trying to put that all together to
come up with a good rate, it is extremely difficult. I don't know
whether we could do that at this time.

The idea of capitation, of course, is generally one that we favor.
It does give incentives to minimize costs, if you set the capitition
rate at the proper level.

Senator DURENBERGER. I think you indicated in your testimony
that the report coming out today tells us what we have all suspect-
ed, and that is that in a bunch of our States people can't get into
nursing homes who need it, and in a lot of other States people are
in there who don't need it.

What is the problem in the former category? Is it the rate of pay-
ment that is set, which doesn't provide an adequate incentive to
invest in homes? Is it the certificate-of-need regulations? I take it
your report must deal in some way with why, in those States where
there is more demand than supply.

Ms. CHELIMSKY. Yes. I think this is a very complex issue. It has
to do with many particular stakeholder interests, in many cases.

There is the fact that nursing homes prefer to take private pa-
tients, very often. There is the fact that they prefer to take less
costly patients. What I mean by 'less costly' is people with less de-
pendency who require less intensive support and help. So what so
very often occurs is that you have people who may not have the
kinds of needs that others do who are occupying the beds. With the
bed supply being reduced, or at least not being increased at the
same rate that the most needy population is growing, that creates
this kind of problem of not being able to find those beds.

Senator DURENBERGER. Senator Bradley, do you have questions?
Senator BRADLEY. Yes, Mr. Chairman. Thank you.
It seems from your report that you haven't seen any real evi-

dence that it can be delivered in a cost-efficient way. Is that what
you basically said?

Ms. CHELIMSKY. It seems to me more that you have a whole set of
forces driving the kind of situation that we have. You have an
enormous demand.

Every time in history where Federal dollars are going to be re-
placing private dollars, we have had an iceberg sort of thing,_ the
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zooming effect has been just very big, of newly eligible people push-
ing up costs. And given also the replacement of different types of
funding, some of which is informal in the case of families, as was
mentioned earlier, it is just extremely difficult to look at the size of
these forces anc estimate exactly how this is going to affect us in
terms of cost.

The problem here, I think, is also that we don't know how to do
this in an appropriate way, and that's what I think your question
was getting at.

I wanted to mention the first, because it seems to me that's an
overarching problem that we are facing, which is really a little bit
different than the question of how to do it cost-effectively. But
that's true, too.

We don't really have good triage mechanisms for deciding who
should be in a nursing home, who should go to home health care,
who should be in a hospital. That's a problem.

It is very difficult, also, to determine costs based on a selected
population that has perhaps lower intensivity of dependency needs
and therefore costs less, and so it is a selection problem as well.

Senator BRADLEY. But I don't take your words of caution as a re-
jection or disapproval of the concept or the need. Is that correct?

Ms. CHELIMSKY. That is absolutely right. We think we need more
experimentation. We think we need to learn an awful lot more,
and I think we need to go a little bit slowly until we know better
what these forces that we are releasing are likely to mean.

Senator BRADLEY. So you think that programs like the channel-
ing grant programs to the States are very helpful in generating
this kind of information?

Ms. CHELIMSKY. Yes, we expect to learn a great deal from them.
Senator BRADLEY. Do you think that any program that as adopt-

ed should be a narrowly targeted program in duration, geographic
area, and population?

MS. CHELIMSKY. I am not sure about the "narrowly targeted." I
would be worrying about the generalizability afterwards. It seems
to me that a small generalizable program would be ideal, in other
words, one that would be designed so that one could have a sense
that it would be representative and some sense that if we moved
this out it would have approximately the same kinds of effects.
That would be the ideal.

The most important thing now is that we learn something.
Senator BRADLEY. If you were looking at two population groups

of senior citizens, though, one disabled and one healthy, wouldn't
you say that you would gain different information from the two
groups, and that you might look at those two programs as separate
entities?

Ms. CHELIMSKY. Oh, yes, I certainly would. But I think it depends
on what you are trying to learn. Are you trying to learn, you know,
what is the effect of a particular kind of institutionalization or non-
institutionalization on a particular kind of population group? Or
are you looking at something else? Are you looking purely at a
question of costs-what is it going to cost to maintain somebody
who is sick versus someone healthy? Depending on the question,
you would design your study and your comparison groups, differ-
ently.
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Senator BRADLEY. Well, I think you are looking at quality and
cost, basically.

MS. CHELIMSKY. Yes.
Senator BRADLEY. From your work, what do you suggest to be the

best assurance of testing quality?
What technique, what screening process, what assessment proc-

ess?
Ms. CHELIMSKY. I am not sure that I know how to answer that.

We have seen some very good work in some of the demonstrations
in the case-assessment efforts that were made, and they were ex-
tremely costly. So you ran into this tradeoff, again, of having excel-
lent quality, marvelously targeted to people, very appropriate, with
actually good results in terms of increased longevity. And the costs
were so great that the programs didn't go ahead. You are always
going to have that problem-quality is expensive. If you are look-
ing for it alone, life is very simple; if you are trying to get a pro-
gram where at the same time you are asking for quality and for it
not to cost a lot, you know, the problem has been the same in all of
our programs.-

Senator BRADLEY. But what would be the criteria to assess qual-
ity, other than longevity? That's a fairly obvious one.

Mr. DOWDAL. Senator, are you thinking of a quality assurance
kind of thing, to put in with the program?

Senator BRADLEY. Right.
Mr. DOWDAL. I don't know if we have ever identified one that we

could absolutely say that would be the kind that you would want to
do, that would really assure quality, that the right people get it.

Senator BRADLEY. So your- study doesn't help us make judgments
about whether it is possible to deliver quality care in the home?

Mr. DOWDAL. I am sure quality care can be delivered at the
home, but I don't think we are in a position where we can recom-
mend a particular mechanism that will assure that quality is deliv-
ered at home. Most of the ones we have looked at we have found
problems with.

Senator BRADLEY. But you can say that if a program is targeted
to a particular population, either a general population or a dis-
abled population or another kind of clearly definable population,
that any demonstration project would be worth more?

Ms. CHELIMSKY. I think a demonstration project is useful in
terms of what it is trying to do. I think if you learn from a demon-
stration what it is that you are setting out to learn, and in your
case clearly you are asking what is quality care for somebody?-
well, you can find that in many ways. Quality could be a question
of longevity; it could be a question of satisfaction; it could be a
question of independence.

For instance, if independence were the criterion, you would auto-
matically be ruling out institutionalization. So you would have al-
ready answered your question by keeping somebody at home.

So the question of what somebody is looking for depends on what
the medical problem. is, what kind of solution you need- to find,
what kind of help you need to have, what your living conditions
are, what your socioeconomic situation is. I think the question has
to be posed in a way that you can get an answer.

29-0 0-84-5
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Senator BRADLEY. What you are saying is you need a kind of in-
dividualized approach?

MS. CHELIMSKY. I don't think so. I am saying that the demonstra-
tion needs to have an objective that can be answered in the way
that the demonstration is implemented. I think that that's the
thing that you need to do.

Senator DURENBERGER. Can I draw this to some kind of conclu-
sion and ask you my "acid rain" question? [Laughter.]

I mean, we think we have a problem and so we bring in the ter-
restrial scientists, and they look at the land, and then we bring in
the aquatic scientists and the biologists, and they look at the water
and so forth. Then finally we get around to deciding that it must
be coming from overhead, so we get into this linear relationships
between emissions and what comes down.

Is the problem here that we aren't asking the right questions of
the system? We haven't designed the right kind of demonstration?
Is there something else that we should be setting up in this sort of
experimental demonstration mode that we aren't doing?

I answered Bill's question as "get the system to price competition
and consumer choice" and that satisfies me to a degree on quality;
but is there another set of questions that we ought to be moving
out there with and financing in the answer?

MS. CHELIMSKY. I am very modest about this. I would be very
happy if I knew that we were looking at questions that would tell
us how we could get a system that would allow people to have op-
tions, that would not enormously increase the costs that we are
going to have, that would take care of the increasing dependency
that we see coming, and the demographics of large increases of
people between 75 to 85.

So I feel very modest about what would be a wonderful thing to
achieve. I am not thinking about perfect quality of medical care at
this point, although obviously that would be a great thing to have.

Senator DURENBERGER. Tom, is there an add-on to that?
Mr. DOWDAL. I was going to say, in response to your question,

that in the demonstration programs that we have looked at, gener-
ally we found that the way they have been designed would not give
you the final answer that they were supposed to be providing. So
more care in the design of the projects would probably be helpful
to get the answers that you are looking for. There are a number of
our reports that deal with that specific issue.

MS. CHELIMSKY. Yes, I would agree with that.
--Senator DURENBERGER. Are there other questions from my col-

leagues?
[No response.)
Senator DURENBERGER. If not, I thank you very much for your

work, your efforts, and your testimony.
Our next witness is Ms. Patrice Feinstein, Associate Administra-

tor for Policy in the Health Care Financing Administration, U.S.
Department of Health and Human Services.

Ms. Feinstein, your statement will be made a part of the record,
and you may now proceed to summarize it.
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STATEMENT OF PATRICE HIRCH FEINSTEIN, ASSOCIATE ADMIN-
ISTRATOR FOR POLICY, HEALTH CARE FINANCING ADMINIS-
TRATION OF THE U.S. DEPARTMENT OF HEALTH AND HUMAN
SERVICES, WASHINGTON, D.C.
Ms. FEINSTEIN. Mr. Chairman, it is a pleasure to be here to ad-

dress this committee again, this time on the subject of health care
and particularly long-term care.

We have a few charts a little later in my presentation.
With me today are Larry Oday on my right, Director of the

Bureau of Eligibility, Reimbursement, and Coverage; and Linda
Hamm, Director of the Division of Long-Term Care Experimenta-
tion.

Long-term care is difficult to define because we know it is not
simply a medical or health-care problem. Long-term care entails
the combination of health and social services, housing, income sup-
port, and assistance from relatives and friends.

We also know that long-term care needs generally increase with
age, which leads us to expect increasing demand for this care as
the American population ages.

How to best meet this demand within the limits of a financially
endangered medicare program and a medicaid program that al-
ready strains many State budgets is a challenge that must be ap-
proached with extreme caution.

A review of the demographic trends indicates dramatic potential
for the growth of long-term care. Currently there are 26 million
people over age 65, about 11 percent of the population. By the year
2030, the baby boom generation will increase this proportion to 18
percent-or 59 million persons. In other words, by the year 2030, 1
in 5 persons will be elderly-twice the proportion today.

In addition, the aging of the aged has significantly increased the
demand for long-term care in the last decade and will continue to
do so in the next century.

More than 20 percent of those over age 85 are in nursing homes,
and those receiving home health care receive five times more serv-
ices than the younger elderly. However, the aged are only one seg-
ment of the long-term care population. The adult disabled consti-
tute a significant element of the population with long-term care
needs. Other groups requiring some measure of long-term care in-
clude the mentally retarded, the developmentally disabled, and the
adult chronically mentally ill.

Finally, the terminally ill, who require care for an extended
period of time, also must be included in the long-term care popula-
tion.

Before I describe some of our initiatives and potential policy op-
tions for meeting the increased demand for long-term care, I would
like to summarize what medicare and medicaid currently provide.

The Health Care Financing Administration is the primary source
of funding for long-term care services in the United States. The
medicaid program is the principal payor, with total Federal and
Stu.te payments in 1983 of approximately $16 billion for institution-
al .,are and about $550 million for home health services.
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During the same fiscal year, the medicare program will spend
about $520 million for skilled care and $1.5 billion for home health
care.

The medicare program does not offer long-term care for the
chronically ill and disabled because of its emphasis on acute care
and postacute treatment of illness and injury. For fiscal year 1982,
program outlays for skilled nursing facility services were 1 percent
of total program costs, and the rate of increase has been about 7
percent each year for the past 5 years.

Let's take a look at the charts for a moment, on Medicare home
health, and SNF expenditures.

Expenditures for home health care appear to be under control if
you look at per recipient costs on chart A. However, chart B. shows
an enormous increase in overall home health expenditures, due to
increased usage and volume because more people are getting more
services.
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From 1981 to 1982, the number of vists per thousand enrollees
increased by 14 percent. During the same period, the number of
visits per user also increased by 9 percent, in a 1-year period. This
causes us some concern.

On the SNF side, SNF expenditures and expenditures per recipi-
ent indicate a relatively stable situation, with the SNF benefit
being used as originally intended.

Noninstitutional long-term care, or home health care, under
medicare has grown dramatically. As I said, home health expendi-
tures increased at an average annual rate of over 30 percent, and
in addition the number of visits per capita has been going up at a
rapid rate.

While the medicare program supports a continually increasing
amount of long-term care, the maj6r portion of publicly funded
care is the medicaid program. In fiscal year 1982 almost half of all
medicaid expenditures went to long-term care. We estimate that
long-term care costs will continue this growth to consume up to 65
percent of medicaid expenditures by 1990.

The primary component driving these expenditures upward is
the cost of institutional care, largely in the ICF/MR category.

There are currently 8,000 SNF's in the Nation, of which 30 per-
cent do not participate in medicare but provide care only to medic-
aid patients. In addition, there are over 11,000 intermediate care
facilities, and 2,000 intermediate care facilities for the mentally re-
tarded.

Payments to these institutions have increased at an average
annual rate of nearly 15 percent over the last 5 years. Spiralling
costs in long-term care institutional care have led to a general per-
ception that much of this care could be provided more effectively in
the home and community settings, or that expanded home care
could prevent or delay institutionalization.

Looking at the medicaid expenditures, I think charts C and D
illustrate a modest growth pattern for home health, SNF, and ICF
expenditures, which have remained relatively constant in terms of
their growth.

At issue here is what is happening with the intermediate care fa-
cilities for the mentally retarded, where the cost per recipient and
overall ICF/MR costs are increasing rapidly.

The desire to provide better and more individually responsive yet
lower cost substitute care resulted in the enactment of the medic-
aid waiver authority to implement programs of home and commu-
nity-based services.

Unfortunately, we are not convinced that our home health out-
lays will continue to be significantly lower cost substitutes for insti-
tutional care. For example, looking at comparable routine costs for
home health and SNF services, we project that each home visit in
1984 will cost an average of about $46 a day compared to the aver-
age cost of $51 a day for SNF care.

While it is difficult to compare the cost of home visits provided
on an intermittent basis to the per diem cost of inpatient care, the
comparison clearly illustrates that home health care may not have
the potential cost savings that many anticipate.

The medicaid authority to implement the Omnibus Reconcilia-
tion Act waivers program has been well received by the States.
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Under these programs, States can provide a comprehensive array
of medical-social services, including case management, homemaker,
home health aides, personal care, and the like.

As of October 1, 38 States have been approved to operate 51 pro-
grams of home and community-based care, and an additional 38 ap-
plications are under review.

Only 10 of the programs are targeted to provide services on a
statewide basis. Thirty-one programs are targeting benefits specifi-
cally to the aged and disabled, and 26 are specifically for the men-tally retarded.

The most popular services offered in these waivers are case man-
agement, respite care, and adult day care.

Clearly, Congress and the States are beginning to shift their
focus in long-term care to the community setting; however, the
cost-effectiveness of community alternatives to institutionalization
have not yet been conclusively proven. Recognizing that the grow-
ing long-term care population-especially the group at risk of insti-
tutionalization-will continue to drive up expenditures, HCFA is
conducting a broad array of research and demonstration activities
to find better ways to manage and coordinate the delivery of vari-
ous long-term care services. I would like to highlight a few of those
for you.

HCFA has initiated a number of community-based care projects
to test whether the provision and management of an appropriate
mix of in-home health and social services directed at individual
client needs will reduce institutional care costs without sacrificing
quality.

Findings from several earlier demonstrations have been mixed.
Some projects have shown significant reductions in mortality and
higher levels of self-maintenance and satisfaction. However, other
studies conducted by HCFA indicate an expansion of home health
services can be more costly than nursing home care, if there is a
lack of targeting-that is, the individuals served are not truly at
risk of institutionalization.

Senator PACKWOOD. Can I interrupt there, Mr. Chairman?
Senator DURENBERGER. Yes.
Senator PACKWOOD. In a nutshell, are you saying this: If you can

substitute home health care for institutionalization, it is clearly
cheaper if you can make a 1-for-1 trade? Is that a given?

Ms. FEINSTEIN. If one looks only at medicare outlays and the dif-
ference between the cost of a routine day-of-care in a SNF versus
the cost of one uncomplicated home health visit, yes. But I don't
think you can simply add up the two columns that narrowly and
determine whether or not it is cost-effective.

Senator PACKWOOD. But you are assuming that everybody at
home needs a visit every day. That is your presumption on that
comparison, isn't it?

Ms. FEINSTEIN. No. I am simply stating that what medicare will
pay for an average home health visit-and there are many differ-
ent kinds of home health visits that make it not average-is almost
the same as what medicare pays for the routine part of a SNF day
of care.

Senator PACKWOOD. Well, in other words-then I won't interrupt
you more-you are saying that you are not even convinced that on
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a 1-to-I basis home health care is any cheaper than institutional-
ization?

Ms. FEINSTEIN. No, I don't think I am saying that.
Senator DURENBERGER. I read you about halfway through a 19-

page statement, which alarms me only because of the length of
time we have commlft d-to this hearing. If I am correct on that,
could I ask you if there is a way to summarize the balance of your
statement?

Ms. FEINSTEIN. All right.
Senator DURENBERGER. It is well-sectioned in here. Perhaps you

could highlight some of the main points.
Ms. FEINSTEIN. I will try to be more brief in continuing.
The channeling demonstrations have received a lot of attention,

focusing on whether the long-term care needs of the impaired eld-
erly can be met in a cost-effective way through community-based
systems.

In five project sites, the financial control model also seeks to
limit costs through the use of a fixed budget for demonstration
services.

Recognizing the growth of the hospice movement in this country,
HCFA implemented a hospice demonstration in 1980.

Relative to prospective payment, we are heavily involved in de-
veloping prospective payment systems for both skilled nursing fa-
cilities and home health agencies.

I think it is important that we focus some of our efforts on
family support and look at the types of services that are provided
by family, friends and volunteers. We have some projects going on
that are studying the role of informal care-givers.

One very interesting study is in Washington State, where HCFA
is offering paid respite care, family training in how to provide care,
and a combination of respite care and family training.

Social HMO demonstrations in several of the States is another
area that we are hopeful will be very promising. The demonstra-
tions are offering fixed annual prepaid capitation amounts for both
acute care and long-term care.

I think before we consider any changes in the long-term care
benefits we need to carefully weigh the costs, especially given the
precarious nature of the trust funds.

Our research and demonstration activities have yielded some
positive findings: Community-based care can be effective if targeted
to appropriate individuals, and strengthening informal care can
preclude the necessity of providing formal care. But there is still a
lot we don't know, Mr. Chairman. We would be happy to shed some
light on some of the problems of getting there.

Senator DURENBERGER. Thank you. This way we are going to
make everybody buy a copy of your report, to find out what you
didn't say. [Laughter.]

[Ms. Feinstein's prepared statement follows:]
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I AM PLEASED TO HAVE THIS OPPORTUNITY TO DISCUSS WITH YOU
THE GENERAL ISSUES SURROUNDING LONG-TERM CARE AND THEIR

IMPLICATIONS FOR THE MEDICARE AND MEDICAID PROGRAMS AND

OTHER DEPARTMENT INITIATIVES IN THIS AREA. WITH ME TODAY

ARE LARRY ODAY, DIRECTOR OF THE BUREAU OF ELIGIBILITY,

REIMBURSEMENT AND POLICY AND LINDA HAMM, DIRECTOR OF THE

DIVISION OF LONG-TERM CARE EXPERIMENTATION,

LONG-TERM CARE IS DIFFICULT TO DEFINE BECAUSE WE KNOW IT

IS NOT SIMPLY A MEDICAL OR HEALTH CARE PROBLEM. LONG-TERM

CARE ENTAILS A COMBINATION OF HEALTH AND SOCIAL SERVICES,

HOUSING. INCOME SUPPORT AND ASSISTANCE FROM RELATIVES AND

FRIENDS. WE ALSO KNOW THAT LONG-TERM CARE NEEDS GENERALLY

INCREASE WITH AGE WHICH LEADS US TO EXPECT INCREASED DEMAND

FOR THIS CARE AS THE AMERICAN POPULATION AGES IN THE COMING

DECADES, HOW TO BEST MEET THIS DEMAND WITHIN THF LIMITS

OF A FINANCIALLY ENDANGERED MEDICARE PROGRAM AND A MEDICAID

PROGRAM THAT ALREADY STRAINS MANY STATE BUDGETS IS A CHALLENGE

THAT MUST BE APPROACHED WITH EXTREME CAUTION.

DEMOGRAPHIC TRENDS AND THE DEMAND FOR LONG-TERM CARE

A REVIEW OF DEMOGRAPHIC TRENDS INDICATES DRAMATIC POTENTIAL

FOR THE GROWTH OF LONG-TERM CARE. CURRENTLY, THERE ARE

26 MILLION PEOPLE OVER AGE 65, ABOUT 11 PERCENT OF THE

POPULATION. BY THE YEAR 2030, THE "BABY BOOM" GENERATION

WILL INCREASE THIS PROPORTION TO 18 PERCENT, OR 59 MILLION

-I-
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PERSONS. IN OTHER WORDS, BY THE YEAR 2030, ONE IN FIVE

PERSONS WILL BE ELDERLY, TWICE THE PROPORTION TODAY, IN

ADDITION, THE AGING OF THE AGED HAS SIGNIFICANTLY INCREASED

THE DEMAND FOR LONG-TERM CARE SERVICES IN THE LAST DECADE

AND WILL CONTINUE TO DO SO WELL INTO THE 21ST CENTURY.

FOR EXAMPLE, MORE THAN 20 PERCENT OF THOSE OVER AGE 85

ARE IN NURSING HOMES AND THOSE RECEIVING HOME HEALTH CARE

RECEIVE FIVE TIMES MORE SERVICES THAN THE YOUNGER ELDERLY

HOWEVER, THE AGED ARE ONLY ONE SEGMENT OF THE LONG-TERM

CARE POPULATION. THE ADULT DISABLED CONSTITUTE A SIGNIFICANT

ELEMENT OF THE POPULATION WITH LONG-TERM CARE NEEDS. APPROXIMATELY

12 PERCENT OF THE POPULATION OVER AGE 65 AND 2 PERCENT

UNDER AGE 65, OR A TOTAL OF ABOUT 5 MILLION PEOPLE. REQUIRE

SOME ASSISTANCE IN PERFORMING THE ACTIVITIES OF DAILY LIVING."

OTHER GROUPS REQUIRING SOME MEASURE OF LONG-TERM CARE INCLUDE

THE MENTALLY RETARDED. THE DEVELOPMENTALLY DISABLED AND

THE ADULT CHRONICALLY MENTALLY ILL. RECENT ESTIMATES SET

THE NUMBER OF MENTALLY RETARDED AT 6 MILLION AND THE DEVELOPMENTALLY

DISABLED AT ALMOST ONE AND ONE-HALF MILLION.2 FINALLY,

THE TERMINALLY ILL WHO REQUIRE CARE FOR AN EXTENDED PERIOD

OF TIME ALSO MUST BE -INCLUDED IN THE LONG-TERM CARE POPULATION

1979 NATIONAL HEALTH INTERVIEW SURVEY, NATIONAL CENTER

FOR HEALTH STATISTICS.

2' LAVOR, JUDITH. "LONG TERM CARE: A CHALLENGE TO SERVICE

SYSTEMS," LONG TERM CARE. PRAEGER, 1979.

-2-
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LONG-TERM CARE IN THE MEDICARE AND MEDICAID PROGRAMS

BEFORE I DESCRIBE SOME OF OUR INITIATIVES AND POTENTIAL

POLICY OPTIONS FOR MEETING THE INCREASING DEMAND FOR LONG-

TERM CARE, I WOULD LIKE TO SUMMARIZE WHAT MEDICARE AND

MEDICAID ARE CURRENTLY PROVIDING,

THE HEALTH CARE FINANCING ADMINISTRATION (HCFA) IS THE

PRIMARY SOURCE OF FUNDING FOR LONG-TERM CARE SERVICES IN

THE UNITED STATES, THE MEDICAID PROGRAM IS THE PRINCIPAL

PAYOk WITH TOTAL FEDERAL AND STATE PAYMENTS IN FY 1983
OF APPROXIMATELY $16 BILLION FOR INSTITUTIONAL CARE AND

ABOUT $550 MILLION FOR HOME HEALTH SERVICES. DURING THE

SAME FISCAL YEAR, THE MEDICARE PROGRAM WILL SPEND ABOUT

$520 MILLION FOR SKILLED NURSING FACILITY SERVICES AND

$13 BILLION FOR HOME HEALTH CARE.

THE MEDICARE PROGRAM DOES NOT OFFER LONG-TERM CARE FOR

THE CHRONICALLY ILL AND DISABLED BECAUSE OF ITS STATUTORY

EMPHASIS ON THE ACUTE AND POST-ACUTE TREATMENT OF ILLNESS

AND INJURY. FOR FY 1982s PROGRAM OUTLAYS FOR SKILLED NURSING

FACILITY SERVICES WERE ONE PERCENT OF TOTAL PROGRAM COSTS

AND THE RATE OF INCREASE HAS BEEN ABOUT 7 PERCENT EACH

YEAR FOR THE PAST 5 YEARS. SOME SAY THAT THE PROSPECTIVE

PAYMENT SYSTEM FOR HOSPITALS MAY INCREASE THE GROWTH OF

NURSING HOME EXPENDITURES BECAUSE HOSPITALS MAY DISCHARGE

MORE AND PERHAPS SICKER PATIENTS TO NURSING HOMES.

-3-
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NONINSTITUTIONAL LONG-TERM CARE OR HOME HEALTH CARE UNDER

MEDICARE HAS GROWN DRAMATICALLY. FOR THE DECADE ENDING

IN 1982s HOME HEALTH EXPENDITURES INCREASED AT AN AVERAGE

ANNUAL RATE OF OVER 30 PERCENT AND THE NUMBER OF VISITS

PER CAPITA HAS BEEN GOING UP AT A RAPID RATE TOO. IN FACT,

AN ANALYSIS OF HOME HEALTH UTILIZATION AND REIMBURSEMENT

PERFORMED FOR US BY BRANDEIS UNIVERSITY INDICATES THAT

OVER HALF OF THE INCREASE IN HOME HEALTH EXPENDITURES WAS

CAUSED BY THE GENERAL GROWTH IN MEDICARE BENEFICIARIES

AND ESPECIALLY IN THE PROPORTION OF THOSE WHO RECEIVE HOME

HEALTH SERVICES. THE INCREASE IN HOME HEALTH CHARGES PER

VISIT, CAUSED PRIMARILY BY INFLATION, ACCOUNTED FOR ALMOST

40 PERCENT OF THE GROWTH IN HOME HEALTH EXPENDITURES.

AND THIS GROWTH MAY INCREASE AT AN EVEN GREATER RATE DUE

TO PROVISIONS ENACTED IN THE OMNIBUS RECONCILIATION ACT

OF 1980 (P,L, 96-499) TO PERMIT UNLIMITED HOME HEALTH VISITS

WITHOUT THE REQUIREMENT FOR A PRIOR HOSPITAL STAY OR PAYMENT

OF A DEDUCTIBLE AMOUNT. ENACTMENT OF THE HOSPICE BENEFIT

IN THE TAX EQUITY AND FISCAL RESPONSIBILITY ACT OF 1982

(P.L, 97-248) WILL ALSO PERMIT TERMINALLY ILL MEDICARE

PATIENTS TO RECEIVE AN EXPANDED VARIETY OF MEDICAL AND

SOCIAL SERVICES PRIMARILY IN THEIR HOMES.

WHILE THE MEDICARE PROGRAM SUPPORTS A CONTINUALLY INCREASING

AMOUNT OF LONG-TERM CARE, THE MAJOR PORTION OF PUBLICLY

-4-
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FUNDED LONG-TERM CARE IS PROVIDED UNDER THE MEDICAID PROGRAM.

IN FY 1982, ALMOST HALF OF ALL MEDICAID EXPENDITURES WENT

TO LONG-TERM CARE, AND WE ESTIMATE THAT LONG-TERM CARE

COSTS WILL CONTINUE THIS GROWTH TO CONSUME UP TO 65 PERCENT

OF MEDICAID EXPENDITURES BY 1990, THE PRIMARY COMPONENT

DRIVING THESE EXPENDITURES UPWARD IS THE COST OF INSTITUTIONAL

CARE, THAT IS, PAYMENTS TO SKILLED NURSING FACILITIES (SNFs),

INTERMEDIATE CARE FACILITIES (ICFs), INTERMEDIATE CARE

FACILITIES FOR THE MENTALLY RETARDED (ICFs/MR) AND MENTAL

HOSPITALS. THERE ARE CURRENTLY 8,000 SNFs IN THE NATION,

OF WHICH 30 PERCENT DO NOT PARTICIPATE IN MEDICARE BUT

PROVIDE CARE ONLY TO MEDICAID PATIENTS, IN ADDITION, THERE

ARE OVER 11,000 ICFs AND 2,000 ICFs/MR. PAYMENTS TO THESE

INSTITUTIONS HAVE INCREASED AT AN AVERAGE ANNUAL RATE OF

14,9 PERCENT OVER THE LAST FIVE YEARS, AND MEDICAID PAYS

FOR OVER HALF OF ALL NURSING HOME EXPENDITURES IN THE NATION.

THE SPIRALING COSTS IN LONG-TERM INSTITUTIONAL CARE HAVE

LED TO A GENERAL PERCEPTION THAT MUCH OF THIS CARE COULD

BE PROVIDED MORE COST EFFECTIVELY IN HOME AND COMMUNITY

SETTINGS, OR THAT EXPANDED HOME CARE COULD PREVENT OR DELAY

INSTITUTIONALIZATION.

THE DESIRE TO PROVIDE BETTER, MORE INDIVIDUALLY RESPONSIVE,

YET LOWER COST SUBSTITUTE CARE RESULTED IN THE ENACTMENT

OF THE MEDICAID WAIVER AUTHORITY TO IMPLEMENT PROGRAMS

OF HOME AND COMMUNITY-BASED CARE AND THE MEDICARE HOME

-5-
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HEALTH AND HOSPICE AMENDMENTS WHICH I MENTIONED EARLIER.

UNFORTUNATELY, WE ARE NOT CONVINCED THAT OUR HOME HEALTH

OUTLAYS WILL CONTINUE TO BE SIGNIFICANTLY LOWER COST SUBSTITUTES

FOR INSTITUTIONAL CARE. FOR EXAMPLE, LOOKING AT COMPARABLE

ROUTINE COSTS FOR HOME HEALTH CARE AND SNF SERVICES, WE

PROJECT THAT EACH HOME VISIT IN 1984 WILL COST AN AVERAGE

OF ABOUT $46 COMPARED TO THE AVERAGE COST OF $51 FOR A

SNF DAY OF CARE, WHILE IT IS DIFFICULT TO COMPARE THE

COST OF HOME VISITS PROIDED ON AN INTERMITTENT BASIS TO

THE PER DIEM COST JF INPATIENT CARE, THE COMPARISON CLEARLY

ILLUSTRATES THAI HOME-HEALTH CARE MAY NOT HAVE THE POTENTIAL

COST SAVINGS THAT MANY ANTICIPATE.

HOME AND COMMUNITY-BASED CARE WAVER PROGRAMS

THE MEDICAID WAIVER AUTHORITY TO IMPLEMENT PROGRAMS OF

HOME AND COMMUNITY-BASED CARE WAS INCLUDED IN THE OMNIBUS

BUDGET RECONCILIATION ACT OF 1981 (PL. 97-35) AND HAS
BEEN WELL RECEIVED BY STATES. UNDER THESE PROGRAMS, STATES

CAN PROVIDE A COMPREHENSIVE ARRAY OF MEDICAL AND SOCIAL

SERVICES INCLUDING CASE MANAGEMENT, HOMEMAKER AND HOME

HEALTH AIDES, PERSONAL CAREf ADULT DAY CARE, HABILITATION

CARE AND RESPITE CARE TO AVOID MORE COSTLY INSTITUTIONAL

CARE$
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As OF OCTOBER 1, 38-STATES HAVE BEEN APPROVED TO OPERATE

51 PROGRAMS OF HOME AND COMMUNITY-BASED CARE, AND AN ADDITIONAL

38 APPLICATIONS ARE UNDER REVIEW. ONLY 10 OF THE PROGRAMS

ARE TARGETED iO PROVIDE SERVICES ON A STATEWIDE BASIS;

31 PROGRAMS ARE TARGETING BENEFITS TO THE AGED AND DISABLED

AND 26 ARE FOR THE MENTALLY RETARDED. THE MOST POPULAR

SERVICES TO BE PROVIDED ARE CASE MANAGEMENT, RESPITE CARE

AND ADULT DAY CARE. AS THESE PROGRAMS ARE STILL IN THEIR

INITIAL STATES, WE HAVE NO DEFINITIVE INFORMATION ON THE

NATURE OF THE CARE PROVIDED OR ON ANY COST SAVINGS.

OUR REGIONAL OFFICES HAVE CONDUCTED TWENTY ASSESSMENTS

OF THE HOME AND COMMUNITY-BASED SERVICES PROGRAMS TO DATE,

AND MOST PRELIMINARY REPORTS ARE FAVORABLE, FOR EXAMPLE,

SAVINGS IN RHODE ISLAND ARE ESTIMATED TO BE ABOUT $700
PER PATIENT PER MONTH, OTHER STATES ARE ALSO REPORTING

THAT THE SUCCESS OF THEIR PROGRAMS HAVE ALLOWED THEM TO

DROP SOME ICFs FOR THE MENTALLY RETARDED FROM THEIR MEDICAID

PROVIDER ROSTER, IN FAVOR OF HIGHLY TARGETED COMMUNITY-

BASED SERVICES.

RESEARCH AND DEMONSTRATION ACTIVITY

CLEARLY, CONGRESS AND THE STATES ARE BEGINNING TO SHIFT

THEIR FOCUS IN LONG-TERM CARE TO THE COMMUNITY SETTING.

HOWEVER, THE COST-EFFECTIVENESS OF COMMUNITY ALTERNATIVES
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TO INSTITUTIONALIZATION HAVE NOT YET BEEN CONCLUSIVELY

PROVEN. RECOGNIZING THAT THE GROWING LONG-TERM CARE POPULATION,

ESPECIALLY THE GROUP AT RISK OF INSTITUTIONALIZATION, WILL

CONTINUE TO DRIVE UP THE EXPENDITURES FOR LONG-TERM CARE,

THE HEALTH CARE FINANCING ADMINISTRATION HAS UNDERTAKEN

A NUMBER OF RESEARCH AND DEMONSTRATION PROJECTS TO PROVIDE

MORE INFORMATION ON ALTERNATIVE WAYS TO PROVIDE NECESSARY

LONG-TERM CARE SERVICES IN A COST-EFFECTIVE MANNER.

HCFA IS CONDUCTING A BROAD ARRAY OF RESEARCH AND DEMONSTRATION

ACTIVITIES TO FIND BETTER WAYS TO MANAGE AND COORDINATE

THE DELIVERY OF VARIOUS LONG-TERM CARE SERVICES AND TO

PROVIDE INCENTIVES TO CONTROL COSTS THROUGH ALTERNATIVE

REIMBURSEMENT, INCLUDING PROSPECTIVE PAYMENT. I WOULD

LIKE TO HIGHLIGHT A FEW MAJOR EFFORTS.

RESEARCH EFFORTS HAVE FOCUSED PRIMARILY ON DETERMINANTS

OF UTILIZATION INCLUDING FAMILY-RELATIONSHIPS AND CARE-

GIVING; ON COMPONENTS OF COST SUCH AS PATIENT CASE MIX-,

QUALITY OF CARE AND PROVIDER CHARACTERISTICS; AND ON ASSESSING

PROGRAMS OF LONG-TERM CARE, INCLUDING ALTERNATIVE APPROACHES

TO PROSPECTIVE PAYMENT FOR SKILLED NURSING FACILITIES.
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COMMUNITY-BASED CARE

HCFA HAS INITIATED A NUMBER OF COMMUNITY-BASED CARE PROJECTS

TO TEST WHETHER THE PROVISION AND MANAGEMENT OF AN APPROPRIATE

MIX OF IN-HOME HEALTH AND SOCIAL SERVICES DIRECTED AT INDIVIDUAL

CLIENT NEEDS WILL REDUCE INSTITUTIONAL CARE COSTS WITHOUT

SACRIFICING QUALITY OF CARE. FINDINGS FROM SEVERAL EARLIER

DEMONSTRATIONS HAVE BEEN MIXED. SOME PROJECTS HAVE SHOWN

SIGNIFICANT REDUCTIONS IN MORTALITY AND HIGHER LEVELS OF

SELF-MAINTENANCE AND SATISFACTION FOR DEMONSTRATION PARTICIPANTS

VERSUS COMPARISON GROUP MEMBERS. HOWEVER, OTHER STUDIES

CONDUCTED BY HCFA INDICATE THAT AN EXPANSION OF HOME HEALTH

SERVICES CAN BE MORE COSTLY THAN NURSING HOME CARE IF THERE

IS A LACK OF TARGETING, THAT IS, THE INDIVIDUALS SERVED

ARE NOT TRULY AT RISK OF INSTITUTI-ONALIZATION. FOR EXAMPLE,

THE GEORGIA ALTERNATIVE HEALTH SERVICES DEMONSTRATION FOUND

THAT THE EXPANDED SERVICES PROVIDED UNDER THE DEMONSTRATION

WERE ADDITIONAL SERVICES REIMBURSED BY MEDICAID, RATHER

THAN SUBSTITUTES FOR NURSING HOME CARE, AN EVALUATION

OF THE COMMUNITY CARE DEMONSTRATIONS IS NOW BEING PERFORMED

UNDER CONTRACT, AND WE WILL RECEIVE A FINAL REPORT IN EARLY

1984.

THE FINDINGS FROM OUR COMMUNITY CARE DEMONSTRATIONS ARE

SIMjLAR TO THOSE REPORTED BY THE GENERAL ACCOUNTING OFFICE

(GAO) IN ITS 1982 REPORT ON EXPANDING HOME HEALTH CARE$
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THE GAO FOUND THAT EXPANDED HOME HEALTH SERVICES INCREASED

THE LONGEVITY AND SATISFACTION OF CHRONICALLY ILL. ELDERLY

PATIENTS. HOWEVER, THESE SERVICES DID NOT REDUCE NURSING

HOME OR HOSPITAL USE OR TOTAL SERVICE COSTS. THE GAO RECOMMENDED

FURTHER EVALUATION OF THE EFFECTS OF EXPANDED HOME HEALTH

-CARE ON INDIVIDUALS WHO ARE MOST AT RISK OF INSTITUTIONAL

CARE, AND OF HOW HOME CARE SHOULD BE ORGANIZED FOR MAXIMUM

EFFICIENCY AND EFFECTIVENESS.

AS A RESULT OF THE FINDINGS FROM THE COMMUNITY-BASED CARE

DEMONSTRATIONSt THE DEPARTMENT HAS IMPLEMENTED A MAJOR

RESEARCH PROJECT, THE NATIONAL LONG-TERM CARE CHANNELING

DEMONSTRATION IN TEN PROJECT SITES. THE ADMINISTRATION

ON AGING AND HCFA SHARE IN THE FUNDING OF THIS INITIATIVE

WHICH IS BEING COORDINATED BY THE OFFICE OF THE ASSISTANT

SECRETARY FOR PLANNING AND EVALUATION. THE DEMONSTRATION

BUILDS UPON PREVIOUS EFFORTS BY TARGETING THE POPULATION

MOST AT RISK OF INSTITUTIONAL CARE AND BY PROVIDING SUFFICIENT

ATTENTION TO MAINTAINING AND STRENGTHENING INFORMAL PROVIDERS

OF CARE, PARTICULARLY FAMILY, FRIENDS AND VOLUNTEERS.

THE CHANNELING DEMONSTRATION IS DESIGNED TO DETERMINE WHETHER

THE LONG-TERM CARE NEEDS OF ELDERLY IMPAIRED PERSONS CAN

BE MET IN A COST EFFECTIVE WAY THROUGH A COMMUNITY-BASED
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SYSTEM OF COMPREHENSIVE NEEDS ASSESSMENT, CARE PLANNING

AND CASE MANAGEMENT. THE PROJECTS GENERALLY COMBINE INNOVATIVE

APPROACHES TO THE ORGANIZATION-AND DELIVERY OF SERVICES

WITH BROADER SERVICE PACKAGES. IN FIVE PROJECT SITES,

A FINANCIAL CONTROL MODEL ALSO SEEKS TO LIMIT COSTS THROUGH

THE USE OF A FIXED BUDGET FOR DEMONSTRATION SERVICES,

A PLAN OF CARE THEN SPECIFIES THE AMOUNT, SCOPE AND DURATION

OF SERVICES WHICH CAN BE PROVIDED TO EACH PATIENT. THE

CHANNELING DEMONSTRATION IS SCHEDULED FOR COMPLETION IN

JUNE 1985. THE RESULTS WILL BE MADE AVAILABLE BEGINNING

IN FEBRUARY 1985, WITH THE FINAL REPORT EXPECTED IN SEPTEMBER

1985,

HOSPICE CARE

RECOGNIZING THE GROWTH OF THE HOSPICE MOVEMENT IN THIS

COUNTRY AND THE HUMANE ALTERNATIVE IT OFFERS FOR CARE DURING-

A TERMINAL ILLNESS, HCFA IMPLEMENTED A HOSPICE DEMONSTRA-

TION IN 1980. THE 26 PARTICIPATING HOSPICES WERE REIMBURSED

UNDER THE DEMONSTRATION FOR MANY ITEMS AND SERVICES NOT

COVERED UNDER MEDICARE AND MEDICAID INCLUDING OUTPATIENT

DRUGS, RESPITE CARE, VISITS BY DIETITIANS AND HOMEMAKERS,

COUNSELING, CONTINUOUS HOME CARED CERTAIN SELF-HELP DEVICES,

INPATIENT HOSPICE CARE AND BEREAVEMENT SERVICES TO FAMILY

MEMBERS.

-11-
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RESULTS FROM THE DEMONSTRATION AS WELL AS DATA FROM CONVENTIONAL

TREATMENT MODALITIES ARE BEING EVALUATED BY BROWN UNIVERSITY

SUPPORTED JOINTLY BY THE ROBERT WOOD JOHNSON FOUNDATION,

THE JOHN A. HARTFORD FOUNDATION AND HCFA, WHILE THE FINAL

REPORT WILL NOT BE COMPLETED UNTIL THE SPRING OF 1984,

PRELIMINARY DATA HAVE BEEN USED TO IMPLEMENT THE MEDICARE

HOSPICE BENEFIT, ENACTED IN 1982 AS PART OF TEFRA.

PROSPECTIVE PAYMENT

As MANDATED BY CONGRESS, WE ARE HEAVILY INVOLVED IN DEVELOPING

PROSPECTIVE PAYMENT SYSTEMS FOR BOTH SKILLED NURSING FACILITIES

(SNFs) AND HOME HEALTH AGENCIES (HHAs).

TO DEVELOP RECOMMENDATIONS FOR A SNF PROSPECTIVE PAYMENT

SYSTEM, WE HAVE LOOKED AT THE RELATIONSHIP BETWEEN PATIENT

CASE MIX AND RESOURCE CONSUMPTION IN FREESTANDING AND HOSPI-TAL-

BASED SNFs AND THE DIFFERENCE BETWEEN MEDICARE AND NON-

MEDICARE PATIENTS IN THESE FACILITIES. WE HAVE ALSO ANALYZED

ALL OF THE MEDICARE SNF COST REPORTS TO IDENTIFY FACTORS

THAT MIGHT CAUSE COST VARIATIONS AMONG SNFs. -WE HAVE LOOKED

AT THE YALE UNIVERSITY STUDY OF "RESOURCE UTILIZATION GROUPS'

OR "RUGs" AS A POSSIBLE CLASSIFICATION SYSTEM FOR LONG-

TERM CARE PATIENTS. WHILE RUGs MAY NOT BE A USEFUL TOOL

FOR MEDICARE PURPOSES BECAUSE THE MEDICARE PATIENT IS VERY

DIFFERENT FROM THE TYPICAL LONG-TERM CARE PATIENT AND BECAUSE
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SO FEW SNF RESIDENTS ARE MEDICARE PATIENTS, THE RUG SYSTEM

MAY HOLD SOME PROMISE FOR FACILITIES THAT CARE FOR THE

LONG-STAY MEDICAID PATIENT. IN FACT, A DEMONSTRATION PROJECT

IN NEW YORK IS DEVELOPING A STATEWIDE MEDICAID REIMBURSEMENT

SYSTEM USING RESOURCE UTILIZATION GROUPS TO DETERMINE THE

RELATIVE COST OF CARING FOR VARIOUS NURSING HOME PATIENTS.

ULTIMATELY, A RATE WILL BE DEVELOPED FOR EACH NURSING HOME

WHICH REFLECTS THE FACILITY'S MIX OF PATIENTS.

FOR HHAs, WE HAVE ISSUED A REQUEST FOR PROPOSALS TO DESIGN

A PROSPECTIVE PAYMENT SYSTEM AND CARRY OUT A DEMONSTRATION

OF THE SYSTEM. PROPOSALS RECEIVED BY THE END OF OCTOBER

ARE CURRENTLY BEING EVALUATED, WE EXPECT TO AWARD A CONTRACT

IN JANUARY 1984. DURING THE DEVELOPMENT STAGE OF THE CONTRACT,

SEVERAL DIFFERENT PAYMENT APPROACHES WILL BE EVALUATED,

INCLUDING CAPITATION AND CASE MI'X.

OTHER STUDIES

IN ADDITION TO THESE MAJOR RESEARCH AND DEMONSTRATION EFFORTS,

I WOULD LIKE TO MENTION TWO MORE STUDIES THAT HCFA IS FUNDING

TO LOOK AT IMPORTANT ASPECTS OF LONG-TERM CARE, RECOGNIZING

THAT OVER THREE-QUARTERS OF LONG-TERM CARE SERVICES PROVIDED

TO INDIVIDUALS LIVING AT HOME ARE PROVIDED BY AN INFORMAL

NETWORK OF FAMILY, FRIENDS AND VOLUNTEERS, WE ARE EXAMINING

THE ROLE OF INFORMAL CARE-GIVERS, THE TYPES OF SERVICES
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THEY PROVIDE, FACTORS THAT STRENGTHEN OR WEAKEN THE FAMILY

SYSTEMS IN PROVIDING CARE TO THE ELDERLY AND RECOMMENDATIONS

TO ENHANCE INFORMAL CARE TO AVOID INSTITUTIONALIZATION,

IN A DEMONSTRATION TO TAKE PLACE IN WASHINGTON STATE, HCFA

WILL FOCUS ON THREE SUPPORT STRATEGIES: PAID RESPITE CARE,

FAMILY TRAINING IN HOW TO PROVIDE CARE AND A COMBINATION

OF RESPITE CARE AND FAMILY TRAINING. THE PROVISION OF

THESE SERVICES WILL BEGIN IN JANUARY 1984,

IN A ANOTHER AREA, WE ARE WORKING WITH THE ROBERT WOOD

JOHNSON FOUNDATION ON A STUDY TO IMPROVE LONG-TERM CARE

-FOR THE ELDERLY BY HELPING UNIVERSITY SCHOOLS OF NURSING

ESTABLISH CLINICAL AFFILIATIONS WITH NURSING HOMES. THE

GOALS OF THIS DEMONSTRATION ARE TO EDUCATE MORE NURSES

IN GERONTOLOGY TO MAKE MORE EFFECTIVE USE OF NURSE AND

PHYSICIAN SERVICES IN NURSING HOME CARE, TO HELP NURSING

HOMES HAVING MAJOR PROBLEMS RECRUITING CLINICAL STAFF AND

MAINTAINING ADEQUATE STANDARDS OF CARE AND TO DEVELOP NURSING

HOMES AS BRIDGES BETWEEN HOSPITALS AND COMMUNITY-BASED

CARE.

THE SOCIAL HEALTH MAINTENANCE ORGANIZATION (HMO) DEMONSTRATION

ADDRESSES BOTH ISSUES OF SERVICE COORDINATION AND MANAGEMENT

AND ALTERNATIVE REIMBURSEMENT TO CONTROL COSTS. THE SOCIAL

HMO PROVIDES A BROAD RANGE'OF ACUTE AND LONG-TERM CARE

HEALTH AND SOCIAL SERVICES TO VOLUNTARILY ENROLLED ELDERLY

-14-
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INDIVIDUALS FOR A FIXED ANNUAL PREPAID CAPITATION AMOUNT.

A MANAGING PROVIDER COORDINATES AN INTEGRATED SERVICE SYSTEM

COVERING ALL BASIC ACUTE HOSPITAL, NURSING HOME, AMBULATORY

MEDICAL CARE SERVICES AND PERSONAL CARE SUPPORT SERVICES,

INCLUDING HOMEMAKER, HOME HEALTH AND CHORE SERVICES. OTHER

SERVICES COULD INCLUDE MEALS, COUNSELING, TRANSPORTATION,

INFORMATION AND REFERRAL.

WE BELIEVE THE SOCIAL HMO DEMONSTRATION WILL PROVIDE US

WITH IMPORTANT INFORMATION ON THE COST-EFFECTIVENESS OF

THIS APPROACH COMPARED TO FEE-FOR-SERVICE CARE. WE WILL

ALSO EXAMINE THE QUALITY OF CARE AND THE EFFECT OF AN INTEGRATED

CARE SYSTEM ON MEETING THE ACUTE AND LONG-TERM CARE NEEDS

OF THE ELDERLY.

ADMINISTRATION ON AGING ACTIVITIES

FINALLY, TITLE III OF THE OLDER AMERICANS ACT, ADMINISTERED

BY THE ADMINISTRATION ON AGING (AOA), MANDATES THE DEVELOPMENT

OF COMPREHENSIVE AND COORDINATED SERVICE DELIVERY SYSTEMS,

INCLUDING A CONTINUUM OF CARE TO SERVE VULNERABLE ELDERLY

INDIVIDUALS, THIS ACT ALSO CREATES A LONG-TERM CARE OMBUDSMAN

PROGRAM, THE. RESPONSIBILITY OF WHICH, AMONG OTHER THINGS,

IS TO RESOLVE PROBLEMS RAISED BY RESIDENTS OR FAMILY MEMBERS

OF RESIDENTS OF LONG-TERM CARE FACILITIES. THE OMBUDSMAN

-15-
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PROGRAM ALSO MONITORS THE DEVELOPMENT AND IMPLEMENTATION

OF FEDERAL, STATE AND LOCAL LAWS, REGULATIONS AND POLICIES

RELATING TO LONG-TERM C-ARE IN THE STATE. THERE ARE NOW

508 LOCAL OMBUDSMAN PROGRAMS7-OVER HALF OF THESE SPONSORED

BY AREA AGENCIES ON AGING.

IN ADDITION TO THE AOA's INVOLVEMENT IN THE NATIONAL CHANNELING

DEMONSTRATION PROGRAM MENTIONED EARLIER, THE AOA IS FUNDING

THE LONG-TERM CARE GERONTOLOGY CENTER PROGRAM, TO PROVIDE

A NATIONAL KNOWLEDGE BASE WHICH WILL ASSIST IN THE DEVELOPMENT

OF A CONTINUUM OF CARE FOR VULNERABLE OLDER PERSONS. THE

LONG-TERM CARE GERONTOLOGY CENTERS ARE LOCATED IN MAJOR

UNIVERSITIES THROUGHOUT THE COUNTRY. THE PROGRAM PLACES

A STRONG EMPHASIS ON BRINGING TOGETHER A VARIETY OF DISCIPLINES

WITHIN UNIVERSITIES, ESPECIALLY MEDICINE, NURSING, AND

SOCIAL WORK.

CONCLUSION

I WOULD LIKE TO EMPHASIZE THAT BEFORE WE CONSIDER ANY CHANGES

IN LONG-TERM CARE BENEFITS, WE WOULD NEED TO CAREFULLY

WEIGH THE COST, ESPECIALLY GIVEN THE PRECARIOUS NATURE

OF THE MEDICARE TRUST FUND, OUR FIRST PRIORITY MUST BE

TO DEVELOP SOLUTIONS THAT WILL GUARANTEE THE INTEGRITY

OF THE TRUST FUND.

-16-
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LONG-TERM CARE HAS MANY ASPECTS AND PERMITS MANY APPROACHES

TO MEETING A BROAD VARIETY OF NEEDS, BOTH MEDICAL AND SOCIAL.

WHILE IT SEEMS CLEAR THAT MEDICARE AND MEDICAID MAY NOT

BE ABLE TO AFFORD THE CONTINUING ESCALATION IN THE EXPENDITURES

FOR LONG-TERM CARE, IT IS ALSO APPARENT THAT NO PRECISE

SOLUTIONS HAVE BEFR IDENTIFIED FOR IMPLEMENTATION.

OUR RESEARCH AND DEMONSTRATION ACTIVITIES HAVE YIELDED

SOME POSITIVE FINDINGS. FOR EXAMPLE# COMMUNITY-BASED CARE

CAN BE COST-EFFECTIVE IF TARGETED TO APPROPRIATE INDIVIDUALS,

AND STRENGTHENING INFORMAL CARE SUPPORTS CAN PRECLUDE THE

NECESSITY OF PROVIDING FORMAL CARE. A HUNTER COLLEGE STUDY
FOUND THAT THE MOST FREQUENTLY REQUESTED SERVICES TO ASSIST

INFORMAL CARE-GIVERS ARE TRANSPORTATION HOMEMAKERS. INFORMATION

AND REFERRAL SERVICES AND RESPITE CARE,

HOWEVER, THERE IS MUCH THAT WE DO NOT KNOW ABOUT PROVIDING

COST-EFFECTIVE LONG-TERM CARE. THIS FACT MAY BE ONE REASON

FOR THE CAUTION WITH WHICH STATES ARE IMPLEMENTING THEIR

MEDICAID PROGRAMS OF HOME AND COMMUNITY-BASED CARE. WHILE

38 STATES ARE APPROVED TO IMPLEMENT 51 PROGRAMS OF COMMUNITY-

BASED CARE, THESE PROGRAMS ARE TARGETING SERVICES TO A

TOTAL OF ONLY ABOUT 58,000 INDIVIDUALS, WITH THE AVERAGE

PROGRAM COVERING FEWER THAN 500, 1 BELIEVE STATES ARE

BEING APPROPRIATELY CAUTIOUS BECAUSE THEY KNOW THAT IT

IS DIFFICULT TO TARGET COMMUNITY-BASED SERVICES TO THOSE
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WHO WOULD OTHERWISE BE INSTITUTIONALIZED. OUR EARLY DEMONSTRATION

TAUGHT US THIS .ESSON AND THE CHANNELING DEMONSTRATIONS

ARE DESIGNED TO PROVIDE US WITH MORE INFORMATION TO TARGET

EFFECTIVELY. AFTER ALL, MOST OF US COULD BENEFIT FROM

SOME TYPE OF HOME CARES BUT THk COST OF INDISCRIMINANT

ASSISTANCE COULD BE ASTRONOMICAL$

BECAUSE OF THE SURETY OF INCREASED DEMAND AND THE CURRENT

INFLATIONARY FEE-FOR-SERVICE ENVIRONMENT, WE MUST BE EXTREMELY

CAREFUL WHEN WE CONSIDER RESTRUCTURING CURRENT LONG-TERM

CARE BENEFITS, WHILE IT IS CERTAINLY ATTRACTIVE IN THE

SHORT TERM, WE REALLY DO NOT KNOW IF EXPANDED HOME AND

COMMUNITY-BASED CARE IS THE BEST APPROACH. OTHER ALTERNATIVES

NEED CAREFUL CONSIDERATION. FOR EXAMPLE, THERE ARE SOME

INDICATIONS THAT A BETTER APPROACH MIGHT BE ALTERNATIVE

LIVING SITUATIONS, SUCH AS SHELTERED OR CONGREGATE HOUSING,

COMBINED WITH THE PROVISION OF SOME PERSONAL CARE SERVICES.

BECAUSE OF THE IMPORTANCE OF LONG-TERM CARE TO THE NATION'S

WELL-BEING AND BECAUSE OF THE MULTIPLICITY OF PUBLIC AND

PRIVATE INITIATIVES IN THIS AREA, HCFA IS SPONSORING A

WORKING CONFERENCE THIS WINTER. THE CONFERENCE WILL FOCUS

ON SEVERAL CONCEPTS WITH POTENTIAL FOR PROVIDING BETTER

APPROACHES TO DELIVERING AND FINANCING LONG-TERM CARE,

WE HOPE TO DISCUSS A WIDE SPECTRUM OF VIEWS ON SUCH ISSUES

AS PRIVATE LONG-TERM CARE INSURANCE, HOME EQUITY CONVERSION,
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SOCIAL HMOs, STATE TAX INCENTIVES FOR FAMILY CARE. SHELTERED

HOUSING, LIFE CARE COMMUNITIES AND VOLUNTEERISM,

THE LONG-TERM CARE CHALLENGE CAN BE MET ONLY THROUGH CONTINUED

STUDY, EVALUATION AND REALISTIC APPRAISAL OF ALTERNATIVES

AND THEIR POTENTIAL IMPACT ON THE OVERALL HEALTH CARE SYSTEM.

To MOVE TOO SLOWLY MIGHT DEPRIVE SOME INNiVIDUALS OF LONG-

TERM CARE ASSISTANCE; HOWEVER, IF WE MrVE TOO QUICKLY,

WE MIGHT ENDANGER PROGRAMS UPON WHICH MANY RELY TO MEET

THEIR BASIC HEALTH CARE NEEDS. ADOPTING THE BETTER COURSE

CANNOT BE DONE WITHOUT THE COOPERATION OF PUBLIC AND PRIVATE

SECTORS AND THE WILLINGNESS TO BE FLEXIBLE WHEN CIRCUMSTANCES

SO WARRANT.. I SHARE YOUR COMMITMENT, MR. CHAIRMAN. TO

ASSURING THAT AMERICANS IN THE COMING DECADES WILL NOT

LACK NECESSARY CARE AND I KNOW WE WILL CONTINUE TO WORK

TOGETHER AND MAKE THAT REALITY.

I WILL BE PLEASED TO ANSWER ANY QUESTIONS YOU MAY HAVE.

-19-
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Senator DURENBERGER. Senator Packwood?
Senator PACKWOOD. Tell me what the middle paragraph on page

7 means. You say, "Our regional offices have conducted 20 assess-
ments of the home and community-based services programs to date,
and most preliminary reports are favorable. For example, savings
in Rhode Island are estimated to be about $700 per patient per
month." Can you elaborate on that?

Ms. FEINSTEIN. Yes.
The home and community-based service waivers, while enacted

by statute in 1981, are still very much in their infancy. We have
less than 20 which have completed 1 year under the waiver, and as
I indicated, many of them are quite small in nature. So the State
apsessments that we have done are only on those which have com-
pieted their anniversary date with us. Our tentative findings are
very positive. The States feel that the programs have been success-
ful.

We have-.not as yet completed a financial assessment in some of
these programs, nor have we looked across medicare and medicaid
to see what other kinds of Government support went into home
care as well.

Senator PACKWOOD. What are these $700 per month per patient
savings in Rhode Island? Savings from what? Are those net reduc-
tions in cost?

Ms. FEINSTEIN. Why don't you answer that, Larry.
Mr. ODAY. It is essentially little more than waivered services-

that is, the home and community-based services that are part of
that waiver-versus the presumed institutional cost that would
have been incurred in the absence of the waiver.

However, those numbers do not at this point, with respect to
Rhode Island, reflect total expenditures for the medicaid program,
which would include, most importantly, acute care services, and
also services rendered to those people who were not part of the
waiver, but were also receiving home health under medicaid.

Senator PACKWOOD. I don't understand your answer.
Mr. ODAY. All right. It is basically at this point a very simple

number of the amount per capita that the State has estimated it
spent in its first year for the services in the community to the pop-
ulation that is covered by the waiver, versus what it estimated it
would have spent had those people been in institutions.

Senator PACKWOOD. And they estimate they save about $700 per
patient per month; is that right?

Ms. FEINSTEIN. Yes, that is their estimate.
Senator PACKWOOD. All right. Now, that appears to be a saving.

Are you saying, however, there are other costs that they are not
including? That this isn't a correct figure?

Mr. ODAY. Well, not necessarily.
The difficulty is, that there are two forms that we require the

States to fill out. The first form is the one that jist goes to the
kinds of numbers that are listed in there-purely, the waivered
services versus the institutional services.

There is a second form that is required 6 months after the end of
the first year of the demonstration which goes to all costs for all
populations under the medicaid program. It is really those num-
bers that are the more relevant ones.
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Senator PACKWOOD. Following you there is going to be a panel. I
have only read Mr. Gumb's and Mr. Zeigen's statements so far, but
both Kansas and Oregon claim they are saving money on the waiv-
ers, or think they are saving money; maybe they are not, but they
think they are.

Ms. FEINSTEIN. We are very hopeful that they are. I guess what
we are saying is that these programs are too new and haven't been
operational long enough so that we can be certain that total Gov-
ernment expenditures are less.

Senator PACKWOOD. When you say "total government," do you
mean Federal, State, and local? That somehow, even the Federal
Government might be saving costs on medicaid, but the costs may
be shifted off to some other unit of government, and the total net is
not really a saving?

Ms. FEINSTEIN. I am saying that's the area we need to make sure
of. That is the area we need to explore.

Senator PACKWOOD. I understand the argument about overutili-
zation, and I can understand your concern. We got burned on that
on medicare. When we had our original cost estimates on medicare
in the midsixties, there wasn't any organization that was close, by
half, as to what the program would end up costing. I am impressed
by the figures that you have that only about 20 percent of the
people who might be eligible for institutionalization are institution-
alized, and that at the moment the rest stay home with relatively
little outside care. If a comprehensive home health care program
was available, they might get it; otherwise, they might never have
any care.

But I find it hard to believe that a straight 1-to-1 trade somehow
can end up costing the Government money, if you can take some-
one from a nursing home and take care of them in a home.

Ms. FEINSTEIN. No, I don't think on a straight 1-for-1 basis one
could in any way, shape, or form make that argument.

What we have seen in some instances is that it is not a straight
1-for-1 trade for medicare. Oftentimes, the person getting services
at home would not have been in an institution. It isn't even
straight between medicare and medicaid when one considers other
Government supports such as food stamps and SSI but that often-
times go into the home are not required when you are in an insti-
tution.

Senator PACKWOOD. Thank you, Mr. Chairman.
-Senator DURENBERGER. Senator Bradley?
Senator BRADLEY. Thank you very much, Mr. Chairman.
I find this testimony really very interesting, and I would like to

compliment you on it.
On page 17 you say that your "research and demonstration ac-

tivities have yielded some positive findings." And then you go on to
say "community based care can be cost-efficient if targeted to ap-
propriate individuals," and "strengthening informal care supports
can preclude the necessity of providing formal care." Do you want
to expand on that?

Ms. FEINSTEIN. Briefly, I think the theme that runs through
much of our R&D results is that the key is this whole notion of
targeting and the tremendous difficulty of doing that-which we
have seen on the programmatic side through the 2176 waivers-
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and the fact that States are only asking us for permission to cover
a very small number of people, by and large.

I think in some instances, like in South Carolina, States began
with us through an R&D waiver in channeling services to benefici-
aries. They felt that they gained sufficient expertise and then came
back for a 2176 waiver.

The keys to targeting are subjects that we spend a lot of time
talking about at the office, and they are very difficult to assess. I
think they are broader than medical targeting.

Folks have suggested, and I think some of the previous witnesses,
that the whole subject of housing is one which has to be part of
this targeting methodology.

Linda, would you care to speak to the demos?
Ms. HAMM. I think you are going to hear Tom Brown who runs

the South Carolina project that Ms. Feinstein mentioned on the
next panel, That is a project that was started out of R&D dollars; it
is a project that has yielded some preliminary data, and I will let
Tom decide how much of that data he wants to share with you, be-
cause it isn't public yet and is preliminary. But it looks interesting
at this point in time.

You might also ask him how South Carolina goes about targeting
since every R&D project that we have ever developed and under-
taken has done it in a slightly different manner.

Tom's project is one of our earlier channeling-type projects. It
led, in part, along with all the others, led to the national channel-
ing demonstration project. Senator Bradley, you have a project in
your State, and Senator Heinz has one in his.

We are experimenting with a new approach to targeting in that
demonstration that builds on what we have learned from all the
other earlier demonstrations. We are very hopeful that we will
learn a better approach that takes into consideration such things
as housing which Ms Feinstein mentioned, such things as the
nature and extent of the support system that exists for the infor-
mal care-givers and for the client. How burdened is the family at
this point in time? Are they indeed doing a good job taking care of
the elderly member? Are they about to be absolutely burned out
from the experience? What is it that we can do to shore up that
family and provide some respite for them so that they will continue
doing that a little longer? Those are some of the things that we are
looking at.

Senator BRADLEY. But are you saying that the more targeted a
program is, the more likely that it will succeed?

Ms. FEINSTEIN. I think most definitely we are saying that.
Senator BRADLEY. Are you saying, even in a targeted program,

that you determine cost effectiveness not only by the costs it would
have cost the family if the person had been in a nursing home
versus at home, but also the fact that if the person is at home they
can get other kinds of supplements that they wouldn't get in a
nursing home setting? Is that what you are also saying?

Ms. FEINSTEIN. Yes. And I think the point that Dr. Scanlon made
in the first presentation-that an elderly person living alone needs
someone to deliver those home services and some of the things that
go with it-is broader than simply a trade-off of one Government
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program for another. But what other community activity is there?
And who is supporting that?

You asked another question about families and what we were
doing. We have a project that is looking at a voucher-type ap-
proach, where families are being given $600 a year that they can
use for paid respite services for a period of time. Maybe they could
have 2 weeks of vacation if they could only get their elderly person
somehow cared for during those 2 weeks. They might be willing to
resume the care responsibility for the other 50 weeks of the-year.
So we are looking at some of those things as well.

Senator BRADLEY. If you were designing a program today and the
President told you that you had to have it ready by tomorrow,
what criteria would you use for eligibility for home health care?

Ms. FEINSTEIN. Well, I think it all sits behind the backdrop of the
state of the trust funds and the state of the medicaid long-term
care budget.

Senator BRADLEY. That would mean you would want to draw it
narrowly.

Ms. FEINSTEIN. That would make you want to target it to those
truly at risk of institutionalization, to those who would truly be in
institutions were it not for this other kind of service.

Senator BRADLEY. So there is a strong argument for that popula-
tion to receive home health assistance?

Ms. FEINSTEIN. There is a strong need, I think, to target services
at the appropriate level to those people. It may not be home care; it
may be institutional care.Senator BRADLEY. But you are designing a home health care pro-
gram.

Ms. FEINSTEIN. Well, I think I would want to be designing a pro-
gram for those most at risk of institutionalization and care for
them in the most appropriate way, be it at home or in an institu-
tion.

Senator BRADLEY. Let me ask you about premise. Do you accept
the premise that home health care is an appropriate and humane
form of health care that should be encouraged by the Federal Gov-
ernment?

Ms. FEINSTEIN. I think it is an appropriate form of health care
that should be reserved, like these other programs are, for those
truly at risk of institutionalization. I think we could all use a little
home health care, Senator Bradley.

Senator BRADLEY. Thank you.
Senator DURENBERGER. Well, I am not sure where this "targeting

response" and the "request from the President" was leading us. I
would like to assume from the response I heard from you that if
the President came up to you and said, "By tomorrow morning I
want a home health program," you would either say, "How many
homes"?-you know, if that's a home health program, to get x
number of homes out there, you can design that overnight very
easily, I would guess. But if, more logically, the President comes to
you and says, "We have a population of so-many millions-of people
out there who need services; develop a program," I take it that is
going to take a longer time.

My question of you is: What is HCFA's strategy in case the Presi-
dent does make that latter phone call-not the first phone call, you
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know, "Design me a home health system," but "Give me a system
for America's elderly indigent?" What is your strategy? Is there a
point in time when you can answer all of these questions with a
proposal? You know, "Here is where the country ought to go on
this"?

Ms. FEINSTEIN. Yes,-i think there is a time when we can answer
these questions. I think the difficulty is, it's not today. I think we
have in place a very, very rich research and demonstration agenda
that will bear fruit if we are patient enough to wait.

Senator DURENBERGER. When? When does the first apple fall off
the tree, and when can we start picking? [Laughter.]

Senator BRADLEY. When the President calls. [Laughter.]
Ms. FEINSTEIN. Well, as with so many things, it is not tomorrow.

And it is difficult to tease apart the changes that we just put in
place- on the acute-care side and the effect of these acute care
changes by themselves versus their intersection effects with all of
these demonstrations that we have going. I think these demonstra-
tions will help us structure reimbursement so that the long-term
care provider community has incentives to take sicker patients. I
don't think any of us could claim this kind of incentive exists
today.

Senator DURENBERGER. I haven't read the testimony of the next
four witnesses. Suppose they come in and just say, "Give us more
money, and we will answer the President's problem?" Is that part
of the solution? Are you systematically reviewing each of these ac-
tivites, so that if he had to have something right away you could
say, "Hey, I will send you the Oregon plan, the Kansas plan, the
South Carolina plan?" Is that sort of the state we are in now? Is
that the best we have, the State demonstrations?

Ms. FEINSTEIN. Well, I don't want to underplay the important
nature of these demonstrations. While we are not in a research
vein in a university, looking at some data, we do have people get-
ting services today through social HMO's in small instances, and
we are able to watch that. Likewise, we are also able to observe the
section 2176 home and community-based service waivers. We now
have people getting these alternate kinds of services with a mecha-
nism in place to look at the cost effectiveness of those services. And
I think we have to keep that focal point.

Senator DURENBERGER. I won't belabor the point, but we can
watch grass grow, too, and at some point we need to feed it to
someone or to cut it, or whatever. Are we getting close? What do
you mean by tomorrow? A year? Two years? Three years? Do you
have any comfort level, or do you want to leave it somewhat
vague?

Ms. FEINSTEIN. No, I think we are getting close to having that
fruit ready to draw some conclusions from, but I guess you asked a
question of another witness that I would like to answer, which was:
Is there any other set of questions we ought to be asking ourselves?
I think we haven't looked hard enough at the private side: private
long-term care insurance and whether or not that is appropriate.
You are going to hear somebody testify about that today. Delivery
systems through the private side-whether we mean hospitals, or
other institutions-as the result of prospective payment, may be
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moving themselves into the long-term care area. So I hope we look
at the private side as well as the public side.

Senator PACKWOOD. When you say private side, do you mean
paid for by the private side?

Ms. FEINSTEIN. Much the same way that hospital insurance is so
prevalent on the private side.

Senator BRADLEY. Can you tell me when all the data will be in
from the channeling grants?

Ms. FEINSTEIN. The final report will be available the first part of
1986, but there will be interim process reports coming along in the
next month to several months, and I can certainly submit for the
record a schedule of when every one of those will be available.

Senator BRADLEY. If you could, Mr. Chairman, that might give us
some numbers that we need.

Senator DURENBERGER. Right. That would be very helpful.
[The information follows:]



98

Schedule of Evaluation Reports for the National Channeling Demonstration

April 1983

End of May 1984

End of

End of

End of

End of

End of

End of

End of

End of

End of

August 1984

January 1985

March 1985

May 1985

June 1985

July 1985

August 1985

September 1985

October 1985

November 1985

January 1986

The Planning and Implementation of Channeling:
Early Experiences of the National Long Term Care
Demonstration

1) Baseline Comparability Report
2) Report on Caregiver Characteristics

Preliminary Impact Report

Targeting, Intake and Case Management

1) Channeling Projert and Service Environment
2) Channeling Project Cost Report
3) Preliminary Analysis of Provider Record

Extracts

Survey Procedures

1) Caregiver Report
2) Client Well-being

Sample Design and Size

1) Claims File Procedure Report
2) Living Arrangements and Mortality Report

Service Utilization and Costs

1) Attrition Bias
2) Cost-effectiveness Report

Analysis of Service Choice Report

Final Summary Report

End

End

of

of
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Senator DURENBERGER. Are there any other questions?
Senator PACKWOOD. Well, just a word of warning. One of the rea-

sons we got into the medicare jam we are in now-and it's more
the Republicans' fault than the Democrats' fault-we kept saying
as Republicans, "Well, private care ought to take care of that. Pri-
vate care ought to provide for the hospitalization of the elderly and
somehow pay." Only, it became very difficult to buy any insurance
when you were 68 and were facing long-term hospital care. So we
backed into medicare, because we could not find any private alter-
native. I am not going to lay any criticism after that as to why the
medicare costs have gotten to where they are, but if this adminis-
tration's answer is, "Well, we should wait until we find some pri-
vate way to pay for this home health care," you may end up
achieving roughly the same thing you have achieved in medicare.

Ms. FEINSTEIN. That is a good note of warning. I think Mr.
Meiners from the National Center has an interesting proposal to
share with you on private health insurance for the long-term care
area.

Senator DURENBERGER. Very good.
Thank you very much for your testimony.
Our next witnesses will be a panel of four: Mr. Jackson J. Gumb,

administrator, adult care home section, Kansas Department of
Social and Rehabilitation Services, Topeka, Kans.; Mr. Robert
Zeigen, deputy administrator, senior services division, Oregon De-
partment of Human Resources, Salem, Oreg.; Mr. Thomas Brown,
project director, South Carolina community long-term care project,
Columbia, S.C.; and Ms. Bonnie Stone, first assistant deputy admin-
istrator, family and adult services, human resources administra-
tion, city of New York.

We can start with Mr. Gumb, and we will proceed in the order in
which you were introduced.

STATEMENT OF JACKSON J. GUMB, ADMINISTRATOR, ADULT
CARE HOME SECTION, KANSAS DEPARTMENT OF SOCIAL AND
REHABILITATION SERVICES, TOPEKA, KANS.
Mr. GUMB. Mr. Chairman, members of the committee:
I am happy to be here, from Senator Dole's homeland. In Kansas

the average intermediate care cost per month is $554. The average
home and community-based service cost is $410 a month. We would
say today that we are saving money with the home and communi-
ty-based service program.

Currently we are serving 453 recipients, using 14 different pro-
grams. It is estimated that these 453 recipients are saving the State
$65,000 a month, or approximately $780,000 a year. It is not much,
but I think we need to consider the fact that these individuals who
are in the home and community-based service program are nursing
home eligible, and it is their choice to use the home and communi-
ty-based service program. If they were not in the home and com-
munity-based service program they would be in a nursing facility
of some kind.

In Kansas, our goal is to expand the services throughout the
State. We do have a statewide program; we do serve veryone-the
elderly, the disabled, and the mentally retarded.
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I think our major frustrations with the home and community-
based service program are in three areas:

The Health Care Financing Administration's reporting require-
ments. There appears to be no coordination within HCFA on their
new forms that they have developed, the HCFA 371 and the 372.
They want statistics before these individuals went into home and
community-based services, and they want them afterward. I think
on the surface these requests sound reasonable, but they cannot be
pulled up manually. We have to add into our MMIS system an-
other add-on to pull these statistics out. Any additional add-on to
our medicaid management information system costs money.

We asked the Health Care Financing Administration why they
needed these two new reports, and they said, well, they thought it
would be good statistics. In Kansas, we do not consider that real
cost effective, just to have good statistics.

The second frustration we are experiencing is in the family par-
ticipation. We have found several cases where the families want to
participate in the cost of the care.

In the nursing home program we do pay for 24-hour nursing
care, and any additional to that we agree is supplementation. But
in the home and community-based service program we are paying
for usually 8 to 10 hours of some service. If the family wants to
participate in services beyond those times, we do not consider that
supplementation. So we would ask consideration on the supplemen-
tation issue.

The third frustration that we are experiencing is in the eligibil-
ity determination. Whenever there is the client obligation for a
medicaid service, the Social Security Act requires that client to pay
for that payment to the provider of services before he is medicaid
eligible. We would recommend that the Social Security Act be
amended to allow the State to collect the obligation for the home
and community-based service when th6 client is determined to be
medicaid eligible. We feel this would be a great benefit to the home
and community-based serv*je program.

That change would also assure the provider of services payment,
and it would also assure that the client would be eligible.

In closing, we believe that the home and community-based serv-
ice program is a good program, that it enhances the quality of life,
and that it saves the State and Federal government money.

Thank you.
[Mr. Gumb's prepared statement follows:]
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Dear Ms. Burke:
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Administ aetor
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Senator Dole and Committee Memberst

The following is a summary of the written testimony regarding Long Term Care
and Home and Community Based Services.

The average cost of care in Kansas intermediate care facilities is $554 per
month. The average cost of care in the Home and Community Based Services
Program is $410 per month.

Before any individual is offered Home and Community Based Services, they need
to be screened by a screening team composed of a registered nurse from a
county health department, home health agency, or private nurse and an agency
social worker.

The screening team is responsible for assessing the medical, social, and
psychological needs and functional capacities of the applicant/recipient to
determine the most appropriate type of services to meet the needs of the
individual in the least restrictive setting. The basis for approval of adult
care home placement must be medical need for services of the adult care home.

The screening is conducted by interview and observation of the individual,
review of all referral information and contact by the nurse with the
applicant's/recipient's physician. The family is contacted when appropriate.

The screening team determines the plan of care for the applicant/recipient.
If the individual is deemed appropriate for adult care home (nursing home)
placement, the screening team offers Home and Community Based Services to the
individual.

Two of the major frustrations with the HCBS Program is the Health Care
Financing Administration' program reporting requirements and in eligibility
problems.

To make the changes that HCFA is requesting would involve a complete change in
our Medicaid Management Information System (MMIS) reporting system.

Whenever there is a client obligation for a Medicaid service, the Social
Security Act requires the client to assume obligation for payment to the
provider of services before there is eligibility for Medicaid. It would be
our recommendation that the Social Security Act be amended to allow the state
to collect this obligation (for HCBS services) when the HCBS client is
determined eligible for Medicaid if the monthly client obligation is met.
This change would (1) assure the provider of services payment for services
rendered, and (2) would assure the state that the client would be eligible.
This would be a very positive change in the HCBS program.

In summary, we believe that the HCBS Program is a good program, that it
enhances the quality of life, and saves the State and Federal Government money
in long term care.

Jackson J Gumb
Administrator
Adult Care Home Section
Division of Medical Programs

Kansas Department of
Social and Rehabilitation Services

1420K
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11-1-83

Senator Dole and Committee Members

Thank you for this opportunity to testify before the Senate Finance Committee

regarding Long Term Care and Community Based Alternatives.

In Kansas we have 395 Adult Care Homes (nursing homes) in the Medicaid

Program. Kansas is reimbursing for 11,500 Medicaid recipients in these

homes. Out of these 395 homes, 329 are intermediate care facilities (ICF), 43

are skilled nursing facilities (SNF), and 24 are intermediate care facilities

for the mentally retarded (ICF-MR). The average cost of care in the ICF's is

$554. per month. The average cost of care in the Home and Community Based

Services Program is $410. per month. Our fiscal year 1984 nursing home budget

is $90.9 million.

In 1980, Kansas started screening Medicaid applicants and recipients who

wanted to be admitted to an Adult Care Home or who were already in an Adult

Care Home and who were running out of private resources to pay for their care

and were applying to the Medicaid Program. There was an initial pilot project

of 4 counties in Southeast Kansas. When this project proved to be successful,

the Department initiated state-wide screening in December, 1981. At this same

time the State set up an Alternate Services Program funded out of all State

funds for those recipients who did not have any medical needs.

The State of Kansas submitted its request for the Home and Community Based

Service Waiver on January 8, 1982. Offical approval was received March 22,

1982.

At the outset, while the request was being written, an Oversight Committee was

appointed with representatives of Social Services, Mental Health and

Retardation, Rehabilitation, Public Assistance, Research and Statistics and

Medical Services. Additionally, an Advisory Committee of other interested
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agencies and provider groups was established. That a group such as this can

have input and concur with the content of an approvable waiver demonstrates

our committment to the program.

Who can get Home and Comunity Based Services?

To be eligible for Home and Community Based Services under the Title XIX

waiver, a recipient must meet all of the following conditions:

1. Referral by a community based screening team or an independent

professional review team.

2. Be 18 years of age or older.

3. Have medical assistance eligibility confirmed by Income Maintenance.

Only those recipients who are eligible for a Skilled Nursing Facility,

Intermediate Care Facility or Intermediate Care Facility for the Mentally

Retarded shall be offered the choice of utilizing the alternate Community

Based Services provided under the waiver program.

Each recipient's needs and abilities will be assessed by a screening team.

The screening team is made up of a social worker from the Area/Local Social

and Rehabilitation Services Office and a registered nurse from the County

Health Department, Home Health Agency or self contracted with the Department.

The screening team is responsible for assessing the medical, social and

psychological needs and functional capacities of the applicant/recipient and

determine the most appropriate type of service to meet the needs of the

individual in the least restrictive setting. The basis for approval of adult

care home placement must be medical need for services of the adult care home.

The screening is conducted by interview and observation of the individual

review of all referral information and contact by the nurse with the

applicant's/recipient's physician. The family is contacted when appropriate.
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The screening team determines the plan of care for the applicant/recipient.

The plan of care will be implemented by the case manager.

The screening assessing instrument used by Kansas was develped by the

Department of Social and Rehabilitation Services and the Long Term Care

Gerontology Center, University of Kansas Medical Center, Kansas City. This

Gerontology Center is one of seven in the United States.

The services available under the Kansas Home and Community Based Services

Program are as follows:

Adult Day Health: Provides an eligible individual, health & social services,

and socially oriented activities usually for four to eight hours per day, one

or more days per week on a regularly scheduled basis. Day treatment and day

care are the types of services offered in the adult day health services

program. Under the supervision of a registered nurse or RN consultant, day

treatment offers services which are both medically and socially oriented. Day

care offers services that are socially oriented only. Individuals eligible

for adult day health services are the elderly and physically disabled 18 years

of age and older.

Adult Family Home Services: A range of services provided in family residences

which have been registered by the Department of Social and Rehabilitation

Services and by the SRS area office. A maximum of two individuals can be

cared for in one home. Adult Family Home services enable elderly and/or

disabled individuals to live within their home communities.

Adult Residential Services: A range of services provided in a non-medical

group residence licensed and certified by Social and Rehabilitation Services

or in client's living situation. These services teach disabled persons to

live independently in the community.
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Congregate Living Home Services: A range of services provided in supervised

non-medical group living for mentally ill and mentally retarded adults (ten or

less) who cannot live independently. Congregate living homes are assessed and

certified by Social and Rehabilitation Services.

Home Health Aide Services: Provides medically oriented care to individuals in

their own home or an alternate living setting. These services can include

basic personal care and grooming, assistance with bowel and bladder

elimination, monitoring vital signs, assistance with food, nutrition and diet

activities, and assistance with simple range of motion (ROM) exercises. These

services must be provided under the supervision of a registered nurse from a

home health agency or public health department.

Habilitation Services: These services help developmentally disabled persons

18 years or older to live as independently as possible in the community.

Habilitation services provide training in personal, social adjustment and

community living skills, as well as supportive counseling and therapy usually

for eight hours a day, (excluding meal time), on a regularly scheduled basis

for one or more days per week.

Homemaker Services: Homemaker services consist of general household

activities provided by trained homemakers when the individual regularly

responsible for these activities is absent or unable to manage the home and

care for himself/herself or others in the home.

Hospice Services: This program serves terminally ill patients (expected to

live six months or less) and provides support to the family in adjusting to

life without the patient. Hospice services are provided by either a Medicare

certified home health agency, a hospital, or Hospice agency which is a member

of the Kansas Hospice Association and has an approved Hospice program.
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Medical Alert: The medical alert system, through use of a small instrument

carried or worn by the client, provides support to the individual having a

medical need which could become a crisis at any time. The person receiving

the medical alert must be alone a large part of the day. Without this support

system, the client would be unable to summon needed assistance.

Medical Attendant Care: Medical attendant care provided under the supervision

of a registered nurse according to a physician's plan of care provides

long-term maintenance or supportive care, as opposed to short-term care

required for some acute illnesses. This service enabled a client to continue

to be treated by his/her own physician as an out-patient.

Non-Medical Attendant Care: Provides personal, non-medical, in-home services

to persons with a disability who do not require daily medical and nursing

care, so that individuals may remain in their own homes as long as possible.

Night Support: Provides overnight assistance to elderly and/or disabled

clients in their own homes for a period not to exceed 12 hours. Clients have

available to them an attendant who is ready to call the doctor, hospital, or

other assistance should an emergency arise during the night. An attendant is

available to assist client to bathroom, re-position client, remind client to

take medication, etc.

Respite Care: Provides relief to families caring for elderly and/or disabled

persons for emergencies or planned short or extended periods up to a maximum

of thirty days per twelve month pericd.

Wellness Monitoring: Provides long-term routine medical surveillance of

patients in their own home or in alternative living situations by a registered

nurse. Wellness monitoring is a service designed to monitor the patient's

state of health and maintain a laision with patient's physician. The
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registered nurses work cooperatively with a home health agency or public

health department for support in decision-making.

It was believed and has been proven to be true that all the services described

are necessary to maintain the elderly or disabled in the community. As of

this date, 453 recipients have chosen to participate in the Home and Community

Based Program.

Kansas does serve everyone (elderly, mentally retarded, developmentally

disabled) in the Home and Community Based Services Program as opposed to some

states who select certain groups.

Since the Kansas Department of Social and Rehabilitation Services is an

umbrella agency, these Home and. Community Based Services recipients are also

eligible for other services in the Medicaid Program such as hospital,

physician and pharmacy. These services are not covered as Home and Community

Based Services in Adult Care Home Services. -

So far in this program, we have found that there are more services and

providers in the Metropolitan areas of the state.

Our major frustrations with the Home and Community Based Services Program is

in three areas - Health Care Financing Administration Program reporting

requirements, family participation and eligibility problems.

In December, 1982 a Health and Human Services memorandum was received from

Health Care Financing Administration requiring that we report all services

provided to both Home and Community Based Services recipients and Adult Care

Home residents. This will require extensive system changes at a cost of which

has a 90% federal match. This will not add to the evaluation of the program,

is not cost effective and when we asked why it was needed we were told these

would be good statistics to have. We don't believe this is how money is saved.
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Family participation in payment for services has caused problems. Families

that cannot carry the burden of paying for all the care are willing to pay for

a part of the care. This we were told is supplementation and could not be

allowed. This frequently means the recipient goes to the nursing home and we

pick up all expenses at a much higher rate. In the Adult Care Homes (nursing

homes) we pay for 24 hour nursing care and in the Home and Community Based

Services Program we are paying for an approved amount of hours.

Eligibility Problems -

Whenever there is a client obligation for a Medicaid Service, the Social

Security Act requires the client to assume obligation for payment to the

provider of services before there is eligibility for Medicaid. It would be

our recommendation that the Social Security Act be amended to allow the State

to collect this obligation (for Home and Community Based Services) when the

Home and Community Based Services client is determined eligible for Medicaid

if the monthly client obligation is met. This change would (1) assure the

provider of services payment for services rendered; and (2) would assure the

State that the client would be eligible. This would be a very positive change

in the Home and Community Based Services Program.

In closing we believe that the Hone and Community Based Services Program is a

good program, that it enhances the quality of life and saves the State and

Federal Government money in long term care.

Jackson J. Gumb
Administrator
Adult Care Home Section
Division of Medical Programs
Kansas Department of Social and

Rehabilitation Services

29-3 0-84-8
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Senator DURENBERGER. Our next witness is Mr. Zeigen.
Mr. Zeigen, welcome.

STATEMENT OF ROBERT ZEIGEN, DEPUTY ADMINISTRATOR,
SENIOR SERVICES DIVISION, OREGON DEPARTMENT OF
HUMAN RESOURCES, SALEM, OREG.
Mr. ZEIGEN. I am Bob Zeigen, the deputy administrator of the

senior services division, and I am pleased to be here on my own
behalf and speaking for Dick Ladd, our administrator.

I think at the outset we would like to say that we strongly favor
having more resources for maintaining persons at risk of institu-
tionalization in the community. Based on our experience, when
funds are available for alternative care, independence is enhanced
at reduced overall costs to long-term care programs.

In my overall handout I described some of the background which
led to the formation of the senior services division in 1981. All
long-term care and aging programs were consolidated into a single
State agency, and these included the medicaid long-term care pro-
grams, social service block grant, Oregon Project Independence-
which is a State program for those not eligible for these other pro-
grams and which does include a fee for service based on ability to
pay-and the Older Americans Act. We did receive the medicaid
waivers for home and community care in December 1981, which al-
lowed us to increase the amount of community services that we
could purchase, or could be purchased.

As a result of that availability, we were able in February 1982 to
initiate a very active and careful program to help people who have
been in nursing homes to move back into the community. And we
were able to help, to date, somewhat over 1,500 persons. This is
part of the statement that has already been made that we are
saving about a million dollars monthly in the long-term care pro-
grams. And we have actually reduced our home, medicaid nursing
home caseloads by 5.6 percent.

It is important that you realize this reduction took place at a
time when the State was seeing a 3-percent growth in what we con-
sider our "risk population," which is the population 75-plus. This
growth was the basis for the Oregon legislature approving the
senior services division budget for the 1983-85 biennium.

I would like next to briefly talk about some components of a
long-term care system, based on our experience. The scope of such
a system should allow the States to be able to meet the service
needs of the person funded from all available sources, including
medicare and medicaid.

Reference has been made to targeting of services-we agree with
that.

You will have to establish priorities of care. As part of this, a
preadmission screening team should be diverting people from nurs-
ing facilities and helping those in institutions leave them when
they are capable of doing so.

There is a need for a common assessment approach, which would
permit consistent assessment of need. There should be professional
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case management staff to coordinate and monitor delivery of serv-
ices.

There are a number of cost implications. To avoid increasing
public costs, those most in need should have first priority, with
some cutoff point of impairment and income.

A second point is that States should have the ability to set serv-
ice rates. Competition alone does not keep the costs down in this
kind of program. There has to be some other mechanism.

Third, there should be an independent evaluation of quality and
appropriateness of care in the community. We do that in the nurs-
ing homes through various means, but it also should be done in the
community.

Finally, in this regard, the individual should cost-share when
their income allows.

Next, there should be certain considerations under service provi-
sions. Reference has been made to adult foster homes. There are
also larger facilities called residential care facilities. We need to
have a variety of living situations available in which to deliver
services.

Second, the service supervision should not exceed that needed for
the service being delivered. Most home care does not require medi-
cal skills.

Last, I want to mention that if other States, for example, are not
able to integrate their long-term care programs as they have done
in Oregon, there should be some coordination of service delivery;
there should be coordination at the State level, the local level, and
among the providers of services. This we have found to-be a very
effective way, without necessarily changing the whole organization-
al structure.

Thank you.
Senator DURENBERGER. Thank you very much.
Mr. Brown?
[Mr. Zeigen's prepared statement and answers to Senator Duren-

berger's questions follow:]
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TESTIMONY
BY ROBERT S. ZEIGEN, DEPUTY AW4LNISTRATOR

SENIOR SERVICES DIVISION
OREGON DEPARTMENT OF HUMAN RESOURCES

NOVEMBER 3, 1983
TO THE

UNITED STATES SENATE FINANCE COMMITTEE, HEALTH SUBCOMMITI'c

Mr. Chairman, on behalf of Richard Ladd, Administrator, Senior Services
Division, Department of Human Resources, State of Oregon, I am pleased to
appear before you today.

The Senior Services Division strongly favors increasing the resources
available for non-institutional care in the community for elderly and disabled
persons who are at risk of institutionalization. Our experience in Oregon
clearly demonstrates that, when funds are available for alternative care in
the community, the desires of the elderly and disabled to live as
independently as possible can be met at reduced overall costs to long-term
care programs.

In my testimony, I would like, first, to describe the comprehensive Oregon
long-term care system, which is somewhat unique, nationally, and then outline
what we believe are the key components of a comprehensive long-term care
system.

Background:

In 1979 Oregon began to address the rapid growth of lQng-term care/Medicaid
costs. The Department of Human Resources initiated a demonstration project
jointly funded by the Health Care Financing Agency and Administration on
Aging, to evaluate the effectiveness of home and community care waivers as
alternatives to costly nursing facility care under Medicaid. The demonstration
also looked at the role of coordination of service delivery at the local and
state levels.

This three-year program showed tnat a combination of coordination and waivers
allowed more persons to be served in the least restrictive living setting and
with overall savings for the Medicaid program.

In part, as a reaction to these findings, but also in response to the strong
feelings of Oregon's seniors to improve coordination of various fragmented
programs for the elderly at the state and local levels, the Senior Services
Division was established in 1981 as the State Unit on Aging to administer all
long-term care programs for the elderly. This included combining the programs
providing service under Medicaid, the Social Services Block Grant, Older
Americans Act and Oregon Project Independence. The last named is a
state-funded program, initiated in 1975, to provide in-home services for
persons who are not served by other programs and includes a sliding fee
schedule based on income. As a result of this consolidation, a single agency
is able to plan for, implement, and adjust programs and budgets for all
long-term care concerns of Oregon's elderly and disabled. The Senior Services
Division and the Area Agencies on Aging are meeting the charge of the Oregon
legislature to "insure that the elderly citizens of Oregon will receive the
necessary care and services at the least cost and in the least confining
situation.
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On December 21, 1981, Oregon was the first state to receive approval of Home
and Community Care Waivers under Section 2176 of the Social Security Act
(Public Law 97-35). We were able to respond quickly to the new legislation as
a result of actions which began in 1979 to contain rapid growth in nursing
facility Medicaid costs and because of the formation of the single state
agency.

Without the flexibility afforded by the Home and Community Care Waivers,
Medicaid was available only to those eligible for care in a nursing facility
or receiving care from two small Medicaid programs, home health and personal
care. Few funds were available to develop alternative community-based
resources. The waivers changed this situation dramatically. Medicaid funds
were used to care for persons at home or in substitute living situations, such
as an adult foster home or residential care facility, providing these persons
met the requirements for skilled or intermediate care in a nursing facility.

As part of its commitment to the Medicaid waivers, Oregon agreed to use
savings from the nursing facility budget to pay for the home and
community-based services and at a combined cost that does not exceed the cost
of nursing facility care. Frequently, persons remain in nursing facilities
beyond the time needed to meet their initial needs. The Senior Services
Division initiated a program in February 1982 to assist persons in nursing
facilities to return to the community with appropriate services, both paid and
voluntary. To date, 1,550 persons have been helped to make this voluntary
transition back to the community where they are living more independently, but
with necessary coordination and monitoring of service delivery.

Ihis major effort has been accomplished carefully, using comprehensive
planning and evaluation by case managers, Pre-Admission Screening Teams, the
Professional Services Review Organization (PSRO), the person's physician, the
staff of the facility, the family and, most important, the individual
themselves. This effort is in addition to actions taken by the Pre-Admission
Screening Teams which have diverted persons from entering nursing facilities.
While these actions are directed at the Medicaid population, the development
of resources is indirectly affecting the ability of private paying persons to
avoid entering a nursing facility. For example, in Eastern Oregon there were
few adult foster homes before the Medicaid waivers were available. As a
result of these waivers additional adult foster homes were established.
Although initially certified for Medicaid-eligible persons, we now find these
substitute living situations are being increasingly used by private paying
persons who, formerly, would have entered a nursing facility.

We estimate that our Medicaid costs have been reduced by approximately
$1,000,000 each month as a result of these actions while we have been able to
serve an increased number of persons at risk of institutionalization. This is
greatly facilited by the availability of Oregon Project Independence to serve
persons not eligible for Medicaid. In the process, the Medicaid nursing
facility caseload has been reduced by 5.6 percent.

Without the 'edicaid waivers this dramatic accomplishment would not have been
possible. Oregon does not have state funds to develop the comprehensive kinds
of services in the community. Our state fund home care program, OPI, can only
address a limited number of persons. The Medicaid waivers also allow
flexibility for the states to become creative in providing care at least cost
and in the least confining living situation.

0682P-k/2
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Components of a Comprehensive Long-Term Care System: Broad elements are
outlined below. Any national program should be sufficiently flexible as to
accomodate the needs and variations of tne individual states.

1. Scope. The care needs of the person must be considered first, with the
methd of reimbursement being a secondary consideration. Increased
flexibility would be achieved by developing a system which would allow the
use of Medicare and Medicaid funds in a flexible manner, depending upon
the eligibility requirements for these programs. Even with this
consolidation, the states may find gaps requiring additional programs
which the individual states may wish to fund. Long-term care budgets need
to be looked at in the whole, rather than limiting expenditures within
categories of services e.g., nursing facilities, home care, substitute
living care.

2. Targetting of Services. It will be necessary to establish priorities of
care for those in need. A person's abilities to accomplish various
activities of daily living might be appropriate to achieve and assure
targetting. Our expereience in Oregon indicates the following elements
need to be considered:

A. Pre-Admission Screening. Persons can be diverted from nursing
facilities with the help of professional screening teams. Many
persons and their families are not aware that care can be provided
outside nursing facilities for frail and disabled persons. Screening
of persons before they enter nursing facilities could prevent
unnecessary and premature institutionalization. Physicians and
hospital discharge planning teams must be involved in this process,
and be aware of the alternative community resources.

B. Common Assessment Approach. A common approach to assessing need
should be required within each state. This will assure consistency in
determining the ability for the person to remain in the community.

C. Periodic Reassessment. The needs of the person should be reassessed
periodically. Tnis will assure services remain appropriate to the
individual's needs. ,

D. Case Management. As the Pre-Admission Screening Teams can be looked
at as initially determining the person's care needs, the ongoing
assistance to the person, including service redetermination and
coordination, can be accomplished by a person often labelled as the
Mcase manager". A comprehensive long-term care system cannot function
without such professionals.

3. Cost Implications. The fear exists that adding community care to the
existing health care costs for Medicare and Medicaid will result in
additional public expenditures. Our experience suggests that costs are
controllable, providing certain criteria are considered:

A. Priority of Service. A system must be developed that assures those
persons most in need have first priority to available services. There
must exist a cut-off point of impairment as well as income, above
which public funds are not used to purchase services.

0682P-k/3
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B. Cost Containment. The states have various methods of establishing
reimbursement rates for Medicaid nursing facility care. Medicare
separately establishes rates for skilled nursing facility and home
health care. A fiscally sound comprehensive long-term care system
should allow the states the ability to set rates for all services,
regardless of funding source or type of care. The ability of the
states to control Medicaid long-term costs has been demonstrated. The
process used to establish rates should involve public input.

C. Quality Assurance. Some -method of independently evaluating the
quality and appropriateness of care should be required. Presently,
the Professional Services Review Organizations do this in nursing
facilities. A similar function should be provided for persons served
in the community.

D. Cost Sharing. Various alternatives should be considered and,
potentially, allowed. This could include a captitation rate. Any
approach should establish maximum out-of-pocket costs.

3. Service Provision:

A. Programs. A comprehensive long-term care system must allow the states
flexibility in identifying which programs to fund. This is necessary
given the differing directions taken by the states in developing
existing service delivery programs. In allowing services in the home,
this should include substitute non-medical living situations since
many persons cannot live alone or no longer have a home in which to
live. Some method of certifying or licensing these facilities should
be required, to assure adequacy of health and safety standards.

B. Supervision. Many persons can be served in their homes with services
which do not require medical skills. To avoid unnecessary
administrative costs, service delivery supervision should be
appropriate to the care being provided. Nurse supervision is not
required for most in-home services. With a program of quality
assurance and case management, sufficient evaluation of care is
available.

C. Category of Care Need. Under Medicaid, the individual states nave
some latitude in defining skilled and intermediate levels of care.
Consequently, the elements of both skilled and intermediate care
should be considered when evaluating risk of institutionalization.

D. Coordination. Not every state can or may wish to consolidate all
long-term care and aging program under a single agency. Where several
state agencies plan for and deliver long-term care and aging programs,
they should be required to coordinate these programs.

Conclusions:

The need for and the possibility of initiating a responsible comprehensive
long-term care system is at hand. Our experience, in Oregon, suggests that a
state administered program, capable of identifying the needs of a person and
most effectively utilizing tho available funds, is feasible and desirable.

0682P-k/4
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Department of Human Resources
SENIOR SERVICES DIVISION
313 PUBLIC SERVICE BUILDING, SALEM, OREGON 97310

December 5, 1983

The Honorable Dave Durenberger
Chairman, Subcommittee on Health
Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Senator Durenberger:

Attached are my answers to the questions you sent November 15, 1983
following my testimony to the Senate Finance Health Subcommittee on
November 3, 1983. I appreciated the opportunity to report on Oregon's
successful long term care program and the insights it may provide for
implementing similar programs elsewhere.

Si merely

Rober, S. elgen
Deputy A ministrator

RSZ:ds

Enclosure

AN EQUAL OPPORTUNITY EMPLOYER
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1. QUESTION: Can you describe how you have actually combined funds under
Medicaid, the Social Services Block, Older Americans Act, and Oregon
Project Independence under a consolidated program? Does this mean that
the budgets for home care services under- these programs have been
con sol i dated?

RESPONSE: The Senior Services Division budget includes Older Americans
Act, Oregon Project Independence, some Social Service Block Grant plus
Medicaid funds. In addition we are able to claim Medicaid reimbursement
through the Title XIX Waivers for home and conmmunity-based care. Except
for the Older Americans Act funds, the funds are contained in a single
appropriation. This permits the agency to allocate funds where needed
without obtaining a change in statute.

Since a single agency is involved, priorities for providing services and
the clients to be served are established more uniformly.

2. QUESTION: Could you describe how the Oregon program maintains control and
oversight of the cost and scope of community-based services received by a
person accepted into the program? Do case managers, for instance, have
budgets or limits for their clients?

RESPONSE: Oregon maintains control and oversight of the cost and scope of
coumunity-based services by the following:

a. Establishing standards for providers and setting maximum payment rates
for each specific service.

b. Establishing the number of hours of service based upon a care plan
which specifically identifies the clients' needs. The care plan
includes an assessment of the health, functional, social, and economic
needs of the client and identifies resources available to meet any
part of these needs. The agency authorizes only services which cannot
be met through other resources.

c. Payments over stipulated amounts must have Central Office approval.

d. Monitoring of care plans and promptly making adjustments, when needed,
in the type and amount of service(s) provided.

e. Monitoring of data on trends, as well as average cost per person of
service provided, numbers of persons served, and other data which
allows us to quickly note overall changes and determine the reason(s)
for change.

f. Monitoring of assessments/care needs, provision of services and costs
by quality assurance staff.

3. QUESTION: You indicate on page 4 of your testimony that not every state
can or may wish to consolidate all long-term care and aging programs under
a single agency. In your work on this program and conversations with
other states' administrators, are other states interested in following
Oregon's lead in consolidating long-term care services for the elderly
under one administrative authority?

0737P-s/l
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RESPONSE: Numerous inquires have been received from states as well as
from local organizations, such as area agencies on aging. The Senior
Services Division has responded with written material, describing our
integrated long-term care and aging system, as well as orally in meetings
and through telephone requests. Some states are considering the Oregon
model. California passed legislation one year ago similar to that which
established the Senior Services Division, with the added proviso that a
committee prepare an implementation plan. I am aware of at least one
other state giving consideration to Oregon's approach. There are
barriers, however, which may prevent a replication. For example, Oregon
emphasizes local planning and delivery of services, including case
management. The area agencies on aging have the option of participating
in this way where a governmental entity is the area agency. To date,
seven of 18 area agencies have so opted and five of these have requested
that the state employes become employes of the area agency. In some
states, this kind of transfer back and forth between local and state
governments or even supervision of state employes by local government is
forbidden by statute.

A key, in my opinion, to achieving the Oregon model is an evolutionary
process which introduces key elements over time. It would probably be
difficult to accomplish in one or two years what it has taken more than
four years to achieve in Oregon.

4. QUESTION: You indicate in your testimony that a system must be developed
that assures that those persons most in need have first priority to
available services. Could you please describe for us who these persons
are in Oregon? What is the nature of their impairments, for example?

RESPONSE: Oregon has established a policy which identifies persons to be
served in order to best utilize limited funds for a client population of
elderly and disabled persons. The policy is aimed at serving those
individuals who most likely would enter a nursing facility. Staff
assesses the health, functional, and social and economic needs of each
client to determine whether the person is within the high or immediate
risk range. The functional assessment tool is computerized for all
clients for whom services are provided. The data for nursing facility and
community served clients is similar.

5. QUESTION: Do you find that home and community-based are available and
accessible in most communities in Oregon? Are they able to serve those
most in need?

RESPONSE: Home and community-based services are avail-able in most
communities in Oregon. These include foster and residential (non-medical)
facilities, home-care (homemaker, housekeeper, personal care, home health
services, home-delivered meals, and a range of other home or health
services). The agency makes a concerted effort to develop community
resources. In 1975, Oregon's legislature authorized a state-funded home
care program (Oregon Project Independence) which makes home care services
available to frail persons 60 years of age and older whose resources are
slightly above Medicaid eligibility standards. The combination of this
program and the former Title XX home care program resulted in an extensive
service network throughout the State before Oregon received the Medicaid
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Home and Comunity-Based Waivers. As a consequence, necessary additional
expansion of Cominity-Based Care was possible in a relatively short time
and with a modest increase in resources.

6. QUESTION: What have you found to be the most frequently utilized service
under the program?

RESPONSE: Homecare is the most frequently used service in the community
and intermediate care is the most frequently used level of nursing
facility care.

7. QUESTION: You indicate that Oregon's Medicaid costs have been reduced by
approximately $1 million a month. Do these represent total savings on
simply state savings? What have been the savings to the federal
government as the result of your efforts?

RESPONSE: Savings of about $1.7 million per month occur if the 1979-81
legislatively approved caseloads are projected through June 1985 and that
projected caseload is compared to our July 1983 actual data. A comparison
to the projected caseload for the 1981-83 biennium indicates almost
$900,000 per month in savings. In both instances, these savings are in
total funds and are reduced by about $400,000 per month because of
increased comunity-based care expenditures.

The maximum savings in federal funds are about $700,000 per month and the
minimum savings are about $300,000 per month. It should be noted that
Oregon receives approximately one percent of federal funds based on its
population.
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STATEMENT OF THOMAS E. BROWN JR., PROJECT DIRECTOR,
SOUTH CAROLINA COMMUNITY LONG-TERM CARE PROJECT,
COLUMBIA, S.C.
Mr. BROWN. Thank you, Mr. Chairman and members of the com-

mittee.
I appreciate the opportunity to talk about the South Carolina

community long-term care program, which we have been working
on since 1978. I want to address, first, the research project, which
is still ongoing, using section 1115 medicaid and section 222 medi-
care waivers, and then describe our State program.

The concerns that were mentioned earlier about the growing
number of older people and growth in medicaid cost, particularly
for nursing home care, were the reasons that we got into this re-
search program in 1978.

The program is targeted on medicaid-eligible individuals, most of
whom are medicare eligible; so we are getting at the dually eligible
population.

I am not going to give the details of the program except to say
that the intervention included a case-management system which
incorporated the preadmission screening for nursing home admis-
sion for medicaid sponsorship, and a number of new community-
based services including a waiver of eligibility to cover those people
under the current system who are eligible only if they enter the
nursing home. These are the folks whose income is above the SSI
level aad below the nursing home medicaid cap. The community
long-term care program is a systems intervention.

Some of the findings from a preliminary evaluation report are
very positive, and I want to report on those.

The first finding is that most of the people in the experimental
group, given the choice to stay home with community services, did
in fact stay home. This study includes about 300 experimental cli-
ents and about that same number of control group clients who en-
tered the program at nursing home level of care. So these clients
were medicaid-eligible and at skilled or intermediate, and could
have entered the nursing home at their time of entering into the
program.

Sixty percent of the control group was admitted, while only 43
percent of the experimental group. We have been able to serve a
number of folks at home who were attempting to enter the nursing
home.

Second, we have decreased significantly-and this difference is
statistically significant-the number of nursing home days. The ex-
perimental group used 37 percent less days than the control group.

Third, we found that, over time-and this gets at the quality
question which was raised earlier-there really were no differences
between the two groups as measured by health status, either mor-
tality or functional change or mental status. That can be viewed
very positively, however, because we can say that the folks that
stayed at home in the experimental group-those who mostly
stayed at home, at least-were not any worse off than the folks in
the control group who mostly used nursing home care. The project
didn't do any harm in that area.
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Third, we have shown that the total cost and the cost per recipi-
ent and the cost per person per day in the experimental group
were less than what these costs were for our control group. We
have been able to demonstrate a cost reduction for services or a
system of services which focuses on community care as opposed to
institutional care.

Based on these findings, we are now moving parts of our pro-
gram into the rest of the State. In 1982 and 1983 we began a case
management system for medicaid-eligible clients who want to enter
nursing homes. Again, we are using the preadmission screening ap-
proach to target on those folks that not only are skilled or interme-
diate level of care but also who intend to use nursing homes. This
is presently in place.

In 1984-85 we are budgeting, and hopefully it will be approved,
to expand services to add into the rest of the State those things
which we presently have only in the demonstration areas.

We also plan on providing expanded eligibility for that group of
clients that presently are eligible only in the nursing home.

In my prepared statement there are a number of issues that we
addressed in our recent demonstration project.

I think the primary one that still is of concern, the one that Bob
just raised, is the interface with the existing system for medicaid
and medicare, title XX and title III services. This seems to be one
of our biggest problems.

In closing I would like to say that if we can target through the
mandatory preadmission screening process on those medicaid and
medicare folks-potentially medicare, at least-that do want to
enter nursing homes, who not only qualify but do want to enter, we
can in fact serve them at home and this system of care can be cost-
effective.

I think also there are some things that need to be done in the
future, like the notion of risk sharing and whether the social HMO
really will work. I would encourage us to look not so much now at
the targeting and cost issues as to organized care that can be avail-
able to this larger population.

Thank you.
Senator DURENBERGER. Thank you very much.

-Ms. Stone?
[Mr. Brown's prepared statement follows:]
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State .ent

Thomas E. Crown, Jr.

for the

Subcommittee on Health
Committee on Finance

United States Senate
November 3, 1983

Mr. Chairman and Members of the Subcommittee, I am both pleased and
----honored to have the opportunity to discuss with you South Carolina's re-
search, planning and implementation activitiL; in the area of provision of
community-based long term care services for the elderly and disabled.

My name is Thomas Brown, and I am Director of the Community Long Term
Care Program, which is designed to provide assessment, service management
and home and community-based services for the Medicaid-eligible aqed and
disabled populations in need of long term care.

In my presentation, I will describe South Carolina's activities in the
provision of long term care services for the elderly and disabled since 1978.
At that time there was agreement by the Governor, the General Assembly and
the State Agencies involved with services to the aged that the existing sys-
tem of care, which provided solely institutional care, was inadequate. First,
it was not meeting the needs of many older persons who wanted care in their
own homes. Second, it was recognized that the State could simply not afford
such a system if the system expanded in the same proportion as the number of
elderly in need of long term care. From this beginning, the Community Long
Term Care Program has moved through a research and demonstration period with
Section 1115 Medicaid and Section 222 Medicare waivers into statewide imple-
mentation of community-based care under the Section 2176 Medicaid waiver
authority.

South Carolina Nceds r1ore Long-Term Care Services

South Carolina has recognized the need to plan for the present and future
demand for long term care. Between 1970 and 1980, South Carolina's elderly
grew by 51%, one of the fastest growth rates in the nation. Over the next
10 years (1980-1990), the 65+ population will grow by an additional 45"', with
the fastest growth occurring zrong those over 75 years. 1,1e know that we must
expand available resources. South Carolina is largely rural, and we have a
disproportionately large number of very poor people; in 1980, for example,
23% of elderly South Carolinians were below the poverty level compared with
17% of the elderly nationally. Many counties in the State have a shortage of
physicians and other medical personnel. In terms of medical facilities, the
State has 4 hospital beds per thousand persons, which is very close to the
national average, and 38 nursing home beds per thousand persons over 65, which
is slightly less than the national average.
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In FY1983-84, 57% of South Carolina's Medicaid expenditures will be
spent for services to the aged, blind and disabled. A substantial portion
will be spent on long term care. Policy and program development to meet the
growing need for long term care has become a central issue for health plan-
ners and public policy makers in South Carolina.

The Community Long Term Care Demonstration Project

Community Long Term Care is an experimental demonstration program
which has been testing the effectiveness of community-based services for
meeting long term care needs.

The purpose of the project is to help provide answers to two main
questions:

Can Community Long Term Care use a program of community-
based services and professional case management to provide
effective, affordable in-home help to more of the elderly
and disabled in South Carolina than are presently served
with the current Medicaid long term care system, which
relies heavily on institutional long term care?

Can community-based services reduce the use of nursing
homes by elderly and disabled South Carolinians?

The CLTC project was established because of concern that disabled South
Carolinians had few resources for long term care other than nursing homes.
In 1978, the South Carolina General Assembly established the Community Long
Term Care Project under the direction of the multi-agency Long Term Care
Polity Council, which includes the Commissioners of the Departwents of Sc.ial
Services, Mental Health, Health and Environmental Control, and Mental Retar-
dation; the Director of the Commission on Aging; and the Governor (or his
designee).

Since Medicaid is a major funder for long term care services and since
South Carolina is very concerned about the phenomenal growth in the Medicaid
budget, the project participants were disabled adults w.ho were very likely
to use Medicaid nursing home benefits if other sources of long term care were
not available. CLTC participants included disabled and elderly adults who
were: 1) sufficiently disabled to qualify for Medicaid-sponsored long term
care in a nursing home and 2) able to meet Medicaid financial eligibility
requirements for nursing home care.

A key element of the project is the experimental desiqn. Each project
participant is assigned to either the experimental or control group. The
control group receives only the services for which they are eligible under
the current Medicaid system. The experimental group receives, in addition
to regular Medicaid services, case management, access to a group of experi-
mental services established by CLTC, and expanded eligibility for Medicaid-
sponsored community services. The experimental service package is discussed
in detail below.
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Policy Initiatives Tested by the CLTC Project

CLTC was designed to test three major policy initiatives.

-The Service Management Model. All experimental clients receive on-
going assessment, case planning and service coordination from Project
service management teams composed of a social worker and a registered
nurse. In order to ensure that all Medicaid-eligible disabled persons in

-the project area will have access to CLTC, pre-admission screening for
persons seeking Medicaid nursing home benefits is mandatory. The use of
the service management concept was intended to guarantee that Project clients
would have access to all available services and to ensure: that available
services would be efficiently and parsimoniously targeted to those clients
who would receive the most benefit.

-Community-based Services Using Both Medicare and Medicaid Waivers.
Many poor, disabled people (particularly among the elderly) are "dually
eligible" for both Medicare and Medicaid benefits. For the dually eli-
gible people, the effectiveness of the health care system depends on how
well Medicare and Medicaid services are coordinated to provide continuity of
care. The project was designed to use both Medicare and Medicaid resources
so that fully integrated, coordinated long term care could be provided to
project clients.

-Expanded Services and Expanded Eliqibility. South Carolina had two
major impediments to testing a community-based long-term care system. First,
a number of community services which had been shown in previous demonstra-
tions to be very effective were not available. Second, South Carolina used
a "two-tiered" system of Medicaid eligibility. SSI recipients were eligible
for Medicaid services in the coii.imunity, while disabled individuals with in-
comes between 100% and 300% of the SSI maximum were eligible for Medicaid
benefits only in nursing homes. To remedy these gaps, the Long Term Care
Policy Council authorized: 1) the establishment of new community services
in the project area to strengthen the community-based long term care system
(expanded services) and 2) eligibility for community-based services for ex-
perimental clients who would otherwise have been eligible for Medicaid ser-
vices only in nursing homes (expanded eligibility).

New community services available to CLTC experimental clients are:

a) personal care
b) medical day care
c) home delivered meals
d) medical social services
e) physical therapy, speech therapy-and occupational

therapy
f) respite care

All new services are not available throughout the project area. In order
to avoid duplication of services and to insure the quality of expanded ser-
vices, an expanded service was established in a county only if: 1) the
service was not available or 2) there was consensus among providers that
current services would not be able to meet the needs of all experimental
clients. Expanded services were established through contracts with provider
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agencies. In all cases, expanded services are provided by agencies who had
been serving the elderly and disabled prior to the inception of the project.
This active recruitment of existing providers was seen-as a way to maximize
the use of existing service resources. In most cases, CLTC project staff
provided technical assistance to the provider. For example, the Project
Director and Area Director worked closely with a nursing home administrator
to design and establish the medical day care program. All expanded services
were designed by CLTC project staff, and adherence to the service specifi-
cations was part of the contractual agreement.

To guarantee that expanded services were being used effectively and were
not duplicating existing services, three additional procedures were established.
First, all non-project community services had to be exhausted before expanded
services could be put in place. Second, a Utilization and Review team of
independent health professionals reviewed case records for experimental clients
in the community. Third, service managers made cost estimates of each service
plan written and were required to keep expanded -services costs for each client
at or below 75% of the amount the client would have required for nursing home
care.

Two methods were used to establish reimbursement rates for expanded ser-
vices. Prospective rates were used to contract with providers who had had
experience with the service being provided. Prospective rate contracts de-
fined the service to be provided and established a unit rate. Interim rate
contracts were established with providers who did not have the experience to
estimate the actual cost per unit. Under interim rate contracts, the service
to be provided was defined and a provisional rate for the service was specified.
Contractors were audited by State Auditor's Office at the end of the contract
year, and an adjusted unit rate based on their actual cost was determined.

Project Research Findings

Research findings indicate that the Community Long Term Care model is an
effective, affordable method for providing long term care. A recently completed
study of participants who entered the project during the first experimental year
indicated that:

-Experimental clients had lower average Medicaid cost.

After 18 months, the average cost for clients served with the CLTC ex-
perimental program was $1.25 (9%) less per day than the average cost for
participants served with the current Medicaid program. If control partici-
pants had been served with the experimental program, the saving would have
been $160,000 for the 18 months. It should be noted that the cost for excri-
mental clients included the cost of expanded services, the cost of expanded
eligibility, and the cost of case management. Th6 cost of case management
was $1.00 per day per client.

-Experimental clients used nursing homes less.

Experimental clients spent an average of 124 days in nursing homes,
while control participants used an average 187 nursing home days. Put
another way, the experimental group spent 30% of their total participation
days in nursing homes while control-participants were in nursing homes for
49% of their participation days.

29-033 0-84-9
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Most of the reduction in nursing home use occurred because many more
experimental clients did not use nursing homes. Over an 18 month period,
only 119 (43%) of experimental clients entered nursing homes, compared with
202 (60%) of control participants. The remainder of the reduction was the
result of some experimental clients who eventually entered nursing homes
being able to remain at home longer than they would have if they had been
part of the control group.

-Most clients preferred to stay at home if they could.

All participants in this study could have voluntarily entered a nursing
home. Yet, only 60% of the control group and less than one-half of the ex-
perimental group actually entered nursing homes. These findings and previous
research indicate that community-based care will continue to be preferred by
most disabled and elderly South Carolinians.

Some people will choose nursing homes, even when other options are avail-
able. For others, nursing homes will be the least-cost alternative. Nursing
home care is, and will continue to be, an important part of a comprehensive
long term care system. However, these findings show that coniunity-based
services should also be an integral part of a comprehensive long term care
system, since they are usually preferred by eligible clients and since they
can be equally or more effective for meeting long term care needs.

-All project participants (both experimental and control) were handicapped and
clearly in need of long term care services.

All participants in this study were sufficiently disabled to qualify for
care in a nursing home when they entered the project. After 18 months, four
out of five surviving participants were still qualified for nursing home care;
20% in each group had improved to the point that they no longer qualified for
nursing home care.

Levels of impairment, death rates and amount of improvement in func-
tional health were virtually identical for both groups. These findings
generally supported the conclusions that: 1) all CLTC participants were "at
risk" because of impaired health and functioning, and 2) participants in both
groups were in need of ongoing assistance to preserve health and safety.

Statewide Implementation

In March, 191, the S. C. Long Term Care Policy Council began a review
of the CLTC project to determine if any portion of it deserved consideration
for expansion into other parts of the State. There was immediate consensus
that the project had very little experience with the waivered services and
that any decisions regarding their statewide implementation should be post-
poned for several years. The Council did, however, feel that the project's
experience with service management for Medicaid long term care patients was
positive and should be replicated statewide. The Council requested funding
for the CLTC Service Management System for implementation in FY 82-83. Put-
ting this system in place was the first phase of a two-phase process
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for establishing a comprehensive long term care service system for Medicaid
eligible persons in need of long term care. The second phase would involve
implementation at a later time of those community-based services which were
shown to be beneficial and cost effective.

In March, 1983, the Council began implementation of a statewide program
for pre-admission assessment for Medicaid sponsored nursing home applicants
and service management for community-based long term care patients. The CLTC
program serves only those Medicaid clients who are in need of skilled or
intermediate nursing care. It consists of the following functions: as-
sessment, level of care determination, service planning, case management,
counseling, reassessment and revision of care plans. As of August 1, 1983,
this program was available throughout South Carolina. CLTC nurse/social
worker service management teams, working in conjunction with the current sys-
tem of community services, assist many Medicaid long-term care patients to
delay or prevent institutionalization. Linking the CLTC service management
system with the State's mandatory preadmission screening function enables the
CLTC program to target its efforts on those Medicaid clients who not only
qualify for institutional care but who have expressed an intent to utilize
institutional care. It is our strong feeling that this approach is the only
method that will identify those truly "at risk" of institutionalization.

In FY 84-85, the State is planning to implement the full set of home
and community-based services which were proven successful in the demonstra-
tion project. This phase will complete the overall system change which was
begun in FY 82-83. New services to be added to the Medicaid program for long-
term care patients who choose to reGeive care in community settings will in-
clude: personal care, medical day care, home delivered meals, respite care,
expanded home delivered therapies and medical social services. Also, the
State is planning to provide eligibility for community-based services for
those individuals who are currently eligible for Medicaid only if they are
institutionalized (up to 300% of SSI). Medicaid coverage for this group of
long-term care patients is an extremely important policy decision for South
Carolina. State demographic data indicate that approximately 50% of the
elderly population has income between SSI and 300% of SSI. Therefore, this
group under the current system potentially would be eligible for Medicaid
sponsored nursing home care. Provision of Medicaid eligibility offers these
patients other options for long term care services and, as indicated in the
earlier report of CLTC project findings, can be done at less cost per patient
for the Medicaid program.

Key Issues for Plb.nnino Home and Community Service Proqranis

The CLTC program is being implemented under Section 2176 waiver autho-
rity. This option has given states much more flexibility to develop home
and cowmunity-based long-term care services. With this new option, there
have also been new challenges from federal, state and local groups. I
would like to review what I feel are salient issues which states must
address as part of their planning for home and community service programs.
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First, from the federal perspective, states must assure the Health Care
Financing Administration that they will spend no more with the home and
community-based waiver program than they would have spent without the
waiver program. The two main ways of achieving this objective are to re-
duce the-number of Medicaid-sponsored nursing home patients and/dr to
place a moritorium on the construction of new nursing home beds in favor
of the development -of community-based care. I do not believe that in the
near term the number of nursing home patients can be decreased. In fact,
based on the significant rate of growth in South Carolina's elderly popu-
lation, I foresee a steady demand for institutional care even with the
presence of community service options. The second approach has been sel-
ected for South Carolina. Implementation of the CLTC program is viewed as
an alternative to constructing new nursing home beds. Based on the antici-
pated impact of the CLTC service management system, the State Health Plan's
formula for determining the need for nursing home beds has been modified
downward to 36.18 beds per 1000 elderly from 39.33 beds per 1000. The
effect of this change will be to hold the number of nursing home beds re-
latively constant over the next two years.

From the State's perspective, there are a number of concerns. First
and possibly foremost is the question of whether the minimum, essential
community-based services for the long term care target group are affordable
in the near term and over the next ten to twenty years. Population projec-
tions place many State legislatures and Governors in a very difficult
position. Years ago they implemented institutional care under Medicaid and
now realize that this type system of care will not be affordable in the
future. The question is, "Are we simply jumping from the frying pan into
the fire with home and community-based services?". Based on the research
findings I discussed earlier, I believe that this major issue can be satis-
factority addressed. Obviously, it will take increased funding to serve the
increasing number of Medicaid long-term care patients; however, the addition
of home and community-based services does allow states to serve more people
for the same money. Under the current-system, these funds would have been
expended on a smaller number of institutionalized patients.

When states decide to initiate a system of community-based care, they
must address a number of other issues. For South Carolina, these were:

-definition of the target group,
-definition of the new home and community-based services,
-identification of reimbursement methods and policies,
-development of systems to monitor and assure quality of
services provided,

-provision of technical assistance to new providers, and
-development of appropriate systems relationships between
the current system of service to the elderly under Titles
XVIII, XIX, and III and the Social Services Block Grant
and the new Medicaid home and community-based service
system.

I am not going to discuss each of these questions in detail except to indicate
that we have addressed them and resolved most as we have proceeded with im-
plementation. These same issues are reflected, albeit more narrowly, in the
concerns of local agencies. We constantly hear from these agencies that a"controlled" system, such as the one provided with the CLTC centralized intake
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and case management system, is not needed. Who receives services and in
what amount should be a local issue, based solely on the agency's unique
knowledge of the community. "Just give us the money" is often stated by
local agency personnel, especially when their agency is not in a leadership
position in the CLTC program. We also hear proclamations that the CLTC
program is not needed since "we (the local agency) are already doing it."
Unfortunately, two independent studies conducted by the CLTC program and
the S. C. Commission on Aging do not support these claims. In fact, both
studies indicated that the current system of home services funded under
Title III and the Social Services Block Grant are used primarily by indivi-
duals who would not qualify for nursing home admission. This less impaired
population is in need of services, but claims of preventing institutionali-
zation through-the provision of services to this group are not founded.
The CLTC study also indicated that economic benefits, i.e., SSI, Food Stamps,
Energy Assistance and Housing Assistance, were much larger in dollar amount
than Title III and SSBG services. The results of these studies and the
findings from the CLTC project strongly support the advisability of the CLTC
model of targeting on the most needy through the mandatory preadmission
screening mechanism and providing centralized service management with pro-
fessional social workers and nurses.

Beyond FY84-85, South Carolina will continue the moritorium on ap-
proval of nursing home bed construction until the system of community-based
care is fully implemented. If the statewide system replicates the project
experience, we should achieve a major increase in the number of home care
patients. During this period, I hope that the planning technology for the
long term care service system can be improved in order to define the total
need for long term care in terms that will include both nursing home care
and community-based cFre.

Future areas of State interest for research and demonstration in long
term care will focus on the organization and financing of long term care
through controlled service delivery models with capitated reimbursement. We
are also concerned about the process through which individuals move as they
make the transition from private (Medicare) status to Medicaid eligibility.
This issue raises questions about the relationship between Medicare and
Medicaid, as well as the feasibility of risk sharing and the role of indi-
vidually purchased long term care insurance.

Summary and Conclusions

Since 1978, South Carolina has been engaged in a major effort to plan
for the rapidly growing need for long term care services. The Community
Long Term Care demonstration has tested the feasibility of three major policy
initiatives:

-mandatory pre-admission screening and centralized
case management
-integrated services and continuity of care with
Medicare and Medicaid waivers

-expanded services and expanded eligibility to pro-
vide the widest possible..ligibility for comprehensive
community services.

The demonstration results have been very positive.
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Beginning in FY1984-85, South Carolina will implement the CLTC model
as the State's long term care system. Accomplishing this major innovation
required changes in the Federal, State and local levels. The result should
be substantially improved long term care services for poor, disabled people
in South Carolina.

There is some danger that our success will lead to complacency, however.
The CLTC system should only be the beginning, not the end, of system modi-
fications to provide affordable, efficient, comprehensive long term care
services to all low and moderate income people. The next steps must include:

-improved planning methods and evaluation techniques
-the continued development of efficient long term care
service models so that available resources can be used
to serve greater numbers of people

-the development of long term care insurance plans and
capitated reimbursement plans, such as Social and Health
Maintenance Organizations which will increase the pool
of long term care resources
-reduced reliance on institutions for long term care.

Effective, affordable community-based long term care is a reality. It
is now time to begin the development of improved planning and evaluation
techniques, the development of even more efficient long term care services, and
the development of concepts such as long term care insurance and Social/Health
Maintenance Organizations which will make community-based long term care avail-
able to all elderly who need the service.
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STATEMENT OF BONNIE STONE, FIRST ASSISTANT DEPUTY AD.
MINISTRATOR, FAMILY AND ADULT SERVICES, HUMAN RE.
SOURCES ADMINISTRATION, CITY OF NEW YORK
Ms. STONE. Thank you for inviting us to testify before this com-

mittee.
I will be presenting only a part of the testimony that I presented

in full for the record, and I will focus on the home care services
that are provided in New York City today.

During the past several years, New York along with a number of
other States has made a great deal of progress toward addressing
the institutional biases in the long-term care system and toward
making much more extensive use of inhome services.

New York State has relied primarily on the personal care provi-
sions of the medicaid statute and regulations. Our experience with
providing an extensive program has been that it is possible to avoid
institutional care for many individuals, whose impairments range
up to the extremely severe levels, without having to resort to insti-
tutional care that would otherwise be necessary.

The average cost of providing a home care worker in client's
home in New York City today is about $10,800, which is substan-
tially less than the cost of New York City nursing home care,
which ranges from $15,000 to $20,000 for ICF's and $25 to $35,000
for skilled nursing facilities.

New York operates the largest medicaid-funded personal care
(program in the Nation. More than 37,000 clients are currently
served. Depending on a client's need, a home care) worker may be
scheduled for as few as four hours a week, to 24 hours a day, 7
days a week around the clock. The client will be visited from time
to time by nurses who will monitor changing needs and provide di-
rection to the worker.

Our home care clients are generally older, sicker, and poorer
than the average elderly New Yorker. Twenty-four percent are 85
years of age or older; the median age is 77. Most of them are
women; 70 percent live alone; and many of the rest live with elder-
ly or impaired persons who cannot help them or are also recipients
of care.

There is a significant group of younger severely disabled clients,
including paraplegics and quadraplegics, and other individuals,
who combine a high level of physical dependence with what is
often an intense desire to live independently.

In terms of illness, serious heart disease in one form or another
is characteristic of the majority of clients. Most home attendant cli-
ents require assistance with such basic activities as grooming, bath-
ing, and walking, and approximately a quarter have such a high
level of dependency that they need assistance in eating or toileting.

Approximately 15 percent require an attendant to live in around
the clock.

There is no question that home-attendant clients manifest levels
of impairment which are comparable to those of clients in nursing
homes. One study that we did, we scored home-attendant clients,
using the same instrument that is used in New York State to de-
termine the eligibility for nursing homes. Slightly over a half of
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our clients were at the skilled level, and 95 percent qualified for
the intermediate care or the skilled level.

The existence of this major program has helped New York City
and New York State to maintain a--level of nursing home bed
supply which is significantly lower than the national average. New
York was fortieth out of 50 States in per-capita bed supply in a
recent study written by Bruce Vladick.

In response to the financial pressures stemming from the in-
creased demand for home care services, HRA has initiated a
number of steps to maintain accountability and service effective-
ness. An extensive monitoring system has been created which in-
cludes case workers and nurses visiting at home. Quality-control
monitors who are senior homemakers make periodic unannounced
visits to the homes to insure that quality of service is maintained.

We have also recently engaged the professional standards and
review organization to provide us with document review and in
some cases to make inhome visits by doctors and nurses, to help us
assess the needs of the clients.

HRA also has begun a demonstration project in the Community
Alternative Systems Agency, and we expect to serve about 2,500
people in the Bronx this year. This will help people come to one
program which will help them decide what care to take.

We have also established a special home care program for AIDS
victims, which has been a tragic situation in New York City.

I would like to summarize and suggest that in New York City-
which is perhaps a different situation from the rest of the coun-
try-there is an extensive home care program. Much money is al-
ready being spent, and we would hope that in the formulation of
national policy the use of block grants would be dismissed, since it
would penalize New York City and New York State for already en-
tering into this field in a very extensive way.

Thank you very much.
Senator DURENBERGER. Thank you. Let me indicate that the full

statements of all of the witnesses will be made a part of the record.
[Ms. Stone's prepared statement follows:]
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Testimony on lkne Care Services for Senate Finance COmmittee - 11/3/83

Thank you for the opportunity to appear before you today to testify on the

important issue of long-term care services for our elderly and disabled

population. I would like to focus today on the home care services we provide

in New York City.

In approaching the problem of long term care in the U. S., we have often

had in the past a disproportionate emphasis on institutional care as the

primary vehicle. As recently as the late 1960s and early 1970s, very little

publicly financed in-hrm care was provided nationally. In its 1977 study of

long term care, the Cbngressional Budget Office found that only about 10% of

public long term carm funds were being spent on in-hme care while the rest

went primarily to nursing lanes. CEO also reiterated the findings of many

other studies that because of the scarcity of non-institutional alternatives,

nursing ]lanes were often being used inappropriately for patients who did not

truly require institutional care. CMO summarized the results of 14 studies of

the appropriateness of placement in nursing lxxes. Estimates of inappropriate

placement ranged fran 10% to 70%, and CDO concluded that 10% to 20% of skilled

nursing facility patients and 20% to 40% of intermediate care facility patients

were inappropriately placed.

Clearly, institutional care plays an essential role in long-term care, both in

the form of nursing hanes and in the form of more specialized units like the

four chronic care facilities operated by New York City's Health and Ibspitals

Corporation. (These are widely known for their contributions in areas such as

the care of spinal cord injury patients.) However, in a well balanced long

term care system, in-axne care should play a major role. During the past
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several years, New York along with a number of other states has made a great

deal of progress towards addressing the institutional biases in the long term

care system and towards making more extensive use of in-home care where

appropriate. New York State has relied primarily on the "personal care"

provisions of the Title XIX statute and regulations. our experience with

providing an extensive personal care program has been that it is possible to

avoid institutional care for many individuals whose impairments range up to

extremely severe levels, without having to resort to the institutional care

that would otherwise be necessary. The average cost of providing a home care

worker in a client's home in New York City, at about $10,800 per year, is

substantially less than the cost of New York City nursing home care, which is

in the neighborhood of $15,000 to $20,000 for intermediate care facility care

and $25,000 to $35,000 for skilled nursing facility care.

In addition, the consensus is overwhelming that care at home for the clients we

are serving is far more satisfying and humane fran the client's point of view,

and allows clients to maintain a much higher level of independent functioning.

our studies have shown overwhelrmingly that our clients have a powerful dislike

and fear of the nursing home alternative. Even the best institution is still

an institution, with a less independent way of life for its residents. The

ability to be surrounded by their own possessions of a lifetime, to determine

their own time schedule, their own menu, and own household activities is

extremely precious to our clients. Our own experience of client

satisfaction with the home care alternative has more recently been added to by

sae statistical evidence suggesting that in fact, care at home, by preventing

the trauma of major life disruption and the syndrome of depenadency and

"institutionalization", can actually extend the lives of clients.
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New York City operates the largest personal care program (under Title XIX) in

the nation. More than 37,000 clients are currently served,27,000 of whcm are

in the largest of our three home care programs, the Ibkie Attendant program. In

fiscal yeqr 1983 the program cost for adult care in these 3 programs was $323

million. Nbst services are provided through non-profit vendor agencies funded

by HRA to provide specified services to eligible clients in accordance with an

HRA medical and social assessment.

Typically, a client applying for zcne care services is a person of advanced

age suffering from chronic illness, who can no longer independently manage the

basic activities of daily living such as dressing, bathing, preparing meals,

maintaining the home in a clean and orderly condition, shopping, and getting

around the hz ie. After the medical and social assessment, a trained worker r

will be assigned to provide specified kinds of help to the client in the

client's own home. Depending on the client's ne-es, the home care worker may

be scheduled for as few as four to eight hours of care per week, up to and

including-care on a live-in basis. The client will be visited frn time to

time by nurses, who will monitor her or his changing needs, and provide

instruction and direction to the hame care worker.

Ikne care clients are generally older, sicker and poorer than the average

elderly New Yorker. kblly 24% are age 85 or older and the median age of the

hane attendant client is 77. Because of the greater life span of wanen

combined with the greater likeliod of their being alone in old age, 84% of

clients are wcmen. Seventy percent of clients live alone, and many of the rest

live within an elderly or impaired person 4io cannot provide them with help (and

who in sare cases is also a recipient of the hcme care service). There is also

a significant group of younger, severely disabled clients, including
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paraplegics, quadraplegics, and other individuals who combine a high level of

physical dependence with what is often an intense desire for independence.

In terms of illnesses, serious heart disease in one form or another is

characteristic of the majority of clients. In addition, 23% of home attendant

clients suffer from diabetes, 36% frame arthritis, 16% from mental disorders,

and 6% from maliguncies. Seventy-eight percent have impaired vision; 83% have

impaired ability to walk; 58% cannot walk outside even with aids, and 55% need

assistance in walking around indoors.

Most hone attendant clients require assistance with such basic activities of

daily living as grooming, bathing, and walking. Approximately a quarter have

such a high level of dependency that they need assistance in eating and/or

toileting. Approximately 15% require an attendant to be present on a live-in

basis; even in these cases we have found that home care is cost effective

compared to skilled nursing facility care.

There is no question that home attendant clients manifest levels of impairment

which are comparable to those of nursing home patients. In one study, HRA home

attendant clients were scored on overall disability level, using the instrument

established for nursing hame eligibility in Dew York State. Slightly over half

the clients studied were scored at the skilled nursing facility level, while

the great majority of the rest fell within the intermediate care facility

range. Altogether, 95% of the cases stulied qualified for one or the other of

these two institutional levels of care.

Mhe existence of this mjor personal care program has helped N:ew York City and

New York State to maintain a level of nursing hae bed supply, which is
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significantly below the national average. In his recent important book on

nursing hones, Bruce Vladeck reported that in terms of beds per 1000 elderly,

New York State wes 34% below the national average. New York %as 40th of the

50 States in per capita bed supply.

The personal care program cannot meet the needs of every long-term care patient

- in fact, New York- City, like other cities, continues to have serious

difficulties with placing certain hospitalized patients with multiple or -

difficult care needs after their need for acute care has passed. But it is

clear that the personal care program has taken on a crucial role in meeting

overall long-term care demand, even by the very severely impaired, in 13ew York

City.

In response to the financial pressures ste-ming fran the increasing demand for

hcme care services, and to ensure that service is delivered efficiently and at

a high level of quality, HRA has initiated a number of steps to maintain

accountability and service effectiveness. An extensive monitoring system for

the provision of home care services has been created. Cases are monitored

through case management visits to client's hcme by caseworkers as well as hane

visits by nurses. Quality controll monitors, who are senior homemakers

on HRA staff, make periodic quality control visits to the beneficiary's hane to

evaluate tha quality of services being delivered. This procedure helps HRA

monitor the overall quality of services being delivered by vendor agencies and

provides a check on time and leave and other managanent controls.

Along with these monitoring procedures, [IPA has focused on home attendant

training as a nmans for ensuring service quality. To this end, we have

established a -rapid assessment unit to evaluate the level of skill and
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knowledge of lxe attendants and to prescribe specific training needs for those

attendants who need further training. Since mid-1979, mo~re than 23,000 home

attendants have been tested through this process.

In order to assure the most effective use of program funds, HRA has recently

developed a revised set of assessment procedures and standards. HRA has also

entered into a contract with a Professional Standards Review Organization to

assist us in making the most accurate possible assessments. Doctors and nurses

fran the PSRO perform document reviews and, in appropriate cases, make in-

person assessments in the hcmes of applicants for service.

In order to address the problems of fragmentation in the long term care system

which have been identified in many studies, [IRA has recently implemented a new

program which is designed to provide a single point of assessment and referral

for all long term care, ranging from nursing homes through in-hcme care and

including a variety of other alternatives, such as dcoiciliary care (haes for

adults), adult foster care, and hame health agency care. This program, called

0ormunity Alternative System Aency (CASA), was implemented in demonstration

districts in the Bronx in May 1983, and is expected to serve more than 2500

beneficiaries in its first year.

In response to the needs of one specialized sub-population which has been,

tragically, growing at a rapid rate, HRA is establishing a specialized vendor

agency to meet the special needs of clients with acquired immune deficiency

syndrcme (AIDS).

Another significant initiative designed both to minimize program costs and at

the same time, to provide maximum protection to clients, has been the use of
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emergency call devices. With the use of these devices clients are able to call

for help, even if they cannot get to the telephone, if an emergency should

strike at a time when the attendant is not present. This project enables the

agency to avoid authorizing unnecessary hours of care while providing the

client with the assurance that help is available at all times if it is needed.

Recently, one of the clients in this pilot project suffered a heart attack at a

time when the attendant was not present. The use of the call device enabled

help to be summoned immediately, and was credited by staff at the hospital to

which the client was taken with saving the client's life.

Another important RA program is the Long Term Home Health Care (Loabardi)

program, which provides a comprehensive service program including case

management, nursing and personal care services, transportation, and other

services to clients otherwise eligible for institutional care. Begun in 1979,

this program has served over 2000 New York City residents.

The New York City Department for the Aging, for the past two years, has

operated a demonstration hcme care program targeted to those individuals whose

income and resources are in excess of the Title XIX level but who cannot afford

to pay for services themselves. This program was implemented through an IMS

Administration on Aging grant and a Medicare waiver.

While New York City has been able to accomplish a great deal under existing

laws and regulations, much more needs to be done at the federal level to ensure

adequate access to hcme care service and equitable funding of these services on

a national basis. The cost of providing long-torm care services through the

iodicaid program has become an extremely severe burden on states and, in states

where they share in the non-federal costs, on localities as well. Long-term
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care costs now account for more than 40 percent of Medicaid costs nationally.

We would like to work with you to develop more equitable and adequate funding
9

arrangements which would redress scrae of this burden.

We would be extremely concerned about any proposals which would substitute

block grant funding for existing atching provisions. Block grant approaches

could easily result in penalizing States which have a history of accepting more

responsibility for the long-term care needs of their citizens, or which are

subject to changes in demand or fixed costs beyond their control. 7he history

of appropriation accounts suggests that States and localities could beat

significant risk through a block grant approach. Since nursing hone costs in

the short run are extremely difficult to control, a block grant approach rather

than producing more appropriate, cost-conscious use of various levels of care

could end up having just the opposite effect, by producing arbitrary

limitations on the provision of home care in States facing an impending overrun

on available block grant funding.

One approach which we think makes a great deal of sense is the general

approach taken under S. 1614, which addresses the important question of

coordination between Title XVIII and Title X1X benefits. S.1614 would

establish a 20-state, three year demonstration project that wuuld provide hone

care to persons who are eligible for both MIedicare and Medicaid. Extending

Medicare hone care benefits for individuals Who are eligible for both these

programs would Lnprove access to services in many areas while providing fiscal

relief for hard-pressed states and localities.

Ihe provision of home care alternatives under Medicaid shou J be encouraged and

existing pro-institutionalization biases redressed by increasing the Federal

29-033 0-84-10
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reimbursenat percentage for home care services. This concept is included in

Senator Hatch's bill, S.1540. Under such an approach, it would be essential

that personal care providers as well as Title XVIII certified providers be

included, since the former usually can provide services at lower cost.

I would like to thank you again for the opportunity to appear before you on

this most important subject. We are happy to be working together with you to

help improve access to and quality of these essential services provided to our

most vulnerable citizens.
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Senator DURENBERGER. I very much appreciate the brevity of the
summaries of all of the witnesses.

Senator Packwood?
Senator PACKWOOD. In the experience with all of you, do any of

you have any question that with proper targeting and screening
you could provide more people with adequate care for the same
amount of money that you are now paying for institutionalizing
people with medicaid or other public funds?

Mr. ZEIGEN. Mr. Chairman, Senator Packwood, no. There would
be no question that we could not be able to serve more people.

Senator PACKWOOD. I saw your three statements ahead of time,
but I did not have a chance to see yours because I didn't have it.
But all three of you seem to come to that conclusion.

I understand the problem of overutilization and a whole group of
people coming in that are not covered; I am simply talking about
with careful screening and trying to make sure that people who
are otherwise institutionalized, or going to be institutionalized, are
not-that you could literally do more for more people with the
same amount of money.

Mr. BROWN. Yes, sir. That, in a nutshell, was the finding in our
project in the cost evaluation. Unfortunately, those differences
were not statistically significant. So you know what we can and
can't say about that. But we can say, just as you have stated, that
for the same amount of money we could serve more people.

Mr. GUMB. Senator Packwood, in Kansas we are also implement-
ing a statewide program for screening the private-pay sector, natu-
rally on a voluntary basis; but at least it is a beginning.

Senator PACKWOOD. Good.
Ms. STONE. I think, in terms of the need for care of clients, we

spend more money in the aggregate with the home care program,
because I think what happens is that many people who would
refuse or would find other ways not to enter into an institution
would avail themselves of home care. They would genuinely need
and deserve to pass through any eligibility requirements and would
indeed receive home care, when they are not currently receiving it.

So I think it is an extraordinarily helpful program. It is exten-
sive in New York, and we would like to see it continue. But I would
be loathe to say that it is less expensive in general.

Senator PACKWOOD. Well, I don't mean in general. You are talk-
ing about people receiving home health care who would not other-
wise receive any care-institutionalize or otherwise-aren't you?

Ms. STONE. Yes, they would be. But, as I said, in terms of their
needs and their disabilities, they are often very similar to people
who do receive that care.

Senator PACKWOOD. I am aware of that. But I am also aware of
the justifiable fear-we have a limited number of dollars. For ex-
ample, say only 20 percent of the people are now receiving care
under a Federal program and say that of the remaining 80 percent,
20 percent who are not now receiving care, would receive care
under an expanded home care benefit. Despite the fact you could
save money on the original 20 pecent who are now receiving care,
those savings may not offset the costs of the additional 20 pecent
who would receive care under an expanded program. Your total
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costs are going to be higher. I don't think anybody is even quarrel-
ing with that. You can only take care of so many people.

But we are trying to find within the budgets that we have, if
there is a better way and a more humane way to take care of the
people who are or should be receiving care now.

Ms. STONE. Well, clearly, home care is amongst the most humane
care that we have seen in New York City.

Senator PACKWOOD. Thank you, Mr. Chairman.
Senator DURENBERGER. Senator Bradley?
Senator BRADLEY. Thank you, Mr. Chairman. I think all of the

statements are extremely helpful, and I appreciate them very
much.

Let me ask Ms. Stone: You claim that people who receive home
health care are not those people who would, in many cases, be in a
nursing home. Is that because home health care delivers a new
type of service to meet different needs? Or is that because there is
simply such a shortage of nursing home beds? Other panel mem-
bers can give their opinion, too.

MS. STONE. I suspect that the reason is that home health care
was provided by families, friends, and others in the community, or
not provided at all to those people in the community, and not that
it is a different kind of care. And when government enters and
offers a program of home health care, many people are eligible. In
New York we have seen a tripling of the population in the last 5
years, and it continues to grow.

Senator BRADLEY. And they are receiving what kinds of services?
Ms. STONE. We send aides into their homes from anywhere from

4 hours a week to 24 hours a day, 7 days a Week. And just to give
you a sense of the cost of that, it would range from approximately
$1,000 to up to $20,000 a year depending on how much service is
delivered.

Senator BRADLEY. That sounds to me like a health care need that
would not otherwise be met.

Ms. STONE. It would not otherwise be met by government.
Senator BRADLEY. Anyone else on the panel?
Mr. BROWN. I would like to address that, Senator. I usually carry

a chart with me everywhere that looks like a pyramid. The very
top of it is the most frail, the most disabled group, and the bottom
of course would be older people who are walking around and are
healthy. The question is, how far down do you want to go with the
targeting. And in fact, as you go down to less and less impaired
groups, the number of people that potentially could use the service
get much larger.

I think there certainly is a need for service by a lot of people
that are midway in that pyramid; but if cost is one of the major
concerns, then I really believe we have to start at the top and start
working down. I

Senator BRADLEY. Limit it to the disabled, essentially?
Mr. BROWN. Yes, sir.
Senator BRADLEY. Thank you, Mr. Chairmar..
Mr. GUMB. Senator Bradley, we might indicate that in Kansas

we also have a State-funded alternate care program for those indi-
viduals not determined adult-care home-eligible, and through that
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program we have prevented about 500 admissions in adult care fa-
cilities. So that has helped keep the occupancy down.

Senator DURENBERGER. Both of my colleagues here are on a little
committee of the subcommittee of the full committee, and they are
searching for dramatic tax increases and spending reductions. And
one of them I just looked at is a 3-percent reduction in Federal par-
ticipation in medicaid. Is there anybody here who would favor that
as a way to come to grips with our problem?

Ms. STONE. We are looking for an increase in federal participa-
tion, not a reduction.

Senator DURENBERGER. In terms of a general Federal participa-
tion, would you encourage us? And this set of three hearings on
long-term care is sort of the first edition of about a year of looking
at indigent health care in America generally, and sort of taking
the medicaid program and shoving it aside, saying, Hey, might
there not be a better way for all of us-the Federal, State, local
and private sector-to deal with this problem?

But for starters, might we not take the medicaid program and
realize that within medicaid there are the poor and then there are
the elderly poor, and that perhaps as we look at our role in financ-
ing State efforts this is an appropriate distinction to make in terms
of the amount of moneys that go from the Federal to the State
level?

Mr. ZEIGEN. Mr. Chairman, I think, obviously, you have to take
care of those who are least able to take care of themselves, to start.

-. with. I think that goes without saying. And then extend as far as
you can go beyond that. And that's what I was trying to say, as to
taking care of those who are most in need first.

Senator DURENBERGER. But when a State is getting pulled, like
we have been the last 3 years, you are getting pulled by unemploy-
ment and increases in AFDC and the number eligible, and so forth,
on the one side, and then on the other side you have your elderly
population problems. And they are all pulling at the same kind of
a program. Does that not create problems in terms of your ability
to do imaginative and innovative things at the State level?

Mr. ZEIGEN. Mr. Chairman, if you constrain say the waivers, for
example, if they were constrained, I would predict a fairly quick
increase in nursing facility caseloads. There is just no doubt in our
minds that, based on past history, the first funds that would disap-
pear would be the care in the community. We just don't have those
kinds of funds. States are poor right now, and without the kind of
help that the medicaid waivers have provided, the kind of unique
and innovative advances, really, in delivery of care in the commu-
nity cannot take place.

Senator DURENBERGER. There is a little pressure on a bill called
health care for the unemployed to create a new block grant to fa-
cilitate the growth of the home health industry in America.

Assuming we were to do something even if we had the money
while we are trying not to have the money, if we were going to
move in that kind of direction through a block grant that is some-
what targeted, would we not be better advised to move toward com-
munity-based services in a more general sense and let you people
help the elderly make decisions as between home health and a lot
of these other programs you are experimenting with now?
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Ms. STONE. I want to suggest a little caution. You suggested cau-
tion before, and now it is going back the other way.

In New York we use the medicaid program to fund home health
care, which means that it is an open ended eligibility program.
And the result of that is that we have a home care program which
rivals and in some instances exceeds the size of our nursing home
population. And it is a wonderful program. It is growing. This year
it will grow by approximately 10 percent; in past years it has been
20 and 30 percent. Our nursing home beds have been basically
steady. So overall, our costs have been growing enormously.

We would like to see the Federal Government step in and help
us out in terms of increasing their share. But the growth of the
program is one that I think you have to consider very carefully if
you talk about an open ended program.

On the other hand-and I again caution-where programs have
been done extensively, like in New York, if you do a block grant
program you hurt the very States that have already done it.

So it is a dilemma. We would be delighted to participate further
in finding solutions to it. And I wish you luck.

Senator DURENBERGER. I have a big long list of questions that we
prepared in- advance for each of you, none of which have been
asked so far. And because they get into some of the details of the
sort of we don't have any information testimony that we were
hearing earlier, I would like to be able to submit all of those ques-
tions to you in writing, which I will do, and ask that you respond
for the record.

[The questions and answers follow:]
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STATE OF KANSAS
JOHN CARLIN, *ewe*."

STATE DEPARTMENT OF SOCIAL AND REHABILITATION SERVICES

INCOlUt MAJNANCt AND OOISET C HAROC. f4cwr StayT OrC$ *J UL&N

MIDCAL StVAUNS T0ftCKA. XANSAG $I I

December 15, 1983

Dave Durenberger, Chairman
Subcommittee on Health
United States Senate
Committee on Finance
Washington, D.C. 20510

Dear Senator Durenberger:

This letter is responding to your letter dated November 11, 1983, regarding 7
questions that time did not permit to ask on November 3rd.

1. The Home and Community Based Services used the most in Kansas are non-
medical attendant care, homemaker services and wellness monitoring. The
first two services are used the most of any of the other services.

2. The program maintains control over the amount and cost of community based
services by using a case manager. The case manager is required to keep a
running record of expenses of services. This has to be 10% less than the
Adult Care Home cost, or we determine the client not eligible for Home and
Community-Based Services. The kinds of follow-up services we provide are
a monthly visit by the case manager, a monitoring visit by a nurse from a
health department or home health agency as deemed necessary and an annual
review by a nurse and social worker to determine adequacy of the care plan.

3. Family participation in payment for services has caused problems. Families
that cannot carry the burden of paying for all the care are willing to pay
for a part of the care. This we were told is supplementation and could
not be allowed. -This frequently means the recipient goes to the nursing
hom and we pick up all expenses at a much higher rate. In the Adult Care
Homes (nursing homes) we pay for 24 hour nursing care and in the Home and
Community Based Services Program we are paying for an approved amount of
hours. Thus, we would recommend that when the family wants to buy more
Home and Community Based Services than the State is paying for, they
should be allowed to do so.
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4. We feel the Home and Community Based Services Program has-been very
successful in diverting clients who would have otherwise gone to an adult
care home. We currently have diverted 453 clients from an adult care home.

5. In some areas of the State of Kansas there is a shortage of beds but over
all there is not a shortage. We do not feel we are serving any person who
would not have received Medicaid payment for adult care home care because
of a shortage of beds.

6. $3,307,388.

7. The 1983 Kansas Legislature passed a law which does Include the screening
of private pay residents who are likely to become a Medicaid resident in
a short time. This law is voluntary at the present time.

If further information is needed, please let me know.

Thank you for allowing us to comment.

Jackson Aur
Adminis *ator
Adult Care Home Section
Division of Medical Programs

JJG:klc
cc: L. Kathryn Klassen

John Schneider
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SOUTH CAROLINA COMMUNITY LONG TERM CARE
State Office
South Carolina Department of Social Services
Post Office Box 1520
Columbia, South Carolina 29202-9988
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December 20, 1983

Senator David Durenberger, Chairman
Subcommittee on Health
Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Senator Durenberger:

Thank you for the opportunity to testify before the
Health Subcommittee and to respond to the questions you
prepared.

Please contact me at any time for clarification or further
information.

Sincerely,

Thomas E. Brown, Jr.
Director

TEBJr/tlJ
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RESPONSES TO QUESTIONS FROM SENATOR DURENBERGER

1. HOW DOES THE PROGRAM ESTABLISH CONTROL OVER THE AMOUNT OF SERVICE UTILIZED
BY A CLIENT ACCEPTED INTO THE PROGRAM? IF THE COST OF CARE FOR A CLIENT
IN THE COMMUNITY EXCEEDS 75Z OF THE AMOUNT OTHERWISE EXPENDED FOR NURSING
HOME CARE. HOW-ARE REARRANGE(ENTS IN THE COOITY-BASED CARE PLAN MADE?

Medicaid cost for experimental project clients consists of 3 components:
1) the cost of regular Medicaid services, 2) the cost of-case management, and
3) the cost of experimental expanded services. Expanded services, you vill
remember, are the services such as respite care, personal care, home delivered
meals, etc. which are established in the project area to supplement the regular
service system. These are available only to experimental clients.

CLTC establishes explicit cost controls only on the cost of experimental
expanded services. When service managers write care plans, they must: 1)
authorize expanded services only when no other usual provider in the client's
coiunity will be able to provide the services, and 2) 1e sure that the cost
of the expanded services they authorize will not exceed 752 the cost of a
nursing home for the client, over a 13 veek period. The Project Director can,
in exceptionaZcases, authorize expanded services of a greater amount for a
ahort period of time. Special authorizations are made when large initial
service outlays are expected to be offset later by low service utilization.
For example, if a client were going to her working daughter's home to recuperate
from a hip fracture and if we expected that the client would be virtually
independent ease she was back on her feet, we night authorize a large number
of personal care and in-homse physical therapy units to assist in rehabilitation.
Our rationale would be that, once rehabilitation was accomplished, this client
would use very little service, and the average use of service would be lower
than the cost of a nursing home.

If we found that the cost of expanded services were going to be greater
than 752 of nursing home cost over an extended period of time, the service
manager would work with the client, family and physician to determine whether:

- a family member could provide additional caretaking, to reduce
the need for formal services;

- some other untapped source of support, such as a church group,
might be available;

- some of the paid services could be safely reduced; or

- some other kind of equally effective but less expendive service
could be substituted.

If a service plan could not be written which kept expanded services under the
752 cap, we could not provide community services, and we would recomend
nursing home placement. You should know, however, that this is a very rare
occurence. I discussed this question with our case managers, and none of them
could remember ever recomending nursing home placement only because the
service plan was too expensive. The principal reasons for recommending nursing
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home placement were either that the client chose to go to a nursing home or
that the services that would have been necessary to keep the client at
home were not available at all.

2. DO CLIENTS WHO PARTICIPATE IN THE EXPERIMENTAL PROGRAM CONTRIBUTE ANY OF
THEIR OWN FUNDS T(ARD THE COST OF CARE?

Experimental clients who receive expanded Medicaid eligibility (i.e.,
those clients whose incomes are between 10OZ and 3002 of the SSI maximum and
would be eligible for Medicaid benefits only in a nursing home under the
current regular Medicaid system in South Carolina) pay each month for their
Medicaid cards. The amount paid depends on the client's income and currently
ranges from $12.20 for clients with incomes only slightly over SSI ($304) to
$36.70 for clients whose monthly incomes are 300% of the SSI maximum ($912).
Clients pay these fees regardless of the level of use of services.

3. ARE THE SAVINGS WHICH YOU DISCUSS IN YOUR TESTIMONY STATE AND FEDERAL SAVINGS?
WHAT WERE THE FEDERAL SAVINGS? CAN YOU ESTIMATE WHAC£ THE TOTAL SAVINGS TO THE
FEDERAL AND STATE GOVERNMENT WOULD BE BY IHPLEM(ENTING THE COMMUNITY LONG TERM
CARE PROGRAM?

The cost figures I included in my testimony were combined State and
Federal Medicaid expenditures. In my testimony, I mentioned that the experimental
group used an average of $1.25 less per day per participant than the control
group. This difference was for Medicaid expenditures only. If the control
group had received the experimental program, I estimated that at least $160,000
could have been saved for the Medicaid program. Based on South Carolina's
current Medicaid reimbursement formulas, approximately 70Z of any savings
would be Federal savings and 302 would be State savings.

Since I presented my testimony, we have received Medicare Part A claims
for these participants. A frequently asked question is whether savings to the
Medicaid program will be offset by increased use of Medicare. As you can see
from the table below, Medicaid savings were not offset to any substantial
degree by increased Medicare utilization. The average Medicare and Medicaid
cost per participant per day for the experimental group was $1.21 (5.62) less
than the cost per day for the control group.

Average Cost Per Participant Per Day

Medicaid Medicare Total

Experimental $13.29 $7.03 $20.32

Control 14.54 6.99 21.53

Difference between
Groups ($1.25) $ .04 ($1.21)

-2-
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Savings Per Participant Per Day

to Federal and State Governments

From Savings to State Savings to Federal Total Savings

Medicaid $0.375 $0.875 $1.25

Medicare 0 (0.04) (0.04)

Total $0.375 $0.835 $1.21

Average daily Medicare utilization was almost identical between groups. Put
another way, Federal savings in the Medicaid program were only minimally offset
by increases in Medicare utilization. From this, we conclude that use of
CLTC experimental model resulted in a net saving to the combined Medicare-Medicaid
health care system. There are two caveats, however. First, the Medicare data
reported here are Part A claims and include claims for,hospitalization, skilled
nursing facilities, and home health agencies only. We/hope to include Part B
claims in our final report. Second, these Medicare claims do not include any
wavered services authorized by our 222 (Medicare) waiver. You may remember
that in April, 1983. CLTC began using combined Medicare and Medicaid waivers.
With our Medicare waiver, we are authorized to offer the following expanded services:
medical day care, personal care, home-delivered meals, to experimental clients
who would otherwise be eligible for Medicare benefits in a skilled nursing facility.
These are the same expanded services that we have offered under our Medicaid waiver
since the beginning of the project. In the study which I cited in my testimony,
Medicare expanded services had not yet become available. You should keep in mind
that the figures I have reported represent the impact of a change in the Medicaid
system only.

It is unlikely that even a program as effective as CLTC can reduce the total
cost of long-term care. The proportion of the population that is very old and
in need of long-term care services is growing rapidly, as you know. Even when
programs such as Community Long Term Care can reduce the average expenditure
per client, the total cost of publicly-funded long term care is likely to continue
to grow. Cost avoidance, i.e., slowing the growth in long term care expenditures,
is a more realistic expectation. Here is an example from South Carolina's planning
for FY 84-85 long term care expenditures.

In FY 1983-84, South Carolina spent approximately $104 million for Medicaid
long term care services. In FY 84-85 additional Medicaid eligible clients
will enter the system. If South Carolina were to meet this new demand primarily
with new nursing home beds, the total cost to Medicaid for long term care services
would be in the neighborhood of $135 million. An alternative strategy would be
to meet this increased need with additional community services. We estimate
that implementing this strategy as part of the current system would cost about
$130 million. Neither alternative reduces total expenditures from the previous
year. However, the incremental cost increase will be smaller with the community
services option. The difference is projected to be $5 million in FY 84-85.
Of this amount, $3.5 million would be the Federal share and $1.5 million would
be State funds.
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Senator DURENBERGER. Was there any additional response to
that last question?

Mr. GUMB. Senator, I think one thing we would like to bring up
as a concern is that the individuals we are seeing in the facilities
now are for the most part very heavy care types, very appropriate
in these settings. And I am afraid that in the future they may cost
more to care for, since they are a heavier-care resident than what
the homes have had in the past. Even the private side are waiting
longer before they go into these facilities.

Mr. BROWN. Senator, I would like to address the question of re-
ductions in the match. Our State is one of the poorer States; in
fact, we have a very meager medicaid program. The legislature and
the Governor are considering an expansion of community-based
care for this group of older people in the medicaid program next
year of $10 million. We spend about $100 million for nursing home
care.

If the Federal match was changed- we wouldn't make it to
-Christmas, because the priority would be on maintaining the cur-

rent system, there is no question about that. And politically we
couldn't compete with those other interests.

Senator DURENBERGER. Thank you all for your testimony; I ap-
preciate it a lot.

Our next and last panel is composed of Dr. Mark Meiners, senior
research manager, intramural program, National Center for
Health Services Research, U.S. Department of Health and Human
Services, Washington, D.C.; Dr. William Weissert, senior research
associate, The Urban Institute, Washington, D.C.; and Dr. Bruce
Jacobs, associate professor, public policy analysis program, the Uni-
versity of Rochester, Rochester, N.Y.

I thank each of you for being here. I thank you for your patience.
I trust we have all learned something here this afternoon, and Bob
and I are certainly anxious to learn from you.

Your statements will be made part of the record, and you may
now proceed to summarize them.

Senator PACKWOOD. I might say, Dave, I have read Dr. Meiners'
statement, and I am reading now Dr. Jacobs' statement. I find
them most interesting. I don't have a statement from our third wit-
ness yet.

Dr. WEISSERT. The one from Dr. Jacobs is a joint one with me.
Senator PACKWOOD. Well, they are both very interesting.
Dr. WEISSERT. Thank you.
Senator DURENBERGER. You may proceed.
Dr. WEISSERT. Yes.

STATEMENT OF WILLIAM WEISSERT, PH.D., SENIOR RESEARCH
ASSOCIATE, THE URBAN INSTITUTE, WASHINGTON, D.C.

Dr. WEISSERT. I want to talk about the relationship between
home equity held by the aged and the possibility of using that
equity to perhaps pay some of the costs of the needs of the group
that is most at risk of needing nursing home care or home health
care.

You have already heard a lot about the costs of long-term care,
and let me just add one number to that, and that is that one study
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showed that half of all catastrophic costs in health care were in-
curred in the nursing home.

Wc also find, on the other hand, that the probability of needing a
nursing home as a long-stay patient is very low, as is the probabili-
ty of becoming someone -who needs personal care assistance, which
is the kind of care most often rendered in home health aid pro-
grams. You get little help from medicare for this, and for medicaid
you have got to spend down to poverty.

So our question in this research was: What is the possibility that
the people who have home equity are also the people at great risk
of needing financing to pay for long-term care? And we defined
being at risk as having a high probability of being dependent in
personal care-bathing, dressing, transferring, toileting, inconti-
nence, eating.

Now let me turn to my colleague Dr. Jacobs to give you the re-
sults of our research-the preliminary results.

STATEMENT OF BRUCE JACOBS, PH.D., ASSOCIATE PROFESSOR,
PUBLIC POLICY ANALYSIS PROGRAM, THE UNIVERSITY OF
ROCHESTER, ROCHESTER, N.Y.
Dr. JACOBS. Our major preliminary conclusion can be stated

fairly briefly:
We estimate that approximately one-third to one-half of all elder-

ly homeowners at high risk of need for home health care could fi-
nance it out of their home equity, and a much larger percent of
those at high risk of entering a nursing home could finance a cata-
strophic nursing home cost insurance policy out of their home
equity.

As you know, nearly three-quarters of the elderly in this country
are homeowners, and, in fact most poor elderly people are home-
owners. My estimate is that the net home equity that elderly
homeowners have tied up in their home as illiquid assets averages
approximately $53,000.

Many low-income elderly homeowners have substantial amounts
of home equity. A fifth of the poor and a third of the near-poor
have more than $50,000 tied up in their homes.

Recently, some creative financial instruments generically known
as reverse-annuity mortgages have begun to offer elderly homeown-
ers the opportunity to get a lifetime stream of income without sell-
ing their homes and moving. Our major research question was: To
what extent could the income so derived support or help support
the cost of long-term care or long-term care insurance for the elder-
ly?

We find that the characteristics most associated with the risk of
need for long-term care-namely, being very old and living alone-
are also associated with the greatest potential for home equity con-
version into income. One-half of those in the highest risk group we
identified could get a lifetime income stream starting out at $2,000
a year and increasing at 81/2 percent a year for life.

About a third of all high-risk elderly homeowners-that is, home-
owners who have at least 10 percent chance of needing home
health care-could support that home health care out of reverse-
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annuity mortgage payments or payments derived from a similar fi-
nancial instrument.

For the highest risk group, those who are old and alone, the
analogous figure is one-half-48 percent, to be exact. That is to say,
percent of those at highest risk of a need for home health care who
are living alone could buy it out of their homes without having to
sell them and move.

These estimates, moreover, are conservative, for reasons that we
detail technically in our statement; but we feel confident that these
are base figures, and the better the financial instrument, the more
money elderly homeowners would be able to get out of their homes.

We have also done some calculations for the financing of an in-
surance instrument that would guard against catastrophic nursing
home cost for elderly homeowners, and we find that a substantially
larger percentage of all high risk elderly homeowners-in this case,
those at high risk of institutionalization, this is, of having to enter
a nursing home-could finance such an insurance instrument.

We do have to do a bit more financial modeling and refining of
the instrument, and we are reluctant to declare a particular
number to carry away from our testimony as the percentage who
could finance such a catastrophic health cost insurance plan, but
we are confident that it is over 50 percent, and I suspect it may be
closer to 75 percent.

I want to emphasize that these results are preliminary. Our
major hypothesis was that the profile of risk-of need for home
health care or for catastrophic insurance financing-was a good
match with the profile of opportunity for home equity conversion
into income for the elderly.

Our findings confirm this hypothesis. However, we will be doing
further detailed analysis to estimate more precisely the potential
for home equity financing of health care. Then we will consider the
implications for public policy that derive from these results.

Thank you.
Senator DURENBERGER. Thank you very much.
Our final witness?
[Drs. Weissert and Jacobs' prepared statement follows:]
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Home Equity Financing of Long-Term
Care for the Blderly

Statement by

Bruce Jacobs
The University of Rochester

and
William Weissect

The Urban Institute

before the

Hearings on Long-Term Care
Senate Finance Subcommittee on Health

November 3, 1983
Washington, D.C.

Views expressed are those of the authors and do not necessarily represent
the views of the University of Rochester, The Urban Institute, or the Robert
Wood Johnson Foundation. This project is supported by a grant from the Robert
Wood Johnson Foundation. Results presented are preliminary.
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The catastrophic costs of long-term care for the aged are borne heavily

by the patient and his or her family. Medicare--the health insurance program

for the aged--does almost nothing to help: Only 2 percent of nursing home

costs are paid for by Medicare; and only about 2 percent of Medicare dollars

are spent on home health care. Medicaid--the health insurance program for the

poor--pays about half of nursing home costs. But patients must Ospend down"

to poverty to qualify for this coverage.

Our research explored the possibility that the substantial equity held in

their homes by elderly persons could be unlocked to finance home health care

and nursing home insurance in a way which would allow the elderly person to

remain in their homes while using their asset value to remove this major

source of anxiety--the threat of catastrohic long-term health care costs.

Our work required matching up two sets of numbers: an estimate of the

amount of dollars available each year from the equity held by old homeowners,

and the probability of those same homeowners needing long-term care either in

the community or in a nursing home. Our statement provides details of our

methods and results. In sumary, we can say that the results are very favor-

able. Of the substantial number of aged persons who have home equity, almost

a third could afford to buy a large measure of home health care each year for

the rest of their lives. Even more encouraging, among those at highest risk

of needing such care, almost half could afford such care from their equity

each year. Furthermore, an estimated 80 percent of all homeowners could

afford the annual-premiums on an insurance policy which would pay for cata-

strophic nursing home care should it be needed.

While our work is preliminary and our estimates will be further refined,

they show considerable promise of being useful in the context of trying to find

ways of helping old people reduce the burdens and anxieties of long-term care.

29-0 0-84-11
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Mtr. Chairman and members of the Committee:

The problem of catastrophic costs of long-term care and its burdens on

the patient and the family are well documented:

o half of all catastrophic health care coats are incurred
in the nursing home

o half of all nursing home costs are paid by the patient or
family members;

o 85t or more of long-term home care is delivered by family
members;

o public health insurance programs pay little or nothing
towards these costs and do nothing to relieve the burden
on families:

o Medicare contributes less than 2% of nursing home
revenues

o only 2% of Medicare expenditures go for home health
care, and coverage is very restrictive and typically
very shorts

o Medicaid--the health care program for the poor--
covers nursing home care but only after the patient
has been reduced to abject poverty;

* and Medicaid--even with its celebrated new experimen-
tal home and community care peogram-covera only a
tiny fraction of the demand for horn care among the
aged;

o nor has the private sector helped much. It is not
possible to buy long-term care insurance despite the
fact that the long-term care problem shares much in
common with the classic low probability-catastrophic
loss situation which underlies most types of insurance.

What is needed is a more generous, more widely available, more reasonable

source of financing for long-term care. Our research project was designed to

explore the possibility that financing for long-term care at home, or insur-

ance premiums to pay for nursing home care, could be drawn from the equity

held by elderly homeowners. In our statement today we will present preliminary

results, and so we want to note that because our work is still in progress our

estimates will be revised and refined.
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Someownership is the dominant housing tenure status of the elderly popu-

lation. Three-quarters of all elderly headed households are owner-occupied.

Sixteen million elderly people (those aged 65 and over) live in about 12

million homes they own, and over 80 percent of these owners have paid off

their mortgages. For most aged Americans, net home equity (home value minus

any outstanding debt) represents their largest asset.

While the higher-income aged have more home equity on average, about 65

percent of all elderly poor are homeowners, and many of the poor and near poor

elderly have substantial assets in their homes. Table I shows that 22 percent

of the poor and 32 percent of the near poor have more than $50,000 in net home

equity.

Jacobs has shown in previous research that a large number of elderly

homeowners could convert their net home equity into a lifetime stream of sup-

plementary income. To anticipate some of the results to be presented in later

tables, we report in Table 2 the potential reverse annuity mortgage (RAK) pay-

ments for various elderly income groups. More than a quarter of the poor and

more than a third of the near poor could receive RAN payments of at least

$2,000 per year. These payments would increase at a yearly rate of 8.5

percent and continue for a lifetime.

Data reported in Table 3 reveal that those elderly homeowners who live

alone potentially have the greatest equity-based annuity. Weissert has

previously shown that living alone puts elderly people at greater risk of

institutional residency. Thus, there may be a close match between need for

health care financing and potential home equity-based RAN payments.

Given these impressive statistics on home equity, our specific purpose in

this study was to determine the extent to which those who need or are likely

to need long-term care have home equity. And if the two groups overlap, to
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- Table 1

Relationship Between Poverty Status
and Net- Home Equity

Income as a Percentage of
the Poverty Line

Le " than 100% to 125% or
Net Home Equity* 100% 124% More

to $25,000 42 27 14

$25,001 to
$50,000 36 41 36

$50,001 to
$75,000 14 19 28

$75,001 to
$100,000 5 7 12

rce than
$100,000 3 6 10

TOTAL 100 100 100

*Expresaed in 1983 dollars.
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Table 2

Size of Potential Yearly RAM Annuity
By Poverty Status

Income as a Percentage of
the Poverty Line

Potential Annual Les than 100% to 125% or
RAN Payment 100t 124t More

$1,000 or
less 40 31 29

$1,001 to
$2,000 32 31 36

$2,000 to
$3,000 13 16 15

$3,001 to
$5,000 9 13 12

Note than
$5,000 6 9 8

TOTAL 100 100 100
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Table 3

Size of Potential RAM Annuity, by Family
Structure and Low Income Status

Singles Couples

Potential Annual With Low Kith Low
RA4 Payment All Inoome* All Income*

up to $1,000 25 32 40 51

$1,001 to
$2,000 31 31 39 34

$2,001 to
$3,000 17 15 11

$3,001 to
$5,000 15 12 6 5

note than
$5,000 11 9 3 2

IOTAL 99h* 99f* 99** 100

*Income less than 125 percent of the poverty line.

not equal to 100 because of rounding.
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what extent can the costs of the care they need--or the insurance they need--

be paid for by the equity they hold in their homes.

Methods

Need for long-term care has been defined by Weissert as manifestation of

need foe human assistance in the Katz-Activities of Daily Living Scale--

bathing/dreasing, toileting/feeding, also referred to as need for assistance

in personal care.

Weissect and Scanlon have also identified the determinants of nursing

home residency using a data set which combined the 1977 National Nursing Some

Survey and the 1977 National Health Interview Survey. They found that per-

sonal care dependency was among the most important determinants of residency

in a nursing home among the aged.

To estimate the risk of dependency in personal care faced by elderly

homeowners (and their elderly spouses) we analyzed data from the 1977 National

Health Interview Survey and the 1977 National Nursing Some Survey. The com-

bined data set was representative of all living people aged 65 and over.

?irst we split the mple randomly into two halves, each having over 6,000

observations. Then using one part of the split sample, we estimated an equa-

tion predicting the probability that an elderly person would be dependent in

personal care. Logistic regression was used for the estimation because of the

low probability of dependency in the entire sample (8.7%). The equation

included measures of a person's age, sex, marital status, race and various

interaction terma and transformations of these measures.

The equation was then used to estimate the risk of dependency for each

person in the second pact of the split sample. We then compared the risk

estimate with the actual prevalence of dependency in personal care. Table 4,

showing the results of this procedure, reveals that the risk estimates were
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Table 4

A Comparison Between Bstimated Risk and
Actual Dependency in Personal Care

Estimated Risk Actual Percent Percent of
Of Dependency (t) Dependent Elderly Population

less than 3% 2.9 30

3 to
leas than 5 4.5 26

5 to
less than 10 8.4 19

10 to
less than 15 10.9 9

15 to
less than 20 19.3 5

20 to
less than 25 21.0 3

25 to
less than 35 25.7 4

35 or more 41.6 3

TOTAL 8.7 99

Source: Special tabulations from
Interview Survey and the
Survey

the 1977 National Health
1977 National Nursing Home
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very good measures of the actual likelihood of being dependent in personal

care. Of those whose estimated risk was between 3 and 5 percent, for example,

the actual prevalence rate was 4.5 percent, etc.

The exact same procedure and model were used to estimate the risk of

institutionalization. Over all, 4.6 percent of the subsample were residents

of nursing homes. In Table 5 we report the close match between estimated risk

and actual institutionalization rates. -.

These results suggest that the equations we derived should provide

reasonably reliable estimates of risk of dependency and risk of institution-

alization.

To address the central research question of this study, we then turned to

the 1980 Annual Sousing Survey. We limited our analysis to those homeowners

who live alone or live only with their spouses, who are 65 years old or older,

and whose spouses, if present, are similarly aged. In 1980, there were 8

million such households, 55 percent of which were elderly individuals living

alone. For each elderly homeowner, we used the derived equations separately

to estimate risk of dependency and risk of institutionalization. For married

couples the probability that at least one of the pair would be dependent was

then calculated as was the probability that at least one would be

institutionalized.

Each household was characterized with respect to these risk estimates,

itaspoverty status, its family sai-icture (including age and sex), its regional

location and its net home equity.

The next step was to estimate the potential annual RAN payments individ-

uals and couples could receive. Under a separate grant from the Robert wood

Johnson Foundation, which is also funding the research that we report,

Professors Jack Guttentag of the Wharton School# and Robert Garnett of the
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Table 5

A Comparison Between Estimated Risk and
Actual Rates of Institutionalization

Estimated Risk of Actual Percent Percent of

Institutionalisation (t) Institutionalized Elderly Population

less than 3t 1.1 61

3 to
less than 5 2.8 11

S to
less than 10 8.3 15

10 to
less than 15 12.4 6

15 to
less than 20 18.8 2

20 to
less than 25 19.0 2

25 or more 37.2 2

TOTAL 4.6 Si9

Source: Special tabulations from the 1977 National Health Interview
- Survey and the 1977 National Nursing Some Survey.
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School of Business at Southwest Texas State, have been modeling financial

-instruments which might be used to convert horn equity into lifetime annuities

or periodic loans to finance health care or other expenses. We have used one

such instrument to estimate the size of the RM payment that could be garnered

for each $1,000 of available home equity. The size of the elderly homeowner's

RM payment is based on thi initial home equity and the age and sex of the

owner (and spouse). The instrument is designed to generate an internal rate

of return of 12.4 percent. It would produce a lifetime annuity that would

grow by 8.5 percent each year (the inflation rate of analogous health care

costs over the last dozen years). It also assumes that home values will

inflate at 2.5 percent less per year, a conservative assumption.

Findings

Table 6 uses the estimation model to predict risk of dependency in

personal care by family structure: living alone or being a member of a two-

person aged couple.

The table shows that household risk of dependency does not differ sub-

stantially by family structure though couples are on average younger and h-ave

individually lower probabilities of dependency. Table 7, however, shows a

substantial difference in household risk of institutional residency. Singles

are such more likely to be at high risk of living in a nursing home. Our

analysis shows that some small portion of the difference is due to the gen-

erally older age of singles, but most of the difference is explained by the

availability of social support, in this case the spouse.

These differences by family structure become very important in the

following tables for three reasons: Singles have the greatest risk of

institutional residency; they are presumably much less likely to have informal

cate available to then when they become personal care dependent and because
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Table 6

Risk of Dependency Vi Personal Care
by Family Structure

Ali
Risk of Dependency Singles Couples* Households

less than 5% 25 27 26

5 to
less than 10 47 50 49

more than 10 28 23 26

TOTAL 100 100 101"*

*Probability that at least one spouse will be dependent in

personal care.
0*

Not equal to 100 because of rounding.

Table 7

Risk of nstitutionalization
by Family Structure

Risk of All
institutionalization Singles Couples0  Households

less than 5% 56 84 69

5 to
less than 10 24 12 19

10 or more 20 4 13

TOTAL 100 100 101"*

Probability that at least one spouse will be instituionalized.
"Not equal to 100 because of rounding.
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they are older, they are likely to die sooner than couple members. Conse-

quently, they have a shorter life expectancy# which means that they have more

money available from their equity for each year of their lives if it is paid

out on a life-long basis. This is true despite the fact that couples tend to

have somewhat higher equity than singles.

In short, singles--those with the highest probability of need--are also

the group with the most annual equity conversion potential available.

This is shown dramatically in Tables 8 and 9. Table 8 shows that 56

percent of high risk elderly single homeowners have the potential to produce

at least $3#000 worth of annual annuity. Though couples have lower potential

annuity payments, it is also true that couples with the highest risk also have

the highest payment potential.

The same is true in Table 91 Those with the highest risk of institu-

tional residency also have the largest potential annuity: 65 percent of

elderly singles who have at least a 10 percent chance of institutional

residency could use their equity to produce an annuity of at least $3,000.

Half of them could receive an annuity of more than $S,000.

Nowg, let me point out that the model we have used for the annuity

estimates is based only upon age and sex for its estimates of life expectancy.

Consequently, it is quite conservative because it does not reflect the almost

certainly highec-than-average probability of early death among those who are

personal care dependent and need long-term care. If such an adjustment could

be made, the size of the yearly annuity would be much larger, based on the

short life expectancy of those with the greatest need.

Table 10 gives the bottom line for the potential of using home equity to

finance home cate: It shows that neatly half of all single aged homeowners
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Table 8

Potential Annual RAN Annuity, by Family Structure
and Risk of Dependency in Personal Care

Estimated Risk of Dependency

Potential Annual so to
PA4 Payment ls" than 5% lees than 10% 10% or mote

singles

up to $2,000 86 56 29

$2,001 to
03,000 9 23 15

$3,001 to
$5,000 4 14 28

mote than
$5,000 1 7 28

TOTAL 100 100 100

Couples

Potential Annual less than 51 to
RAM Payment St** less than 10t 10% or more

up to
$2,000 93 81 57

$2,001 to
$3,000 4 13 17

$3,001 to
ssO00 3 4 18

more than
$5,000 0 2 9

TOTAL 100 100 101

*NOt equal to 100 because of rounding.
**Probability that either spouse Is dependent in personal care.
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Table 9

Potential Annual RAM Annuity, by Family Structure
and Risk of Institutionalization

Estimated Risk of Institutionalization

-Potential Annual S% to
RAN Payment lesa than St less than 10% 10% or more

Singles

up to $2,000 7S* 41 20

$2,001 to
$3,000 15 25 1s

$3,001 to
$5,000 8 20 32

more than
$5,000 3 14 33

TOTAL 101" 100 100

Couples

Potential Annual les than S to
RAN Payment s less than 10% 10% or more

up to
$2,000 84 59 33

$2,001 to
$3,000 10 18 12

$3,001 to
$5,000 4 16 36

more than
$5,000 2 7 19

TOTAL 100 100 100

*Not equal to 100 because of rounding.
*Probability that either spouse is dependent in personal care.
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Table 10

Percentage of Elderly Homeowners Who Could Purchase
$3580 orth of Somecare Bach Year, by Family

Structure and Risk of Dependence

Risk of Dependence
less than So to 10%

5% less than 10% or more

All Homeowners 2 8 30

Singles 3 15 48

Couples 0 1 3
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who fall into the category of being at high risk of needing personal care

assistance also have the equity available to pay for it each year.

Again, we used conservative estimates. Our estimate of $3,580 as the

cost of home care among those dependent in personal care comes from two

sources Weissert's results from a Medicare-financed homemaker services

demonstration in which services were offered free of charge and averaged 387

hours per patient per year, and a current charge quotation for homemaker

services obtained from the San Francisco Home Health Agency--one of the

largest nation's largest home health providers but one which operates in a

very high cost area. That agency's average charge, and the one used in our

annual cost estimates, is $9.25 per hour for homemaker services.

So in other words, for several reasons, it is very likely that more

people with equity could afford even more care than we have estimated.

Now, we started out talking about two types of long-term care--home care

and institutional care. Ne have produced but not distributed a table which

makes similar estimates for the proportion of elderly homeowners who could

afford an insurance premium which would pay for long-term care. We built

several assumptions into the estimate. We took account of the very high

turnover rates in nursing homes, which show that most patients who enter a

nursing home are gone within three months either to death, back to the com-

munity, or back (an unknown proportion) to the hospital or another nursing

home and possibly then to a possibly quick death. We used the finding by

eissert and his colleagues that patients who stay four months or more are

likely to stay an additional two years. And we took into account that the

average length of stay in nursing homes is two years to produce a policy which

would have a large deductible--four months, and an average stay of two years.

Based upon these factors and the average probability of risk of institutional

29-033 0-84-12
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residency among the aged, and the current costs of nursing home care taken

from the National Nursing Some Survey, it appears that over 80 percent of

elderly homeowners could afford a premium which would give the kind of nursing

home coverage we have described.

However, the model must be refined further before it can be reported.

One consideration is that the model has yet to be adjusted for the increasing

risk of using a nursing home which comes with each additional year of advanced

age, assuming that people-enter the program at differential ages.

Finally, another major question which we have not yet addressed is the

proportion of elderly homeowners who could afford both kinds of care--that is,

those who want nursing home insurance to protect against catastrophic loss but

also need to use some of their equity each year to pay for home care. And we

have not addressed the difficult issues of moral hazzard and adverse selection

which are implied by combining insurance for one type of care which might be

used as a substitute for another being paid for by the insured.

implications

These findings do not translate directly to policy recommendations. He

have not yet addressed the difficult issues involved in designing a program

which would give elderly homeowners a greater range of options without making

them subject to inequitable burdens made possible only by their prudence. But

the nuAbers do suggest that serious thought should be given to the possibility

that home equity might be used to relieve scme of the substantial economic and

emotional strains faced by the aged, while at the same time being responsive

to their strong preference to remain in their own homes.

Conversely, the data also show that renters and younger owner couples

would not be good candidates for this program. Consequently, to whatever

extent the program is a benefit to some e14rly persons, it offers little or

no promise of help to others.

Finally, we want to emphasize the need for serious thought rather than

premature action. These numbers are very preliminary. Considerably more work

is needed before they can make a useful contribution to policy development.
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STATEMENT OF MARK MEINERS, PH.D., SENIOR RESEARCH MAN.
AGER, INTRAMURAL PROGRAM, NATIONAL CENTER FOR
HEALTH SERVICES RESEARCH, U.S. DEPARTMENT OF HEALTH
AND HUMAN SERVICES, WASHINGTON, D.C.
Dr. MEINERS. Mr. Chairman and members of the subcommittee,

it is an honor for me to be here today. I am speaking to you today
as a researcher. I work for the National Center for Health Services
Research, which is part of the Department of Health and Human
Services, and I will be presenting information from a paper that I
recently had published in the Journal of Health Affairs, which pro-
vides an overview of my research on long-term care insurance. A
copy of that paper has been attached to my statement.

It is interesting to me that you hear first about a way to finance
long-term care. It is a bit like putting the cart before the horse; so I
am going to give you the horse now.

You need to have an insurance product out there before it can be
financed.

As you have heard today, long-term care expenses are frequently
catastrophic for the elderly. The problem is that medicare is really
designed to be an acute care program, and medicare supplemental
insurance is largely there to fill the gaps. As a result, you have a
situation where there are tremendous out-of-pocket expenditures
for the elderly.

Our recent national medical care expenditures survey suggests
that out-of-pocket expenditures for all health care services-hospi-
tal, physician services, drugs, everything-is about equal to the
out-of-pocket expenses per capita for nursing home care alone. So it
is a tremendous strain private sources.

And this in turn implies that many people who fund their own
extended nursing home stays tend to become candidates for the
medicaid roles.

Wider availability of private insurance for long-term care has
some real potential for relieving some of these problems; consum-
ers who buy such coverage would have protection from haviiig to
go on medicaid. There are a number of interesting potential beie-
fits from this: They could conceivably have their homes to return
to-something that is acknowledged to be an important ingredient
and incentive for them to get better-their spouse would not have
to dramatically change their lifestyle to pay for care; ass,-t could
be passed along to family rather than liquidated and spent down;
access to care may be improved because providers view private-pay
patients as preferable. And once the insurance is paid, the elderly
would have a more relaxed and comfortable spending of their final
resource, because they would have this important risk covered.

Now, from the Government's point of view, of course, if we can
slow the spend-on process and perhaps avoid it altogether for some
people, there are going to be some savings to the medicaid pro-
gram.

However, the market for long-term care insurance is underdevel-
oped. Only a few insurance companies have attempted to provide
meaningful benefits.

A major barrierto development has been the lack of information
on which to base estimates of utilization and costs. But my re-
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search suggests that many of the barriers that are thought to pre-
clude the development of this market are subject to resolution by
some careful policy specifications. And in the paper I cover such
topics as services covered, waiting periods, length of coverage, bene-
fit payments, and financing mechanisms.

Just to summarize, the prototype features is designed to recog-
nize considerations important to buyers and sellers. It covers
skilled and intermediate-level services in State-licensed nursing
homes at a fixed payment for up to 3 years. Home healthcare can
be substituted at the rate of 3 visits per week-for a nursing home
visit of up to three years. A 90-day elimination period is required
before benefits begin, and the annual premium rate is fixed at the
time of purchase, with the implicit assumption that there are re-
serves accumulating to cover some of the increased risk as the indi-
vidual ages.

Nursing home care is emphasized over home care, because pay-
ments for nursing home care are the largest single out-of-pocket ex-
pense for the elderly, and there is a need to improve this coverage.

The home health benefit is included for several reasons: It should
help to relieve the bias toward long-term institutionalization by
providing beneficiaries the option of being discharged to home. Eld-
erly consumers are more likely to be interested in purchasing such
a product if home health care is included in it.

To the extent that they. are able to use the home health care ben-
efit, the insured's liability may actually be reduced by encouraging
direct substitution of nursing home days for home health care.

The 90-day elimination period was chosen to provide protection
against catastrophic expenses. The 90-day period is also likely to
act as a significant barrier to unwarranted use.

Several important barriers that cannot be construed as simply
technical in nature include regulatory restrictions and rigidness,
the availability of medicaid as a potential hindrance to the private
market, and the limited capacity of the elderly to finance long-
term care insurance.

As I have put in my testimony, it is not absolutely necessary that
this be marketed only to the elderly, though that is where I have
started, because I view that as the toughest thing to do initially.

The substance of these issues, however, has been examined in the
paper, and for the most part, with the exception of regulatory -eon-

-- erns, these barriers do not appear to be as formidable as common-
ly thought. There is clearly substantial-progress to be made, but I
think in particular it is important to improve the consumers'
knowledge of their insurance coverage, and this will assist insurers
in being able to market a reasonable product. My research suggests
that a reasonable case can be made for long-term care insurance
existing.

I have found that around the country there are at least 13 exam-
ples of insurance companies, who are out there marketing varioius
versions of long-term care insurance, many with provisions some-
thing on the order of what I haveproposed.

Thank you.
[Dr. Meiners' prepared statement follows:]
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The Case for Long-Term Care Insurance

by

Mark R. Miners, Ph.D.

National Center for Health Services Research

Abstract

Long-term care expenses are frequently catastrophic for elderly persons

needing such care. Private insurance is not generally-avallable for these

services. As a result, most elderly needing long-term care end up on

Medicaid. The potential for relieving this problem through private long-term

care insurance is examined in this paper. The reasons for market failure are

outlined and discussed in the context of the current insurance merrket for

nursing home and home health services. A prototype policy is formulated as a

basis for recommendations concerning services covered, waiting periods, length--

of coverage, benefit payments, and financing mechanisms. Insurance

regulation, Medicaid, and private financing capacity are examined as potential

conributors to the market failure. Evidence is provided which suggests that a

private market for ang=term care insurance can exist and that it may serve to

relive some of the current pressures on the Medicaid system brought about by

the long-term care needs of the elderly.
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Mr. Chairman and Members of the Subcomittee

It is an honor to appear before you today.

I am here as a researcher. I work for the National Center for Health

Services Research and thus for the Department of Health and Human Services. I

will be presenting information based on a paper that was recently published in

the journal Health Affairs that provides an overview of my research on long-

term care insurance. A copy of this paper Is attached to my statement.

Long-term care expenses are frequently catastrophic for elderly persons

needing such care. Medicare is not designed to cover long-term care and

private insurance is not generally available to fill this gap. Without the

benefit of private insurance for long-term care, payments for those services

have come to represent the largest out-of-pocket health care liability for the

aged. Recent estimates indicate that the per capita out-of-pocket nursing

home expenses for the elderly are nearly twice the amount spent out-of-pocket

by the elderly on hospital and physician expenses combined. This, in turn,

results in many people who fund their own extended nursing home stays becoming

candidates for Medicaid.

Wider availability of private insurance for long-term care has the

potentially of relieving these problems. Consumers who buy such coverage would

have protection from having to go on Medicaid. Potential benefits are that

they will have their homes to return to, an important ingredient and incentive

for getting better; their spouse will not have to dramatically change their

lifestyle to pay for care; assets can be passed along to family rather than

being liquidated and spent-down; access to care may be improved because
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providers view private-pay patients as preferable; and once the insurance

premiums are paid, the remaining personal resources can be more comfortably

spent knowing this important risk is covered. Government payors will benefit

if private insurance replaces Medicaid and other long-term care for the middle

class, or at least slows down or negates the incentive to divest assets.

The market for long-term care, however, is underdeveloped. Only a few

insurance companies have attempted to provide meaningful benefits. A major

barrier to development has been the lack of information on which to base

estimates, utilization and cost. My research suggests, however, that many of

the barriers that are thought to preclude long-term care insurance are subject

to resolution by careful policy specification. In the paper I have outlined a

prototype policy that serves as a basis for recommendations concerning

services covered, waiting periods, length of coverage, benefit payments, and

financing mechanisms.

The prototype has features designed to recognize considerations important

to buyers and sellers. It covers skilled and intermediate level services in

state licensed nursing homes at a fixed daily rate for up to three years.

Home health ctre can be substituted at the rate of three visits per week of

nursing home care up to three years. A 90-day elimination period is required

before benefits begin. The annual premium rate is fixed at the time of

purchase with the implicit assumption that reserves will accumulate in the

early years to pay for the increased risk as the individual ages. The

reasoning behind these specifications is discussed in detail in the paper.

Several important barriers that cannot be construed as simply technical in

nature include regulatory restrictions and rigidness, the availability of

Medicaid as a potential hinderance to the private market, and the limited

capacity of the elderly to finance long-term care insurance (though it is not
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essential that this be marketed exclusively to the elderly). The substance of

these issues is examined in the paper and with the possible exception of

regulatory concerns, these barriers do not appear to be as formidable as is

commonly thought.

There is clearly substantial progress to be made in improving our

understanding of long-term care and how to insure it. The lack of consumer

knowledge about health insurance in general and long-term care in particular

is a real barrier. Insurers have been hesitant about the market because there

is little or no private experience on which to base their estimates and the

public experience with financing long-term care is only beginning to be

understood. My research suggests that a private market for long-term care

insurance can exist and that cont-inued efforts to support that development are

warranted.
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THE CASE-
FOR LONG-TERM
CARE INSURANCE
by Mark R. Meiners

Prologue: Total national expenditures for nursing home care
grew tenfold between 1965 and 1980. Now the Department of
Health and Human Services estimates that such expenditures
will more than quadruple by 1990, reaching some $82 billion.
The median age of a nursing home patient is eight-one years;
thus, not only are most nursing home residents on fixed incomes,
but their resources have largely dwindled by payig for ingtitu-
tional care. This set of circumstances poses a dilemma for the
nation's health care system, a dilemma which Mark Meiners
discusses in this paper. Meiners, who holds a Ph.D. in econom-
ics from Georgetown University, heads efforts at the National
Center for Health Services Research to examine long-term care
issues. The center's work has gone on under Democratic and
Republican administrations. As a repository of knowledgeable
economists and analysts, the center serves as an important pol-
icy resource for the office of the secretary of the Department of
Health and Human Services. Interest in the subject of long-term
care insurance also is increasing in the private sector. One reflec-
tion of this increasing activity is a long-term care task force cre-

-ated by the Health Insurance Association of America. Meiners
articulates a "reasonable case" for the market potential for long-
term care insurance. His proposal comes at an interesting time,
with the population aging and thus the need for long-term care
increasing. Also, a Republican administration that favors private-
sector solutions is in power and, with a staggering federal deficit
already looming, little in the way of new public monies is likely
to be made available anytime soon. But there would be poten-
tial benefits for consumers, too. Now, there are really only two
options open to elderly consumers who need long-term care. One
is to expend resources down to the level necessary to qualify for
Medicaid, and the other is to transfer assets to quality for Medi-
caid. Though the second option has been the preferred route,
changing government policies may soon close it off. In the face of
this prospect, new private sector options must be more closely
examined.
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inancing long-term care for the elderly is one of the most chal-
lenging health care problems facing us today. The dramatic in-
crease in health expenditures for long-term care is straining public

budgets and the spectre of a rapidly aging population suggests that the
problem will become worse. Frequently overlooked, however, is the fact
that financin long-term care is also a significant drain on private re-
sources and that the options for privately insuring against such expendi-
tures are extremely limited-' Elderly persons with resources who need
long-term care must pay for such services out-of-pocket. Since such care
can be quite expensive, particularly if it is at a level that requires a nurs-
ing home stay, people who need it become candidates for the Medicaidrolls."

This paper examines the potential for relieving this dilemma through
privately financed long-term care insurance. The reasons for the under-
developed market are outlined. Medicare and private coverages are
reviewed. A prototype policy is formulated and cost estimates are pre-
sented as a basis for suggesting the factors which could serve to overcome
the resistance to such a market. Barriers associated with insurance regula-
tion and Medicaid are assessed and the private capacity to finance long-
term care insurance is examined. The paper concludes that the availability
of private long-term care insurance may serve to relieve some of the cur-
rent pressures on the Medicaid system by providing the elderly with an
acceptable alternative to poverty and Medicaid nursing home entry. Sug-
gestions for stimulating the growth of such a market are also provided.

Reasons for Underdeveloped Market

The reasons for the lack of development of a private insurance market
for long-term care for the elderly are not entirely a mystery. Bishop, for
example, bases her argument for a compulsory national long-term care
insurance program on the desirability but unavailability of individual
private coverage.' She suggests that private coverage is unavailable for
a variety of reasons, most notably, the discrepancy between income and
the cost of such coverage and the availability of public long-term care
programs as a "safety net" for those who are poor or may become poor.
Other problems that tend to reinforce private insurers' lack of interest in
covering long-term care are the traditional insurance concerns of adverse

The author wishes to thank Ross Arnet, Christine Bishop, Pamela Farcy, Judy Feder, Charles
Fisher, John Gable, Judy Sangl, and Gail Wilensky for their helpful reviews. The paper also benefited
from numerous discussions with Gordon Trapnell and the research assistance of the Actuarial Re-
search Corporacion. The views and ideas expressed in the final produa, however, are the sole respon-
sibility of the author and no official endorsement by the National Center for Health Services Research
is intdided or should be inferred. An earlier version of this paper was presented at the Annual
Meeting of the American Public Health Association, November 14-18, 1982, Montreal, Canada,
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selection, insurance-induced demand, administrative economies, and pre-
mium pricing difficulties due to inflation.

Individuals in the insurance business added a number of additional
and perhaps overlapping concerns. Meaningful limits for long-term care
were felt-to be too difficult to establish. Some insurers fear that people
who need such care will need it for the remainder of their lives, resulting
in an open-ended liability. Traditional thinking within the health insur-
ance field is that nonmedical services are not insurable. Since long-term
care is often defined to include personal and social services such as home-
maker care, nutritional services, and respite care, along with medical and
rehabilitative care, this is thought to have stymied innovation. As a result,
targeting coverage on the basis ,of level of care is felt to be arbitrary and
open to challenge. Futhermore, there has been an absence of reliable
data on which to base estimates of utilization and costs, particularly data
that reflects actual experience with such insurance. Finally, regulation
was cited as a barrier.

Evidence also exists that elderly consumers simply do not understand
their insurance coverage, or the health care risks they face, enough to
effectively demand coverage for long-term care. 3 Some elderly believe
that they are already adequately covered for such services under Medicare.
Others think they have coverage for long-term care with their purchase
of a Medigap policy that includes nursing home benefits. 4

There also is a preference on the part of most consumers for "first
dollar" coverage and the elderly are no different in this regard. Currently,
gap-filling insurance products dominate the private health insurance mar-
ket for the elderly, possibly because of an expressed preference on the
part of the -lderly or because of an effective marketing campaign on the
part of the industry. This may limit the amount of money available for
other insurance products such as coverage-for long-term care.

What is clear from this discussion is that there are a number of signifi-
cant concerns that, if accepted, would deter private health insurers' in-
volvement in covering long-term care services for the elderly. Perhaps
the most compelling deterrent at this stage is that there has been, until
just recently, little interest in investing in the research necessary to chal-
lenge the legitimacy of these concerns and whether they can be feasibly
overcome.5 Nonetheless, it appears there may be some clear benefits
from doing so. In particular, the availability for long-term care could pro-
vide the elderly a better choice in guarding against catastrophic long-
term care expenses and this could reduce the growing pressures placed
on the Medicaid system by the elderly needing this care.

Medicare and Private Coverage -

As a starting point for reviewing the major barriers to determine whether
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they can be overcome, it is helpful to examine the market as it exists
today. To do this, we must retreat from the concept of long-term care
and focus on Medicare coverage for nursing home and home health care.

As many of our elderly have become painfully aware, Medicare was
not designed to address the need for long-term care. Though it covers up
to 100 days of skilled nursing home care, with the first twenty days com-
pletely covered and a copayrment for the remainder, users of the benefit

ave averaged only about twenty-seven days of covered care per year.6
Medicare's claims criteria are often complex, restrictive, and subject to
the individual judgements of claims reviewers which can vary substantially.7

Also, only a portion of all nursing home beds are certified for Medicare,
limiting a beneficiary's access to covered care.8

Medicare covers home health if an individual needs part-time skilled
nursing, physical therapy, or speech therapy and the benefits were re-
cently expanded from 100 visits to unlimited visits. In practice, home
health users, like nursing home users, receive nowhere near the limit of
care that is covered. Home health users average only about twenty-three
covered visits under the old rules.9 Under the new rules some increased
utilization of home health care is expected. However, it is unlikely to be
substantial because of the continued requirement that the patient be
homebound and receive primary skilled care.10

The predominant invol',ement of private insurance in nursing home
care is simply that of filling the gaps in Medicare's nursing home benefit.
Some policies provide for Medicare-defined skilled care to be covered
for a fixed amount per day for those days over 100, usually for 365 days
but sometimes longer. These coverages are of minimal benefit since few
people qualify for much Medicare SNF care beyond the twenty free days.

Removing the requirement that the beneficiary receive care in a Medicare-
certified SNF bed is an improvement. As noted earlier, requiring that
care be given in a Medicare certified facility limits a beneficiary s access to
covered care. Some insurers have recognized this and require only that
the nursing home be licensed as a SNF by the state.

The coverages outlined thus far represent the state-of-practice in pri-
vate coverage of nursing home care. Since they rely on Medicare's nar-
row definition of skilled care, it is not surprising that only 1.5 percent of
the elderly's nursing home expenditures were paid by private insurance
in 1980,"1 in spite of the fact that a recent national survey found that
about 59 percent of the elderly own an insurance policy that covers nursing
home care. 2

Some examples of improved private coverages can be found and they
are suggestive of the way to proceed.13 One improvement is to simplify-
the benefit language to cover any confinement in a state licensed skilled
nursing home for the purpose of receiving skilled nursing care, thus avoid-

-ing Medicare's narrow skilled care definition. However, coverage below
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the skilled level is important for the elderly.
Coverages below the skilled level are typically referred to as intermedi-

ate care and custodial care. The definitions for these types of care are
difficult to pin down. The concept of intermediate care comes from the
Medicaid program. 4 It is intended to cover what amounts to personal
care, with skilled nursing services necessary, but on a less frequent basis
than would be the case with skilled care In practice, the intermediate
care definition varies greatly by state with many viewing it simply as a
cheaper version of skilled care. The definition of custodial care also varies,
ranging from personal care with some nursing to only persona1 care to
simply sheltered living with no specific provision for personal assistance.

Clarifying the distinction between skilled, intermediate, and custodial
care has been a major barrier to the development of nursing home
insurance. A number of approaches have been used to address this prob-
lem by those few insurers who have offered coverage for care below the
skilled nursing level.

One approach has been to limit the coverage to skilled and intermedi-
ate coverage only. This has the effect of assuring that the care received
must be at least personal care with nursing in order to qualify for payments.
This type of limitation is essentially the same as exists when custodial
care is covered but only when the individual is confined to a SNF or
Intermediate Care Facility (ICF).

Another approach is to make the availability of intermediate or custo-
dial care contingent on a SNF stay. For a few liberal policies the SNF stay
need only be-one day. To guard against unwarranted use of the benefit,
insurers have added a requirement that a physician periodically review
the patient's status and certify that no greater or lesser care is needed
than is covered.

Although the market is still very limited, it is encouraging to find that
some private insurers do cover long nursing home stays for care below
the skilled level. Long-term home health care insurance is rare. The fear
is that home care will be so much more desirable than nursing home care
if it is made available that there will be excessive utilization, particularly
since any further liberalization of Medicare means removing the home-
bound requirement or reducing the care required below the skilled level.

Prototype Policy

As a basis for discussing the important considerations of workable long-
term care insurance, I have outlined a simple prototype policy. The ma-
jor features are that it focuses on nursing home care,-it is sold to the
elderly at age sixty-five during a limited open period, it covers a stay of
up to three years after a ninety-day deductible is met, and it is an indem-
nity policy paying a fixed amount per day with a maximurc payable limit.
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The data, assumptions and calculations are summarized in Exhibit 1.
Assuming the hypothetical group of purchasers follow current utiliza-

tion patterns, the annual costs of the benefits paid are estimated to be
about $326. Using a loss ratio of .75 for group coverage and .60 for indi-

Exhibit I
Long-Term Care Insurance Prototype Premium Estimatest Data, Assumptions,
and Calculations

* Policy covers up to three years of care after a ninety-day waiting period.
* Policy pays $35 per day. The 1977 private pay monthly charge for those with stay of six

to twelve months is $710.a The December, 1981 National Nursing Home Input Price
Index is 143.5 (1977= 100 .0 ).b $710 x 143.5=$1019 per month, $1019 30=$33.96 per
day.

* Life expectancy at age sixty-five is 16.3 years
* Forty-six percent of all nursing home residents were discharged or died after a stay of at

least ninety days." Tbirty percent of those persons discharged alive within ninety days
went to another health facility, and may possibly have to return to continue a nursing

--"ome stay. Assuming all of those discharged to another health facility who didn't die
there came back to continue their stay, a maximum of 62 percent of all discharges had a
stay of ninety days or more.

* Assume that all those who have a stay of ninety'days or more will remain in the nursing
home at least three years.

* Assume that the lifetime nursing home admission incidence rate for the elderly is 20-25
percent.

# If 20 percent of the elderly are admitted to a nursing home and 62 percent of them qualify
for full coverage under the policy, the incidence rate for full coverage is 12.4 percent. If 25
percent is the nursing home admission incidence rate, the lifetime incidence rate for full
coverage is 15.6 percent. Assume a 14 percent lifetime incidence rate for full coverage.

* If 14 percent of a hypothetical population of purchasers actually use the full 2.75 years of
benefits the average lifetime liability per purchaser is $35 x 365 days x 2.75 years x .14 =
$4918.

* Assuming that 86 percent pay the premium for their expected lifetime (16.3 years), and
that the 14 percent who are expected to be users, pay the premium an average of eight
years (after which they are no longer required to pay), the weighted average payment
period is 15.1 years.

* Given a lifetime liability per person of $4918 and an average payout period of 15.1 years
the annual benefit cost is $4918 15.1 = $326.

* Assuming a loss ratio of .75 for group policies and .60 for individual policies, the annual
premiums would be $435 and $543, respectively.

"National Center (or Health Statisics: The National Nursing Home Survey: 1977 Summary for the United States, by

J. Van Nostrand, et. al. Viual and Health Statcs. Series 13-No. 43. DHEW Pub. No. (PHS) 79-1794. Public HealIh
Service (Washington, D.C.. U.S. Government Printing OffuceJuly 1979).

bDaniel R. Waldo. Health Care Financing Trends. ):1 (Washington, D.C.: Health Care Financing Administration. 1982).
"U.S. Department of Health and Human Services: Health U.S. 1981, DHHS Pub. No.(PHS)8Z-1232, December 1981.
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vidual coverage (the minimum proportion of the premium paid out in
benefits as recommended by the Voluntary Certification Program, a fed-
eral effort to meet certain standards for regulating Medicare supplement
health insurance policies), the annual premium would be $435 and $543,
respectively. In other words, the monthly premium would be in the range
of $36$45.

These estimated premiums are not considered insignificant since they
would have to be paid over the lifetime of the aged purchaser (users of
the benefit are assumed to pay until the benefits begin). Nonetheless,
they are an encouraging first approximation. The estimated premiums
are substantially less than had been suggested during my initial conversa-
tions with individuals from the insurance industry and they are based on
several assumptions that are clearly conservative. To simplify the calcula-
tions, I have assumed that all those who are in a nursing home- for more
than ninety days will stay the entire three years and, thus, qualify for 2.75
years of coverage. This contributes to an overestimate because people
are actually discharged over the entire period. Also, the discharge data
imply that some allowance for additional payments should be made to
account for the fact that about 35 percent of those discharged within
ninety days went to another health facility and may actually have a longer
stay th an can be determined from the available data. Erring on the high.
side again, I have assumed that all these discharges would qualify for the
full benefit period. This raises the estimate of the proportion of long-
stayers from 45 percent to 62 percent and raises the estimate of the inci-
dence rate for a stay of three years from 10 percent to 14 percent.

Unfortunately, no information whs found to reasonably adjust the esti-
mates for insurance induced demand or selection factors. However, the
average utilization frequencies derived from the general population, by
including the large portion of patients relying on Medicaid or other pub-
lic programs, do reflect some of the effect of third-party payments. Also,
careful selection by insurers, such as rejecting applicants in poor health
or with other characteristics that make a nursing home stay more likely,
could reduce utilization below the patterns found in the general population.
Average frequencies derived from data covering the entire population
were used because the intent is to examine the feasibility of covering a
substantial proportion of the population. --

It is beyond the scope of this paper to attempt a mote 'refined-set of
estimates though -this work is currently underway in an effort to provide
a better understanding of the trade-offs involved in alternative policy
specifications. The calculations, however, do demonstrate that there are
some reasonable limits that could be placed on such insurance which
may be acceptable to both the buyers and sellers.

The fear at everyone who enters a nursing home will be there for a
long stay is not substantiated by the best available data. A significant
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proportion (38-55 percent) of people who use nursing homes are short-
stayers. They enter from a hospita after an acute episode and either get
better or die within ninety days. Furthermore, only about 10 percent of
the people who are admitted to a nursing home are there for more than
three years and only about 4 percent are there for more than five years.' 5

Thus, there are distinct, -limited periods during -which coverage might
reasonably be sought by the elderly. For those who exceed these limits,
Medicaid may be expected to be more acceptable. In the following sec-
tions further elaboration on some of the important features to be cons~d-
ered in structuring fnsurance coverage for long-term care is provided.

Service Benefits

Though the prototype policy focuses on a nursing home stay, it is not
my intent to limit the benefit to only nursing home care. Rather, the
allowable cost of the nursing home stay serves as the basis for the upper
limit of the insurance company's liability. The services to be covered should
include home health care along with the other services which can be
provided in the home to substitute for care in the nursing home. Broad-
ening the coverage to these other services would avoid a bias toward
institutionalization and provide the beneficiary the opportunity to shop
around to obtain the maximum benefit for his premium dollar. In some
circumstances noninstitutional care will cost more than the nursing home
care, in which case only an amount equal to the nursing home stay would
be paid and the befieficiary would have to pay extra for choosing a preferred,
but more expensive, set of services.

It would be best if eligibility for home care benefits could be deter-
mined prior to institutionalization. We would like to be able to screen
individuals on the basis of a set of criteria (for example, need for assis-
tance in activities of daily living, such as feeding and going to the bathroom)
which would be limited in scope so as to keep administrative costs down,
reliable enough to determine whether a person would otherwise need
institutional care, and that would stand a legal test. This is a difficult
challenge and potentially controversial in light of the state of the art-in
preadmission screening but we are moving in the direction of developing
such screening devices.' 6 W'th this kind of assessment, the insurer could
feel more comfortable in approving home care as a substitute for nursing
home care prior to any institutionalization. The most likely first step for
insurers, however, is to allow the home health services after a covered
nursing home stay begins. This is the safest approach because it provides
some assurance that the beneficiary is in need of nursing home care.

Home care benefits are also likely to be important for purposes of mar-
keting this type of insurance. There is a general distaste for nursing homes
on the part of the elderly. Allowing for consumer preferences may serve

29-0M 0-84-13
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to assist in selling the idea to the elderly. Insurers will also benefit if
beneficiaries seek out care packages which cost less than a nursing home
stay. The one area where cost savings appear to be captured when alter-
native long-term care services are offered is in tie context of insurance
plans where substitution of one level of care for another can be directly
encouraged by the provisions of the policy.' 7

The amount of coverage offered for home health care is not directly
addressed in the prototype policy. Relatively little is known about utiliza-
tion patterns for home health care and, as noted earlier, there is an under-
standable wariness on the part of insurers to cover such services at all,
much less for an extended period. There are several possible approaches
to this problem. One is to limit the period of coverage, another is to limit
the amount of visits, and a third is to limit the amount paid per visit.
Any of these would reduce the insurer's potential liability. For the con-
sumer, the most acceptable approach would be to limit the number of
visits per week. Since it is reasonable to assume that someone who
chooses to be cared for at home can get along on intermittent care, a
maximum of three to four home visits could be specified. Leaving the
maximum allowable period of coverage in the prototype as three years of
either home care or nursing home care or some combination, we could
actually reduce the estimated cost because some of the people we as-
sumed might stay the full three years will be able to go home. Even if the
beneficiary required care for all of the remaining benefit period and we
agreed to pay up to $35 per visit, the visit limit would substantially cut
benefit costs.

Waiting Period

The choice of ninety-day waiting period for benefits to begin has con-
siderations worthy of note to both buyers and sellers. About three months
in a nursing home tends to be the critical break between whether a pa-
tient is going to be a long-stayer or a short-stayer.18 It is the long-stayer
who needs protection from catastrophic long-term care expenses. With-
out such protection, the likelihood of having to go on Medicaid because
of heavy medical expenses is greatly increased. Though a stay of three
months in a nursing home will cost at least $3,000, some of this expense
may be covered by Medicare if the care needed is continuous and skilled.
However, since Medicare tends to cover only between twenty to thirty days
of care per beneficiary, the policy owner might expect to have to pay
several thousand dollars for their own care before their private insurance
benefits begin. There is no question that this is a significant amount. In
fact, it is the situation now faced by an elderly person needing extended
nursing home care. The benefit to the consumer and his family, however,
is that there is a foreseeable limit to how much they may be liable. For
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the insurance corn pany, the ninety-day waiting period represents a signifi-
cant deductible which should serve to deter unwarranted utilization of
benefit and one which the elderly beneficiary is unlikely to want to fulfill
unless it is really necessary.

Associated with the specification of the waiting period is the issue of
whether there should be a link with prior utilization, such as the Medi-
care requirement that a skilled nursing facility stay be preceded by a
three-day hospital stay for the same injury or illness. There has been
considerable debate on the value of such a clause. The intent is to limit
utilization to services that are clearly medically necessary. Critics argue
that it simply increases the cost of care by imposing an expensive hospital
stay when the patient could have been directly placed in the skilled nurs-
ing facility. A recent evaluation supported the latter claim, but the re-
search has been criticized by the Department of Health and Human Services
(DHHS) as overestimating the amount of excess hospitalization that occurs.'9
With a ninety-day elimination period it is questionable whether such a
clause is necessary. However, I expect the level of care covered would
have to involve, at least, the need for intermittent nursing care and not
be solely custodial care. If purely custodial care were offered, it would be
reasonable to make it contingent on receipt of a higher level of care for at
least some portion of the elimination period. Similar issues would have
to be considered for a home health benefit waiting period. As mentioned
earlier, the most acceptable first step would be to link the benefit to a
covered nursing home stay.

Length of Coverage

The three years of coverage specified in the prototype policy is an arbi-
trary choice intended to encompass a reasonably large portion (90 percent)
of all nursing home stays. The National Center for Health Statistics
(NCHS) data indicate that if the coverage had been for two years, 85 per-
cent of the stays would have been covered, and that if coverage would
have been for four or five years the proportion of stays covered would be
94 percent or 96 percent, respectively. Even allowing for some under-
estimation of actual length of stay for those who were discharged to
another health facility and ultimately continued their nursing home stay,
coverage for up to three years would substantially reduce the likelihood
of an individual ever having to use Medicaid. The other options for length
of coverage could also be offered with appropriate adjustments to the
premium. For those beneficiaries whose stay exceeds their benefit period,
Medicaid would act as the payer of last resort.
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Indemnity Benefit

Most health insurance sold in this country is designed to pay thereasonable and customary" charge for specific services when they are
actually provided and billed to the policyholder. The prototype policy
does not follow this approach. It is an "indemnity policy' designed to pay
a fixed amount for each day of covered service. There are a number df
good reasons for using the indemnity benefit approach for long-term
care insurance.

The most obvious reason is that it is a simple way to limit the insurers'
liability and reduce the risk of providing insurance. Service benefit poli-
cies are much more open ended. With insurers already hesitant abut
their ability to put limits on long-term care coverage, this additional risk
should probably be avoided.

The indemnity benefit approach may also serve to hold down costs.
Open-ended service benefits in health insurance policies have been criti-
cized as a primary contributor to the rapid inflation in health care costs.
By removing much of the financial risk from the beneficiary and paying
whatever providers usually charge for services, there is little or no incen-
tive on the part of any of the important decisionmakers to hold down
costs. The indemnity benefit approach, by setting definite limits on the
amount that will be paid, will encourage the beneficiary to be cost con-
scious and signal providers that their patients do not have unlimited re-
sources available or their care. With this spelled out in advance, providers
should be able to work with the patient and their family to plan an afford-
able long-term stay in a nursing home, should it be necessary.

The choice of $35 as the daily benefit in the prototype policy repre-
sents an estimate of the amount necessary to cover 100 percent of the
current average daily charge. In some areas of the country this will be too
high and in other areas too low. The amount necessary will also vary
depending on the level of care actually received, which itself may vary
over the period of coverage. It is relatively easy for an insurer to offer a
choice of alternative daily benefits at the time of purchase. It is not so
straightforward to provide for protection against inflation.

Adjusting the indemnity benefit for inflation clearly seems necessary.
Nursing home costs have been the fastest growing component of our
national health accounts and the largest portion of that rise has been
attributed to inflation 0 While the recent estimates show signs of dimin-
ishing growth in nursing home expenditures and the general inflation
rate has dropped, optional inflation protection is likely to be an appeal-
ing and worthwhile feature of long-term care insurance.

One approach would be to offer an annual inflation adjustment. The
additional coverage would be optional, limited in amount, and require
only that the beneficiary pay the increased premium. This type of option
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has become fairly common with life and disability insurance plans. Large
increases in coverage could be offered but probably would have to re-
quire that the beneficiary fulfill the same requirements as in the original
application for coverage and also fulfill an additional pre-existing condi-
tion waiting period before the increased benefits could be paid.

Another consideration is that the indemnity benefit approach is likely
to be more acceptable to long-term care providers than for most other
health care providers. Because of the heavy involvement of Medicaid in
financing nursing home services and the fact that most states use reim-
bursement systems with limits that effectively amount to flat rate pa -
ments adjusted for inflation, the nursing home industry is already heavily
reimbursed using what amounts to an indemnity benefit approach simi-
lar to that being suggested.

This is not to say that the nursing home industry is particularly satis-
fied with Medicaid reimbursements. Private pay patients tend to be pre-
ferred because they can be charged what the market will bear, and nursing
homes are selective about the Medicaid patients they admit. They prefer
to take the lighter care patients first so as to maximize coverage of their
costs. Nonetheless, nursing homes do depend on Medicaid payments for
about half their patient revenues. In the current environment of limits
and the spectre of cut-backs in government funding, providers are con-
cerned about encouraging additional private funding. Providers may well
view a private indemnity payment at the level of what Medicaid covers
in their state as a preferred alternative, particularly if it leads to a reduc-
tion in the uncertainty and paperwork associated with the public programs.

Financing Mechanisms

Up to this point the discussion has focused on the insurance coverage
of the prototype policy. The financing mechanism for such coverage can
be viewed as a separate issue with several alternatives. The suggested
approach is modeled after whole life insurance where the purchaser agrees
to pay a fixed annual premium over the life of the policy in return for a
lifetime guarantee of benefits at the agreed upon level. It is assumed that
people buy the policy at age sixty-five and pay for it throughout their
remaining life except when they are actually receiving benefits. This in-
volves a shifting of the costs from those in their eighties to the relatively
young elderly.

It might be asked why someone in their eighties would continue to pay
the premiums? The answer is that it-is for those people that the premium
is the best buy relative to their expected risk. The current rate of institu-
tionalization in a nursing home rises from 4.8 percent for those sixty-five
and over to 10.3 percent for those seventy-five and over to 21.6 percent
for those eight-five and over.2t The expectation is that, barring unforeseen
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circumstances, the elderly who purchase the policy would plan to main-
tain their protection. An optional version could be to structure the pay-
ments so that the benefit would be fully paid by a certain age. Also, there
is no technical reason why the policy could not be sold to older age groups
with appropriate premium adjustments, although there are probably age
limits beyond which there may be too many practical difficulties.

Implicit in the level premium approach is the potential for the insurer
to earn interest on the-excess reserves accumulated in the early years of a
policy. The value of these earnings are not factored into the premium
estimates provided earlier but they could be used to further reduce *the
cost or increase the benefits of the plan.

The excess reserves do amount to forced savings, the return on which
will be determined-by the insurer. In the case of whole life insurance, the
rate paid on these savings has been a source of controversy because it is
often difficult to know the actual rate of return and some feel that individ-
uals could do better by simply buying term insurance and investing the
remainder on their own.2" An alternative approach then would be to
structure payments along the line of term life insurance where the pre-
mium payments increase with age to reflect the increasing risk.

There may be several reasons for preferring an increasing payment
schedule to fixed payments. One has to do with marketing. It may be
difficult to get the "young-old" to purchase the coverage if they feel thpt
the risk of needing it is low. Premiums structured to reflect actual risk at a
certain age rather than the expected lifetime risk might be more accepta-
ble and serve to encourage greater particip ation in the insurance plan in
the younger age groups. The problem with this approach is that as peo-
ple age, their income tends to be inversely related to their expected risk
of needing long-term care. What is likely to happen is that the healthiest
people wilI decide to drop their insurance when they reach the higher
cost age groups leaving only those who probably will use the benefit as
policy holders. This in turn would push costs up, effectively making peo-
ple uninsurable at the time when their need for such coverage is the
greatest. The fixed premium approach avoids this problem and can be
structured to have similar incentives for early participation if policies are
offered at various ages with the premium cost set at the time of purchase
to reflect the age at purchase.

A more compelling argument for the term approach, with its increas-
ing payment schedule, could be uncertainty of government involvement
in financing broader benefits through either Medicare or Medicaid or
some other national program. If consumers felt there was some chance of
expanded public coverage of their long-term care needs, they may well
prefer to buy insurance that did not require forced savings. This, as well
as concerns about the rate paid on those savings, could be addressed in
the level premium approach by allowing for greater sharing of both the
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risk and return between the insurer and insured such as exists in univer-
sal life insurance. Universal life insurance is being marketed currently as
a better alternative to the whole life approach because it provides a clearer
separation between the savings and insurance component of the agree-
ment. 23 Though there are some features that-may be worthy of considera-
tion in structuring the long-term care insurance payment mechanism,
those issues are beyond the scope of this paper.

Other possible funding mechanisms include a single premium approach
modeled after an annuity and a prefunded approach modeled after Indi-
vidual Retirement Accounts (IRAs). These approaches overlap in that a
lump-sum payment could be made from funds accumulated in an IRA
or from any other pension funds or personal savings. The major differ-
ence would be that the insurance would be purchased with a lump-sum
payment rather than over the life of the policy, (this may entail some
adjustment of the premium to reflect the e1 imination of the risk of with-
drawals from the plan). Such preretirement funding has the advantage
of reducing the annual payment by spreading the cost over a long period
and minimizing adverse selection because people commit themselves to
owning such insurance before they could reasonably predict their need
for the benefits. Another possibility is to have long-term care insurance
included in employee fringe-benefit packages that can be continued into
retirement years.

Each of these suggestions for prefunding benefits, however, should be
recognized as worthy of attention now as potential mechanisms for fi-
nancing long-term care for the elderly in the future. They do not address
the problem as it exists today. Furthermore, barriers to such refunding
do exist. Unless the tax benefits exceed those currently available with an
IRA, any such retirement account for long-term care is likely to receive
lower priority in consumer savings decisions because it is less general in
terms of the uses to which those funds may be put. Since IRA funds can
be used to buy long-term care insurance or anything else, the market for
a long-term care insurance account is likely to be limited to those few
individuals who can afford to save more than the $2,000 allowed under
the IRA program.

Including long-term care insurance as an optional employee benefit
may also not accomplish the goal of broader population coverage of long-
term care needs. Younger, healthier individuals are likely to choose health
insurance policies without such benefits since their risk is so small and
they have other options such as disability insurance and greater family
resources to draw on. This would result in the situation as it exists today
with little or no insurance for anyone for long-term care.

By assuming a targeting of the policy to newly retired elderly, we focus
on those most likely to recognize the need for long-term care services at a
time when they are considering their options for supplementing Medicare.
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It can be argued that this will result in too short a time frame for expenses
to be reasonably spread. Perhaps this is true (though the estimates don't
confirm it), but the specifics of this argument cannot be clarified until we
know more about the actuarial cost, the specific commitment of consum-
ers to continue to participate, and the characteristics of the pool of indi-
viduals over which the expense might be spread. Spreading the risk over
a broader population is an obvious alternative. Preretirement marketing,
however, will probably be most effective if it is targeted for people who
are at least fifty. It is around this age that family resources for child rearing
expenses begin to be freed-up and the time when adults may begin to
consider their own potential need for long-term care as they recognize
the effect of the aging process on their parent's health care needs.

Regulation as a Barrier

Health insurance policies sold to the elderly are subject to a complex
array of regulatory requirements covering topics ranging from the sol-
vency of the company to the size of print used in advertising materials.
Because insurance regulation is traditionally a state function, the require-
ments often vary from state to state. In such an environment it is not
surprising to find regulatory barriers to a new product such as long-term
care insurance.

The most interesting case is in Wisconsin where the State Insurance
Commissioners's office established a set of specific standards for nursing
home insurance that effectively eliminated the sale of all such policies in
the state except for one policy with very high premiums which probably
should be viewed as experimental. 24 Four key provisions caused concern.
First, coverage could not be limited to only certain levels of care. Second,
coverage must be for any care received while a resident of any licensed
nursing home. Third, coverage cannot be limited to care received after a
hospital confinement. Fourth, that policies could be subject to a deduct-
ible of no more than sixty days per lifetime. Since the Wisconsin defini-
tion of a nursing home is quite broad, including very small boarding
homes where only personal care was provided, insurers felt that they
were being asked to bear unreasonable risk. The Wisconsin regulations
were implemented as a direct response to what was viewed as an inabil-
ity on the part of elderly consumers to adequately understand the cover-
age they were purchasing and the potential for abuses arising from the
lack of knowledge. Unfortunately, the effect may be to stifle innovation.

More typically, insurers find that they must conform to existing insur-
ance regulations, many of which- are not applicable to a long-term care
policy. Since such insurance is sold to persons over age sixty-five, it is
common to find it subject to the regulations of a Medicare supplement
policy even though this may not be appropriate. The New York insur-
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ance law, for example, has been interpreted to require that insurance
companies must make coverage available to holders of Medicare supple-
mental insurance for copayment amounts for nursing home confinements
covered by Medicare.25 Regulations of this sort act as barriers to long-
term nursing home benefits because they force consumers to spend their
limited insurance dollars on gap rather than catastrophic coverage. The
New York law actually puts direct limits on the amount of-nursing home
care that can be offered by requiring a direct trade-off of two nursing
home days for one hospital day, not to exceed the number of covered
days of hospital care provided under the contract in a benefit period.

Even the recently instituted Voluntary Certification Program has pro-
visions that may hinder the development of long-term care coverage. In
addition to encouraging all such policies to fill the deductible and copayment
gaps for hospital services in Medicare Part A, the program calls for pre-
existing condition clauses of not more than six months and minimum
loss ratios of 60 percent for individual policies and 75 percent for group
policies.26

Clauses for pre-existing conditions are included in policies to protect
the insurer from having to pay benefits for people who purchased the
policy because they were virtually certain of needing the covered services.
While the purpose for such clauses is legitimate, there have been abuses
which have prompted regulatory attention. For long-term care insurance,
it is not so clear that a maximum six-month, pre-existing clause is appro-
priate. Given the potentially large liability of such coverage and the diffi-
culties to use it, longer pre-existing waiting periods may be warranted.
The resulting reduction of risk for the insurer should lower the cost to
consumers and encourage wider availability of such coverage.

Loss ratios, the percentage of premiums returned to the policyholder,
are one way to measure the relative value of an insurance policy. Regula-
tory attention has focused on this measure because some Medicare sup-
plemental policies have been found to return very little to the beneficiary.
In the case of long-term care insurance as structured in this paper, we
would expect low loss ratios in the early years of the life of a policy to
compensate for the higher loss ratios in latter years when payouts increase.
As such, it would not be feasible to meet a fixed annual loss ratio require-
ment until the policy had been sold for a reasonable length of time. Regu-
lation must be flexible enough to allow for differences between long-term
care products and Medicare supplemental products.

Long-term care insurance could also benefit from regulatory flexibility
in the andling of the reserves for tax purpose. Currently, regulations for
health and disability insurance make no special provisions for the earn-
ings on reserves. As a result, about half of the earnings are paid in taxes.
In contrast, the earnings on reserves in whole life insurance policies are
tax exempt to the extent that they are used to cover premium payments.
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Part of the problem is that the regulatory statutes for health and disabil-
ity insurance are separate from those for other types of insurance, and
there is a tendency to be rigid in applying the standards. If state regula-
tions were adjusted to allow long-term care insurance to establish a sched-
ule of reserves that included an earnings factor, the Internal Revenue
Service might be encouraged to permit the same tax benefits currently
available on whole life insurance.

Medicaid As A Barrier

An important factor encouraging growth in Medicaid long-term care
expenditures is eligibility criteria that permit a large portion of those per-
sons needing nursing home care to be reimbursed through the Medicaid
program. The core group of aged Medicaid eligibles in every state are
recipients of Supplemental Security Income (SSI), a cash welfare pro-
gram for the aged, blind, and disabled. State programs may also choose
the option of covering the "medically needy, those persons whose in-
come exceeds the SSI income standard, but whose medical expenses ex-
ceed the difference between actual income and the state medically needy
income standard. Thirty-one programs have elected this option, which
enables a large portion of a state's nursing home population to be eligible
for Medicaid. 7 Most states without medially needy programs have spend-
down provisions for institutional long-term care. These allow persons to
deplete their assets and income to become eligible for Medicaid.

The elderly who become eligible for Medicaid through the spend-down
process must first exhaust most of their assets. The resource limits are
often quite restrictive. Frequently, they follow the SSI criteria which puts
limits on the value of personal resources of $1,500 ($2,250 for a couple)
and on the total equity value of personal effects and household goods of
$2,000. Other restrictions can also apply.28 The assets criteria for Medi-
caid eligibility are complicated and they vary by state and sometimes by
county. Only after a person fulfills the assets criteria do income spend-
down provisions take effect.

The elderly who become eligible for Medicaid through the spend-down
process must pay the majority of their income toward the cost of care but
they are protected from nursing home expenses that exceed their income.
Thus, Medicaid functions as a safety net in this country for many persons
needing nursing home care. Since the eiderly are potentially eligible for
basic protection under the Medicaid program, some private insurers and
long-term care analysts have hypothesized that long-term care insurance
cannot compete with the influence of the existing safety net.

The complexities of the process by which Medicaid eligibility is estab-
lished, however, can be enormous. After their in-depth review of the
process, Davidson and Marmor point Qut that "any attempt to answer a
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question as broad as 'who is eligible?' is complicated by the numerous
and frequently subtle variations found in both the medical and cash-
assistance programs." They go on to conclude that "the effects of spend-
down are subtly punitive: an older person does not become eligible for
medical assistance until he has been struck by serious illness and has

'depleted income and assets to a point of total dependency."29

To investigate whether a significant number of the elderly are not pro-
tected by the Medicaid program, we can begin by using the income stand-
ards in the most generous state programs as of 1980. Of the states with"medically needy progratns, Rhode Island provided the highest level of
income protection for families of one person and Wisconsin provided the
highest level of income protection for families of two persons, $4,400 and
$5,544 respectively.10 Medical expenses which push the family income
below these levels may qualify for coverage by Medicaid. Assuming the
annual cost of nursing home care was about $12,000, all aged individuals
with income over $16,400 and all aged couples with income over $17,544
would be ineligible for any Medicaid nursing home subsidies.

In addition to those who would be ineligible for Medicaid because
their income is too high, there are those who would not view Medicaid as
a reasonable substitute for insurance because it would pay only a portion
of their bills. The income level at which Medicaid is perceived as an
adequate substitute for private insurance is an arbitrary choice subject to
individual judgment. Two possible criteria would be the proportion of
income protected and the proportion of the bill paid. For example, if we
assume that people would want Medicaid to protect at least 35 percent of
their income (the approximate cost of maintaining a home), our example
would yield an income maximum of $12,571 for an individual and $15,840
for a couple, beyond which people would be interested in long-term care
insurance. If we assume that people would want Medicaid to pay at least
50 percent of the nursing home bill, our example would yield an income
of $10,400 for an individual and $11,544 for a couple.

Based on these three criteria, the number of elderly who would not
view Medicaid as an adequate replacement for private coverage would
range from 500,000 to 1.3 million one-person families and from 2.2 to 4.0
million couples (7 to 17 percent and 30 to 54 percent of elderly individu-
als and couples, respectively) according to 1980 income estimates from the
U.S. Census Bureau.3' Though these calculations are rough, it is safe to
view them as conservative. They are based on income standards that are
substantially more generous than exist in other states and the additional
eligibility requirements relating to limitations on assets are not considered.

On the basis of income alone, it seems clear that a significant number
of the elderly would not view Medicaid as a reasonable insurance alternative.
Other factors such as Medicaid's institutional bias and uncertainties about
who can expect to receive benefits reinforce this view and serve to ex-
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pand the pool of persons potentially interested in long-term care insurance.

Private Capacity to Finance

Not all elderly consumers will find private long-term care insurance
attractive. Some already will be eligible for Medicaid and others will be
either too poor to pay the premiums or have income and assets so-limited
in amount that they would not rationally view such insurance as a good
buy. To establish the potential size of the market, we must determine the
private capacity to finance long-term care insurance.

Income, savings, and the value of liquidated assets are the potential
sources of the necessary funds. However, it is discretionary income de-
fined in the broadest sense on which we need to focus. Long-term care
insurance, or any other new product or service for that matter, is not
likely to be purchased until the standard necessities such as food, housing,
clothing, transportation, personal care, and medical care are adequately
covered. Annual budget estimates for a retired couple that include these
items at three levels of living are made by the Bureau of Labor Statistics.32
Recent estimates, adjusted to include personal income taxes, indicate that
in 1980 retired couples living in lower, intermediate, and higher financial
circumstances would have annual budgets of $6,850, $10,150, and $14,450,
respectively. On the basis of these estimates, we can assume that a retired
couple would need an annual income above these levels before they
would consider purchasing long-term care insurance. Comparable esti-
mates are not available for retired individuals, but a reasonable approxi-
mation would be to set the levels for individuals at 75 percent of the
above levels or $5,138, $7,613, and $10,838 for the lower, medium, and
higher budgets, respectively.

The value of personal assets such as savings, stocks, bonds, and most
importantly for the elderly, a home, are also potential sources of funds
for long-term care insurance. Income from dividends and interest is indi-
cative of asset holdings and increases with higher income groups. In an
ongoing analysis, Moon has found that dividend and interest comprise a
substantial share of income of those in the upper brackets indicating that
higher incor-ne individuals and couples are relying on assets for much of
their income.33 In particular, individuals with income above $10,000 and
couples with income above $15,000 have substantial assets on which to
draw.

Using dividend and interest income as a basis for estimating net worth,
Moon's calculations imply that income for elderly individuals and cou-
ples could be increased by about 24 percent by converting those assets
into an annuity. The annuitized value of a house has an even more signifi-
cant effect on personal resources, particularly since the 1980 census fiq-
ures indicate that 70 percent of the elderly own their own homes. Moon s
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estimates imply a 31 percent increase in income for elderly individuals
and 36 percent increase in income for elderly couples from this source.
This suggests that estimates of the potential market for long-term care
insurance based on income alone may be substantially on the conserva-
tive side. In any case, since the levet of income and assets tend to be
positively related, it is reasonable to assume that elderly individuals with
income above $10,000 and elderly couples with income above $15,000
would be able to pay for long-term care insurance and perhaps be more
willing to buy it for the protection of wealth it provides. In 1980, 1.3
million elderly individuals (18 percent of the one-person families) and
2.8 million couples (37 percent of the two person families) had incomes
above these levels.

Given the limited development of long-term care insurance options,
evidence on consumer demand is lacking. However, several studies
are underway and the preliminary results suggest that the elderly are
interested.14

Who Would Benefit -

Consumers and government payers as well as providers and insurers
may benefit from the development of private long-term care insurance.
Consumers who buy such a policy would have protection from having to
go on Medicaid. Potential benefits are that they will have their homes to
return to, an important ingredient and incentive for getting better; their
spouse will not have to dramatically change their lifestyle to pay for care;
assets can be passed along to family rather than being liquidated and
spent-down; access to care may be improved because providers view pri-
vate patients as preferable; and once the insurance premiums are paid,
the remaining personal resources can be more comfortably spent know-
ing this important risk is covered. Providers would benefit by having
their pool of private payers expanded and reducing their dependence on
public financing. Insurers, looking for new products which capitalize on
the aging population demographics and which offer a policy for elders
that may receive endorsement from consumer groups for providing im-
portant new insurance protection, may view this as a product that can
benefit their current operation and have substantial growth potential.

The most intriguing benefit from the development of a private market
for long-term care insurance is the potential for relieving some of the
pressure of Medicaid. Government payers will benefit if private insur-
ance replaces Medicaid and other long-term care programs for the mid-
dle class, or at least slows down the spend-down process or negates the
need to divest assets. The problem is that even those persons with per-
sonal resources that are quite adequate for a normal retirement will not
be able to pay for long-term care should it become necessary. There are
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essentially two options open to the elderly. One is to spend income and
assets down to the level necessary to qualify for Medicaid. The other is to
transfer assets to qualify for Medicaid. It is not surprising that people
have chosen the latter option. It is usually more appealing to pass along
one s estate to close relatives than to pay it out gradually to a nursing
home when the end result in either case is that the patient will have to go
on Medicaid.

In response to such practices, federal regulations regarding transfer of
assets has recently been strengthened to make it more difficult to qualify
for SSI and Medicaid. Resources disposed of within twenty-four months
of the date of application at below market value for the purpose of estab-
lishing eligibility for SSI benefits including Medicaid will be counted in
determining eligibility, and the period can be extended if the uncom-
pensated value of the resources exceeds $12,000.11 The right to extend
these restrictions to cover anyone eligible for Medicaid has recently been
given to states along with the right to plaTe liens on the homes of nursing
home residents. While the extent to which transfers of assets occur is not
known, it is clear that these proposed solutions will be difficult, costly,
and unpopular to administer. The availability of private long-term care
insurance would provide a reasonable alternative for people with assets
worth transferring and government payers would be relieved of paying
those long-term care related expenses.

Significant government savings may also result from avoiding or slow-
ing the spend-down process. An estimated 54 percent of the elderly who
enter a nursing home are not initially supported by Medicaid and most of
those people pay more than 90 percent of their bill out of their own
resources. 6 The longer that individuals stay in a nursing home, however,
the heater the likelihood that they will become Medicaid-sponsored
residents.

Conversions from private pay status to Medicaid represent a major
portion of nursing home residents supported by Medicaid. Though the
available evidence is quite limited, a Government Accounting Office re-
view of several studies indicates that conversions represent 30-38 per-
cent of the residents supported by Medicaid.37 While one study showed
that many conversions occur shortly after admission, the majority (59
percent) converted sometime after a six-month stay. What these figures
suggest is that a significant number of those who entered the nursing
home as a private payer, but converted to Medicaid, had personal re-
sources sufficient to have paid their nursing home bills for at least six
months. Individuals with personal resources of this order of magnitude
could probably have purchased long-term care insurance had it been
available. Had they done so, some 18 to 22 percent of those now on
Medicaid may have avoided needing such government support.

Even if these estimates are off by a factor of two, the dollar savings to
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the government would be substantial. In 1980, Medicaid spent $10.4
billion on nursing home care. Excluding payments to intermediate care
facilities for the mentally retarded, Medicaid's nursing home expe ndi-
tures were $8.7 billion. A 10 percent reduction would have resulted in
savings of $870 million. Using the same relationships, recent projections
of nursing home expenditures suggest that these savings would increase
to $1.9 billion by 1985, and to $3.4 billion by 1990 if current trends
persist.38

Summary Discussion

The discussion in this paper constitutes a preliminary analysis of the
market potential for long-term care insurance. It suggests that a reasona-
ble case can be made for the development of such a market. Many of the
barriers that are thought to preclude long-term care insurance are subject
to resolution by careful policy specification. A prototype policy is out-
lined and serves as a basis for recommendations concerning services cov-
ered, waiting periods, length of coverage, benefit payments, and financing
mechanisms.

Several important barriers that cannot be construed as simply techni-
cal in nature include regulatory restrictions and rigidness, the availability
of Medicaid as a potential hinderance to the private market, and the
limited capacity of the elderly to finance long-term care insurance. The
substance of these issues is examined and with the possible exception of
regulatory concerns, these barriers do not appear to be as formidable as
is commonly thought.

It is the conclusion of this analysis that significant benefits await the
development of a market of private long-term care insurance. The most
intriguing benefit is the potentially substantial savings in Medicaid pay-
ments that would be gained if elderly individuals were able to protect
themselves from the catastrophic expenses associated with the need for
long-term care by purchasing private insurance.

The notion that there could be substantial savings to public budgets as
well as benefits to consumers, providers, and insurers from the develop-
ment of a viable private market for long-term care insurance suggests
that there is a public role in encouraging that market. This assistance
could take several forms including tax incentives, information dissemina-
tion, and regulatory relief.

Tax breaks for health insurance have recently fallen out of favor and
will no longer be allowed as a separate deduction after this year. With
long-term care insurance, however, it would appear that such incentives
should be encouraged. The elderly people who are most able to buy this
coverage have a sufficient tax liability that the incentive should help.stimu-
late interest in this type of insurance. Also, families who purchase the
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olicy for an elderly relative could be made eligible for the same tax
raks. -

An even more appealing opportunity for stimulating the market for
long-term care insurance through tax incentives can be found in the cur-
rent tax benefits for older persons. Up to $125,000 in capital gains on the
sale of a home are tax free for a person who has reached the age of fifty-five.
Currently, no restrictions are placed on the use of this money. The tax
law could be adjusted to require that the savings from this tax windfall
be used for something that would be beneficial to the government as
well as to the individual. From the analysis presented in this paper, long-
term care insurance would appear to be a likely candidate for such support.
Using this tax incentive is particularly appealing because it would not
result in any reduction in the government s tax base.

An alternative option involving the home is to facilitate reverse annu-
ity mortgages, perhaps giving special consideration to those who use their
home equity income to finance long-term care insurance. 9 This approach
would allow the elderly homeowner to retain occupancy rights, while at
the same time providing protection against long-term care expenses; an
informal version of continuing care retirement community arrangements.

There is clearly substantial progress to be made in improving our un-
derstanding of long-term care and how to insure it. The lack of consumer
knowledge about health insurance in general and long-term care in par-
ticular is a real barrier. Regulations regarding health insurance for the
elderly have been designed to compensate for this lack of knowledge.
They don't help in many cases in spite of the good intentions. Insurers
have been hesitant about the market because there is little or no private
experience on which to base their estimates and the public experience
with financing long-term care is only beginning to be understood. The
analysis in this paper suggests that a private market for long-term care
insurance can exist and that continued efforts to support that develop-
ment are warranted.
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Written Responses to Questions of Senator David Durenberger

QUESTION 1: You mentioned some regulatory problems at the state
level which impede the development of private sector
insurance policies for long-term care. Have you
been able to identify any particular public policies
at the federal level which might also be barriers to
the development of this type of coverage.

ANSWER: In my view, there are several barriers at the
Federal level that come to mind. One of the most
important is that the benefits provided by Medicare
are confusing to the elderly. In my view, we have
to do a better job of explaining what is not
covered. This is particularly true with regard to
nursing home and home health care. These benefits
are strongly associated with long-term care from the
consumers' point of view. However, Medicare does
not include long-term care coverage. Many elderly
consumers have a false sense of security because
these services are included under Medicare without
adequate clarification as to who is not eligible.
Another problem is that well meaning efforts to help
protect the consumer, such as the recent Voluntary
Certification Program, tend to encourage Medicare
gap-filling coverage rather than catastrophic
coverage. If consumers are encouraged to spend
their dollars for private insurance products that
provide first dollar benefits, they have fewer
resources to buy catastrophic benefits such as long-
term care insurance. I expect a broadly based long-
term care insurance market will depend on getting
people to trade off some first dollar coverage for
catastrophic coverage.

QUESTION 2: Is it your opinion that the state demonstrations and
waiver programs are developing the types of
utilization and quality assurance standards which
the private sector feels are needed before it is
willing to offer long-term care coverage.

ANSWER: Yes. In general I feel the state deAonstrations and
waiver programs have and will pro~iae the private
market a wealth of information on which to base new
and profitable interventions like the one I'm
suggesting. In fact, I believe that without these
ongoing research and demonstration efforts little
progress would have been made.
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QUESTION 3: In your view, what services should be in a long-term
care insurance package?

ANSWER: As I've specified it, the insurance should cover
nursing home care at the skilled and intermediate
levels (personal care with nursing) and home health
care (also broadly defined to include all services
that serve to keep the person at home). As I've
specified, the coverage of home health care would be
available in direct trade for nursing home care and
be paid for on an indemnity basis which allows
flexibility in choice of services.

QUESTION 4: What will it take to get private insureres
interested in providing coverage for long-term care
services?

ANSWER: The National Center for Health Services Research
(NCHSR) interest in this topic is based on the
knowledge that too little was known about the
potential for insuring long-term care and that we
might serve as a catalyst to further development by
providing the necessary background. The paper
submitted as part of my testimony provides an
overview of many of the key issues. An earlier
paper published in the American Health Care
Association Journal in March 1982, entitled
"Shifting the Burden: Potential Role of the Private
Sector in Long-Term Care Insurance for the Elderly,"
provides further background about our study.
Together these have helped to stimulate an interest
in the insurability of long-term care.

Several other papers have also been completed. I
expect they will encourage further market
interest. One provides estimates, based on
actuarial techniques and assumptions, of the
premiums for alternative prototype long-term care
insurance policies. Another reviews the examples of
long-term care insurance that I found during my
research. Together these papers document useful
data and experience that should help insurers assess
the market. It is particularly encouraging to know
that some insurers have already entered the
market. I expect this interest to continue and
grow.



208

Another part of our study is a survey of elderly
consumers undertaken in cooperation with Health Care
Financing Administration (HCFA) to determine
consumer interest and willingness to pay for long-
term care insurance. This research is in process
and should help to clarify aspects of the demand
side of the market..

It is only very recently that people have begun to
accept the idea that long-term care is insurable.
Major efforts are needed to inform consumers to
accept deductibles and copayments in exchange for
catastrophic coverage. State regulatory agencies
can also assist by giving recognition to this new
type of coverage and not automatically view it as
just another Medicare supplement. The potential
benefits to relieving some of the pressures on the
State Medicaid budgets should be an incentive for a
careful regulatory review. The potential saving to
public budgets should also prompt consideration of
tax incentives. Some possibilities are suggested in
the overview paper. It would also help to encourage
working age persons to save for their long-term care
needs. I'm currently exploring financing mechanisms
to encourage prefunding for a broad segment of the
population. Targeting a specific savings mechanism
for the elderly's long-term care needs would serve
as a major stimulus to market development. However,
as I pointed out in my earlier testimony, it-must be
competitive with IRAs to be successful.
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Senator DURENBERGER. Great.
I want to thank all of you. I don't know whether the three of you

were here in the beginning when I made my opening speech. In
this committee we spend a lot of time talking about taxes, social
security and the so-called welfare programs, and never spend a lot
of time putting income security in its larger perspective. There is a
tendency sometimes to measure our society in terms of how much
money we spend on social security and how much we spend on
medicaid and how much we spend on A-FDC, and all these sorts of
things. We rarely step back and define it the way I tried to do in
the beginning, which is to put a value on earnings and savings and
make that your No. 1 form of income security, and then move to
social insurance, and then only for your failures-in effect, the so-
cietal failures, if you will-do you need to deal with the kinds of
things that have consumed us for the first 2 hours of this hearing.

So clearly I welcome the work that all three of you have done
that might encourage us to take a long-range outlook. Some of
these ideas will help people immediately, others may help me when
I'm a little older. I take it when we talk about insurance I might be
an easier sell than my dad who is 76-unless he happens to have a
home or some other assets that he might in effect convert into an
insurance policy.

So when we talk about insuring, I take it the market works a
little bit better at the younger age; is that not true?

Dr.MEINERS. Yes; I certainly think to get this off the ground in a
more solid way we have to focus on both problems. There is a
short- and a long-term problem. The short-term problem is people
like your father who may well need this coverage also, and the
long-term problem is people like ourselves who down the road are
going to be faced with the same situation, perhaps with tighter
budgets.

It is interesting to note however, that much of the initial sales of
the insurance products that exist are sold to people in their seven-
ties-partly, I suspect, because at that age people are more willing
to recognize the potential need for this. And of course, along with
that, I fully expect that there is substantial underwriting and risk
screening that is going on, which is not really surprising with a
new product like this.

Dr. WEISSERT. I would like to add if I could buy it for my mother-
in-law, I would buy it on her behalf, since her expenses will eventu-
ally become mine.

Senator DURENBERGER. And you need, perhaps, a tax break of
some kind to encourage you to do that?

Dr. MEINERS. Well, first of all, I need it to be available. Beyond
that-yes, I think there are some tax barriers. There is just no
question about that. Bruce could talk about that.

Senator DURENBERGER. The availability problem I would
assume-the problems with the availability might have been illus-
trated in the first 2 hours of this hearing. I mean, we can't make
up our minds-we in government, and the folks that preceded you
working at the State and local level. We haven't been able to make
up our minds in this perplexing problem of what our roles ought to
be. Our traditional role appears to have been to create a program
for this, a ,m, ,program for that, a program for something else.
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Every time somebody comes up with a new idea, there is a new
program to finance it. So the incentives to start planning ahead
through, in effect, the private sector, through our savings programs
and our insurance programs, I am assuming for purposes of the
question aren't there yet. Is that part of the problem of why we
don't see more activity out there in this market?

Dr. JACOBS. One of the major problems is that home equity is the
principal form of savings for most of our elderly population, and
until now they have correctly assumed that the only way they
could get at that home equity was to sell their home and move,
something they dearly do not want to do. And what we see very
recently is the development of some financial instruments that will
let them get at this asset they have saved with the encouragement
of our Federal Government, and use it for whatever purposes they
might. But if one of the purposes is to relieve them of the emotion-
al stress and strains that evolve from a need for long-term care,
then this is the proper demand-side change.

Dr. WEISSERT. There is another perception problem that I think
has been a barrier, and it is one that I feel is very important; that
is, that many people believe that long-term care is a totally intrac-
table problem-it is something that happens to you when you turn
65, and so if we are going to deal with it as a society, we have got
to deal with it in terms that are staggering: 23 million people
today.

Well, the fact of the matter is, if you look at the things that are
associated with needing care in a nursing home in a nursing home
or in home health, the prevalence of those problems is really quite
low. We estimate that as of today only about 2 million people are
dependent in personal care.

So if you think about this as a risk that is faced only by about 5
percent of the aged at a point in time-it is a risk faced by every-
body, but something that will happen to only about 5 percent of
them-it is a problems that we could handle, either through private
financing or public financing or some combination.

I think the important thing, though, is that it is not ubiquitous.
Dr. MEINERS. A more direct answer, perhaps to the question of

whether you need incentives to get people our age to buy it-I
think the answer has to be yes. I mean, we have IRA's out there
now that we can put our money into, and when we collect on that,
when we can tap that money, we can use it for a lot of different
things. So it is not specifically tied to long-term care. We can use it
for long-term care, but it is not tied to that.

So if you were to put something like a special health account
available to people, I think it would be in direct competition and
perhaps a loser, unless there were special incentives to encourage
people to put the money into that health account versus an IRA
which is more generally usable.

So I think that is some of the thinking that has to be done. That
is the competition out there, in terms of going after those savings
here and now to have them there later in life.

Senator DURENBERGER. I was reading in some weekly news maga-
zine recently about this debate over whose responsibility are the
elderly. I think it was Dick Lamm, the Governor of Colorado, on
one side saying there is some familial responsibility here; and on
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the other side was someone who is an active representative of the
elderly saying, no, it is a public responsibility.

And not just because it appeared in a magazine, but I am assum-
ing that there is some period of time in this country in which we
are going to have to actively engage in some kind of debate and
resolve the issue of where and how this responsibility best gets
shared especially if we are to open up this market. The health care
market has gone through a lot of transition. In 1965 my predeces-
sors acknowledged a national responsibility to finance access for
the elderly and the poor to at least a hospital-based system and
then provided them with an opportunity to purchase more exten-
sive coverage and that's when things started to change. And we
obviously moved in one direction and immediately private insur-
ance followed suit.

So by the same token, if you could encourage us to come to grips
with some of the responsibility issues and if we design the appro-
priate policies then what I hear from your testimony and I assume
is in your studies is that there are opportunities for us to put an-
swers to some of these questions about how to assure quality and
access to care and put the decisions in the hands of the consumers
of health care by providing them some appropriate financial
backup.

Dr. WEISSERT. Senator, there is one area of public policy that we
haven't talked about that does represent a potential problem for
home equity conversion, particularly, and that is the extent to
which various public subsidy programs like SSI or medicaid regard
a home equity conversion annuity as income which disqualifies
them from the SSI payment that they may be using to pay for
living costs.

If this instrument is going to be useful as a way of helping the
elderly make some choices, there are going to have to be some
changes, I suspect, in the way we regard conversion of equity-
whether we look at it strictly as income or we want to perhaps deal
with it some other way.

Senator DURENBERGER. Well, I trust that, as I indicated earlier,
the long-term care side of this process is just the first. We will be
exploring the broader issues concerning the appropriate Federal
role in the care of indigent people, and I would hope that we can
call again on the expertise of all three of you to help guide us
through this process and to suggest to us some alternatives to the
current system of meeting the needs that we have in an income-
security sense.

If we have other questions after I get to tackle your reports and
studies in depth, I will submit them to you in writing and ask you
to respond, and we will put your answers in the record.

Thank you very much for your testimony.
Dr. MEINERS. Thank you.
SenatQr DURENBERGER. The hearing is adjourned.
[Whereupon, at 4:03 p.m., the hearing was concluded.]
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U.S. SENATE,
SUBCOMMITTEE ON HEALTH,

COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 11:30 a.m., in room SD-
215, Dirksen Senate Office Building, Hon. David Durenberger
(chairman) presiding.

Present: Senators Durenberger, Packwood, Heinz, and Bradley.
[The opening statements of Senators Dole and Durenberger

follow:]
OPENING STAISMENT OF SENATOR Bo DOLE

I am pleased to join with my colleagues in welcoming the witnesses scheduled to
testify before us today.

The proposals pending before us, each of which would address our long-term care
system, provide us with an excellent opportunity to discuss the options for solving
one of the most difficult issues facing us.

At the first hearing of this series, which was held on November 3, we heard from
a great many witnesses who outlined some very startling facts about the aging of
our population and the need for a coordinated, comprehensive system of long-term
care services. All of the witnesses seemed to agree that a system must have many
different components so as to meet greatly differing needs. One aspect should cer-
tainly be home-based care, another, nursing home care. There is also a clear need
for coordination and for case management. There is also a documented need fi)r out-
reach so that individuals in the community are made aware of the services avail-
able.

Like many others, I am concerned that we continue to move forward in address-
ing these needs. However, also like many others, I am convinced that we must pro-
ceed with caution. The changes we make could have enormous implications for the
medicare trust fund, which is already in serious trouble, and for medicaid expendi-
tures. This caution should not, however, discourage us from seeking the answers to
the questions before us. Of particular note are questions relating to methods for co-
ordination of sevices, and patient assessment, and alternative financing options.

Our first witnesses will provide us with a very useful guide to use in examining
the bills before us. They suggest we look at factors such as the integration of financ-
ing and the integration of services.

I am anxious to hear from all of those here, who, I am sure, will provide us with
other helpful suggestions and comments.

STATEMENT OF SENATOR DAVE DURENBERGER

Today is the second in a series of hearings on long-term care. The first hearing
provided an overview of the current problems and issues in long-term care. Today's
hearing will focus on four major legislative proposals in the long-term care area.
These include the Senior Citizens Independent Community Care Act, sponsored by
Senator Packwood, the Community Home Care Service Act of 1983, sponsored by
Senator Hatch, the Health Care Coordination Act of 1983, sponsored by Senator

(213
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Heinz, and the Community Nursing Centers Act of 1983, sponsored by Senator
Inouye. The interest and involvement of these and other Senators in the long-term
care issue is appreciated by all of us.

As we examine these proposals, I think it is important to keep in mind the issues
raised in last week's overview hearing. We heard that home- and community-based
care is not necessarily a cost-effective alternative to institutional care. We must be
careful not to simply broaden coverage under existing programs without some assur-
ance that total costs will be contained.

We heard about the limitations of current data, and of the need to base any
reform of the system on sound information. We heard about the potential of current
demonstrations, but of the need to review these efforts carefully before expanding
them.

Finally, we heard, again and again, about the importance of family and friends-
the informal support system. Any new methods of financing and coordinating long-
term care should maintain and support this informal support.

I look forward to hearing from our witnesses today and exploring with them the
proposals before us.

Senator DURENBERGER. The hearing will come to order. I apolo-
gize for having an odd hour for a hearing, but the chair of the sub-
committee was involved in a national municipal league at 9 this
morning in Baltimore and making it a little hard to be back here
by 10.

Today is the second in a series of hearings on long-term care.
The first hearing provided us with an overview of the current prob-
lems and the issues of long-term care. And today's hearing will
focus on four major legislative proposals in the long-term care area.

These include the Senior Citizen Independent Community Care
Act, sponsored by Senator Packwood; the Community Home Care
Service Act of 1983, sponsored by Senator Hatch; the Health Care
Coordination Act of 1983, sponsored by Senator Heinz; and the
Community Nursing Centers Act of 1983, sponsored by Senator
Inouye.

The interest and involvement of these and other Senators in
long-term care issues is obviously appreciated by all of us. -As we
examine these proposals I think it is important to keep in mind
some of the issues raised in last week's overview hearing.

We heard, for example, that home and community based care is
not necessarily a cost effective alternative to institutional care, al-
though we know it ought to be. We must be careful not to simply
broaden coverage under existing programs without some assurance
that total costs will be contained. We heard about the limitations
of current data, and of the need to base any reform of the system
on sound information. We heard about the potential of current
demonstration, but the need to review these efforts carefully before
expanding them. And, finally, we heard again and again about the
importance of family and friends, what we call the informal sup-
port system.

Any new methods of financing and coordinating long-term care
must maintain and support this informal support. I look forward to
hearing from our witnesses today, and exploring with each of them
the proposals before us.

Before I do, I would turn to my colleague from Oregon for any
comment he might have.

Senator PACKWOOD. Mr. Chairman, I had a long opening state-
ment at the last hearing, and I will not repeat it. I would empha-
size only one point. No witnesses testifying at that hearing indicat-
ed that on a 1-for-1 basis home health care was more expensive



215

than nursing homes or hospitalization. There is great fear about
over-utilization. There is great fear that people who now get no
nursing home care or no hospital care would get home health care,
and that would make the program expand like a balloon and
become very expensive.

But I don't think any witness testified that the home health care
was in any way, shape or form more expensive per se than nursing
home or hospital care. And I would very much appreciate it, as-
suming that presumption is correct, if the witnesses might help us
in identifying how we could avoid over-utilization.

Thank you, Mr. Chairman.
Senator DURENBERGER. Thank you.
Senator Bradley.
Senator BRADLEY. Thank you, Mr. Chairman. Mr. Chairman, as

you know, and as Senator Packwood knows, by the year 2000 the
over 85 population will be 60 percent larger than it is today. The
nursing home population can be expected to increase by 49 percent.
And 15 million more individuals 65 years and older will suffer from
limitations in their daily activities due to chronic disease.

A recent GAO report stated that in 1977 only 50 percent of the
people classified as severely dependent lived in nursing homes. It is
estimated that that number of chronically ill elderly living in the
community may be up to three times as great as the number living
in nursing homes. Many of these people are not receiving even the
most rudimentary assistance. And of those who are living in nurs-
ing homes, many live in an isolated and sterile environments and
are deprived of their personal independence and dignity.

I'm convinced that in many, cases, as we heard in the hearing
just last week, life would be a lot better for elderly people if this
country developed a more extensive program to provide long-term
medical and social services in the home. There are humane reasons
for supporting the development of long-term in-home care for the
elderly, and there are cost reasons.

Between 1965 and 1985, the cost of nursing home care will have
quadrupled. At least one-third of private payers become eligible for
medicaid in less than I year after admission to nursing homes.
Medicaid simply cannot keep pace with the growth in this coun-
try's elderly population and the rise in the cost of nursing care.

Mr. Chairman, I believe the bills before us do present us with at
least a path to the future that we all want to reach. I look forward
to this hearing which gives us an opportunity to clarify some of the
specific components of the bills and inform us as to the most
humane and the most cost efficient.

Senator DURENBERGER. Thank you very much.
We will call our first witnesses: Stan Wallack and Jay Greenberg

from the Health Policy Center, The Heller School, Brandeis Uni-
versity in Waltham, Mass. Gentlemen, welcome. And we thank you
for being here. We thank you for your efforts in this area. Your
full statements will be made a part of the record, and you iray
summarize those before you respond to questions.
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STATEMENT OF STANLEY WALLACK, PH.D., HEALTH POLICY
CENTER, THE HELLER SCHOOL, BRANDEIS UNIVERSITY, WAL.
THAM, MASS.
Dr. WALLACK. Thank you, Senator.
We've been asked today to provide a framework for evaluating

the three bills that we understood have been referred to the Senate
Finance Committee: The Community Nursing Centers Act of 1983;
the Senior Citizens Independent Community Care Act; and the
Health Care Coordination Act of 1983.

What- we are going to try to do is provide an overall framework
by which the committee can then start to evaluate these bills.

In doing that, we thought it was important to first of all start off
with the kinds of global issues that you are all facing when you
start to think about long-term care. Often when this committee de-
liberates the issues about hospital or acute care reimbursement,
over the last 10 years you have been very concerned with looking
for the appropriate payment system. What are the kinds of rates
we should set to get efficiency in the delivery system?

However, when you consider long-term care problems, the system
and the issues you must consider are much broader. You must deal
with the overall issues about how do we finance long-term care, be-
cause so few people have protection from that. You also must deal
with what is an acceptable delivery system out there because today
there are very few of them.

And so the-sues you must face as you frame your questions are
much broader than when you look at the acute care system.

In our testimony today we have provided to you in a table on
page 6 the kinds of major issues we feel you must deal with in fi-
nancing, delivery and services and reimbursement.

And those are the major issues. And let me sort of highlight why
we think those are the issues that this committee should be ad-
dressing.

First of all, with regard to the financing of long-term care, as
Senator Bradley has already said, right now that is a terrible prob-
lem for many people. When I was at the Congressional Budget
Office and we did studies on long-term care expenses, we found out
that long-term care was the major source of cash for the elderly.
Right now, the people out of their own pockets pay a high propor-
tion of long-term care costs-44 percent.

And basically what happens in our system now, we either have
people paying privately or they get paid out of the welfare program
out of medicaid. And what we have is an awful lot of people, in
fact, who enter a nursing home as private pays and then_spend
down very fast. That creates tremendous social problems out there
as families look to ways to divest their assets in order to save some
of their resources that they have earned over all their lives. At the
same time, States must look for ways to protect the welfare pro-
grams.

And we have got tremendous problems out there for a lot of indi-
viduals as these two forces collide.

We must find ways of developing a better financing system for
long-term care. As we look at another financing problem of long-
term care-is the fact that when we start including acute care-it
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includes institutional care; it includes social services. And right
now the system out there is very fragmented. And it is fragmented
because of the fact the dollars that flow into these programs are
separate. And until we some way coordinate the financing flows,
we will always have a fragmekited delivery system. I think it's
almost that simple.

As we start to think about long-term care, we also need to start
to think about what are the kinds of services that make some sense
out there. And the set of services one must have must be very
broad. We have learned through a lot of research and observing of
the long-term care system that the elderly population of the chron-
ically ill-they need chronic care services, social services; they also
need acute care services. It is the chronically ill elderly person that
is the real user of a lot of services in the acute care system as well.

Therefore, the delivery system that we start putting together
must be very broad. And we also must have a delivery system that,
in fact, treats people ift such a way that there isn't a bias toward
institutionalization as there is today.

So, therefore, I think we need to have some integration of the fi-
nancing system; we need to have financial protection for individ-
uals; and we need to have a very different delivery system, one
that has a broad array of services as well as, in fact, a delivery
system that takes responsibility for people as, in fact, they pass
from a healthy status to a more disabled status.

When we start to put this system together, we also have to un-
derstand the incentives that are out there. And we have learned a
lot about what is efficient delivery system from our earlier demon-
strations. Senator Packwood has talked about the fact that we
know that home health care can substitute for nursing home care
and for hospital care. We know that.

But one of the problems we found out in our previous demonstra-
tions is that if you just do that separately, it becomes an add-on. It
doesn't really lead to the appropriate kinds of substitution. If we
develop a delivery system that, in fact, encompasses a wide array
of services and also one that puts providers within a budget, we
think we can accomplish some of the goals of getting appropriate
substitution for our services.

So on page 6 of the testimony we have outlined the kinds of
major issues in financing and delivery and services and reimburse-
ment that you must consider in developing a long-term care
system.

Rather than go through the parts of each of bill-of S. 410, of S.
20, S. 1244 and S. 1614-with regards to whether or not they ad-
dress all the issues, I would like to make a few overall statements.
First of all with regard to S. 1614, it addresses many of the ques-
tions we are concerned with. The one major problem that it does
not deal with is the financing of care. For a lot of people it does not
provide additional financial protection.

Rather than go through the yes and no's because we don't have
time, let me mention three of the problems that result because in
fact certain bills don't incorporate certain kinds of the issues that
we are talking about.

With regard to the integrating of medicare and medicaid, as you
can see, S. 1614 includes that. By not including within a State the
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incentive of tying together medicare and medicaid what we often
end up with is an individual that is in a hospital who is staying for
too long a period of time. Well, from a State s perspective medicare
pays that bill, and, in fact, since the State pays the medicaid there
is, in fact, no incentive to get people out of the hospital. By inte-
grating those flows of dollars you then provide the kinds of appro-
priate incentives.

With regard to having one organization responsible for the
chronically ill, if, in fact, you don't include and don't make one in-
stitution responsible, what you may end up with is an individual
gets chronically ill and needs nursing home care-that provider
who is responsible for that system may, in fact, put that person in
a nursing home prematurely. And, in fact, you have set up incen-
tives for nursing home utilization, and increased institutionaliza-
tion, by not, in fact, making that agency responsible for the same
individual.

Finally, with regard to the risk sharing. And all your bills, I
think, have some risk sharing involved either with the States or
with the providers. It's very important to set up some incentive
that leads to the appropriate use of resources. If, in fact, under S.
1244 the States, in fact, have an awful lot of responsibility for the
administration of the system, for running that system-yet there,
in fact, is no financial risk. One of the real cost problems that may
result is that States may, in fact, have an incentive under that
system to keep people out of the nursing homes, keep them at
home, and therefore, in fact, reduce their costs, but so high a cost,
and tacked onto medicare.

In evaluating all these three billsI think you need to, in fact,
look at the kinds of incentives that are incorporated. All three
bills, in fact, start to address some of the major problems. And that
was really, I think, the purpose of that graph on page 6.

Let me take 30 seconds, if I may, to describe to you a project we
have at Brandeis which in many ways is small scaled, but really
tries to do many of the same things that this committee is consider-
ing. That is what we call the social HMO. The social HMO takes a
broad perspective on a set of services, includes hospitalization care,
long-term care, as well as social services; makes one agency respon-
sible for it and does it under a capitated system when, in fact-
with the providers at risk.

The one difference in this small experiment we are doing, this
national demonstration project we are running, than all these
other bills is that we are trying to incorporate the notion of insur-
ance or private financing. The population that we want eligible for
these social HMO's cuts across, includes the frail elderly as well as
the healthy elderly; includes those on medicaid as well as those
who aren't on medicaid.

What we were attempting to do was to recognize the fact that
public financing for long-term care is limited, and we need to devel-
op private financing-increases in private financing. And what we
were trying to do was, is have individuals join this system, in fact,
pay premiums, and in that way pay for the cost of the sicker indi-
vi duals, the more chronically ill.

The bills you have before you would in some way facilitate things
like the social HMO's. S. 1614 would make it easier for other States
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to, in fact, join if it is successful. In fact, with S. 1244 it would pro-
vide for additional financing which would make it more possible for
us to offer an unextended long-term care benefit.

These would be helpful. The last point I would like to make is
that as you sort of look at these bills, there are differences with
regard to what should be the role of the States and what should be
the role of the Federal Government; they talk to differences per-
haps in how it should be financed through Federal Government
versus State government. Those are major issues which this com-
mittee is going to have to grapple with over the next couple of
years.

For what all these bills can do and what we are trying to do in
the social HMO is to try and develop out there now, today as we
discuss these issues, a delivery system that we trust. Whether we
are financing it from public dollars or from private dollars, one
that we think is efficient, one that we think that we want to enter
as we get older.

And I think that's very important to accomplish now. We are ac-
complishing it through the support of HCFA, with waivers and
some of the legislation here today would also facilitate that. And
that's something we can do today. We don't have to wait for the
next 10 years to settle these other issues.

Thank you.
Senator DURENBERGER. Thank you very much, Dr. Wallack. That

was a very helpful statement.
[The prepared statement of Dr. Wallack and Mr. Greenberg fol-

lows:]
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My name is Stanley Wallack. I am with Brandeis University and direct the

University Health Policy Consortium, which is composed of faculty and staff

from Boston University, Brandeis University and M.I.T. With me is Dr. Jay

Greenberg, also from Brandeis. Dr. Greenberg directs our Social/R4O

demonstration project. As you may know, the Social/HNO will soon be tested in

California, Minnesota, New York, and Oregon. Since the Social/K40 is in many

ways a composite of the bills we are discussing today, I hope Dr. Greenberg

and myself will be able to discuss some of the issues and obstacles we have

faced, and still confront, in establishing a coordinated, prepaid system that

integrates funding sources as well as services.

We have been asked today to provide a framework for evaluating the three

bills that have been referred to the Senate Finance Committee. They are

S.410, the "Community Nursing Centers Act of 1983;" S.1244, the "Senior-

Citizens Independent Community Care Act;" and S.1614, the "Health Care

Coordination Act of 1983." It is our view that these three bills, and others

that the committee may eventually consider, should be evaluated according to

their ability to accomplish the following major changes:

* increase financial protection to individuals;

* integrate the flow of funding;

* integrate delivery systems and provider responsibility; and

* provide incentives for efficient behavior.

It is important to stress that the long-term care system, unlike the

acute care system, requires major change in each of these areas. When this

29-033 0-84-15
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committee deliberates the problems in acute care, their attention is oftin

focussed on the fourth point - the need to reform reimbursement or payment

mechanisms to give incentives for efficient behavior. In long-term care,

improving payment systems will not be enough. Unlike acute care, few people

have financial protection against the cost of long-term care; for the most

part, acceptable delivery systems don't exist and access to community-based

services is limited. Because thee first three problems are unique'to

long-term care, they deserve additional discussion.

The most basic problem with long-term care financing is the lack of

financial protection for individuals. In contrast to the acute care sector,

where in 1981 public insurance (Medicare) and private insurance covered nearly

92 percent of the elderly's hospital bill, insurance covered only 3 percent of

the nursing home bill in the same year, 2 percent by Medicare and 1 percent by

private insurance. The lack of insurance creates catastrophic costs for

individuals who become dependent because of chronic illness and leads to the

impoverishment of many elderly people and their spouses. Individuals paid

over 44 percent of the nursing home-bill directly in 1981 - more than $10

billion. Again, this contrasts with hospital costs, where only 3 percent of

total spending was paid out-ol-pocket by individuals.

This pattern of private spending creates a problem for Medicaid, which

becomes responsible not only for the poor (as with AFDC, AB, and AD), but also

for people who were not poor before they became chronically ill. About half

of the people on Medicaid in nursing homes were not on Medicaid when they

entered, but they later became eligible by "'spending down" to the point where

their resources were no longer sufficient to meet their costs.

This spend-down provision in Medicaid has created one of the most

problematic processes in health policy. Faced with long-term care costs that
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could wipe out a life's savings, individuals and families have incentives to

transfer and shelter assets in such a way that they qualify for Medicaid

support. Faced with rising spending, state Medicaid programs seek harsher and

broader authority to attach assets and require families to support their

impaired elders. It is difficult to blame either side - the states for trying

to protect the integrity of a means-tested welfare program, or the individuals

and families for trying to avoid impoverishment by using the one "insurance"

program available to them. Both Medicaid and the beneficiaries face a

problem, but the problem is not really so much in the actions of either side

as it is in the nature of the underlying problem: the lack of any

alternatives between catastrophic spending and welfare for paying the costs of

severe chronic illness. Thus, new public or private financing mechanisms are

needed to give older persons financial protection.

Characteristics of the delivery system are not unrelated to the

characteristics of the financing system. First, there is a separation among

the delivery systems for acute care, institutional chronic care, and

community-based social support. Separate funding and regulatory systems have

inhibited related professionals and agencies from managing and coordinating

the interfaces of their services. Second, and related to this, it is often

the responsibility of the individual in need of Lare of their families to find

and put together the services needed to keep the individual aut of an

institution. This is a challenging job for a professional trained in case

management and knowledgeable about financing and service availability. It can

be an overwhelming task for a family in crisis. Thus, an integration of

financing is required to allow for an integration of service delivery and

proper case management.
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The 1970s saw the development of a number of demonstration projects aimed

at solving "the long-term care problem." Generally, these demonstration

projects consisted of the infusion of new service dollars for a variety of

home and community-based case management services. For the most part,

evaluation of these demonstrations does not reveal cost savings. Critics of

these Iemonstrations have arued that the combination of conflicting goals,

lack of authority over resources, and lack of financial incentives resulted in

these programs being rather weak interventions in the delivery system. They

suggest that integrated systems that give the provider financial ilcc-ntives to

make efficient resource allocation decisions could lead to improved system

outcomes. This lack of demonstrated cost savings has resulted in policy

makers at all levels being very cautious about the expansion of long-term care

benefits. It should be noted that this cautious attitude predates the current

administration and current economic conditions.

In this way, financing and serice delivery characteristics feed on one

another to create a "Catch-22" phenomenon in long-term care. Promising steps

have been taken in demonstrating integrated and adequate service delivery

systems, but better financing is need to test out more powerful and,

hopefully, more efficient systems. But adequate financing can be obtained

only if the government and/or private insurers are shown that the systems for

delivering services and managing access to them can be created such that costs

can be predicted and controlled.... But, without continued and probably

broader financing of more consolidated long-term care systems, no assurances

can be given that costs can be predicted and controlled... and so on.

Thus, the goal of any piece of long-term care legislation should be aimed

at breaking this Catch-22. It is for this reason that we believe that these
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bills should beJudged against the criteria of increased financial protection ,

integration of financing, and integration of deliveryaptems. Furthermore

we believe that this must be accomplished in the context of reimbursement

systems that provide incentives for efficient behavior.

Although the main objective of our testimony was to provide the above

framework for evaluation, and not actually to evaluate the bills, it would be

instructive to briefly examine these bills to see which of the potential major

changes were incorporated into them and how their structure and incentives

might impact updn who is served, what delivery entities evolve, and how costs

are affected and distributed.

We have provided in our testimony, Table 1, a checklist of the possible

solutions that are incorporated in each bill. But, rather than go through

each item for each bill, we would like to make a few general observations

regarding similarities and differences among them.

Two characteristics common to all three bills are a strong case

management component and, from the federal perspective, capitation payment.

However, with regard to the former, S.410 is far more prescriptive than S.1244

or S.1614 regarding the form and structure that case management should take.

Indeed, it may be the case that it goes too far in that direction to allow for

the necessary flexibility at the local level. S.410 is more prescriptive than

the other two bills in another aspect that is not displayed in Table 1. S.410

calls for the development of only one provider agency per catchment area

unless it can be documented that -ne agency cannot adequately serve all

individuals in that area. Thus, it precludes the use of competition as a

device to improve efficiency.

S.410 differs from the other two bills in another important way. Both

S.1244 and S.1614 integrate the responsibility for both acute and chronic
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TABLE I

EVALUATING ALTERNATIVE LONG-TER4 CARE BILLS

Senate Bill

Possible Solution S.410 S.1244 S.1614

Financing:

Integrate 'Medicare/
Medicaid Funds No No Yes

Financial Protection
for Individuals not
Eligible for Medicaid Yes Yes No

Delivery/Services:

Case Management Yes Yes Yes

Same Agency Responsible
for Both Acute and
Chronic Care No Yes Yes

Same Organization
Responsible for Care
Regardless of Change
in Health Status No No Yes

Reimbursement Incentives;

Capitation (from
Federal Perspective) Yes Yes Yes

Risk-Sharing with:

State No No Yes

Providers Yes Yes Determined
by State
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care. They do this by making the same provider entity responsible for the

full spectrum of acute and chronic benefits. S.410 does not do this. As

such, it does not fully address the issue of service fragmentation and may

result in less efficient resource allocation than the other two bills.

Another aspect of service integration has to do with whom the provider is

responsible for serving. In this regard, S.1614 differs from S.410 and

S.1244. In S.1614, the same provider organization is responsible for care

regardless of a change in the health status of an enrollee. That is not true

of the other bills. In the cases of both S.410 and S.1244, if an enrollee's

condition either improves such that they no longer require chronic care or it

deteriorates to the point to which they require nursing home care, the

provider is no longer financially responsible for their care. Thus, under

both S.410 and S.1244, there is both the incentive and potential for providers

to "dump" heavy care patients.

With respect to both aspects of financing, S.1614 differs from the other

two bills. Both S.410 and S.1244 provide some financial protection to

chronically-ill and disabled Medicare recipients who are not eligible for

Medicaid; S.1614 does not. However, because neither bill protects the

recipient against nursing home expenditures, they should be viewed as partial

solutions. While S.1614 does not assess financial protection, it is the only

bill which directly addresses the need to pool Medicare and Medicaid funding

so that care can be efficiently delivered. It should go a long way in

providing states the additional flexibility they will need if they are to

continue to be the level of government primarily responsible for long-term

care.

In terms of payment, all the bills recognize the value of capitation.

But only S.1614 tries to place risk-sharing on the state. However, it is for
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this reason that some states may not be attracted to that bill. We suspect

that states will be attracted to S.1244 because it gives them organizational

and administrative control over resources that will prevent or delay people

from Medicaid eligibility, and it does it without putting the state at any

financial risk. For these same reasons, it will be particularly difficult to

make accurate cost projections for S.1244 and S.410. Another aspect of S.1614

that might cause states some difficulty is its prohibiition on lock-in or

requiring a recipient to participate. This may result in both providers and

recipients "gaming the system" to the detriment of the program.

All three bills have the potential for significant provider risk-sharing.

While S.410 and S.1244 build it in explicitly, 5.1614 leaves it as a state

option. We would suspect that if a state decides to participate in S.1614,

they will require substantial provider risk-sharing.

As the above discussion suggests, each of the above bills proposes

solutions to one Zr more of the four major problems that plague the long-term

care system in this country. However, none of the bills address all of the

major problems and they each emphasize a different solution. In this context,

it would be useful to briefly compare them to the National Social/HMO

demonstration project that is currently underway.

The Social/Health Maintenance Organization (Social/RMO) is a managed

system of health and long-term care services geared toward an elderly client

population. The Social/HRMO will enroll a representative mix of people - from

well to significantly impaired. Under this model, a single provider entity

assumes responsibility for a full range of acute inpatient, ambulatory,

rehabilitative, nursing' home care, home health, and personal care services

under a fixed budget which is prospectively determined. The Social/KIO is
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financed through monthly premiums paid by Medicare and by individual

enrollees. For Medicaid eligibles, Medicare and state Medicaid agencies share

the premium payments. Enrollees, providers, and public third-party payers

share risk under the Social/H4O model. Elderly persons who reside in the

target service area are voluntarily enrolled through the marketing efforts of

the Social/HMO provider entity. Once enrolled, clients are obligated to

receive all Social/HlO-covered services through Social/HMO providers, similar

to the operations of a medical model health maintenance organization. Thus,

the Social/HtMO proposes solutions to all four major system problems. However,

because of the limited size of the risk pool and the specter of adverse

selection, the long-term care benefit for non-Medicaid enrollees will not

initially be unlimited. Thus, it will not fully address the problem of

financial protection. Nevertheless, the protection that the Social/R4O offers

is substantial. At one site, the chronic care benefit will be up to $1000 per

month. In no case is it less than $6000 per year.

Because the Social/HMO attempts to change the system in so many ways, its

development has required much time and effort. We at Brandeis fully recognize

that the Social/HO concept could not h've become a reality without the hard

work and dedication of HCFA research and demonstration staff, staffs at the

four state Medicaid agencies, and the pioneering efforts of our four sites:

SCAN Health Plan (Long Beach, California); Ebenezer Society/Group Health Plan

(Minneapolis, Minnesota); Elderplan (Brooklyn, New York); and the Kaiser

Health Plan (Portland, Oregon). In addition, the project has received much

financial support from several national and local foundations. It is

anticipated that three of the sites will begin marketing in January or

February 1984 and the other sites will begin in early spring of 1984.
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The Social/*40 should provide all levels of government, providers, and

potential private insurers with valuable information regarding the feasibility

of integrated systems of care that are financed on insurance principles. In

addition, because of the large number of continuously enrolled elderly (over

16,000), clinicians and epidemiologists will be able to learn much about

improving care to the elderly and the management of chronic conditions.

Neither the Social/K40 nor any of the bills before you fully addresses

all of the problems of the current system, nor is any single bill likely to do

that. Thus, in your deliberations, it is imperative that you know where you

want to go. Do you desire a system that is financed primarily from public

dollars, or do you wnat to move it towards private financing via insurance

mechanisms or an income strategy? Do you want to shape the nature of the

delivery system, or do you want to leave that up to states or the marketplace?

What role do you want states to play in managing the system? While.you may

not have clear answers to all of these questions now, you can and must

proceed.

Long-term care for the elderly is fast becoming one of the most Important

health policy issues of our day. Something must be done. While the choices

you face are difficult ones, they are not impossible. Regardless of which

methods we ultimately choose to finance long-term care, we know that effective

and efficient delivery systems will be required. We know that delivery

systems that reduce fragmentation, coupled with risk-sharing, lead to more

efficient solutions. As a society, we must break out of the Catch-22 of

long-term care. We can begin by supporting and fostering efforts to develop

and implement innovative delivery systems. We hope that the framework

provided here will be helpful to you in these important and difficult

deliberations.
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Senator DURENBERGER. Senator Bradley.
Senator BRADLEY. Mr. Chairman, I wondered whether we want to

ask both questions simultaneously or direct questions only to Dr.
Wallack.

Senator DURENBERGER. Well, I take it you are here together and
that was the statement for both of you, right?

Dr. WALLACK. Well, this is Jay Greenberg. Jay directs our social
HMO project. And I think he would be the right one to address to
ask any questions regarding social HMO's or a whole host of-other
questions.

Senator BRADLEY. Do you have any sense of how many people
who are now in nursing homes would prefer a home health care
setting if they had that option?

Mr. GREENBERG. Senator, I don't have any information on the
numbers that would prefer it. Some circumstantial evidence would
suggest that substantial numbers would have preferred having the
alternative prior to going in, but I don't have any numbers.

Senator BRADLEY. The recent GAO study talked about the great
number of people who need care but are not in nursing homes. Do
you have any sense of what kind of care they need and how many
they are?

Mr. GREENBERG. Senator, it's estimated that between 3 and 5 per-
cent are frail, between 1 and 3 percent are extremely frail, and as
many as 11 percent would have some need of some type of social
service or health-related service. However, I haven't seen any accu-
rate estimates of the net numbers. That is, the difference between
those who are getting their needs met either through formal or in-
formal care and those that aren't receiving it, those that are cur-
rentlv falling through the net.

Senator BRADLEY. Would you agree that on average, home health
care is less costly than is maintaining an individual in a nursing
home?

Mr. GREENBERG. Again, I think the distinction has to be between
for the individual versus the system, and for the individual it also
depends on how disabled they are. If somebody requires 24-hour
nursing care and 24-hour supervision, I really can t see how it
would be less expensive to care for them in the home if there was
not informal care that was willing and able to take care of them on
a substantial amount of time.

Senator BRADLEY. In 1244, we have a capitation method of pay-
ment. Do you feel that is a proper wa to go?

Mr. GREENBERG. Having lived in Minnesota for about 10 years
and having been on the board of directors of an HMO for 6 of those
10 years, it would be heresy for me to say anything other than
that. [Laughter.]

And, indeed, I believe it's the way to go. I think it's very impor-
tant that all of the actors hove something at financial stake-pri-
vate payers, providers, and Government.

Senator BRADLEY. Do you see any problems that might flow from
that?

Mr. GREENBERG. I think the problems become technical prob-
lems. And that is in terms of the methodologies, because the data
are not as good as we would like them, there may be some prob-
lems in getting the exact correct payment. You don't want a pay-
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ment that is too high, and you also don't want a payment that is
too low. And so I think we are going to have to all recognize that it
isn't the science; that you are not going to be able to start out at
the third decimal point. But that I think it is possible to perceive to
monitor those systems and to take corrective action as we go along.

Dr. WALLACK. I was just really going to support what Jay said.
Not only from what we have learned about HMO'., nd their abili-
ty to use less expensive services. It's also then we uart to consider
all the kinds of services we want and are appropriate long-term
care package. There really are substitutions. We have learned you
can keep people in nursing homes-out of the hospital. You can
keep people at home, out of the nursing home. Those are very ef-
fective substitutions.

However, in fact, unless you really have the ability to somehow
cap some of these home services, I think we are all fearful that the
thing is just going to explode on us. So I think we can get the kinds
of substitutions and still do it in an appropriate way with a capita-
tion system.

Senator BRADLEY. So that would argue for targeting very clearly
the population that would be eligible for home health care?

Dr. WALLACK. I don't know if it means targeting the population
very early. I think you do want, in fact, to have a caseman system
which in fact looks at the chronically ill people and strives, in fact,
to manage their care perhaps more than other individuals' care.

But you also have to have a system, it seems to me, that encom-
passes everyone, much like an HMO. I think largely because of the
insurance reason, because, in fact, you get some individuals in
there who are healthy to start to support those who are, in fact,
sicker.

But there are those substitutions. We don't have a clear progress
all the time when someone, in fact, obtains a chronic illness. It's a
gradual process. And, therefore, it seems to me that if you wait too
long what you are likely to do is only have a very small percentage
when, in fact, maybe it's too late to do anything preventive about
them.

Senator BRADLEY. We attempted in 1244 to design a coordinated
system of care for the elderly, as opposed to having it fragmented
all over. Do you think we succeeded?

Mr. GREENBERG. Senator, I think if there was a slight change in
that bill that you will have succeeded. And the thing that concerns
me about the bill is the fact that if an individual becomes healthy
so that they don't require these services, that entity you have de-
veloped, in fact, no longer gets payments for these individuals so it
takes away the incentive to keep them healthy.

.And also if they get very disabled and have to go into a nursing
home after 20 days, then that entity is no longer responsible for it.
That's the part of the bill I'm concerned about.

Senator BRADLEY. I mean coordination between the home health
care'agency and the nursing home permit system.

Mr. GREENBERG. Well, this agency, the agency that you will be
giving the capitated payment to, as I understand the bill, is no
longer a financial risk for an individual that requires more than 20
days of continuous stay in a nursing home. If that's the case, then
there's the possibility. I'm not suggesting that the agency would do
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so. But there is the possibility, and it would be in their financial
best interest if a patient is very, very heavy care to try to get them
certified into a nursing home. And then, in essence, be rid of that
heavy care patient.

Senator DURENBERGER. Senator Packwood.
Senator PACKWOOD. How soon would you expect some definitive

results out of the social HMO test?
Mr. GREENBERG. Three out of the four social HMO's will be,

hopefully, marketing in January. And the fourth one will be begin
marketing, hopefully, in the spring.

I would guess that it will be 2 years before we have good evi-
dence with regard to the cost-effectiveness, if you will, of it. Howev-
er, I think that we have a certain amount of evidence already, dif-
ference kinds of evidence. That is, whether or not organizations are
willing to participate in this; whether or not consumers and con-
sumer groups are excited about it; whether or not States are get-
ting interested in the concept. And all of that evidence suggests
that people feel that the concept is right. But in terms of cost-effec-
tiveness, I would venture at least 2 years.

Senator PACKWOOD. Thank you.
Senator DURENBERGER. John Heinz, do you want to take time for

an opening statement?
Senator HEINZ. No, Mr. Chairman. I ask unanimous consent that

the text of my statement be put in the record.
[Statement of Senator John Heinz follows:]

OPENING STATEMENT BY SENATOR JOHN HEINZ

Good morning. I would like to begin by thanking my distinguished colleague from
-Minmisota-, Senator Durenburger, for chairing this second in a series of long-term

care hearings. I am very pleased that the Senate Finance Health Subcommittee is
beginning to respond to the nation-wide demand for long-term care reform.

Just two weeks ago, at the first of our hearings, members of this subcommittee
heard some sobering testimony. Witnesses appearing before us reviewed the major
problems in the delivery of long-term care. First, we were told that the delivery of
long-term care is marred by the absence of careful planning: Persons who are not
eligible for public welfare may purchase, at great cost, individual health and social
services-if such services are available. For individuals whose frail or disabled con-
dition and income level have made them eligible for public welfare, services may be
provided and financed through a variety of public welfare programs. In either case,
however, there seems to be no comprehensive design or coordination to the delivery
of their care.

Second, the number of persons requiring long-term care services has increased sig-
nificantly and will continue to increase over the next few decades, intensifying the
current demand for services. The demand for services resulting from projected in-
creases in the numbers of persons older than 75 will be compounded by two signifi-
cant factors. Many States are limiting the supply of nursing home beds in order to
restrain Medicaid program costs. With fewer nursing home beds available, the
demand for alternative services will grow. And, more home and community-based
services will be needed if Medicare's new DRG payment plan successfully shortens
hospital stays, discharging patients who are still in need of some level of care.

The third and inescapable problem is cost. Current financing mechanisms largely
determine the ways in which services are delivered and which services are provided.
The Medicare and Medicaid programs encourage overutilization of hospitals and
nursing homes. The General Accounting Office told the committee that persons re-
quiring long-term care services and their families prefer to avoid institutional care
and would rather rely on a variety of home and community-based services-if such
services were available and affordable. We seem to be encouraging older Americans
to use the most costly, less appropriate and least preferred form of care.

As is often the case, those witnesses who came to the Finance Committee bearing
bad news, came with few solutions.
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We are here today to look at legislative proposals that make an honest attempt to
achieve real reform in long-term care. Both of the bills offered by Senators Pack-
wood, Bradley and myself, S. 1614 the Health Care Coordination Act of 1983 and S.
1244, the Senior Citizen Independent Community Care Act, address some if not all
of the problems described in the last hearing. S. 1244 would provide home and com-
munity-based services to frail Medicare beneficiaries. The bill would not only help
to keep the frail elderly at home and out of nursing homes, but also help slow down
the devastating "spend down" problem-by that I mean the ways in which middle
income familes are forced to impoverish themselves in order to become eligible for
long-term care services.

The Health Care Coordination Act of 1983, S. 1614 allows States to provide coordi-
nated health and community-based services, both acute and long-term care, to per-
sons eligible for benefits under both the medicare and medicaid programs. The bill
encourages States to manage the entire spectrum of health services to persons who
often have the greatest trouble gaining access to the services they need most.

These dually eligible persons are, in large part, the poorest, oldest, and frailest in
our country. These are the people who are failing between the gaps. They are sicker
than the medicare-only population. They have a greater need for ongoing custodial
and personal care. Even when institutional placement is appropriate, many cannot-
find an available nursing home bed. Yet, at the same time, they are unable to get
the support services they need to remain in the community.

The bills that we will hear about today are by no means redundant or mutually
exclusive. In combination, they incorporate what I believe to be the 6 key principals
of long-term care reform: First, reimbursement should cover the entire range of
long-term care services, including individual assessment and case management.
Second, acute and long-term care services should be better coordinated. Third, sav-
ings should be captured by reducing unnecessary hospital utilization. Fourth, pre-
paid capitated plans, that provide incentives for cost-effective care should be encour-
aged. Fifth, States and local governments should have maximum flexibility to struc-
ture programs appropriate to local conditions and needs. And sixth, services should
be targeted first to those most in need of care.

Mr. Chairman, I look forward to an interesting and productive hearing.

Senator DURENBERGER. Without objection, it is so ordered.
Senator HEINZ. Thank you. Mr. Greenberg, Mr. Wallack, each of

the bills that you mentioned and were looking at uses capitated
payments of finance benefits, but none of the financing methods
are exactly alike. What do you use in the way of a financing
method for the social HMO at least for experiments?

Mr. GREENBERG. We use the payment system that medicare cur-
rently uses, or a modification of the payment system that medicare
currently uses to pay HMO's that are on a risk concept. The so-
called AAPCC. There is one very important adjustment. And the
adjustment is that we will be-for individuals that would be certi-
fied as requiring institutional care but remain in the community,
we will be reimbursed at the higher institutional rate for those in-
dividuals.

Senator HEINZ. In S. 1614 we use the AAPCC. For those dually
eligible enrollees who aren't frail, we pay 95 percent of the
AAPCC. For those who are frail, medicare will pay 95 percent of
the institutional AAPCC. Do you want to comment on that?

Mr. GREENBERG. Well, since it mirrors somewhat what we are
doing in the social IMO, I think it's a reasonable way to approach
it.

Senator HEINZ. Good; now in the bills before the committee
today, one of the things that we are trying to do is reduce excessive
hospital utilization stays. In S. 1614 we think we are trying to do
that, to reduce hospital stays, and achieve medicare part A savings.
Do you think it is reasonable for us to assume that in fact we will
achieve part A savings?
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Dr. WALLACK. I think there is already some evidence that sug-
gests for the elderly the comprehensive kinds of care can signifi-
cantly reduce hospitalization. There again have been small studies
at looking at the very frail elderly in nursing homes that have
shown reductions in hospitalization approaching 50 percent. There
have been other studies that have looked at-there are now a
number of HMO's participating and have elderly enrolled in them:
And they are also showing large savings with regard to hospitaliza-
tion.

The answer is "Yes." That is a real possibility. And the real
question will be the size of those kinds of savings.

Senator HEINZ. One of the things we have been trying to get
from both the Health Care Financing Administration and from
CBO is a cost estimate on S. 1614. They have been trying. They
haven't been uncooperative, but they have told us that there is not
enough information in our bill for them to make such an estimate.
They apparently need some help on the assumptions underlying
the legislation.

Would it be possible based on your experience with the Health
Care Financing Administration and the social HMO's to assist
them and us in helping to specify necessary assumptions?

Dr. WALLACK. I think we could probably assist them if we find
out sort of some of their issues that they are dealing with. There
are some real conceptual problems that one would have to deal
with in terms of structuring this rate. And to try to figure out par-
ticularly what would be the participation rate. How many States?
How many individuals? You have got a voluntary system.

There are some calls one would have to-make. And we could cer-
tainly deliberate over those as well as, in fact, how to appropriately
deal with the reimbursement rate.

Senator HEINZ. We would really welcome that kind of help. I
think all of us would.

Finally, in page 8 of your testimony you indicate that because of
S. 1614's prohibition on beneficiary lock in the bill may allow pro-
viders and recipients to game the system to the detriment of the
program. What could we do about that?

Mr. GREENBERG. Well, what some State medicaid programs are
involved now, particularly in their medicaid competition demon-
strations, and through section 2175 waivers, is requiring them to
participate with or through particular providers and particular
provider structures, so it would seem to me that it if a State de-
sired it that if they felt that these programs that they were devel-
oping through your legislation were, in fact, cost eff,\tive to re-
quire participation through them.

Senator HEINZ. Thank you.
Senator DURENBERGER. I have a couple of questions oy, this social

HMO. You talked about the high-low problems. You talked about
the AAPCC problems. Are there any other difficulties we ought to
get on the record in coming up with a capitation payment?

Mr. GREENBERG. I think t here are a couple of things about the
social HMO that make the payments trickier, if you will. And that
has to do with the fact that since this has to be sold in a somewhat
competitive environment that we don't know how much adverse se-
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lection we are going to entail and how much we are going to under-
estimate the true need in our population.

One of the advantages of the social HMO is that it is a broader
benefit package that anybody can purchase today. One of the prob-
lems in a place like Minnesota where there are five or six HMO's
selling more traditional service packages and HMO's and having
been allowed to health screen on part of those is that there may
well be a lot of people out there who are very, very frail, and the
social HMO, which will not be health screening as such, may wind
up with more than its fair share of disabled individuals. So that's
going to be a difficulty.

Senator DURENBERGER. What will be the range in monthly pre-
miums for the medicare only enrollees across your demonstration?

Mr. GREENBERG. Well, again, we have four sights. And three of
them we have hard numbers on. One of them is in its-the one in
California we don't have hard numbers. Of the three sides of the
Brooklyn, the Minneapolis, and the Portland, Oreg., the lowest is
the Minneapolis. The monthly payment of the medicare combined
is around $221 a month, $29 of that is private premium.- The high-
est is the Kaiser-Portland with a total of $259, and $40 of that is
private premium.

Senator DURENBERGER. I guess I can understand why it might be,
in the beginning, necessary to limit the long-term care benefits for
nonmedicaid enrollees. But why will the different sights have dif-
ferent levels of protection? Is it just a matter of chronic care bene-
-fits being more expensive at one place than it is another?

Mr. GREENBERG. No; I think if you look across them and you look
at who has the highest chronic care benefit and who has the
lowest, it has a lot to do with the marketplace, and with competi-
tion in the marketplace, and the fear of adverse selection as a
result of that. So what we see is that the Minneapolis one is
coming in with the lowest chronic care benefit and Portland, Oreg.,
the Kaiser, coming in with the highest chronic care benefit. I guess
while one can deliberate or argue over the virtues of competition.
The real question is if we have a fledgling or a baby when it grows
up, we think, can compete, how early do we put it into the wilder-
ness to fend for itself.

Senator DURENBERGER. Let me finish with a general question on
the Federal role. In my opening statement and you in your com-
ments talked about some of the problems with the Federal involve-
ment in the financing and the provision of long-term care. Would
you tell us why the Federal involvement is important and what are
the things that we should be careful to avoid as we involve our-
selves, and then maybe some comments on the private sector insur-
ance side? Why haven't we seen more, and what will it take? Is it
just a matter of our having to decide where we are going before the
private sector steps in?

Dr. WALLACK. I think the Federal involvement is terribly impor-
tant. And I think a good case in point is the kind of model we are
developing for insurance from the social HMO. It's really built
upon medicare. And it's extending medicare, and trying to, in fact,
incorporate private premiums. There is no question with the
money you are spending on medicare, the money you are spending
on medicaid that that is instrumental in developing any kind of a
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-benefit package for the elderly, and that, in fact, includes insur-
ance.

I think the other point I made before. And I don't know whether
that means you pay all of it. I think that is really a question. And
with the constraints on the budget, I think at this point that is un-
realistic to consider that. However, the dollar is the key. And the
ability to leverage those dollars or allow those dollars to be used in
an effective way and appropriate way for an innovative system is
very important.

The other part of the Federal role that I mentioned is that we
have got an awful lot to learn about the delivery system. And it
seems to me that that is only going to happen to some extent with
this thing being facilitated perhaps by the Federal Government.

With regard to private insurance, I suspect we are going to see a
little bit more of it. We are now seeing some smaller insurance
companies like Firemen's Fund and some others start to offer in-
surance for long-term care. I suspect though in the long run it may
come more from the delivery side, much like health insurance
came from the providers, the hospitals in the 1930's.

As these deliverers of care, as these providers see the need to fi-
nance this care, they may, in fact, become innovative. And part of
it goes back to why private insurance hasn't grown and why it
hasn't happened. I mean I sit there sort of sometimes amazed that
it is clearly a market. There are a lot of elderly. And we are find-
ing in our marketing studies that these people want that protec-
tion. They start to realize it. Why, in fact, hasn't it happened? I
think there are probably a number of reasons for it. Insurance
companies are conservative about getting into new areas. They are
run by actuaries. They, in fact, are very concerned about the ad-
verse selection issue and don't know necessarily how to deal with
that. But also in fact the major ones don't market to that popula-
tion. They market to employers. And employers right now are con-
cerned with health care costs and disabilities. They are not con-
cerned with their employees 20 years down the road. And they are
not thinking, therefore, about long-term care insurance.

So, in fact, given-the reaction in the marketplace, I think it's un-
likely that it will come from the traditional insurance company. I
do, however, think it may come from the providers of care. You
may know about the life care community. It's a retirement commu-
nity. They have, in fact, proven insurance can really work in those
systems. They can be actuarially sound. So it's clear to me you can
do insurance in those models.

I think we will see more innovation. And I think to the extent
this committee and others can encourage it, I think we will learn
something.

Senator DURENBERGER. Thank you.
Any other questions?
[No response.]
Senator DURENBERGER. Thank you very much for your testimony.

We appreciated it a great deal.
Our next witness is Larry Oday, Director of Bureau of Eligibility,

Reimbursement and Coverage for the Health Care Financing Ad-
ministration of the Department of Health and Human Services,
along with trusty aides.

29-033 O-84- 16
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Larry, your full statement will
you may proceed to summarize it.

[The prepared statement of Mr.

be made part of the record. And

Oday follows:]
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I AM PLEASED TO BE ABLE TO SHARE WITH YOU THE

ADMINISTRATION'S VIEWS ON THREE BILLS--S. 1244, S, 1540 AND
S, 1614--AIMED AT BROADENING HOME AND COMMUNITY CARE

SERVICES AVAILABLE TO THE MEDICARE AND MEDICAID POPULATIONS,

WITH ME IS MR, ROBERT STREIMER, DIRECTOR OF THE OFFICE OF

COVERAGE POLICY, AND DR, THOMAS KICKHAM, CHIEF OF THE LONG

TERM CARE REIMBURSEMENT BRANCH OF THE OFFICE OF RESEARCH AND

DEMONSTRATIONS. WHILE EACH BILL HAS ITS UNIQUE FEATURES AND

ADDRESSES DIFFERENT GROUPS, THEY ALSO HAVE SEVERAL COMMON

FEATURES, THESE MAY BE DESCRIBED AS FOLLOWS:

1, A COMMON PERCEPTION OF THE PROBLEM. EACH IS CONCERNED

WITH THE INCREASED AGING OF THE POPULATION'AND THE

ACUTE CARE BIAS OF MEDICARE, AND EACH PRESUMES THAT

MANY OF OUR ELDERLY HAVE UNMET PERSONAL CARE NEEDS.

2, AN ASSUMPTION THAT INCREASED HOME AND COMMUNITY-BASED

CARE IS THE MOST COST-EFFECTIVE WAY TO ADDRESS THESE

NEEDS AS OUR POPULATION AGES, WHILE THE PARTICULAR

APPROACHES TO CARE DELIVERY AND PAYMENT DIFFER IN EACH

BILL, THEY ALL EMPHASIZE NON-INSTITUTIONAL COMMUNITY-

BASED CARE,

3, AN ASSUMPTION THAT STATE ADMINISTRATION IS THE

PREFERRED COURSE FOR BOTH MEDICARE AND MEDICAID

BENEFICIARIES TO BE SERVED THROUGH THESE

AUTHORIZATIONS.
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WE TOO RECOGNIZE THE FACT THAT THERE WILL BE INCREASING

NUMBERS OF THE ELDERLY AND THAT THEY WILL BE LIVING LONGER

THAN HAS BEEN THE CASE IN THE PAST. WE RECOGNIZE THAT THIS

PHENOMENON, WHILE A CREDIT TO OUR SOCIETY AND ITS HEALTH

CARE SYSTEM, WILL CREATE NEW STRESSES ON SOCIETY'S

IMAGINAT19N AND ABILITY TO FINANCE AND MEET THE NEEDS OF THE

ELDERLY, NOR HAVE WE BEEN IDLE, WE HAVE UNDERWAY A NUMBER

OF RESEARCH AND DEMONSTRATION PROJECTS TO HELP US DEVELOP

IDEAS AND INSIGHTS ON HOW TO PROCEED I WILL DISCUSS THESE

PROJECTS AT A LATER POINT IN MY STATEMENT,

WE HAVE SERIOUS RESERVATIONS ABOUT THE THREE BILLS UNDER

CONSIDERATION AND THEIR LONG-TERM CARE AND COST IMPLICATIONS

FOR THE MEDICARE AND MEDICAID PROGRAMS. SPECIFICALLY,

THE ELIGIBILITY REQUIREMENTS ARE COMPLEX, LIABLE TO

CONSIDERABLE SUBJECTIVITY IN DETERMINING WHETHER AN

INDIVIDUAL MIGHT USE INSTITUTIONAL CARE, AND COULD LEAD

TO A MUCH LARGER SERVICE POPULATION

THE SCOPE OF BENEFITS IS BROADER THAN IN EITHER THE

MEDICARE OR MEDICAID PROGRAMS TODAY. THESE EXPANDED

SERVICES MAY BE MORE EXPENSIVE THAN OUR EXISTING CARE

STRUCTURE, AND INCREASE COSTS.

-2-
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THE ADMINISTRATION OF THE PROGRAMS THROUGH STATES IS

FETTERED WITH MANY PROCESS REQUIREMENTS WHICH DETRACT

FROM FOCUSING ON THE APPROPRIATENESS AND QUALITY OF

CARE PROVIDED CREATE UNNECESSARY REPORTING

REQUIREMENTS AND RED TAPE, AND ARBITRARILY DECREASE THE

FLEXIBILITY NEEDED TO ADMINISTER SUCH PROGRAMS WELL.

IN ADDITION SOME ASPECTS OF THE BILLS DUPLICATE

EXISTING MEDICAID AND MEDICARE COVERAGE.

NO NEW REVENUE RAISING SOURCES ARE SUGGESTED TO FINANCE

ANY INCREASED PROGRAM EXPENDITURES BECAUSE MORE -

SERVICES ARE BEING PROVIDED, THIS IS PARTICULARLY

CRITICAL GIVEN THE LOOMING INSOLVENCY OF THE MEDICARE

TRUST FUND, AND STATE AND FEDERAL CONCERNS TO CONTAIN

MEDICAID COSTS.

FOR THE REASONS JUST MENTIONED, OUR ACTUARIES HAVE BEEN

UNABLE TO MAKE EVEN ROUGH ESTIMATES OF THE SIZE OF THE COST

OF ANY OF THESE BILLS, WE OPPOSE THE PASSAGE OF LEGISLATION

WITH SUCH UNKNOWN FINANCIAL CONSEQUENCES FOR OUR PROGRAMS,

I WOULD NOW LIKE TO BRIEFLY COMMENT ON EACH BILL IN THE

ORDER IT WAS INTRODUCED IN THE SENATE, MY COMMENTS WILL

REFLECT THE TRULY COMPLEX NATURE OF THE PROBLEMS WE FACE.

-3-
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S. 1244, SENIOR CITIZENS INDEPENDENT COMMUNITY CARE ACT

THIS BILL WOULD ESTABLISH STATE MEDICARE PROGRAMS (IN FOUR

STATES FOR THE FIRST FOUR YEARS) OF HOME AND COMMUNITY-BASED

CARE FOR PURPOSES OF AVOIDING OR REDUCING INSTITUTIONALI-

ZATION, FINANCING WOULD BE ON A PREPAID CAPITATED BASIS AND

WOULD BE ADMINISTERED BY THE STATE,

TO BE ELIGIBILE, AN INDIVIDUAL MUST BE 65 OR OLDER, ELIGIBLE

FOR MEDICARE PART A AND ENROLLED IN PART Ba NOT

INSTITUTIONALIZED OR SCHEDULED FOR DISCHARGE WITHIN 90 DAYS,

EVALUATED ON AN ONGOING BASIS THROUGH A DETAILED SET OF

CRITERIA BY A mPREADMISSION AND SCREENING TEAM" WHICH

DEVELOPS AND UPDATES A WRITTEN PLAN OF CARE, AND HAVE A

SPECIFIED DEGREE OF PHYSICAL OR MENTAL IMPAIRMENT

THE SCOPE OF BENEFITS CONSISTS OF ALL MEDICARE PART A AND B

SERVICES PLUS PERSONAL CARE SERVICES INCLUDING ADULT DAY

CARE AND RESPITE CARE, A NUMBER OF SERVICES AND BENEFIT

COORDINATION REQUIREMENTS ARE ALSO SPECIFIED

WE HAVE A NUMBER OF PROBLEMS WITH THIS BILL, FOR EXAMPLEs

WE CANNOT EVEN PROJECT AN ELIGIBLE POPULATION BECAUSE OF

SEVERAL ISSUES, NOT THE LEAST OF WHICH IS THE COMPLEXITY OF

THIS BILL.

-4-
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UNMET NEEDS ARE NOT CLEARLY DEFINED FOR INSTANCE, IF

HOMEMAKER SERVICES ARE BEING PROVIDED BY A FRIEND OR A

RELATIVE, DO THEY CONSTITUTE AN UNMET NEED?

UNMET NEEDS CAN BE SINGULAR OR A COMBINATION OF

CONDITIONS. WITH SUCH A SITUATION, ELIGIBILITY MAY

QUICKLY CHANGE, DEPENDING ON THE MOST RECENT

COMBINATION OF FACTORS. PROGRAM CONTROL IN TERMS OF

COSTS AND ADMINISTRATION WOULD BE DIFFICULT.

THERE ARZ OTHER ISSUES AS WELL, THE BILL CALLS FOR A

CAPITATED RATE AT 60 PERCENT OF THE AVERAGE SKILLED NURSING

FACILITY (SNF) RATE IN THE STATE, BUT IT DOES NOT SPECIFY

HOW THE BASIC RATE SHOULD BE ESTABLISHED OR WHICH SNF RATE

(COST/CHARGES/MEDICARE/MEDICAID)'SHOULD BE USED IN ANY SUCH

COMPUTATIONS

S.1540, COMMUNITY HOME CARE SERVICES ACT OF 1983

THIS BILL WOULD ALLOW STATES TO IMPLEMENT PROGRAMS OF.

COMMUNITY BASED CARE, WHEN MEDICALLY APPROPRIATE AND COST

EFFECTIVE. IT WOULD ALSO REQUIRE PERIODIC ASSESSMENTS OF A

MEDICAID PATIENT'S NEED FOR LONG TERM CARE SERVICES AND THE

DEVELOPMENT OF A PLAN OF CARE TO MEET THOSE NEEDS, UNDER

THESE PROGRAMS, A COMPREHENSIVE RANGE OF MEDICAL AND SOCIAL

SERVICES WOULD BE PROVIDED IN THE HOME TO MEDICAID PATIENTS

-5-
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WHO WOULD OTHERWISE REQUIRE INSTITUTIONAL CARE. STATES

WOULD ALSO RECEIVE AN ADDITIONAL 10 PERCENT ABOVE THEIR

CURRENT MEDICAID REIMBURSEMENT LEVEL AS AN INCENTIVE TO

IMPLEMENT THESE PROGRAMS,

WE VIEW THIS BILL AS AN EXPANDED, MORE COMPLICATED, AND MUCH

MORE COSTLY VERSION OF EXISTING AUTHORITY FOR STATE

PROGRAMS OF HOME AND COMMUNITY-BASED CARE, UNDER EXISTING

WAIVER AUTHORITY, PROVIDED BY SECTION 2176 OF THE OMNIBUS

RECONCILIATION ACT OF 1981, STATES MAY OFFER SERVICES SUCH

AS CASE MANAGEMENT, HOMEMAKER, HOME HEALTH AIDE, PERSONAL

CARE, ADULT DAY CARE, HABILITATION CARE, RESPITE CARE,

AND/OR OTHER SERVICES THAT WILL RESULT IN THE COST-EFFECTIVE

AVOIDANCE OF INSTITUTIONAL CARE, As OF OCTOBER 1, 38 STATES

HAVE BEEN APPROVED TO OPERATE 51 PROGRAMS OF HOME AND

COMMUNITY-BASED CARE. THIS RESPONSE TO THE WAIVER PROVISION

DEMONSTRATES THAT THE MAJORITY OF STATES HAVE ALREADY

INITIATED MEDICAID PROGRAMS OF HOME AND COMMUNITY BASED CARE

TAILORED TO THE UNIQUE SERVICE NEEDS AND PROVIDER

CAPABILITIES EXISTING IN THEIR COMMUNITIES. THUS, WITHOUT

THE DETAILED LEGISLATIVE SPECIFICATIONS AND INCREASED

FEDERAL COSTS IN So 1540, ITS INTENT MAY ALREADY BE REALIZED

AND WE SEE NO NEED AT TH!S TIME FOR ITS PASSAGE. ONCE

INFORMATION IS AVAILABLE ON THE RESULTS OF THESE PROJECTS,

WE WILL BE IN A BETTER POSITION TO ASSESS IF CHANGES ARE

NEEDED,

-6-
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S. 1614, HEALTH CARE COORDINATioN ACT OF 1983

THIS PROPOSAL WOULD ALLOW STATES TO IMPLEMENT COMPREHENSIVE

AND COORDINATED PROGRAMS OF ACUTE AND LONG TERM CARE FOR

PERSONS ELIGIBLE FOR BOTH MEDICARE AND MEDICAID. THESE

PROGRAMS WOULD BE ALTERNATIVES TO CURRENT MEDICARE/MEDICAID

BENEFITS WITH AN EMPHASIS ON EXPANDED HOME CARE TO REDUCE

UTILIZATION, WITHIN CERTAIN SPECIFIED CONDITIONS AND

RESTRICTIONS, ENROLLMENT WOULD BE VOLUNTARY. THE MEDICARE

CONTRIBUTION TO STATES FOR EACH ENROLLEE WOULD BE AT 95

PERCENT OF THE INSTITUTIONAL ADJUSTED AVERAGE PER CAPITAL

COST FOR SNF AND INTERMEDIATE CARE FACILITY (!CF) PATIENTS

AS DETERMINED FOR HMO REIMBURSEMENT,

STATES WOULD PAY THE MEDICARE PART B PREMIUM FOR EACH

ENROLLEE AND WOULD BE PAID FOR PREMIUM COSTS UNDER EXISTING

MEDICAID PROVISIONS. STATES WOULD HAVE THE DISCRETION TO

CHOOSE AMONG THE VARIETY OF PAYMENT MECHANISMS FOR

PROVIDERS.

OUR PROBLEMS WITH THIS BILL ARE SIMILAR TO THOSE WE HAVE

WITH S. 1244, ELIGIBILITY IS SO LOOSELY DEFINED THAT WE ARE

UNABLE, WITHIN THE DUALLY ENTITLED POPULATION TO IDENTIFY OR

-7-
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TO ESTIMATE THE NUMBER OF PEOPLE WHO MIGHT MEET THE

REQUIREMENTS OF DEPENDENCE ON PERSONAL ASSISTANCEs NOR DO

WE HAVE THE ABILITY TO IDENTIFY OR ESTIMATE THOSE "WHO WOULD

OTHERWISE BE INSTITUTIONALIZED" OR THE "FRAIL ELDERLY."

CONSEQUENTLY, WE CANNOT ESTIMATE THE PROGRAM'S COSTS IN A

WAY THAT WOULD ALLOW US TO KNOW THE MAGNITUDE OF THE COST OF

THE PROGRAM MUCH LESS WHETHER IT WOULD BE COST EFFECTIVE.

HERE, TOO, THE POTENTIAL DIVERSITY OF SERVICE ALTERNATIVES

AND THEIR LOOSELY DEFINED-RELATIONSHIP TO EXISTING

MEDICARE/MEDICAID BENEFITS MAKE IT IMPOSSIBLE FOR US TO

ASSESS THE CONSEQUENCES OF IMPLEMENTATION.

HAVING BRIEFLY OUTLINED SOME OF OUR COMMENTS ON-AND

OBJECTIONS TO THESE THREE BILLS, I WOULD NOW LIKE TO REVIEW

OUR CURRENT ACTIVITIES THAT WE ANTICIPATE WILL PROVIDE US

WITH DATA FOR DECISION MAKING ON THIS SUBJECT.

RESEARCH AND DEMONSTRATION ACTIVITY

RECOGNIZING THE TREND TOWARDS EXPANDED HOME HEALTH CARE AND

THE DILEMMA IT COULD POSE FOR PROGRAM COSTS, THE HEALTH CARE

FINANCING ADMINISTRATION (HCFA) AND OTHER AGENCIES OF THE

DEPARTMENT OF HEALTH AND HUMAN SERVICES HAVE UNDERTAKEN A

NUMBER OF RESEARCH AND DEMONSTRATION ACTIVITIES. THESE

EFFORTS ARE FOCUSED PRIMARILY ON COMMUNITY-BASED CARE AND

-8-
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TRAINING RECIPIENTS UNDER THE AID TO FAMILIES WITH DEPENDENT

CHILDREN (AFDC) PROGRAM TO PROVIDE HOMEMAKER AND HOME HEALTH

AIDE SERVICES. LET ME SUMMARIZE WHAT WE ARE DOING IN THESE

DEMONSTRATIONS,

COMMUNITY-BASED CARE

THE HEALTH CARE FINANCING ADMINISTRATION AND THE OFFICE OF

HUMAN DEVELOPMENT SERVICES HAVE INITIATED A NUMBER OF

COMMUNITY-BASED CARE PROJECTS TO TEST WHETHER THE PROVISION

AND MANAGEMENT OF AN APPROPRIATE MIX OF IN-HOME HEALTH AND

SOCIAL SERVICES DIRECTED AT INDIVIDUAL CLIENT NEEDS WILL

REDUCE BOTH TOTAL CARE COSTS AND INSTITUTIONAL CARE COSTS

WITHOUT SACRIFICING QUALITY OF CARE. FINDINGS FROM SEVERAL

EARLIER DEMONSTRATIONS HAVE BEEN MIXED, SOME PROJECTS HAVE

SHOWN SIGNIFICANT REDUCTIONS IN MORTALITY AND HIGHER LEVELS

OF SELF-MAINTENANCE AND SATISFACTION FOR DEMONSTRATION

PARTICIPANTS VERSUS COMPARISON GROUP MEMBERS, HOWEVER,

OTHER STUDIES CONDUCTED BY HCFA AND THE GENERAL ACCOUNTING

OFFICE (GAO) INDICATE THAT AN EXPANSION OF HOME HEALTH

SERVICES CAN BE MORE COSTLY THAN NURSING HOME CARE IF THERE

IS A LACK OF TARGETING, THAT IS, IF THE INDIVIDUALS SERVED

ARE NOT TRULY AT RISK OF INSTITUTIONALIZATION

-9-
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AN EVALUATION OF THE COMMUNITY CARE DEMONSTRATIONS IS NOW

BEING PERFORMED UNDER CONTRACT. AND WE WILL RECEIVE A FINAL

REPORT IN EARLY 1984.

THE FINDINGS FROM OUR COMMUNITY CARE DEMONSTRATIONS ARE

SIMILAR TO THOSE REPORTED TO YOU. MR. CHAIRMAN, BY THE GAO

IN ITS 1982 REPORT ON EXPANDING HOME HEALTH CARE. THE GAO

FOUND THAT EXPANDED HOME HEALTH SERVICES INCREASED THE

LONGEVITY AND SATISFACTION OF CHRONICALLY ILL, ELDERLY

PATIENTS, HOWEVER, THESE SERVICES DID NOT REDUCE NURSING

HOME OR HOSPITAL USE OR TOTAL SERVICE COSTS. THE GAO

- RECOMMENDED FURTHER EVALUATION OF THE EFFECTS OF EXPANDED

HOME HEALTH CARE ON INDIVIDUALS WHO ARE MOST AT RISK OF

INSTITUTIONAL CARE. AND OF HOW HOME CARE SHOULD BE ORGANIZED

FOR MAXIMUM EFFICIENCY AND EFFECTIVENESS$

PARTIALLY AS A RESULT OF THE FINDINGS FROM THE COMMUNITY-

BASED CARE DEMONSTRATIONS, HCFA AND THE DEPARTMENT HAVE

IMPLEMENTED A MAJOR RESEARCH PROJECT, THE NATIONAL LONG-TERM

CARE CHANNELING DEMONSTRATION, IN TEN PROJECT SITES (LYNN.

MASSACHUSETTS; CLEVELAND, OHIO; RENSSELAER COUNTY, NEW YORK;

PHILADELPHIA, PENNSYLVANIA; MIAMI, FLORIDA; MIDDLESEX

COUNTY, NEW JERSEY; BALTIMORE, MARYLAND; HOUSTON, TEXAS;

PORTLAND, MAINE; AND EASTERN KENTUCKY), THIS DEMONSTRATION

BUILDS UPON OUR PREVIOUS EFFORTS BY TARGETING THE POPULATION
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MOST AT RISK OF INSTITUTIONAL CARE AND BY PROVIDING

SUFFICIENT ATTENTION TO MAINTAINING AND STRENGTHENING

INFORMAL PROVIDERS OF CARE, PARTICULARLY FAMILIES, FRIENDS,

AND VOLUNTEERS.

THE CHANNELING DEMONSTRATION IS DESIGNED TO DETERMINE

WHETHER THE LONG-TERM CARE NEEDS OF ELDERLY IMPAIRED PERSONS

CAN BE MET IN A COST-EFFECTIVE WAY THROUGH A COMMUNITY-BASED

SYSTEM OF COMPREHENSIVE NEEDS ASSESSMENT, CARE PLANNING AND

CASE MANAGEMENT. THE PROJECTS GENERALLY COMBINE INNOVATIVE

APPROACHES TO THE ORGANIZATION AND DELIVERY OF SERVICES WITH

BROADER SERVICE PACKAGES. THE FINAL REPORT ON THIS

DEMONSTRATION WILL BE AVAILABLE IN SEPTEMBER 1985.

AFDC HOME HEALTH AIDE PROJECTS

ON JANUARY 1, 1983s THE AFDC HOME HEALTH AIDE DEMONSTRATION

BEGAN ITS OPERATIONAL PHASE IN THE STATES OF ARKANSAS,

KENTUCKY, NEW JERSEY, NEW YORK, OHIO. SOUTH CAROLINA AND

TEXAS. UNDER THIS DEMONSTRATION, ELIGIBLE AFDC RECIPIENTS

WILL BE TRAINED AND EMPLOYED AS HOMEMAKERS AND/OR HOME

HEALTH AIDES, EACH STATE WILL TRAIN UP TO 500 AFDC

RECIPIENTS TO PROVIDE LONG-TERM CARE SERVICES TO ELDERLY AND

DISABLED INDIVIDUALS WHO WOULD LIKELY BE INSTITUTIONALIZED

WITHOUT THESE SERVICES.
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THE MAJOR ISSUES TO BE EXAMINED IN THE DEMONSTRATION ARE:

(1) THE EXTENT TO WHICH TRAINING AFDC RECIPIENTS AS

HOMEMAKERS AND HOME HEALTH AIDES IS FEASIBLE AND RESULTS IN

EVENTUAL NON-SUBSIDIZED PRODUCTIVE EMPLOYMENT FOR THE -

TRAINEES; AND (2) WHETHER THE PROVISION OF HOMEMAKER AND

HOME HEALTH AIDE SERVICES TO ELDERLY OR DISABLED

INDIVIDUALS, WHO WOULD NOT-OTHERWISE RECEIVE THOSE SERVICES,

RESULTS IN A LOWER USE OF INSTITUTIONAL CARE. THE

EVALUATION OF THIS DEMONSTRATION WILL BE CONDUCTED UNDER

SEPARATE CONTRACTS WITH THE SEVEN PARTICIPATING STATES AND

IS SCHEDULED FOR COMPLETION IN JUNE 1986,

OTHER STUDIES

-IN NEW YORKD.A DEMONSTRATION PROJECT IS DEVELOPING A SYSTEM

OF FINANCIAL INCENTIVES TO ENCOURAGE THE MOST COST-EFFECTIVE

CARE FOR MEDICAID PATIENTS REQUIRING POST HOSPITAL SKILLED

NURSING SERVICES. THE PURPOSE OF THIS DEMONSTRATION IS TO

REDUCE THE BACK UP OF HOSPITALIZED MEDICAID PATIENTS

AWAITING PLACEMENT TO SUBACUTE LEVELS OF CARE.

THE SYSTEM TO BE DEVELOPED WILL INVOLVE THE PAYMENT OF A

CAPITATION RATE BY MEDICAID, FOR ELIGIBLE PATIENTS, TO COVER

THE COST OF POST-HOSPITAL LONG TERM CARE. THE CAPITATION

RATE IS INTENDED TO COVER THE HOSPITALS' COSTS FOR THE
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PATIENTS' ALTERNATE CARE STAY TO THE EXTENT THAT THEY EXCEED

THE AVERAGE SKILLED NURSING FACILITY PER DIEM FOR THE AREA.

THE-BALANCE OF THE CAPITATION PAYMENT WILL CONSTITUTE THE

FINANCIAL INCENTIVE.

CONLUSION

HOME HEALTH CARE IS NOW ENTERING A PERIOD OF RAPID

EVOLUTION. IN RESPONSE TO THE DESIRE OF MANY ELDERLY AND

DISABLED PATIENTS TO REMAIN IN THEIR HOMES, RATHER THAN

BEING ADMITTED TO INSTITUTIONS FOR MEDICAL CARE, MORE PEOPLE

VIEW HOME CARE AS A FUNDAMENTAL COMPONENT OF THE HEALTH CARE

CONTINUUM NECESSARY TO MEET LONG-TERM MEDICAL AND SOCIAL

NEEDS, HOWEVER, THE IMPLICATIONS OF THIS EMERGING CONCEPT

NEED CAREFUL EXAMINATION, JUST THE AGING OF THE AMERICAN

POPULATION CAN CAUSE US TO EXPECT INCREASED DEMAND FOR HOME

CARE AND INCREASED DEMAND WILL CERTAINLY MEAN INCREASED

COSTS,

MOREOVER, EXPERIENCE HAS TAUGHT US THAT WE SHOULD NOT RUSH

iNTO NEW BENEFIT PROGRAMS OR SIGNIFICANT MODIFICATIONS TO

EXISTING PROGRAMS WITHOUT FIRST WEIGHING CAREFULLY THE

EFFECTS ON QUALITY AND COST, AT A TIME WHEN COST CONTROL IS

AN ABSOLUTE REQUIREMENT FOR THE PRESERVATION OF THE MEDICARE
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AND MEDICAID PROGRAMS, WE NEED TO BE VERY PRECISE ABOUT HOW

WE STRUCTURE THESE PROGRAMS TO MEET PATIENT NEEDS, DATA AND

INFORMATION ARE JUST BEGINNING TO COME IN ON THE HOME AND

COMMUNITY-BASED CARE WAIVER PROGRAMS. IN ADDITION, OUR

DEMONSTRATIONS AND EVALUATIONS ARE JUST BEGINNING TO PROVIDE

DATA. WITH MUCH VALUABLE INFORMATION DUE TO BE REPORTED

DURING THE NEXT FEW YEARS,

MR, CHAIRMAN I BELIEVE WE HAVE A MUTUAL OBJECTIVE: TO

ASSURE THE DELIVERY OF GOOD QUALITY CARE IN THE MOST

APPROPRIATE SETTING WITHOUT CONTRIBUTING TO THE ALARMING

GROWTH IN COSTS WHIC4 I MENTIONED EARLIER.

I AM SURE YOU CAN UNDERSTAND WHY IT IS CRITICALLY IMPORTANT
THAT WE EXAMINE THE DATA FROM THE WAIVER PROGRAMS AND FROM

OUR DEMONSTRATIONS. ONLY THEN CAN WE BE IN A POSITION TO

CONSIDER DESIGNING IMPROVED HOME HEALTH COVERAGE THAT WILL

SUPPORT THE CONTINUED VIABILITY OF THE MEDICAID AND MEDICARE

PROGRAMS AS WELL AS FEDERALLY FINANCED SOCIAL SERVICES FOR

FRAIL ADULTS. -To ACT PREMATURELY AND WITHOUT ADEQUATE

KNOWLEDGE WOULD PROVE DETRIMENTAL TO THEIR FINANCIAL

VIABILITY,

W WOULD BE PLEASED TO RESPOND TO ANY QUESTIONS YOU MAY HAVE$

-14L-
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STATEMENT OF LARRY ODAY, DIRECTOR, BUREAU OF ELIGIBIL-
ITY, REIMBURSEMENT, AND COVERAGE, HEALTH CARE FI-
NANCING ADMINISTRATION, DEPARTMENT OF HEALTH AND
HUMAN SERVICES
Mr. ODAY. Thank you, Mr. Chairman. I will present a condensed

version of my prepared statement, and then will be pleased to
answer your questions.

I am pleased to be able to share with youthe administration's
views on three bills-S. 1244, S. 1540, and S 1614.

With me on my left is Mr. Robert Streimer, Director of the Office
of Coverage Policy. And on my right is Dr. Thomas Kickham, the
Chief of the Long-Term Care Reimbursement Branch, Office of Re-
search and Demonstrations.

While each of these bills has its unique features and addresses
different groups, they also have several common features. These
may be described as follows:

One, a common perception of the problem. Each is concerned
with the increased aging of the population and the acute care
nature of medicare, and each presumes that many of our elderly
have unmet personal care needs.

Two, an assumption that increased home and community-based
care is the most cost effective way to address these needs of our
population.

Three, an assumption that State administration is the preferred
course for both medicare and medicaid beneficiaries to be served
through these authorizations.

We have serious reservations about all three bills. For example,
the eligibility requirements are complex, susceptible to consider-
able subjectivity in determining whether an individual might use
institutional care, and could lead to a much larger service popula-
tion. The scope of benefits is broader than in either the medicare
or medicaid programs today. These expanded services may be more
expensive than our existing care structure, and increase costs.

For the reasons just mentioned, as well as others, our actuaries
have been unable to make even rough estimates of the size of the
cost of any of these bills. We oppose the passage of legislation with
such unknown financial consequences for our programs.

I would like now to briefly comment on each in the order it was
introduced in the Senate.

5. 1244. This bill would establish State medicare programs-in
four States for the first 4 years-of home and community-based
care for purposes of avoiding or reducing institutionalization. Fi-
nancing would be on a prepaid capitated basis and the program
would be administered by the State.

We have a number of problems with this bill. For example, we
cannot even project an eligible population. Unmet needs are not
clearly defined. For instance, if homemaker services are being pro-
vided by a friend or a relative, do they constitute an unm~et need?
Unmet needs can be singular or a combination of conditions. With
such a situation, eligibility may quickly change depending on the
most recent combination of factors.

There are other issues as well. The bill calls for a capitated rate
at 60 percent of the average skilled nursing facility rate in the
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State, but it does not specify how the basic rate should be estab-
lished or which SNF rate-cost charges, medicare, or medicaid-
should be used in any such computations.

S. 1540. We realize that this bill is not pending before this com-
mittee. However, since the bill has medicare and medicaid implica-
tions, we would like to make a few comments. This bill would allow
States to implement programs of community-based care when
medically appropriate and cost effective. It would also require peri-
odic assessments of a medicaid patient's needs for long-term care
services and the development of a plan of care to meet those needs.

We view this bill as an expanded, more complicated and much
more costly version of existing authority for State programs of
home and community-based care. Under existing waiver authority

rovided by section 2176 of the Omnibus Reconciliation Act of 1981,
tates already have the ability to offer a wide range of services

that will result in the cost effective avoidance of institutional care.
With respect to S. 1614, this proposal would allow States to im-

plement comprehensive and coordinated programs of long-term and
acute care for persons eligible for both medicare and medicaid.
These programs would be alternatives to current medicare/medic-
aid benefits with an emphasis on expanded home care to reduce in-
stitutionalization. Within certain specified conditions and restric-
tions, enrollment would be voluntary. The medicare contribution to
States for each enrollee would be at 95 percent of the institutional
adjusted average per capita cost for SNF and intermediate care fa-
cility patients as determined for HMO reimbursement.

Our problems with this bill are similar to those we have with S.
1244. Eligibility is so loosely defined that we are unable, within the
dually entitled population, to identify or to estimate the number of
people who might meet the requirements of dependence on person-
al assistance.

Nor do we have the ability to identify or estimate those who
would be otherwise institutionalized or the frail elderly. Conse-
quently, we cannot estimate the program's costs in a way that
would allow us to know the magnitude of the cost of the program,
much less whether it would be cost effective. Here, too, the poten-
tial diversity of service alternatives and their loosely defined rela-
tionship to existing medicare/medicaid benefits makes it impossible
for us to assess the consequences of implementation.

Mr. Chairman, I believe that we share a common goal and that is
to assure the delivery of good quality care in the most appropriate
setting without contributing to the alarming growth in costs which
I mentioned earlier. Nevertheless, if experience has taught us any-
thing, it is that we should not rush into new benefit programs or
significant modifications to existing programs without first weigh-
ing carefully the effects on quality and costs. At a time when cost
control is an absolute requirement for the preservation of the medi-
care and medicaid programs, we need to be very precise about how
we structure these programs to meet patient needs.

Data and information are just beginning to come in on the home
and community-based care waiver programs. In addition, our dem-
onstrations and evaluations are just beginning to provide data with
much valuable information due to be reported within the next few
years.
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With that, I would be pleased to respond to any questions you
may have.

Senator DURENBERGER. Thank you. We will start with Senator
Packwood.

Senator PACKWOOD. How long will you need to gather data? The
problem is not new. I don't think we are surprised by the sudden
revelation that care at home is cheaper than care in a nursing
home or care in a hospital. We have had a variety of pilot pro-
grams going now for a number of years.

I sometimes sense that studies are a dodge to undertake any pro-
gram. How much more do you think you need to study? What more
information do you need?

Mr. ODAY. Senator Packwood, sometimes I can share your frus-
tration with that. The bureau for which I am responsible is very
much involved with the problems of here and now. And sometimes
we get frustrated internally with the answer that we need to re-
search that more or we need to collect the data when we have a
problem that requires immediate attention.

Nevertheless, if I have learned anything since I have been there
it is that the data really-does become important. The research
must be done because otherwise you run a terrible risk of doing it
wrong simply as the expedient to get some sort of answer out
quickly. I think we need to avoid that sort of situation.

In terms of how much longer do we need to collect data, I think
we will begin to see answers coming in early next year. But it will
take 3 to 4 years beyond that, depending on which particular dem-
onstration or which particular research project is involved. Maybe
Dr. Kickham would like to add something to that.

Dr. KICKHAM. I think, Senator, that two types of data can come
out of the demonstrations. I think the one set that we have got
some information on-for instance from the demonstration pro-
gram in Oregon and several other HCFA-sponsored community
care demonstrations-indicates clearly that this sort of organiza-
tion can be put together so that you can case manage a frail popu-
lation. The second set is hard data on costs and whether the dem-
onstrations are effective or not. We expect to be getting those sorts
of things shortly from the HCFA-sponsored community care dem-
onstrations. The evaluation report will be coming in at the first of
the year. We should have something on the 2176 waiver program
evaluation in the national channeling both in 1984 and 1986.

Senator PACKWOOD. Now while all that studying is done isn't it
likely the conclusion will be that there is a problem of overutiliza-
tion but care at home is cheaper than care in an institution?

Dr. KICKHAM. Actually, I'm not sure what it will show. I think it
will show though, for instance on eligibility similar to Senate bill
1244, whether you can determine which individuals are most at
risk of institutional care. I think the national channeling demon-
stration which has similar eligibility criteria as your bill should
make some statement about that.

I'm not sure how the cost information, is going to come out.
Senator PACKWOOD. Thank you, Mr. Chairman.
Senator DURENBERGER. Senator Bradley.
Senator BRADLEY. Thank you, Mr. Chairman.
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Mr. Oday, is the administration opposed to any home health care
bill before 1984?

Mr. ODAY. Senator Bradley, the administration will be opposed to
any bill that will increase program outlays at this time. I think
that's the best I could answer that kind of a question. To say any
home health care bill seems to me to be somewhat different from a
bill that simply provides a new benefit or expands eligibility or oth;__
erwise increases program outlays.

Senator BRADLEY. Will the home health care bills before the com-
mittee today increase outlays?

Mr. ODAY. Well, as Senator Heinz noted earlier and as I men-
tioned in my testimony, the actuaries are having a great deal of
difficulty in coming up with cost estimates for these bills. We are
working on it. We would be happy to work with the staff of this
committee. We would even accept the help from Brandeis in terms
of constructing the assumptions necessary in order to come up with
a meaningful cost estimate for these bills.

Senator BRADLEY. In your opening statement, you said in refer-
ence to each of the bills, each presumes that many of our elderly
have unmet personal care needs. Do you not presume that?

Mr. ODAY. I think a presumption is just that. It is a statement of
belief. But like many other things, a presumption can be rebutted.

Senator BRADLEY. But do you believe that now?
Mr. ODAY. Do I believe that the elderly--
Senator BRADLEY. Do you believe that many of our elderly have

unmet personal care needs?
Mr. ODAY. I think that's a safe presumption.
Senator BRADLEY. And do you feel that any form of home health

care might meet those needs more cost effectively than institution-
alization?

Mr. ODAY. Only if it is a substitution for some sort of institution-
al care and not an add-on to institutionalization.

Senator BRADLEY. So you would oppose any home health care bill
that resulted in any more dollars being spent than is presently
being spent on medicaid and medicare?

Mr. ODAY. That's correct.
Senator BRADLEY. Thank you very much.
Senator DURENBERGER. Senator Heinz.
Senator HEINZ. I don't have a question per se for Mr. Oday and

HCFA, but I would like to make this observation. It is true that
studies take a lot of time. And it is probably also true that no
matter how carefully you study and come up with an estimate, the
estimate may prove to be wrong, and by a fairly substantial
margin. Which way it is wrong, we don't know. But generally, the
Government has successfully underestimated just about everything.
The Pentagon underestimates. There is no reason why HCFA
shouldn't underestimate.

We sometimes even underestimate the good that we do as well.
And I guess my only comment is this, Mr. Chairman. I said at our
previous hearing and I would have said it again today except that I
abbreviated my statement. These hearings are very important but
not just for the technical reasons of looking at these bills. They are
important because although we all know there are many people
who need home health care services, access to different kinds of
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care, alternatives to institutionalization; we know of excess utiliza-
tion of hospitals, it is my judgment that there is not a real con-
stituency as yet at the grassroots level that is really demanding
that the Congress act to do something on long-term care.

I was a member of the House of Representatives about 9 years
ago and introduced a bill that some brilliant Senator-I don't think
in this case it was Senator Packwood, but it could just as easily
have been-had introduced. It had many similarities to Bob's bill.
And that was a long time ago. And we are just about as far along
today as we were then. Our concepts are getting better. Our ap-
proach is more refined.

But the American people are going to have to make up their
mind that they really do care about people who are becoming older
and fiailer. And I don't think we really have a lot of time. There
are roughly 8 million Americans who are between ages 75 and 84.
That number will increase by 70 percent by the year 2000.

And the number of Americans 85 years of age and older, those
most in need of long-term care services, will increase by 150 per-
cent in that same timeframe. The combined over 75 age group will
increase from over 10 million to well over 17 million within the
next 15 years. This suggests that there will be a substantial
number of persons needing some form nf long-term care, but there
is currently no design to expand services adequately to meet this
den: and. And, I would observe tha." even though we had 10 or 12
million unemployed Americans and their families who lost their
health insurance earlier this year, something that they had come
to depend upon, that Congress, as we sit here today at least, has
not acted-I am concerned that we could still be sitting here an-
-other 17 years from now without any solution because this con-
stituency of some 17 million people will somehow or another not be
thought to be big enough or relevant enough.

Senator DURENBERGER. Thank you.
What is HCFA's view or the administration's view on prepaid

capitation for acute and long-term care services? Does it hold some
promise for managing and controlling long-term care expenditures
as an example?

Mr. ODAY. Let me make a number of observations about that,
Mr. Chairman. I think, yes, intuitively we find it very intriguing.
The incentives are correct in of capitation system.

But capitation is, after all, only the reimbursement mechanism.
If there are other kinds of services outside of the capitated rate,
then you are going to lose something. Furthermore, you have the
whole question of the population and the ability to opt in or out of
the capitation system and back into fee for service or what have
you. We would run a terrible risk in that kind of a situation of, in
effect paying twice. We've paid a capitated rate for a presumed
block of services, and yet we wind up paying for those services all
over again when somebody opts out of the capitated arrangement.

I would also make the observation that a capitated system as-
sumes that there are entities out there that are willing to go at
risk. At this point, I don't think that we know the answer to that
question entirely. Certainly when you are talking about adding in
some sort of long-term care component to the acute care part. I
would also observe that I think it's necessary-I think history has
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taught us from 10 years ago-that some sort of financial safeguards
are necessary with respect to that entity at risk. Otherwise, you
runing a chance of them, in effect, taking the money and running,
if you will. That's not to say that those kinds of things are likely to
happen again. But, again, the incentive would be there.

But in general the notion of capitation is one that we certainly
find very intriguing and one that we are exploring further.

Senator DURENBERGER. -At our last hearing Mr. Meiners talked to
us a little bit about the research that he is doing on the feasibility
of private health insurance coverage for long-term care service. Is
HCFA conducting or thinking of beginning any research in this
area? Do you think it's a fruitful area of research?

Mr. ODAY. I think in answer to your latter question, yes. I think
it is a fruitful area for research. Having said that, I think you can
appreciate that the Office of Research and Demonstrations these
days has a very full agenda, and it's a question of trying to estab-
lis the priorities. Nevertheless because of our belief that it is a
fruitful area, we are beginning exploratory talks with the national
center in terms of how we can build off some of its work and go
forward.

Senator DURENBERGER. Let me say that I finally got hold of the
red book, HCFA's status report on the demonstration projects, and
read it in an airplane going home. I thlihk you are doing too much.
And you can sense from the testimony today some of the frustra-
tion with these projects. I think we as a subcommittee are going to
have a hearing on that whole big red book of all the research
projects going on out there and see if we can't help you narrow
some of that down.

The last question I have is, isn't it true that there are some pre-
liminary analyses now available on your channeling project? And I
wonder if you could share some of those findings with us. Maybe it
will encourage some of my colleagues to believe that some good
does come out of all this research.

Mr. ODAY. My understanding is that the answer is, no, we do -not
yet have any data from the long-term care channeling demonstra-
tion.

Dr. KICKHAM. Senators, there is no analysis of the data that is
being gathered by our evaluator.

Senator DURENBERGER. But that is going to be here when? Janu-ary? February?Dr. KICKHAM. Well, there's a preliminary impact analysis that

will look at the differences between the treatment and control
group. That should be out in the middle of 1984. The final report
won't be until January of 1986.

Senator DURENBERGER. OK. Senator Bradley.
Senator BRADLEY. No information until January 1986?
Dr. KICKHAM. The information from the national channeling in

1986 will be the information on cost. The September 1984 prelimi-
nary impact will say something about whether there are differ-
ences between the two groups.

Senator BRADLEY. If S. 1244 was passed by the Congress this year
would the data developed from several years of testing this pro-
gram in several States be valuable to developing a nationwide
home health care bill?
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Dr. KICKHAM. I think it certainly can say some things about the
elements of the bill. The patient assessment team; we've had quite
a bit of experience on that. I think the idea of individuals at risk-
those that have a fragile support system, those that are impaired
in several activities of daily living-I think we can get something
out of that from the earlier demonstrations.

I might point out that that evaluation report is due in the begin-
ning of this coming year.

Senator BRADLEY. Would you be supportive of S. 1244 as a re-
search document?

Dr. KICKHAM. As a research document? I'm not sure I under-
stand what you mean.

Senator BRADLEY. Was information gathered to help you design a
better national home health care system.

Dr. KICKHAM. I think the demonstration that we have underway
with Brandeis that you heard quite a bit about in many ways per-
mits us to get at the sorts of questions I think everyone has in
terms of capitated approach to acute and long-term care. S. 1244,
as I understand, has the first several years as a demonstration, but
then turns into a regular program after that. And I'm not sure
what our position is on that.

Mr. ODAY. I guess I would just note an irony here. If we were to
go ahead and do S. 1244 as additional demonstration project, it will
be just that much longer before the results of all of those new dem-
onstrations are in. And so we would suddenly be talking about, be
5 years before the evaluation is completed or what have you.

I don't think there is, at this point any further kinds of research
questions that would be addressed in S. 1244 that we aren't already
addressing in one way or another in the demonstrations. And for
that reason I wouldn't think that it is necessary. Certainly we
don't need the authority to do it that way. We have the authority
now to do these kinds of demonstrations and as previously men-
tioned, we are doing that.

Senator BRADLEY. Mr. Chairman, if I could, the question is, what
level of commitment exists at the administration level for a home-
health-care bill. Mr. Oday has put a very stringent no new costs lid
on the bill, on the whole concept. And at the same time in his own
testimony and in his statement to the committee he presumes that
many of our elderly have unmet personal care needs. And, in fact,
GAO says that there are three times more chronically ill senior
citizens living in home settings than in nursing homes, which
means that their families are struggling to make the payments to
keep them in some state of minimum health.

Now what we are saying here is that we want to test a concept to
reach that population. Yes; it might be a new population. It might
involve some increase in costs. We think there will be a very seri-
ous tradeoff with some reduction in costs, but we want to test the
concept. If we are dealing with a lid that says no new costs, you are
saying to a large percentage of the population that is now receiving
no health care that you are not going to provide them with any
health care.

Mr. ODAY. I don't believe my statement presumed that they were
receiving no health care. And the question was unmet needs. And,
of course, that's a very subjective kind of term. It could be social
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services that they need. And I think to a very large extent that is
--what some of these bills address.

Let me just observe that after all the Governments, both State
and Federal, are not powerless in this matter. There is the 2176
program, and that is to a very large extent what that program was
designed to address. The States have responded very positively but
cautiously to that program. And I think that's appropriate. This is
an evolutionary kind of process. And you add maybe one-service at
a time as you learn from the services that you have now.

Senator BRADLEY. But you continue to state that if it increases
costs above their present levels you could not support any kind of
home health care program directed at the recipient population that
is presently; not in nursing homes?

Mr. ODAY. That is our position.
Senator DURENBERGER. Any other questions?
Senator HEINZ. One more question, Mr. Chairman.
Senator DURENBERGER. Senator Heinz.
Senator HEINZ. Mr. Oday, you said that the demonstration of the

waiver projects will give us all the information we need on all
---these bills, including what they will cost. Did you include S. 1614 in

that?
Mr. ODAY. In terms of the kinds of demonstrations that are simi-

lar to S. 1614, I would include it in that.
Senator HEINZ. I just want to know whether the blanket state-

ment made by Mr. Oday-at least I took it to-Se a blanket state-
ment-that we have all the experiments in place or at least com-
mitted that we will need to answer questions concerning these
bills, including S. 1614.

Mr. ODAY. Well, I think the most similar thing to S. 1614 would
be the social HMO demonstrations. And it may be that we could
find out that there are other research questions that were not ad-
dressed in the sociAl HMO demonstrations that would be addressed
in S. 1614. However, at this point I'm not aware of them.

Senator HEINZ. Well, it seems to me that 2 years from now when
we get some data from the social HMO project, that you are going
to come back and say, well, we still have some questions that need
to be researched on S. 1614. So I would like for you to give us, for
the record, what information you think we will not get from the
demonstration projects that is relevant to 1614, together with your
recommendations on how we might get it.

--- -- Mr;- ODAY. I would be happy to submit that for the record, Mr.
Chairman.

[The information from Mr. Oday follows:]
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INFORMATION NOT AVAILABLE FROM
SOCIAL H D N TION RELEVANT TO S. 1614

0 To a great extents the elements of S. 1614 and the Health Care Financing
Administration's (HCFA) Social Health Maintenance Organization (S/HMO)
demonstration are similar. In terms of services and eligibility, S. 1614 and
S/HMO are virtually identical.

o There are, however, differences relative to provider types, reimbursement,
and program admin~stratlon.

- Under S. 1614, State Medicaid programs would be responsible for
Implementing the S/HMO concept and could establish social HMOs
In a number of ways (i.e., contract with existing HMOs, designate
county departments of health or social services as SJHMO
providers, enter into agreements with community care providers,
or any combination of the above). Under the S/HMO
demonstration, only HMOs and local community care providers
are participating.

- Under S. 1614, the State would receive a capitation payment for
each eligible enrollee, but could reimburse the provider of social
HMO services using one or more payment methods, as the State
finds appropriate. Under HCFA's Social HMO experiment,
payment for all providers is made on a capitated basis.

- Under S. 1614, the State will administer the provision of both
Medicare and Medicaid benefits for enrolled individuals. e
Social HMO demonstration Is administered solely by HCFA.

o To the extent that S. 1614 differs In provider and payment arrangements and
administration, the S/HMO demonstration would not provide Information on
quality, use, costs, and the Issues involved in State administration of
Medicare benefits as proposed in S. 1614.

o In addition, the S/HMO demonstration is not designed to estimate fully the
demand for S/HMO services. We would be unable to determine the increase
(if any) in S/HMO enrollment if greater numbers of S/HMOs existed In a given
area as permitted under S. 1614. We will be able, however, especially In our
Portland, Oregon and Minneapolis, Minnesota sites, to estimate the demand
for S/HMO services for those persons who already have expressed an interest
in enrolling In an HMO.

0 Further, we will not be able to estimate the supply of providers willing to
serve as a social HMO. Given the novelty of the S/HMO concept, we had a
difficult time Identifying potential organizations to serve as demonstration
sites. Because of the uncertainty surrounding the volume of health and
medical services used by chronically ill elderly persons, many providers were
unwilling to assume the risk of serving these patients on a capitation basis.

0 The S/HMO demonstration is designed to determine primarily the feasibilty
of combining within one organization the delivery of both acute an
term care services through a case-managed capitation approach. We will not
be able to make national inferences using demonstration data from the four
sites. S. 161* permits an unspecified number of S/HMOs in 20 States for the
first three years following enactment. Using our demonstration data,
natlonal estimates on the impact of the bill would not be reliable, given the
difficulties in estimating enrollment demand and supply of social HMOs.
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Senator DURENBERGER. Thank you, gentlemen, very much. We
appreciate your testimony.

Next we have a panel consisting of Brian T. Baxter, executive
deputy secretary, Pennsylvania Department of Public Welfare; and
Barbara Matula, chair, State Medicaid Directors' Association of the
American Public Welfare Association and director, Division of
Medical Assistance, North Carolina Department of Health and
Human Resources.

While they are coming up let me say that there are other repre-
sentatives of State and local government that indicated an interest
in testifying today, and we indicated to them that they would have
plenty of opportunity as we moved farther into the area in prob-
ably in January of the States' role in long-term care and in care for
the indigent. That they will then be provid-ed additional opportuni-
ties to testify on this and related subjects.

Your statements will be made part of the record. You may pro-
ceed to summarize them.

STATEMENT OF BRIAN T. BAXTER, EXECUTIVE DEPUTY SECRE.
TARY, PENNSYLVANIA DEPARTMENT OF PUBLIC WELFARE,
HARRISBURG, PA.
Mr. BAXTER. I appreciate very much the opportunity to testify

today relative to S. 1614. The Commonwealth of Pennsylvania
views long-term care as a continuum of both needs and services.
We feel we must insure that each person receives the specific level
and type of care that he or she needs, when they need it. Such a
system must include a full range of both medical and social serv-
ices in both community and institutional settings.

In many States, including Pennsylvania, the Older Americans
Act has helped to create community-based social services which are
planned and administered at the local level within State and Fed-
eral guidelines. However, at the same time, the Federal Govern-
ment is financing several major long-term care programs which are
administratively unrelated at all levels of Government, and are
usually not coordinated with local service delivery systems. These
programs include the medicaid nursing home program, the SSI spe-
cial supplement for residential services, and the title XX social
services block grant.

In fact, in a recent Pennsylvania analysis, we identified 15 major
funding sources being used for some 38 different long-term care
services. The lack of-coordination, uneven distribution, and often
conflicting requirements between the different funding streams
compounds the problem and frustrates the local service delivery
system.

Unless a redirection in long-term care policy occurs soon, States
will have major problems meeting the growing demand for these
services, because of the current concentration on expensive, medi-
cally intensive institutional care and the fiscal realities at all levels
of Government.

During the past several years we have witnessed a growing nurs-
ing home industry, while community care alternatives have not re-
ceived adequate public support. We must now respond with initia-
tives which enable policymakers and our communities to develop a
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spectrum of services within available resources. We must also iden-
tify ways of linking public investment with private sector re-
sources. Further and most importantly, our long-term care system
must be able to identify and respond to the special needs of an ex-
tremely diverse population. And, lastly, we must clarify Federal/
State relationships and reconcile the problems which result from
these separate categorical funding streams which carry differing
recipient eligibility levels.

Over the years, a long list of health care experts has come before
you detailing many of these easily identified problems and pessi-
mistically predicting that this nonsystem cannot be salvaged into
any comprehensive, workable system. I disagree.

S. 1614 gives all of us the opportunity to create local laboratories
which can help us to learn how we can most effectively address
long-term care issues in the future. I would like to share with the
committee six features of the bill which we feel are very positive.

The first is that it requires case management, which is vital in
assisting people to identify and locate necessary and appropriate
care, and to avoid possible exploitation by providers.

Second, prepaid capitation, which as a financing mechanism will
encourage States and localities to use the most efficient and effec-
tive means possible to meet the needs of this population group.

Third, the comprehensive scope of mandated services, which will
allow local delivery sites to blend social and medical services, and
institutional-and community based care.

Fourth, the pooling of resources, which will remove current in-
centives to shift costs between programs, and will help to insure
that the appropriate level of care is provided.

Fifth, dual eligibility, which will enable States to provide coordi-
nated services to the vulnerable population who retain both medi-
care and medicaid eligibility and who, in some cases, currently re-
ceive inappropriate care.

And, sixth, local control coming from a representative of a State,
which in my view is the most important feature of the bill. The
long-term care needs of dependent people are closely related to in-
dividual, family, and community circumstances. We must push
long-term-care decisionmaking as close to the local level as possible
in order to respond appropriately to the recipient needs and deliv-
ery networks.

With the help of Senator Heinz and other members of our con-
gressional delegation, Philadelphia and Pennsylvania were award-
ed a channeling demonstration grant for long-term care for the eld-
erly. And we have found at this point, while we cannot as earlier
speakers indicated, provide the committee with final results, we
are able at this point to make some informal observations. To date,
the care provided generally cost only 30 percent of the cost of insti-
tutional alternatives. Services provided average 3 hours a day, 5
days a week. And expenditures average only $13 per day. -

As a result, we are convinced that many of the aspects of the bill
introduced by Senator Heinz and his colleagues will have the posi-
tive result of providing the dependent elderly with appropriate
care within budgetary constraints.
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The bill will allow us to build on what we have learned and de-
velop new opportunities to create a coordinated and effective long-
term care system. We call for this bill's prompt enactment.

We welcome your questions.
Senator DURENBERGER. Thank you very much.
[The prepared statement of Mr. Baxter follows:]
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Thank you for giving ffe the opportunity to testify today in support

of S 1614, "The Health Care Coordination Act of 1983".

Long term care is a growing concern. How we can best provide and pay

for long term care services for the elderly, mentally retarded, mentally

ill, mentally alert/physically disabled people in our nation is a question

that must be addressed in a coordinated fashion at federal, state, and local

levels of government.

We estimate the current long term care population in Pennsylvania to

be about 400,000. people. This include 160,,00 persons aged 18-64, or 2.5%

of that age group, and 24GG0G elderly, or about 16% of our citizens age 65

and over.

The Commonwealth views long term care as a continuum of both needs

and services. We must ensure that each person receives. the specific level

and type of care he or she needs, when they need it. Such a system must

also include a full range of medical and social services in both community

and institutional settings.

In many states, including Pennsylvania, the Older Americans Act has

helped to create community-based social services Qhich are planned and

administered at the local level within State and Federal guidelines.

However, at the same time, the Federal government is financing several major

long term care programs which are administratively un,:elated at all levels

of government, and are usually not coordinated with local service delivery

systems. These programs include the Medicaid nursing home program, the SSI

special supplement for residential services, and the Title XX Social

Services Block Grant. In fact, in a recent Pennsylvania analysis, we

identified 15 major funding sources being used for some 38 different long

term care services. The lack of coordination, uneven distribution, and

often conflicting requirements between the different funding streams
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compounds the problem and frustrates the local service delivery system.

Unless a redirection in long term care policy occurs soon, states

will have major problems meeting the growing demand for these services,

because of the current concentration on e%;--nsive, medically-intensive

institutional care and the fiscal realities at all levels of goverrvnent.

During the past several years, we have witnessed a growing nursing home

industry, while community care alternatives have not received adequate

public support. We must now respond with initiatives which enable policy-

makers and our communities to develop a spectrum of services within

available resources. We must also identify ways of linking public

investment with private sector resources. Further and most importantly, our

long term care system must be able to identify and respond to the special

needs of an extremely diverse population. Lastly, we must clarify

-federal/state relationships and reconcile the problems which result from

these separate categorical funding streams which carry differing recipient

eligibility levels.

Over the years, a long list of health care experts has come before

you detailing many of these easily identified problems and pessimistically

predicting that this "non-system" cannot be salvaged into any comprehensive,

workable system. I disagree.

Through experimentation we must find solutions to this -ajor social

problem.

S 1614 gives all of us the opportunity to create local laboratories

which can help us to learn how we can most effectively address long term

care issues in the future. The positive features of this bill include:

1. Case management, which is vital in assisting people to identify

and locate necessary and appropriate care, and to avoid possible

exploitation by providers;
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2. Prepaid capitation, which as a financing mechanism will encourage

states and localities to use the most efficient and effective means-possible

to meet the needs of this population group;

3. The cxtprehensive scope of mandated services, which will allow

local delivery sites to blend social and medical services, and institutional

and cammunity-based care;

4. The pooling of resources, which will remove current incentives to

shift costs between programs, and will help to ensure that the appropriate

level of care is provided;

5. Dual eligibility, which will enable states to provide coordinated

services to the vulnerable population who retain both medicare and medicaid

eligibility and who, in some cases, currently receive inappropri-ate care;

and,

6. Local control, which in my view is the most important feature of

the bill. The long term care needs of dependent people are closely related

to individual, family, and conunity circumstances. We must push long term

care decision-making as close to the local level as possible in order to

respond appropriately to recipient needs and delivery networks.

With the help of Senator Heinz and other members of our Congressional

delegation, Philadelphia and Pennsylvania were awarded a Channeling

Demonstration Grant for long term care for the elderly, which includes a

control group for research purposes, and requires a highly structured case

management process. Appropriate care ranging from institutional to

community-based services is available. N.ile the demonstration results will

not be available in final form for a few years, some informal observations

can now be made. To date, the care provided generally costs only 45 percent

of the cost of institutional alternatives. Services provided average three

hours a day, five days a week, and expenditures average only $13 per day.

As a result, we are convinced that many of the aspects of the bill

introduced by Senator Heinz and his colleagues will have the positive result

of providing the dependent elderly with appropriate care within budxgetary

constraints. The bill will allow us to build on what we have learned and

develop new opportunities to create a coordinated and effective long term

care system. We call for this bill's prompt enactment.

I welcome your questions.

29-033 0-84-18
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STATEMENT OF BARBARA MATULA, CHAIR, STATE MEDICAID DI-
RECTORS' ASSOCIATION OF THE AMERICAN PUBLIC WELFARE
ASSOCIATION AND DIRECTOR, DIVISION OF MEDICAL ASSIST-
ANCE, NORTH CAROLINA DEPARTMENT OF HEALTH AND
HUMAN RESOURCES, RALEIGH, N.C.

- Senator DURENBERGER. Ms. Matula.
Ms. MATULA. I am Barbara Matula, and I chair the State Medic-

aid Directors' Association.
Senator DURENBERGER. How did you get to Matula? Up in north-

ern Minnesota, it's--
Ms. MATULA. It's a Czechoslovakian name. I'm a Yankee hiding

out in North Carolina, and now you have blown my cover. [Laugh--
ter.)

I can't talk as fast as my northern colleagues because of 10 years
in North Carolina, but I m just going to skimover some of the
points in my testimony, if I could.

Senator HEINZ. Senator Bradley isn't really from New Jersey at
all. [Laughter.]

Ms. MATULA. I don't know what I have started here.
We are very grateful to be represented here-the State Medicaid

Directors' Association. And while we haven't had a chance to take
a formal position on the bills, we hope that we can share with you
some of the concerns we have in this area, and hopefully point to
some of the areas within the bills where with a little strengthening
we could be very supportive.

The issue of long-term care is an issue that we feel has not really
received the attention of the Federal level, that it warrants. And
please do not be misled by our caution in moving slowly that there
is not a ground swell of support for bills such as this. It's just that
we have been burned many times in the past, and we want to move
in the way that is beneficial and not subject to great criticism for
costs.

We feel this national dialog is necessary. And I will say this
many times representing the States because we- feel a national
commitment is needed. And when you talk about putting States at
risk, I would ask you not to compromise that national commitment
and think also about how we can keep the Federal Government
sharin.win that risk.

Medicaid pays for much more of the long-term care bill than was
ever originally designed. When medicare came into being we be-
lieved that that was the program of health care for the elderly and
for the disabled, and that medicaid was for the poor families and
other individuals-children.

Very quickly we are seeing that the medicaid program is becom-
ing an institutional program for the elderly and for the disabled.
So what we are doing here is at the expense really of many fami-
lies and children who, when budget cuts are made, suffer first
while the institutional budget continues to swallow up a large por-
tion of our funds.

We are very happy to have been a part of the Omnibus Budget
Reconciliation Act provisions for home and community-based serv-
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ices. The States have been enthusiastic in getting into it although
in a limited scale. And their limits, again, are so that we can learn
and not make mistakes on the statewide basis, but rather make our
mistakes in a limited way and learn from them; put something
positive in place.

We have targeted eligibility. We hAVire targeted geographical loca-
tions. We have targeted services. We are testing. We feel that we
are a laboratory. And we are looking forward to the data that
comes from this and we hope that it is soon in coming so that we
can learn from each other and not have to waste a great deal of
time reinventing the wheel.

I think that the issue we hear the most about is that the needs
are there, but how can we develop a program that does not erode
the natural commitment that family and friends and community
have. And that will be something that your bills, both 1244 and
1614, at least in being demonstration programs will enable us to
test them.

We don't have all the answers. We do have a few questions on
the bills you have proposed, or a few statements to make. While
the States do feel strongly that they should serve as the primary
administrator in any long-term care program, we don't want you to
forget that these long-term care programs must exist within the
overall Federal policy framework. And that there be a sufficient
Federal financial commitment to meet these needs.

Second, we hope that you will continue to develop the long-term
care policies in an incremental fashion by allowing demonstration
programs in a variety of ways. Again, I say we don't want to repeat
the mistakes we have made in the past, very expensive mistakes.
And this will enable us to move ahead cautiously, carefully, and,
we hope, effectively.

We would appreciate a bit more flexibility than you have provid-
ed in some of the bills. In the sense that what- States were given
some flexibility to control costs in medicaid, they were quite effec-
tive in doing so. We feel that we may have some different ways to
design packages of services and eligibility and setting reimburse-
ment rates, and we would like to work with your staff in giving
you some ideas not to box us in.

We applaud the pooling of medicare and medicaid funds. It's a
great step in the right direction of getting all of these programs to-
gether, and eliminating that fragmentation.

Again, I have some comments that are quite technical. If I could
work with your staff to insure that the formulas are such that they
are based on sound data.

We do support the development of this rational long-term care
policy. We appreciate the opportunity to bi here today, and we
extend to you our help in designing some bills that will get this
moving.

Thank you.
Senator DURENBERGER. Thank you very much.
[The prepared statement of Ms. Matula and answers to questions

from Senator Durenberger follow:]
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Mr. Chairman, members of the Subcoumittee, good afternoon. I am

Barbara D. Matula, Director of the North Carolina Division of Medical Assis-

tance and current Chair of the State Medicaid Directors' Association of

the American Public Welfare Association.

The State Medicaid Directors' Association consists of the people responsible

for administering the Medicaid program on a daily basis. [ am here to

present our views on long-term care policy in general and some thoughts

on the relevant bills now before your Subcommittee.

Let me begin by commending the Subcommittee for holding this series of

hearings on the issue of long-term care. On the whole, it is an issue

that has not received the attention at the federal level that it warrants.

A number of witnesses, including those from the General Accounting Office

and the Administration,.have outlined to you the extent of the problem

in long-term care, both with regard to the large commitment of public funds

by each level of government and the increasing demand for long-term care

se vices the entire country faces in the coming years. It is appropriate

that a national dialogue occur, since solutions to the difficult problems

we confront require a national commitment. -

As you know, the Medicaid program pays for a large part of all the long-term

care services provided in this country. About half of all nursing home

expenditures are paid for by the Medicaid. This accounted for-$13 billion

in spending during FY 82. Medicare, on the other hand, reimburses only

a small portion of the long-term care costs in the country.
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I do not believe that when the Medicare and Medicaid programs were created

anyone could have anticipated the current situation we face. Originally,

Medicare was to provide care for the elderly, and Medicaid was to provide

care forthe poor. Medicaid has become the program for institutional long-

term care costs for the elderly, disabled, and the poor. Both the

federal and state levels of government are up against a dilemma. The demand

for the Medicaid program continues to grow, while program resources are

constrained.

The states believe that a national long term care policy--a national commit-

ment--is needed to deal with this dilemma in orderto satisfy society's needs.

We must pursue a policy of sufficient care for those in need, while maintain-

ing control over the cost of any answers we develop.

Given the fact that many of the problems the program now contends with

were not foreseen by the original architects of Medicare and Medicaid,

it is understandable that incremental changes have begun to occur. The

states believe that the most significant program change to date to deal

with the issue of long-term care is the home and community-based care

waiver program contained in the Omnibus Budget Reconciliation Act of 1981.

What this provision provided the states was more flexibility to explore

alternatives to the nursing-home method of providing long-term care. While

it is a waiver program, it goes beyond the limits of research projects.

It gives the states a tool to test ways to reduce the demand for nursing

homes and reduce program costs.

The states response, as you know, has been quite enthusiastic. Forty-six

states have applied for 100 waivers for services provided to the aged,
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and disabled, including thementally retarded and mentally ill. While approval

of the waivers has been slower than originally promised, states have put

about half of them into effect anyway.. I believe this shows the strong

interest on the part of states to work out new, more effective and rational

ways-to provide long-term care.

At the same time, however, it is important to realize that this is one

incremental phase in developing an understanding of long term care. If

you examine the types of waivers the states have applied for, they are

limited in scope. States have entered the non-institutional area of long-

term care cautiously. Nearly all of the waivers have been targeted to

specific geographical regions within the state. States on the whole have

used their waivers for specific population groups, to provide limited services.

The average waiver applies to about 500 people. The reason for this targeting

Is quite clear. States are not sure how to pursue long-term care alterna-

tives in an effective and productive manner. They are concerned about

controlling costs. They are concerned about how to most effectively focus

the care being provided. They are learning what screening mechanisms are

most effective in determining what level of care a recipient needs. They

are not certain now government can provide care where it previously did

not, without unnecessarily eroding the natural commitment family and friends

currently show towards the elderly and disabled in our society.

So the states have demonstrated,through their pursuit of the home and

community-based care waivers, the interest they have in developing the

strategies necessary to provide good quality long-term care while controlling
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costs. By no means do we have all the answers yet, but the home and com-

munity-based care waivers have provided us with a logical, incremental step

inacquiring the knowledge needed.

The question facing the Subcommittee now, and the Congress as a-whole for

the next few years, is what can further be done to continue to develop

the necessary knowledge For a long-term care policy, particularly in

determining who should be eligible. This leads to the bills currently

being considered by the Subcommittee on the issue of loni-term care.

First, let me say that the State Medicaid Directors' Association has not

taken a position on any of the bills before the Subcommittee, but the states

have some ideas and thoughts on them, particularly the Senior Citizens

Independent Community Care Act (S. 1244), and the Health Care Coordination

Act of. 1983 (S. 1614). These points are as follows:

0 Ftrstthe states should serve as the primry administrator of any

long-term care program. Both S. 1244 and S. 1614 would do this.

It is clear the states have the experience, knowledge, and access

to information about needs that are required for an efficient and

effective program. Local entities are also essential, but we believe

the states are best prepared to serve as the focal point in developing

alternatives in long-term care. However, long-term care programs

should extst within an overall federal policy framework backed by

a sufficient federal financial commitment.

0 Second, developmnt of long-term care policy should continue to be

incremental. Both S. 1244 and S. 1614 recognize this factor by

providing demonstrations by a limited number of states during the
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first few years. While progress is important, progress only.occurs

based on sound knowledge. If programs advance too quickly, they

run the risk of being regressive because they do not adequately provide

services to the appropriate population, or because they cost too

much.

o Third, states should be provided maxim. flexibility to develop alter-

natives. One of the advantages of having states take the lead in

the development of long-term care policy alternatives, as opposed

to one federal program, is that you have as many different approaches

being examined as there are states involved. In addition, the states

believe that general flexibility in the Medicaid program has produced

a more efficient-and effective program overall in the last two years.

We believe the same is true for the area of long-term care.

o Fourth, the pooling of Medicare and Medicaid funds could prove produc-

tive., The idea of linking the Medicare and Medicaid programs as

proposed in S. 1614 generally moves towards the coordination of all

government programs for long-term care. The states would, however,

have reservations regarding being put at risk for the cost of the

program by Medicare setting a cap based on an "average adjusted per

capita cost." How would such a measure be determined given the

limited knowledge of the home care expense of Medicare eligibles?

Similarly, the cap on reimbursement to providers set at 60 percent of

the monthly fee for skilled nursing facility care included in S. 1244

could be unnecessarily restraining.

o Fifth, eligibility determintion would be of concern to states. Both

S. 1244 and S. 1614 would present difficulties for the states in
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determining and limiting eligibility. Eligibility under S. 1244

would be determined based on certain criteria regarding level of

needed care,about which states are still learning. We would recommend

that states be given more flexibility to target. In S. 1614 the

states are asked to distinguish between "frail" and "non-frail"

Medicare beneficiaries. Again, states are still learning about how

to screen persons and make level of care determinations outside of

an institutional setting. Further, while st.tewideness can be waived

under S. 1614, the bill requires that the percentage of individuals

enrolled in the program who are disabledor frail elderly must be

approximately equal to or greater than the same percentage in the

general population of the area served by the program. This measure

is required to prevent states from ignoring those in most need of

the program, but it is likely that in most areas of the country,

states do not know how the general population breaks down across

this dichotomy.

In conclusion, let me reiterate that the states support the development

of a national policy for long-term care. We believe the bills now before

the Subcommittee are a step in that direction. As the discussions and

development of legislation in long-term care continue, the State Medicaid

Directors' Association stands ready to-assist both the Subcommittee

members and their staffsin any way we can.

Thank you for this opportunity to present the states' views. I would be

happy to answer any questions you might have.
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QUESTIONS FROM SENATOR DURENBERGER

1. Do States know how to target community-based services to those who really would
otherwise go into a nursing home? Do they know what alternative services
actually prevent institutionalization?

One of the major concerns states face is that of expanding home and
community based services without reducing the demand for nursing home care.
Unfortunately this cannot be a quid-pro-quo measurement because many states
do not have sufficient nursing home beds and experience not only a high
occupancy rate in the existing homes, but also are pressured to build addi-
tional facilities, regardless of their activities to expand community based-
services.

A better measure of effectiveness is to test the clients served in the
community for their abilities to meet "activities of daily living" standards
and see how these compare to the institutionalized clients.

Clearly the pre-screening tools are the most valuable device in assur-
ing that clients served in the community are those who in all other aspects
would meet nursing-home criteria.

States have to learn how to avoid "gaming" this device, however, so
that screening instruments are not falsely completed or exaggerated in an
attempt to provide services in the home for a client who does not truly need
them to avoid institutionalization.

One of the products of the waivers would be to examine the frequency
and utility of the various health and social support services offered and
to determine which services or combination of services are rated as most
useful or essential to the client or to the client's family.

2. How are answers to be "teased" out of State experimental activates? Is this
a State or Federal responsibility? Is the Federal Government doing all that
it can?

You are asking me to answer a question which I consider most provocative,
i.e., what is the federal role in long term care?

In my opinion the federal role has been, in the past, minuscule to
non-existent, or worse, obstructive; however, by Congress' actions to
authorize these waivers and require an evaluation of these efforts, the federal
role has been defined (at least for Medicaid), although still on a very
limited basis.

The key now is how the evaluation of these waivers will be conducted.
Questions of timeliness, objectivity, dissemination of findings and technical
assistance to the states must be addressed, perhaps by your committee. I
have some serious reservations about the "objectivity" issue which I would
be willing to discuss with you later.
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The absence of a federal role In long term care for the elderly is a
direct product of the lack of attention to the Medicare population's needs
for the full continuum of care services.

It is not only the poor who need these services. Persons of modest
means also may require them but face the same barriers that the Medicaid
population did before the waivers were granted, i.e., fragmentation of
services, lack of coordination/case management, lack of availability of
services, differing eligibility requirements, etc.

There should be available to this population coverage of the same
services on a fee-for-service basis, perhaps on a sliding scale. Otherwise
these persons will exhaust their resources and become Medicaid eligible upon
Institutionalization which could have been avoided or delayed.

States view themselves as experimental laboratories in this venture.
I believe they have done so only because the federal government has not
taken the lead.

I do not think that the design or the delivery of community-based
care systems is the exclusive responsibility of either the states or the
federal government but instead should be shared. The Older Americans Act
was successful without the involvement of state agencies, per se, so I do
not think it is appropriate for the federal government to excuse itself from
all responsibility In this new area.

As long as Administration officials in OMB make known their distaste
for these wavered programs and their convictions that these are not cost-
effective - but costly, then the federal role will continue to be played
out in the shadows.

3. What are States doing to encourage private sector involvement in the coverage
of long-term care services?

In the interest of responding to this quickly, I will not poll the
states for their specific experiences, but rather will describ- in general
terms what states can do.

It Is not in the interest of state or local governments to expand
their staffs to provide care and/or services which already exist in the
community. Not only are we under severe fiscal constraints which require
us to keep governmental hiring to a minimum, but none of us feels strongly
that public agencies, with all the restrictions placed on us, can compete
with most private agencies in delivering services In a cost-effective,
efficient manner.

To avoid dt plicatlon and overlap, it is In our best interest to con-
tract with those providers for their services.

Perhaps the most difficult role for states to relinquish is that of
case manager, and this is an area which is predominantly public because the
vast majority of clients are public assistance clients. (This is another
reason why I believe the services must be available to clients of all income
levels, so that these programs do not become identified with welfare programs).

Two efforts that I have personally been interested and involved in are:

(1) Encouraging nursing homes to become community-based service centers
(adult day care, etc.) and deliverers of home-care (nurses, dietary services,
etc.). This makes sense because of their experience in this area and also
eliminates some of the devisiveness generated by the Community Care vs
Institutional Care foes.

(2) Encouraging the private insurance sector to provide coverage
for the full continuum of care services. This would "legitimize" these
services and contribute to their stability.

Barbara 0. Matula
April 24, 1984
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Senator DURENBERGER. Senator Packwood.
Senator PACKWOOD. Ms. Matula, I have read the five points that

you have stated that would be desirable in the bills. But give me
the benefit of your experience beyond those five points. You say
the question facing the subcommittee now and the Congress as a
whole for the next few years is what can be further done to contin-
ue development and so forth, and then you list the five points.

But you have been in this business long enough to have some
pretty good intuitive knowledge of what we ought to be doing. And
I share the same fear you do and everybody else does about expect-
ing a universe of 100,000 and it turns out it is 500,000 and we
didn't know it. The Federal Government is not going to fund that.
States can't afford to fund it. But assuming we can keep it to a con-
trollable universe, what are some of the steps that you would take?
Or do we just wait until we finish these other studies that you
heard the previous witnesses talk about?

Ms. MATULA. I think it isn't necessary to wait forever. I think
there are some things we are doing now. We have funds in social
services programs. We have funds in medicaid and medicare.
Moneys are being spent but they are not being pooled, put together
and put to the best use.

Wehnow that we can't afford at this time to provide a universe
of services for a universal population of eligible. It would probably
have to be phased in for those who are in financial need first. That
would be a step toward taking moneys currently spent, putting
them together, knowing that you are already providing in some
shotgun fashion services out in the community. Try and set some
priorities for the funds you have.

Looking at the benefit of the experiments that are currently un-
derway, freeing up more funds to increase that population of eligi-
bles to be served. We don't want to promise more than we can de-
liver.

Senator PACKWOOD. In your judgment, do we have enough money
and experience to go ahead now with the pooling of these funds
thus giving the States some degree of latitude within the total
available amount of money? Are we at that stage yet or do you still
need more information?

Ms. MATULA. I would be nervous about making a statement that
we are at that stage now. We do know that we can prevent some
institutionalization. We can delay-some. But it would take the med-
ical experts to tell us how many hospital days could actually be
eliminated. There are chronic illnesses. We know how much in
medicare is being spent in terminal illnesses in the last year of life.
And to promise that we could handle that at less cost, I think, is a
promise that would be prematurely made.

Senator PACKWOOD. Thank you.
Thank you, Mr. Chairman.
Senator DURENBERGER. Senator Bradley.
Senator BRADLEY. A question of Ms. Matula. In S. 1244 we have a

four-State demonstration. Is four States sufficient? Could we learn
what we need to know with fewer than four States? Or should it be
more than four States? Do you have any idea?

Ms. MATULA. I don't know if the absoltte number "four" is a
good or a bad oe, but it would be nice if you had a mix of States, a
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mix of rural States and urban States and Sunbelt States where the
population of elderly is growing and so on. It isn't the number so
much as the makeup.

Senator BRADLEY. And, Mr. Baxter, you say that you are deliver-
ing services at 45 percent the cost of institutional alternatives.

Mr. BAXTER. Actually, Senator, I corrected my testimony; it's 30
percent at this point.

Senator BRADLEY. Oh.
Ms. MATULA. Even better.
Mr. BAXTER. As Senator Packwood was saying, it doesn't take a

lot of geniuses to know that it cost a lot less to provide care at
home in those cases where you don't need round the clock nursing
care. And that's what we are proving in the channeling projects.

Senator BRADLEY. That's quite an impressive number. You can
back that up, I suppose, with what kinds of services were provided?

Mr. BAXTER. Yes.
Senator BRADLEY. Would you do that for the record?
Mr. BAXTER. Yes, we will.
Senator DURENBERGER. Senator Heinz.
Senator HEINZ. Thank you, Mr. Chairman.
For a variety of reasons, Pennsylvania has been reluctant to

apply for a 2176 waiver. Is that right?
Mr. BAXTER. Well, we have, Senator, applied for several waivers.

We've received approval for one, and have two waivers presently in
Washington with HCFA. And we are developing at least one other
that I am aware of.

Senator HEINZ. That's mostly for the aged and disabled?
Mr. BAXTER. No. For the mentally retarded, for the physically

handicapped, mentally alert populations.
Senator HEINZ. What about the aged and disabled under medic-

aid?
Mr. BAXTER. So far we haven't done that because the biggest

problem there is that one has to have control of the expenditures
and be able to shift moneys from one source, and, in effect, to close
beds-in one place, and then redirect the money to the community.
In the case of our institutional areas for the mentally retarded, we
are able to do that because we think we can provide better care. In
the case of frail elderly in nursing homes, the need is so great at
this point that we haven't felt it appropriate to start closing nurs-
ing home beds for us to shift the moneys over.

Senator HEINZ. Now you have said some very fine things about
S. 1614. That would help you deal with that problem, wouldn't it?

Mr. BAXTER. I think that the pooling of the resources of medicare
and medicaid and the capitation approach is something that we
would like to tackle, although, of course, as Barbara said, it's not
easy.

Senator HEINZ. In further response to Senator Bradley's notation
of the 30 percent lower cost of the institutional alternatives, is
there any other information you can give us about that other than
it meets Senator Packwood's commonsense test of doing the neces-
sary things in the home?

Mr. BAXTER. We have been very closely following the Philadel-
phia project for our own purposes, and I'm sure that we could pro-
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vide you with additional information on how that is going. That's
part of the national channeling project. We are proud to be a part
of it.

Senator HEINZ. I am told that about one-third of the enrollees in
the Philadelphia channeling project are dually eligible medicare/
medicaid beneficiaries, and that those dually eligible persons are
more sick and more in need of home- and community-based care
than the medicare-only beneficiaries. Would S. 1614 therefore help
States provide more humane care?

Mr. BAXTER. I think that depends upon the particular way that
we set up the experiments. But it should be able to do that.

Senator HEINZ. I'm talking about the dually eligible.
Mr. BAXTER. Clearly serving people that need care and haven't

been served would respond to that kind of concern.
Senator HEINZ. Thank you.
Senator DURENBERGER. Any other questions?
[No response.]
Senator DURENBERGER. I have half. a dozen for each of you which

I am going to submit to you and ask you to respond for the record.
Senator DURENBERGER. We appreciate your being here and we

appreciate your efforts in preparing for today's testimony. Thank
you very much.

Mr. BAXTER. Thank you.
Senator DURENBERGER. We have another panel: Ralph Hazel-

baker, president and chairman of the board of Americare Corp. of
Columbus, Ohio, on behalf of the American Health Care Associa-
tion and the National Council of Health Centers; and Charles H.
Edwards, general counsel and director of government affairs,
American Association of Homes for the Aging, Washington, D.C. If
there is any possibility for Eunice Cole to come up at this time, we
might move things along a little bit. Is Eunice here? She is repre-
senting the American Nurses' Association in Kansas City, Mo.

We have written statements from all of you which will be made
a part of the record. And you may proceed to summarize them, and
we will start with Ralph.

STATEMENT OF RALPH HAZELBAKER, PRESIDENT AND-CHAIR-
MAN OF THE BOARD OF AMERICARE CORP. OF COLUMBUS,
OHIO, COLUMBUS, OHIO, ON BEHALF OF THE AMERICAN
HEALTH CARE ASSOCIATION AND THE NATIONAL COUNCIL OF
HEALTH CENTERS
Mr. HAZELBAKER. Thank you, sir.
Mr. Chairman, and members of the subcommittee, I am Ralph

Hazelbaker. And accompanying me is Gary Capastran of the Amer-
ican Health Care Association staff.

Each of my organizations has submitted a written statement for
the record. And I am president of Americare Corp., which operates
21 skilled nursing facilities serving over 2,300 patients.

As you have heard, the problems of financing and delivering
long-term health care are staggering. There seems to be five root
problems. P
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No. 1, demographics. The elderly population is increasing rapid-
ly, especially among the oldest age groups who are most in need of
long-term health care.

Health status-extended life span means more chronic disabil-
ities, more difficult recovery, and deteriorated mental function.

Cost-long-term health care is expensive, primarily because of
the intensive hands-on care required.

Knowledge-the magnitude and complexity of a long-term health
care demand is without precedent.-All the rhetoric about solutions
aside, the growth of knowledge of critical information lags the in-
creasing needs.

Infrastructure-service capacity also lags the increasing need.
For example, the growth of nursing home beds is not keeping pace
with the population. Just to maintain the existing level of service,
a new 100-bed facility would have to open each day for the foresee-
able future. A worse situation is the shortage of health and related
professionals trained in long-term care.

The written statements of both organizations recommend a wide
range of actions Congress can take to improve the public benefit
programs and to strengthen the private capabilities of individuals
and their families for caregiving and financial involvement. "

I would like to specifically identify three priority areas for short-
term congressional consideration.

One, industrial development bonds. It is possible you will soon
have to react to House provisions to severely restrict the use of in-
dustrial development bonds. IDB's are practically the only form of
financing - vailable for nursing home construction and rehabilita-
tion. Conventional financing is virtually unavailable and prohibi-
tively expensive if offered. Unlike the use of IDB's for most pur-
poses, Government directly benefits from their use for nursing

omes because of significantly._ lower capital cost reimbursement
under medicare and medicaid.

Two, prospective payment for medicare SNF's. I hope that early
next year you will approve a medicare prospective payment plan
for skilled nursing facilities. Such a plan, long overdue to provide
incentives for efficient care delivery, is needed now more than ever
to accommodate the incentives for rapid discharge under the new
medicare DRG payments to hospitals. SNF prospective payments
would attract more provider participation in medicare to meet the
increased demand for posthospital care.

Point three, demonstrations of comprehensive long-term care.
Congress should also approve early next year the next step to the
development of long-term care. Small, cautious steps must be taken
to build on the positive experiences of such previous steps as the
medicaid home and community-based service waivers and the medi-
care prepaid capitation methods. We support and encourage the
types of focused demonstration projects as proposed in S. 1614, the

health Care Coordination Act, and S.-1244, the Senior Citizens In-
dependent Community Care Act. We must oppose bills such as S.
1539 and S. 1540 which would greatly increase spending and distort
the long-term care delivery system before sufficient knowledge and
cac city is achieved.

A comprehensive chart of our evaluation of these bills is in our
written testimony.
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For longer term congressional consideration we suggest three pri-
orities:

Capital financing-one of the most crucial issues for long-term
care for the rest of the century will be the availability of capital to
develop the needed infrastructure. For nursing homes alone, an in-
crease in beds of 54 percent, some 700,000 beds, from 1977 to the
year 2000 and 132 percent, or an additional 1 million beds, by the
year 2030 will be needed just to maintain the present service capac-
ity according to HCFA projects of age specific utilization rates.

While there has been growth in home health, residential care,
congregate housing, adult day care, et cetera, an adequate supply
of home and community-based services does not now exist and will
take years to develop. The present dilemma is that medicare and
medicaid reimbursements are not sufficiently adequate and stable
to attract ample private capital, yet the public sector has been un-
willing to make a direct financial commitment.

Individual and family responsibility-the magnitude of the long-
term-care challenge is such that public policies must encourage the
maximum effort of individuals and their families by strengthening
their financial ability to do so. Examples include expanding State
flexibility to pursue family contributions for the medicaid cost of
care, when appropriate, and eliminating barriers to charitable con-

-4ributions to nursing homes. Several tax policies could be modified
to accommodate private financing of long-term-care costs, notably
individual retirement accounts, medical expense deductions, and
dependent care credit.

And, lastly, medicare coverage-medicare provides scant cover-
age of the long-term care needs of its beneficiaries. Priorities for
improvement should be expanding the restrictive definition of cov-
ered nursing home services, reducing the excessive patient cost
sharing, and waiving the minimum three-day prior hospitalization
requirement.

The American Health Care Association and the Natioral Council
of Health Conters believe that these factors should be addressed to
assur-e that elderly Americans will be able to get the care they
need. We look forward to working with Congress, the administra-
tion, the States, and consumers and their families to meet this
challenge.

Senator DURENBERGER. Thank you very much.
[The prepared statement of Mr. Hazelbaker follows:]

29-0M 0-84- 19
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Summary of ARCA Recommendations

o Oppose action to prevent a full restoration of normal federal-
state financing of Medicaid services.

o Develop state reimbursement policies that will result in
reasonable long-term financing arrangements which can ef-
fective-ly reduce program costs, place renewed emphasis
on quality care for program beneficiaries, and provide
for rational growth in capital expenditure levels.

o Develop and implement a Medicare prospective payment system
for SNYs.

0 Improve Medicare long term care benefits by expanding Medicare
nursing home coverage, reducing SNY patient cost sharing,
and eliminating the three-day prior hospitalization requirement.

0 Adopt policies that encourage equity formation and financing
for health care institutions as a means of controlling
Medicare and Medicaid costs.

o Encourage individuals and families to contribute to the
cost of long term care or to assume the role of caregivers
by developing a ,"block time" policy, expanding state flexibility
to implement a family responsibility law, eliminating barriers
to charitable contributions to long term care facilities.

0 Develop incentives to encourage individuals and families
to financially support long term care by modifying provisions
related to IRAs, allowing tax deductions for itemized medical
expenses paid on behalf of elderly family members without
regard to the support requirement, eliminating support
requirements for tax deductions for partial care of the
elderly, and modifying provisions regarding parental and
handicapped relative trusts.

0 Support the Health Care Coordination Act (S. 1614) as the
most constructive and feasible proposal pending to improve
the delivery of long term care in a way which increases
effectiveness and administrative efficiency.
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Mr. Chairman and Members of the Subcommittee:

My name is Ralph I. Baselbaker and I am representing the American Health

Care Association. ANCA is the largest organization of nursing home providers

and I am Chairman of its Payment Committee. I an also President of Americare

Corp., operating 21 facilities in 3 states and serving over 2200 patients.

First, I want to express our appreciation to you for having this valuable

set of hearings and encourage your consideration of this emerging, dynamic,

and challenging area.

My statement today will focus on issues related to the jurisdiction of

this Comittee. There are important public policy issues and private sector

activities which cannot be overlooked, but must remain for another occasion.

I will also focus on short-term and longer range solutions, and try to minimize

hand wringing about problems which have been quite thoroughly discussed.

How to pay for nursing home care has become a dilemma confronting many

of our aged and their families. It is also a 'problem faced by public officials

responsible for the Medicare and Medicaid programs. The problem will not go

away; it will rapidly get worse if ignored. The facts substantiating this claim

are staggering:

o The number of Americans age 85 and older will double in the next 18

years.

o Of the approximately 6 million people who form the core of the long

term care population, less than one-third are currently in a long term

care facility.

A range of services has been developed to meet the diverse needs of the

long term care population in the community, but for many of our aged and disabled
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there are no alternatives to nursing home care. Half of our chronically ill

elderly have no spouse or other family member who can provide informal health

care and maintenance. Even with the support of informal caregivers, a significant

proportion of these individuals would still require nursing home care at some

-- point because of their degree of debilitation. A recent GAO study indicates

that patients being admitted to nursing homes are getting sicker and older and

the trend will likely continue.

ALCA believes that new and creative financing options for long term care

services must be developed for the future. Public policies must deal with the

complexities of financing long term care and commit adequate resources to assure

quality long tern care services can be provided. AHCA also believes it is time

that public policies acknowledge the heavy financial burdens placed upon individuals

and their families in providing in-home care or financial support for institutional

services. Thus, public policies must assure that nursing homes can continue

to provide high quality long term care services, while assisting and encouraging

individuals and their families td provide or help pay for such services in the

future.

7901= DICAXD YINANCIN

As a result of provisions in the 1981 Omnibus Budget Recnciliation Act,

federal payments to the states for Medicaid were reduced by 3, 4, and 4.5 percent

in 1982, 1983 and 1984, respectively. The Administration proposed in its l9e4

budget a continuing three percent reduction of federal Medicaid matching payments

to the states in fiscal 1985 and beyond. The proposed reduction would shift

financial responsibility for Medicaid costs from the federal government to the

states by over $500 million in fiscal 1985 and $3.3 billion over 5 years.
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ARCA is opposed to congressional action which would prevent a full restoration

of normal federal-state financing of Medicaid services. Current budget restric-

tions provide states with a strong incentive to contain Medicaid costs; further

federal reductions at this time would be punitive. Because most states are

unable to cover the financial short fall, the cut would be passed on to Medicaid

beneficiaries, directly or indirectly.

UTAH DICAh 3I I3U

Many state Medicaid reimbursement programs are driven by budgetary concerns.

The result is a program of inadequate reimbursement that tacitly encourages

a lessened level of quality care to Medicaid beneficiaries. Many state payment

systems are developed for short-term budgetary reasons without any long-term

or strategic planning objective (i.e., a comprehensive goal directed toward

long run savings, quality care, and pricing efficiency in the wake of a growing
N

demand for long term care services). State reimburseuent policies must be developed

that will result in reasonable long-term financing "arrangennts which can effectively

reduce program costs, place renewed emphasis on quality care for program benefici-

aries, and provide for rational growth in capital expenditure levels (including

replacement and renovation costs).

States should be encouraged to cons er >kint needs in the development

of Medicaid reimbursement rates. Currently, u4ny states utilize rate structures

that ignore differences in patient needs. Such systems, encourage nursing homes

to accept light care patients and avoid heavy care patients, since the costs

of care are different, while reimbursement levels are the same. Consequently,

heavy care patients often remain in hospitals and increase Medicaid costs.

In addition, the Medicare statewide class limitation on Medicaid rates
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should be eliminated as a restriction on the Medicaid rate establishment process.

An examination of interstate variations in Medicare long tern care costs shows

that Medicaid long term care reimbursement practices explain the differences.

In the long tern care industry, Medicaid is the driving force, not Medicare.

Moreover, an innovative Medicaid reimbursement system that induces significant

efficiencies and causes Medicaid cost reductions will also lead to reductions

in Medicare reimbursements. Because of these interrelated phenomena, states

with inefficient Medicaid reimbursement systems find the Medicare limitation

rather high and easily et, while states with effective Medicaid reimbursement

systems find the Medicare limitation to be difficult to meet. In both cases,

the limitation reduces incentives for efficiency.

State cost containment efforts generally have taken three forms: providing

incentives for the facilities to introduce efficiencies and economies into their

operations (often through the profit motive), defining costs out of existence
N

(most often by refusingto recognize legitimate capital costs), and artificially

restricting the supply bf beds and thus denying access to care for a part of

the patient population. Oiiljthe first of these approaches to cost containment

can be justified; however, it is the approach least often utilized because it

requires more effort and rei'bursement design expertise than most states have.

If current budgetary \ essuN b continue, and the latter two cost containment

approaches continue to be used, he quality of long tern care will decline,

capital investment will flow from' the industry, and any cost containment will

actually represent cost shifting to other parts of the Medicaid system. Short-term

cost savings are likely to be achieved by having the industry subsidize the

cost of patient care, but in the long run state costs to revive the industry

will outweigh this short-term saving. In the meantime, our nation's elderly
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will suffer, both those who gain access to the system and those who do not.

They will be the victims of short-sighted cost containment efforts of states

which do not understand the nature, dynamics, and incentives of a for-profit

industry.

MICA3Z 3.INBUUTA

A serious problem confronting policymakers relates to the reluctance of

niwsing bomes to participate in Medicare. As a result, many Medicare beneficiaries

in need of skilled nursing facility (SNI) care are "backed-up" in expensive

hospitals awaiting SU placement. Mdicare,'s inappropriate payment system is

one of the major reasons for the reluctance of SNFs to participate in Medicare.

AICA recommends that a prospective reimbursement system for SKFs under

Medicare be implemented to achieve significant savings and enable beneficiaries

,to receive the appropriate services in the least costly setting. AECA is actively

pursuing the development of a Medicare SNF prospective reimbursement system

vith HCFA. While the mechanics have yet to be worked out, it is clear that

certaitr basic principles must be incorporated into the system. These principles

include:K
ox, Recoanition of *tient needs-- Separate reimbursement rates should

b provided for a limited number of classes of patients vhich require

different levels of basic nursing services (i.e., assistance in activities

of daily living). These classes should be based on the number and

types of activity of daily living dependencies, and a good proxy for

these dependencies in the Medicare population is likely to be the

hospital discharge DIG.

o Bundling of services where anorouria.e--Reimbursement for special
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services and ancillary services which are provided to most of the

patients of a given class should be folded into the basic payment

for that class. On the other hand, special services (e.g., tube feeding,

decubitus ulcer care) and ancillary services (e.g., physical therapy,

inhalation therapy) needed by only a part of the patient class should

be reimbursed on a per unit of service basis so that patients needing

these services are not financially unattractive to the facility.

o onitorint of unbundled services-To prevent excessive use of services

remaining unbundled, standards should be developed for use by the

fiscal intermediary and/or prior approval should be made necessary

for the utilization of the service.

o Inclusion of profit and capital costs--Because it is undesirable to

make a special provision for profit, capital, return on equity, etc.,

or to utilize a pass-through mechanism for these items, capital costs

or allowances should be folded into each of the basic patient class

rates. Since the use of charges automatically folds such costs into

the base, the system would be simpler than if cost-based.

o Regional variation-Because wages vary significantly by region, separate

rates should be established by major geographic region, with consideration

given to urban-rural location. No distinction should be mude by ownership,

size, or hospital affiliation, however. Only differences due to factor

prices and patient needs should be recognized for reimbursement purposes.

The new hospital prospective payment system provides a strong incentive

for early hospital discharge of Medicare patients. Although the effects of

the hospital payment system has not been fully studied, long term care providers

expect a large number of hospital patients to be moved quickly to a lower level
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of care. These patient transfers are expected to be more numerous and to involve

patients who require more intensive service. A prospective payment system for

SHs would attract sore provider participation in the Medicare proem sad alleviate

som of the anticipated nursing home bed shortage that would result from increased

hospital discharge. The coordination of these two initiatives is necessary

to avoid a hospital lback-up" crisis and to facilitate the continuity of post-hospi-

tal care.

OICAKI U183

Medicare provides scant coverage for nursing home -services and other long

term care. Medicare only covers up to 100 days in a SNY. This small benefit

is further diminished by Medicare's restrictive medical eligibility criteria,

excessive patient cost sharing, and a minimum three-day prior hospitalization

requirement.

skilled DIsi=m Care Definitioa

The most significant problem faced by a Medicare beneficiary seeking SNF

care is the narrow definition of covered services. Beneficiaries must require

Hon a daily basis skilled nursing care provided directly by or requiring the

supervision of skilled nursing personnel or other skilled rehabilitation services,

which as a practical matter can only be provided in a SNF on an inpatient basis..."

However, the Medicare program has not adapted its coverage to take advantage

of the services which can be provided in today's long term health care facilities.

Medicare provides no coverage of the most utilized nursing home service - inter-

mediate care. Medicaid, on the other hand, is a heavy user of ICY services,

which are less intensive than skilled nursing. Although not one of the mandatory
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Medicaid services, ICY services are utilized by each state program.

Under the Medicare SNY definition of covered services, patients who need

skilled nursing or rehabilitative services regularly, but not necessarily daily,

would not met eligibility requirments. For example, a cancer patient, receiving

chemtherapy or radiation treatments in a hospital and requiring close observation

and intermittent nursing supervision, would not be covered by Medicare for SNF

services. Similarly, a patient needing general health supervision and personal

care (as might be provided in an ICY or a Medicaid SNF) as well as physical

therapy or another rehabilitative service less than daily would not qualify

for the SNF Medicare benefit but might remain in a hospital or be discharged

home where a wide array of -home delivered services would be covered by Medicare

and other public programs. Although the patient might be better served at a

lover overall cost in an SNF, such care would not be covered by Medicare.

Congress should consider cost-effective opportunities to restructure Medicare

nursing home coverage. Based on the experience of Medicaid and prepaid health

plans, a less restrictive definition of covered nursing home services should

be developed. Medicare should provide coverage for care between SNF services

and home health care. An example of a recent change which is expected to be

cost-effective and lead to patient well-being is the inclusion of ICY services

in the new Medicare hospice benefit.

SKY Patiemt Coat Sharin=

Present cost sharing for SNF patients is excessive, especially relative

to other Medicare services. In 1984, a SKY patient, after already having paid

the hospital deductible and possibly coinsurance for the required prior hospital-

ization, will pay $44.50 per day from the 21st day to the maximum 100th day
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of care. In many areas of the country, a $44.50 fee approaches 100 percent

of the facility's reimbursement. In contrast, home health recipients pay nothing

and hospital patients pay a deductible of $356 for the first 60 days. According

to current practices, a Medicare patient in a SN? for the same number of days

would be faced vith 5 times that amount in copayments: $1780.

President Reagan, recognizing the unfairness of present SNF cost sharing,

proposed the rate be reduced to five percent of the hospital deductible--$17.80

in 1984. AECA supports the President's intention to reduce the SN? patient's

cost sharing. However, when a SN? prospective payment is implemented, SN? coinsur-

ance should be set at a percentage of the SKI payment rate and not be artificially

linked to hospital costs.

Prior 50oni #ligation leruirment

To qualify for SNF services, Medicare beneficiaries must spend at least

three days in a hospital. Although a provision in the Tax Equity and Fiscal

Responsibility Act of 1982 (TEFRA) gave the RHS Secretary authority to waive

the three-day prior hospitalization requirement if such a waiver would not lead

to an increase in costs, HIS has taken no action on this issue to date.

Although US contends that elimination of the three-day stay requirement

would increase Medicare costs, it should be waived when specific patient conditions

can be identified for which the prior hospital requirement is neither cost-effective

nor necessary to control inappropriate utilization. Examples of such situations

include patients receiving Medicare home health services who develop an intensified

nursing need and beneficiaries whose "spell of illness" has not ended because

60 days have not lapsed since their earlier hospital or SNY care.

Congress should urge RHS to implement expeditiously the cost saving provision
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included in the 1982 TEMA and seek a timetable for HIS action. With the strong

incentive for hospital admission and earlier transfer of hospital patients as

a result of the new Medicare hospital prospective payment system, reform of

the prior hospitaliution requirement takes on added importance.

CAF L FEIACIW ANlD CAFIT 1F0U&IOK

One of the most crucial issues for long tern care for the rest of the century

will be the availability of capital financing for nursing homes. An increase

in nursing hone bed of 54 percent from 1977 to the year 2000 and 132 percent

by the year 2030 vould be needed just to maintain present age-specific level

of service. Dramatically stated, a 100 bed nursing hone would need to be opened

each day to the year 2000 just to meet that projected demand. Capital costs

of at least $10 billion can be expected.

Tax exempt bonds, are the main source of capital financing for the nursing

home industry and over the last few years have been essentially the only viable

source of capital. Since health care providers are being squeezed between higher

construction costs and tightened government reimbursement, conventional lenders

are even more reluctant to finance new facilities. When conventional financing

is offered, it is generally at interest rates higher than most providers can

afford due to Medicaid and Medicare payment policies, which fail to provide

a fair recognition of property costs.

Congressional considerations to restrict severely the use of tax exempt

bonds, notably industrial development bonds (IDBes), are a major concern to nursing

hone providers. AHCA recommends that no restrictions on the use of IDBs by

nursing homes, beyond the 1982 actions, should be approved at this time. Nursing

homes financed through IDBes have not abused the program and the reasons cited
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for restricting the use of IDB. do not apply to long term care facilities.

estrictions on their use will only lead to higher capital financing costs and

thus increase Medicare and Medicaid spending.

Equity financing can also lead to lover capital financing expenditures

in both the Medicare and Medicaid program, if reimbursment policies are enacted

to encourage this type of capital financing. A recent 11. Inspector General

report, recoinding reduction in the return on equity capital (OE) allowance

for SNIs under Medicare, raises serious questions over the Administration's

long rane health policies aimed at controlling expenditure levels. Such policies

are shortsighted, and vhile they may reap some short-term savings, villa only

lead to an erosion of equity capital in an already heavily debt leveraged industry.

Congress should seek policies that encourage equity formation and equity financing

for health care facilities as a means to control Medicare and Medicaid costs.

DIYrEL AND IFAXILT INOLYnW

ANCA believes that policynakers should create an environment that encourages

and strenthens the financial ability of individuals and their families to provide

home care or to pay for institutional care when necessary.

purchasee of Block Time

The 1977 National Nursing Home Survey indicates that more than one-half

of nursing home residents at the time of admission had a remaining spouse, child,

or other relative. In many cases, these family members are willing to care

for their relatives, but require periodic and temporary respite from caregiving.

However, current Medicaid eligibility and coverage requirements discourage family

involvement in the care of patients. Medicaid policies should be changed to
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encourage family members to asuse the role of informal caregivers, even on

a part-tim basis.

Once institutionalized, many individuals quickly exhaust their fi.Uncial

resources paying for care and become financially dependent on Medicaid. In

addition, such individuals are rarely returned to the coingnity after conversion

to Medicaid, even if the person's condition improves, not only because of the

lack of personal financial resources, but also because of the general difficulty

associated with readaitting a Medicaid patient to a nursing home. The block

time concept offers a solution to this problem.

Block time would allow flexible financing alternatives under the Medicaid

program that would offer limited duration nursing home care in lieu of permanent

institutionalisation. Medicaid could purchase extended inpatient respite care

under restrictive circumstances when such arrangements could be shown to be

cost effective to the program. Block time would be periodic, but extended respite

care designed to prolong the involvement of informal caregivers. As a result,

families could continue sharing in the care of Medicak6 or potential Medicaid

recipients and thus share in the cost of delivering long term care services.

This block tine approach would enable the Medicaid program to guarantee

an individual admission to a specific long term care facility for a prearranged

period of tim, begining on a specific date, in two situations:

o when families of currently institutionalized and eligible individ-

uals are willing to participate in a home care program, and

o when individuals, who are ineligible for Medicaid benefits because

of their personal financial resources and who are currently being

cared for by families, can be targeted as high risk candidates for

Medicaid-supported nursing home care.
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The first situation can be accomplished under existing federal statute,

but the creative financing arrangements necessary to accomplish this objective

need to be encouraged at the state level. However, the second situation will

require changes in the federal and state eligibility requirements. To address

the second situation, federal and state laws need to be modified to enable the

Medicaid program to assist in the payment of temporary nursing home care (block

time) rendered to a targeted high risk population of aged and severely disabled

individuals who are not currently eligible for Medicaid program benefits. This

high risk group would be defined as being both:

o Medically necessary

- 65 years of age or older, and

- physically or mentally unable to care for themselves (i.e., tar-

geted population having a dependency in at least four basic per-

sonal care services of bathing, dressing, eating, and toiletry

as measured by the Katz Index of Activities of Daily Living).

o Financially necessary

- personal financial net worth of $50,000 or less, and

- excessive medical *a.penses that would exceed annual income if

institutionalized in a skilled or intermediate care nursing

facility.

Specifically, this proposal would apply on a progressive scale depending

on individual net worth, if all other criteria are met (i.e., age, functional

disability, and annual personal income). In addition to the age/functional

disability and net worth criteria that must be met, this program could be further

restricted through a Medicaid cost sharing provision. Medicaid payment to a

nursing home for the block time purchase could be reduced by the amount of the
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eligible individual's personal monthly income.

The proposal can be modified to accommodate any one of several other viable

financing options. For example, the eligible individual could be required to

pay the nursing home the difference between the private pay daily charge and

the amomt of the Medicaid payment as an inducement to secure nursing home partici-

pation in such a program. In addition, the Medicaid agency could arrange to

purchase, on an annual basis, a prearranged number of nursing hone beds to ac-

commodate, coordinate, and effectively target the block time program to nursing

homes that are willing to participate.

lmly ammsibility

- Because of pressures to better target Medicaid spending, interest has grown

in having patients,' families assume, when possible, some of the financial espon-

sibility for Medicaid-provided nursing home care. Responding to this interest,

HIS issued a policy guideline which indicated that-states may require families

to contribute to the cost of care under certain circumstances. The adopted

policy neither prescribes a specific family responsibility formula, nor requires

states to adopt any such system; it merely provides states flexibility to explore

this approach and to adopt a family responsibility system if a state deems one

necessary and practical. ABCA believes state flexibility on this issue, within

broad federal parameters, is essential.

Increasingly unable to pay for the care needed by their many recipients,

states continue to adopt measures which limit available services and restrict

the number of individuals eligible for care. Family responsibility approaches

become critical because they reduce the need for states to adopt more objectionable

cutbacks and enable states to target Medicaid funds for those most in need.

29-033 0-84-20
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Presently, the Medicaid program essentially prohibits families from making

any contribution for the care of their elders. Some families have felt so strongly

about their desire to pay for additional services or higher quality care for

their elders that the families have gone to court, unsuccessfully, to assert

their desire. Family involvement in the financing of care also has positive

consequences for the family being sore involved in monitoring the care provided

and searching for appropriate, less costly arrangements. Furthermore, public

acceptability of the entire Medicaid program would be enhanced by family respon-

sibility provisons. Criticism has been voiced about Medicaid patients who have

wealthy sons or daughters. However rare such situations may be, states should

have some ability when they do occur to seek a modest family contribution.

Critics of the concept focus on the problems of implementing a family respon-

sibility program. While states would have practical problems to overcome in

devising a system, it is not justification for rejecting the family responsibility

concept.

ARCA believes Congress should enact a provision providing states with flex-

ibility in pursuing family responsibility programs. Specifically, we suggest

the RRS Secretary be allowed to waive Medicaid requirements for meritorious

state initiatives for family participation. The waiver mechanism has been successful

for fostering other reasonable Medicaid cost-saving efforts, such as restricting

patient freedom of choice of providers, without the concern and uncertainity-

of blanket authorization.

An alternative approach would be to allow states to delineate the specific

types and extent of Medicaid-covered services for nursing home patients and

permit families to purchase any uncovered ancillaries. This approach would

achieve two important objectives: first, the patient would receive some demonstrable
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gain from the family participation and therefore families would be more willing

to participate than if the gain accrues only to the state; and second, this

approach recognizes the increasing difficulty of states to wake "payment in

full" for all services of all Medicaid patients.

However, to avoid soes of the pitfalls of the supplementation methods used

in the early years of Medicaid, family responsibility programs should not affect

Medicaid eligibility or payment to providers. Specifically, an individual's

eligibility for Medicaid mt not be contingent upon the family asking contr-

ibutions nor should the ability or inability of a patient's family to contribute

effect the patient's eligibility. In addition, facilities should not be responsible

for collecting from the patient's family.

Ghritable Coutributioms

A related area for Congress to facilitate improvements in nursing home

care is by encouraging charitable contributions. Presently, there are two barriers

which should be eliminated.

The first barrier prohibits contributions to nursing hows in which there

is a Medicaid recipient related to the giver. In the Medicare-Medicaid Anti-Fraud

and Abuse Amendments of 1977, Congress made it illegal to knowingly and willingly

charge, solicit, accept or receive any gift, money, donation or other consideration,

whenever Medicaid-covered services are involved. The only exception is when

the consideration coma from an unrelated person or organization for a philanthropic

or charitable purpose. In practice, the broad intrepretation of this provision

goes beyond the target of eliminating blatantly fraudulent or abusive practices

to preventing the use of private funds for care services. AECA recnds Congress

clarify the 1977 provision to allow again bona fide voluntary contributions



304

from patient-related givers.

The second barrier is that ,"undesignated" nursing home philanthropy may

be merely offsets to Medicare and Medicaid reimbursement. The 1980 Omnibus

Reconcilitation Act addressed this issue in regard to protecting hospital phil-

anthropy. AECA recommends the 1980 provision be extended to include nursing

homes.

TAX INCU TIvU

Nearly one-half of the elderly's health expenses are paid from private

sources, usually personal savings. Because nursing home care is the number

one health cost burden for the elderly and their families, and because the government

has reduced budgets for public health programs such as Medicare and Medicaid,

the financial impact of health expenses on the elderly and their families Vill

worsen. Current federal income tax laws are ineffective and actually impose

several financial disincentives to informal family caregivers. Several disincentives

in the tax code can simply be modified to target their effectiveness tovards

caring for and supporting our aged and disabled.

Developing tax incentives may also serve to reduce the need for sow individuals

to rely on Medicaid and Medicare. Many people viev Medicaid as a last resort

and would not apply for coverage if their families were assisted by tax deductions

for contributions to the cost of their long term health care.

IMdividl Retirat Acmats (IMA.)

One of the most significant advances in public policies that will positively

affect the ability of individuals to privately finance future long term care

needs has been the extension of IRA eligibility to all workers and their spouses.
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There are two major drawbacks in the IRA statutory requirements, however, if

this provision is to be considered a potential financial resource for paying

for long term care services:

o no deduction is allowed individuals for contributions made after attaining

a3e 70 1/2, and

o the individual mst start drawing down on the IRA account upon reaching

age 70 1/2.

These mandates fail to recognize the dynamics and demographics of the nursing

home population. With the average admission age of a nursing home resident

over 75 years (and approximately 80 years of age for widowed females who represent

a majority of nursing home residents), the mandatory IRA distribution age is

several years before the typical nursing home admission. Forcing individuals

to draw upon IRA funds before these funds are necessary to pay for nursing home

services is a self-defeating public policy.

AHCA recommends that these two barriers be eliminated. Individual IRA

fund balances that are not distributed upon the death of the individual (or

that of a spouse if joint life expectancies are considered) could be taxed as

ordinary income to the decadent utilizing the special 10-year averaging rule.

Medical Omanss Dedctiom

Presently, many families who help finance a private paying relatives' stay

in a nursing hone or their other long term care cannot deduct the expense because

of the support requirement for qualifying as a dependent. Dependents are defined

as ."individuals who receive over half of their support from the taxpayer and

who meet one of the nine relationship tests.," Requiring a taxpayers' contribution

of noe than one-half the support of the cared for individual to met the definition
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of a dependent ignore@ the validity of situations when families contribute signifi-

cantly to the care of an age person but fall short of the high support requirement.

AECA recommend@ the tax deduction for itemized medical expenses recognize

long term care expenses paid on behalf of elderly family members, without regard

to the support requirement.

DeMede Care Credit

The tax code allows a tax credit for up to 30 percent of qualifying child

or dependent care expenses which are paid for the purpose of enabling the taxpayer

to be employed. To be eligible for the credit, a taxpayer must msintain a household

for certain qualifying individuals (including a spouse or any dependent vho

is physically or mentally incapable of caring for himself or herself) to whom

the taxpayer contributes more than one-half the support. There are tvo drawbacks

to this credit that do not make it conducive to caring for the aged or disabled,

or, as an example, to utilize adult day care programs when necessary. First,

for married taxpayers, the qualifying expenses are limited to the earned income

of the spouse with the lesser income. Generally speaking, no credit is allowed

if one spouse does not work. Second, the taxpayers must contribute sore than

one-half the support for the individual to qualify as a dependent. Furthermore,

the support requirement dissuades multiple cooperative arrangements among family

members, each of whom may be capable and willing to care for the individual,

but only for a portion of the year.

AECA recommends the dependent care credit be improved by eliminating 1)

the limitation on qualifying expenses to the earned income of the spouse with

the lesser income and 2) the primary support iequirement for elderly relatives.
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Farm~~A MAl - "- Ea _-e_ lative Care Trust.

Last Congress, Senators Jepsen and Lazalt introduced 8. 1378 which would

have enabled individuals to contribute up to $3,000 per year to a qualified

parental or handicapped relative care trust. The objective of this type of

long term care trust account is to support the accumulation of personal resources

to help pay for future long term care services that may be needed by aged and

disabled people. There are a few changes to the proposal, however, that would

make it more effective.

First, the provision should allow trust distributions used for the care

of the beneficiary to be tax-exempt. The incentive is to allow a tax sheltered

vehicle to provide for the long term care of a beneficiary. The trust should

be created to allow the full mount of trust corpus to be utilized for the bene-

ficiary,'s care, not just the tax shield or after-tax amounts.

In addition, creation of a trust should be allowed at any time, not just

at time of disability, so that sufficient corpus accumulation could be available

to provide for the long term care of the beneficiary.

Finally, distribution of trust funds for other than the care of the intended

trust beneficiary should result in taxable income to the recipient of such funds.

While funds used to provide care for the beneficiary should not be taxable,

funds distributed for other than the care of the beneficiary should be taxable

to the recipient of such funds.

- L=9 7M CARK
In recent years Congress has enacted significant improvements in long tern

care coverage and a waiver program for Medicaid home and commnity-based services.

Other farreaching demonstrations and innovations are being tried, such as social
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health maintenance organizations and sulti-service "campuses." for the elderly.

There is much congressional interest to move ahead expeditiously, but also

much concern about not acting hastily. There are several incremental provisons,

as have been presented, which address specific problems in long term care.

The long range is such more difficult to sketch.

Barriers to constructing the long range solutions are many. There is so

such that is unknown about such basics as what services are really effective,

how to target services so they are truly cost-efficient, and how to assess individual

needs. Also much of the infrastructure is just being developed, notably home

services and the training of health and allied professionals. There is a real

danger in overloading the system, promoting more than can be delivered, and

raising expectations which today cannot be met.

The Committee has before it some bills which attempt to make the next "big

step.." Only one is supportable at this time-the Health Care Coordination Act

(S. 1614). ARCA finds S. 1614 the most constructive and feasible proposal pending

to improve the delivery of long term care in a way which increases service effect-

iveness and administrative efficiency. S. 1614 would greatly reduce the Medicare-

Medicaid and acute-chronic care fragmentation of health services to the frail

elderly. ABCA recommnds S. 1614 as the most innovative, doable next "big step"

in long term care, building on such positive steps as Medicaid home and comunity-

based services and Medicare prepaid group plans.

Following is a chart which lays out the features and our preliminary analysis

of 5. 1614 and three other comprehensive long term care proposals.
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-Adlie 2-15
o Demonstration - 20 projects

o Combining of Medicare and Ndi-
cold for dually eligible
beneficiaries

o Medicid-operated with broad
state flexibility

" Limits federal and sate coat to
what would otherwise occur

oImediate Medicare "vias be-
cause of fixed funding at 952 of
average beneficiary cost

" Facilitates savings because of
integration of Nedicare-Medicaid
and acute-chronic care

" Encourages incentive-baaed reim-
bursement of providers

" At least Medicare-Medicaid bene-
fit&

" Opportunity to provide full range.
within cost limit

" Uses Medicare-Medicaid providers

o Demonstratio -- 4 states

o Expands Medicare coverage of
long term care

o Needs overall coat limit --
Only limit on per capita costs

o Requires provider payments to be
fixed fee per capita despite the
lack of knowledge and experience

" gntitlinnt for all elderly Medi-
care beneficiaries in state

o Greatly expands bome services.
beyond present knowledge and capacity

o Anti-inetitutional oriented
and does little to improve Medi-
care's scant nursing home coverage

o Means tested copayments

o Greatly expands providers beyond
present Medicare standards

o block &rant to eates for
home and comity baaed
services

o Does nothing for 3 years--
beglns in PY 86

o New expenditure of $2.25
billion for FY 86-88

o State my not use funds to
reduce or reprogram existing
spending

o Mo limitation that per capita
cost not exceed institu-
tional cost

o Greatly expands home and
community based services.
beyond present knowledge
and capacity

I
o Prohibit inpatient coverage

(even inptient respite care)
adding to problem to coati-
nity of care

o Unnecessarily restricts par-
ticipation of facilities in
providing facilty-based
services

o Anti-institutional oriented
to move patients out of faci-
lities rather than most appro-
priate setting

o Medicaid boe and coiamity
based program would be
expanded and waiver safeguard
rmved

o Nationide

o no limit

o Federal cost increase can
be expected from increase
in federal matching rate
for home care. esp. without
EU waiver approval safeguard

o No limitation that per
capita coat not exceed
institutional cost

" Greatly expands hone services,
beyond present knowledge
and capacity

o Unnecessarily restricts
participation qf facilities
in providing facility-bsed
services

" $tate has unrestricted
choice of providers, not
the patient

o Increased federal matching
rate will reduce state
diligence to target

Proposal
Summary

Costs

Coverage

Co
0

i l(|i .....
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o Integrates care for dual Medicare-

Medicaid beneficiaries

o remite targeting to local needs.
capacities, and circumstances

Administration

o Unclear why a state would want to
administer, sap with difficulty
that the program be statewide

o huild& om Medicare despite ahortage
of LYC experience. Federal infleui-
bility atc..

o Does Notbing for Medicaid coordi-
nation, but study

o state agency should not be Open.
but Medicaid agency designated
because of expertise &n provider
relations

o Creates new. cumbereme "patient
a&se*men• teams" to direct
services

o Increased fragmentation with
new program

o Does not Laclude umal block
grant protections about re-
cordkeepiag0 auditing. etc.

o prohibits proprietary provi-
ders from available financial
anasstance

o Msdicaid-baaed

o Distorts Medicaid to hoe
care with 10 percentage
poist increase in Federal
matching rate
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With a rapidly aging population, growing demand for nursing home and other

long term care services, and mounting federal and state fiscal pressures, it

becomes quite evident that quality long term care services cannot continue to

be adequately financed through present financing approaches. Public policTuakers

cannot ignore on long term care issues; our nation's lswakers and regulators

must recognize the rapidly growing demand for long term care services and develop

strategic policy objectives that will adequately address the issues. Of permount

importance is how to pay for these services in view the rapidly escalating dmand.

The ideas presented here are intended to generate thought and debate over

future financing options for long term care. These ideas emphasize the importance

of utilizing private personal resources to pay for long tern care services as

opposed to continuing the substantial reliance ou existing NXedicare/Madicaid

funding. The proposals highlight both public and private approaches to imi-ing

the interplay of private funding, informal careSiving and broad financial/insurance

prcgrms to met the future lout term care needs of our nation.



312

'J NationalCoundl of
Health Centers

2600 Virginia Ave. N W Suite 1100 Washington. D C 20037 (202) 298-7395

STATEMENT
OF THE NATIONAL COUNCIL OF HEALTH CENTERS

TO THE
SUBCOMMITTEE ON HEALTH

COMMITTEE ON FINANCE
UNITED STATES SENATE

ON

ACCESS TO LONG TERM CARE SERVICES

November 14, 1983



313

STATEMENT
OF THE NATIONAL COUNCIL OF HEALTH CENTERS

TO THE
SUBCOMMITTEE ON HEALTH

COMMITTEE ON FINANCE
UNITED STATES SENATE

ON

ACCESS TO LONG TERM CARE SERVICES
NOVEMBER 14, 1983

The National Council of Health Centers takes this opportunity to offer

its views on providing access to long term care services for millions of

elderly Americans.

Members of the National Council are investor-owned multifacility nursing

home corporations which own or manage approximately 2,000 nursing centers in

48 states and the District of Columbia. O Ir members also provide other health

related services such as home health, alcohol and drug rehabilitation, adult

day care, retirement co :unities and hospice services.

Because our members are actually involved in providing health care for

the elderly, we are acutely aware that the over-65 group is the fastest

growing segment of the U.S. population and has the highest rate of

institutionalization.

In terms of patient make-up, the median age of nursing home patients in

1982 was 81. Seventy percent are over 70 years of age. Five percent of the

over 65 population live in nursing homes at any given time, and one out of

five, or approximately 20 percent of the over-65 population, will reside in

such a facility at some time during their lives. In total, the industry now

serves more than 1.4 million Americans and experiences an occupancy rate in

excess of 95 percent. Nursing home care is the fastest growing segment of our
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health care industry, with 1981 revenues totaling more than $24 billion.

over 70 percent of the facilities are owned and operated by proprietary firms,

with approximately 17 percent of the industry homes being publicly-owned

multifacility organizations.

National Council members have made great strides in developing and

implementing innovative and cost effective long term care programs for our

residents with an increasing emphasis on expansion of services along a

continuum of care. We realize that only by having a complete array of health

services available to the community can the elderly choose the services most

appropriate to their needs.

As members of the health care industry, however, the National Council has

grave concerns relating to the continued ability of our nation to provide

appropriate long term services. We are alarmed by the country's current

economic environment and several disturbing trends in long term care.

The increase in health care demand steaming from the tremendous growth in

the size of the elderly population, with an increasing likelihood of

disabilities, will greatly increase competition for the scarce health

dollar. Our country no longer has limitless financial resources. We can no

longer look to the federal and state governments for total direction and

financing for our nation's long term care programs. While the federal

government has made positive strides in restraining skyrocketing costs in

various areas of our economy, many states have reached their finanrial limits

in supporting Medicaid programs. Medicaid dominates the nursing home industry

-- providing about one-half of our revenues for 60 percent of all patients.

Negative Impact of Current Trends in Long Term Care

In addition to these fiscal realities, we are concerned about several

significant trends, that may adversely impact on the ability of our nation to
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continue to provide access to long term care services. First, a growing

disabled and dependent elderly population will dramatically increase demand

for more intensive nursing home services and greatly increase competition for

the shrinking health dollars. Second, in an effort to reduce costs, states

have limited nursing home reimbursement or the bed supply or both. Third, the

Medicare prospective reimbursement payment system for hospitals may increase

the growth of nursing home expenditures because hospitals are discharging more

and sicker patients to nursing homes. In an effort to prepare for the impact

of those individuals, the National Council is making efforts to expedite the

implementation of a prospective payment system for SNFs. Fourth, expanded

home health care for the elderly has been found to be beneficial. Such

services, however, do not reduce nursing home or hospital total service

costs. Fifth, and finally, two congressional initiatives are disturbing.

Proposals to restrict the use of IDBs will severely curtail nursing home

construction and the continued difference in rates for hospital-based and

freestanding SNFs is an inappropriate and inefficient use of public funds,

especially at a time when Medicare's Trust Fund faces a financial crisis.

A 1983 General Accounting Office (GAO) study of nursing homes conducted

over the last several years found two conflicting and distressing

tendencies. The elderly population now residing in nursing homes are becoming

increasingly disabled and dependent, and the number who may need to enter a

facility in the next decade is likely to increase. Unless major breakthroughs

in the treatment of chronic diseases occur, extended life expectancies, with

greater likelihood of chronic disabling diseases, will lead to an increase in

demand for more intensive nursing home services.

A second trend found by the GAO involves the effort by most states to

keep their Medicaid costs down by limiting nursing home beds despite high
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occupancy rates and growing demand for services.

Virtually all the states have had problems financing this service and

their efforts to reduce costs tend to focus on ways of limiting nursing home

reimbursement or the supply of beds or both. Such policies further reduce the

number of available nursing home beds.

A 1982 GAO examination of expanded home health care found that the

elderly should benefit from such services, but increasing home health care

would not ensure cost reductions. The GAO found that when expanded home

health care services were made available to the chronically ill elderly, their

longevity and client-reported satisfaction improved. However, those services

did not reduce nursing home or hospital use or total service costs.

An important finding was that community-based long term care services

will continue to grow. This is because three-quarters of the long term care

population resides in the conisunity. most individuals, prefering to avoid

institutionalization are served largely by relatives or friends. Seventy-five

percent of that group report they only get assistance from such informal

sources, and seek numerous options in long term care in addition to nursing

services. We fully support the GAO's contention that more research is needed

in two areas: the effects of expanded home health care on the elderly highly

at risk of placement in nursing homes, and how home care should be organized

for maximum efficiency and effectiveness.

Prospective Payment System for Hospitals and SNFs

Recent legislative and regulatory changes in Medicare's hospital

reimbursement system has resulted in a new diagnosis-related group (DRG)

payment system for hospitaX care. With its built-in incentive to reduce

_lenths of stay in hospitals, the DRG system may place greater pressures on

the limited nursing home bed supply. Already, hospitals are attempting to
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place more patients in nursing homes and in home health care as they try to

discharge patients earlier than they have in the past. However, nursing home

beds are not available to meet this new demand.

Unfortunately, the current Medicare payment system for SNFs is not geared

to respond to the heavier care patient. Already our members are reporting

that Medicare patients are exceeding the cap on routine services in nursing

homes, which is currently about $60 per day.

Our concern that it will be many months-before the Health Care Financing

Administration (HCFA) completes its work in developing a prospective payment

system for Medicare SNFs has led us to move in that direction. The question

we asked is whether a DRG system similar, but less complex, than that of

hosj'ltals, could succeed in SNFs. To this end the National Council and the

American Health Care Association has jointly commissioned a study to determine

its feasibility.

We strongly believe that a well-designed prospective reimbursement system

for Medicare SNFs that recognizes the needs for heavy care patients is

absolutely critical in the new climate which encourages early release of

hospital patients. The final results from our study are expected shortly. We

will be pleased to share our data and recommendations with the Committee at

the earliest opportunity.

Industrial Development Bonds Needed for Nursing Home Construction

The National Council is greatly concerned about proposals in the Congress

to severely restrict the use of industrial development bonds (IDBs).

Provisions in the House Ways and Means Committee's omnibus tax reform package,

H.R. 4170, would impose a $40 million limit on IDB use by for-profit companies

and a $150 per capita state cap for such organizations.

29-033 0-84-21
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Few people, lawmakers and consumers alike, realize the crucial role that

IDBs provide as a source of financing for the construction of our nation's

nursing homes. The use of IDBs for the financing of new nursing home

construction, and the improvement and expansion of existing facilities is

practically the only form of financing available to construct new nursing

homes. Conventional financing is not a viable alternative. The investment

community reports that long-term taxable borrowing, even for a financially

strong health care provider, is prohibitively expensive. Taxable long-term

financing may not be available at all or only at an exhorbitant cost to most

nursing home owners and operators.

Maltifacility chain nursing home firms are the principal source of new

facility construction in the industry. More than $10.6 billion in capital

will be needed to meet the cost of constructing the 260,000 additional nursing

home beds that will be required by 1990. It has been estimated that with an

average facility size of 100 beds, one nursing home a day must be built in

this country for a least the next 20 years to meet our needs.

Pending Legislative Proposals

As mentioned earlier, many members of the National Council are engaged in

providing home health services in addition to nursing home care. One might

assume that we would automatically favor any legislation which greatly expands

the availability of these services. State and federal budget realities force

us to do otherwise.

Our great concern rests with the thousands of patients already in our

nursing homes who have seen their benefits and entitlements reduced as a

result of budgetary cutbacks. We do not entertain much hope that this

situation will greatly improve nor do we believe that there will be a savings

in public monies by any expansion in benefits. Numerous studies have shown

that:
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" Families undertake heroic measures in order to maintain their loved
one in their home.

* The patient population in nursing homes has become much sicker with
greater deficiencies in activities of daily living then ever before.

* The nursing home bed shortage and hospital backlog problems are so
great that by diverting a nursing home eligible patient to an in-home
service, another patient in need will only take his place.

* Home health services cannot be a one-for-one substitute for nursing
home care. Many other costs are involved in assessing the expense of
maintaining someone in their home.

* The hospital DRG system will impose even greater burdens on nursing
homes and home health agencies by creating a new class of patient
whose needs are sub-acute with great demands for increased nursing
care.

Regarding the pending legislation, we support and encourage the types of

focused demonstration projects as proposed in S 1614, the Health Care

Coordination Act, and S 1244, the Senior Citizens Independent Community Care

Act. The importance of innovative programs and research in long term care

cannot be overstated.- We need experimentation to determine the appropriate

mix of services and eligibility for the elderly in need of nursing home

services which will encourage, but not supplant family support. At the same

time. they should not strain budgets to the detriment of the patients who are

in nursing homes or who will be there in the future. We are confident that

nursing home care will remain the lower priced alternative when assessing the

needs of the eligible patient population, particularly as we begin to see the

impact of the more acutely ill DRG-released patients.

Our position with regard to proposals such as S 1540, which would ,expand

home health services, is that we do not believe it is appropriate at this time

to increase expenditures in this area when we are cutting back in almost every

other health care program. This is especially true when the cost

effectiveness of an additional home health benefit has not been

demonstrated. We would prefer to see increased participation by states in
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Section 2176 waivers. These waivers permit states to offer a whole host of

non-institutional services to nursing-home eligible patients. The only caveat

is that the services cannot cost more than comparable care in the nursing

homes. We believe that such an approach would permit experimentation while at

the same time assuring that the experimentation is cost effective.

No one should be deluded that the demand and need for additional nursing

home beds will in any way diminish if home and community-based services are

expanded. The enormous projected increase in the aged 80 and over population,

which is the group most at risk of institutionalization, will assure a

continuous heavy demand for nursing home beds on into the future. It is our

hope that increased private resources available to this population, whether

through Individual Retirement Accounts, Reverse Annuity Mortgages or private

health insurance, will alleviate the pressure placed -n public financing for

long term care services.

We look forward to continuing the development of services in long term

care. In representing investor-owned chain nursing home firms, we take pride

in the efforts of our members to improve the quality of life for the

elderly. The National Council believes that the numerous concerns highlighted

in our statement should be addressed immediately if our nation is to assure

that elderly Americans will not lack necessary care. We look forward to

working with the Congress, the Administration, the states and consumers to

meet these long term care challenges. By working together, we are confident

that viable and responsible solutions can be found to the significant problems

facing the nursing home industry and long term care.
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STATEMENT OF CHARLES H. EDWARDS, GENERAL COUNSEL AND
DIRECTOR OF GOVERNMENT AFFAIRS, AMERICAN ASSOCIA-
TION OF HOMES FOR THE AGING, WASHINGTON, D.C.
Senator DURENBERGER. Mr. Edwards.
Mr. EDWARDS. Mr. Chairman, and members of the subcommittee,

I'm Charles Edwards, general counsel to the American Association
of Homes for the Aging. I'm accompanied this morning by Tina
Biondo and Howard Bedman, legislative analysts for AAHA.

We appreciate the opportunity to present AAHA's views on chal-
lenges facing our long-term care system and pending legislative
proposals. Over the coming decade this Nation will undergo a de-
mographic explosion which will swell the ranks of our elderly pop-
ulation. Unprecedented percentages of our Nation's citizens will
live into the 8th, 9th and 10th decades of life, requiring unprece-
dented amounts of long-term care services. Yet even at the present
time our long-term care system cannot be said to be fully meeting
with success. Older persons too often find their health and ability
to function as individuals compromised by their inability to obtain
needed long-term care services by insufficient quality of services
available and by massive problems in coping with the costs of long-
term care.

Largely because of inadequate Government support, our current
fragmented long-term care system is clearly not good enough to
meet today's demands. And it is equally clear that it will in no way
be fully able to answer tomorrow's challenges.

Long-term care services must be viewed as a continuum. Too
often today the debate about appropriate provision of services
seems to focus simply on the choice as to whether services are to be
delivered in the institutional setting of the nursing home or in the
individual's own home. Both types of services are essential and ade-
quate funding needs to be available for both.

Our member homes are actively involved in the delivery of com-
munity services such as Meals on Wheels, adult day care and
transportation, as well as various health services. AAHA believes
that the definition of the long-term care system must also take into
account facility-based settings other than nursing homes. AAHA
members include many housing projects for the elderly and person-
al care homes which provide a variety of essential services in help-
ing their aged residents to function with the maximum possible
degree of independence.

Hospital prospective payment under medicare threatens to exac-
erbate problems currently facing the long-term care system. We be-
lieve prospective payment will create strong pressures for hospitals
to discharge medicare patients substantially earlier than in the
past, and perhaps earlier than their medical condition warrants.
Nursing homes already have too few beds for those in need of
skilled nursing care.

AAHA urges the subcommittee not only to fully review the
impact on SNF's of the medicare hospital prospective payment
system, but to examine with great caution the potential application
of a prospective payment system to SNF's. If we are to adopt such
a system to help control costs, we feel that it first needs to be stud-
ied and tested thoroughly to insure that it is viable for institutions
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and will not result in a deterioration in the quality of care provid-
ed residents. In fact, we believe that quality of care must be a
major consideration in determining payment rates under any
system.

AAHA is pleased that there are a number of long-term care ini-
tiatives pending in Congress which reflect a recognition of the need
to address the long-term care needs of the elderly and disabled
more fully. We hope that these proposals will stimulate debate and
be further refined to better reflect current and future needs.

We must express concern that S. 1539, S. 1540 and S. 1244 focus
too exclusively on noninstitutional long-term care services. While
we recognize that this is the area of services which had been tradi-
tionally excluded from coverage under public programs, we would
caution against creating any system of coordination of long-term
care services which does not include facility-based care. This seg-
mented approach strikes at the heart of our concern about develop-
ing a full continuum of care and services.

The long-term care and nonsystem is fragmented enough without
institutionalizing a division between institutional and noninstitu-
tional long-term care.

AAHA believes that S. 1614's proposed consolidation of medicare
and medicaid funds to provide comprehensive health and long-term
care benefits to the dually eligible is an interesting concept which
deserves further study. Tapping acute care dollars for long-term
care is appealing.

AAHA wants to stress, however, that this approach should not
require the elderly to sacrifice their also needed acute care cover-
age in order for improvements to be made in the long-term care
coverage.

Finally, AAHA urges that these legislative proposals be modified
to enhance the participation of nonprofit facility based providers in
the provision and coordination of the entire range of long-term
care services. AAHA members are experienced leaders in the long-
term care field and providers of a wide range of services. Our com-
munity based facilities have much to contribute in what we hope
will be an emerging comprehensive long-term care system capable
of meeting the needs of the elderly and disabled.

Thank you.
Senator DURENBERGER. Thank you very much.
[The prepared statement of Mr. Edwards follows:]
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The American Association of Homes for the Aging is pleased to

have this opportunity to convey its views on meeting the long-term care

needs of our nation's elderly and disabled.

AAHA is the national organization representing over 2,200

nonprofit homes, housing and health-related facilities for the aging.

AAHA member homes have deep roots in the communities they serve through

sponsorship by religious, fraternal, labor, private, and governmental

organizations. While there is diversity among our member homes, they

all have two things in common: they are all operated on a nonprofit

basis as a service to the community in which each is located, and they

are all committed to delivering the best possible services and care to

each of the approximately 500,000 persons they serve.

Providers, today's and tomorrow's elderly, the disabled, and

public policy decision-makers are all faced with long-term care

challenges of immense proportions. The sheer demographics of aging makes

the issue of assuring accessible, affordable long-term care critical.

Even at the present time, we are not coming close to adequately meeting

the long-term care needs of our older population (65 plus) which totals

26 million and comprises 11.4 percent of the population. Unless

action is taken in the near term to address this unmet need, the problem

may overwhelm us in the not so distant future; in 2030, 59 million

Americans will be 65 or older, representing 18 percent of the population.

The urgent need for fashioning a comprehensive, well-designed

national policy on long-term care is dramatized further when one con-

siders that the fastest growing segment of the aged population is the one

most vulnerable--those 85 and older'. More than 20 percent of the 85-plus
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group are in nursing homes, and, even among those not residing in an

institution, 40 percent need the assistance of another person in basic

physical activities and/or home management activities. This age group

will increase from one percent of the total population currently to 5.2

percent in 2050.

As we endeavor to develop innovative approaches for addressing

the challenges which face us now and those which lie ahead, we must

recognize the expansive nature of long-term care services. Having just

returned from AAHA's Annual Meeting in Chicago, where over 3,000 health

experts and AAHA members providing services to the elderly gathered to

examine new perspectives in long term care, I want to emphasize that

there are a vast number of long-term care services and a variety of

settings in which those services are delivered. While generally long-

term care no longer refers to only health-related services, the current

perception of long-term care and, thus, strategies for assisting the aged,

are commonly regarded too narrowly.

Although there is much talk about the neec to develop a

continuum of care and services, the current debate about services seems

focused in such a way as to suggest that a choice must be made between

institutional care and alternatives to institutionalization. As pre-

occupation with cost pervades discussion of this issue, this resulting

dichotomy is not surprising, as the former has become equated with high

cost an'd the latter has become associated with the promise of lower costs.

The politics of austerity is a current reality and cost, of course,

cannot be ignored when fashioning a long-term care system. Nevertheless,

this dichotomy is dangerous. First, at a time when this nations's
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elderly increasingly need access to a full range of services,

AAHA believes that this characterization could lead to the unfortunate

result of "pitting one against the other," particularly regarding com-

petition for public funding. The availability of the entire range of

services is essential if we are to meet appropriately different levels

of services needed by various individuals as well as by a single indi-

vidual whose needs change over time.

This "either-or" approach seems to imply as well that the

consumer's choice is limited to residing in a nursing home or being able

to remain in one's own home--somehow pictured as a single-family dwelling.

where he, or more often she, has lived for the last 30 years--and receive

community-based services. This distortion of the choices, whether

intended or unintended, does a disservice to the elderly seeking

appropriate long-term care services. Moreover, it does a disservice to

all AAHA nonprofit members--nursing homes, housing, personal care homes

and continuing care retirement providers alike.

For AAHA members providing SNF and/or ICF care in a facility

setting, this approach incorrectly seems to exclude them from the community.

Quite to the contrary, our member homes are intricately tied to and part

of their respective communities; each has a local board of trustees and

75 percent of AAHA members have religious sponsors in the community. In

addition, this dichotomy fails to recognize that many of these homes

are providing community-based long-term care services such as meals on

wheels, adult day care and transportation to the elderly residing outside

their facilities. This artifical division currently in vogue in public
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policy debate must be erased so that these community-based programs run

by experienced nonprofit facility-based long-term care providers can

take their rightful place as part of the solution to our long-term care

dilemma.

Perpetuating this characterization also tends to hide from view

other key settings along the continuum of care and services which are

also strongly represented among AAHA nonprofit providers. For instance,

without a broader vision about long-term care, where does a housing

project for the elderly which provides such services as congregate dining,

recreational activities and an emergency response system fit? Similarly,

are personal care homes which provide assistance with activities of daily

living, supervision and a secure environment, destined to be excluded from

the long-term care solution?

The unavoidable consideration of cost may, in the end, limit

federal government involvement in many of these critical long-term care

options, but they should remain clearly visible so that the elderly, who

currently must fend mainly for themselves in the long-term care arena,

know what the choices are.

Moreover, in the midst of budget cuts and new deficit reduction

initiatives, we are deeply concerned that development of a national long-

term care policy will become the cloak for efforts really targeted at

reducing federal long-term care expenditures. We must come to grips with

the realities of budget issues, but we must not allow cost issues to

obscure our responsibility to meet human needs. A strong federal

funding commitment is essential to assuring access to and quality of

care for the nation's aged requiring long-.term care service.
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The recently implemented DRG payment system for hospitals is

likely to have a profound impact on the demand for long-term care. The

incentive which this system provides to discharge patients earlier

is unquestionable and unprecedented. SNFs will be asked to admit

Medicare patients as never before.

The problem lies, however, in the fact that, as this time, no

one is able to ascertain whether lengths of hospital stays will decrease

by five percent or 25 percent. Nursing homes already have too few beds

for those in need of skilled nursing care. No one presently knows how

many Medicare patients are backed up in hospitals awaiting admission into

a SNF, costing the federal government four times as much in costs per

day. As GAO recently reported, the number of patients involved could

be anywhere from 250,000 to 2 million. Whatever the number, back-up

could easily double or triple, as no preparations have been made for the

upcoming dramatic rise in the demand for SNF care.

Many SNFs, particularly in the proprietary sector, are not

going to be anxious to admit these patients because Medicare patients

often have needs requiring complex and costly care, and they often

quickly become Medicaid-eligible. SNFs are having enough problems

treating most Medicaid patients at a reimbursement rate significantly

below the actual cost of care (about a 15 percent difference on average),

without admitting these high intensity Medicare patients. It is abun-

dantly clear that severe access problems are going to result from the

implementation of the Medicare prospective pay. 1ent system for hospitals.
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The federal government must take-the lead in devising methods

to increase incentives to admit these backed up Medicare patients without

impacting those who need to remain in the nursing home. Such an initia-

tive could, of course, save a significant amount of federal dollars. By

encouraging construction for needed new nursing home beds, establishing

a separate reimbursement mechanism for high care Medicaid patients who

recently converted from Medicare, and ensuring that hospital residents

are not discharged prematurely, the federal government can create an

environment in which long term care facilities will be able to avoid

a crisis and handle the significant new demand for services that will

inevitably arise from the implementation of the DRG payment mechanism.

HFCA is also currently attempting to devise a Medicare

prospective payment mechanism for SNFs. It is hoped that this will

further increase incentives to contain costs in the health care system.

- While keeping the lid on rapidly escalating costs is certainly a laudable

objective, such attempts cannot be allowed-to sacrifice other priority

concerns, such as quality of care and access to necessary services.

A problem tha-t arises in this context, which comes up all too

often in a variety of long-term care financing issues, is the absence of

adequate data available on which to base an equitable, efficient Medicare

prospective payment system for SNFs. No demonstration project has ever

bien funded to look at prospective payment for Medicare patients in SNFs

until New York state received such a grant only several months ago. The

results from this demonstration, however, will not be available for

several years. While several studies have been conducted on case-mix
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,-measures for Medicaid, and some states have instituted prospective pay-

ment plans for Medicaid patients in SNFs, this population is significantly

different from those treated under the Medicare program, and these

efforts, therefore, have little application to the system being com-

templated by HCFA. We fear that a payment mechanism will be recom--

mended which is not based on adequate research and has never been tested

or attempted elsewhere. Surely, if New Jersey had not previously used

DRG's, no one would have been willing to take the risk of implementing

such a system throughout the country.

There are several other critical concerns which we have with

regard to Medicare prospective payments for SNFs. As several commen-

tators have noted, unlike the hospital sector, quality of care varies

widely in the nursing home industry. Prospective payment must not

reward delivery of the lowest common denominator of care. Quality of

care must be a major consideration in formulating a payment system, since

the well-being of the patient has to be the primary goal underlying

health care financing.

Access for patients with high care needs is an issue which

also must be directly addressed by the payment proposal. The growing

- back-up problem articulated earlier cannot be ignored, and appropriately

tested case-mix adjustments ought to be considered for incorporation into

the system at some point.

Other areas which should be included in the payment system

are a strong appeals process, a capital maintenance allowance and a

rate structure which takes account of a facility's historical costs.
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AAHA is pleased that there are several long-term care initia-

tives pending in Congress which reflect a recognition of the need to

address the long-term care needs of the elderly and disabled more fully.

We must express concern that most of the bills (Senator hatcn's

S. 1539 and S. 1540 and Senators Packwood and Bradley's S. 1244) focus

exclusively on non-institutional long-term care services. While we

recognize that this is the area of services which had been traditionally

excluded from coverage under public programs, we would caution against

creating any system of coordination of long-term care services which does

not include facility-based care. This segmented approach strikes at the

heart of our concern about developing a full continuum of care and

services. The long-tern care "non-system" is fragmented enough

without "institutionalizing" a division between institutional and non-

institutional long-term care.

AAHA believes that the proposed consolidation of Medicare and

Medicaid funds (contained in Senator Heinz's S. 1614) to enhance the

effort to provide comprehensive health and long-term care benefits to

the dually eligible is an interesting concept which deserves further

study. Clearly, tapping acute care dollars for long-term care is an

appealing concept since the vast majority of public funding for the

elderly's health and long-term care needs currently is funnelled in that

direction. Again, however, we must express a concern. Since the pro-

posal is designed to be cost neutral, we must assume that it is based

on the premise that inappropriate utilization of acute care under the

programs is occurring; that is, if coverage of long-term care services
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as well as access to services existed, these services could appropri-

ately substitute for some acute care. If this premise is valid, then

this proposed consolidation of funding could result in better meeting

the real health and long-term care needs of the elderly. However, it

would be unconscionable to ask or require the elderly to sacrifice their

also needed acute care coverage in order for improvements to be made in

their long-term care coverage.

Finally, AAHA urges that these legislative proposals be

modified to enhance the participation of nonprofit facility-based

providers in the provision and coordination of the entire range of long-

term care services. AAHA members are experienced leaders in the long-

term field and providers of a wide range of services. Our community-

based facilities have much to contribute in what we hope will be an

emerging comprehensive long-term care system capable of meeting the needs

of the elderly and disabled.

In discussing approaches to meeting the long-term care needs

of the elderly, it is important to'remember that partial solutions can

be found outside programs that directly provide coverage for long-term

care services. Federal funding for research is an important investment

in the future. Relatively small outlays now for research have the

potential to reap major rewards--cost savings in long-term care expendi-

tures--in the future.

In the case of long-term care, attention must be focused on

unlocking the key to Alzheimer's disease. This tragic and prolonged

but terminal disease is the fourth leading cause of death among the aged.

AAHA is pleased that the recently enacted FY84 Labor-HHS Appropriations
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bill includes $3.5 million for up to five research centers to study

Alzheimer's. However, more must be done.

Our long-term care system, part of a partnership between

government and the private sector, should strive to deliver services at

the highest level of excellence at the lowest possible costs to private

individuals and the public.

These goals are threatened, however, by the rapidly-increasing

incidence of concentration of control over nursing home beds in the

United States. Recent years have witnessed a perilous phenomenon as

for-profit, and particularly for-profit chain, nursing home beds have

expanded sharply as a perent.age of total nursing home beds.

AAHA is concerned about this development because we believe

that it could possibly result in lower quality care--as well as higher

prices.

As nonprofit homes, we obviously believe that homes who pro-

vide services to the aged solely out of a sense of mission regarding

the restoration of health, rather than for the purpose of investor

profit, provide the best possible care available.

Beyond that, however, if concentration of ownership results

in market domination, we fear that decreased competition could bring

about erosion of the quality of care provided in selected communities

throughout the nation. And equally we fear that market domination could

result in higher costs, whether to be borne by consumers or government.

We want to take note of the recently released report of the

Seattle office of the Federal Trade Commission which concluded that there

29-033 0-84--22
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are "a number of unfair and deceptive business practices exist(ing) in

some nursing homes today," particularly affecting private pay patients.

Private pay patients are to be found disproportionately in

for-profit, rather than nonprofit nursing homes.

That FTC investigation also called for an anti-trust investi-

gation focusing on the nursing home industry.

AAHA is pleased to note that the FTC is launching a new

probe of for-profit nursing homes' business practices.

We remain convinced that an additional step needs to be

taken: a comprehensive investigation of anti-trust issues related to

the increasing concentration of ownership and market control within

the industry.

Assuring the highest possible quality of care should be the

overriding goal of our long-term system. We look forward to continuing

to work with the Congress, as well as the Executive Branch, in pursuit

of that goal, and we appreciate the opportunity you have provided us to

participate in these hearings.
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STATEMENT OF EUNICE COLE, R.N., PRESIDENT, AMERICAN
NURSES' ASSOCIATION, INC., KANSAS CITY, MO.

Senator DURENBERGER. Ms. Cole.
MS. COLE. Good morning. Mr. Chairman, and members of the

committee, those left, I am Eunice Cole, president of the American
Nurses' Association, representing 165,000 members nationwide.
And with me today is Norma Small, who is the assistant director
for genealogical nursing at Georgetown University, and Thomas
Nichols, ANA's legislative counsel.

I'm appearing before the committee today to voice ANA's sup-
port for Senate bill 410, the Community Nursing Centers Act of
1983. This bill would offer millions of Americans access to low cost,
quality health care services within their local community setting.
ANA does commend this committee for holding hearings on alter-
native approaches to institutionalization.

For years we have voiced our growing concern that the health
care system is structured around institutional care at the expense
of more desirable modes of delivery. This focus on institutional
care has made us illness oriented rather than wellness oriented in
our society.

It is neither in the public interest nor in the interest of the pa-
tient to structure the health care delivery system in such a manner
as to provide no alternative to institutional care. Institutions are
often over utilized and are certainly expensive. It is no wonder that
this country which more than any other industrial society relies on
institutional care also experiences a higher per capita cost of
health care.

Mr. Chairman, we believe the community is the core of any
health care system. More of the needs of our elderly population can
be and should be provided for in the community setting. And that
is the thrust of Senate bill 410, to provide a mechanism for the de-
livery of cost effective quality health care services in the communi-
ty, and to establish community nursing centers to provide for their
health care needs. For the first 3 years of operation, CNC's would
be open to those eligible under medicare who currently reside in en
acute care institution or who have been institutionalized for at
least 30 days within the last 2 years, and others that are deemed
eligible by the Secretary.

In addition, medicaid services and well baby care could be initiat-
ed by CNC's at the individual State's option. We do hasten to note
that CNC's would be substitutive in nature; not the establishment
of a new group of providers to increase the burden on the Nation's
medicare system.

The CNC's would be established within existing visiting nurse
agencies, and within the local nursing components of public health
departments. The primary focus of CNC's will be to keep people
who would otherwise be institutionalized out of hospitals and nurs-
ing homes through the provision of nursing services.

Payment under medicare for CNC services will be provided on a
per case-basis. This fee to be substantially lower than the fee cur-
rently being paid to existing providers will be paid on a capitated
monthly basis. This is similar to the prospective payment system
recently initiated for part A hospital services.
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ANA has supported the prospective payment concept, realizing
that reasonable costs have long ago stopped being reasonable. In a
CNC, a client's health care needs will be identified, classified in
terms of nursing needs, and a health care plan would be formulat-
ed in collaboration with the medical plan.

The solutions to our ever-growing health care cost dilemma lies
not in reducing the eligibility and benefits that millions of needy
azid older Americans rely upon, but by providing lower cost alter-
natives. We have HCFA data that has shown that VNA's and
public health nursing departments as time-proven providers of
lower cost medicaid services.

Moreover, the establishment of a CNC providing lower cost nurs-
ing services would result in fewer marginal visits to physicians or
hospital outpatient departments.

We are aware that cost containment is an overriding concern.
Senator Dole has requested a cost estimate from the Congressional
Budget Office several months ago on Senate bill 410, but, as of yet
we have not yet received a formal response.

To the best of our knowledge, enactment of Senate bill 410 would
ultimately result in a net reduction for medicare outlays. Regretta-
bly, we must deal with a catch-22 scenario that plagues all who try
to develop reasonable alternatives to keeping people in hospitals
and nursing homes. It is automatically assumed by cost estimaters
that additional cost will be incurred by services provided to individ-
uals who are eligible but are not currently using such services.

They contend that those presently eligible who do not have
access to community nursing centers will take advantage of a new
service resulting in increased costs. However, it is impossible to
counter this argument without actual program data. That is why
the star print of Senate bill 410 was introduced to restrict the eligi-
ble population to those already drawing upon medicare services
and resources. This modification will adequately address the con-
cerns of those who fear induced costs.

Nurses have long been recognized as providers of necessary
health care services to the elderly and their families in an efficient
cost effective manner.

We urge this committee to continue to weigh the benefits of our
proposal. We, in the nursing profession, seek an opportunity to pro-
vide our services in a manner that will both benefit the community
and alleviate the fiscal disaster facing health care today.

Thank you very much.
Senator DURENBERGER. Thank you very much.
[The prepared statement of Ms. Cole follows:]
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Mr. Chairman, I am Eunice Cole, President of the American Nurses' Association,

representing 165,000 members nationwide. I appear before this committee to voice

ANA's support for S. 410, the "Community Nursing Centers Act of 1983." It is our

belief that this bill, which was introduced by Senators Inouye (D-HI) and Packwood

(R-OR) would offer millions of Americans access to low-cost quality health care

services within their local community settings.

ANA commends this committee for holding these hearings on alternative approaches

to institutionalization. For several years, we have voiced our growing concern

that the health care delivery system was increasingly being structured around insti-

tutional care, at the expense of more desirable modes of delivery. We have expressed

our belief that the focus on institutional care has made us "illness oriented" rather

than seeking alternative approaches which would contribute to the 'wellness" of our

society. We do not believe that it is either in the public interest, or in the in-

terest of the patient, to structure the health care delivery system in such a marner

that there exists no alternatives to institutional care. Institutionalization is

often overutilized, and it is always expensive. It is no wonder that this country,

which more than any other industrial society relies on institutionalization for

health care services, also experiences a higher per capita rate of health care costs.

Mr. Chairman, we view the community as the core of any health care system.

The needs of our nation's elderly population can be, and should be provided for in



339

the community setting. This approach would result in a higher standard of living

for the elderly, while comunlties would benefit by retaining the entire spectrum

of age groups within them. That is the thrust of S. 410, to provide a mechanism

for the delivery of cost-effective, quality health care services in the community,

and to establish community nursing centers to provide for their health care needs.

These services would be provided by registered professional nurses and would be

preventive as well as currative in nature. The principal beneficiary group would

be the elderly. For the first three years of operation, CNC's would be open only

to Medicare eligibles who: (1) currently reside in institutions; (2) those other-

wise eligible and who have been institutionalized for at least 30 days prior to the

enactment of this bill; and, (3) those persons deemed eligible by the Secretary who

do not meet all of the criterion described in nuiiber I and 2 preceding. Medicaid

services and "well-baby" care could be initiated at CNC's at the individual states'

option should they determine CNC's to be appropriate, cost-effective providers of

Medicaid services.

We hasten to note that CNC's would be substitutive in nature - not the estab-

lishment of a new group of providers to increase the burden on the nation's Medicare

system. The CNC legislation does not seek "bricks and mortar" monies to create surb

entities. The first CNC's would be established within existing Visiting Nurses'

Agencies (VNA's) and local nursing components of public health departments. The em-

phasis on building upon these entities currently operating will eliminate the costs

and confusion of establishing overlapping and duplicate organizations while at the

same time strengthening the financial soundness of these organizations.

Community Nursing Centers will be a lower cost alternative to the more costly

settings of such institutions as hospitals, skilled nursing homes, and intermediate

care facilities. The primary focus and effort of the CNC's will be to keep people

who would otherwise be institutionalized out of hospitals and nursing homes through
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the provision of nursing services. And because CNC's will be a freestanding entity,

controlled by professional nurses, there will be no opportunity for hospitals and

nursing homes to use CNC's as a funneling mechanism to bring clients into their in-

stitutions. We wish to emphasize that CNC's will be a less costly alternative to

institutionalization.

Payment under Medicare for CNC servicess would be provided-on a per case basis.

This fee, to be "substantially lower" than that fee currently being paid to existing

providers, would be paid on a capitated monthly basis, one month in advance. This

method of reimbursement is strikingly similar to the Prospective Payment System re-

cently initiated for Part A hospital services. ANA has supported the prospective

payment concept, realizing that "reasonable costs" have long ago-stopped being rea-

sonable.

By ensuring a fixed payment schedule on a per client basis, this known factor

of a CNC's cash flow will enable the maximum utilization of the financial resources

of the CNC and in turn, deliver services on a consistent basis. This will help con-

sumers by providing for a more efficient, cost-effective health care delivery system,

moreover, the client-specific fee would also reduce the administrative costs general-

ly associated with itemizing bills and subsequently submitting them for reimbursement.

In addition to a prospectively paid reimbursement system, CNC's would operate

a patient classification system very similar to the recently adopted ORG method.

In a CNC, a client's needs would be diagnosed, classified in terms of these needs,

and a health care plan would be formulated and subsequently submitted to the patient's

primary physician for review. Although there are no specific groupings per se, the

needs of the CNC eligible population would not be expected to vary radically.

The solutions to our ever-growing health care costs dilemma lies not in reducing

the eligibility and benefits that millions of needy and elderly Americans rely upon,
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but by providing lower cost alternatives that offer a more economical approach to

healthcare. HCFA data has shown VNA's and public health nursing departments as time

proven providers of lower cost Medicare services. ConUained in the language of S. 410

are several cost moderating provisions: the bill would not generate a whole new

group of providers, but rather build upon existing VNA's and public health nursing

departments; each CNC would have a limited and well defined service area in which to

operate, thereby eliminating the creation of unnecessary CNC's; the establishment of

a CNC providing lower cost nursing services could result in fewer marginal visits to

physicians or hospital outpatient departments that would occur if there were no alter-

natives; and most notably, CNC's will provide the same services as any institution,

but at "substantially lower" costs.

Mr. Chairman, we are aware that cost containment is an over-riding consideration

for any responsible legislator these days. It is our understanding that Senator Dole

had requested a cost estimate from the Congressional Budget Office several months ago

on S. 410, and to date, no formal response has been brought forth. To the best of

our knowledge, enactment of S. 410 would ultimately result in a net reduction for

Medicare outlays, for reasons outlined in the preceding paragraph. Regrettably, we

must deal with a Catch-22 scenario that plagues all who try to develop reasonable al-

ternatives to keeping people in hospitals andnursing homes. It is automatically

assumed by cost estimators that additional costs will be incurred by services provided

to individuals who are ellgible but are not currently using such services. They con-

tend that the present eligible but not utilizing population will take advantage of

CNC services resulting in increased costs. It is impossible to counter this argument

without actual pr gram data. That is why the Star Print of S. 410 was placed in the

"Congressional Record" on August 1, 1983; to restrict the eligible population to

those already drawing upon Medicare services and resources. We believe that this

modification will adequately address the concerns of thise who fear "induced costs."

Registered nurses have long been recognized as p.-oviders of necessary health

care services to the elderly and their families in an efficient cost-effective manner.

This is why we urge this committee to weigh the benefits of this proposal. The nursing

profession seeks an opportunity to implement these services in a manrier that will con-

tinue to benefit the community and its residents in the greatest possible way.

Mr. Chairman, I thank you and the other members of this committee for the oppor-

tunity to testify, and would be happy at this point to answer any questions that you

may have. -
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Senator DURENBERGER. Senator Bradley.
Senator BRADLEY. Thank you, Mr. Chairman.
Mr. Hazelbaker first. The need for additional nursing home beds,

do you think that need can be alleviated by the home health care
option or do you think we are still going to have the problem?

Mr. HAZELBAKER. I think to some extent, Senator, it can be alle-
viated. How much, I think, is anyone's guess at this moment, until
we have these demonstration projects to prove out the concept.

Senator BRADLEY. To Mr. Edwards. You alluded in your com-
ments that you assumed the hospital prospective payments will
lead to premature discharges. What is your evidence for that?

Mr. EDWARDS. Well, it's very possible that with the pressure on
hospitals to free up beds under prospective payment system and
get those patients into the less demanding and less costly environ-
ment of the nursing home that there will be subtle pressures to
move people out. And in some cases it will be sooner than their
condition warrants.

As far as evidence, in part it's based on anecdotal reports from
our own administrators of homes who have been having conversa-
tions with hospital administrators.

Senator BRADLEY. Just for the record, in New Jersey, we have
had the system for a while, and in the early stages there was no
evidence of premature discharge. So I think the key is looking at
the evidence over the next few years.

Let me ask Ms. Cole. The Community Nursing Centers Act of
1983, as I look at it, focuses primarily on caring for the elderly that
are in institutions. What does it say for the community care needs
of those outside of the institutions?

Ms. COLE. I would say that ultimately it could deal with those
needs as well. What I think we were trying to focu3 on is that
catch-22 that I spoke about, that would indicate that initially ev-
eryone could come in. But it would seem to me that over the long
haul, that there would be reason to believe that this could focus on
the needs of others in the community who need long-term kinds of
supervision.

And, in fact, we have some demonstration-type projects that in
nursing we have been able to demonstrate that they have been
cared for effectively in the community. People have been.

Senator DURENBERGER. Ms. Cole, let me ask you a question on
some of the advantages and disadvantages of splitting long-term
care service delivery, part of it home based and part of it institu-
tional. Are there some pluses and minuses to setting up the system
that would divide it in that way?

Ms. COLE. It's our belief that home is really the best place for
people. And if there were ways that those people who are presently
in institutions could get back into their own home environment
with some minimal types of supervision that that would be the best
way for us to move. It just seems to us that there are a number of
people who are being discharged from hospital settings directly
into long-term care facilities perhaps who possibly could go to the
home if they did have the kind of support services that are present-
ly not available to them. So that it just seems to us that there is a
place where-both services could be used very effectively in extend-
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ing the senior citizens' potential as far as their own life and the
quality of the life that they want to live as older adults.

Senator DURENBERGER. A general question of all three of the wit-
nesses: I'm curious to know-I mean there has been discussion here
of prospective payments and skilled nursing facilities and other
areas, but could any or all of you describe how a single provider
might provide the continuum of long-term care that a person
needs? What sort of payment mechanism might we use or might
society use to purchase that continuum of care?

Mr. HAZELBAKER. We see on the part of a number of our proprie-
tary providers are moving into some of these other areas of care.
And we think that it is appropriate that the proprietary industry
do this. Indeed, it's probably our obligation to do that kind of thing.

We have long been accustomed to prospective methods of pay-
ment in medicaid. Our industry is accustomed to it. We know how
to operate efficiently thereby. And I think, by and large, we feel
that we could help formulate a program of prospective reimburse-
ment for a number of these kinds of programs.

Senator DURENBERGER. Mr. Edwards, do you want to add to that?
Mr. EDWARDS. Well, I'm not convinced that any single provider

could provide the full continuum in every community in the coun-
try. I think it depends on the community. I think clearly in some
communities that could be the case. Our AAHA members are in-
volved in providing a wide variety of services. As far as payment,
it's our feeling that the best way to assure quality services is to-
well, there are two ways. First of all, it has to be based heavily on
the cost of the services being provided. And also that if there is
some way to link the amount of money that the provider would re-
ceive with the quality being delivered.

Senator DURENBERGER. Ms. Cole, do you want to add anything?
Ms. COLE. I would agree with the comments that have been

made, but would add to that that I think that within the nursing
component that we do have already established through visiting
nurse agencies the kinds of quality care mechanisms that would
assure that that continuum could exist. And we have some clear
evidence of what that does already cost in terms of keeping people
in their home care setting. And in addition to that, I think that
through the continuum of care that can be provided in the commu-
nity that we could prevent reinstitutionalization at the acute care,
very costly costs that we are now experiencing.

Senator DURENBERGER. I have a number of other questions that I
would like to provide to all of you. And I will just make a very
brief statement which I was reminded of or at least a thought that
occurred to me by the exchange that took place here earlier on the
implications of prospective on skilled nursing facilities vis-a-vis hos-
pitals.

I would suggest to all of you that whatever conversations, anec-
dotal and otherwise, that have taken place today probably are a
different sort of a conversation than took place in the past when
we had a cost reimbursement system. I would suggest that some of
those conversations on the part of hospital administrators are how
we can buy skilled nursing facilities for a portion of the time that a
person might spend in a hospital, and, thus, make ourselves a little
money.
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I would suggest to all- of you further that the prospect of expand-
ing a prospective payment system along the lines of DRG to in-
clude skilled nursing facilities is very immediate; that you had
better get your lobbyists all revved up because as soon as we get
back here at the end of January this subcommittee is going to ad-
dress itself to that issue. It may also be an opportune time for us to
include home health and some areas. I get as desperate as some of
my colleagues who are promoting this legislation with the need to
wait until 1986 and so forth. So just sort of as a notice to all of you,
I guess, who are interested in an appropriate continuum of care for
the long-term elderly in this country and who are concerned like
we are about the costs, that there are some of us who see the pro-
spective payment system as a way to move in that direction. And
by the kind of question that I just propounded say we will be look-
ing to you to tell us where is the best place to send our check. Who
are the most reliable purchasers of service for the elderly? That
you will be given an opportunity, hopefully, within the next year
or so-to demonstrate your skills at allocating the most appropriate
form of care to America's elderly.

[The questions from Senator Durenberger follow:]
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QUESTIONS FROM SENATOR DURENBZRGER

MS. EUNICE COLE

-. Apart from his approval for a plan of care, what is the role
of che physician in CXC's?

-o what extent are VNA's and public health depar--ents now
providing less intensive community-based long-term care
services, such as hortemakers, respite, adult day care, chore
services? In view of the fact that these services seem to be
a-ong those most frequently mentioned as being needed by the

ecerly and disabled in the co7, unit-y-, how can VXA's and
3ubl:c health departments expand their efforts in this
regard?

Do you foresee any problems with community nursing centers
being licensed in the future?

4. Other than VNA's and public health departments, what other
entities could be charged with the functions outlined in S.
410?

What problems do you foresee in developing a prospective
reimbursement payment system for home health services?

, .ave heard testimony that the data about the cost
?.ctiveness of home or co .unity based long--term care are

-.conclusive. What is your evaluation of these findings?
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ANSWERS TO QUESTIONS FROM SENATOR DURENBERGER

i. The focus of the Community Nursing Centers Act is to provide

for the establishment of entities that will be staffed, operated,

and managed by professional registered nurses. However, we do ac-

knowledge the role of the physician as being responsible for the

medical management of the patient. We have attempted to balance

physician involvement in patient care with the need to hold down

health care costs.

Section (bb)(3)(B) of S. 410 states that no payment shall be

made if a physician disapproves of the nursing plan of care within

10 days after it is formally received. The purpose of this pro-

vision was to ensure physician involvement in the operation of CNCs.

In addition, Section (bb)(3)(B) provides that any individual desiring

to acquire community nursing center services who does not or cannot

identify a primary source of medical care, shall be referred by the

CNC to a qualified physician. Thus, the CNC will ensure that all

patients will be under the care of a physician.

S. 410 attempts to balance the need for physician input into

the activities of CNCs with the equally pressing need to minimize

costs to the federal government. It is our belief that an increased

level of physician involvement would negate the potential savings of

S. 410. With the quality of care provided by CNCs subject to review

by independent review committees, the legislation guarantees services

at a savings to the federal government.

2. Currently, services provided through VNAs are financially limited

to homemaker, respite, and adult day care services. Enactment of S.410



347

would allow for expanded nursing services as an incorporated part of

the VNA structure.

VNAs have historically been utilized by that segment of our popu-

lation that can afford to pay out of pocket for these services. This

situation has created a financial incentive to institutionalize, since

the federal government will pay for institutionalization. This policy

has severely limited the potential use of VNAs. Such incentive could

be eliminated if VNAs and public health departments were allowed to

expand the scope of their reimbursable services. We believe that a

consolidation and coordination of all health care modes could only

enhance the overall effectiveness of the nation's health care delivery

system, while restraining inflation. Only through a consistent de-

pendable payment mechanism can VNAs and public health departments con-

tinue to supply community based services.

3. Section (bb)(2)(G) of S. 410 states that, in the case of a state

which provides specifically for the licensing of community nursing

centers, such licensure would be required in order for a CNC to se-

cure reimbursement under the Act. We have added this provision in

order to ensure the quality of care offered in CNCs, if the individual

state so desires.

However, we hasten to note that all registered nurses are li-

censed in every state. Such licensure ensures that quality services

are provided. Therefore, regardless of a state's decision to license

CNCs, the quality of care provided in centers will be guaranteed.

Should a state decide that CNC licensure is desirable and neces-

sary, we would suggest that the same criteria used by the National
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League for Nursing for certifying home health agencies be adopted for

CNCs utilizing existing accreditation mechanisms would eliminate bur-

densome and overlapping requirements, and assume uniform control stand-

ards.

4. The legislation, as drafted, would allow any group of professional

registered nurses to undertake the establishment of a CNC as a free-

standing entity. Existing entities, such as community health centers,

provided they meet the criteria set forth in the legislation also could

provide CNC services.

The establishment of CNCs could be undertaken by any institution

that currently employs or trains nurses, such as a university's school

of nursing. Preference will be given to existing entities, in order

to reduce overhead costs.

In the alternative, however, a group of nurses could initiate

the establishment of a CNC in areas where no current institutional

entities exist. It will be up to those centers to maintain prices

below that charged by similar entities providing comparabl services.

5. We see no problem with a prospective payment system (PPS) for CNC

services. ANA is on record supporting PPS for all health care services,

regardless of location. S. 410 requires that CNC services be paid for

on a pre-paid; pre-capitated basis. We have voluntarily accepted pros-

pective reimbursement for CNC services, which further demonstrates our

commitment to curbing health care costs. In our view, the only real-

istic way to control the costs of home health services would be to pay

for them on a prospective basis.
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Ideally, CNCs could be used as a prototype for establishing a

prospective payment plan for similar home health agencies. Our mem-

bers are eager to accept this mode of payment in order to prove their

commitment to providing lower cost, quality care. Frankly, we fail

to see any compelling reason for not utilizing prospective payment for

home health services.

r. Regrettably, we must agree that there is currently insufficient

data to demonstrate that home health or community leased long-term

care is cost effective. Such data will never become available unless

reimbursement for these types of health care delivery systems are im-

plemented. CNCs could be an excellent vehicle to study the potential

cost-effectiveness of home care.

Until there is a change in federal policy, .:e see a Catch-22

scenario: no data to support cost-effectiveness until services are

actually reimbursed; but no reimbursement until cost-effectiveness is

proven. -Ioreover, it will take several years before the system will

begin to enjoy the savings that home care will eventually produce.

We hope that the Congress will reccgnlze this rredicament, and be will-

inir to reimburse CX:C services as a way cf provini- the cost-effectivenes-

of community based, lcnr-term care.

29-0 0-84-23
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61-1445-77353

Americare Corp.
1810 MACKU-NZIC U)

COLUMBUS. OHIO 4-3220

February 1?, 1994

The Honorable David Durenterger
Chairman, Senate Finance Comittee
Subcommittee on Health
Washington, DC

Dear Senator Durenberger:

Thank you for the opportunity to respond to your questions or long-
term care. Your interest in issues that affect our ration's aged ard
disabled is most assuring to me personally ard as a provider of long-term
care services.

After you and your staff have had an opportunity to digest my
responses, please feel free to contact me with any questions or comrnerits.
I think it highly important that our legislative policy makers and industry
spokesmen maintain an ongoing dialog on these critical issues.

Yours truly,

REH:sae
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Question 1:

You mentioned that certain state cost containment efforts have

attempted to introduce efficiencies and economies into nursing home

operations. Could you elaborate on this and describe some of these

efficiencies and economies?

Many state Medicaid long-term care reimbursement systems have been

resourceful in attempting to control program expenditures on institutional

long-termi care services. While each of the 49 state Medicaid programs

(Arizona does not have a Medicaid program) has adopted a different reim-

bursement methodology, each reimbursement methodology is usually advocated

by its proponents as having been designed to maximize cost effectiveness

and produce provider operational efficiency and economy.

Few systems, however, live up to their advance billing. Most fail

within a short period of time and are subsequently amended or replaced by

the state. This is not surprising, given that most state Medicaid payment

systems are designed solely to address short-range objectives which are

dictated by then- current fiscal considerations or budgetary limitations.

There are, however, several existing systems that serve the cost con-

tainment goals of the state by promoting provider operational efficiency

and economy, while at the same time recognizing the longer-range objectives

of access to nursing home services and the maintenance of quality of care.

With these objectives in mind, my home state of Ohio implemented a reim-

bursement system that is part prospective and part retrospective. Each

individual facility rate is partially facility-specific (i.e., related to

the particular facility's cost experience) and partially facility
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independent. In brief, Ohio's rate determination for SNFs and ICFs is

divided into-three categories:

1. a prospective rate for administrative and general costs,

2. a retrospective calculation for patient care costs subject to a

statewide patient assessment limitation, and

3. an historical cost allowance for property costs subject to a per

diem limitation.

The composite of the three rate allowances becomes the facility's

payment rate. This Is not to imply that Ohio's reimbursement system Is the

best nursing home payment model, but the system as developed has been

meeting its primary objectives of efficiency, economy, and access to

quality care. Its major present deficiency is its anachronistic and

inadequate provisions for capital cost reimbursement.

There are other useful and innovative systems in effect. The system

employed in West Virginia recognizes individual patient needs in estab-

lishing payment for nursing service, and breaks away from the use of

accounting costs in its reimbursement for capital. It ignores book depre-

ciation and quantifies payments for capital based on a current value ap-

praisal of property. The West Virginia system has pioneered this concept.

Another innovative system, and one which was built on the experiences

of both Ohio and West Virginia, is the system now in effect in Maryland.

It uses a prospective ceiling for administrative and routine costs, with

retrospective cost settlement establishing facility-specific incentive

payments. A provider shares in the savings between the ceiling and the

facility's actual costs, if lower. This approach encourages both efficient

operation and Medicaid program cost containment.

-2-
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Maryland nursing service costs are covered by prospective payments

based on individual patient needs. Needs are verified periodically through

patient assessments by the state Medicaid agency. This approach ensures

that patients have access to quality care regardless of their need levels.

Finally, payment for capital costs is based upon the current appraised

value of assets instead of historical cost. in essence, Maryland pays a

rental allowance on the net value of the assets (gross appraised value

minus mortgage debt) instead of the usual accounting-oriented depreciation

allowance. Thus, instead of a cash flow on the capital account, which,

after five to ten years, turns negative and induces the owner to sell,

trade, lease, or refinance, the resulting cash flow turns positive in three

to eight years and induces a larger initial equity investment and a quicker

loan amortization.

Such exemplary system elements promote efficiencies and economies

which result in cost containment, elimination of the backup of heavy care

patients in hospitals, and pressure to develop and utilize lesser cost

alternatives to nursing home care. They demonstrate that it is possible,

through the implementation of rational and fair reimbursement principles,

to serve simultaneously the interests of the patient beneficiary, the

taxpayer, and the provider.

Contrarily, the more traditional response of states to fiscal concerns

over their Medicaid long-term care program has been to disallow the legiti-

mate costs of providing quality care. These policies may reduce costs in

the short run, but in the long run are not effective in developing respon-

sible health programs for our aging population. Such policies do not

promote efficiency. They lead to a lowering of the quality of care

provided, restrict access for all patients, virtually preclude access to

-3-
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care for heavy care patients, and cause total Medicaid program expenses to

increase as these heavy care patients are maintained in higher cost hospi-

tals rather than shifted to lower cost nursing homes.

In summary, almost all states have been experiencing fiscal and

budgetary problems. Such economic problems have led to attempts to re-

strain Medicaid expenditure levels by placing restrictions on nursing home

reimbursements. Such restrictions have raised industry concerns about

whether quality care level can be maintained. There is a difference

between the introduction of economies, and the failure to recognize legi-

timate costs. Both will constrain Medicaid budgets, but the former main-

tains or enhances the quality of care level, whereas the latter often

results in a reduction of quality and access to appropriate care.

-4-
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Question 2

You suggest that we might see capital investment flow from the nursing

home industry. But aren't we seeing across the country nursing home

providers acquiring more homes and beds?

While we are seeing some nursing home providers acquiring more homes

and beds, this has been principally through acquisition of existing beds,

and not a significant expansion of the aggregate number of beds. A recent

GAO study concluded that the annual growth rate in bed supply has not kept

pace with the annual growth rate in the number of the heaviest users of

nursing home care (the 85 and older population) in recent years.

The primary reason for the lack of growth in the bed supply is two-

fold:

1. artificial restraints on bed supply through CON restrictions and

building moratoriums, and

2. inadequate reimbursement levels which make long-term capital

investment in the industry unattractive for a large segment of

providers.

The real question remains: Why is acquisition taking place without a

concomitant expansion of the industry as a whole? Part of the answer is

that U. S. corporate and business strategy is growth oriented. This

strategy is characteristic of our American system. Implicitly it seeks to

achieve economies of scale.

Another part of the answer lies in the deficiencies or disincentives

in the Medicare and Medicaid reimbursement systems which make it more

advantageous for a provider to seil than to continue operating. In

addition to certain operating cost reimbursement inadequacies, ineffective
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Medicare and Medicaid capital cost reimbursement policies discourage the

investment of new capital, and, in the short run, stimulate the incidence

of mergers and acquisitions by those firms which enjoy other economic

advantages. These economic disincentives have not only encouraged pro-

viders to sell their facilities, but have also led to provider reluctance

or refusal to participate in the Medicaid and Medicare programs and thus

have exacerbated the shortage of program nursing home beds in many states.

Let me highlight three of the major disincentives of current capital

cost reimbursement methods.

First, if a provider were to retain ownership of a facility over its

entire estimated useful life, the total value of all annual depreciation

allowances received by the provider over this period would be less in con-

stant dollars than one-half the value of the facility's original acquisi-

tion cost. This assumes annual inflation rates of 5% per year. If annual

inflation rates were 10%, as has been the experience over the past several

years, the total value of the depreciation allowances received in constant

dollars would be less than one-fourth of the facility's original

acquisition costly

Secondly, under conventional financing arrangements, Medicare/Medicaid

depreciation allowances will, in the relatively short term, be insufficient

to cover the principal payment portion of the debt service on the existing

debt, thus creating a negative cash flow. This negative cash flow situa-

tion generally occurs in the seventh to tenth year of a conventionally

financed mortgage, and confronts a nursing home owner with three options:

1. To continue under the present financial arrangement in spite of a

continually increasing negative cash flow,
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2. To refinance the facility under other, typically more costly,

conventional financing arrangements, or

3. To sell or restructure the operating entity.

Thirdly, more than 70 percent of all of the nursing home beds existing

in the United States today are twenty years old or oider. The values

recognized for Medicare and Medicaid depreciation purposes reflect only the

historical cost basis of those nursing home beds. In some instances, these

facilities may be almost fully depreciated. There is no recognition given

to the actual capital asset value in current dollars, even though infla-

tion in the U. S. economy has increased approximately 10 percent annually

over the last terr-years. Construction costs generally reflect inflation.

As an example, between 1977 and 1982, the median construction costs for

nursing homes increased approximately 80 percent. Providers owning

existing facilities that were purchased or built during the 'sixties and

early 'seventies have significant asset value appreciation reflected in

their facilities. However, such appreciation is not recognized under

Medicare and Medicaid reimbursement principles. The only way for a

provider to recognize the increase in his facility's asset value -- the

-true worth of his investment -- is to sell the facility.

Of perhaps even greater future concern, as I pointed out in my

earlier testimony, one of the most crucial issues for long-term care for

the rest of the century will be the availability of capital financing for

nursing homes. We are witnessing the ticking of a demographic time bomb.

An increase in nursing home beds of 54 percent from 1977 to the year 2000,

and an increase of 132 percent by the year 2030, will be needed simply to

maintain the present age-specific level of service.
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A 100-bed nursing home will need be opened each day from now to the

year 2030 just to meet that projected demand. Thus capital needs of at

least $10 billion for new construction alone during the next decade can be

expected. Public policies will have to address these capital formation

issues if these growing needs are to be met.

One issue of current urgency involves tax exempt bonds. These bonds

are a major source of capital financing for the nursing home industry.

Over the last few years they have been practically the only viable source

of capital. Since health care providers are being squeezed between higher

construction costs and tightened government reimbursement, conventional

lenders are reluctant to finance new facilities. When conventional finan-

cing is offered, it is generally at interest rates higher than most pro-

viders can afford, reflecting the perceived risks by the financial communi-

ty of the inadequacies and inconsistencies of Medicaid and Medicare capital

reimbursement policies.

Another policy issue of great importance involves returns to equity.

While, generally, most debt costs are recognized as reimbursable costs,

both the Medicaid and Medicare programs place severe limits on returns to

equity. As a logical consequence, the vast percentage of nursing home

capital funding is achieved through debt financing. A more enlightened

approach would be to encourage greater equity participation by lifting

constraints and even increasing rates of returns to equity.

On behalf of the long-term care industry, I would urge you to oppose

proposals which would restrict the use of tax exempt bonds for health care

facilities. I further encourage you and your Congressional colleagues to

support capital financing and capital funding policies which recognize

realistic asset appreciation, and which encourage greater equity involve-

ment by facility owners as a prudent option to control future health care

expenditures under the Medicaid and Medicare programs.

-8-
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Question 3

Your testimony calls for an expansion of Medicare's skilled nursing

facility benefit. Given the problems we face with the Medicare trust fund,

do you assume that a prospective payment system for nursing home care will

contain the cost of an expanded benefit?

An appropriate Medicare prospective payment system for skilled nursing

facility services will both encourage greater program participation by

nursing homes and help constrain the growth in aggregate Medicare health

program expenditures, in my estimation. Such a program will tend to substi-

tute quality, but cost-efficient nursing home care for the present high

cost patient care in acute care hospital settings.

There Is considerable evidence to indicate that in our health care

delivery system there exists a significant backlog of patients in hospitals

awaiting placement in less intensive settings such. as skilled nursing

facilities. When one considers that the rate per day in a skilled nursing

facility is only 20-25 percent of the basic daily rate in a hospital in the

same area, the conclusion is inescapable that our public programs are

paying four to five times more for health care services in an acute care

setting than if skilled nursing facilities were utilized properly to

provide such care.

In addition, as our population ages, and as hospitals are encouraged

to reduce lengths of stay and seek patient placements in less costly care

settings under Medicare's prospective payment system, the need for and

utilization of quality health care in skilled nursing facilities will

increase. While our health delivery system is complex and comprised of a

wide range of providers, the Federal government needs to promote such
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efficient delivery of quality health care services in the most appropriate

and least costly setting.

Encouraging the nursing home *industry's greater involvement in

providing Medicare skilled nursing facility services, where appropriate, in

lieu of care in more expensive acute care settings, can be accomplished

through the design of a proper prospective payment me hodology. We, as an

industry, feel that all of the above objectives can be attained if the

nursing home industry is given the incentives to participate in the

Medicare program, and if Medicare recognizes certified skilled nursing

homes as the quality oriented, cost efficient health care providers which

they are.

In sum, the objective of a Medicare prospective payment system for

skilled nursing facility services should be to avail quality health care

services to its program beneficiaries. Specifically, the system should:

. promote the efficient delivery of quality health care services in

the most appropriate -nd least costly setting;

. --facilitate (a) the reduction of the existing backup in hospitals

of patients who could be cared for in long-term care facilities,

and (b) increased access for the greater flow of the "sicker"

patient population which is to be expected from the ongoing

implementation of the Medicare hospital prospective payment

system;

* insure future compatibility with Medicare hospital ORG payment

concepts;

0 be administratively simple to implement and monitor for both the

Medicare program and providers;

. reduce the current cost reporting and paperwork burdens; and

* effectively address the issue of payment-for capital costs.
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The American Health Care Association and the National Council of

Health Centers have been pursuing the development of such a Medicare SNF

prospective reimbursement system for consideration by HCFA. While the

mechanics have not been finalized, certain basic principles must be

incorporated into this system. These basic principles include:

1. The Recognition of Patient Needs. A separate basic reimbursement

rate must be provided for each of a limited number of classes of

patients which require different levels of basic nursing

services, i.e., assistance in activities of daily living. These

classes should be determined based on the number and types of

activity of daily living dependencies. A good proxy for these

dependencies in the Medicare population may likely be the

hospital DRG.

2. Bundling of Services Where Appropriate. Reimbursement for those

services which are provided to most of the patients of a given

class should be folded into the basic rate for that class. On

the other hand, special services (i.e., tube feeding, decubitus

ulcer care, turning and positioning, IV care) and ancillary

services (i.e., physical therapy, occupational therapy, and

speech therapy) which are needed by only a part of the patient

class in question must be reimbursed on a per unit of service

basis. Payment must rationally be equated to service required.

Patients needing such services must not be financially

unattractive to the admitting facilities, and as a consequence,

encounter difficulties in obtaining nursing home care.

3. Monitoring of Unbundled Services. In order to prevent the

excessive use of those services remaining unbundled, standards
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should be developed for use by th-.1 fiscal intermediary, and/or

prior approval should -be made a necessary condition for

utilization of the service.

4. Inclusion of Profit and Capital Costs. It may be undesirable, or

at least a complex task, to make a special provision for profit,

capital costs, return to equity, etc., or to utilize a pass-

through mechanism for these items. These costs or allowances

should be folded into the basic rate for each patient class.

Since the use of charges automatically folds such costs into the

base, the system would be simpler if it were charge-based rather

than cost-based.

5. Regional Variation. Because wages vary significantly by region,

separate rates for each patient class and unbundled service

should be made available by major geographic region, and perhaps

by urban/rural locations. No distinction should be made by

ownership, size, or hospital affiliation, however. Only the

valid differences due to regional factor prices and the patient

needs of the facility should be recognized for reimbursement

purposes.

-12-



363

Question 4

Do you have any specific thoughts on how long-term care services can

be targeted so they are cost-efficient? Is it through a financing

mechanism such as prepaid capitation or through a case management system,

for example?

Preadmission screening is a fairly common method to target long-term

care services. The following states have statewide assessment/screening

programs.

Alabama Iowa New York
California Kentucky North Dakota
Colorado Maine Ohio
Delaware Maryland Rhode Island
District of Columbia Mississippi South Carolina
Hawaii New Hampshire Utah
Illinois New Jersey Virginia
Indiana New Mexico West Virginia

In the following states, portions of the state are under a pre-

admission screening program. These do not include those states with

waivers. The states bearing an asterisk (*) were or are moving to

statewide programs:

Idaho Montana Georgia*
Massachusetts Nebraska Oregon*
Minnesota Wisconsin Kansas*
Missouri

Although I am not aware of any cost-benefit studies which document the

various programs' usefulness, the frequency of the incidence of pre-

admission screening among the states' Medicaid programs and the current

plans of several states to expand these activities is ample testimony to

the cost-effectiveness of such systems. In addition, to the extent that

preadmission screening is cost effective in the Medicaid program, such a

program would be even more effective -- in fact, I believe necessary --

under the Medicare program.
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With the introduction of DRG hospital reimbursement, the hospitals

will have a tremendous incentive to admit patients who could be cared for

in an SNF environment. Such selected admissions will be encouraged because

of the profit hospitals will realize under DRG prospective payment as a

result of rapid patient discharges to SNFs. This behavior is currently

conduced by the three day prior hospital stay requirement for Medicare SNF

coverage. To avoid this type of behavior, three policies should be

simultaneously implemented:

1. The HHS Secretary should waive the three day hospital stay

requirement for SNF admissions, thereby permitting Medicare

coverage for direct admissions to SNFS.

2. Preadmission screening should be instituted for Medicare eligible

patients to ensure that the appropriate level of care is

delivered.

3. Certain adjustments to the hospital and SNF deductibles and

coinsurance provisions should be made to coordinate the benefits

and remove perverse incentives, e.g.,

a) introduce a SNF deductible for direct SNF admissions,

b) reduce the amount of SNF coinsurance or, at least, remove

its link to the inpatient hospital deductible amount,

c) make hospital and SF non-coinsurance periods the same

length, and

d) consider hospital days and SNF days additive for

coinsurance-day computational purposes in cases of hospital

discharges to SNF.

In order for targeting to work under any financing system (whether

prepaid capitation, or vouchers, or through a case management system), the
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critical determinant for effectiveness will depend upon the level of

Medicare's financial commitment, i.e., the price Medicare will pay for

services. The greater the need for extensive patient care services, the

greater the cost to the provider, and, thus, the greater his need for

adequate payment.

The willingness of providers to take patients who require extensive

care under almost all of these concepts will also depend on the provider's

ability in risk pooling. The term "almost all" is used because if a

patient-based system that recognizes patient need (as described in my

response to Question 3, above) is employed, risk pooling is no longer a

consideration, and essentially all SNF beds are opened to Medicare patients

of all need levels. Without a patient-based system, however, prepayment

and risk pooling are necessary to remove some of the financial obstacles in

treating heavy care patients.

A Medicare payment which covers the cost of an average Medicare

patient will cover tie total cost of Medicare services only if the

facility in question, experiences average costs at, or below, the average

for the group. Facilities which do not serve a large number of Medicare

patients (say, less than fifteen on any given day), therefore, run a

considerable risk of not having their costs of care covered by the Medicare

reimbursements. With a small Medicare patient census, one or two heavy

care patients are very likely to cause average facility costs to be above

those supported by the Medicare payment. The only protection the facility

has is to:

1. refuse to participate in the Medicare program,

2. participate but attempt to avoid heavy care patients, or

-15-

29-03 o-84 -- 24



366

3. risk-pool by specializing in Medicare patients so that the

patient census is large enough to provide a case-mix that

approximates the case-mix (and average cost) implicit in the

Medicare reimbursement rate.

Currently, all of these options are being employed by the industry.

This explains why SNF participation in the Medicare program is so low, why

half of all Medicare patients are served by less than 500 facilities, and

why heavy care patients have difficulty in finding SNF placement (i.e.,

they back up in hospitals). As long as individual patient need is not

reflected in the nursing service component of Medicare reimbursement, these

industry participation, concentration, and access problems are likely to

continue. One promising alternative, Agwever, that may facilitate risk

pooling is the use of social health maintenance organizations (SHMOs).

The social health maintenance organization concept, which was

-developed at Brandeis University, is a case managed system of health and

long-term care services geared toward the elderly. Now in the demonstra-

tion stage, the concept has apparent merit and should be explored further.

However, it must be assured that a representative mix of elderly will be

enrolled (both well and significantly impaired individuals) in order for

the system to be financially viable when addressing heavy care patients,

and that the premiums under Medicare will acknowledge such a risk.
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Summary

Several states are currently demonstrating that cost containment

efforts can be successful by introducing efficiencies and economies into

nursing home operations. These innovative systems selectively combine both

prospective and retrospective reimbursement features, and typically employ

alternatives to the use of depreciation for capital cost reimbursement, but

this should present no barrier to the design of an effective Medicare SNF

reimbursement system that is entirely prospective. In fact, five basic

principles have been laid out in my response to Question 3, which, if

followed, would produce a fully prospective Medicare SNF reimbursement

system that contains costs by introducing efficiencies and economies into

the Medicare part of the nursing home industry. These five principles

would also measurably improve the participation rate of SNFs in the

Medicare program and improve access to care for heavy care Medicare

patients.

Should these steps not be taken, however, capital investment will

continue to flow from the industry and the supply of adequately maintained

beds will not keep pace with demand. Acquisitions of existing homes by

large chains will be accelerated unless reimbursement system changes are

implemented (both Medicare and Medicaid), with a resultant polarization-of

the industry into large, for-profit chains and well-funded non-profits.

The historical foundations of the industry -- sole proprietor homes -- will

have been seriously eroded.

Policy changes (such as the support of SHMOs, pre-admission screening,

removal of the hospital three day stay requirement, coordination of

hospital and SNF benefits, and the improvement of the climate for private

long-term care health insurance) will certainly improve access, supply, and
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cost containment conditions in the industry. But the key, and the over-

riding concern of the industry, is to effect major design changes in the

Medicaid reimbursement systems among the states and the national Medicare

reimbursement system. Without such changes, access, cost, and quality

problems will continue to grow.

In closing, I wish to express my gratitude for having the opportunity

to respond to your inquiries. I hope that time and space limitations have

not decreased the cognitive value of my responses. However, I will gladly

elaborate on these responses as you require and I will be happy to ans'-,-

further questions, as well. It is this type of forthright dialogue which

shapes and forms the most useful social policies, and I am happy to be a

part of that process.
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Senator DURENBERGER. Senator Bradley.
Senator BRADLEY. Mr. Chairman, I would like to-submit several

questions-from Senator Bentsen to Ms. Cole, if I could. But let me
just ask one that Senator Bentsen requested to be asked.

And that is, Will the creation of CNC's establish another group
of providers and add to the financial burden of medicare and med-
icaid? And if so, why? If not, why not?

Ms. COLE. We don't believe that it will add to the list of provid-
ers. That hopefully it will extend into the community those serv-
ices already are being provided and would, in fact, prevent in many
cases more costly care that is now being allocated as far as seniors
are concerned.

Senator BRADLEY. So your answer is no, it wouldn't?
M4s. COLE. No, it would not.
Senator BRADLEY. OK. Thank you very much.
[The questions from Senator Bentsen follow:]
Senator DURENBERGER. Thank you all very much. We appreciate

your testimony. And as I indicated, there may be other questions
other than mine from members of the subcommittee who had to
leave. There is some floor action on right now. We would appreci-
ate your responses.

Thank you.
Ms. COLE. Thank you.
Senator DURENBERGER. Our next panel consists of Dr. David

Rabin, professor and associate chairman, department of community
and family medicine at Georgetown, representing the American
Public Health Association; Jim Hacking, assistant legislative coun-
sel, AARP; and Alice Quinlan, Government relations director,
Older Women's League of Washington, D.C.

We welcome you all. I don't see Jim. There he is. Your full state-
ments will be made part of the record, and you may now proceed to
summarize them.

I'm going to alert you ahead of time I am going to get tough on
the light. It was either give you 5 minutes or 1 minute and we
chose 5 minutes. All of you who stop on amber are going to get
brownie points. We will start with Dr. Rabin.

STATEMENT OF DR. DAVID L. RABIN, PROFESSOR AND ASSOCI-
ATE CHAIRMAN, DEPARTMENT OF COMMUNITY AND FAMILY
MEDICINE; GEORGETOWN SCHOOL OF MEDICINE, WASHING-
TON, D.C., ON BEHALF OF THE AMERICAN PUBLIC HEALTH AS-
SOCIATION
Dr. RABIN. Mr. Chairman, and Senator Bradley, I'm Dr. David

Rabin. I'm here today representing the oldest and largest public
health society in the world-the American Public Health Associa-
tion-with a combined membership of over 50,000 public health
professionals.

Senator Bradley reviewed dramatically the demographic charac-
teristics of the elderly population. I would like just to emphasize a
portion of that-the rapid growth of those 85 plus who are expect-
ed to double in number over the next 17 years.

Of these individuals, about 44 percent have at a point in time a
need for help in performing their usual activities in the course of a
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day. About 23 percent of those 85 and over are currently residents
in nursing homes. It's clear that over the next 17 years unless we
are able to provide a series of alternatives to current kinds of care,
any savings that you might expect from to the emptying of nursing
home beds or the emptying of hospitals through prospective reim-
bursement, or certificate of need-- legislation or 2176 waivers, is
going to be eaten up by this rapid, predictable, and substantial in-
crease in the elderly, needy population.

The problem of massive Federal expenditures in health care de-
rives from the institutional bias of medicare and medicaid. In 1981,
over 40 percent of hospital expenditures were federally funded.
And 50 percent of nursing home costs were reimbursed under
public programs. By contrast, only 2 percent of medicaid and medi-
care expenditures were for home health care services.

Studies have shown that at any point in time about10 percent of
acute hospital beds are occupied by patients clinically ready for dis-
charge, but retained because of the lack of alternatives. Increasing
nursing home beds is a costly alternative. And, furthermore, it has
been estimated that 20 to 40 percent of the nursing home popula-
tion is inappropriately institutionalized and could be cared for in
the community if appropriate services were available.

We support the need for new legislation. Savings from this legis-
lation may be obscured by the aging of the population and the in-
evitable health care needs that this will bring. But these should be
offset by the capital and revenue consequences of restraining the
growth of the institutional sector.

Each of the legislative proposals addresses the long-term care
problem in a distinct manner, and vary in their potential impact
on the problem of long-term care. S. 410 is an innovative idea
which should be particularly helpful for children, mothers and
young adults. The applicability of this bill for long-term care is
more conjectural and deserves further study. The great need in
long-term care is for integration of services, particularly for the
frail elderly. The integration of all these services is reflected in S.
1244, which provides for more comprehensive long-term care and
would have the same advantages of defined payments for care.

The bill builds upon our current knowledge, and provides a fis-
cally sound and responsible mechanism for provision of long-term
care services to the elderly. By requiring capitation payment for a
range of services, the proposed bill supports development of mecha-
nisms within which all health care providers can work to provide
necessary, justifiable and fiscally appropriate services.

Our concern with this bill is its tentativeness, implying that the
need for this care is as yet not demonstrated, and that there is in-
sufficient experience to allow us to proceed in developing such serv-
ices to elderly in all States.

The bill is also restrictive in permitting eligibility for services
only through a lengthy, costly, and subjective patient assessment
team mechanism. Financial eligibility becomes a State welfare
process bank on income which will determine payment, a concept
antithetical to the concept of medicare.

We would like the provision as a benefit available to all 50
States. The HHS should then evaluate national experience with
this benefit, not only in regard to its cost~and use of home health
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care, but most importantly in regard to its total impact on the
health care system. We believe such an evaluation would be best
beneficial.

We also support S. 1614. This proposal provides a coordinated
program of acute and long-term care for the dual eligibles. This
group, representing 18 percent of the elderly, has substantial medi-
cal and social need and is at great risk of using expensive medical
services. They are impoverished and therefore have little influence
in determining their use of services.

A substantial advantage of this bill is that it provides are and
financing in a situation which is most favorable for allowing trade-
offs in care, and therefore allow for development of efficient, effec-
tive and appropriate systems of care.

Thank you for the opportunity to testify.
Senator DURENBERGER. Thank you.
[The prepared statement of Dr. Rabin follows:]
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Mr Chairman and Distinguished Members of the U.S. Senate Committee

on Finance Subcommittee on Health:

I am Dr. David L. Rabin. I am here today representing the

oldest and largest public health society in the world - the

American Public Health Association, with a combined national and

affiliate membership of over 50,000 public health professionals

and community health leaders. The organization was founded to

protect and promote personal and environmental health by

exercising leadership in the development and dissemination of

health policy.

It is the responsibility of your committee to deliberate on

proposed legislation relating to federal responsibility for health

care expenditures. Mindful of the present vast commitment of

federal funds and the spiralling increases that have far exceeded

the overall Inflation rate since the introduction of the Medicare

and Medicaid programs, you will undoubtedly approach the prospect

of legislation designed to create additional entitlement to-

service with reluctance and concern. While appreciating and

sharing your anxiety w- -feel that the development of home health

services should have priority in terms of reallocation and more

appropriate utilization of federal funds, and the humane delivery

of care to the increasing numbers of frail elderly in the U.S.

population. We therefore support proposed legislation for the

development of community based services and in particular Bills

S1244,-and S1614.

Currently 11% of the population is aged 65 and over and of

these 9% or 2.2 million are aged 85 and over. This is the largest



374

growing sector of the population and is projected to number 6.8

million by the year 2010. While mortality rates have showed a

major decline for this age group over the last thirty years,

advanced age is associated with Increasing health care

expenditures, with an increased rate of chronic disability and

with need for help of another person in performing basic physical

activities. Medicare re-imbursement per enrollee rises from $1402

per person aged 65 through 69 to $2485 for those aged 80 and over.

Although only 18% of persons receiving Medicaid are 65 plus, they

account for 39 % of the total budget, the single largest component

of which is nursing home reimbursement.

The problem of massive federal expenditures for health care,

both in aggregate and per capita derives from the irstitutional

bias of the Medicare and Medicaid programs. In 1981 over 40 % of

hospital expenditures were federally funded and 50% of nursing

home costs were reimbursed under public programs. By contrast

only 1.7% of Medicaid payments and 2.5% of the total Medicare

budget were for home health services. It is essential to eliminate

this distortion in service provision and expenditure by

legislating for a broader range of integrated care with an

emphasis on-the community and the home.

Studies have shown that at any one time 10% of acute hospital

beds are occupied by patienti-clinically ready for discharge but

retained because of lack of nursing home beds, selective admission

by nursing homes, and lack of alternative services. It is

estimated that up to 3% of total hospital days per year are

attributable to patients awaiting discharge and that two-thirds of
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the cost is financed by Medicare amounting to well over 1 billion

dollars per year.

In a desperate attempt to contain health care costs Congress

has enacted legislation for propective reimbursement for Medicare

hospital costs. In addition 19 States have implemented

prospective reimbursement for Medicaid patients. While evidence

from the 4 states which have instituted all payer prospective

reimbursement indicate that average length of stay has decreased

and costs have been constrained this earlier discharge will

undoubtedly create a demand for more nursing home beds or for an

increase in home health services, whether hospital or community

based.

, At the present time 70 to 80% of long term care is provided by

families in this country. The development of home health and

community services should help to ensure that this continues to be

so. The situation now exists where many of those caring for an

aged relative are themselves over 65 andAtn declining health.

While preferring to avoid institutionalization of an aged parent

they will increasingly find themselves in need of outside

assistance in making this possible. Many other elderly people

have outlived their families and yet wish to maintain their own

-homes and preserve their independence, but yet require assistance

to achieve this.

Increasing nursing home beds is a costly alternative and

furthermore it has beenestimated that 20 to 40% of the nursing

home population is inappropriately institutionalized and could be

cared for thep.Le community if appropriate health and personal

care services were available. The appreciation of the potential
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benefits and the need for the development of home and community

based services is demonstrated by the fact that 46 states have

made submissions for 2176 waivers for the development of Medicaid

programs.

We therefore support the need for new legislation.

Coordinated systemochanges and reallocation of funds should lead

to more appropriate and cost-effective care. Savings may be

obscured by the aging of the population and the inevitable health

care needs that this will bring, but these should be offset by the

capital and revenue consequences of restraining the growth of-the

institutional sector. Each of the legislative proposal addresses

the long-Term Care problem in a distinct manner, and vary in their

potential impact on the problem of long term care.

S410 The Community Nursing Centers Act of 1983 is an

innovative idea which should be particularly helpful for children,

mothers and young adults. Much of the health needs of this-age.

group could be provided by such nursing centers. S410 clearly

provides for more extensive nursing services than currently

permitted. The applicability of this concept to long term care is

more conjectural and deserves further study and evaluation. The

great need in long term care is for integration and coordination

of all fe-alth and personal services, particularly for. the frail

elderly.

The integration of all these services as reflected in S1244

The Senior Citizens Independent Community Care Act provides far

more comprehensive long term care and would have the same

advantages of defined-payments for care.
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Senate Bill 1244 is a thoughtful and significant legislative

proposal. It builds upon our current knowledge base and provides

a fiscally sound and responsible mechanism for coordinated

provision of long term care services to the elderl-y. The proposal

provides a comprehensive benefit for those 65+ functionally in

need of these services. By requiring capitation payment for a

range of services the proposed bill importantly supports

development of a mechanism within which all health providers can

work to provide necessary, justifiable and fiscally appropriate

services to elderly at high risk of institutionalization. Our

concern with the bill is over its tentativeness implying that the

need for this care is as yet not demonstrated and that there is

insufficient experience to allow us to proceed in providing such

services to elderly in all the states. The bill is also

restrictive in permitting eligibility for services only through a

lengthy and costly patient assessments team mechanism. The

eligibility measures to be used are highly subjective. There is

the likelihood of great variation in who receives care. If the

restricted eligibility standards of Section S1893 are implemented,

the opportunity for learning and benefiting from the 10 current

channeling grants and 51 2176 waiver programs would be minimized.

We could find ourselves saddled with a cumbersome and subjective

mechanism for defining eligibility with its attendent legislative

and administrative problems. We would like the provision as a

benefit available to all 50 states. DHHS should then evaluate

national experience with this benefit not only in regard to the

cost and use of home care but most importantly in regard to its

impact on total health system costs. This impact should be
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measured across many states where the full implications of

capitated coordinated long term care can fully be appreciated.

Passage of this desirable concept of legislation as a

demonstration will have the unfortunate consequences of not

allowing us to benefit from current knowledge of need and service

delivery delaying until the end of this decade the provision of

this needed service. It will perpetuate at great cost the

continued inappropriate provision of institutional care. Since

functional impairment is so highly correlated with age and we

acknowledge your desire to be fiscally prudent, we can better

understand restriction of this benefit to those of an older age

group to alay concern about total costs by restricting the program

to a 4 state demonstration.

We also support Senate BiH 1614 The Health Care Coordination

Act of 1983. This proposal provides a -oordinated program of

acute and long term care for the dual eligibles. This group

representing about 18% of the elderly have substantial medical and

social needs and are a great risk of using medical services. They

are impoverished and therefore have little influence in

-determining their use of health services. These people are in

critical need of coordinated care. A substantial advantage of

this bill is to permit the flexible co-mingling of all

Medicare/Medicaid dollars to provide the most appropriate, and

cost effective services. The substantial savings of home care

will come from reductions in inappropriate use of acute and long

term care institutions. Since Medicaid is comprehensive in

coverage this bill would allow trade offs to be made between among

all forms of care. This is the most favored situation for
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developing cost effective and coordinated health care services.

Another advantage is the relative simplicity of eligibility which

will allow both monitoring and assessment to be made more readily.

Unfortunately, since standards of eligibility and breadth of long

term care services for Medicaid vary so much by state, this

proposal would still permit substantial variation in the care for

similarly needy persons in different states. A lesser

disadvantage of this bill is its restriction of participation to

no more than 20 states and to small, unrepresentative

populations, within these states. Furthermore, the 3 year period

for these demonstrations to be re-evaluated is too short. Since

the dual eligibles are particularly vulnerable, and generate a

large part of total federal health care costs, and the states now

have substantial experience in long term care, we favor enactement

of S1614 for all states. We additionally would re-emphasize and

suggest specific appropriations for the research provisions of

this proposal. These provisions would permit assessment of the

effectiveness of the pro-gram in meeting its objectives. Since the

costs of the program are defined as being no greater than current

Medicare costs, the risks are modest and the potential benefit

great.
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STATEMENT OF MARTIN CORRY, LEGISLATIVE REPRESENTA-
TIVE, AMERICAN ASSOCIATION OF RETIRED PERSONS, WASH-
INGTON, D.C.
Mr. CORRY. Mr. Chairman, my name is Martin Corry, a legisla-

tive representative for AARP. Jim Hacking sends his apologies for
not being able to attend. Accompanying me is Meredith Cote, also a
legislative representative at AARP. I ask that our statement be
submitted for the record.

AARP appreciates the opportunity to state our views on long-
term care and some of the legislation currently pending before this
committee. At a time when this committee's attention is primarily
focused on the staggering deficits which this country faces, we are
particularly pleased to see the committee step back from that im-
mediate problem to focus on a serious and growing problem for
older Americans-the lack of adequate long-term care.

From the beneficiary perspective, long-term care today is more a
hodge-podge than a system. Although there are many programs to
help older persons, they tend to be fragmented and uncoordinated.
Having been separately conceived at different times, they are sepa-
rately administered with separate criteria for establishing income
eligibility and need for service.

Moreover, the current array of services is biased toward acute
rather than chronic care, as well as institutional long-term care
rather than long-term care services in the home or community. It
is estimated today that 30 percent of the present nursing home
population could be cared for in less expensive settings. Yet we
lack a comprehensive effort from the national level to promote the
linkage and coordination of less costly forms of care such as in-
home services, community based services, and special living ar-
rangements.

Moreover, the longer we wait to address the problem of long-
term care, the worse it becomes. Four demographic factor, argue
against deferring action.

First of all, we have a growing aged population. Today only 11
percent of the population is aged 65 or over. By the year 2015, over
18 percent of the population will be 65 or older.

Second, increasing life expectancy of the elderly. Within the eld-
erly population the aged 75 and older subgroup is increasing most
rapidly, a group which is predominated by single, elderly women.

Third, chronic illness is the dominant pattern of illness. Millions
of lives have been saved through immunization and public health
systems, much of this financed through Federal assistance in the
past. We now face a situation where care of chronic illness is the
primary problem. For those 65 and over, 83 percent of restricted
activity days in 1980, and 87 percent of all deaths in 1978 were due
to chronic conditions. This pattern increases dramatically for those
over aged 75.

Fourth, changing family patterns. Today the family tends to be
smaller than what was the case in the past. Smaller families mean
fewer adult children to care for elderly parents in the home. More-
over, current trends will soon mean that many of the children of
the elderly needing long-term care will themselves be aged.
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Our goal should be the development of a continuum of care pro-
vided through a network of care-givers, including the family, com-
munity-based providers, as well as traditional institutional care.

Fortunately there are bills before the committee which would
move toward the provision of a continuum of community based
services with mechanisms to limit secondary demand.

AARP believes such limitations are necessary at this time, and
that this bills will provide information essential to developin#i4
strong continuum of long-term care services.-

Beyond the problem of secondary demand are other tough ques-
tions for which answers are not readily apparent. For example,
each of the bills identified above provide for some form of screen-
ing and case management. But who should determine this particu-
lar procedure?

Finally, we want to express again our strong support to the com-
mittee for looking into this area, and our willingness to work with
you in trying to develop some solutions that would be good for the
elderly as well as for the Federal budget.

Senator DURENBERGER. Thank you very much.
[The prepared statement of Mr. Martin follks:]

29- 0-84-25
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Thank you, Mr. Chairman, for this opportunity to state

AARP's policy perspective regarding long-term care and our views

about three bills now pending in the Senate that address this

difficult problem.

From the elderly's point of view, the lack of a long-term

care system that encompasses medical, social and personal care

services provided in a variety of community, home-based and

institutional settings is the greatest deficiency in the present

health care system. Pour demographic factors dictate the

reorientation of health benefits for the elderly: (1) a growing

aged population; (2) increasing life expectancy for the elderly;

(3) chronic disease as a dominant pattern of illness in the

United States; and (4) changing family patterns. These

demographic trends have been widely reported, and their

implications must be taken into account by government health

policy experts.

Today only 11% of the population is age 65 or older, yet

the elderly account for nearly 30% of the nation's total personal

health care expenditures. By the year 2015, over 18% of the

population will be age 65 or older -- a significant increase with

obvious implications for health expenditures.

Within the elderly population the age 75 and older

subgroup is increasing most rapidly. By._the year 2000, 45% of

the elderly population will be in this category, compared to

39.5% at present. The proportion of the elderly who are aged 75
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and older is important because the incidence of chronic disease

and impairment and the utilization of medical services tends to

increase with age, and increase dramatically after age 75.

Because of the aging of the population, demand for long-

term care services is increasing. Yet, current demand is not

even being met. Today, there are an estimated 3.5 million

non-institutionalized persons age 65 and over who are

*functionally dependent," and their numbecs are increasing by

about 100,000 a year. Fifty years from now, in 2030, there may

be well over 7 million persons in this category. About one out

of three of these functionally dependent older persons is

homebound or bedridden. A still larger proportion are alone and

isolated. Another 1.2 million older persons are in nursing

homes, chronic care hospitals, or other institutions.

Americans are living lcnger (since 1960, over two years of

life have been added to the life expectancy of the average 65

year old American). Millions of lives have been saved from acute

heart attacks, strokes, early death from cancer, diabetes and

other acute conditions. However, the more successful the

nation's health care system has been in controlling acute disease

and postponing death, the more chronic disease has tended to

become the dominant pattern of illness. By definition, chronic
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disease is never cured. According to the National Center of

Health Statistics, for those 65 and over, 83% of all

*restricted-activity days in 1980 and 87% of all deaths in 1978

were due to chronic conditions.

Today, the nuclear family tends to be a smaller family than

was the case in the past. Smaller families mean fewer adult

children caring for elderly parents in the home. Similarly, more

working women, later marriages, more divorce, and greater

geographical mobility may portend less and less direct family

care in the future.

These factors point to the need for the development and

implementation of a long-term care program that provides, not

just institutional care, but a complete continuum of services,

including home-based and community-based services. Reasonable

estimates indicate'that 30% of the institutionalized elderly

could be served as well or better at home or in'sheltered living

sites.

It is generally understood that the elderly are better

served when they are helped in maintaining their independence in

their homes and communities as long as possible. Yet, the

federal government spends more to maintain older persons in

nursing homes than it does on the combined cost of home care

under Medicare/Medicaid, all social service programs, and all

federally funded special housing programs for the elderly.

Moreover, although there are many programs to help older persons,

they tend to be fragmented and uncoordinated. Having been
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separately conceived, they are separately administered with

separate criteria for establishing income eligibility and need

for service. For example, social services provided under Title

XX of the Social Security Act and Title III of the Older

Americans Act serve many of'the same sites; though services may

be identical, eligibility criteria for recipients are entirely

different. Thorough analysis of existing Federal programs for

the delivery of health care and social services (i.e. Medicare,

Medicaid, and social services under Title XX of the Social

Security Act and Title III of the Older Americans Act) reveals an

obvious bias in favor of acute care -- not chronic care -- and

institutional long-term care -- not long-term services in the

home or community. Furthermore, when it comes to in-home

services, community services, special living arrrangements,

nursing home care and other forms of long-term care at the state

or local level, there has been no serious, comprehensive effort

from the federal level to encourage the linkage and coordination

of the management of these services within the community. All

this must change. The nation simply cannot afford to continue to

try to treat chronic conditions and impairments among the elderly

with expensive forms of acute and institutional care.

With the overwhelming proportion of available long-term

care resources being consumed by high-cost institutional care, it

will obviously be very difficult to build and initiate an

integrated, community-based service system. But if an adequate

supply of sheltered living arrangements and congregate housing,

homemaker/home health care and other community-based services
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were available, it is likely that 30% of the present nursing home

population could be cared for in less expensive settings. The

ultimate goal# therefore, must be a long-term care program which

provides a complete continuum of care and creates in the process

a network of community-based centers that would function as

providers, payors, certifiers and evaluators of services.

- In addition, the family unit is an important contributor of

supporting services and must not be ignored in the design of a

comprehensive long-term care program. Family members now

provide about 80% of the elderly's long-term care services. With

limited resources, the goal must necessarily be to

supplement -- not supplant -- family care activities. Certainly,

disincentives to family assistance (such as the one-third

reduction in benefits under SSI when the beneficiary lives with

his/her family) should be removed. Moving in a positive

direction, federal income tax credits could be created that would

provide taxpayers with incentives to care for their dependent

elderly in the home and to utilize adult day care facilities. A

relatively small public investment in adult day care services and

respite care services, to ease the burden on family members who

are the primary care-givers, could greatly help in avoiding a

crisis situation where institutionalization of the older

dependent family member becomes the only other option.

_Despite the Medicare/Medlcaid bias toward institutional-

based services, some modest program has been made in reorienting

the emphasis of these programs. In 1980, minor liberalizations
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in home health benefits under Medicare were achieved. More

recently, Congress approved the Medicaid Community Care waiver as

part of the 1981 Omnibus Reconciliation Act. States opting to

utilize the waiver have been able to provide a wider range of

community and home-based services in lieu of nursing home care

including services such as case management, personal care

services, adult day care, and respite care. The Association

strongly supports the Medicaid waiver provisions and encourages

states to take advantage of the opportunity to re-direct the

focus of the long-term care components of their Medicaid

programs.

Despite the economic and budgetary constraints that are

impeding the development of a national long-term care program,

additional modest steps can be taken that would build upon the

progress made in the recent past. For example, with respect to

home health services, Medicare's "homebound" and "skilled care"

requirements should be eliminated and coverage of homemaker/chore

services should be provided. In addition, a comprehensive

pre-nursing home admission screening and assessment program for

potential nursing home residents should be established. To

facilitate a broader range of long-term care services (as well as

preventive and primary care), Medicare beneficiaries can now

enroll in HMO's and similar alternative delivery systems. AARP

has high hopes for the social HMO (SHMO) concept too.

For the futur', increased private sector involvement in

meeting long-term care needs must also be explored. Private

insurance companies should be encouraged to add long-term care
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benefits to existing policies and develop new policies which

would specifically address the elderly's long-term care needs.

Over the long term, health insurance accounts (similar to

tax-deferred IRAs) could be created providing younger persons

with an incentive to save for their future long-term care needs.

The big question confronting policy makers now is how to

develop a more comprehensive long-term care system that we can

afford? While it is generally recognized that a substantial

portion of institutionalized patients could be cared for at lower

cost in a comprehensive continuum of community based care,

the problem is controlling the cost of secondary demand sometimes

rAferred to as induced costs.

Secondary demand is the result of increased utilization

attributable to the existence and availability of the benefit and

without regard to the fact that no new eligibility is established

in terms of individuals. The problem facing policy makers is the

millions of individuals not now in institutions but with

ailments, infirmities, and level of income that make them

eligible for government benefits. Despite such eligibility,

these people refuse to be institutionalized. If, however, they

could receive services in their home, for example, then they

would participate in the new benefit program at greater overall

costs. Unfortunately, the state of the art is not such that

policy makers can adequately distinguish those situations "truly'

needing community based benefits. Secondary demand is perhaps

the major obstacle to the development of a comprehensive
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continuum of long-term care services.

Policy makers need a great deal more information about, and

experience with, chronically disabled patients in order to refine

eligibility standards for services included in a community based

continuum of care. Fortunately three bills pending in the Senate

provide a means for developing the continuum of care and for

gaining greater experience with chronically disabled patients in

the community, at a reasonable cost.

The Health Care Coordination Act of 1983 (S. 1614), the

Senior Citizens Independent Community Care Act (S. 1244) and the

Community Nursing Centers Act of 1983 (S. 410), all provide a

continuum of community based services and mechanisms to limit

secondary demand, pending greater understanding of chronically

disabled patients and utilization of community based services.

AARP believes such limitations are necessary at this time and

that these bills will provide information essential to

developing, on a national scale, a strong, community based

continuum of long-term care services.

Beyond the problem of secondary demand are other tough

questions for which answers are not readily apparent. For

example, each of the bills identified above provide for some form

of screening and case management. But who should do such

screening and management? Should the system be fully integrated

in the sense that one provider provides all levels of care or

should the system be fragmented so that home health providers

provide home care, hospitals and nursing homes another level of

care? At this point, AARP does not believe there has been

sufficient experience with community based long-term care to make

such policy decisions. The community based care legislation now

before the Finance Committee, however, if enacted, will provide

the information upon which these policy questions can be

resolved.

AARP looks forward to working with this committee on

developing a community based long term care system capable of

addressing the needs of our people.
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STATEMENT OF ALICE QUINLAN, GOVERNMENT RELATIONS
DIRECTOR, OLDER WOMEN'S LEAGUE, WASHINGTON, D.C.

Senator DURENBERGER. Ms. Quinlan.
Ms. QUINLAN. Mr. Chairman, Senator Bradley, I am Alice Quin-

lan, government relations director of the Older Women's League
which is the first national membership organization focusing exclu-
sively on the needs and concerns of older women.

We appreciate very much the opportunity to share with you our
perspective on long-term care. I attended the hearing that was held
a week or so ago, and of course have been here this morning. We
have been here almost 2 hours and my colleague just 1 minute ago
used the word that I want to put before you with great force and
its connection with long-term care. And that is the word "woman."
I have not heard very much at all so far in these hearings on long-
term care that would direct your direction to gender based distinc-
tions. We think that it's very critical that you do so in order to de-
velop both realistic and comprehensive long-term care policies. You
must keep before you who are the primary providers and who are
the primary consumers of long-term care. The primary providers
both in institutional settings and inhome services for pay and of
inhome services that are provided by family members, are women.
And the primary consumers of long-term care are also women.
Therefore, the demographics that relate to women in terms of their
number, their longevity, their poverty and their marital status are
critically important in highlighting who is most at risk of institu-
tionalization.

Much of the beginning part of my testimony provides you with
data, tables and charts and so forth on marital status and income
to substantiate these statements. We believe that long-term care is
a women' s issue first of all because women make up the majority of
the elderly and they certainly make up the vast majority of the
frail elderly whether you are talking about institutional or commu-
nity settings.

You know, of course, that women constitute some 60 percent of
persons over the age of 65. But because of differences in longevity,
they outnumber men 2 to 1 in the older age categories. And that
ratio increases with age.

Since functional disability increases with age, women are, there-
fore, the vast majority of the frail elderly and they constitute more
than 70 percent of the elderly who are in nursing homes.

Long-term care is a women's issue because older women are
much more likely to be unmarried and living alone than are older
men. And, of course, the long-term care both in the home and in
the institution implications of that are very significant. Most older
men are married and living with a spouse. Most older women are
unmarried. That means if a man becomes incapacitated, becomes
ill, becomes frail, he has a spouse to take care of him. When the
woman becomes ill, on average, she does not have a spouse to take
care of her. And, therefore, the needs of inhome support and the
danger of her being institutionalized are substantially greater than
is true for men.
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Women make up 80 percent of those elderly persons who live
alone. They make up 83 percent of the 6 million unmarried persons
over age 75.

I would like to spend just a moment pointing out something with
regard to marital status because it should be obvious that marital
status and living arrangements and the potential need for long-
term care are intimately related. The rate of nursing home use is
nine times higher among the unmarried than it is among the mar-
ried. I might also point out the connection between marital status
and length of hospital stay. Older women on the average have
longer length of hospital stay, and they have longer lengths of stay
both in hospitals and in nursing homes than older men do.

In 1978, women who were married had an average length of stay
of about 101/2 days. If they were widowed, it was close to 12 days.
And if they had never been married, it was 13.2 days. And I think
you see the immediate connection because women who are married
have a spouse at home; women who are widowed don't have a
spouse at home, but the chances are they have children to take
care of them; but those who were never married, have no one, in
fact, to take care of them.

Long-term care is a women's issue because women are the pri-
mary caregivers. Here I would really urge you, beg you, to sharpen
the focus and to force some more careful looking at terms that are
used that are primarily euphemisms for who is it that is providing
the care for disabled persons and for the elderly in the home. You
will hear a wide range of them. The family does it. Informal sup-
ports do it. Community support. Sometimes they use the word "rel-
ative" or children. But it's women. It's primarily spouses and
daughters who are providing informal supports and care to persons
in the home.

And I think, again, the public policy implications of this are very
great. If you don t focus precisely on who it is, then it is hard to see
the desire and certainly the desirable public policy that we encour-
age families to care for their family members at home. It's not
clear the inherent conflict there is between this and other retire-
ment income policies that make it very important for women to
vest pensions in their own right, to collect credits toward social se-
curity to aim for their own retirement income. There is a conflict
between that and their need and desire to be at home caring for a
dependent person.

Senator DURENBERGER. In the first 4 minutes of that presenta-
tion before you got to the distinction between single women and
women with children, what were you telling us besides the point
that we have got to get about the job of economic equity in this
country for--

Ms. QUINLAN. One of the key issues, I think, Senator, is in the
whole area of respite care. If you want women to be able to contin-
ue caring for their disabled spouses and elderly persons in the
home, it is critically important to include provisions for respite
care in inhome services. It is critically important because without
some of that assistance, the women reach the breaking point; they
simply can no longer continue caring for the disabled spouse or
aged parents in the home and institutionalization occurs.

[The prepared statement of Ms. Quinlan follows:]
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Mr. Chairman, members of the subcoimlttee. I am Alice Quinlan,

Government Relations Director of the Older Women's League, the first

national membership organization focused exclusively on Aidlife and

older woman. The Older Women's Leriue was formed following the White

House Mini-Conference on Older Women in 1980, and nov has nearly 8,000

mebers, and chartered chapters in 30 states. Through education,

research and advocacy, our members work for changes in public policy

to eliminate the inequities older woman face.

Key items on OWL's national agenda are long-term care issues,

including support for caregivers and alternatives to institutionalizAtion,

and access to health care. We are graceful to you, Mr. Chairman,

for calling these hearings to explore long-term care issues, and for

giving us the opportunity to share with members of this comitcee

our perspective on long-term care.

LONG-TERM CARE AS A WOMEN'S ISSUE

Long-cerm care is pre-eminently a women's issue. Women in this

country experience aging differently than men do, and those differences
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-in longevity, marital status, and income-highlight why long-tars care Li so

critical an Issue for women. They are also central to the development of realistic

and comprehensive long-ters care policy. Compared with older men, women live

longer, are mich poorer, and tend to live alone.

o Lont-term care is a women's issue because women make up the majority of the
elderly, and the vast maJority of the frail elderly, whether in institutional
or co unity settings.

As of July 1982, there wore 26.8 million Americans age 65 and over, about

10.8 million men and 16 million woman. Women thus constitute about 602 of all

persons age 65+. Because of differences in longevity, women outnumber men two

to one in the older age categories, and this ratio increases with age. Women

comprise 652 of personal over 75, 702 of those over 85, and 732 of those over 90.

Since functional disability increases with age, women are the vast majority of

the frail elderly. "Frail elderly" are often defined as those over age 75 who

require assistance with daily living tasks. Tie following table gives an age-sex

distribution of all persons over 75.

Table Numbers of persons age 75+ in 1982, by sex and a&e

(thousands)

A Mn Women Total
75-79 1,968 3,138 5,106

80-84 1,084 2,054 3,138

85+ 723 1,722 2,445 _

Total 3,775 6,914 10,689

(Source: Census Bureau, P-25, No. 929, Table 1)

Given this age distribution, it is not surprising that over 702 of persons

residing in nursing hoses are women.

a Long-term care is a women's issue because older women are much more likely
to be unmarried and living alone than are older men.

When the marital status of older men and women is compared, there are no
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significant gender differences among those who are divorced, separated, or rever

married. But there are profound differences in the proportions of men and women

who are widoved or married. As the following table illustrates, most older mn

are married and living with a spouse, while most older women are not. This is

due both to women's greater longevity, to men marrying younger women, and to

differences in remarriage rates. (Older men are seven times more likely to remarry

than are older women).

Table Marital status of persons age 65+ in 1981. by sex

2 status men Women

married 772 382

widowed 132 51%

separated/divorced 6% 52

never married 4Z 62

(Source: Census Bureau, P-20, No. 372, Tables I and E)

Because there are more older women than men, the result in absolute numbers is

that many more older women are ummarried, and live alone. In 1981, about 7.5 million

older persons lived alone, and 80% were women; 6.3 million persons over age 75

were unmarried, and 83% were women.

Table Unmarried persons age 75+ in 1981, by sex
3 (thousands)

Total Percentage Number
Population Unmarried Unmarried

Men 3,669 302 1.101

Women 6,692 78% 5,220

(Source: P-25, No. 929, Table 1 and P-20, No.372, Tables 1 and E)

The relationship between marital status/living arrangements and potential need

for long-term care is obvious. The rate of nursing home use is nine times higher

among the unmarried than among the married. We do not limit the use of the term

"long-term care" to institutionalization, however, but mean the entire continuum
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of care, from in-hom services, day care, resident facilities such as board and

care homes, convalescent homes and skilled nuraingsprovided over a significant

period of timm inresponse to chronic disease or disability; ideally such services

enable an older person to remain independent, or to live with family members as

long as possible.

e Long-term care Is a women's issue because women are the primary c&regivers of

the elderly.

The data noted above essentially mean that most older men have a spouse to

provided needed care; most older women do not. It is interesting to examine policy

statements and research studies for specific references to "caregivers." Sometimes

"the family" is cited as the caregiver; other frequently-used references include

"informal support systems," communityy supports," and simply "relatives" or "children."

But "caregivers," whether in institutional or non-institutional settings, is a

euphemism for "women." Primary caregivers in family settings are overwhelmingly

spouses end daughters, and then sisters, daughters-in-law, nieces, and other women.

Concern for the caregiver, especially non-paid female relatives, but also the

thousands of low-paid women providing care in institutions and in homes, is thus

an issue of particular concern to women.

Most unpaid caregivers are midlife and older women. Housebound, physically

exhausted, often depressed, experiencing social, familial and personal isolation,

as well as financial depletion, these women are likely themselves to suffer a

breakdown, or to abuse the person dependent on them for total care. Without

support for the caregiver, the result may well be two dependent adults instead of

one, and reluctant institutionalization, with both persons eventually dependent

on public assistance for their survival. Thus while the primary focus of concern

must be the care needed by the frail elder, public policy cannot afford to

ignore the needs of the caregiver.
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s Long-term care is a women's issue because women are likely to be careuivers
and to need longtern care themselves, but they can least afford either to
provide care to others or to pay for their own care.

In 1981 the median annual income of women age 65 and over was 582 that of

older men, and within $400 of the official poverty level (men - $8173, women -

$4757, poverty - $4359). The caregiving role most women fill throughout their

lifetimes is one reason for these income disparities. Every year spent at home

rearing children and caring for elderly family members means another "zero year"

when Social Security benefits are calculated; Jobs quit to care for incapacitated

spouses mean the loss of pension benefits and potential retirement savings.

Caregiving often leaves women exhausted, and if their spouses are ultimately

institutionalized, frequently impoverishes then through Medicaid spend-downs.

Finally, should older women no longer be able to care for themselves, they will

become nursing hom residents themselves, unless help is available in the community,

and will quickly deplete their meager financial resources.

SPECIFIC LEGISLATIVE PROPOSALS

In the context of this perspective on long-term care, we would like to

address some of the specific legislative proposals dealing with the issue. To the

extent that older women need care for theie prevalent chronic illnesses, or support

in tLeir role as caregivers for other family members, they are not well served by

either Medicare or Medicaid. Medicare is based on an acute medical model, with

cure rather than care as its central focus. And Mcdicaid, with its bias toward

institutionalized care and its impoverishment of surviving spouses because of

spend-down provisions, is equally problematic. Innovations that match services

to needs better than the current piecemeal system, particularly the health and

service needs of the chronically ill, must be developed.

2-033 0-84-2-2
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Coordinated Care

We welcome the approach of S 1614, the Health Care Coordination Act, which

would better coordinate programs of acute and long-term care. Pooling Medicare

and Medicaid resources to allow a choice of coordinated services across the full

continuum of long-term care, from acute care to conmunity-based services, will

allow the provision of service that is most appropriate to each situation.

Although this legislation will affect only those persons who are dually entitled

to both Medicare and Medicaid services, it is certainly a good first step toward

appropriate coordination and a range of choice among needed services.

Medicare Home Health

The Older Woman's League strongly supports S 1244, the Senior Citizens In-

dependent Community Cara Act, which would expand home health benefits available

to qualified frail elderly under Medicare, although only on a limited test basis.

We particularly favor its provision of respite care, which is so critically needed

by cLregivers, especially those caring for severely disabled spouses, parents,

or other dependents. Relief and supportive services to unpaid caregivers is

essential to any strategy, that aims to prevent institutionalization.

Caregiver Incentives

A number of bills have been introduced that would provide families with tax

credits for in-home care of frail elderly family members. While any financial

assistance that helps offset the cost of providing in-home care is certainly

welcome, careful thought must be given to the "incentive" nature of such proposals,

if that is their motivation. Perhaps the point is best made by the visiting nurse
0

who told one caregiving wife, "If you gave me $100 an hour, I wouldn't do (what

you're doing)....You're crazy to keep it up." Policy makers who hope an annual

tax break of $500 or $1000 or $2000 will tip the scales in favor of keeping a
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severely impaired family member at hose might read the family guide from Johns

Hopkins Press, The 36-Hour Day, or talk with caregivers, to learn what crushing

burdens they carry.

Most families want to keep their relatives out of institutions; they want

to and do care for them at home. What often finally precipitates institutional-

ization is the onset of incontinence, continuous loss of sleep, disruptive behavior

associated with de~mnting illnesses, and the physical and emotional exhaustion

of the caregiver. Often the family is depleted financially as well; sometimes

women have no alternative but to institutionalize their spouse or parent, and

return to the paid labor force. At some levels of impairment, adult day care may

address this need. But in more severe cases, another alternative would be to

reimburse the caregiver for services rendered, for example, by paying that person

half the cost of nursing home care.

Restricted Targeting

In these times of limited federal and state funds, targeting that is too

narrowly restricted to those most in danger of institutionalization can be counter-

productive, again because of the impact on caregivers. When the availability of

informal sources of care makes a frail older person ineligible for any comunity

and in-home services, caregivers are penalized for their willingness to provide

no-cost services. Kiniml assistance--perhaps just some respite care-would en-

courage the caregiver to continue providing basic care indefinitely. Without that

- assistance, the caregiver may reach the breaking point. Currently some states

that are quite liberal in the provision of services, prohibit in-home supportive

services to an "able and available spouse"--in practice, the caregiver wife.

Home Care Quality

Attention must also be given to the poor quality of home health care that

is all to often the norm, and that is frequently due to poorly trained and/or
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poorly treated staff who are expected to carry heavy work loads for low pay and

-long hours. The status of chore service and other in-home service workers (or

those in institutional settings, for that matter) is particularly in need of

reform. Inequities range from lack of mileage reimbursement for workers who must

travel long distances from patient to patient, to a lack of training for many

workers. Underlying many of these problems is the very low pay and poor or non-

existent benefits available to these workers.

Other Issues

In concluding, we want to briefly mention three other concerns, two of which

deal with private funding of long-term care. Tapping home equity through reverse

mortgages "y well become a common and risk-free way for millions of cash-poor

older persons to get funds for many purposes, including long-term care. However,

surviving spouses may end up no better off than with the property liens now allowed

under Medicaid in order to reimburse the state for the cost of their husband's

nursing how care; could this proposal be a privatization of Medicaid spend-down?

A second proposal is to pay for long-term care through private insurance.

Much of the data cited in this testimony speaks to the likelihood that older women

will need long-term care and yet will be less able to pay for it than men. Until

the passage of legislation requiring non-discrimination in insurance, which would

do away with the use of gender as the basis for risk-classification by the insur-

ance industry, we are unconvinced that such insurance would be within the financial

reach of any but a miniscule number of women.

Finally, we note the schizophrenic nature of many public policies affecting

women, which become evident when the true identity of "caregivers" is made clear.

On the one hand, health care costs and long-term care policy pushes families

(read "women") to care for the dependent elderly at home. On the other hand,
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pressure on the Social Security Trust Funds has just resulted in the decision to

raise the age of normal (full-benefit) retirement. Women's need to plan for

more adequate retirement income through participation in the paid labor force

is in direct conflict with the societal expectation that they continue in the

traditional caregiving role. There was little consideration given last spring,

when the Social Security amendments were under discussion, to the fact that

woman's employment-and hence retirement income--is much more impacted on by

changes in family circumstances, including the health of other family members,

than is men's. For women, life is substantially more complicated than merely

"planning for your future."
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Senator DURENBERGER. Senator Bradley.
Senator BRADLEY. Thank you.
Dr. Rabin, you indicated that in S. 1244 the eligibility require-

ment was somewhat subjective. And you then went on to say that
most of the people who are extremely frail are over 85. Are you
suggesting that maybe an alternative to subjective eligibility crite-

- ria would be a simply age criteria?
Dr. RABIN. I think that an age criteria is appropriate. Age is the

,--current criteria for medicare eligibility. Age is not only correlated
with a decrease in the ability to remain independent on a physical
basis, but it also is very much associated with a decrease in finan-
cial resources, and an increase in social isolation. This combination
makes most very frail people above 80 or 85 who are unable to care
for themselves physically to not have the financial resources to
provide for their needs. This forces many very old into poverty and
into medicaid which surely is not our society's intent.

If one has to restrict this kind of benefit, it is most important to
focus on those who have least flexibility in adapting to a dependent
state.

Senator BRADLEY. Ms. Quinlan, I found your testimony extremely
helpful. Is the thrust of what you are saying that, most of home
health care is currently delivered by women in home settings, in
family settings; that the cost of having those individuals cared for
in nursing homes or institutional settings is significant, and that
the service being provided in the family by women has various
other economic offsets, whether it is social security or pension
rights or other support related to that age population?

Ms. QUINLAN. Yes; certainly. And as I said before, especially the
issue of the need for respite care. There have been some States in
which, because of the targeting, because of limited resources avail-
able, targeting was done in such a way that if the person in need of
home care services had anybody on the scene who might be able to
provide the services to them, then they were not eligible for any
assistance whatsoever, including respite care.

Senator BRADLEY. Thank you.
Senator DURENBERGER. Again, I have got a long list of questions

for all of you that I would like to submit to you. But I think you
can tell from these hearings that there is some frustration here
about our experiences in the past on picking and choosing. I think
it was Ms. Matula from North Carolina who sort of said it all when
she said that we haven't done much, but we have sure spent a lot
of money trying to do good. And each time that we make some de-
cision about targeting a particular form of delivery it seems that
we increase the overall cost, thus, creating a larger problem.

So is there any kind of a sense of unanimity here on this panel
about the need not to try to target a program for this and a pro-

-gram for that and a program for that, but to try to design a pro-
gram of long-term care? And maybe some of the things you heard
today about capitation payments or some other kind of payment
where the individual, perhaps in many cases with the help of a pro-
fessional, is able to make selections among a variety of forms of
service. Is that not the general direction that we ought to be going
in terms of what kind of a Federal financial involvement we have
in the program?
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Dr. RABIN. I am much impressed by your remark in terms of al-
lowing people in need to have a breath of benefits, allowing profes-
sionals to be able to work with people, and their needs at the most
appropriate place and with the most appropriate service. Combined
with the concept of financial constraints on the cost of services pro-
motes a situation in which one can work most effectively on the
provision of long-term care for those who most need it.

Senator DURENBERGER. The difficulty now is who makes those
choices, leaving aside whether or not there are enough alternatives
in a community. You know, we have all seen enough of these situa-
tions where one of the kids takes mother by the hand, if there is a
child, and takes her to the nursing home. It seems the end of the
world in mother's eyes. And it seems to me that there is to a
degree a need out there for some professional assistance in helping
to make those choices, and particularly to make the choices that
are most suitable for the particular person involved. It's very hard
for the individual today it seems to me to make those choices on
his or her own. And it usually is on her own.

Ms. QUINLAN. I think studies have shown, Senator Durenberger,
that there are two common routes into nursing homes. One the
most typical, being an older woman generally 81, 82 years old who
was a widow who was living alone at home and finally reached the
place where she was no longer able to care for herself. She had no
one or no supports of any kind that would have made it possible for
her to stay at home, and she became institutionalized.

The second most common route is that having reached that
place, been alone, she then moved in with an adult child. And often
what is the final breaking point is when there is a fall, a broken
hip, a lack of mobility, or the problems that are associated with de-
menting illnesses which the family simply can no longer deal with.
It isn't truly so much a sense of taking her by the hand, because at
the point when she is finally institutionalized, it's in an ambu-
lance.

Senator DURENBERGER. Mr. Corry, do you want to add anything?
Mr. CORRY. I think our concern is at the current time we have

got an acute care system and we have got an institutionalized long-
term care system. We don't have any sort of continuum so that
people have choices whether by themselves or with their family
members. And that is, I think, what we are urging the committee
to address, is to fill in the gap that currently exists.

Senator DURENBERGER. Right. Well, we will sure try. We thank
you all very much and especially for your pa'. .nce in waiting until
this hour of the day.

[The questions and answers follow:]
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No. 1

Q. You indicate that AARP does not believe that there

has been sufficient experience with community-based long-term

care to make certain policy decisions at the national level.

Do you, then, believe that more research and demonstration

activities are necessary? If so, what direction should these

activities take?

A. Previous research and demonstration activities have

revealed the need and desirability of community-based long-term

care. We are thus in possession of sufficient information on

the kinds of services that are necessary for the chronically

ill elderly and disabled. There are two areas in which we lack

information: I) Who should get access to these long-term care

services and 2) How should these services be delivered?

The question of who should get access is tied to the issue

of "secondary demand". Secondary demand refers to the potential

for increased utilization attributable to expanded availability

though no new eligibility is established in terms of individuals.

The problem facing policy-makers is the millions of individuals

not now in institutions but with ailments, infirmities, and level

of income that make them potentially eligible for government

benefits. Despite such eligibility, these people are not in

current long-term care institutions. If, however, they could

receive long-term care services in their home, for example, would

they then participate in the new benefit program at greater

system costs? Unfortunately, the state of the art is not such



406

that policy-makers can easily distinguish unmet need for

community-based care from secondary demand, posing one of the

major cautions to the development of a comprehensive continuum

of long-term care services.

The question of how long-term care services should be

delivered is another area where more information would be helpful.

For example, each of the bills discussed at the recent hearing

provided for sme form of screening and case management. But

who should do such screening and management? Should the system

be fully integrated, in the sense that one provider provides

all levels of care, or should the system be divided so that home

health providers provide home care, hospitals and nursing homes

another level of care?

The need to find answers for the questions of who and how

should not eclipse the fact that we have developed information

as to the array of services, both medical and social, that

should be part of any comprehensive long-term care system.

Moreover, we have'firmly established the need so it is no longer

a question; of whether community-based long-term care services

are necessary.

Since we have crossed the policy threshold of need and we

know the array of services which are desirable, the only responsible

approach is to move forward in the development of a long-term

care system. AARP envisions an approach that phases-in populations

and delivery systems over time in order to better answer the who's

and the how's that will enable a broad national system.

-2-
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The bills before the Subcommittee fit very well into a

phased implementation approach. Phase I could be S. 1612.

This bill focuses on a highly appropriate population with which

to begin a coordinated systu of long-term care--the dually

eligible. Individuals eligible for both Medicare and Medicaid

are a defined population at significant risk of needing long-term

care services. Phase II could build on the experience of Phase I,

enlarging the eligible population but limiting services to

defined geographic regions as in S. 1244.

Phase III, the final phase, would be national implementation

of a comprehensive and coordinated system of long-term care.

Phase III would come about as we have sufficient answers to many

of the' uestions outlined above. Not only would Phase III build

on the two previous phases but it would integrate the information

from evaluating other demonstration projects such as the social/

health maintenance organizations and from experience with hospices.

From the current Vantage point the development of a comprehensive

and coordinated long-term care system may appear to be an immense

task. But if we proceed deliberately but "cautiously" we can

arrive at a lon -term care system that meets the needs of the

chronically ill elderly and disabled.

-3-
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No. 2

Q. Do you have any thoughts about how private insurance

for long-term care should be developed, and what incentives should

be built into an insurance package?

A. Before discussing the development of private insurance

for long-term care, it should be noted that a recent AARP

membership survey revealed that the vast majority of individuals

when asked who will pay for their long-term care, indicated that

Medicare would be the primary payor, with private savings and

private insurance being secondary sources. This reflects a great

deal of misinformation and misunderstanding as to what Medicare

and private insurance currently pay for relative to long-term

care.

Currently, private insurance covers a very small percentage

of long-term care expenses. Only about 1 1/2 percent of nursing

hbas expenses were paid by private insurance in 1982. In

providing long-term care insurance coverage it should be remembered

that only about 10 percent of those admitted to a nursing home

are there for more than three years, and only about 4 percent of

nursing homes stays extend for longer than five years. Also of

importance is that only 45 percent of all nursing home stays exceed

90 days.

There would appear to be many problems and barriers to

establishing meaningful long-term insurance coverage. For example,

research is undoubtedly needed focusing on such areas as market

-4-
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demand, risk analysis, distribution (or marketing system issues),

and mechanisms for limiting open-ended liability. Also, criteria

need to be developed to distinguish between SNF, ICF, ICF/MR, and

custodial care. There is today almost a total absence of reliable

data relative to induced as well as planned utilization and claim

cost experience.

In those limited instances where coverage less than Medicare-

certified SNF care is provided by private insurers, administrative

costs of determining the level of care and the controversy

surrounding such decisions have led some insurers to cut back

on the number of days of nursing home care they'll cover (for

example, "up to 100 days"), yet not question the level of care

received--as long as skilled care was initially required.

There are many questions that must be addressed when developing

long-term care insurance: How should such a program limit,,to

the greatest extent possibleeadverse-selection on an open-

enrollment basis? Should such insurance coverage be designed on

an indemnity, as opposed to expense-incurred basis? How should

it pay for certain levels of care? For example, for skilled care,

the nursing facility could be reimbursed at a rate per day of

confinement, and custodial or intermediate care could be reimbursed

at half that rate. Another important question is whether such

LTC insurance should be part of a general life insurers or annuity

product, or whether it is.preferable that it be stand-alone

coverage. How should premium pricing be established? For

-5-
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example, it might be based upon the entry age of the individual

and the year of policy issuance. This would mean that individuals

would in essence pay level premiums throughout their lifetime

based solely upon their age and the year in which they purchased

the policy.

In addition to the type of benefits to be provided,

there are certain underwriting issues that need to be

considered to limit adverse selection such as: dollar

denominated limits of liability or maximum payout on the plan;

pre-existing conditions; waiting periods; medical recertification

criteria; and coordination of benefits with other insurers (such

a coordination provision would be particularly important relative

to identical benefits available for skilled nursing care under

Medicare and supplemental policies).

It is essential that private insurance for long-term care

include a meaningful home care benefit. This would be more than

a "get well benefit". It would provide an incentive for cost

constraint. Broad acceptance of this coverage would probably

be necessary to establish a sizable policyholder base so as

to effectively spread the risk of underwriting this kind of benefit

package.

In addition, there would probably be a need to take a very

clos3 look at the issue of taxation of interest on reserves.

There will also probably need to be other state regulatory and

legislative changes to facilitate the development of this

private sector marketplace.

-6-
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Finally, long-term care insurance policies would be fairly

expensive. Although the dangers of adverse selection can be

limited, they cannot be eliminated. Moreover, while claims on

such coverage would be slow in emerging, they will likely have

a "long tail", that is initially very low loss ratios, but a

high payout over time.

-7-
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No. 3

Q. What evidence do we have that the social/health

maintenance organizations can meet the needs of the chronically

ill elderly and disabled?

A. The needs of the chronically ill elderly and disabled

are two-fold: The first need is that they receive the appropriate

mix of services, allowing them to live in the least restrictive

environment. The second need is that they be afforded a measure

of financial protection since, depending on the severity of their

illness, they will be frequent users of the health care system.

A corollary of the second need is the additional need to implement

a program that offers the public, as third-party payor, protection

against open-ended liability.

Although the social/health maintenance organization (S/HMO)

demonstration project is just beginning, the model's design as

well as evidence from health care expenditure data suggest that

S/HMO's may go a long way toward meeting the needs of the chroni-

cally ill elderly and disabled.

Under the S/HMO a wide range of services, both medical and

social, would, for the first time, be centrally accessible to

individuals having serious functional impairments. This is

especially important for the chronically impaired, whose Medicare

coverage is, at best, minimally supplemented by private "medigap"

insurance policies. The SXHMO builds on previous long-term care

demonstration projects that have shown that substituting in-home

-8-
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for institutional services has resulted in an improved quality

of life and reduced costs for individual clients. In order to

match services to needs the S!RMO will employ a case manager

or case management team.

Previous long-term care demonstration projects have not,

however, clearly indicated a reduction of costs to the system.

Likewise, the effect of expanding benefits to many new beneficiaries

has not been costed-out. The S/HMO concept builds upon the

analysis of HCFA health care expenditure data by Brandeis

University's Health Policy Center that indicates it may be possible

to finance likely increases in ambulatory care and in community

support services through savings in the acute hospital and

long-term nursing home care sectors.

Currently, few elderly have ready access to comprehensive

long-term care services beyond very limited home health benefits

or placement in a nursing home. This situation prevails because:

(i) only limited coverage is available under both Medicare and

Medicare Supplementation insurance programs; (2) severe fragmen-

tation is characteristic of the relationship between the primary

medical, acute, and long-term.care service sectors. As a result,

many elderly persons have experienced lengths of stays in

hospitals or nursing homes which were unnecessary or remained

as custodial patients in lower'levbl nursing homes because the

support services required .to achieve home placements were

unavailable.

-9-
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The S/HMO is intended to correct the problems of access and

appropriate mix of services by creating a delivery system and

financing plans that maximizes both provider flexibility and

accountability. Thus, the potential savings in institutional

costs may well allow for expanded benefits to enrollees while

not increasing the overall cost to public third-party payors.

The private versus public financing of long-term care in

the current system can be contrasted with the S/HMO. In the

current system, the financing of long-term care is borne by the

relatively small number of individuals who reside in nursing homes

(or by public payors in their behalf) or who remain in the

community but require household support on an ongoing basis.

Under the S/HMO concept these costs are spread over a larger

population and paid for by a combination of enrollee payments--

that may include copayments as well as premiums--and contributions

from public payors. The S/HMO, then, adopts the insurance principle

of spreading risk over a larger population.

In summary, the evidence suggests that the S/HMO is on the _ _

right track for meeting the needs of the chronically ill elderly

and disabled. Further, the public's concern that a program not

provide an open-ended benefit and hence open-ended liability is

addressed by the S/HMO's enrollment mechanism (which precludes

disproportionate enrollment of high and low risk subscribers),

and the S/HMO provider sharing the financial risk with public

third-party payors for costs above the negotiated capitation

budget. While some questions remain, they can best be addressed

through actual experience.

-10-
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No. 4

Q. In addition to tax incentives and expansion of daycare

and respite services and other items mentioned, are there other

ways in which the current service system should be changed to

supplement--not supplant--family care of the chronically ill

elderly?

A. Designing a long-term care program that addresses the

needs of both the chronically ill elderly and family caregivers

is long overdue. Many families, under the emotional and physical

stress of caregiving, find themselves with no other alternative

than to institutionalize their aged or disabled. It is for this

reason that AARP supports the removal of disincentives to family

assistance (such as the one-third reduction in benefits under

SSI when the beneficiary lives with his/her family) and the

expansion of incentives for family caregiving (such as tax

incentives and expansion of daycare and respite services).

AARP's commitment to the role of the family as caregiver

is tempered by a note of caution, however. Simply put, there

are limits on how much families can do. Although the family's

efforts should not be supplanted, we cannot assume that the

family can do more. Aftelall, family members now provide about

801 of the elderly's long-term care services.

Moreover, demographic trends reveal that the most rapid

increase in the elderly population is the group age 75 and older;

women make up the majority of the elderly; women are the vast
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majority of the frailest elderly who are most apt to need long-

term care; and older women are much more likely to unmarried

and living alone. Moreover, the children of the elderly needing

long-term care may well be in or near retirement themselves,

and unable to provide care. Can we legitimately demand that

the retired and aging children of the older aging population support

its long-term care needs? And how do we accommodate the growing

number of older persons with long-term care needs who have no

family? I

A long-term care system truly responsive to the needs of

the growing elderly population should encourage and support

family participation but it should not be predicated on an

assumption of increased family effort--indeed demographic trends

may result in a decrease.
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Senator DURENBERGER. Our final panel, the hungriest panel of
all, will be Margaret J. Cushman, executive vice president, Visiting
Nurse Home Care, Inc., Waterbury-Hartford, Conn., on behalf of
the National Association for Home Care; Winifred Livengood, exec-
utive director, Home Health Agency Assembly of New Jersey; and
John B. Smith, chairman of the board, Home Health Services and
Staffing Association of Washington, D.C.

We welcome you all. Your statements will be made part of the
record. And you may now proceed to abbreviate them. And we will
start with-Bill, do you want to say something about Ms. Liven-
good?

Senator BRADLEY. I think the committee is fortunate to benefit
from Ms. Livengood's experience in this field. I welcome her to
these hearings, thank her for the work that she has done in New
Jersey, and look forward to this testimony.

Senator DURENBERGER. Proceed.

STATEMENT OF MARGARET J. CUSHMAN, EXECUTIVE VICE
PRESIDENT, VISITING NURSE HOME CARE, INC., WATERBURY.
HARTFORD, CONN., ON BEHALF OF THE NATIONAL ASSOCIA-
TION FOR HOME CARE
MS. CUSHMAN. My name is Margaret J. Cushman. I'm the execu-

tive vice president of Visiting Nurse Home Care in the Waterbury-
Hartford area of Connecticut. I'm here in my capacity as the chair-
man of Government Affairs Committee for the National Associa-
tion for Home Care.

The National Association for Home Care is the Nation's largest
organization representing home care providers. Our nearly 1,600
members include all sizes and types of home health agencies and
hospices.

Here with me today is John Smith, chairman of the board of the
Home Health Services Staffing Association.

I'm very pleased to have the opportunity to present our views on
some long-term care legislative proposals, as well as legislative re-
forms needed to insure the provision of long-term care services for
the elderly and disabled.

We commend the committee for holding this important hearing,
and for recognizing the need for new approaches in long-term care.
I would particularly like to thank Senators Inouye, Packwood,
Bradley, Heinz, and Hatch for their leadership in introducing legis-
lation, for their strong support of home care, and for their efforts
in constructing these bills, all of which would expand community
based and home care services.

Our Associations support both the concept and technical lan-
guage of S. 12,44 and S. 1614. Both are essentially experimental pro-
grams in design, and we believe it would be fiscally prudent for
Congress to authorize these programs.

We support the underlying concept of S. 410, which would
expand Government dollars-going into home care as opposed to in-
stitutions. However, we have significant problems with the struc-
ture of the proposed new community nursing centers. I will not go
into detail at this time, but representatives from our associations
are available to discuss this with appropriate staff.
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More important than the specific bills at this time is the basic
concept they are addressing. That is, integrating the Federal and
State Governments' long-term-care funding programs in such a
way as to make community based and home care the first alterna-
tive in providing health care to the elderly, the infirm and the ter-
minally ill. The need to take this action is particularly accentuated
by several recent and pressing developments.

Those are: The current state of the medicare trust fund, the eld-
erly population increasing, the recent Urban Institute study find-
ing that about 3 million elderly living outside institutions need
help in order to live independently, the phase-in of the DRG system
in hospitals, which is increasing the number of persons being dis-
charged earlier and in need of greater followup care, and a recent
study by the National Governors Association and intergovernmen-
tal health policy project indicating that State medicaid programs
have limited the growth of SNF beds.

Despite this evidence of a need for more home- and community-
based care, medicare and medicaid still have an inordinate bias
toward funding institutional care. We are particularly concerned
that the existing medicare home health benefit is being unjustifia-
bly limited, contrary to congressional intent, by the Health Care
Financing Administration and its contract intermediaries. This is
being done by restrictive and inconsistent interpretations of key
definitions in the medicare statute which determine the nature and
frequency of home care.

HCFA and its intermediaries have been circumventing the medi-
care statute and regulatory process by issuing memos, directives,
and guidelines interpreting the terms "intermittent care," "home-
bound," and "skilled nursing" in a manner contrary to the medi-
care statute and the regulatory process required by the Adminis-
trative Procedure Act.

On creating the medicare home care benefit, Congress stated
that covered care was to be intermittent, but it did not specifically
define what that constituted. The Health Care Financing Adminis-
tration issued guidelines on intermittent care to the fiscal interme-
diaries who process claims for home care providers. Under these
guidelines, intermittent care would include daily care for a 2- to 3-
week period, and thereafter under exceptional circumstances.

The major problem that has occurred with regard to these guide-
lines is the varying and inconsistent interpretations of fiscal inter-
mediaries as to what constitutes intermittent care. Some interme-
diaries interpret daily to mean 7 days a week, others consider it to
mean 5 days or less.

Some intermediaries will extend this 2- to 3-week period on a
case-by-case basis; others consider the guideline to be a fixed ceil-
ing. The implications of these inconsistent interpretations of inter-
mittent are that there are thousands of cases where patients who
have been authorized by physicians as medically needing home
care have been denied home care outright.

With the implementation of hospital prospective payment plan,
this problem will increase.

Again, while we applaud efforts at bringing about the long-over-
due generic reform to the long-term-care system, we strongly urge
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that immediate attention be focused on a legislative remedy for the
current interpretations of intermittent and related problems.

Thank you for giving me the opportunity to appear today. My
colleague has brief additional comments, Mr. Chairman.

Senator DURENBERGER. Thank you.
[The prepared statement of Ms. Cushman follows:]
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TESTIMONY OF MARGARET J. CUSHMAN, MSN, RN, EXECUTIVE VICE PRESIDENT,
VISITING NURSE AND HOME CARE, WATERBURY-HARTFORD, CONN.

SUMMARY OF PRINCIPAL POINTS

Testimony of Margaret J. Cushman, MSN, RN
Executive Vice President,- Visiting Nurse And Home Care (Waterbury-Hartford,
Connecticut), and Chairman, Government Affairs Committee, for the National
Association for Home Care (NAHC) testifying for NAHC and the Home Health
Services and Staffing Association (HHSSA) before the Subcommittee on Health,
Committee on Finance, U.S. Senate, November 14, 1983.

(1) We support both the concept and the technical language of S. 1244 and S. 1614,
and believe it would be fiscally prudent for Congress to authorize these
programs.

(2) We generally support the underlying concept of S. 410, which would expand
government dollars going into home care as opposed to Institutions. However,
we have significant problems with the structure of the proposed new
community nursing centers.

(3) We are concerned that the existing Medicare home care benefit is being
unjustifiably limited by HCFA and its contract intermediaries in their
restrictive Interpretations of the "intermittent care" definition u it relates to
home care.

(4) With the implementation of the hospital prospective payment plan, patients will
leave hospitals more quickly and in a sicker condition. This will create new
burdens on the home care industry, exacerbating the problem of resrictive
definitions of "intermittent care.'

(5) We support H.R. 3616 and urge the Senate to introduce parallel legislation.

1-
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My name is Margaret J. Cushman. I am Executive Vice President of Visiting Nurse
And Home Care located in the Waterbury-Hartford region of Connecticut. I am
here in my capacity as Chairman of the Government Affairs Committee of the
National Association for Home Care (NAHC).

I am representing the National Association for Home Care, the nation's largest
organization representing home care providers and individual home care
professionals and paraprofessionals. KAHC's nearly 1600 members include large
and small home health agencies, free-standing, hospital and nursing home-based
agendies, Visiting Nurse Associations, major corporate chains, homemaker/home
health aide agencies, and hospices.

Here with me today is John Smith, Chairman of the Board of the Home Health
Services and Staffing Association (HHSSA). HHSSA represents 17 tax-paying
investor-owned organizations that provide services through over 1000 offices in 44
states.

I am very pleased to have the opportunity to present our views on some of the
long-term care legislative proposals Introduced in this session as well as other
needed legislative reforms necessary to Insure the provision of long-term care
services for the elderly and disabled.

On behalf of these organizations and myself, I'd like to commend the Committee
for holding this important hearing and for recognizing the necessity of developing
new approaches to long-term care. I would particularly like to thank Senators
Inouye, Packwood, Bradley, Heinz, and Hatch for their leadership In introducing
legislation, for their strong support of home care, and for their efforts in
constructing these bills, all of which would expand community-based and home care.

Our Associations support both the concept and the technical language of S. 1244
and S. 1614. Since both are essentially experimental programs in design, we
believe it would be fiscally prudent for Congress to authorize these programs. We
generally support the underlying concept of S. 410 which would expand government
dollars going into home care as opposed to institutions. However, we have
significant problems with the structure of the proposed new community nursing
centers. I will not go into detail at this time, but representatives from our
Associations would be willing to sit down with appropriate staff to discuss our
concerns.

More Important than the specific bills at this time is the basic concept they are
addressing. That is, the time is long overdue for us to integrate the Federal and
State governments' long-term care funding programs and to do it in such a way as
to make community-based and home care the first alternative In providing health
care to the elderly, infirm, and the terminally ill. The need to take this action is
particularly accentuated by several recent and pressing developments:

(1) The Congressional Budget Office and Department of Health and Human
Services both have projected that without changes in the current law, the
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Medicare trust fund will deplete its funds by 1989 or 1990.

() The elderly (over aged 65) population is increasing and will continue to
increase. Recent projections by the Bureau of the Census predict that by the
year 2030, 22 percent of our population will be age 65 or older compared to 11
percent in 1980. And during that same time period, the number of persons age
85 and older will Jump from one to three percent of our total population.

(3) A recent Urban Institute study found that there are about three million elderly
living outside Institutions who need help in order to live independently and 5.8
million regardless of age. A September 1983 National Center for Health
Statistics study made similar findings.

(4) The phase-in of Inpatient hospital prospective reimbursement (DROs) this
October 1, 1983 will more than likely increase the number of persons being
discharged earlier than presently and in greater need of follow-up care. The
New Jersey all-payor prospective reimbursement experiment supports this
forecast as do projections of such health care experts as David Ehrenfield of
the Blue Cross and Blue Shield Association and Lynn Etheredg, former chief
health economist at the Office of Management and Budget.

(5) A recent survey by the National Governor's Association and Intergovernmental
Health Policy Project Indicates that state Medicaid programs have limited the
growth of SNF bed availability over the last five years. And a November 1983
GAO report (IPE 84-1) confirmed that there is limited SNP availability in
certain states.

And, despite this evidence of a need for more home and community-based care, our
Medicare and Medicaid systems still have an Inordinate bias toward funding
institutional care. Although home health outlays have increased significantly ovet
the last three years, in fiscal year 1982 only 3.5 percent of the total Medicare
outlays and 1.4 percent of the total Medicaid outlays went to home health.

As spokespersons for the home care industry, we are particularly concerned that
the existing Medicare home health benefit is being unjustifiably limited, contrary
to Congressional intent, by the Health Care Financing Administration (HCFA) and
its contract intermediaries. This is beng done by restrictive and inconsistent
interpretations of key definitions in the Medicare statute which determine the
nature and frequency of home care. More specifically, HCFA and Its
intermediaries have been circumventing the Medicare statute and the regulatory
process by issuing memos, directives, and guidelines interpreting the terms
"intermittent care," "homebound," and "skilled nursing" in a manner contrary to the
Medicare statute and the regulatory process required by the Administrative
Procedure Act.

I'd like to briefly focus on the most glaring example of this process and its
implications, which is the interpretation of the term "intermittent care."
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On creating the Medicare home care benefit, Congress stated that covered care waa
to be "intermittent' but did not specifically define what constituted *Intermittent
care.' The Health Care Financing Administration issued guidelines on intermittent
care to the fiscal Intermediaries who process claims for home care providers.
Under these guidelines, Intermittent care would include daily care for a 2-3 week
period, and thereafter under "exceptional circumstances.' The major problem that
has occured with regard to these guidelines is the varying and inconsistent
Interpretations by fiscal intermediaries as to what constitutes intermittent eare.
Although Medicare-is a national benefit, a Medicare beneficiary living in California
can receive a substantially greater home care benefit than one living in Wisconsin.
Some Intermediaries consider "daily" to mean 7 days a week, but others consider It
to mean 5 or even as little as 3 days a week. Some Intermediaries view the 2-3
week initial period as a guideline and consider extensions of this period on a
case-by-case basis; others see 2-3 weeks as a rigid out-off point, regardless of
medical reasonablesness and necessity as determined by a physician.

An example of the many types of problems this has created Is Illustrated In
Mlchigan. In the same city# two home health agencies operate. Each Is served by
a different intermediary, because one of the agencies Is a chain served by a
central Intermediary. One intermediary is liberal, the other restrictive. So,
depending on which agency a patient uses, he/she will get more/less coveragtu

The implications of these varying and inconsistent interpretations of "intermittent
care" are that there are thousands of cases where patients who have been
authorized by physicians as medically needing home care have been denied home
care outright, or have had home care severly limited. For example, a 71-year old
California woman with breast cancer with metastasis to the bone had a deep
drainage wound requiring daily irrigation an4 packing. This care could be
administered to her in her own home in approximately one hour by a visiting nurse.
Despite her pain, the woman is an alert, determined woman who wishes to remain
independent. The Visiting Nurse Service is available to help her, and has her
physician's support to do so. However, she needs AU treatment of bar wound,
and the fiscal Intermediary has denied reimbursement for her daily otre. The
number of tragic cases are too numerous to go Into here. I would be pleased to
provide the Committee with additional case examples.

With the Implementation of the hospital prospective payment plan, the already acute
"Intermittent care" problem will be exacerbated. All the leading ipokespersons on
this issue have predicted that patients will be released from hospitals more quickly
and In a sicker condition. In addition, a November 1983 GAO report OPH 84-1)
states It is likely that DRCs will exacerbate the number of Medicaid patients in
hospitals awaiting nursing home or home care placement. Since the burden of
caring for these sicker patients is likely to fall more and more on home care
providers, standardization and liberalization of the definition of Intermittent care
is critical. - If these new sicker patients can only receive 2-3 week of daily care
uder the Medicare benefit, many patients will be falling between the cracks - too
sick for home care, and not sick enough for nursing home eligibility.
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Let us state clearly and unequivocably at this Ure that If Congress allows the
current back door approach to restricting the "intermittent care* and other key
definitions to continue, we will increasingly see thousands of elderly ad disabled
citizens being discharged from hospitals with little or no home care available. We
do not think that Congress Intended this vacuum to be created when it passed the
hospital prospective payment legislation, nor do we believe Congress intended the
Medicare home health benefit to be restricted In such a way as to not be able to
meet the needs of beneficiaries.

Again, while we applaud efforts at brining about lonr overdue generic reform to
the long term care system, we strongly urge that immediate attention be focused
on a legislative remedy to the intermittent care and related problems.
Congressman Henry Waxman (D-CA) has already introduced H.R. 3616 which
attempts to remedy part of this problem. We hope that the Senators who have
shown their concern for home care In the bUls being discussed today would Join in
a parallel effort in the Senate.

This concludes my testimony. Thank you for giving me the opportunity to appear
today. My colleague has brief additional comments, Mr. Chairman. We will then be
happy to respond to questions.

STATEMENT OF WINIFREI) S. LIVENGOOD, EXECUTIVE DIREC-
TOR, HOME HEALTH AGENCY ASSEMBLY OF NEW JERSEY,
PRINCETON, N.J.
Senator DURENBERGER. Ms. Livengood.
Ms. LIVENGOOD. Chairman Durenberger and Senator Bradley, I

am pleased to be here today. I represent the 50 licensed and certi-
fied home health agencies which serve the citizens of all ages
throughout New Jersey. I would like to testify today on S. 1244 and
S. 1614.

We salute the sponsors of these bills for recognizing that our
elder citizens need community- and home-based health care. Home
health agencies serve the population that this legislation would
affect; that is, elderly persons who have chronic health problems
who need supportive services and who predictably will have epi-
sodes of acute illness.

What distinguishes S. 1244 is its provision of services to a large
segment of the population which now has no home care benefits
except for a few brief weeks under medicare when acutely ill. It
recognizes that families from all economic sectors need health and
supportive services at home. It is the basic philosophy of our great
democracy that individuals be allowed to maintain their independ-
ence and to live with dignity in their own home with or near their
families and friends. This legislation would help our elderly to do
this and, for the first time, recognizes the true needs of our elder
citizens.

Further, it would provide supportive help to those who are ex-
hausted or anxious from prolonged caring for family members, and
to those who have no family support at all.

Consider the following cases: Mr. and Mrs. X have no children
and are trying to cope with his medical problems which are cirrho-
sis of the liver and organic brain syndrome, the latter causing him
to be confused. Mrs. X is anxious about caring for her husband and
experiences great stress and fear at his symptoms. She worries
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about congestive heart failure. Without professional help to sup-
port her, she cannot handle the situation and brings her husband
to the hospital to the emergency room. After hospitalization, he
goes on home care service. While this lasts, his wife, through visits
and phone calls from the home health agency, receives the help
she needs to care for her husband. But when medicare benefits
stop, she is on her own again and the cycle repeats itself.

Another case: Mr. Y has cancer of the lung, with metastasis, and
has difficulty breathing and swallowing. He is on complex medica-
tion. His food must be pureed and he is essentially bedbound. He
lives with his 74-year-old sister, who is retarded, and his 40-year-old
schizophrenic daughter who has never been treated for her disease.
Recently, because the patient's status did not change, his medicare
benefits stopped. His income was over the limits for medicaid and
for title XX. He was left without supportive home care. Obviously,
the family members were unable to care for Mr. Y without this
help and within 10 days he was hospitalized.

Under S. 1244, home health care, plus respite services, support-
ive care, or adult day care would have offered these clients the
help they need.

We support S. 1614, which would permit States to combine medi-
care and medicaid, and which recognizes the problems inherent in
the present day dual reimbursement system. Our data shows that
instability of health conditions is typical of the chronically ill, but
the reimbursement patterns do not reflect this patient behavior.
Rather, the current system fractures the delivery of care.

Consider the following data: Of 377 chronically ill medicaid pa-
tients in New Jersey, 130 were converted to medicare in the first 9
months of this year, and this is just in one of our 50 home health
agencies.

There has been great concern that expanded home care benefits
would increase the number of beneficiaries to such a degree that
costs would be prohibited. I believe HCFA calls this the woodwork-
ing benefit. Two provisions in S. 1244 would permit cost control
and would target user population. The first is prospective reim-
bursement demonstrations which will permit the provider to give
only the services required by the status of the client. This differs
from the current situation where the most expensive services may
be given because that is the only means by which the patient will
receive any care at all.

The second provision is the assessment for eligibility into the
program. This legislation, for the first time, would use functional
status, as opposed to medical diagnosis as a measurement of eligi-
bility. It targets those individuals who really cannot cope.

[The prepared statement of Ms. Livengood follows:]
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TESTIMONY BY WINIFRED S.' LIVENGOOD

HOME HEALTH AGENCY ASSEMBLY OF NJ, INC.

before

SUBCOMMITTEE ON HEALTH

SENATE COMMITTEE ON FINANCE

WASHINGTON, DC

November 14, 1983

Chairman Durenberger, Senator Bradley, and members of the
Subcommittee on Health I am Winifred S. Livengood, Executive

Director of the Home Health Agency Assembly of NJ, Inc. We
represent fifty licensed and certified home health agencies
which serve citizens of all ages throughout New Jersey.

I am pleased to be invited to test-ify today on S-1244,

the Senior Citizens Independent Community Care Act, and S-1614,
the Health Care Coordination Act of 1983. We salute the sponsors
of these bills for recognizing that our elder citizens need

.community and home-based health care.
Home health agencies serve the population that this

iegis'ltion would affect. These-are elderly persons who have

chronic health problems, who need supportive services and who
predictably will have episodes of acute illness.

What distinguishes S-1244 is its provision of services to

a large segment of the population which now has no home care
benefits except for a few brief weeks under Medicare when acutely

ill. It recognizes that families from all economic sectors

need health and supportive services at home. It is the basic
philosophy of our great democracy that individuals be allowed to
maintain their independence, to live with dignity in their own
homes, with or near their families and friends. This legislation
would help our elderly to do this and for the first time

recognizes the true needs of our elder citizens. Further, it
would provide supportive help to those who are exhausted or

anxious from prolonged caring for a. family member and to those

who have no family support at all.
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Consider the following cases:

Mr. and Mrs. X have no children and are trying to cope

with his medical problems which are cirrhosis of the liver

and organic brain syndrome, the latter causing him to be
-,confused. Mrs. X is anxious about caring for her husband

and experiences great stress and fear at his symptoms. She

worries about congestive heart failure. Without'professional

help to support her, she cannot handle the situation and

brings her husband to the hospital through the emergency room.

After hospitalization, he goes on home care service. While

this lasts, his wife, through visits and phone calls, receives
the help she needs to care for her husband. But when Medicare

benefits stop, she is on her own again"and the cycle repeats

itself.

Mr. Y has cancer of the lung, with metastasis, and has

difficulty breathing and swallowing. He is on complex medication.
His-food must be pureed and he is essentially bedbound. He

live4 with his 74-year-old sister, who is retarded, and his

40-year-old schizophrenic daughter who has never been treated
for her disease. Recently, because the patient's status did

not change, his Medicare benefits stopped. His income was over

the limits for Medicaid and Title XX. He was left without

supportive home care. The family members were unable to care

for Mr. Y without this help and within ten days he was

hospitalized.

Under S-1244, home health care, plus respite services,

supportive care, or adult day care would have offered these

clients the help they need.

S-1614, which would permit states to combine Medicare and

Medicaid, recognizes the problems inherent in the present

day dual reimbursement system. Consider the following data:

Of 377 chronically ill Medicaid patients, 130 were converted

to Medicare from January to September of this year in just

one of our agencies in Elizabeth, NJ. Again, we see that

instability of health conditions is typical of the chronically

ill.
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There has been great concern that expanded home care

benefits would increase the number of beneficiaries to such

a degree that costs would be prohibitive. Two provisions

in S-1244 would permit cost control and target user population.

The first is prospective reimbursement demonstrations which

will permit the provider to give only the services required

by the status of the client. This differs from the current

situation where the most expensive services maybe given

because that is the only means for the patient to receive any

care at all.
The second provision is the assessment for eligibility

into the program. This legislation, fok-the first time, uses

functional status, as opposed to medical diagnosis, as a

measurement of eligibility. It targets those individuals who

really cannot cope and would prevent entry into the program

of those who do not need home health care. Home health nurses

have given consistent testimony that nursing care at home is
different from medical intervention. It is the amount of dis-

ability and the home environment that determines what care

should be given. We recommend Mary Mundinger's book, Home

Care Controversy, which details this situation.

You can see from case histories that the current system

is not designed to meet the needs of the elderly at home.

Medicare is too restrictive and Medicaid is limited to the

very poor. Further, the current interpretations of regulations

by HCFA, both in Baltimore and in the regional offices, curtail

the use of these limited Medicare home health benefits.

The proposed legislation overcomes many of the limitations

of Medicare and Medicaid. It will be essential for Congress

to monitor closely the administration of these laws so that

regulations and guidelines are not interpreted so narrowly

that eligible clients are denied service.

We do need some clarification of certain sections of the

legislation and we look forward to working with Senator Bradley

and the Committee.

Overall, we emphatically support the concepts and thrust

of this legislation and we thank you for the opportunity to

speak today.
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Senator DURENBERGER. I think we are going to have to put you
all on hold right now. We have a vote and I have about 5 minutes
left to get over there. So I hope you are willing to wait until we get
back. I know Bill has another commitment at 2, so I will be back in
5 minutes.

Thank you.
[Whereupon, at 1:58 p.m., the hearing was recessed.]

AFTER RECESS

Senator DURENBERGER. Thank you all very much. Have we lost
New Jersey?

Ms. CUSHMAN. I don't think we have lost permanently.
Senator DURENBERGER. All right. Mr. John B. Smith.

STATEMENT OF JOHN B. SMITH, CHAIRMAN OF TilE BOARD.
HOME HEALTH SERVICES AND STAFFING ASSOCIATION

Mr. SMITH. Thank you, Senator; particularly for coming back to
hear the remaining statements.

Senator DURENBERGER. Thank you. Pull your mike up as close as
you can so we can hear you.

Mr. SMITH. My name is John B. Smith. And I'm chairman of the
board of the Home Health Services and Staffing Association and
senior vice president of Medical Personnel Pool.

Our association's members are investor-owned, taxpaying organi-
zations which provide home health care services in 44 states. On
behalf of our organization and myself, I would like to commend
and thank the subcommittee and you, Mr. -Chairman, for conduct-
ing this series of hearings on long-term care.

We are, of course, in agreement with the concepts embraced in
these legislative initiatives and we concur with the earlier remarks
of Ms. Cushman on behalf of the National Association for Home
Care.

My statement includes a number of statistics which illustrate the
rising costs and inappropriateness of the present health care deliv-
ery system. Home care is cost-effective, and will help to restrain
rising health care costs if services are targeted on-persons in insti-
tutions and on those who are ready to be admitted, and if proper
assessment and case management takes place.

Mr. Chairman, I firmly believe that there is a clear and convinc-
ing evidence to support the cost-effectiveness of home care. Our as-
sociation recently published a report entitled "Expansion of Cost-
Effective Home Health Care," that was written by Health Policy
Alternatives, a widely respected Washington, D.C. consulting firm.

This report summarizes all of the published information about
home care cost-effectiveness and delineates those aspects of home
care that contribute to its cost savings as well as, identifying
sources of potential savings. The executive summary of this report
is attached to my statement, and with your permission I would like
to offer the full report at today's hearing for the record.

Senator DURENBERGER. Without objection, it will be made a part
of the record.

[The report from Mr. Smith follows:]

29-033 -84-28
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Expansion of Cost-Effective
Home Health Care

May 1983

Prepared by
Health Policy Alternatives, Inc.

Health Polky Alternatives, Inc.

HPA provides reports, analysis and advice on health policy issues and strategies to numerous
governmental. professional. and private sector organizations. HPA's address is 545 Eighth Street,
S.E., Washington. D.C. 20003.

Home Health Bervces and Staffing Association

HHSSA. which commissioned this study, is a national trade association representing investor.
owned providers of home health care and supplemental staffing services. Its address is 2101 L
Street, N.W., Suite 800, Washington. D.C. 20037.
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EXPANSION OF COST-EFFECTIVE HOME HEALTH CARE

Executive Summary

Introduction

This paper reviews the cost experience with home health

care services reported in published studies. These reports

conclude that cost savings can be clearly documented in some, but

not all cases. Cost-effective home care programs require

targeting to patients who would otherwise incur institutional

costs and designing effective assessment and case management

mechanisms to assure that proper care and cost savings are

achieved. Programs which incorporate these objectives would be

the most promising first step in expanding third party coverage

of home care benefits.

Thia review of the published home care cost-effectiveness

literature was commissioned by the Home Health Services and

Staffing Association for the benefit of policy makers and others

interested in the development of home care.

Following is a summary of the six major sections of this

paper.

Characteristics of Reviewed Studies

Over 70 reported studies were studied as part of one of

the most extensive reviews of the cost-benefit literature that

has been reported. About 40 report data indicating the

possibility of cost savings; most of the others do not report on

costs. In some cases, total costs were reduced. In others,

- ES 1 -
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costs were reduced for certain subgroups. In some, costs were

lowered to public payers as families and other private sources

assumed more responsibilities.

The reported studies cover a wide variety of locations

and situations. Many are based on functioning service programs

that present the "clinical" experiences of first-line practition-

ers. Mqny local programs appeared to have targeted their efforts

in a pragmatic fashion to achieve cost-effective benefits.

On the other hand, a number of indepth reviews that con-

centrate on statistical tests of siqnificance, have concluded

that past research results are, on the whole, inconclusive when

such tests alone are taken into account. However, generally the

studies did not test the results that could be achieved by tar-

geting services to circumstances where they can be expected to be

most cost-effective.

Benefits of Home Health Care

Home health care provides tangible and intangible

benefits to patients and their families. The most dramatic

findings are those indicating that persons receiving organized

services have a reduced mortality rate. Other studies have

reported gains in contentment, mental functioning and social

activity. In some cases improvements in functioning and

independence have been reported although these outcomes are

complicated by the inevitable losses in the sample studied due to

deaths among this very aged and ill population. Home health

- ES 2 -
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services have also been beneficial in identifying undiagnosed

medical problems and facilitating arrangements for needed care,

Organized home health services can also help reduce

stress on family members and others giving care to persons at

home. As a result, effective home care arrangements relying

primarily on family members may be extended if supplemented by

organized services.

Sources of Potential Cost Savings

Net cost savings are the result of tota) savings reduced

by any cost increases. The possibilities of cost savings are

greatest when the forgone services are very costly, such as

hospital care. However, if the forgone services are minimal,

even a modest amount of home health services may result in added

costs.

Potential cost saving factors include shorter hospital

and nursing home stays, fewer admissions, reduced use of other

services and increased-use of family and other non-compensated

services. Potential cost increasing factors include caring for

additional patients and providing added services, substituting

less efficient for more efficient services with higher costs per

unit of services and inadequately managing and coordinating ser-

vices.

Cost Experiences: Three Objectives

The first objective of home care is to speed discharges

from hospitals and nursing homes. Blue Cross plans have been

- ES 3 -



434

especially interested in this goal. Savings have been reported

from plan activities in more than 10 states.

Medicaid and Medicare programs have also given more attention to

these approaches as the number of patients In hospitals awaiting

nursing home placement has increased.

Studies have also identified a large number of nursing

home patients who might be effectively and economically cared for

at home. There are, however, difficulties in arranging dis-

charges from nursing homes, especially after six months, often

because of changes in the home environment. These difficulties

have focused the attention of the studies on pre-admission

reviews.

The second home care objective focuses on preventing

admissions to institutions, especially nursing homes. Such

programs and studies have 'een expanding; reports from about 15

states are reviewed. In most cases, the extension of home health

services has resulted in lower institutional use and costs either

on an overall basis or for certain groups of patients. Often,

overall cost results have been substantially affected by the

large percentage of patients in control or comparison groups who

did not choose to enter nursing homes even though eligible for

such services. More attention is being focused on patients most

likely to enter nursing homes in the near future. Broad interest

in this is indicated by the fact that, during the last year or

so, about 40 states have been granted waivers for the extension

of community-based services as part of their Medicaid programs.

- ES 4 -
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The third objective involves serving chronically disabled

persons who have a medical condition requiring service, who

therefore can benefit from home health services, but who are not

likely to enter an institution in the near future. A decision on

the amount of organized services to be financed for this group is

a critical, and difficult, decision. A paradox is presented to

policy makers: the strong desire of disabled persons to remain

in their own homes who would do so even if their care is inade-

quate makes it more "costly" to provide services that can enhance

the quality of their lives while at home even though such serv-

ices can sometimes delay institutionalization in the long term.

Conditions for Cost-Effective Delivery

The cost-effective delivery of home health services must

take into account the many different types of individuals and the

wide variety of activities involved. The degree of impairment

and the functional status of patients are key factors determining

the need for services.

Organized services vary greatly in their scope-and in-

tensity. Current uncertainties focus largely, though not exclu-

sively, on the amount of personal and maintenance services that

should be provided as part of "formal" services and finanr.ed by

third parties.

Family and friends provide most support in the home on an

"informal" basis. Their efforts are essential to effective home

care arrangements. Organized services are often useful in as-

sisting the primary family care-giver who, in turn, supports the

- ES 5 -
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patient. Programs should be designed so that "volunteer" ser-

vices are maintained and maximized.

Availability of appropriate services and their effective

management and coordination are other important ingredients.

Despite increases In services, there are still serious deficien-

cies in many areas. Services should be staffed and deployed to

maximize productivity and impact.

Strategy for Cost-Effective Expansion

A strategic approach which takes advantage of current

knowledge and capacities and provides flexibility to make use of

future opportunities is indicated. An incremental approach can

realize the potential benefits of home health services to public

programs and to patients and their families without undue delay

and/or risk of increasing costs. A model is the authority in

Section 123 of P.L. 97-248, The Tax Equity and Financial

Responsibility Act of 1983 (TEFRA) authorizing waiver of the

three-day hospitalization requirement for Medicare coverage of

skilled nursing care.

Authority could be given to the states for Medicaid and

to the Department of Health and Human Services (DHSS) Secretary

for Medicare to provide for the expansion of home care of such a

nature, to such patients and under such circumstances as they

conclude will not Increase costs to the states or the federal

government. Furthermore, extension of benefits could be

authorized for-limited geographic areas or to sample of patients

where there is substantial uncertainty about the consequences of

- ES 6 -
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broader coverage. Extensions could be reduced or eliminated

should the initial estimates prove to be in error.

Under such authority, actions could be taken to expand

home health coverage in a way likely to achieve net savings. The

capacities of state and federal programs to assess patients in

order to identify those for whom health services will be cost

saving and to determine the nature and levels of service required

to supplement the unpaid services provided by families and others

can be enhanced. As confidence about cost-saving opportunities

is extended, broader eligibility can be offered progressively and

prudently.

- RS 7 -
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EXPANSION OF COST-EFFECTIVE HOME HEALTH CARE

Introduction

Home health services have been steadily expanding in

recent years. There is wide agreement that such care has proved

attractive and valuable. Under certain conditions, it can

prevent admissions to hospitals and nursing homes and speed

discharges from these institutions. Many persons with chronic

health problems and their families strongly prefer arrangements

for care at home in the familiar, supportive environment of the

home, rather than in the structured world of institutional care.

In fact, many prefer to forgo nursing home care which would be

paid for by a public program in order to remain at home even

without help from government benefits.

Private and public payors of health care have both ex-

tended coverage for home health care in recent years. Blue Cross

plans and commercial insurance companies as well as Medicare and

Medicaid have joined in these actions. These decisions reflect

pragmatic judgments that such services provide benefits whose

value at least equals their cost.

This paper reviews recent studies of the cost experiences

as well as the benefits of home health services. It seeks to

clarify current issues and suggests a strategy to facilitate

future expansion in a cost-effective manner.

In considering further expansion of home health services,

it is necessary to consider carefully their demonstrated effects.

A carefully designed expansion, building on learning from past

and ongoing experiences, can achieve maximum benefits while con-

- 1 -
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straining public outlays. As discussed in the last section of

this paper, a program providing for incremental benefits can take

advantage of proven gains and facilitate progressive advances.

This analysis has identified the importance of

identifying the particular circumstances and conditions in which

home health services are cost effective. A recent report of the

U.S. General Accounting Office confirmed the benefits of home

health care while pointing out that they, like most other health

services, do not always result in cost savings. They concluded

that "the elderly should benefit from expanded home care but

increasing these services will not insure cost reductions

(emphasis added). Because home care is neither medically

appropriate nor financially beneficial for all patients, the

challenge is to identify and utilize the specific situations in

which home health services can-be targeted to achieve cost-

effective results.

Home health services are generally provided on an

organized basis to achieve one or more of the following

objectives:

1. to make it possible to discharge patients earlier
from institutions;

2. to make it possible to prevent admission of persons
to institutions and

3. to serve individuals who are likely to remain at
home for the immediate future whether or not such
services are paid for by a third party, but who have
a medical condition that requires one or more
services.

- 2 -
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Past studies demonstrate that achieving the first two objectives

can produce cost savings, even in the short term. Achieving the

third can improve the quality of life and delay institutionaliza-

tion but will often involve additional costs, at least short-term

costs. These costs may be significant due to the "latent" demand

for hone health services.

The potential demand is enlarged because of the large

number of persons with serious chronic disabilities, many of whom

are eligible for nursing home care but who resist being institu-

tionalized, preferring to remain in their own homes as long as

feasible. The availability of paid-for home health services may

encourage many of these persons to seek more extensive support.

In some cases, it may substitute in part for services provided on

a voluntary basis by family or friends. The degree to which

these effects occur depends in part on the design of the benefit

program.

Before considering cost issues, we shall review briefly

the characteristics of the reviewed studies and the reported

benefits of home health programs to patients and their families.

Cost experiences in the three types of circumstances outlined

above are reviewed and conditions for cost-effective expansion

are discussed. The paper's last section outlines potential ac-

tions that may be taken to assure that public financing of home

health care is expanded in cost-effective ways.

- 3 -
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Characteristics of Reviewed Studies

This report is based on one of the most extensive reviews

of the literature that has been undertaken. It covered over 70

reported studies, including 13 review articles. A summary of the

papers is presented in Appendix A. They are listed in the

attached bibliography.

About 40 of the studies report data indicating the pos-

sibility of cost savings Arising from the availability of home

health services. Most of the others do not report on costs.

Where cost data are reported, in some cases, total costs were

reduced; in others, costs were reduced for certain sub-groups of

patients. In some, costs to public payors were lowered as fami-

lies and other private sources assumed more responsibilities and

met the living expenses for patients at home. All of these sit-

uations appear to present important opportunities for prudent

managers of public programs.

Clinical Experiences

The reported studies cover a wide diversity of locations

and situations. Many of them are based on functioning service

programs. While the number of cases considered by any one study

is usually small and the research designs frequently are

inadequate to reach conclusions which are statistically

significant, they offer the "clinical" experiences of first-line

practitioners attempting to assist their patients within

available resources. There are no statistical tools for

combining the weight of the totality of these examinations.
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Nevertheless, the conclusions of these practitioners have often

been the basis for local decisions to broaden home care benefits

such operating experiences and program judgments provide

pertinent insights and should not be dismissed. Many local

programs seem to have "targeted" their efforts in a pragmatic

fashion to achieve cost-effective benefits.

Controlled Tests

On the other hand, a number of indepth reviews, largely

concentrating on statistical tests of significance and failing to

test the results of specific targeting approaches, have concluded

that past research results are, on the whole, inconclusive

(Grimaldi, Kane, Stassen, O'Shaughnessy, GAO 1982"/). Ongoing

DHHS-supported research and demonstration projects involve larger

populations at multiple sites; nevertheless, their findings con-

cerning the specific circumstances and conditions in which par-

ticular home health services are most likely to be.cost-effective

are likely to be more important than the aggregate cost-savings

occurring during the course of the demonstrations.

I/ References are to principal authors of items listed in the
Bibliography to this paper.
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Benefits of Home Health Care

Home health care provides both tangible and intangible

benefits to patients and their families. While some benefits are

difficult to measure, they are no less important. A number of

recent reports document many gains even in the hard-to-measure

category.

Mortality Effects

The most dramatic findings are those indicating that per-

sons receiving home health care services experience a reduced

rate of mortality. A DHHS-supported study in 6 cities of the

effects of day care and homemaker services for the chronically

ill found a lower proportion of those receiving organized home

services died during the study period than did a comparison group

(Weissert). Similar results have been reported from studies in

Georgia (Skellie) and Wisconsin (Seidl) and among stroke patients

(GAO, 1981).

Effect on Well-Being

The DHHS study also reported that higher proportions of

those receiving services improved or maintained levels of con-

tentment, mental functioning and social activity (Weissert).

Similarly, higher contentment levels have been documented among

groups in Chicago (Hughes), Georgia (Favor) San Francisco

(Zawadski) and Utah (Haglund).

Some studies have also demonstrated improvements in the

functioning and independence of those receiving organized
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services. Identifying these outcomes is complicated by the fact

that all groups suffered inevitable losses due to the aging pro-

cess and disease progression. Nevertheless, such gains have been

identified amorg groups in Chicago (Hughes), Cleveland (Katz),

Connecticut (Hicks), Florida, New York City (Brickner), San

Francisco (Zawadski), South Carolina (Learner) and Utah (Hag-

lund). Similar results have been found among those receiving day

care services (Weissert) and in the Veterans Administration

program (Mitchell).

Early Diagnosis

Home health services have also been beneficial in identi-

fying undiagnosed medical problems earlier and facilitating

arrangements for needed care. Such experiences were reported

from programs in Connecticut (Hicks) and the six cities study

(Weissert). These experiences have implications for the period

of time over which cost effects should be measured since early

diagnosis may produce higher costs early in the period of care

due to treatment of newly discovered problems and lesser costs

over time. The advantage of earlier diagnosis may contribute

importantly, moreover, to the reduction in mortality rates.

Family Stress

Organized services of this type are also beneficial in

helping reduce stress on family members and other care-givers who

are providing support to chronically disabled persons. Assis-

tance to these persons can enhance their skills and morale and
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provide needed relief, such as respite care (Callahan). As a

result, providing such services may make it possible to maintain

effective home care arrangements for more extended periods.

Sources of Potential Cost Savings

Naet cost savings are the result of total cost savings

reduced by the amount of any cost increases. Table 1 summarizes

sources of potential cost savings and cost increases. The bpl-

ance determines results in individual cases and in the aggregate.

Table 1. Summary of Sources of Potential Cost Savings and
Cost Increases

Potential Cost Saving Factors

Shorter hospital stays

Shorter nursing home stays

Fewer hospital admissions

Fewer nursing home admissions

Reduced use of other health
care services

Reduced use of other support
services

Increased use of family and
other non-compensated
services

Earlier treatment costs may
be less than later
treatment costs

Potential Cost Increasing Factors

Additional patients

Additional services

Substitution of less efficient
services

Earlier identification of
medical problems (increase in
early costs)

Higher cost per unit of service,
including travel costs

Reduced use of family and other
non-compensated services

Inadequate management and
coordination of services

Incentive for unnecessary
services

Cost savings result when new services replace more costly

services. When the forgone services are very costly, such as

hospital care, a good deal of home health services can be

-8-
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provided and savings still realized. However, if the forgone

services are minimal, even a modest amount of additional home

health services may result in additions to total health expendi-

tures, although the benefits to patients and families may out-

weigh the increased payments.

Other circumstances voay also result in an unfavorable

cost balance. As noted above, organized services may replace

services that were provided without payment. Or there may be a

more efficient arrangement for services in a nursing home than in

the patient's home, e.g., if 24-hour attendance is required by

the patient. Or home services that are sometimes less expensive

than the alternatives may become more costly if management of the

home services in poor or coordination is inadequate.

Availability of new services may stimulate a substantial

amount of the "latent demand." As noted above, there are a large

number of persons with chronic health problems who are not

receiving organized services at present but who would benefit

from them. Thus, depending in part on how the program is

designed, aggregate costs may increase as additional persons

receive paid-for home services, even though there are savIngs in

the care of many patients.

Program vs. Total Costs

Individual third-party payors tend to view cost issues

from their particular perspective. Even when home health

services are cost-saving, they may result in added costs to

certain payors--that is, the forgone services may not be covered
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or only covered to a limited extent under the existing benefits

of the program. For example, while Medicaid covers long-term

care, Medicare and most private health insurance programs do not.

Thus, some home care in the latter programs may reduce total

health costs but not the costs of these programs themselves.

Still, persons who purchase private insurance may often find home

health coverage that increases premiums to be valuable both

because of the availability of a preferred service and the

financial advantage in helping avoid -ursing home care that mpy

lead to an exhaustion of financial resources and dependence on

Medicaid, a result many find objectionable. Similarly, the

Federal government may find it desirable to increase home health

care expenditures in Medicare if a larger reduction in Medicaid

costs results, even though states would share in such savings in

Medicaid.

Third-party payors may also benefit as family and other

private parties assume costs when individuals are cared for at

home. Such arrangements relieve public programs of the costs of

room and board and medical services in a hospital or nursing home

not only by providing paid-for home care but also by inducing the

provision of many support services by caregivers who are not

compensated. On the other hand, in some cases, there may be

added costs to non-health public programs for persons at home,

such as food stamps and housing subsidies, that substitute in

part for costs of health facilities.
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Marginal Cost

It is useful to consider marginal as well as total costs

on both sides of the equation. Marginal costs are those incurred

by providing services to additional patients; the costs of

servicing the first patient are often railed fixed costs. In the

short-term, some "fixed" costs will be experienced regardless of

reduction in patient loads. In cases of institutional care, in

the short-term, most of the costs of operation and of capital

assets will continue even if occupancy rates decline; in the

long-tern, it may be possible to avoid all costs, including

avoidance of the capital costs of additional construction for

institutional capacity. Reducing needs for capital costs is

especially important at times when there are high costs and major

difficulties in obtaining capital. In many cases of home care,

the costs of maintaining the household of a family occurs whether

or not the patient is at home so that the marginal (i.e. addi-

tional) costs of maintaining that patient at home are often far

less than the proportion of total family budget cost attributable

to him.

Review of Cost Experiences

In reviewing cost experiences, it is desirable to

consider separately the three circumstances in which home health

services are provided, as described above:

1. when home health services make it possible to
discharge patients earlier-from institutions;

2. when home health services make it possible to
prevent admissions of persons to institutions; and
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3. when home health services are offered to individuals
who are likely to remain at home for the immediate
future whether or not such services are paid for by
a third party, but who have a medical condition that
requires one or more services.

Case One--Early Discharges

Home health care can facilitate earlier discharges from

hospitals for certain patients. As hospital costs increase, the

potential savings from such actions become larger and more

important.

Blue Cross plans have been especially interested in stu-

dies on the provision of home health services for post-hospital

patients. Studies reporting cost savings are reported from

Connecticut, Michigan, Philadelphia, New York City (Hammond),

Maryland, St. Louis (Berry) and Virginia (Virginia Blue Cross).

Some hospitals and visiting nurse associations have alco carried

out analyses with similar results in Boston (Talkoff),

Cincinnati, Denver and Rochester (Hammond). Most of these

studies were made in the 1960s and early 1970s. Recently the

Washington Business Group on Health issued a paper encouraging

their corporate members to consider home health benefits in their

health insurance plans, especially for post-hospital patients

(Schwartz).

Medicaid and Medicare programs have also given more

attention to these activities as the number of patients backed-up

in hospitals awaiting nursing home placement increased. In some

states, especially in the northeast, the substantial number of
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these *administratively necessary"Z/ days stimulated action.

For example, the ACCESS program in Monroe County (Rochester, New

York), devoted considerable effort to hospital patients and

reduced the share of Medicaid beneficiaries among those awaiting

placement (Eggert).

Potentialities for discharges from nursing homes to home

health care have also been identified. It has been estimated

that a large number of nursing home patientR, especially those

moderately dependent, might be effectively and more economically

cared for at home if adequate community-based services and

housing were available. For example, the Congressional Budget

Office concluded in 1977 that 10 to 20 percent of elderly persons

in skilled nursing homes and 20 to 40 percent of those in

intermediate care facilities could be cared for in this way.

Similarly, a Minnesota study found that about 9 percent of

skilled nursing home residents could be cared for at lower costs

in the community (Pollack).

However, efforts to arrange discharges from nursing homes

have encountered serious difficulties (Knowlton). Such actions

are very complex, especially after the first six months of a

patient's stay since the patient's home may have to be reestab-

lished (Kane). These experiences have tended to focus attention

on pre-admission reviews and screening, as discussed below.

Z/ Days required while awaiting nursing home placement.
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Case Two--Prevention of Admissions

increasing attention haA been concentrated on activities

to review and screen candidates for admission to nursing homes to

determine those who might be cared for at home. Medicaid

programs in about 30 states have initiated efforts along this

line, two-thirds on a statewide basis (Knowlton); this fact

suggests a broad consensus on its cost effectiveness, especially

in view of the fact that some states that did not make this move

do not have broad nursing home benefits in their Medicaid pro-

grams. Some programs were initiated or expanded as part of

HCFA-supported research and demonstration projects. These

activities are likely to be extended under the waiver provisions

for long-term care community-based services under Section 2176 of

the Omnibus Budget Reconciliation Act of 1981 (P.L.97-35). At

present, over 40 states have been granted waivers under this

authority.

Pre-admission screening and assessment activities may be

on a voluntary or mandatory basis. There is a trend among state

Medicaid programs to require such reviews as i condition of

payment for nursing home care.

In Monroe County (Rochester), New York, the ACCESS pro-

gram included pre--admission assessments for adults at risk of

long-term care. The comprehensive evaluation considers medical,

nursing and psychosocial needs. During 1977, Medicaid costs for

all direct non-institutional services provided after assessment

to skilled level patients were estimated at 52 percent of the

comparable Medicaid institutional rate. Average monthly costs
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for aged and disabled Medicaid beneficiaries increased by 12% in

Monroe County when in six comparison counties they increased 17%.

(Eggert).

In Georgia, a system for screening, placement and case

management was developed in the Atlanta and Athens areas for

Medicaid beneficiaries over 50 years of age who were certified as

eligible for nursing home care and for whom alternative com-

munity-based home care services were appropriate. Three-types of

alternative services were offered. While total costs for the

24-month study period during 1977-79 were higher, for the

experimental group which was provided personal care services and

daily activity supervision in supportive living arrangements

(e.g., boarding homes end other congregate living facilities)

costs were lower than for the comparison group during the second

year. Nurning home use and costs overall were reduced slightly

and hospital costs were less for two of the three groups.

Average project service costs per service period were-on-ly about

a third of average costs of nursing home care, but overall

cost-savings were not achieved due to the new services and the

small portion of the control group which actually received

nursing home care. It was concluded that savings were more

likely if more efforts were focused on those most likely to enter

a nursing home and if pre-admission screening were made mandatory

(Favor, Skellie).

In South Carolina, a mandatory pre-admission screening

program for Medicaid elderly patients in three counties providing

community-based services has reduced the use of nursing home
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resources. Reductions were most evident among persons with lower

levels of functional impairment, those most likely to be eligible

for care in intermediate care facilities (Nock). Medicaid costs

for those persons in the experimental group who were eligible for

nursing home care were lower than for similar persons in the

control group (GAO, 1982).

In Florida, cost savings were identified in a program

that provides community care for persons 60 years of aqe or older

who are functionally impaired and eligible for nursing home

services. Cost per client in 1979, including food stamps and SSI

payments, were between $232-261 per month in the experimental

group; nursing home care for Medicaid patients ranged between

$455-641 and costs in congregate living facilities and foster

homes were $288 and $334, respectively (Florida).

In Utah, a statewide program of alternative services

focused on persons applying for nursing home admissions for non-

medical reasons achieved a 25 percent reduction in state expendi-

tures for nursing home care. Cost per client day in 1978-79 was

about $8 compared to costs of $24-33 for daily nursing home care

(Haglund).

In the Cape Ann-North Shore area of Massachusetts, a

screening activity denied or diverted from institutionalization

about 14 percent of requests for approval of nursing home place-

ments. The number of applicants served in the community might

have been increased more than fourfold if adequate services were

available. Community placements at $10.00 a day in 1979 cost all
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public paynrs $4.32-9.07 less per day of care than nursing home

placements (Saphire).

Tn Virginia, a statewide pre-admission screening program

for Medicaid nursing home applicants reduced placements 20 per-

cent during 1977-80. Potential average savings of $560 per

patient per month wes estimated by maintaining individuals in the

community. It was estimated that the rate of disapprovals of

nursing home placements could have been increased to 35-40

percent if adequate community services were available (Knowlton).

In Wisconsin, a demonstration project involving screening

And expanded community sprvices at three sites reduced the use of

hospitals and nursing homes, but reductions were not consistent

across sites. Overall Medicaid costs for hospitals were reduced

significantly. The study concluded that pre-screening of all

nursing home admissions would be likely to reduce total costs for

long-term care and recommended that expanded services be focused

more directly on individuals in nursing homes or on waiting lists

for admission (Seidl).

In Washington, a research project in two communities (and

a comparison site) conducted indepth screening and assessment of

desiqiated high risk clients. A significant reduction in the

rate of nursing home use was achieved. Only about 10 percent of

all high risk patients were estimated to cost more to serve in

the community than in nursing homes. The study report indicated

that total costs could have been reduced if more stringent

requirements--i.e., likelihood of admission was greater--had been

applied to patients considered at high risk of nursing home
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placements and if services had been focused on that group

(Solem).

In Connecticut, the second phase of the Triage project

focused on persons at high risk of institutionalization. A 1982

report indicated that fewer Triage clients entered skilled

nursing facilities than did members of the comparison group and

they had fewer days of care during this period (Nocks).

In Arkansas, a program of in-home services for frail,

vulnerable elderly in imminent danger of institutionalization

produced substantial savings in public outlays. While the total

costs of services, regardless of who bore those costs, for the

extremely impaired clients at home were about the same as com-

parable patients in nursing homes, only 30 percent of the costs

were paid from public funds whereas almost all facility costs

were paid from public funds. Families and friends provided the

largest portion of care to patients at home at all levels of

impairment. As a result, the cost of care for an extremely

impaired person was estimated at $330 per month with in-home

services and more than $860 a month in a facility. (Arkansas).

In San Francisco, the On Lok Senior Health Services pro-

gram achieved savings by providing a variety of day care services

to elderly patients who had been certified for institu-

tionalization. Service costs per patient day were about 80

percent of the Medicaid payment rate for nursing home care

(Zawadaki).

Two projects in New York City reported savings from pro-

grams of home health care. In the Bronx, the median cost of such
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a program was about a fourth the cost of care in skilled nursing

facilities and less than half the costs in health-related

facilities (Widmer). In Chelsea and Greenwich Village,

annualized costs of the program were 47-80 percent of nursing

home care depending on the patients' problems (Brickner).

A study in six cities of the effects and costs of day

care and homemaker services for the chronically ill found that,

while the addition of the new services covered in this study

increased overall outlays for Medicare and Medicaid, for certain

sub-groups institutional services were reduced. Skilled nursing

days were lower for (1) patients receiving day care; (2) patients

receiving homemaker services who had minimal dependency needs and

those with a diagnosis of circulatory diseases; and (3) patients

receiving combined day care and homemaker services. Hospital

days were also lower for day care participants and those

receiving combined services (Weissert).

The December 1982 report of the General Accounting Office

focused on 11 studies of home health services in which the study

design included a control or comparison group. As indicated in

Table 2, the use of nursing homes was found to be lower in six

studies, higher in one case, with no difference in four cases.

Hospital use was found, in the eight cases where this was

reported, to be lower in one case, higher in three cases, with no

difference in four cases. It is not clear to what degree early

diagnosis may have been responsible for the increases in hospital

use or the failure to reduce hospital use; it also does not

appear that early discharges were emphasized in all of these
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programs. None of the studies followed a case more than 2 years

and only 3 studies reviewed cases as long as two years. The GAO

report concluded that "costs may be constrained if ... a specific

population is targeted to receive services." To that end, they

urged additional research to help better identify persons at high

risk of entering nursing homes.

Table 2. GAO Reported Effects of Expanded Home Health Care on
Nursing Home and Hospital Use and Total Costs*

Studies using
control groups
Cleveland
Georgia
Michigan
South Carolina
Wisconsin
6 cities

Studies using
comparison groups
Chicago
Connecticut
Rochester
San Francisco
Washington

Nursing
Home Use

lower
lower
no difference
lower
no difference
no difference

lower**
higher
no difference
lower
lower**

Hospital
Use

higher
no difference
no difference

lower
no difference

no difference
higher
higher

Total
Costs

higher**
no difference

no difference
higher

higher
lower
no difference
higher

* Based on Tables 3, 4 and 6 in "The Elderly Should Benefit From
Expanded Home Health Care But Increasing These Services Will Not
Insure Cost Reductions," U.S. General Accounting Office.

* Statistically significant
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In summary, many local and state efforts have attempted

to arrange home health services for patients who were eligible

for admissions to nursing homes. In numerous cases, this ap-

proach has been successful in arranging such care at lower costs.

However, these approaches have not always achieved overall cost-

-savings. Findings were often influenced by the very large

number of "false positives,* that is, persons eligible for nurs-

ing home care who prefer to remain At home whether or not or-

ganized home care benefits ere provided; as a result, cost reduc-

tions were not large enoitgh to affect cost increAses for new

services at home. Consequently, more attention is being focused

on identifying persons most likely to enter nursing homes in the

near future and concentrating home health services on these

individuals.

Case Three--Benefits to Other Chronically Disabled Persons

Many other persons with chronic disah cities can benefit

from organized home health services. Such services can help

improve their level of satisfaction and quality of life and may

delay (or avoid) institutionalization in the long term. However,

these services will result inevitably in additional costs at

least in the short term when there are no offsetting costs due to

reduced institutionalization.

Studies have shown that in many circumstances, 25 percent

or less of the patients eligible, on the basis of their physical

conditions, for nursing home care will seek to enter such facili-

ties (Weissert). In 1977, only 24 percent of those with
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dependency needs and 50 percent of those severely dependent lived

in nursing homes (GAO, 1982). This situation reflects the strong

reluctance of most persons--and their families--to enter such

facilities and the widespread preference to remain at home as

long as possible. Thus, a paradox is presented to policy-makers

and society the strong desire of disabled persons to remain in

their own homes makes it more "costly* and, thereby, bore diffi-

cult to provide services that can enhance the quality of their

lives while at home, and delay institutionalization.

For those persons living at home and not anticipating

nursing home care in the near future, a modest amount of home

health services might be aimed at maintaining (and, if possible,

enhancing) their level of functioning. Such activities might

serve to prevent or delay more complicated and costly services in

the long term. Additional knowledge and tools may make it

possible to identify cases of greatest potential with more

sophistication and dependability.

The cost impact of increased utilization due to *latent"

demand is shown in the 1982 GAO report noted Above. As indicated

in-Column 3 of Table 2, despite the reported reduction in the use

of nursing homes or hospitals in most studies, total costs were

higher in four of the eleven studies. No difference was found in

three studies and there were lower total costs in two studies.

The limited duration of the studies and the short-term effects of

early diagnosis on costs may have affected findings. The GAO

report indicates the "belief (of the Department of Health and

Human Services) that targeting services to people who can be
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served the most cost effectively in the community is the most

critical issue in-the expansion of home health care services.*

Such targeting efforts, of course, should consider long-term

impact as well as short-term results.

Conditions for the Cost-Effective Delivery of Home Health Care

The reported studies identify conditions that are

important in the development and delivery of cost-effective home

health services. These conditions are revJewed briefly in this

section.

Home health care is provided to many different types of

individuals and involves a wide variety of activities. Confusion

often results from failure to take fully into account the great

diversity of both patients and servicPs. Viewing home health

care as a Pingle unit is the same as viewing the service to all

hospitalized patients es similar. Recognition and determination

of differences are essential in considering the best ways for

targeting home health services in a cost-effective manner.

Patient Assessment

Persons benefiting from home health care suffer from many

different diseases and problems. In determining needs for home

health services, functional health status has been found to be

more important than diagnostic category (Greenberg). A patient

assessment process will be a necessary element in cost-effective

home care programs. Methods for measuring the degree of

impairment and functional capacities of patients, including both
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physical and mental aspects, have been developed but further

refinements are needed (Kane). A minimum, although often too

simplistic, approach is to divide populations into those who are

moderately dependent and those who are severely dependent.

Most persons receiving care at home are moderately

dependent. They may be living alone, with families and friends,

or in congregate housing. As patients become more dependent,

they usually require more support. In some cases, these services

are provided at lowest cost in an institution. In many cases,

though, individuals who are severely dependent can be maintained

at home if adequate services are available. It has been

estimated that 60 percent of the elderly who are extremely

impaired-live outside of institutions; persons living alone are

most likely to be institutionalized sooner. (Callahan)

Program Classification

Home health services also vary greatly in their scope and

intensity. Organized services have been classified as intensive,

intermediate and basic (LaVor); they also have been categorized

as health care services, homemaker services and chore services

(CBO). Within each of these categories, there may be substantial

variations in the level and scope of services. Current uncer-

tainties focus largely, although not exclusively, on the amount

of personal and maintenance services (e.g., homemaker and chore

services) that may be cost-effective as part of organized ser-

vices when delivered independently of health care services

(Pollack). Services that are provided should be designed to
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match as precisely as possible patients' needs based on their

functional health status.

Family Participation

Families and friends provide most support services in the

home, offering substantial amounts of personal and maintenance

care as well as emotional support. The National Center for

Health Statistics (NCHS) surveys of persons 55 years of age and

over receiving care at home found that 80 percent received some

care (usually a large portion) from a relative, generally on a

part-time basis. CBO estimated in 1977 that 3 to 6.7 million

persons received such support. GAO found in Cleveland that

families and friends provded 50 percent of the home health

services received by older persons at all impairment levels and

80 percent received by extremely impaired persons (GAO, 1977).

In Arkansas, family and friends provided over 60 percent of the

home care (Arkansas).

Families and friends commonly make it possible for

moderately dependent persons to remain home and often make it

feasible for severely dependent persons to do so. It has been

estimated that about a third of those receiving care at home are

very disabled requiring continuous care. In some cases,

organized "formal" home health services are most valuable in

supporting--helping and relieving--the primary family care-giver

who, in turn, supports the patient.

In view of the extent and importance of informalm

support from families and friends, there is concern that the
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expansion of *formal" or organized home health Rervices may serve

in substantial part to replace support that has been provided

without payment in the past. To maximize cost saving, programs

should be designed so that "volunteer" support is maintained.

A number of demographic and sociological trends create

pressures to reduce donated services over time (Callahan).

Especially important is the tendency of more middle-aged women,

who have traditionally provided much of the care, to seek paid

employment. Analysis of the impact of these factors must take

into account the preferences and satisfaction of newly employed

women as well as the additional federal and state taxes paid by

them. (It should also be noted that, in many cases, donated

services are also critical to the provision of adequately needed

services in nursing homes)(Callahan).

A related point to consider in the design of home care

benefit programs'4s that patients, their families and physicians

must be interested and committed in order to develop effective
0

home care arrangements in most cases. As noted, elderly persons

and others have tended to show strong desires for these

approaches. However, there may be "natural limitations" on the

demand for organized services, reflecting styles of contemporary

life, shortages of suitable housing, and resistance to public

services (Dunlop). For example, a number of research and

demonstration home care projects have had difficulties in en-

rolling their full quota of patients (Weissert).
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Availability of Services

Furthermore, appropriate organized services must be

available in adequate supply to make home care effective.

Despite the increase in home health services in recent years,

there are still many areas of the country with serious

deficiencies (GAO, 1982). For example, a study in Massachusetts

in 1979 found that 28 percent of those approved for nursing home

care could have been maintained at home if adequate community

services had been available (Saphire). A recent HCFA study noted

that man:y states have reported that the lack of appropriate

community services, or their unavailability at night or on

weekends, has significantly reduced their effectiveness in

preventing nursing home placements (Knowlton).

Finally, the quality of management of organized home

health services is an important aspect of their effectiveness and

thesn factors should be considered in program design. Services

must be staffed and deployed to maximize productivity and impact.

Services provided by various agencies must be well coordinated

(GAO, 1977). Inefficient administration, duplication and over-

staffing, either in skills or numbers, can reduce or even destroy

a potentially favorable cost-benefit balance. Many of the

reported studies address management issues (Amado, GAO Sept.

1981, Nestor, Rozell, Schlenker, Solem).
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Conclusion

Findings of Studies

Home health care has been found to be effective and popular,

according to the findings of the reviewed studies. These services can

contribute importantly to the capacities of chronically impaired

persons to continue to remain at home and to carry out their daily

activities in a satisfactory and personally satisfying manner. In

some cases, they have been found to reduce mortality and improve the

quality of life. Under certain conditions, they can he and have been

cost saving for third-party payers and others.

The cost-saving contribution of home health care depends

on the amount of institutional costs that is avoided and the

extent of services that are provided and financed on an organized

basis. It appears that substantial savingsin public costs can

be realized by targeting efforts on those already in hospitals

and nursing homes and those about to enter such facilities.

The costs of home health care tend to vary with the

degree of impairment. Family and friends generally willingly

assume the majority of these costs. Only a small minority of

those eligible for nursing home placement choose to accept

institutionalization even if they must depend on home care

arrangements for which public support is inadequate.

Costs of organized service activities depend on the scope

and level of the services which are provided. Refinements in

assessment tools can help match support more closely to patients'
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needs. Effective management of such services is also important

in reducing their costs.

While the U.S. General Accounting Office was very

cautious in its 1982 report about cost-savings, it recognized

that costs may be constrained if specific high risk population

are targeted to receive services. They reported that the DHHS

agreed with their conclusions and indicated that:

1. "Targeting services to people who can be served the
most cost-effectively is the most critical issue in
the expansion of home health care services," and

2. -"some of the current research efforts will produce
better information about the characteristics of
cost-effective targeting."

State Medicaid agencies are not only participating in

these research and demonstration efforts but many are acting to

take advantage of new knowledge and capabilities as soon as

possible. These agencies have had extensive experience in

long-term care and are on the front-line of programming along

these lines. About 30 states have established programs of

pre-admission screening of nursing home applicants. Over 40

states been granted waivers to expand community-based services

under the waiver provisions of the 1981 Omnibus Budget

Reconciliation Act (PL 97-35). To obtain a waiver, states must

assure the Secretar' of HHS that the availability of the new

services offered under the waiver will not increase the overall

costs of their Medicaid programs beyond the costs that would have

been incurred to pay for institutional care. Furthermore, the

states are themselves very concerned about Medicaid costs.
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The expansion of these activities under Medicaid programs

may have important implications for the Medicare program. The

experiences of the ACCESS program in Monroe County, New York,

were that the Medicare proportion of hospital patients awaiting

post-hospital placement, often to nursing homes, rose at the same

time as more Medicaid patients were discharged earlier to home

care. Thus, it would seem desirable for Medicare to take

advantage of the same opportunities for eftective home care that

are identified for Medicaid patients.

Past research studies have been of limited utility in

defining all the specific circumstances and conditions in which

cost savings are Most likely to result from home health care. On

the one hand, many of the studies have only involved small

populations and short periods of time and hove often had

inadequate research protocols. On the other hand, others have

tried to deal with multiple groups in complex and shifting

environments and have tended to concentrate on aggregate results

not on potential groups that may be targeted. Still, the experi-

ences of those seeking to extend services with limited resources

are noteworthy many local and state agencies have developed and

applied pragmatic approaches to targeting services in their

particular circumstances. Findings from current efforts should

soon provide further information and insights along these lines.

It is not possible currently to set forth all the circum-

stances and conditions in which Medicare, Medicaid and private

insurance programs might realize savings by targeted expansion of

home health care services. Thus, a strategic approach providing
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for the use of current knowledge and capacities while ensuring

flexibility to take maximum and prompt advantage of future

opportunities is indicated.

Strategy for Cost-Effective Expansion

This section outlines an approach to the cost-effective

expansion of home health care in public programs that takes

advantage of current knowledge and provides for progressive

changes in light of this knowledge. Such an incremental approach

can realize the potential benefits of home health services to

public programs and to patients and their families without undue

delay or risk of increased costs.

An approach similar to the authority provided in Section

123 of the Tax Equity and Fiscal Responsibility Act of 1983

(P.L.97248) regarding a waiver of the three-day prior

hospitalization condition for Medicare coverage of skilled

nursing facilities appears appropriate for the expansion of home

care services. Section 123 authorizes the Secretary of Health

and Human Services to provide for post-acute SNF coverage I...

for-as long as the Secretary determines and under such terms and

conditions as the Secretary finds appropriate Iso) that the

inclusion of such services will not result in any increase in the

total of payments or alter the acute care nature of the benefit.'

The Secretary may provide *for such limitations on the scope and

extent of services ... and on the categories of individuals who

may be eligible to receive such services ... for restrictions and
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alternatives on the amounts and methods of payment for ser-

vices....

Authority could be given to all states for Medicaid and

to the Secretary of Health and Human Services in the case of

Medicare to provide for expansion of coverage of home care of

such a nature, to such patients, and under such circumstAnces as

they conclude will not increase costW-to the State or the FederAl

Government. Furthermore, it should be provided that extensions

may be provided in limited geographic areas or to samples of

patients wheri there is a substantial element of uncertainty

about the consequences of broader coverage and that extensions

shall be reduced oz eliminated should the initial estimate that

costs would not be increased prove to be in error.

6o'nsideriiion might also be given to a limit on the

-. av~age -costs of authorized services. For example, in New York,

payments for community-based services are limited to 75 percent

of the average monthly skilled nursing facility rate. The South

Carolina program has a similar limit. This approach would be

similar in concept, although different in detail, to the limit

included in the recently authorized Medicare hospice benefit.

The studies that were reviewed for this paper suggest

some measures that seem likely to produce cost saving home care

expansions. The program provisions that seem to be suggested

include the following:

- 1. Development of program capacity for:-

a. assessment of patients to identify those for
- - whom home services are likely to be cost

saving;
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b. determination of nature and levels of service
required by patients to supplement unpaid
services provided by families and others;

c. estimation of cost of additional home care
payments versus institutional care payments;
and

d. availability and coordination of services.
(All forms of home care should be considered as
potential services rather than limiting
coverage to specified types. Such limitations
may result in failure to realize the full
cost-saving potential of such care.)

2. Patient categories which, in appropriate
combinations with other factors, are associated with
cost reduction when further home care is covered:

a. patients in hospitals whose stay can be
shortened by care at home;

b. patients in nursing homes requiring levels of
care that may be provided efficiently outside
an institution; and

c. patients applying for admission to nursing
homes in the near future (60 to 90 days).

3. Identification of levels of impairments that may be
treated at home at lower cost than in institutions.

a. evaluation of patients' functional state
(ability to carry out activities of daily
living);

b. psychosocial evaluation, including emotional
condition, mental functioning and social
Adjustment; and

c. impairment sufficiently severe that the
individual cannot provide necessary care,
including personal care and housekeeping
services, without aid.

4. -"swessment of patients' resources, including
residence, family, other unpaid care resources,
community services, financial capacities, and other
factors.

a. adaptability of residence to the provision of
efficient home care, e.q., congregate living
permits service toga- number of patients in the
same location, permitting economies of scale

- 33 -
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and may provide congregate meal services and
common housekeeping help that permits the frail
elderly to reside with little or no additional
help. Providing admission to such a residence,
when available, may facilitate home care and
even reduce the amount of needed home care.
Coordination between benefit program, home
care, and congregate living facility
administration would appear advantageous;

b. availability of an individual or individuals
(family members or friends) who can provide
much but not all supporting services required
by the patient. Respite service may make home
care more feasible for an extended period; and

c. availability of efficiert and effective
services in the community, e.g., day care,
meals on wheels, dining room in congregate
living facility, heavy cleaning for many
tenants of facility, shopping service, etc.
(establishment and coordination of such
services may be promoted by a program aggres-
sively pursuing cost-reducing measures).

5. Limitations on cost of covered services to protect
against the possibilities of aggregate cost
increases.

a. The level of limitation on services covered
might take account of the cost of the
alternate, forgone service (i.e., hospital,
nursing home, or ICF). Those who require, for
discharge from a hospital, services equivalent
to 24-hour assistance at home for a limited
duration (perhaps 7 days) while patient
mobility remains very impaired should not
necessarily be denied the service if it is less
costly than hospital service. Where the home
care is proposed as a substitute for SNF
services, a lower limit might be set and an
even lower level when ICF care were the
alternative.

Consideration might also be given to refinements along

the following lines in the longer term:

1. establishment of disability related groups so that
ceilings or rates for home health services were
directly related to the needs of different types of
patients; and

- 34 -
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2. introduction of an age factor--to recognize that the
very high level of disability among the very elderly
and the high costs of institutional care for these------
patients may make it desirable to provide additional
incentives for maintaining these persons at home
(i.e., there might be easier-to-meet requirements
for authorizing home health care services for
persons 75 or 80 years of age and over).

It would seem virtually certain that programs which

proceed to extend home health services by taking into account the

factors discussed above will yield cost savings. For example, if

a program started with an assessment for possible discharge to

home care of nursing home and ICF patients who are mildly or

moderately dependent not needing intensive care and have a family

or other person available as a care-giver or live in a congregate

living facility, it is almost certain to achieve a net saving.

Similarly, working with hospital discharge planners, Wospital

patients who would be retained for added days because of

inadequate help at home can be identified. As experience is

gained with additional categories of patients for which savings

are most likely and confidence about cost-savings is extended,

broader eligibility can be expanded progressively and prudently.

- 35 -
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Mr. SMITH. To achieve cost savings, my association suggests that
the following six steps be incorporated into any program or legisla-
tive initiative aimed at providing home health care and communi-
ty-based services:

One, the target population must be clearly defined to include
those individuals who are in hospitals or who are at home awaiting
nursing home placement.

Two, home care providers must comply with initial and periodic
assessment and centralized case management requirements.

Three, home care benefits should be restructured so that any
reasonable health status related service is provided.

Four, a reimbursement mechanism should be established that
sets levels of payment to assure savings when compared to fore-
gone institutional costs.

Five, family and other voluntary caregiver support must be en-
couraged to continue, even increase. Paid services should not sub-
stitute for contributed services. And, finally,

Six, adminstrative trappings should be kept to a minimum.
Again, Mr. Chairman, I want to commend you for conducting

these hearings and to thank you for this opportunity to present our
views. I want also to say that Mr. Irvin Wolkstein, a principal in
health policy alternatives and the principal author of the report I
mentioned in my statement, would be available to talk with com-
mittee members and staff about the report.

Senator DURENBERGER. Thank you.
[The prepared statement of Mr. Smith follows:]
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Statement of
Home Health Services and Staffing Association

SUMMARY

o HHSSA supports legislative initiatives which would strengthen
the national long-term care policy through the expansion
of community-based and home care services for the elderly
and disabled populations.

o Demographic trends indicate that the elderly population
will grow at a rapid pace, increasing 37 percent by the
year 2000 and 130 percent by 2025 and thereby increase
the number of persons that will need long-term care ser-
vices.

o The Congressional Budget Office has concluded that 10 to 20
percent of elderly persons in skilled nursing facilities
and 20 to 40 percent of those in itermediate care facilities
could be cared for at home.

o Data from Medicaid expenditures and Medicare costs show
that the average costs of caring for individuals in the
home are less than for those in institutional settings.

o Home care is cost-effective when the services are targeted
on persons in institutions and on those who are ready to
be admitted, and when proper assessment and case management
takes place.

o Many programs throughout the United States have demonstrated
cost-savings through the provision of home health services
to individuals who would otherwise be institutionalized.

* Cost savings can be achieved by replacing higher institu-
tional costs with lower home care costs through the follow-
ing six steps:

- define the target population clearly to include
those individuals who are in institutions or who
are at home awaiting nursing home placement.

- require home care providers to perform initial and
periodic assessment and centralized case manage-
ment functions.

- restructure the home health care benefit to ensure
that all reasonable health status-related ser-
vices are provided.

- establish a reimbursement mechanism that sets
levels of payment to assure savings when compared
to foregone institutional costs.

- encourage the continuation of contributed services.

- keep administrative trappings to a minimum.

29-033 0-84-31
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Statement of
Home Health Services and Staffing Association

Mr. Chairman and Members of the Subcommittee:

A. Introduction

My name is John B. Smith and I am Chairman of the

Board of the Home Health Services and Staffing Association and

Senior Vice President and Legal Counsel of Medical Personnel

Pool.

I On behalf of the Association, I want to thank you

for the opportunity to appear before you today and talk about

issues surrounding long-term care.

Our Association's members are investor-owned, tax-

paying organizations, which provide both home health care

services and supplemental nursing services through over 1000

offices in 44 states. Our members are:

Alpha Nurses, Inc.; Beverly Home Health Services;

Kelly Health Care; Kimberly Services, Inc.,;

Manpower, Inc.; Medical Personnel Pool; Norrell

Corporation; Nursefinders; Olsten Corporation;

OMNA Health Care Services, Inc.; Professional

Nurses Bureau, Inc.; Quality Care, Inc.; SRT Med-

Staff International; Staff Builders, Inc.; TAC/

Medical Services, Inc.; Temporaries, Inc.; and

Upjohn HealthCare Services, Inc.
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By our most recent count, our members serve more

than 200,000 people and employ more than 160,000 persons in

either a full-time or part-time capacity. We estimate that

approximately 60% of our total employees are home health

aides while approximately 15% to 20% are registered nurses and

licensed practical nurses. The largest percentage of our

home care patients are private pay; that is, the costs of

their care are borne by private insurance coverage or out-of-

pocket payments. However, an increasing number of our patients

are funded by Medicare (Title XVIII of the Social Security

Act), Medicaid (Title XIX), Social Services (Title XX), and

the Older-Americans' Act (Title III).

The home care services our members provide include

professional nursing care; physical, occupational, or speech

therapy; medical social services; home health aide services;

medical supplies and equipment and homemaker services.

B. Opening Comments

On behalf of HHSSA and myself, I would like to commend

the Subcommittee and you, Mr. Chairman, for conducting this

series of hearings on long-term care. In particular, I would

like to congratulate Senators Heinz, Packwood, Bradley, Inouye

and Hatch for their leadership in sponsoring the legislation

now pending before the Subcommittee.
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Our Association is in agreement with the concepts

embraced in these legislative initiatives which propose to

broaden the national long-term care policy through the

expansion of community-based and home care services for the

elderly and disabled populations. We concur with the earlier

remarks of Peg Cushman from the Nat-tonal Association for Home

Care on these proposals. And, like our colleagues, HHSSA

would be happy to discuss the specific details of these pro-

posals withstaff and would be willing to assist the Subcom-

mittee in the development of any additional legislative -

proposals.

At this time, Mr. Chairman, I would like to offer

a few statistics that will help to focus my remarks:

1. Our elderly population is increasing at a

rapid pica. In 1980, the over age 65 cohort numbered 26

millior and comprised 11 percent of the population. U.S.

Census Bureau projections indicate that the over 65 popula-

tion will increase 37 percent by the year 2000 and 130 percent

by 2025.

2. The Congressional Budget Office projects a

Medicare deficit of $400 billion by 1995 under present condi-

tions.

3. The Congressional Budget Office has concluded

that 10 to 20 percent of elderly persons in skilled nursing

homes and 20 to 40 percent of those in intermediate care

facilities could be cared for at home.
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4. The National Association for Home Care has

analyzed 1982 Medicaid expenditure data and has calculated

the national average cost per patient services in each of

the following settings:

a) Skilled nursing facility $7,854

b) intermediate care facility 6,395

c) In-patient hospitals 2,179

d) Home health agencies 1,251

5. The average Medicare cost of a day of hospital

care in 1980 was $208.00.

6. The average Medicare cost of a nursing visit

at home in 1980 was $29.55.

7. The cost of caring for a ventilator - dependent

child in a hospital is around $1,325 per day. Equivalent

care at home would cost $300 per day.

The facts clearly illuminate the task that you, as

policy makersare facing: the costs of health care must be

restrained, and home-based care can help to do it.

Home care is cost-effective and will help to restrain

rising health care costs if:

1) services are targeted on persons in institutions

and on those who are ready to be admitted, and

2) proper assessment case management takes place.
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Mr. Chairman, I firmly believe that there is clear

and convincing evidence to support this conclusion. Our

Association recently published a report entitled "Expansion

of Cost-Effective Home Health Care" that was written by Health

Policy Alternatives, Inc., a widely respected Washington,_D.C. -

based consulting firm. This report summarizes all of the

published information about home care cost-effectiveness and

delineates those aspects of home care that contribute to its

cost-savings, as well as identifying sources of potential cost

savings.

The findings of the report indicate that home care

provides both tangible and intangible benefits--we were not

surprised to learn that patients who receive home care live

longer and feel better. However, I am not here today to

attest to the virtues of home care; its growing popularity

testifies to that. Rather, I want to explain how money can

be saved through the provision of services to individuals

in their homes, instead of subjecting them to inappropriate

institutional care.

Examples of reported cost-savings include:

In Minnesota, a study found that about 9 percent

of the skilled nursing home residents might be cared for more

effectively and more economically at home--if adequate
1

community-based services were available. The findings of

this study parallel those of the Congressional Budget

Office that I previously mentioned.

I I



483

Similarly, in the Cape Ann-North Shore area of

Massachusetts, a screening activity diverted from institutional-

ization about 14 percent of requests for approval of nursing

home placements. The number of applicants served in the

community (rather than in institutions) might have been

increased more than fourfold if adequate services were avail-

able. Community placements at $10.00 a day in 1979 cost all

public payors $4.32-9.07 less per day of care than nursing

home placements.
2

In Florida, cost-savings were indent-ified in a

program that provides community care for persons 60 years of

age or older who are functionally impaired and eligible for

nursing home services. Costs per client in 1979, including

food stamps and SSI payments, were between $232-261 per month

in the experimental group; nursing home care for Medicaid

patientsranged between $455-641; and costs in congregate

living facilities and foster homes were $288 and $334,

respectively.

In San Francisco, the On Lok Senior Health Services

program achieved savings by providing a variety of day care

services to elderly patients who had been certified for

institutionalization. Service costs per patient day were

about 80 percent of the Medicaid payment rate for nursing home

4care.



484

In Utah, a statewide program of alternative ser-

vices focused on persons applying for nursing home admission

for non-medical reasons. The program achieved a 25 percent

reduction in state nursing home expenditures because alterna-

tive care was used. Cost per client day in 1978-79 was about

$8 compared to costs of $24-33 for daily nursing home care.
5

In Arkansas, a program of in-home services for frail,

vulnerable elderly in imminent danger of institutionalization

produced substantial savings in public outlays. While the

total costs of services, regardless of who bore those costs,

for the extremely impaired clients at home were about the

same as comparable patients in nursing homes, only 30 percent

of the costs were paid from public funds. Families and

friends provided the largest portion of care to patients at

home at all levels of impairment. As a result, the cost of

care for an extremely impaired person was estimated at $330

per month with in-home services and more than $860 a month

in a facility.
6

Blue Cross plans have been especially interested in

studies on the provision of home health services for post-

hospital patients. Studies reporting cost savings are reported

from Connecticut, Michigan, Philadelphia, New York City7

1 8 9Maryland, St. Louis8 and Virginia9. Some hospitals and visit-

ting nurse associations have also carried out analyses with

S1Boston 1 0
similar results in Boston , Cincinnati, Denver and Rochester
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Recently the Washington Business Group on Health issued a

paper encouraging their corporate members to consider home

health benefits in their health insurance plans, especially

12for post-hospital patients

I must be perfectly clear. The achievement of

program savings will not occur by merely expanding home care

benefits and hoping --

-- hoping that hospital and nursing home costs

will automatically be restrained;

-- hoping that utilization will be appropriate;

-- hoping, in short, that all will be well.

On the contrary, published studies reveal that

program savings may be non-existent unless targeting and

adminstrative controls are incorporated. In fact, overall

costs have been shown to increase if expanded home care bene-

fits draw patients into their programs who would otherwise

remain in their homes. Indeed, program savings must be first

priority, as we cannot affort to indiscriminately expand home

care benefits, regardless of the merits of home care.

To achieve 'ost-savings, specific steps should be

taken:

1. The target population must be defined as Medicare

aged and disabled beneficiaries and Medicaid

recipients who are in hospitals awaiting place-

ment in skilled nursing facilities or intermediate
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care facilities or in SNFs waiting ICF placement

or, at home but clearly awaiting nursing home

admission.

2. Home care providers must comply with initial and

periodic assessment and centralized case manage-

ment requirements.

3. Home care benefits must be rq-structured so that

any reasonable health-status related service is

provided, so long as the provision of that

service will keep the targetted beneficiaries

out of institutions.

4. A reimbursement mechanism should be established

for the payments to a provider for serving these

targetted patients, to set levels of payment that

would assure savings when compared to institu-

tional costs that otherwise would have been

incurred.

5. Family and other voluntary care-giver support

must be encouraged to continue, even increase.

Paid services should not substitute for contri-

buted services; this is why respite and adult

day care are essential covered ,ervices--they

help to assure that continued family supportive

services are feasible.

6. Administrative trappings must be kept to an

absolute minimum. Paper work inspired by good

intentions is the worst enemy of program savings.



487

Legislative initiatives with these features will

take partial, useful, economic steps toward the goal of saving

money by replacing higher institutional costs with lower

home care costs.

C. Closing

Again, Mr. Chairman, I want to commend you for

conducting these hearings and to thank you for this opportunity

to present our Association's views. I want also to say that

Mr. Irwin Wolkstein, a principal in Health Policy Alternatives,

Inc. and the principal author of the review I mentioned in my

statement, would be available to talk to you and the Committee

staff about it.

I will be happy to respond to any questions that you

might have.
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Senator DURENBERGER. I have a couple of questions that we will
submit for the record from Senator Bradley. And I believe they are
each directed to Ms. Livengood.

Senator DURENBERGER. Perhaps I could ask you because of your
experience, Ms. Livengood, and any of the others of you who would
like to respond to tell us at what point home health care becomes
more expensive than other forms of care.

Ms. LIVENGOOD. Twenty-four hour would obviously be more ex-
pensive. I think when you start talking about anywhere up to 8
hours you are probably talking about a less expensive mode. You
have to remember what you are comparing, however, because not
all patients receive the same amount of care. A patient may have
potentially the same amount of expenses on home care, yet end up
in a nursing home. So you have to really target the kind of popula-
tion you are talking about to come out with true cost benefits, true
cost savings.

But I would say roughly that anything 8 hours or less would be
less expensive.

Senator DURENBERGER. Margaret, before you answer, I will just
add a dimension to the question. Ms. Livengood talks about target-
ing. I'm very apprehensive about our being able to do a very good
job of targeting. The way we do it is to say that the following folks
are eligible for home health of this kind, and the following folks
are eligible for another kind, and the following folks, et cetera.
And you can probably tell by some of the questions that I have
asked today that I prefer that someone else makes those choices,
some combination of the individual and someone with some skill,
professional skill.

With that extra notion in mind, Ms. Cushman, why don't you re-
spond to my question, and maybe you can add a dimension to it in
terms of home health. -

Ms. CUSHMAN. Certainly. I would like to respond and carry the
answer a little bit further. We are talking about a continuum of
care when we are talking about long-term care, which frequently
starts from an acute care setting. And focusing on the intermittent
problem that I mentioned a moment ago, we are seeing more and
more patients being discharged to home care for their intensity of
illness need; not just for their long-term care need.

So that between the continuum of acute care and skill'ed nursing
facility care, indeed it may be. And I would support that comment
that much past 8 hours, depending upon the services delivered,
home care may not be cost effective as an alternative to selected
forms of long-term care. But may often still be more cost effective
as an alternative to hospitalization. And it is attempting to fill
both of those needs for the patient who ends up in long-term care
from acute care.

Senator DURENBERGER. Do you have a problem or could you de-
scribe for us the problem you have with the structure of the com-
munity nursing centers as incorporated into S. 410?

Ms. CUSHMAN. I did indicate in the testimony that we will
submit in detail further comments and staff of the Association
would be available to discuss that with the committee. The issues
are mostly of the technical nature.
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Senator DURENBERGER. Have the three of you individually given
some thought to prospective payment for a long-term care for the
continuum of service, whether based on the present DRG system or
some other? And could you either encourage or discourage my ten-
dencies in that direction?

Ms. LIVENGOOD. We have thought a lot about it, living in a DRG
prospective reimbursement State. And we have discussed it a lot
with the health economists in the State health department.

Early on, we became quite convinced, along with Dr. Bruce Vla-
deck who was running the program in New Jersey at that time and
was helping to design it, that medical diagnosis wasn't necessarily
the wa, to go for a prospective reimbursement for home care. And
when I stopped giving my testimony, I was praising S. 1244 because
it took functional status as a measurement of eligibility. And,
therefore, prospective reimbursement could be tied in to a set of
standards that would have a price tag to them that were related to
functional status rather than to medical diagnosis. Most of the
medical diagnosis information relates to intervention in acute care,
and does not relate to the kind of nursing diagnosis and nursing
care at home.

Senator DURENBERGER. But suppose we pulled the acute care side
out and consider, as I suggested in my question, an expansion of
the DRG system to encompass a variety of providers, including
home health for acute care, and SNF and a variety of other things?
And then look at some other form of a capitation payment for
using your functional approach. Would you encourage us to move
in that direction? We won't try to use the medical model to cover
all forms of long-term care, but at least we can cover some of the
providers that are in those long-term care systems with a prospec-
tive payment system. Think of that same kind of an approach as
used in a capitation system for the other needs that bring people
into the long-term care system. Would you encourage that ap-
proach?

Ms. LiVENGOOD. I would encourage it. We did some analysis and
developed some cost for the medicaid 2176 waiver in New Jersey
where we described a caseload of 100 patients over the age of 65; it
listed how many would be age 65, 75, 84 and, how many would be
85 and over. We described the intensity of services that they would
receive based on functional status, what numbers would go to nurs-
ing homes what numbers would need intensive nursing care and
how many others would need minimal help. And through that tar-
geting of sample population of 100, we did come up with some costs
that could be used for a capitation or prospective rate for home
health. I will be glad to share that information.

Senator DURENBERGER. That would be helpful to us.
[The information from Ms. Livengood and Cushman follows:]
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HOME HEALTH AGENCY ASSEMBLY OF NEW JERSEY, INC.
760 Alexander Road CN-1 * Princeton, New Jersey 08540

Center for liealth Affairs
(609) ,52M9280

Senate Finance Health Subcommittee Hearings

on Long Term Care - November 14, 1983

Question from Senator Durenberger

Do you think states can effectively manage a capitation payment program
for acute and long-term services?

The State Health Department in New Jersey has had the responsibility of
developing and implementing the DRG Reimbursement System for hospitals.
Although it is not a capitation payment program, it could serve as an
example of state management of a reimbursement system.

As a close observe of the four years of this effort, I would like to
make the following comments:

1. The state set up a division of Health Economics which was composed
of staff with a wide range of expertise and abilities. This group
had to negotiate the development with HCFA, the fiscal intermediaries,
the hospitals, all third party payors (both public and private) and
the legislature.

2. As the plan was implemented incrementally, each phase and each year
brought new problems tobe resolved. Many of these ended in
litigation and resolution by the courts as no one group had the
power to make an unchallenged decision. If this scenario were re-
peated in each state, there would be, of course, 50 different
programs.

3. If the states were to implement a federal program, local political
and Judicial power would be reduced and a standard capitation system
would be more possible.

4. These comments would suggest a program managed by a combination of
federal and state authorities might work best. The administration
of the Medicaid program could serve as a model, both for its
strengths and weaknesses.

5. I would conclude, therefore, that a federal capitation system could
not be administered equitably by a state alone.

,d
Winifrd S. Livengood
Executive Director

12/14/83
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NATIONAL ASSOCIATION FO=OE CARE %

529C STREET. N.E.. STANTON PARK
WASHINGTON. D.C. 20002
(202) 547-7424

January 16, 1984

Senator David Durenberger
Room 372
Russell Senate Office-B u414mil__
Washington, D.C. 20510

Dear Senator Durenberger:

I want to thank you for the opportunity to testify at your November 14, 1983
hearing.

The following are my responses to the three follow-up questions con-
tained in your December 7, 1983 letter:

Question 1:
Your testimony quite correctly points out that we face some major

problems with the Medicare trust fund and also that home health care outlays
under Medicare have increased significantly over the past three years.
What approaches do you recommend we consider to try to control increasing
home health care outlays which at the same time will assure our elderly
the benefits they deserve? Is prospective payment foe home health care
the answer?

Answer 1:

Home care outlays have risen under Medicare, but they still comprise
a very small part of the overall Medicare budget -- approximately 2.4 per
cent ($1.2 billion) of the overall fiscal year 1982 Medicare budget of
nearly $50 billion. Three reasons account for most of this growth. One
is the growth in the availability of home care. Between the end of 1980
and end of 1983 the bumber of Medicare-certified home health agencies grew
from 2,967 to 4,202. This was caused, in large part, by a change in the
Omnibus Budget Reconciliation Act of 1980 which made it easier for free-
standing proprietary agencies to receive Medicare certification and the

Ill iVkt 1 %,.11 , I " \ll Ih I .'1 II N,I 11 ,I %.l 1,, S r ,q O V -.1 %I'p R W! l i., III \1 lip \k 01 q ,! \1 1 '.. ''. tl~ 'cI
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move by hospitals, and to a lesser extent nursing homes, to vertically
integrate home care and other non-Inpatient health care services into
their organizational scheme.

Second is the growth of our elderly population and the increasing
percentage of the over 65 population that is over 85. A recent U.S. Bureau
of the Census report shows that from 1960-1982 the elderly (over 65 years
old) population grew twice as fast as the rest of the population and the
over 85 years of age group grew at an even greater rate. The report also
finds elderly population has more health problems, and more chronic health
problems, than the rest of the population.

Third is the growth of technology which now enables more procedures
to be performed at home that previously were exclusively done in an insti-
tutional setting. This is particularly true of dialysis treatment, respir-
atory care, insulin therapy, chemotherapy, and parenteral and enteral
nutrition.

All of these trends are expected to continue. And it is in response
to these trends that home care costs, in terms of aggregate Medicare outlays,
have increased. Unlike the growth in institutional health care outlays
home health outlays have not increased due to overutilization. In fact,
HCFA has advised thefiTiiil Association for Home Care (NAHC) that its most
recent post-payment reviews show only a 2.5 percent rate of overutilization.

The current home health benefit is a very limited benefit so it would
not be sensible to control costs by further limiting the already limited
benefit. The law requires that the beneficiary must be homebound and must
receive advance and ongoing certification by the beneficiary's own physician
of the medical necessity and reasonable home care (i.e., the need for inter-
mittent skilled nursing care, physical or speech therapy) pursuant to the
physician's plan of care. If the beneficiary qualifies, he is entitled only
to coverage of limited services: intermittent skilled nursing care; physical,
speech or occupational therapy; medical social services (under a physician's
direction); intermittent home health aide services; and certain medical sup-
plies and appliances.

It is because of this limited benefit that approximately only 3.4 percent
of all Medicare enrollees receive Medicare home health benefits and the
average Medicare home health beneficiary receives only 26 home health visits
a year.

In-short, Senator, I suggest that the Medicare home health benefit is
a small, controlled part of the overall Medicare budget. Efforts to deal
with the Medicare trust fund problem should not be directed at limiting home
care, but at dealing with the acknowledged reason for rising Medicare costs --
institutional costs. The new DRG system aims at rectifying this problem,
but it will be some time before we know the results of this experiment.
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One thing is clear -- people are getting older and sicker. This
trend will, de facto, create a growth of Medicare expenditures unless
there is a cut in benefit levels and/or an increase in the revenue base.
This view has been repeated by the Congressional Budget Office, the most
recent report of the Social Security Trust Fund, and the President's Ad-
visory Council on Social Security. We would suggest that if Medicare ex-
penditures are to be made it Is ire fiscally prudent that, medical condi-
tions permitting, they be made in the home care and non-institutional care
sector rather than the generally more costly institutional sector.

As to whether prospective payment (or any other alternative reimburse-
ment system) is "the answer* for home care depends on the question. I have
noted above that home care costs, while they have Increased in the aggregate,
are not out of control. I do not believe a new payment system will deal with
the causes of rising aggregate home care expenditures (i.e., increased numbers
of elderly, increased availability of home care, and increased technologies
for use at home). A new payment system might yield a more consistent and pre-
dictable basis for rendering care and, If properly designed, that would help
home care beneficiaries, providers, and the government.

But let me caution that any precipitous move to impose a prospective-
type payment system on home care would be unwise. In fact, the NAHC Government
Affairs Committee adopted the following position-on this issue last February:

1. Demonstration projects involving several different kinds and
sizes of home health agencies in different parts of the country
should be conducted and evaluated before any prospective reimburse-
ment system Is put into place for home health agencies.

2. Any prospective reimbursement system which is selected should
be scientifically valid.

3. Any proposed prospective reimbursement model should be independ-
ently evaluated by experts in the academic or professional community.

Our rationale is that at the present time insufficient data exists to
determine the predictors of the cost of home health care. We also feel that
until the impact of the Medicare hospital ORG system can be properly assessed,
we cannot reasonably project the impact on the need for and cost of home care
or any other type of health care. Since the DRG system is being phased in
over four years, it will be at least several years before we have any statis-
tically valid and reliable preliminary data. We also have the Medicare hospice
benefit experiment in progress, the results of which will not be known until
1986. These variables must be determined before any alternative reimbursement
system can be fairly considered for home care, nursing home care, or any other
form of health care.
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HCFA itself has recognized the inadequacy of data. In January 1984
HHS planned to send to Congress a report entitled "Alternative Reimbursement
Methodologies for Home Health Under Federal Programs.' The report was pre-

--pared pursuant to the Hatch amendments to the Orphan Drug Act (P.L. 97-414)
mandate to "compile and analyze the results of significant studies carried
out by any public or private entity, group, or individual, relating to
current and alternative reimbursement methodologies for home health services"
and any "recommendations with respect to such reimbursement methodologies'
as HHS might have.

The final draft of the report concluded that the current state of the
art on home health is about where HHS was ten years ago with hospitals - namely,
the first stage of developing a meaningful data base to evaluate the possible
use of alternative reimbursement methodologies.

In addition, also pursuant to P.L. 97-414, HHS awarded a grant in December
1983 to Abt Associates for a five year demonstration project to test alterna-
tive reimbursement methodologies for home health agencies which may include,
but need not be limited to, fee schedules, prospective reimbursement and capi-
tation payments. While P.L. 97-414 requires HHS report to Congress by January
1, 1985, the full term of the demonstration project is five years. The schedule
calls for sixteen months to develop the projects, three years of operation and
eight months of wind down. This means, under the best of circumstances, the
projects won't be operational until May 1985. An evaluation grant for review
of the Abt work will be solicited sometime in 1985 or 1986.

At the November 14, 1983 hearing you were supportive of HCFA's position
that proposed legislation to expand home care should not be passed until the
necessary statistically valid and reliable results of pending research is com-
pleted. HCFA estimated usable research results on the chanelling research
and 2176 waiver programs would not be available for at least two years. Surely
the same logic could and should be applied to the consideration of a possible
generic revision of the methodology for reimbursing home care.

Question 2:

Do you see Medicare home health care outlays increasing at an even higher
rate as a result of DRG's?

Answer 2:

We do not know. Again, we must watch and track the situation and see the
results of the various reports on the DRG system's impact which Congress man-
dated of HHS.

We expect that DRGs will increase the number of persons being discharged
earlier than present and the number in need of post-hospital skilled care.
We expect this will increase the potential number of persons needing and seeking
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home care, including Medicare-covered home care. However, as I've noted,
the current Medicare home health benefit is a very limited one and its
utilization Is also affected by claims processing decisions of fiscal inter-
mediaries.

Question 3:

Could you briefly describe some of the problems you have with the
structure of community nursing centers under S. 410?

Answer 3:

While we support the basic S. 410 concept of a prospective payment system
for nursing services (including health prevention, promotion and maintenance
services), we feel the bill cannot effectively achieve this goal.

Among our specific concerns are:

(1) It is unclear how this system will mesh with Medicare. Medicaid
and Title XX programs.

(2) Since reimbursement has not been available for health prevention,
promotion, and maintenance, this proposal may increase costs.

(3) The composition of the independent review panel is too general
and may be too restrictive to get necessary participation.

(4) Review of nursing care plans by an independent review committee
can be cumbersome and service could be delayed if there is a large
number of patients. The way the proposal is worded it appears that
the review committee is the Fiscal Intermediary even though this fact
is denied. We are concerned that decisions on care would not be made
by the care giver but the review committee and would compound problems
as has been shown by PSROs.

(5) The payment mechanism is very confusing and could lead to a major
disruption in the community health care system. Why can't the current
system be reformed rather than imposing another health care entity?
The proposal is amending the Medicare Act and says nothing of removing
the 'reasonable and necessary* exclusion which would disallow preventive
type medical and nursing procedures.

I hope these responses are helpful to your efforts. Please feel free to
contact me or the National Association for Home Care if we may be of further
assistance.

Sincerely,

Margaret J. Cusnman. Chairman
NAHC Government Affairs Committee
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COST PROJECTIONS

FOR THE

COMMUNITY CARE (2176) MEDICAID WAIVER (1983)

The estimate of service costs per person on long term home care is based
on a projection of nursing and home health aidt service use across a hypo-

thetical population of 100 persons. In this model, patients are defined by
the services we estimate they would use, rather than being assigned by other
discriminating variables. This estimate has been made by community health
nurses based on their experience in home health agencies. Research to sub-

stantiate the characteristics of chronically ill patients and the variables
that would predict service use is not in the literature. The Home Health

Agency Assembly has begun planning to perform this research and would wel-

come discussions with the Senate Finance Committee regarding this project.

The following tables describe the projected service use and attached costs.
Based on our experienced estimates, patients fall into the following service
categories:

Respite

Daily
Forty hours per week
Half-day service two or three days per week

Daily half-day service
Once a week half-day service

The number of service hours for each of the six categories is calculated and

then divided by an eight hour shift to reveal the number of home health aide
shifts necessary. No attempt is made to discriminate between homemaker and
home health aide time because of our impression that all individuals will

require some physical assistance with acitivites of daily living and will
therefore require a home health aide. In addition, the hourly cost for
homemaker and home health aide are very close.
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The final computation of per-person cost is then derived as follows:

Multidimensional health assessment: Prior to the initiation of service,

the individual will receive a thorough home visit assessment by the community

health nurse.

Home health aide: The number of total shifts per person per month is

multiplied by the average going rate in the state to reveal a cost of $65.31

per shift.

Nursing supervision: It is estimated that the chronically ill Indiv-

idual will require an average of nine nursing supervision visits per year,

a visit every six weeks. Some people will not need as many visits and some

may require them on a monthly basis.

Social worker: We anticipate two visits per year per patient. For

some individuals this will include a social work assessment visit.

Medical supplies: Supplies include bed pads, syringes, Foley catheters,

Fleets enemas, etc.

Twenty percent co-payument by patient and family: The Community Care

Waiver requires a cost-sharing factor by the patient. Our estimation is

based on a 20% cost-sharing by patients toward their nurisng home costs as

reported in the GAO Report "Costly Implications of Entering a Nursing Home

(1977)."
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PROPOSED WAIVER PROGRAM COSTS PER INDIVIDUAL RECIPIENT

SERVICE

Home Health Aide

Nursing Supervision

Social Worker

*Eligibility Assessment

Medical Supplies

Less 20% Co-Payment of

$194.00

VISITS/MONTH

14.17 (shifts)

.75 (9/year)

.17 (2/year)

CHARGE/VISIT

$65.31

$35.00

$58.00

$35.00

AVERAGE MONTHLY
PER PERSON CHARGE

$925.00

26.00

10.00

3.00

8.00
$972.00
-194.00

$778.00

Annual budget for home care case load of 100 -- $933,600 (778 x 100

Annual budget for nursing home case load of 100 -- $1407,600 (1173 x 100

Net savings $474,000

*Eligibility assessment costs assumes an average six months length of stay

in the community care program.

x

x

12)

12)



No. of Cases

2

2

25

40

15

16

PROJECTED SERVICE USAGE

ESTIMATES BASED ON 100 CASES

Shifts Per Day Shifts Per Week

3 21 42

1 7 14

1 5 125

- 100

Type of Service

Respite

Daily Sun-Sun.

Daily Moh-Fri.

Half day service
20 Patients B.I.W.

8 hrs.
20 Patients T.I.W.

12 hrs.

Half day service
Five days per week

Ilal f day
Once Weekly

i

38

8

Shifts Per Month

182

61

542

433

165

35

TI4T§ Total Shifts Per Month

computation of shifts per week --

per nnth - 5 days per week -

shifts per day X number of days X numbers of cases

4 weeks per month 71 aiies

15

CA
0>

Formula for

1418 shifts
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Senator DURENBERGER. Would any of the others of you care to
make any additional comments?

Mr. SMITH. Well, I don't think we are yet at the point of having
the data base for a home health prospective pricing system that ex-
isted for hospitals. But, I think a lot can be done to reach that
point swiftly if interested parties so desire.

One of the risks-I guess you can view this as a comment from
the proprietary sector-of using a capitation payment is that pro-
viders may be inclined to provide less than the necessary amount
of services. That's something to be aware of and to try and deal
with.

One of the risks, on the other hand, of a payment system that is
based on time or duration of services is, of course, overutilization
where people try to provide too many services.

It seems that with case management and assessment you can
help control that overutilization because these imply almost a form
of utilization review.

MS. CUSHMAN. The National Association for Home Care has gone
on record as supporting the prospective reimbursement system for
home health care. However, on Ms. Livengood's comments, based
upon a valid, reliable data base, which as Mr. Smith said we do not
believe is really available, any prospective reimbursement system
which is based specifically on DRG's as previously commented is
not sufficient to provide the kinds of data needed for home health
care reimbursement.

Senator DURENBERGER. Well, thank you all very much. I have
some other questions myself, and maybe other members of the
committee who are authors or cosponsors of this legislation might
have some, and we will submit those to you in writing.

[The questions and answers follow:]
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NATIONAL ASSOCIATION FOR HOME CA RE T
S19 C STREET. N. E.. STAbMPN PAMJ -
WASHINGTON. D.C. 20002
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January 16, 1984

Senator David Durenberger
Room 372
Russell Senate Office Building
Washington, D.C. 20510

Dear Senator Durenberger:

I want to. thahk you for the opportunity to testify at your November k 4, 1983
hearing.

The following are my responses to the three follow-up questions con-
tained in your December 7, 1983 letter:

Question 1:

Your testimony quite correctly points out that we face some major
problems with the Medicare trust fund and also that home health care outlays
under Medicare have increased significantly over the past three years.
What approaches do you recommend we consider to try to control increasing
home health care outlays which at the same time will assure our elderly
the benefits they deserve? Is prospective payment for home health care
the answer?

Answer 1:

Home care outlays have risen under Medicare, but they still comprise
a very small part of the overall Medicare budget -- approximately 2.4 per
cent (S1.2 billion) of the overall fiscal year 1982 Medicare budget of
nearly $50 billion. Three reasons account for most of this growth. One
is the growth in the availability of home care. Between the end of 1980
and end of 1983 the bumber of Medicare-certified home health agencies grew
from 2,967 to 4.202. This was caused, in large part, by a change in the
Omn bus-Budget Reconc~l-at4onAt-4 wh c h4umd eas4er%-for..freL
standing proprietary agencies to receive Medicare certification and the
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move by hospitals, and to a lesser extent nursing homes, to vertically
integrate home care and other non-inpatient health care services into
their organizational scheme.

Second is the growth of our elderly population and the increasing
percentage of the over 65 population that is over 85. A recent U.S. Bureau
of the Census report shows that from 1960-1982 the elderly (over 65 years
old) population grew twice as fast as the rest of the population and the
over 85 years of age group grew at an even greater rate. The report also
finds elderly population has more health problems, and more chronic health
problems, than the rest of the population.

Third is the growth of technology which now enables more procedures
to be performed at home that previously were exclusively done in an insti-
tutional setting. This is particularly true of dialysis treatment, respir-
atory care, insulin therapy, chemotherapy, and parenteral and enteral
nutrition.

All of these trends are expected to continue. And it is in response
to these trends th't home care costs, in terms of aggregate Medicare outlays,
have increased. Unlike the growth in institutional health care outlays
home health outlays have not increased due to overutilization. In fact,
HCFA has advised the National Association for Home Care (NAHC) that its most
recent post-payment reviews show only a 2.5 percent rate of overutilization.

The current home health benefit is a very limited benefit so it would
not be sensible to control costs by further limiting the already limited
benefit. The law requires that the beneficiary must be homebound and must
receive advance and ongoing certification by the beneficiary's own physician
of the medical necessity and reasonable home care (i.e., the need for inter-
mittent skilled nursing care, physical or speech therapy) pursuant to the
physician's plan of care. If the beneficiary qualifies, he is entitled only
to coverage of limited services: intermittent skilled nursing care; physical,
speech or occupational therapy; medical social services (under a physician's
direction); intermittent home health aide services; and certain medical sup-
plies and appliances.

It is because of this li,.ited benefit that approximately only 3.4 percent
of all Medicare enrollees receive Medicare home health benefits and the
average Medicare home health beneficiary receives only 26 home health visits
a year.

In short, Senator, I suggest that the Medicare home health benefit is
a small. controlled part of the overall Medicare budget. Efforts to deal
with the Medicare trust- ?iJWproblem-'sho4d",ot be directed at limiting home
care, but at dealing with the acknowledged reason for rising Medicare costs --
institutional costs. The new ORG system aims at rectifying this problem,
but it M++l t t-4me before we know the result_ of this experiment.
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One thing is clear -- people are getting older and sicker. This
trend will, de facto, create a growth of Medicare expenditures unless
there is a cut in benefit levels and/or an increase in the revenue base.
This view has been repeated by the Congressional Budget Office, the most
recent report of the Social Security Trust Fund, and the President's Ad-
visory Council on Social Security. We would suggest that if Medicare ex-
penditures are to be made it is more fiscally prudent that, medical condi-
tions permitting, they be made in the home care and non-institutional care
sector rather than the generally more costly institutional sector.

As to whether prospective payment (or any other alternative reimburse-
ment system) is "the answer" for home care depends on the question. I have
noted above that home care costs, while they have increased in the aggregate,
are not out of control. I do not believe a new payment system will deal with
the causes of rising aggregate home care expenditures (i.e., Increased numbers
of elderly, increased-availability'of home care, and increased technologies
for use at home). A new payment system might yield a more consistent and pre-
dictable basis for rendering care and, if properly designed, that would help
home care beneficar.ies, providers, and the government.

But let me caution that any precipitous move to impose a prospective-
type payment system on home care would be unwise. In fact, the NAHC Government
Affairs Committee adopted the following position on this issue last February:

1. Demonstration projects involving several different kinds and
sizes of home health agencies in different parts of the country
should be conducted and evaluated before any prospective reimburse-
ment system is put into place for home health agencies.

2. Any prospective reimbursement system which is selected should
be scientifically valid.

3. Any proposed prospective reimbursement model should be independ-
ently evaluated by experts in the academic or professional community.

Our rationale is that at the present time insufficient data exists to
determine the predictors of the cost-of home health care. We also feel that
until the impact of the Medicare hospital DRG system can be properly assessed,
we cannot reasonably project the impact on the need for and cost of home care
or any other type of health care. Since the DRG system is being phased in
over four years, it will be at least several years before ye have any statis-
tically valid and reliable preliminary data. We also have the Medicare hospice
benefit experiment in progress, the results of which will not be known until
1986. These variables must be determined before any alternative reimbursement
System can be fairly considered for home care, nursing home care, or any other
form of health care.
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HCFA itself has recognized the inadequacy of data. In January 1984
HHS planned to send to Congress a report entitled "Alternative Reimbursement
Methodologies for Home Health Under Federal Programs." The report was pre-
pared pursuant to the Hatch amendments to the Orphan Drug Act (P.L. 97-414)
mandate to "compile and analyze the results of significant studies carried
out by any public or private entity, group, or individual, relating to
current and alternative reimbursement methodologies for home health services"
and any "recommendations with respect to such reimbursement methodologies"
as HHS might have.

The final draft of the report concluded that the current state of the
art on home health is about where HHS was ten years ago with hospitals - namely,
the first stage of developing a meaningful data base to evaluate the possible
use of alternative reimbursement methodologies.

In addition, also pursuant to P.L. 97-414, HHS awarded a grant in December
1983 to Abt Associates for a five year demonstration project to test alterna-
tive reimbursement methodologies for home health agencies which may include,
but need not be limited to, fee schedules, prospective reimbursement and capi-
tation payments. While P.L. 97-414 requires HHS report to Congress by January
1, 1985, the full term of the demonstration project is five years. The schedule
calls for sixteen months to develop the projects, three years of operation and
eight months of wfnd down. This means, under the best of circumstances, the
projects won't be operational until May 1985. An evaluation grant for review
of the Abt work will be solicited sometime in 1985 or 1986.

At the November 14, 1983 hearing you were supportive of HCFA's position
that proposed legislation to expand home care should not be passed until the
necessary statistically valid and reliable results of pending research is com-
pleted. HCFA estimated usable research results on the chanelling research
and 2176 waiver programs would not be available for at least two years. Surely
the same logic could and should be applied to the consideration of a possible
generic revision of the methodology for reimbursing home care.

Question 2:

Do you see Medicare home health care outlays increasing at an even higher
rate as a result of DRG's?

Answer 2:

We do not know. Again, we must watch and track the situation and see the
results of the various reports on the ORG system's impact which Congress man-
dated of HHS.

We expect that DRGs will increase the number of persons being discharged
earlier than present and the number in need of post-hospital skilled care.
We expect this will increase the potential number of persons needing and seeking
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home care, including Medicare-covered home care. However, as I've noted,
the current Medicare home health benefit is a very limited one and its
utilization is also affected by claims processing decisions of fiscal inter-
mediaries.

Question 3:

Could-you briefly describe some of the problems you have with the
structure of community nursing centers under S. 410?

Answer 3:

While we support the basic S. 410 concept of a prospective payment system
for nursing services (includinghealth prevention, promotion and maintenance
services), we feel the bill cannot.effectively achieve this goal.

Among our specific concerns are:

(1) It is unclear how this system will Mesh with Medicare, Medicaid
and Title XX programs.

(2) Since reimbursement has not been available for health prevention,
promotion, and maintenance, this proposal may increase costs.

(3) The composition of the independent review panel is too general
and may be too restrictivE to get necessary participation.

(4) Review of nursing care plans by an independent review committee
can be cumbersome and service could be delayed if there is a large
number of patients. The way the proposal is worded it appears that
the review committee is the Fiscal Intermediary even though this-fact
is denied. We are concerned that decisions on care would not be made
by the care giver but the review committee and would compound problems
as has been shown by PSROs.

(5) The payment mechanism is very confusing and could lead to a major
disruption in the community health care system. Why can't the current
system be reformed rather than imposing another health care entity?
The proposal is amending the Medicare Act and says nothing of removing
the "reasonable and necessary" exclusion which would disallow preventive
type medical and nursing procedures.

I hope these responses are helpful to your efforts. Please feel free to
contact me or the National Association for Home Care if we may be of further
assistance.

Sincerely,

Margaret J. CushmanA Chairman
NAHC Government Rffairs Committee
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Question 1: In your testimony, you state that savings from use
of homecare services can be achieved through better
targeting on those who would otherwise be institution-
alized. The big question is how can this targeting
be accomplished? How do we really know who would be
institutionalized?

Response 1:

General agreement appears to exist that targeting

can achieve cost-savings. In addressing this issue, a 1982 GAO

report star-A that it is the "belief (of HHS) that targeting

services to people who can be served the most cost-effectively

in the community is the most cirtical issue in the expansion of

home health care services." This same report concluded that

"cost may be constrained if...a specific population is targeted

to receive services."

Four specific populations already exist that could

be used as target groups. Three of these consist of individuals

in institutional settings, while the fourth group is composed of

certain persons still living in their homes.

In order to maximize cost-savings, it is important

to focus on easily definable groups that have been objectively

selected as requiring the medical-social services found in

institutions. Once these target groups are defined, then

assessment techniques can determine which individuals within

these groups should, for medical and economic reasons, receive

home care, rather than institutional care.

20-0 0-84-3
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Three such groups can be identified:

1. individuals in hospitals awaiting discharge to

their homes.

2. individuals in hospitals awaiting discharge to

nursing homes.

3. individuals in nursing homes who can be cared

for at home.

These groups are target groups because they are receiving

institutional services. There is no question as to their actual

need or to their willingness to use the institutional setting.

The task then becomes that of assessment to determine whis-h

individual patients can be treated at home appropriately and

cost-effectively.

For individuals in nursing homes, assessment may be

as practicable as it is for hospital patients, but dealing with

the results may not. The longer a patient is in a nursing home,

the less likely that a supportive home environment remains to

receive him/her. For this population, a post-admission assessment

should be performed shortly after admission, .to assure that home

placement is not possible. We suspect that, as preadmission review

becomes more widespread, the utility of post-admission review will

recede.

The fourth target group is made up of individuals in

the community that would otherwise be institutionalized. A

fairly stringent'definition of this target group is required if

cost-savings are to be achieved. Expanding the target group to

all of those individuals who might someday be institutionalized

-2-
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would not insure cost-savings. However, by looking only at those

who have been certified for nursing home placement, cost-savings

become achievable.

There is no one system that is accepted for defining

this target population; however, several programs do exist that

appear to have been successful in targeting on persons for whom

institutional placement is certain, rather than possible.

One example is the San Francisco On Lok program that

is funded through a Medicare waiver and HCFA Research and Demonstra-

tion Grant. Preliminary analyses of the cost data show that On

Lok has been successful in the provision of cost-effective services--

integrating all necessary medical and social care--by targeting

only those individuals in the community who have actually been

certified as eligible for institutional, skilled or intermediate

care.

Another example is the ACCESS program in Monroe

County, New York, which utilizes a comprehensive evaluation that

considers medical, nursing and psychosocial needs to successfully

divert :edicaid beneficiaries from the nursing home waiting lists

to home settings. Similarly, the widespread use of pre-admission

screening and assessment by state Medicaid programs and the

concentration of efforts to those seeking admission to nursing

homes attest to the benefits of targeting individuals that would

otherwise utilize the institutional health care system.

For those patients who are part of the target

populations within the hospital setting, offering home health

services for post-hospital care has demonstrated cost-savings
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by Blue Cross plans in various programs throughout 10 states.

Even the Medicare and Medicaid programs have reacted to increased

numbers of patients backed-up in hospitals awaiting nursing home

placement through assessments review and screen these individuals

to determine those more suited for home care services.

With respect to hospital patients, HCFA will monitor

admissions for purposes of the new DRG prospective payment system.

It seems plausible to suggest that a screening mechanism could

be built into this system to be used to determine which indiivduals

applying& for hospital admission actually need hospital care and

which ones could be managed at home.

Another aspect of a successful targeting program would

involve more careful supervision by HCFA of peer review organiza-

tions (PRO's) and fiscal intermediaries to see that they press for

the lower-cost alternative where a choice of treatment location

is possible. Furthermore, PROs and intermediaries should be

required to do "cost of care" calculations. HCFA should help to

provide the expertise and funds to carry out these cost calculations.

In short, when defining target groups, don't go

looking for patients. Simply refer to the institutional systems

to which patients have already come. Assess those patients for

home care using medical and economic factors. That is how to

achieve cost-savings.
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Question 2: You say that family and voluntary support must be
encouraged. How can we expand the financing of
home care services and at the same time not
undercut the voluntary involvement of family and
friends?

Response 2:

Avoiding the substitution of paid services for

voluntary services is a significant challenge. Targeting, along

the lines suggested above, is one way to achieve this.

Another way is to emphasize respite care and adult

day care. These are services that aid the voluntary care-giver

as much-as or more than the patient. The coverage of both of

these services should be encouraged in the benefit design of any

successful, cost-effective home health care program. These

services are especially beneficial if they permit the continuation

of employment of the primary care-giver or provide the necessary

reprieve to reduce stress and allow for continued care at home.

For example, if two weeks or 336 hours of respite

care or adult day care were incorporated into the benefit design--

with the ability to spread the hours out over time at the discre-

tion of the care-giver--this could permit the care-giver enough

flexibility to carry out their own obligations as well as plan

for and integrate necessary relief periods. Full-time day care

in congregate arrangements should be available if full-time

employment of the volunteer care-giver is thereby assured.

An example of who might benefit from this is the

all too frequent scenario that follows: An over 65 year-old

woman is living with and caring for her 85 year-old mother.

-5--
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The daughter functions as a full-time voluntary care-giver, but

finds herself requiring assistance from time to time. She might

determine that it is necessary to have respite care only once a

week for a 4-hour period. Or perhaps, two half-days a week of

adult day care would be adequate to enable her to remain in the

essential role as the primary care-giver.

One way to control costs might be to have respite

and adult day care be viewed as a partial alternative to other

home care services. In other words, if a family qualifies for

respite or day care services perhaps they should be disqualified

from receiving the full extent of the other services included in

the home health benefit.

Initially, and in order to receive the greatest cost-

savings, we would suggest that the recipients of respite or adult

day care be limited to individuals in the four target groups - as

defined in the answer to the first question. However, over time,

it may become feasible to broaden this group as cost-data is

collected and analyzed and the other home health services remain

targeted on these persons.

-6-
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Senator DURENBERGER. Thank you very much for being here
today. -

The hearing is adjourned.
[Whereupon, at 2:24 p.m., the hearing was concluded.]
[By direction of the chairman the following communications were

made a part of the hearing record:]
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STATEMENT OF THE AMERICAi ASSOCIATION FOR RESPIRATORY THERAPY

As President of the American Association for Respiratory Therapy,

I am pleased to have this opportunity to share the Association's

views pertaining to home care with the Senate Finance Committee.

We believe that the existing home care legislation does not have

necessary built in cost savings, a fact which ultimately leads

to unnecessarily high expenditures for the Federal government.

The 27,000 respiratory therapy -practitioners the Association re-

presents across the country feel strongly about this issue, and

it is consistently identified as THE priority by our membership

at meetings and in surveys we have conducted.

The concept of home care is surely a sound one. Take care of

the patient in the home and save money that would have been

spent on institutionalizing that patient if the home care would

not be offered. But somewhere in that formula, years ago, things

got tangled up and the result has been an array of programs to

take care of the elderly and the disabled in the home and,

frankly Mr. Chairman, it has been our experience that the right

hand does not know what the left hand is doing.

Our statement concentrates on three areas, and we will briefly

summarize those points for the Committee. First, I want to cite

the reason that respiratory care is not a reimburseable service

under the current statutes. When the original Medicare/Medicaid

legislation was enacted in 1965, respiratory therapy was totally

in its infancy. Ours is a profession that has evolved around



517

new technologies and new discoveries, the development of

mechanical ventilators being the most profound. Regardless,

although our services are covered in the hospital setting, they

are not covered in the home setting.

The AART firmly believes that home care services must be cost

effective. Unfortunately, policymakers did not consider that as

a major consideration when developing the initial legislation,

but today it seems to be the only litmus test under which

decisions are made. To that end, Loma Linda University Medical

Center -in Loma Linda, California conducted its own research

related to respiratory therapy home care in the late 1970*s.

They took a very specific targeted population -- patients who

are over 65 who had a record of prior .hospitalization for chronic

obstructive pulmonary disease. According to the National

Institutes of Health, once an individual is diagnosed accurately

as having COPD , it is a safe assumption that the chronic illness

will lead to acute exacerbations, resulting in hospitalization

to the sum of approximately 18 days per year. The study took

patients with that kind of history and placed them in a home care

program. Over a period of five years we saw dramatic reductions

in their hospital stays, with reductions leveling off in the

fourth and fifth years to around 3.5 days per year. This

translated into speelfic dollar savings well into the hundreds of

thousands of dollars. As a side bar, the Medical Center, until
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this summer, had continued the home care program underwriting the

expenses itself. It has decided it can no longer offer that

service without third party reimbursement, and it is now our

understanding the program had ended because of a lack of

reimbursement.

The Federal government funded a study almost simultaneously with

the Loma Linda study, and we have developed two charts to

illustrate how dramatic the savings are. This study, funded by

the Department of Health and Human Services, took place at the

South Hills Health System Home Health Agency in Pittsburgh,

Pennsylvania, and examined again, a very targeted group of

patients -- those with a record of prior hospitalization for

COPD. At a cost of\approximately $597 per patient per year for

home care, and incidentally the Loma Linda costs ran approxi-

mately $603 per patient pe\r y ar, the South Hills program

reduced the hospital days per year from approximately 13 days per

year to just over four days per year. That comes to a reduction

of nine hospital days per year for a group of patients suffering

from an acute exacerbation of a chronic illness. The cost of

eliminating those days from the nation's heatlh care bill was an

astronomical $600 per patient per year. We would like to

emphasize that the situation we have here is very much like an

old television commercial. You can pay now, or you can pay

later. This very targeted group of patients will be

hospitalized, and you have the option of keeping that to a
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minimum, through respiratory home care, or keep the stay high by

doing nothing. The first chart shows what we are talking about in

pure patient days, and the second chart is the one which I hope

you would pay particular attention to because it translates those

days into dollars. Note that for this small study group the

savings were more-than half a million dollars. Estimates are

that there may be as many as 15 million people suffering from

chronic obstructive pulmnary disease, with two thirds of this

population in advanced stages of COPD. They-are eating away at

the health care dollar. To study this problem any more is to

rack up, more days, more dollars, and that is terribly

discouraging to health care professionals who want to save the

Federal government money, especially in a time when we experience

annual Federal deficits surpassing $200 billion.

This is one segment of respiratory home care where ye can

clearly document savings. There is another area, however, where

the savings are even more dramatic. I am referring to the area

of ventilator dependent individuals. This first came to the

nation's attention when President Reagan mentioned Katie Beckett

during a press conference as an example of hide bound

regulations. At that time, Katie was three years old and had

spent the better part of her life in an Iowa hospital because she

needs a ventilator to breathe. The technology that I mentioned

at the beginning of our statement is quite fascinating, Mr.
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Chairman, and the technology exists for Katie to go home. The

bottom line is that Katie, although hospitalized right now, is

spending most of her life at home, dependent on a ventilator at

night. We did not know if Katie was the exception rather than

the rule. We did not know if it was a phenomenon related to just

young children, or if it crossed the spectrum. We are now very

close to having the answers to those and more questions. Our

Association conducted a nationwide survey to determine the

answers to these questions and although the raw data have yet to

be fully distilled by the statisticians, I believe even-the raw

data will impress you. There are more Katie Becketts out there

than we thought, and they are of all ages. They are in hospitals

across the country waiting to go home, and the primary reason

they are not at home is that their hospital bills are paid for,

and their home care is not.

The economics involved are almost mind boggling. A conservative

estimate for the cost of hospital care that involves ventilatory

support runs, on the average, $1,000 per day. If a child is on a

ventilator for one year, and that is certainly not an

unreasonable length of time for many situations, the cost can be

upwards of $400,000 annuallly, per patient. Let us assume that

home care, and these numbers are the numbers our survey

indicate, costs approximately $1,000 per month. That is a
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savings of clearly more.than $350,000 per patient, per year. How

many of these individuals are there?

A study we ran across in Pennsylvania indicated that there were

at least 279 children in this situation, and a minimum of 57 could

go home at the time the survey was conducted. That study,

conducted by the Pennsylvania Department of Health, clearly

acknowledges the potential savings in this area. Taking just

those children, it translates to nearly $20 million in health

care costs for keeping those Katie Becketts in the hospital. And

we have identified at least 60 ventilator dependent individuals

in New Jersey who are medically able to go home. In Minnesota,

the Chairman's home state, we were able to identify at least 24,

with another 23 in Connecticut. Kansas has 14.

The numbers are dramatic, but there are certainly problems

involved in this type of care. First, some families are very

reluctant to bring their children home on a ventilator. They are

fearful they will do something wrong and accidentally harm

their child. Yes, there is that risk, just as there is risk in

hospital care. But our survey asked the specific question to

identify those who are MEDICALLY able to go home. Yes, there are

certain social considerations to be made. In fact, we had hoped

to have Julie Beckett, Katie's mother, Join us in making a formal
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statement to the committee. But Katie is back in the hospital

and Julie is devoted full time to her child at this time. In the

event that addtional hearings are scheduled and you feel it

appropriate, I think you will find her perspective most

rewarding.

The facts are, for once, clear and simple. Respiratory home

care for specific, targeted groups, is tremendously cost

effective. To rely on the waiver process to deal with these

cases, and we have learned recently that the Katie Beckett Task

Force is scheduled to go out of business on December 31st of this

year, is simply foolish. Federally funded studies show that

savings can be achieved. Now is the time.

The Association wants to emphasize another point. The AART has

run into quite a bit of frustration about certain aspects of home

care that are covered under the current statutes. As you know,

durable medical equipment is a reimburseable home care item, and

respiratory related equipment accounts for a full 60% of that DME

benefit. The system is being ripped off, and we are a little

frustrated in our efforts to remedy the problem. The largest

component of that 601 figure is attributable to Federal payments

for oxygen and related equipment. It is being abused because

there is simply no professional component involved to monitor its

appropriate use. The supplier has a strong financial vested

interest in maximizing utilization. For example, using current
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oxygen costs, if only 500,000 oxygen patients were to receive

continuous oxygen, the increased cost would be $290 million more

than if only nocturnal oxygen were used in these patients.

- More than four years ago HCFA proposed regulations, which would,

if implemented, go a long way to correcting this major problem.

But those regulations have never seen the light of day. There

is a very simple test, a blood gas analysis, that is an excellent

indicator of the need for supplementary oxygen in the home. We

believe that is reasonable for the Federal government, if it is

paying the bill, to require a blood gas at least once every six

months, simply to assure appropriateness. We cannot understand a

program which encourages maximizing utilization. As a matter of

fact, the fact that respiratory therapy personnel are not

reimbursed under the current Medicare statutes seems to

exacerbate the problem. In many cases, truck drivers set up

equipment and instruct patients in the use of oxygen, a

potentially fatal drug if misused. There is little wonder the

problems exist. Just as with certain targeted groups of

patients, the present system encourages the maximum cost and

maximum utilization. Our approach would be to reverse that.

We do know that there are at least three home care bills facing

the Committee, and the Association would like to comment on S.

1614, S. 1301, and S. 1244. S. 1614 basically deals with

benefits already available under the Medicare and Medicaid
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programs, and for that reason our Association believes it_ falls

short of including what could be major financial incentives to

the States and providers. Likewise, S. 1244 does not include

respiratory therapy as a mentioned service. S. 1301 seems to be a

worthy bill, and we support it.

One last comment. For the past several years we have been trying

to prove cost effectiveness of respiratory home care. We have

done that. We have done it with our own money, and it has been

done with Federal grants. There is a great deal of frustration

within our profession, becase we clearly see the cost effect-

iveness that can save the Federal government millions and mil-

lions of dollars. There are times we want the same scrutiny

that is applied-to us and other new benefits also applied to

existing benefits. Years ago, home care was, by definition,

cheaper than institutionalization. Not necessarily so today.

For some reason, because older, more established services are

firmly entrenched,* they are not subject to important cost

effective scrutiny. We are passing the test, and we think we are

passing it extremely well. Now is the time for the Committee to

act if it wants to save money and help people.

Thank you.
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My nme is John Beard. I am the President of the American Federation of

Ione Health Agencies. I am also President of Alabama Hwe Health Care, Inc.,

a how health agency in Biminghmn, Alabama. I am very leased to have the

opportunity to present testimony before the Senate Fiananoe Subcxmittee on

Health, as members of this subominttee lock towards solutions to the long

term care problem now facing our Nation. Within this context, AFtrA wishes to

emphasize the vital role hom health has to play as we rome to grips

with the spiralling cost of health care. We believe that ham health care

offers a humane alternative to institutionalization, both in term of cost-

effectiveness and from the perspective of the well-being of elderly or disabled

Americans %,h- prefer to remain in their haws, with dignity and incdepen mne,

as long as possible.

AFHHA is a national trade association representing nonprofit and proprietary

small business ham health agencies across the United States. It represents

a greater percentage of the small business sector than any other national

organization representing the home health industry.

DESCRIPTION OF CUIREr ENVItWET FOR PROVIDING HOW CARE

I believe it is important for the mmrers of the Health Subimttee to obtain

a perspective on the current envro im under which hume care is provided. This

information will provide a frame of reference for considering the recomndations

AFHHA will present today for your consideration.
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1. The Medicare provisions including the home health care portion

of Medicare enacted in 1965 were designed to deal with a set of

circumstances then facing the elderly that have changed dramatically.

In 1965, America's elderly were faced with potential financial

disaster caused by their inability to meet the growing-costs of

acute illnesses. Medicare was, and still is, designed to meet the

costs of acute illness of relatively short duration. Thus, the

Medicare model focused on institutional care--hospital and nursing

home. Home health under Medicare, was envisioned as an extension

of hospital and nursing home care. It was designed to reimburse

for skilled care, of relatively short duration, on a part-time

and intermittent basis, to patients who are homebound. The

thinking of the Medicare planners was that home health care would

enable patients to be discharged earlier, mostly from hospitals,

and would be provided as an extension of hospital or skilled

nursing home care care only until the patient recovered from the

acute phase of his or her illness.

Overall, Medicare has succeeded remarkably well. By and large

the elderly have a significant share of the costs of acute care

paid for by Medicare although there are still some important areas

that remain uncovered. But, since Medicare was enacted, the

composition and the health needs of the elderly have changed

extensively. Medicare has remained the same and this constitutes

the essence of the problem.
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Today, the over 65 population represents probably the fastest

growing age cohort in the country. For example, between 1900 and

1980, the population of the US tripled, but the number 65 and

over increased eight times. From 1970 to 1980, those 75 and over--

those who are ill most often--increased by more than 370.

Demographers tell us that by the year 2030, 50 years from now,

the over 65 age group will number 55 million, or 1/4 of our

population.

And, while the number of elderly have increased and will be

increasing dramatically, their health care problems have changed

in a dramatic way. They are still susceptible to acute illness

episodes. But, as a result of the exciting developments in medical

technologies over the past two decades and the ability to obtain

access to these technological advances at little or no out-of-

pocket costs, mainly due to Medicare, most elderly live for many

years after the onset of an acute illness. Today, of those 26

million who are over 65, almost 40% experience one or more chronic

physical or mental handicaps. More people die now of chronic

diseases; but, as I have indicated Medicare is principally oriented

to the reimbursement of acute illnesses. It does not pay for

- custodial care, which is the type of care most chronically ill

patients require. And, it is not geared toward maintaining people

at home, which is where practically all chronically ill people wish

to be.
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2. At the sam tine that our aged population is undergoing this increase

in nuwters and change in age opposition, and experiencing an increase in

incidence of chronic impairments, the support system in our society has

changed drastically. This latter results from a major change in the nature

of the American family. Today's elderly grew up in the depression and, of

necessity, had fewer children. 7his has resulted in fewer offspring to care for

them at the very time that they are living longer and experiencing severe

chronic inpediments that require supportive services, but which need not be

at the level of intensity normally provided in an institutinal setting.

Additionally, eoruroic changes over the past 10 to 15 years have resulted

in more and more wives working, further reducing the ability of families to

care for their elderly meffbers. The extensive inflation experienced over the

past decade has also resulted in families occupying smaller homes and apartments

making it more difficult to take in elderly family meaters. The result of all

of this has been that a large proportion of the elderly with chronic conditions

could be maintained out of institutions if adequate support systems were available,

but ecoornmic and social factors ironically reduce the availability of such system.

3. The Conressional Bxget Office projects that the Medicare trust fund will be

depleted by 1989, with a potential $300 billion deficit looming by 1995. The annual

report of the trustees of the Medicare Trust Fund indicates depletion by 1996.

According to the CB0, the principal reason for the extremely shaky financial position

of the Trust FUnd is the continuous increase in hospital costs. The dilemma faced

by the government in dealing with this situation can best be underscored by the

fact that hospital benefits ocaprise the bulk of Medicare outlays. For 1983, the

Health Care Financing Administration estimates Medicare payments to hospitals will
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be $37.4 billion out of a total Medicare outlay of $56.8 billion, or 66% of

total Medicare outlays. Medicare expenditures for hospital services have

increased anually 19.2% from 1979-1982. While this points up the need to

control hospital expenditures it also points up the institutional bias of

Medicare. By way of contrast, expenditures of home health agencies in 1983

are estimated to be $1.3 billion or 2% of total outlays. Since home health

care can be provided at lower cost than expensive hospitalization, clearly

it is the goyerrvent's advantage to encourage the use of home health services.

4. HCIA, perhaps reflecting the institutional bias that permeates the Medicare

program, rather than encouraging the use of howe health services under the present

limited benefit has taken various actions to restrict even further this valuable

service. For instance, we have found that a number of physicians still are not

familiar with the potential of hoae health care. one way to get physicians

knrledgable about what hom health services can do is to get them active in

hoe health agency operations by serving on home health agency boards of directors.

Yet, HCFA has issued a regulation that bars any physician who is an officer or

director of a hoe health agency from certifying to the agency on whose board

he serves as an officer or director any of his patients for ham health services.

This discourages physicians from serving as directors or officers of how health

agencies. I alluded to the requiruient that home health services can only be

furnished on a part-time or intermittent basis. HCFA has established an extremely

narrow definition for "intermittent" so that except for short periods of timE

(To-to-te weks) daily skilled nursing or hoe health aide visits are precluded.

I will discuss the implications of this position a little later. And, HKY takes

an extremely nar position when determining the coverage of services under

Medicare's hoe health benefit. As a result, tens of thousands of visits to

furnish needed skilled nursing, physical therapy and other have health services
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are denied each year. The extremely conservative 13FA approach to covering hoae

health services is well illustrated by the fact that moet cases that are appealed

to aftinistrative law Judges of the Social Security administration, when patients

or meyers of their families are able and willing to pursue the appeals process,

are approved for reiMburseent. Regrettably, nvny patients lack the ability to

pursue the appeal process or have no one willing to do it on their behalf.

5. Finally, in discussing the enviroruient for home care I must mention that

while home health services constitute only a all portion of expenditures for

Medicare and Medicaid, (it constitutes a little over 2% of Medicaid outlays in 1981),

outlays for these services have increased along with outlays for all Medicare and

Medicaid Services. As of the close of 1982, there were 3639 hoae health agencies

approved to participate in Medicare. I cite this latter figure to point out that

the agencies are in place and ready to care for additional patients if the Medicare

and Medicaid home health benefit is liberalized. I mist also caution members of

this Omittee that we are not saying that home health services can solve all of

the problem our society faces in assuring adequate care for the elderly. Miat

we are saying is that given the aging of our population, the significant increase

in nzrbers of people with chronic conditions, the diminished support network

existing now and likely to be present in the future, home health services is the

treatment of choice for maintaining large nunbers of the chronically impaired out

of higher cost institutions and in their homes.

MWHT H HEALTH CAN APIJSH

It is appropriate at this point to sumxrize for the Health Subomittee what hote

health care can accomplish for patients. one specialist in providing home care has

stated that a coordinated home care program can:
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0 furnish comprehensive medical, nursing, social work, therapy and related

care to patients in their hams,

0 furnish "better" care in the home for selected types of patients than

would be possible in institutions,

o furnish comprehensive care at lower cost than the institutional setting

by using the hove for treatment,

* shorten the hospital stay, or prevent hospitalization or rehospitalization

of selected patients

* inprove utilization of existing facilities and reduce demand for more beds

by releasing hospital beds for those who need them, and

* expedite recovery, prevent or postpone disability, and maintain personal

dignity by restoring patients to normal family living and useful functional

activity.

NED TO AD r FOR CO NR ENVIRONfMt

Given this environment, AIHUh urges interpretive changes in the current

Medicare program as well as legislative changes to permit expanded home care

services. Urder the current Medicare statutory provisions, to qualify for

home health benefits, a beneficiary mist be confined to his hore, be under the

care of a physician, in need of skilled nursing services on an intermittent

basis, or in need of physical of speech therapy. A beneficiary who requires one

or more of these services in the treatment of his illness or injury and otherwise

qualifies for home health benefits is eligible to have payment made on his behalf

for the skilled nursing, physical and speech therapy he needs, as well as for any

other home health services specified in the law. These services include part-tire

or intermittent services of a hame health aide, medical social services,

occuptional therapy, and medical applies. It is important to note that it the

patient does rot require skilled nursing, physical, or speech therapy, he cannot

have payment madie under Medicare. AFHIA maintains that to deal with the current and

future health problems the elderly face, the following changes are needed in the
Medicare how care provisions.
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MODIFY DEFINITION OF INTERMITTENT -

Congress, in enacting the original Medicare legislation did not

define "intermittent", the term describing the frequency with

which home health services could be paid for under Medicare.

Medicare did define it initially as moaning services provided

several times a week but less than daily. Under this definition,

patients requiring daily skilled nursing visits or daily home

health aide visits to assist with personal care were denied these

visits. More recently, in recognition that home health agencies

were receiving more seriously ill patients, Medicare modified its

policy on intermiltent services to permit daily skilled nursing

care or home health aide services seven days a week for up to

three weeks.

The effect of this Medicare policy is to require that patients who

are sick enough to need daily skilled nursing care or home health

aide services for periods longer than 2-3 weeks be institutionalized.

We do not believe this makes sense from either the patient's or

society's standpoint. As indicated by GAO recently "...individuals

who receive expanded home health care services live longer than

others who use the currently available health services. They

also report feeling more satisfied with their lives."

We believe that a more accurate interpretation of what Congress

had in mind in using the adjective "intermittent" was to

convey that Medicare would reimburse for daily nursing and

29-033 0-84-84
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home health aide services for a period of time but not indefinite.

This interpretation is in accord with the dictionary definition of

intermittent as connoting stopping and starting again at intervals.

JSee Webster's New World Dictiondry of the American Language).

It would be in keeping with the commonly understood definition of

intermittent to permit daily skilled nursing and home health

-- aide visits for up to a stipulated period of time when medically

necessary as certified by the patient's physician on the patient's

plan of treatment. AFIIHA recommends that up to 60 daily visits

for nursing and home health aide services be permitted for any one

illness when approved by the patient's physician. This would

permit significant numbers of patients to be maintained at home

during acute illnesses instead of having to be placed in higher

cost institutions.

REMOVE HOMEBOUND REQUIREMENT

To receive home health services under Medicare patients must be

confined to their homes, i.e., whonebound." Homebound has been

defined very restrictively. The effect of Medicare's definition of

homebound is that patients who are ambulatory and who can leave

their homes even with assistance are precluded from receiving

home health services. These patients are forced to be institution-

alized to receive Medicare coverage. Most patients with

chronic impediments and many acutely ill patients are ambulatory

and are able to leave their homes without Lhe aid of supportive

devices. Those patients still require skilled nursing, therapeutic

and/or home health aide services. But, currently these services

would not be covered by Medicare because the patients are ambulatory.
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COVER DRUGS AND BIOLOGICAL

Medicare cover$ certain medical equipment for the iome under the

home health benutit. Drugs and biologicals are not covered.

Patients who could be maintained at home are forced to be-

institutionalized to have their drugs and biological covered by

Medicare. This seems to us to be NPonnywiso and pound foolishh"

EXPAND COVERAGE OP HOME HEALTH AIDE - HOMEMAKER SERVICES

As I have indicated, home health aide services are covered under

Medicare only if skilled nursing, physical or speech therapy is

needed. This reflects Medicare's emphasis on treating acute

illnesses. Yet as I mentioned earlier, the major problem facing

the elderly today and in the future is long-term chronic illness.

Large numbers of the elderly could be maintained with dignity in

their places of residence if they could obtain home health aide-

homemaker services on a regular basis to assist them with personal

needs such as dressing and bathing, or help in moving around

outside the house.

There are largo numbers of the elderly with chronic conditions

such as arthritis or diabetes that can causu severe functional

impairments. Possibly the most perplexing chronic illness now

faced by the elderly is Alzheimer's disease, the fourth

most frequent cause of death among the elderly, affecting 15%

of persons over 65. Alzhoimor's disease presents the patient

with long term degeneration of mmory function. Now, it most

often leads to nursing home placements, since it requires ongoing

supportive care which Medicare does not pay for. Many individuals

with these and similar conditions usually do not require skilled
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nursing services but if they could have home health aide-homemaker

care paid for they would be able to remain out of institutions.

We urge that these services be provided under Medicare in those

situations where if homemaker-home health aide services were

available, it would avoid the need for institutionalization. Nurs-

ing supervision or evaluation of the aide services would be

required as well as a patient assessment program to identify

patients for whom aide services would preclude institutionalization.

This single chaa,jo in Medicare would probably do more to

prevent unnecessary institutionalization of the elderly than

any other change that could be made in the program.

ADDITIONAL INCENTIVES FOR HOME CARE

Adoption of the above recommendations would significantly

strengthen and stimulate home care. We would also propose that the

Senate FiwnosoSuboommitte on Halth oonsider the following additional mans

of enooraging the use of ho care as an alternative to institutionalization.

1. Institute assessment and referral mechanisms for allelective

admissions to institutions to identify patients who could be

treated more effectively through home care programs.

2. Provide tax credits for persons who take care of elderly

family members at home.

3. Reduce institutional reindjursement for those diagnoses for

which home care is an appropriate alternative following the

acute phase of the illness. This incentive would be applied to
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stimulate hospitals to move patients to home care as soon as

appropriate.

Summary

AFIIllA has made several recommendations for expanding home care

to meet the changing health rare needs of our elderly population.

These recommendations are aimed at dealing with the historical

and social changes that have created new constraints on families.

Demographic changes have reduced by a significant degree the

support of family available to assist an elderly person. Economic

changes have made it more difficult for children to support

parents. Various forces affecting the family, e.g., social

legislation giving individuals greater independence, greater mobility,

more emphasis within the family on raising children, more mothers

working, have changed in dramatic fashion the interdependence

and cohesiveness formerly existing within families. Possibly,

the one greatest socio-economic change has been the extraordinary

increase in the number of working women. Approximately 60% of

women between 18 and 64 work outside the home and this figure

is still increasing. With more women working, there is a

corresponding reduction in the ability to care for one's parents.

Finally health care needs of the elderly have changed dramatically

since Medicare was enacted in 1965. Medicare was designed to deal

with acute illnesses. Accordingly, the so-called Medicare model

focused on short institutional stays and on acute illness.
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Hence the emphasis on providLug skilled nursing or therapeutic

care, less than daily visits, except tar brief periods of time,

and services only to the homebound.

Since 1965 though, the health needs of the elderly have changed

significantly. Today, partially as a result of Medicare's

services and the great strides medicine has made, most elderly

survive the acute phases of their illness and face relatively

long periods of chronic illness marked by ongoing debilitating

conditions. Home care is remarkably designed to meet the needs

of a largo elderly population who do not require the technologically

oriented high cost care provided in the institutional setting.

Unfortunately, because of the way Medicare is structured most

elderly who are unable to meet the restrictive Medicare home

health requirements,have little choice but to be institutionalized

to have their medical expenses reimbursed. This constitutes an

inefficient use of public funds and contributes to the startling

increase being experienced in Medicare expenditures, leading

to estimates by the CDO that the Medicare trust funds will be

bankrupt by thu end of the decade.

Clearly, the social economic and medical factors now present

call for a nco approach to the way we provide services to our

elderly citizens. While we certainly do not profess that home

care is the panacea for solving all of these problems, we do

maintain that it isan extremely important tool that is in place

now in the form of more than 3600 home health agencies across our
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nation. floiw health can provide the services required by

a burgeoning elderly population with a broad spectrum of

chronic impairments. It can maintain people at home and out

of expensive institutions for relatively long periods. And,

it is a more humane and dignified treatment modality than the

impersonal institutional setting. As a consequence it is the

treatment of choice of our elderly population.

For all of these reasons we urge mnters of this Suboominttee to a ,rt

the following reoomwzdations:

1. Modify the present definition of intermittent skilled nursing

and home health aide services to permit up to 60 daily visits for

each of those swrviccs for each illness. This will permit larger

numbers of patients with acute illness to be maintained at home

instead of placed in institutions.

2. Remove the requirement that a patient be confined to his

residence to receive home health services under Medicare.

Countless patients with ongoing chronic impediments who could

benefit from home health, services but who are ambulatory are

denied reimbursement under Medicare for services in the home.

3. Cover drugs and bioloqicals in the home setting for patients

under.a home health plan of treatment.

4. Cover home. health aide and homemaker services without the

prerequisite that patients require skilled nursingphysical or

speech therapy where provision of home health aide and homemaker-

services would prevent institutionalization. This would require



-540

a statutory change in the Medicare law. It would enable chronically ill

patients to stay in their residences and probably do more to prevent

unnecessary institutionalization of the elderly than any single change

that could be made in Medicare.

5. Finally, provide for added incentives for home care including

adoption of patient assesmnt and referral mechanism for all elective

institutional admissions, tax credits for persons who care for elderly family

members at home, and reduce Medicare institutional reimbursement for those

diagnoses that can be handled through hcme care.

Thank you for the opportunity to present the AFHHA views to the Health

Subconmittee of tha Senate Finance GOmittee.
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STATEMENT TO SUBCOMMITTEE ON HEALTH
UNITED STATES SENATE COMMITTEE ON FINANCE

HEARING ON PENDING LONG-TERM CARE LEGISLATIVE PROPOSALS
AND OTHER POSSIBLE APPROACHES TO PROVIDING ACCESS

TO NEEDED LONG-TERM CARE SERVICES FOR THE ELDERLY AND DISABLED

Submitted by Leon Frazier, Commissioner, State of Alabama
Department of Pensions and Security

The Alabama Department of Pensions and Security administers

a program of Optional Supplementation to aged, blind, and disabled

persons. Direct cash payments are made monthly to persons who, due

to physical and/or mental limitations, require personal care services

to help them function as independently as possible outside an

institution. In most cases, the client must add to the relatively

small supplementation payment from other income to pay the service

provider. Many times one cannot afford the need for care or cannot

find even minimum quality care for the payment one is able to make.

Subsequently, the unmet need causes the condition to worsen at an

accelerated pace and/or the client is forced into an institution

at greater cost.

In exploring alternatives to direct cash payments for providing

services to aged, blind, and disabled persons to help them live as

independently as possible, Alabama has been faced with two inter-

related realities: first, the limitation on State funds available

for Optional Supplementation, and, secondly, the restriction of

"pass-through" requirements resulting from the definition of State

supplementary payment as provided in Section 1616(a) of the Social

Security Act. In other words, the State must spend "X" dollars
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in the Supplementation Program to maintain payment levels or total

expenditures, and the only dollars which will count in this effort

are those which are spent in the form of direct cash assistance.

To permit States the greatest flexibility in pursuing other

possible approaches to providing access to needed long-term care

services for the elderly and disabled, in view of budgetary con-

straints and anticipated substantial increases in the number of

individuals requiring long-term care, the definition of State

supplementary payments must be expanded to include, at least,

vendor payments and State funding to draw Federal matching for

similar services, such as those provided for in the proposed

"Senior Citizens Independent Community Care Act," H. R. 3710.

In sunmmry, we respectfully request that Congress, in its

work toward developing "an integrated long-term care delivery

system which provides more appropriate and humane long-term care

services," adopt legislation which expands the definition of State

supplementary payment in the Social Security Act to include other

forms of assistance, in addition to direct cash payments, to help

elderly and disabled individuals secure necessary long-term care

services.

We encourage the adoption of legislation to provide a tax

credit for expenses incurred in the care of an elderly or disabled

relative who would otherwise te eligible for nursing home care.

Such tax credit should not be tied to the IRS definition of de-

pendent status of the elderly or disabled relative. For example,

this would allow a credit for the middle to lower income family that

pays $400 per month for care to supplement the $450 per month

that the disabled relative pays from the Social Security check.
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A sliding scale formula similar to that used to compute the child

care tax credit would be acceptable.

Expanded use of waivers for Home and Community Services under

Title XIX of the Social Security Act could fill many gaps in long-

term care. Current requirements encourage States to use waivers

to serve very small target groups. The "need methodology" for

Title XIX waivers could be based on a formula such as percentage

of SSI recipients or percentage of elderly persons in the state.

This would enable Title XIX waivers to be used to develop more

comprehensive solutions to the problem of long-term care.

With primary funding through Title XX of the Social Security

Act, homemaker service, adult foster care and adult day care are

among the (most effective) services that enable persons to remain

in their own homes and communities. An increased Title XX

appropriation could help expand those services.
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The American Physical Therapy Association welcomes this opportunity

to submit the following statement for the record of the hearings held by

the Senate Finance Subcommittee on Health on November 14, 1983. The

American Physical Therapy Association (APTA) is a national professional

membership organization representing approximately 40,000 licensed physi-

cal therapists and physical therapist assistants. Physical therapists

function in a variety of settings. The highest proportion of our members

do most of their work in hospitals. A significant number work for extended

care facilities such as nursing homes as well as for home health agencies.

Many others are in private practice.

Physical therapists frequently treat individuals over 65 years of

age as well as younger persons with developmental disabilities, many

of whom qualify for coverage under Medicare or Medicaid. These patients

typically need physical therapy for rehabilitation whether from a con-

genital disability, spinal cord injury, arthritis, coronary disease, or

post-operatively.

We applaud the subcommittee's efforts to reform the Medicare and

Medicaid programs to enable certain elderly and disabled patients to be

served in their homes and communities rather than in institutions, when

such service is appropriate. From our perspective, we know that the ability

of patients to receive physical therapy in their home can make it possible

for them to leave the hospital earlier, thus reducing hospital and nurs-

ing home stays. Treatment in the home also facilitates training of the

patient's family members so that they may participate more constructively

in the rehabilitation effort.

We take this opportunity, then, to bring to the attention of the

Subcommittee the following recommendations which we believe would improve

pending legislation as well as existing Medicare law.
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Assessment of and caring for patients in their home must be

considered a specialty practice. The home environment is very different from the

clinical setting. A number of unique factors in the patient's home need

to be assessed: the physical layout, structural obstacles, and acces-

sibility to the necessities of daily living. The level of the patient's

physical and mental function, the patient's attitude toward rehabilita-

tion and the type of personal assistance that can be counted on from

family members are major factors that impact on developing the plan of

care. Physical therapists are trained to be sensitive to environmental

factors and to find ways to adapt the patient's home to meet his/her

needs and to involve family members in the patient's rehabilitative process.

Considering that the bills under consideration call for patient assessment

and case management, we believe that it would be essential, therefore, to

include a physical therapist as part of the patient assessment team

organized by the state-designated entity to provide screening and case

management services for the population at risk of institutionalization.

In recognition of the fact that health care may be effectively and

efficiently delivered in the home setting, we feel that, wherever reasonable,

artificial barriers to the provision of home care should be removed. One

such barrier currently exists in the repeated refusal of the Medicare program

to allow reimbursement for the purchase of self-help, safety and other

durable equipment upon the recomendation of a licensed physical therapist

or other qualified health care professional to enable elderly and disabled

persons to function at home. Examples of such necessary but currently

nonreimbursable items include bathroom grab bars, bathtub seats, modified

commode seats and adaptive equipment for feeding, dressing and hygiene.
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In this regard, the Health Care Financing Administration (HCFA) has

arbitrarily taken the position that coverage should be denied because the

items do not meet the statutory definition of durable medical equipment

in that they are not primarily and customarily used to serve a medical

purpose and that, therefore, there is no statutory authority for coverage.

We urge the Congress to remedy this situation by recognizing that the lack

of coverage for these items often represents a very real barrier to

effective long term care in the home setting and by acting accordingly to

remove this barrier to the delivery of health care in the noninstitutional

setting.

Additional improvements upon the Medicare program would also facili-

tate patient access to appropriate care.

For example, under current law, services rendered by home health agencies

must be supervised by a physician or a registered professional nurse in

order to be covered by Medicare. The APTA believes that this provision

%1861(0)(2)(42 USC 1395x(0)(2))should be amended to additionally permit other

qualified professionals, such as physical therapists, to supervise profes-

sional services in a home health agency. Such an amendment would permit

home health agencies the flexibility to secure the best professional exper-

tise and managerial skills available to supervise services furnished by the

agency. There is the real possibility that the best person to oversee such

services at a given home health agency may be a physical therapist or

other qualified professional. Furthermore, neither the express language

of the current law nor its legislative history specify any practical or

legal reason why home health agency supervisors should be limited to
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physicians and registered nurses. In fact the state-of-the-art of delivery

of home health services has expanded dramatically since Sec.1861(0)(2) was

enacted, and physical therapists have become integrally involved in

various home health care systems. This suggestion would also apply to

community nursing centers such as described in S.410, should that bill be

enacted.

Furthermore, we believe that current requirement ( 1835(a)(2)(C)) for

a physician to establish a plan of treatment for outpatient physical

therapy is unrealistic considering current practice where the physical

therapist usually creates the plan and the physician simply endorses it.

For the physical therapists in home health care this requirement creates

logistical problems and unnecessary paper work surrounding physician

accessibility. We therefore recommend a change in the law to permit

physicians or physical therapists to establish plans of treatment for

outpatient physical therapy. The physician would still be required to

periodically review the patient's medical needs in their entirety and

recommend program changes. Such a provision was incorporated into H.R.4170

which passed the House Ways and Means Committee in October, 1983.

We also request your consideration of allowing a waiver of the

federal cap on Medicare reimbursement for outpatient physical therapy

services provided by independent practitioners. Currently, there is a

$500 per patient/per year limit. Instead, we recommend that states be

allowed to devise a system for periodically reassessing the physical

therapy needs of individual patients. S.1614, for example, calls for

periodic reassessment of health care needs of each individual enrolled
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in the state program and encourages alternative methods of provider

reimbursement by states. Those patients who need more than $500 worth of

outpatient physical therapy, such as those with debilitating rheumatoid

arthritis, developmental disabilities, severe strokes, head trauma, or

spinal cord injury, should be permitted to continue treatment under the

state program to assure complete rehabilitation.

Yet another impediment to home care physical therapy lies in the

requirement that, to be certified as a Medicare provider, a licensed

physical therapist in independent practice must maintain an office despite

the fact that this licensed physical therapist may treat patients in their

homes exclusively and, consequently, never use that office. The arbi-

trariness of this requirement was recognized by the Congress in its enact-

ment of P.L.96-499, yet HCFA has chosen to ignore the intent of Congress.

Specifically, P.L.96-499 recognized that there are situations in which

this office requirement is inappropriate, and the House Report accompanying

that legislation cited the case of the physical therapist who is engaged

primarily in teaching as one such situation. HCFA, however, has settled

on this one example as the only situation where the office requirement is

inappropriate-. While we appreciate the recognition of the fact that a

therapist who is primarily engaged in teaching physical therapy in a uni-

versity may, in fact, also be considered to be in independent practice, we,

nontheless, hasten to point out that this example cited by the Congress

in its enactment of P.L.96-499 was merely one example which was clearly

not meant to be exclusive of other circumstances. Certainly all other

licensed physical therapists are qualified to provide patient care as

29-03 0 -84 -35
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independent practitioners, and there are, just as clearly, other situations

in which the office requirement as currently applied is inappropriate.

As the House Report (H.R. Report No. 96-1150 at p. 41) states "...in

most instances, such a requirement is necessary to assure that the thera-

pist has an established private practice, maintains proper patient records,

and has available properly maintained equipment. There are circumstances,

however, where the Comittee believes that exceptions to the office re-

quirement are appropriate." The Report then cites the teaching example

and goes on to say, "The Committee expects that in this and other circum-

stances the Secretary determines to be appropriate, where it is evident

that the physical therapist is engaged in the practice of physical therapy

on a regular basis and where any other appropriate requirements are met

(e.g., access to appropriate equipment), such a therapist will be recog-

nized as an independent practitioner for the purposes of Medicare

reimbursement."

This leads us to the point of indentifying other appropriate circum-

stances for the waiver of the office requirement. And it is in order to

emphasize that it is a waiver which is at issue here and not an elimination

of the office requirement. At no time has the APTA sought such an all-

inclusive exemption.

It has been the experience of the APTA that the instance in which the

office requirement is most patently unnecessary is in the situation where the

independent practitioner treats only home care patients.

In the case of home care patients, an adequate program of physical

therapy most often is provided through the professional expertise of the
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physical therapist by means of hands-on treatment which may be complemented

by the use of certain necessary assistive devices. When modalities involv-

In& such devices are required, they are mostly available in portable form.

Examples include, but are not limited to, all forms of electrical stimula-

tion, ultrasound and therapeutic exercise equipment: Other modalities which

might be indicated, such as heat and cold packs, are readily available

-and can be provided by the therapist inthe patient's home. Examples of

patients in whose cases this situation applies include, but are not limited

to, post CVA, patients with disabling arthritis, amputees without specific

complications and restorative therapeutic programs for Parkinson patients.

Consequently, in the instances of these independently practicing

physical therapists who treat patients in the home, the requirement of an

office in which to maintain equipment which is unused is clearly inappro-

priate. Insofar as the devices used by these therapists are available in

portable form or can readily be fashioned on-site in the patients'homes,

an office for these independently practicing therapists should merely be

defined as a space in which to house the protected files of patient records

in compliance with Medicare regulations.

Although the Congress has already spoken on this matter, we urge

that it reinforce its determination to-assure that HCFA respond to its

legislative intent.

Finally, in any legislation that the Committee drafts, we question the

desirability of restricting physical therapy to certain institutions. We

note a provision in S.1539 and S.1540, bills before the Comnittee on

Labor and Human Resources, that outpatient physical therapy could be
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provided in a hospital, long term care facility, or rehabilitation center

if it involves the use of equipment which cannot be made readily available

in the individual's home. It would appear, then, that physical therapy in

a free-standing clinic or in a physical therapist's office would be excluded

from the program. This would unnecessarily limit the patient to receiving

care in a setting that may not be convenient geographically for

the patient.

Thank you for your attention to the'above-mentioned concerns of our

organization. We trust that adding the suggested Medicare amendments to

bills such as S.1614 will further facilitate patient access to appropriate

care in her/hib home and community.
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STATEMENT OF

NATIONAL ASSOCIATION OF MEDICAL EQUIPMENT SUPPLIERS

BEFORE THE

SENATE FINANCE SUBCOMMITTEE ON HEALTH

NAMES is a national trade association representing
suppliers of durable medical equipment (DHE) for use in the home.
In 1982, we estimated that NAMES 1000 members supplied medical
equipment to over two million patients in their homes throughout
the United States.

Most NAMES members are small businesses serving local
communities or small geographic areas. They work closely with
physicians, hospital discharge planners, therapists, nurses and
the patient's family to provide quality medical products and
services for the patients rehabilitation in the home at
reasonable and competitive prices. The DME industry is heavily
oriented toward service. NAMES estimates that the typical DHE
supplier spends less than 35% of their total cost of doing
business on the purchase of equipment. The remaining cost of
doiag business is for service related and other overhead expenses
(e.g. rent, salaries and benefits, insurance, utilities,
vehicles, maintenance, fuel, repairs, freight).

Most NAMES members who deliver and maintain respiratory
equipment provide monthly house calls by a respiratory therapist
or other trained employee. This individual checks the equipment,
sees if the patient is following the doctor's orders and answers
any question the patient or their family may have. Patients and
their family often develop a very close relationship with the
supplier.

SUMMARY STATEMENT

The term "durable medical equipment" (DME) is used by the
Health Care Financing Administration (HCFA) to refer to equipment
which has the following characteristics:

a) can withstand use;
b) primarily and customarily used to serve a medical

purpose;
cj generally not useful in the absence of illness or

injury;
d) appropriate for use in the home.

The Supplementary Medical Insurance portion of Medicare
(Medicare Part B), reimburses Medicare beneficiaries for a
portion of the rental or purchase cost of DME. Items of DHE
include respiratory equipment, oxygen equipment, oxygen, hospital
beds and accessories, wheelchairs and accessories, walkers,
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commodes, And ambulatory aides such as canes and crutches.

This list of DM is extremely varied. For example, on one
end of the scale the list includes a cane. While at the other
end, the list includes modern, technologically advanced oxygen
and respiratory equipment and computer-operated power-driven
wheelchairs.

A long term care patient may need one or a combination of
more than one item of DME to aid them in activities which range
from locomotion to breathing. Also, a patient's need for a
particular item of equipment may change as the patient's
condition changes. For example, take the case of a stroke
patient. If recovery progress well and motor skills improve a
wheelchair may be replaced by a walker or a walker with a cane.
By contrast, if there is continued deterioration of motor skills,
the standard wheelchair may be replaced with an electric
wheelchair or a change in the patient's weight may necessitate
the refitting of the wheelchair. The advent of ORG's is likely
to result in the treatment of more acute care patients in the
home with a corresponding need for more sophisticated equipment.

The DME supplier is an important component of the team of
health experts which assist the long term care patient in
receiving equipment which is appropriate for their needs. As you
consider legislation before the subcommittee and review
alternatives for the Medicare and Medicaid programs we urge you
to think of durable medical equip-ment as a separate component,
and not treat it as a minor appendage to hospital . nursing home,
or home health agency services. The ONE supplier plays a
significant role in the proper selection of appropriate equipment
and continued maintenance of equipment to assure patient benefit.
The supplier's particular health expertise is not duplicated by
physicians, hospitals, home health agencies, nursing homes or
hospices.

Throughout the subcommittee's consideration of various
alternatives, the following goals for OME must be pursued:

a) create a more competitive environment in health care
with lower costs and higher quality care through the
separation of DME suppliers from hospital, nursing home,
and home health agency control;

b) iasure beneficiary freedom of choice to promote
competition and restrict overutilization;_.

c) encourage expansion of cost effective DNE in the home.

PROMOTE COMPETITION THROUGH BENEFICIARY CHOICE

Mr. Chairman, NAMES supports the effort to constrain health
care costs by targeting patients in institutions and those who
are ready to be admitted to institutions for cost effective
services provided in the home. Identifying patients in risk of
being admitted to institutions and substituting cost effective
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services that can be provided in the home Is absolutely
essential. However, NAMES is concerned with problems that tny
result from the case management or assessment team function
prescribed in certain legislation.

This case management function is responsible for
coordinating the home and commUrdity based DE and other services
that are provided to elderly and disabled patients. When the
case manager actually selects the provider of DE services their
is an opportunity for subjective, faulty decisions to be made.
This is exactly the opposite of what should be achieved. NAMES
recommends that safeguards to assure that the beneficiary is able
to select the provider of their choice be clearly stated or that
the case manager makes a decision based on reasonable objective
criteria.

It is important that the selection of a provider should be
based on reasonable criteria that encourage competition and
discourage overutilization. To do it otherwise would impede
competition by not providing an opportunity for better products
and services to be found which are lower priced or of superior
quality, or if a DE supplier exists which can provide better
service or more professional expertise. If the case manager
abrogates beneficiary freedom of choice the DHE supplier and
other providers would be measurably constrained in their ability
to compete. To quote Thomas Jefferson: "I know no safe
depository of the ultimate powers of the society but the people
themselves; and if we think them not enlightened enough to
exercise their control with a wholesome discretion, the remedy is
not to take it from them, but to inform their discretion". The
beneficiary should be provided with sufficient information to
allow them to participate in the selection of the supplier of
their choice.

RESTRICT CONTROL OVER DME SUPPLIERS

NAMES vigorously supports competition provided it is fair
and bosed on the traditional concepts of reasonable price and
quality of service and care. However, the DHE suppliers have
found that competition is often short circuited as hospitals and
home health agencies refer their patients directly to DE
companies owned or controlled by the hospital or home health
agency. This control over the patient when a need for DM8
develops is both unfair and improper. NAMES is concerned that,
without safeguards to assure competition the cse management
function could result in a situation similar to hospitals and
home health agencies controlling the selection of DME suppliers
for their patients.

NAKES recommends that where a hospital, home health agency
or other provider is related to the durable medical equipment
company by way of common ownership or control, neither Medicare
nor Medlcald should reimburse the hospital, home health agency,
other provider or equipment supplier unless there is a full
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disclosure to the patient and family of all available medical
equipment suppliers in the area, the services they offer, the
relationship between the hospital or home health agency and the
commonly owned or controlled DSk supplier and ,any other
information competing suppliers wish to fturnish the patient.
their family or physician for consideration in making an
equipment purchasing decision. If the patient, family or
physician, wish to meet with an individual supplier they should
be allowed to do so without the consent of the hospital. The
recommended measures are designed to increase competition and
eliminate potential overut Llization. There i- a risk of
overutilization when the hospital knows that their controlled DE
supplier will be receiving revenue and that no competitive
factors constrain the use of unnecessary DME. Like the related
organization principal embodied under Medicare Part A regulations
the objective of separating DNE from the other services is to
assure that competition will not be constrained.

CONTINUED EXPANSION OF COST EFFECTIVE DNE IN THE HOME

Expanded home care services clearly are preferred by
beneficiaries and their families, and with proper targeting
constrain costs and avoid unnecessary institutionalization.

"Another area of importance in the expansion of home health
care is the potential for improving both the physical and the
mental well-being of the elderly...Improvements in client
outcomes are generally expected whenever the elderly are able to
receive care in settings they choose." GAO Keport, December 7,
1982.

It is important to assure that existing biases which
encourage institutionally based care are not retained in any new
long term care programs. There are many developing technologies
which, with proper incentives, may be designed for in home use.
Any institutional bias--reimbursement, referral or
coverage--would Jeopardize the benefits to be gained from
targeted home care services.

CONCLUSION

Mr. Chairman, NAMES covmends you for holding hearings on
Long term care and explorink- cost effective services provided in
the home. NAMES looks forward to working with you and other
committee members on legislation that will assure competition and
the ability of DE suppliersato continue to provided needed
services to this nations elderly and disabled population.
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Mr. Chairman:

I am John Melvin, and I am the medical director of the Curative
Rehabilitation Center in Milwaukee, Wisconsin. My statement is
submitted on behalf of the National Association of Rehabilitation
Facilities (NARF) of which I am the immediate past president.
NARF is the national voluntary membership organization of
community based rehabilitation facilities. Our members include
rehabilitation hospitals, rehabilitation units of acute care
hospitals, outpatient rehabilitation centers, vocational centers
and sheltered workshops serving over 400,000 elderly and disabled
people annually. Many of these clients are Medicare, Medicaid,
SSI and SSDI beneficiaries. The rehabilitation process employs a
multidisciplinary team approach to restoring disabled people to a
higher level of functional capacity and maintaining that
functional level of function.

There is a growing need for community based services for the
elderly and disabled in order to provide an alternative to costly
institutionalization. We commend the sponsors of S. 1244, -the
Senior Citizens Independent Community Care Act and S.1614, the
Health Care Coordination Act of 1983 and S.410, the Community
Nursing Centers Act of 1983 for addressing these issues and the
committee for holding these hearings. My comments are focused on
the needs of the nondevelopmentally disabled and elderly. I
understand the committee intends to hold separate hearings on the
problems that face the developmentally disabled and we encourage
it to do so.

Our present medical support programs (primarily Medicare and
Medicaid), social services and public assistance programs (Titles
II, XVI and XX) encourage institutionalization by reimbursing for
services only when delivered within an institutional setting. For
example, under Medicare Part A skilled nursing services are
limited to 100 days for each spell of illness. A Medicare
beneficiary is eligible for such services only after a minimum
three day hospital stay. Home health services include skilled
nursing care and a limited number of therapy services. They do
not include homemaker-housekeeper services, personal care
services or transportation for outpatient services. Instead these
services are covered, if at all, only in the more expensive
skilled nursing or hospital settings.

The result of this approach is inappropriate institutionalization
and excessive care for some and inadequate or unavailable
services for others. Because of the structure of the programs,
these people experience an erratic, exhaustive cycle of care.
Usually after hospitalization they may be referred for home
health care under Medicare or to a skilled nursing facility. When
they are no longer eligible ta receive the services, but still
need less intense services, their health declines. More than
likely they are readmitted to a hospital and the cycle begins
again.
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Also, as noted in the introductory statements, our population is
aging at an ever increasing rate and has an increasing need for
home and community based services. At the same time, there has
been a strong push to deinstitutionalize the disabled and elderly
as a result of the civil rights movement on behalf of the
disabled which we support, prodding by the federal government,
and state financial economies.

However, there are problems with rapid, unplanned
deinstItutionalization of any population which include community
hostility, inadequate community resources such as housing,
transportation, medical and social services and inadequate funds
to pay for them.

Any legislation addressing long term care must be comprehensive
in its approach to the nature of and delivery of these services.
Long term care is not solely nursing-level or nursing home care.
It involves a range of services which include comprehensive
rehabilitation services to help people become and maintain the
ability to function independently.

Independence is the major coal of rehabilitation. Physical
independence is vitally important to people as well as fiscal
independence. Independence also has psychological benefits.
People who can stay in their own homes and communities retain the
self esteem and confidence frequently lost in a dependent care
setting. If the pnson feels useless, and dependent, they become
so. Our elderly and disabled people in large part do not suffer
from acute illness. Instead they suffer from chronic illness, or
injury, or debilitation resulting in a functional disability,
impairing their ability to perform activities of daily living -
dressing, eating, cooking. If these needs axe met, at home, by
community based service providers, needless institutionalization
in a hospital or nursing home and the concomitantly greater
expense is not required.

Our nation has made a commitment to provide a minimum level of
needed health care services primarily through the Medicare and
Medicaid programs. These services have proven more costly than
anticipated. We are all aware of the financial problems facing
the Medicare trust funds. However, we still honor that
commitment. In order to fulfill it, comprehensive community
based services must !e provided under Medicare and Medicaid. In
the long. run, we all stand to save financially in terms of
shorter hospital stays and nursing home stays and personally and
socially in terms of a more independent, alert and healthy
elderly and disabled population.

In this vein, Congress has provided for the Medicaid home and
community based services waiver which was enacted as part of the
Omnibus Budget Reconciliation Act of 1981. The bills pending
before the committee will expand on this step by assuring
provision of these services for the elderly and disabled in a
cost effective manner. And, these services can be easily provided
by existing Medicare providers especially comprehensive
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outpatient rehabilitation facilities and home health agencies.

1. S.1244 =Seiot Conpnmmunit.ent Cre At

S.1244 would add a new Part D "Long erm Care Program" to the
Medicare program. For the first four years, only four states
could participate. Payment would be made on a per capita basis to
service providers in order to encourage cost effective delivery
of all Medicare services.

This graduated approach to providing alternative services to the
elderly and disabled may avoid the problems of too rapid a shift
in emphasis without adequate planning. As I noted above, when
people leave a hospital or nursing home, they may need a whole
range of services which include transportation and housing which
a community may not be prepared to provide without adequate lead
time.

We have several general concerns with the bill. First, we are
concerned that a state may emphasize to the Preadmission
Assessmen-E Team (PAT) that deinstitutionalization and provision
of services at home is preferred over the patient's medical
status. These factors may result in a person going from intensive
to sporadic services solely because he or she is determined to be
medically stable. However, it may be detrimental to the person's
long term recovery to receive only sporadic services. Any program
should include an option for comprehensive, integrated services
on an outpatient basis as opposed to providing services only if
the person is at home. Existing Medicare providers especially
comprehensive outpatient rehabilitation facilities have expertise
in providing all needed services.

Second, all decisions should be made on the basis of clinical
need, not dollars saved-by the state. These determinations must
be made in a judicious as opposed to a wholesale manner. All
feasible services and alternatives should be included in the PAT
and the final assessment plan.

Our specific comments on the bill are outlined below:

A. Section 1811s of Bents
1. Ic) (3) (B) (i) ~~ tn o homemaker-home health Aide.

The bill appears to limit homemaker-home health aide
services to patients needing physical, occupational or
speech therapy. The list of services of patient needs
should be amended to include other comprehensive
rehabilitation services, audiology, recreational,
social and psychological services in addition to
physical, occupational, and speech therapy.

2. (c)(4) De onfinitQf ad da aervi

We support the list of services included in this
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definition. It recognizes the full range of services a
person may need. In addition, we recommend the words
Oto develop or" be inserted prior to "to maintain.0
Many people will benefit from services that will help
them obtain an independent functional status, which can
then be mAintAlned. If they have to rely on the current
system to develop an independent functional level and
need these adult day services. they may not be able to
do so.

3. (c)(6) Definition 91 "ner.ige copfdination."

We recommend that Rrehabilitation" after the word
Educational be added to assume that people will
obtain the full continuum of services thereby bringing
them to their full functional level.

B. Section 12t Eligiblit fr Blnits

In order to participate in the program a person must meet
the seven requirements as outlined in section 1892(a)(1)(7).
One of these is that the person must be at least 65 years
old. Therefore the program is focused only on the frail
elderly with functional limitations. It does not appear to
include the disabled who are Medicare beneficiaries and who
are not 65 years of age or more. We recommend that this
small sector of Medicare beneficiaries be made eligible to
participate in the program in that they usually experience
the impairments listed, and they can be very independent if
services are available at home.

C. Section 1893t Preadminsion SLcrening And Assessmgnt
service 2riidgra

1. (c)L21(A) Designation oL provids of servics ad
astablishina PATs

The last sentence of this paragraph describes the type
of entities that may establish preadmission assessment
teams (PATs) in the area. It should be amended to add
comprehensive outpatient rehabilitation facilities in
addition to hospitals, SNFs, HMOs and rural health
issues. Such facilities are providers under Medicare.
They have extensive experience in serving the frail
elderly and disabled and providing the services
proposed at the community level.

2. (c)L(3)L(a) Compositin 2f

We recommend that a rehabilitation specialist be
required to be a member of each PAT described.

II. L,1614 Health Care Coordination = L 1M

The purpose of S.1614 is to coordinate services available under



563

Medicare and Medicaid to provide expanded home and community
based services to the approximately four (4) million people
eligible for both Medicare and Medicaid. Payment would be made on
a capitated basis under Medicare for both the frail and nonfrail
elderly. Any excess cost of services would be paid by Medicaid.

People electing to participate in the program would receive Part
A and Part B medicare services, all services provided under the
state Medicaid plan, -ase management and case assessment
services, homemaker and home health aido services and adult day
health care services. Unfortunately these terms are either not
defined or not defined in a comprehensive manner under the
Medicare or Medicaid program. We recommend that the bill be
amended to define these services. Such definitions should include
comprehensive rehabilitation services in order to assure that
patients are able to obtain and then maintain their optimal
functioning.

III,. -40 = m ity. Nluraing Cntea J= aJ=
This bill proposes to establish community nursing centers (CNC)
to serve people requiring well baby care, home health care under
Medicare, and those, who without the services, would have to be
institutionalized and require three months of CNC services.

S.410 proposes to establish such centers as providers under
Medicare. There are already a number of other providers who
deliver the same services proposed. A comprehensive outpatient
rehabilitation facility provides most of the services proposed to
be provided by a CNC. These include nursing, comprehensive
rehabilitation services including physical, occupational or
speech therapy, psychological and social services, medical
supplies and medical appliances among others. Additionally, home
health agencies provide home health services, skilled nursing
services, physical and speech therapy. Rehabilitation agencies
provide offsite physical therapy.

One of the - objectives of these bills is to prevent
institutionalization of our frail elderly and disabled. To obtain
this objective, the Medicare program should be amended to
recognize the abilities of existing providers to do so. One of
the requirements for a comprehensive outpatient rehabilitation
facility (CORP) is that all services be delivered on site. Only
one home visit is allowed for. A rehabilitation agency, however,
can deliver physical and speech therapy offsite. Occupational
therapy cannot be delivered offaite. If a rehabilitation agency
becomes a CORP, it can no longer deliver these services offsite
under the CORP regulations. Comprehensive outpatient
rehabilitation facilities should be allowed to provide these
services offeite, particularly physical and speech therapy, as
well as onsite. Additionally, we would recommend that CORPs and
home health agencies be allowed to provide homemaker and home
health aide services, adult day health care services and respite
care services as are proposed to be provided in the Senior
Citizens Independent Community Care Act.
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A second concern of ours with the proposed act is the method of
payment for long term patients as described in the introductory
statement. It states that in the case of long term patients the
center would be paid a monthly inclusive fee covering all
services. "The amount of the fee would vary depending upon a
given patient's classification in terms of diagnosis, severity of
illness, age cohort and other cost inducing variables.

At this time- there is not adequate information available to
develop a fair fee based on these variables. In fact, the Social
Security Amendments of 1983 excludes rehabilitation hospitals and
rehabilitation units of acute hospitals from the DRG based
prospective payment system. They are excluded because the
research and methodology underlying the DRG system simply does
not include information and data from the medical rehabilitation
industry including costs associated with or adequate measures of
various levels of the severity of illness of these patients.

Therefore, we recommend that the committee, in its efforts to
provide a program of long term care services for our elderly and
disabled, utilize existing providers in a more efficient manner
rather than establishing another provider system and another
payment system. We are well aware of the excellent services
provided by the nation's nurses including the Visiting Nurses
Association and would suggest that the Committee consider ways by
which to encourage existing providers to contract with and
utilize their services, as well as providing adequate payment for
them.
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The Honorable Robert Dole
Chairman, Senate Finance Committee
219 Dirksen Senate Office Building
Washington, D. C. 20510

Dear Mr. Chairman:

The National Federation of Licensed Practical
Nurses is pleased to submit testimony on long-term health
care for the elderly.

The National Federation of Licensed Practical Nurses,
the professional association for licensed practical/vocational
nurses, estimatic: that there are 750,000 licensed practical/
vocational nurses (LP/VNs) in the United States and that
twenty percent (20%) of these provide nursing home care.

The number of citizens over age 65 requiring long-
term health care is increasing and will continue to do so. The
National Federation of Licensed Practical Nurses recognizes
the urgency of the long-term health care situation and applauds
this Committee's efforts to formulate a more comprehensive
long-term health care policy. We view Senate Bill 410 and the
development of Community Nursing Centers as providing a
viable alternative to the cost and often unnecessary burden
of institutionalization.

The National Federation of Licensed Practical Nurses
is eager to assist this Committee in its efforts to increase
the proficiency of long-term health care. We feel that S.410
can be strengthened even further by allowing licensed practical
nurses to play a more active role not only in providing health
care but also in formulating long-term health care policy.

The National Federation of Licensed Practical Nurses
believes that there is overwhelming evidence that there is
under utilization of LP/VNs who are educationally prepared
and-permitted under the Nurse Practice Acts in the various
states to do some of the tasks now performed by registered

NFLPN: The Professko al Oganizatbon for LJcened Practical / Vocational Nurses in the United Stales

29-033 0-84-36
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nurses. Proper utilization of the LP/VN would make registered
nurses available to do the more skilled tasks that LP/VNs are
not educationally perpared to do.

The LP/VN cannot, nor does she want to, do the tasks
performed by the registered nurse. The LP/VN has defined
functions as a member of the health care team, as does the
registered nurse (RN). Together,-_both groups of licensed
nurses should be the providers of nursing care in a variety
of settings, such as hospitals and nursing homes.

The National Federation of-4Acensed Practical Nurses
believes that there is a serious misunderstanding by RNs,
hospital administrators and the Joint Commission on the Accredi-
tat.ion-o ospitals (JCAH) and other as to the level of education
and competencies needed to become an LP/VN, and that this
misunderstanding is preventing the LP/VN from being properly
utilized.

Today's LP/VN is a trained provider of nursing services
who has graduated from a state-accredited practical nurse program
and has-passed the state nurses' examination.

The National League for Nursing completed a study of
competencies of new graduates of the four types of nursing
education programs now in existence. In May of 1979, the National
League for Nursing (NLN) adopted the competencies which they-
consider as the minimal expectations of the new graduate of an
educational program in practical nursing. In October of 1979,
the National Federation of Licensed Practical Nurses (NFLPN)
adopted a resolution to endorse these competencies. Licensed
practical/vocational nurses are competent in the following areas:

A. Assessing.

1. Contributes to the identification of basic
physical, emotional and cultural needs of the health-care
client.

2. Identifies basic communication techniques
in a structured care setting.

3. Interviews health-care clients to obtain
specified information

4. Makes significant observations of the
health-care client and communicates these to the health team.

5. Identifies overt learning needs of the
health-care client.
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6. Identifies appropriate resources in some
other agencies within the health-care delivery system.

B. Planning.

1. Contributes to the development of basic
nursing care plans in an institutional setting.

2. Contributes with assistance, to the develop-
ment of health plans for health-care clients and/or families.

C. Implementing.

1. Safely performs basic therapeutic and
preventive nursing procedures, incorporating fundamental biological
principles in giving individualized care.

2. Shows respect for the dignity of individuals.

3. Applies basic communication techniques in a
structured health care setting.

4. Demonstrates the ability to do incidental
teaching during routine care.

5. Assumes shared responsibility for the health-

care delivery system in structured situations.

D. Evaluating.

1. Seeks guidance as needed in evaluating the
care given and making necessary adjustments.

2. Identifies own strengths and weaknesses and
seeks assistance for improvement of performance.

E. Role as a Member Within the Profession of Nursing.

1. Recognizes own role as an LP/VN in the health-
care delivery system.

2. Seeks out and takes advantage of learning
situations and opportunities for own continuing education.

The National Federation of Licensed Practical Nurses,
realizing that nursing entry-level competencies must be
maintained and further developed through experience, adopted
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in October of 1979 Nursing Practice Standards for LP/VNs
which include a code for (1) education, (2) legal/ethical
status, (3) practice, (4) continuing education, and (5)
specialized nursing practice, for which the scope of practical
nurses has extended.

The role of the LP/VN, as that of the RN, has been
changed dramatically in the past years. Many experts believe
that the role of the LP/VN has changed even more significantly
than the RN because the educational preparation has become
more standard throughout the United States and now all 50
states require one year of practical nurse education.

Sadly, many have not kept up with the educational
changes of the LP/VN and still think of him or her as a nursing
assistant without formal education.

The fact of the matter, however, is that the practical
nurse of 50 years ago has developed from an untrained person
who performed relatively unskilled tasks for the sick in the
home to a fully responsible, specially skilled and licensed
member of the health-care team.

No longer do licensed practical/vocational nurses do
the household chores such as cooking and cleaning, along with
-administering unskilled health care. Now she/he has studied
for more than a year and has both an extensive theoretical and
practical training period. It should be understood that this
preparation is not as extensive as the RN programs but there
are similarities in preparation for the various levels of
nursing.

It is evident that LP/VNs are ready to play an
expanded role in providing health care to the elderly. S.410
vests the primary responsibility for developing long-term
policies to registered professional nurses but does not specify
the role other health-care providers, particularly LP/VNs, will
play in the formulation of health-care policy. The NFLPN
feels that in limiting the development of policy to RNs, the
valuable experience of LP/VNs is not being fully utilized.

In comprising the majority of nursing home health-
care providers, LP/VNs are exposed to and become expert in
providing care for our Nation's senior citizens. The National
Federation of Licensed Practical Nurses believes that our
members can provide valuable insight to aid in the development
of health-care policy and could work closely under the super-
vision of RNs to assure that this is done.
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It is our belief that successful health-care policy
and its administration is best instituted when input into
its development can be maximized from caregivers across all
sectors of health-care providers and this necessitates the
inclusion of LP/VNs into the process.

We do not view our position as being contrary to the
scope of S.410 or to the position of the American Nursing
Association. We want to stress cooperation as a means of
maximizing the efficiency of long-term health care. We feel
that by allowing other health-care providers to play an active
role in the development as well as the administration of long-
term health care policy, S.410 and Community Nursing Centers
will be able to attain the comprehensive health care that we
all so desire.

Again, I would like to commend the efforts of this
Commit-tee and thank you, Mr. Chairman, for the opportunity to
submit this testimony.

Sincerely,

Mary E.1cker
President

MEA: cdd
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"' ' Spnator Robert J. Dole, Chairman
He $ Subcommittee on Health

4-- ... Finance Committee
, U. S. Senate

ftOt4" A Hoo~ Washington, DC 20510
* '=" Dear Senator Dole:

I,."D,.O. RE: Hearing on Long-Term Care

The National HomeCaring Council, the national, non-profit, tax -
exempt organization promoting homemaker-home health aide services of
good quality, appreciates this opportunity to present a statement on
long-term care. We are grateful to your Committee for holding these
important Hearings on long-term care, one of the current major social
issues facing our country. As is clearly indicated by the papers pre-
sented at the Hearing held November 3, 1983, the issues regarding long-
term care are pressing now, especially with regard to the aged, but
they are going to become progressively more serious.

Support Intent of S.1244, S.1614, S.41O, HR.3616

In light of the urgency of this situation, we are grateful indeed
to Senators Inouye, Packwood, Bradley, Heinz and Hatch for their continuing
support of the development of home care in this country because quality
home care is a key solution to the long-term care problem. We support the
overall intent of S.1244, S.1614 and S.410 to increase the level of govern-
ment support for home care. We support HR3616 and look for a companion
Senate Bill. %

Concern Regarding Qual iy of Care

A point of grave concern to the National HomeCaring Council is the
quality of home care particularly homemaker-home health aide services. The
National HomeCaring Council strongly supports the expansion of home care pro-
grams for the elderly, families with children, and the disabled, but we are
equally concerned about the q.alit of home care to vulnerable people.

Title XX

There was scant reference to the role of Title XX of the Social
Security Act in the papers presented on November 3, 1983 regarding the
delivery of home care, including long-term home care. Yet, in a state
like California, enormous sums are being spent on home care through

A nonlioflt
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Title XX, with little or no reference to the quality of the care provided.
Please see the attached September 25, 1983 copy of a Parade Magazine article
entitled "When the Elderly Are Victims." This deplorab esTuaf-"on exists
in substantial measure because the Federal legislation for Title XX does not
include standards, and consumer protections are not built Into this program.

The Department of Human Services in the state of Maine is one agency
that has taken a stand. They require agencies receiving Title XX contracts
to hold an accredited status from the National HomeCaring Council. In con-
trast to this, the National HomeCaring Council's Approved Agencies in the
state of Oregon have lost nearly all their state contracts fr Title XX ser-
vices because standards required by the state are almost non-existent and
contracts are awarded primarily on the lowest cost per hour.

Title I1, Older Americans Act

The same points made about Title XX can also be made about Title III of
the Older Americans Act.

Titles XVIII and XIX of the Social Security Act

Standards for "home health aide service" are built into the Medicare
and Medicaid programs. The application of these standards is being weakened
because of fiscal constraints and because of the rapidity with which for-pro-
fit agencies are becoming certified home health agencies. In Texas, for
example, in 1982 there were under 100 Medicare certified home health agen-
cies. Today, there are approximately 400, most of which are for-profit agen-
cies.

For close to two years the Health Care Financing Admintration has been
reporting orally that it is going to require the use of sections of the Depart-
mot of Health and Human Services' Model Curriculum and Teaching Guide for the
Instruction of the Homemaker-Home Hea1-t F-td1iFe--ts CodT-n-s" _o-TVa-t1_c--
V--We--u- g -a l-hTs-p-W a-n' 9e -n~fe-dr-mmediately. The paraprofession-
al service known as 'home health aide service" under Medicare and Medicaid
would be strengthened substantially by the required bse of a nationally pre-
pared standardized training text.

Support National Thrust for Homemaker-Home Health Aide Services

Homemaker-home health aide programs offer enormous potential for meeting
the long-term care needs of the elderly, the disabled and families with child-
ren. These services are provided through single service and multi-service
agencies. A large number of these programs are becoming Medicare certified.
Yet, we are told that becoming certified for Medicare escalates an agency's
costs of the service by 25%, particularly because of the extensive cost re-
porting requirements.

We recommend that a special national thrust be adopted and funding pro-
vided for homemaker-home health aide services in their own right. This way
they would be recognized as a key coaponent in meeting the growing long-term
care needs. And these services must meet basic national standards, such as
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careful selection of the paraprofessional worker and a requirement that
they be trained and professionally supervised. Homemaker-home health aide
services of good quality-make maximum use of the informal support system
and the nationally approved service they provide, on a case basis, is less
costly than in-home services which do not meet basic national standards.
These points need to be understood by administrators and the general public.

The National HomeCaring Council has been developing materials to estab-
lish costs of homemaker-home health aide services. Early in 1984, it will
have ready for use a Handbl.ok for the Conputation of an Hour of Homemaker-
Home Health Aide ServTce773ata from-agencle clitli-g costs-accor-g o
t--s-an- o -WM-56'carable, a situation that we have not had hereto-
fore.-WY i-l be glad to share these data as soon as they are available.

Skilled Care Under Medicare Be Expanded

The National HomeCaring Council urges that the present level of skilled
care under Medicare including the work of "home health aides", not only be
maintained but expanded. We are concerned about the current moves on the
part of the Health Care Financing Administration to interpret the terms
"intermittent care," 'homebound" and "skilled nursing" in a more restricted
fashion. This will curtail the already limited care currently available un-
der Titles XVIII and XIX of the Social Security Act and force increasing num-
bers of people either to seek expensive institutional care or to be grossly
neglected at home. Meanwhile, more should be done by HCFA to stress the
quality of care.

Consumer Education Requijred

In addition to the home care programs provided under the three Titles
of the Social Security Act and Title III of the Older Americans Act, there
is an enormous amount of home care provided to individuals on a private pay
basis. For the most part these people are in a "buyer beware" situation.
In recognition of this, the National HomeCaring Council, with the Council
of Better-Business Bureaus, has launched a home care Consumer Education
and Protection Program. A booklet entitled All About Home Care: A Consu-
mer's Guide is the centerpiece of the progra ma-36-bi-ng-pr-ote-d-n-atd-on-

Thank you for this opportunity to present our comments.

Sincerely,

t'%"i~ I -.

Dr. Ellen Winston, Chairman
Social Policy and Legislation Connittee

EW/nw
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My name is Anne Somers. I am a professor In the Departments of

Environmental and Community Medicine and Family Medicine at the University

of Medicine and Dentistry of New Jersey-Rutgers Medical School. For three

decades I have been involved in the study of health economics and in the\

organization and financing of health care programs. I was a member of the

Health Insurance Benefits Advisory Council to Medicare. 1972-1975, and with

my husband, Herman Somers, co-authored the first major study of the program,

Medicare and the Hospitals, published by the Brookings Institution in 1967.

We anticipated most of our current problems, including the unacceptable rise

in costs.

Now we are both Medicare enrollees. And we have had a great deal of

personal experience with the heartbreak and catastrophic costs of long-term

care - the most urgent and most neglected area of U.S. health policy today.

The tragic irony of this neglect is evident in the plight of millions of frail

and dependent elders, rejected by both Medicare and Medicaid, as well as most

private health insurance, even as the costs of these programs spiral upward.

Even among those who recognize the importance of long-term care (LTC),,

some appear prepared to settle for a second-class program, separate in both

organization and financing from the acute-care mainstream. Given the

centrality of chronic disease in the American health picture today, especially

for the elderly, and the importance of professional continuity in prevention,

diagnosis, treatment and long-term management, such separation is inappropriate

and inconsistent with the goals of health-effectiveness and cost-effectiveness.

Evan a well-funded LTC program, if separate from the acute-care mainstream,

will never achieve the same level of quality. It will remain a "stepchild,"

as Medicaid has been from the beginning. "Separate but equal" will not be

equal in this area any more than in education. In the inevitable rationing
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of resources it will be much easier to shortchange LTC if it is organizational',

and financially separate from acute care.

This statement is in five parts. The first three consist of proposals

for remedial action; the last two provide background Information and rationale

for the proposals.

1. A New Proposal: Incorporation of LTC Into Medicare

To meet the growing need for health-effective and cost-effective LTC,

it is essential that it be incorporated into Hedicare.y- This will require

substantial adjustments in benefits, reimbursement, and other financial and

administrative provisions. However, the basic eligibility provisions would

remain as they are now - most persons 65 and over and the seriously disabled.

The major adjustments would include:

1. Section 1862 of the Social Security Act should be amended to

eliminate the ban on "custodial care" - a euphemism for LTC. The need for

continuity W een primary, acute, and long-term care should be explicitly

stated in the law along with a defined schedule of LTC benefits - both

institutional and community- or home-based.

2. The Secretary of Health and Human Services should develop new

conditions of participation for LTC providers.

3. Federal funds, currently budgeted for long-term care of the elderly

and disabled under Medicaid and other programs, as determined, should be

transfered to Hedicare for the same purpose.

*Good pzimary care includes preventive health services which are also barred
for reimbursement under Section 1862. This also needs to be corrected - a
subject I have dealt with elsewhere (Somers & Weisfeld, "The Challenge of
Health Promotion for the Elderly." Business and Health I (November 1983): 10-14)
but will not be discussed in this statement.
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4. All Medicare providers - individual as well as institutional,

those providing acute care as well as long-term care, should be paid on the

basis of fixed or prospective rates, to be negotiated periodically between

Medicare or its fiscal agents and the major provider associations.

5. Reasonable, non-deterrent patient cost-sharing formulas should be

developed by the Secretary for both acute and long-term care.

6. A new federal/state/community program to coordinate the provision

of long-term and acute-care benefits should be established. Actual

administration would be at the community or county level, by an appropriate

public or private body, within guidelines established by federal and state

governments. It would have two principal functions: (a) to ensure maximum

feasible coordination among health-care institutions, agencies, and programs

involved in care of the elderly and disabled; and (b) to provide comprehensive

assessment, appropriaE-placement, and cost-effective care management of

individual long-term Medicare patients, udder the general supervision of a

responsible primary physician or group and through some appropriate

interdisciplinary mechanisms, with opportunity for patient/family input.

While such a proposal envisions a substantial reorientation of U.S. health

care resources, in line with changing health care needs, it is evolutionary,

not revolutionary with respect to existing institutions. It builds on the

strengths of our principal financing program - Medicare. Current Medicare

eligibility - 95 percent of those over 65 plus those entitled to Social

Security disability benefits for at least two years and most persons with end-

stage renal disease - while very conservative with respect to disability,

provides a practical framework for reaching the most vulnerable groups.

The proposal also reaffirms the Medicare requirement for'physician
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responsibility, its quasi-insurance type of financing, and its high standards

of quality. It builds on the momentum started by the 1980 expansion of Medicare

home-care benefits (removal of the requirement for prior hospitalization under

Part A ad the 100-visit limit under both Parts A and B) and the 1982 hospice

amendment.

At the same time, it recognizes the special complexities inherent in

good long-term care - complexities relating both to the interdisciplinary

nature of such care and to the length of time over which it may have to be

sustained. A communty-based coordinating and case-management service is

proposed, but medical and iegal responsibility for the individual patient

remains in the hands of the primary physician or a legally defined surrogate.

and eligibility for benefits is based on the same general Medicare criteria

used for acute-care patients. Financial resources would play a role in

determining individual patient cost-sharing but not in defining basic

eligibility..

With respect to costs, the proposal primarily envisions a transfer of

existing expenditures, personnel, and other resources, rather than any large

additions. By transferring responsibility for long-term care of the poorest

elderly and disabled from Medicaid to Medicare, it should cut Medicaid

expendituresby nearly half and contribute substantially to solving the states'

"Medicaid problem." The over $15 billion currently being spent by Medicaid

and other public programs for nursig-home services - a figure projected to

rise rapidly under existing arrangements - would constitute the near-term

financial underpinning for the expanded benefits. -Also, if necessary,

eligibility could be limited, for the first few years, to those 75 and over

and to those disabled adults of any age, who currently qualify for Medicare.
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Using 1982 figures, the result would have been about 13.5 million eligibles -

2/
about 10.5 million over 75- and 3 million younger disabled on Medicare. The

figure could be further reduced by limiting initial coverage of the elderly

to those over 85. about 2.5 million.

Although total costs will inevitably rise with the increase in the

number of elderly persons and continuing progress in acute care - the well-

known "paradox of medical progress" - the rise should be substantially

moderated by the change in methods of provider payment, appropriate use of

cost-sharing provisions, better public and professional information respecting

alternative therapies and settings, and continuous professional monitoring.

with an empi-asis, insofar as possible, on noninstitutional care.

II. Interim Steps

Despite the urgency of the LTC problem, some time is probably required

for adequate public and professional education as to the need for, and goals

of, the new program as well as additional experience in the organization and

administration of long-tern services. I suggest two kinds,of interim steps:

1. Reexamination, at the highest level, of the entire Medicare program -

benefits, financing, and administration. The review must be thorough, with

special emphasis on the changing health needs of enrollees. Clearly, the

the new focus must be chronic disease - how to prevent or postpone it

where possible, how to assure early diagnosis and appropriate treatment,

how to manage residual disability and minimize complications, how to provide

the most humane possible death when this is inevitable - and how to do all

this as cost-effectively as possible.

If the appropriate Senate and House Committees are prepared to undertake
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such review in the second session of the 98th Congress, so much the better.

If not, then preparatory work could be undertaken though establishment of

a bipartisan public/private Comission, perhaps along the lines of the

recent Social Security Commission, reporting to Congress and/or the

Executive in time for the 99th Congress.

In view of the importance and complexity of the issue, it would also

be useful if various private or semi-public groups or foundations would

undertake parallel and perhaps complementary studies and reports.

2. Gradual reorientation of existing programs and institutions away

from the existing overemphasis on acute institutional care and the discon-

tinuity between acute and long-term care financing programs, especially

Medicare and Medicaid. The two bills currently before the Senate Finance

Subcommittee on Health - S. 1244 and S. 1614 - are important contributions

to this evolutionary-development and have my enthusiastic support.

S. 1614, the more modest of the two, would amend Title XIX to

authorize up to 20 states to obtain federal waivers to permit coordination

of acute and long-term care for those individuals who are eligible for both

Medicare and Medicaid. Although this would benefit only that relatively

small minority of elderly who are eligible for Medicaid - about 13 percent

in 1980 - it would not only be extremely helpful to those individuals,

about 3.4 million, but would encourage the states and various provider

or-ganizations to begin tooling up for an eventual coordinated program.

S. 1244 is more ambitious in that it applies to all Medicare bene-

ficiaries 65+. It extends the Medicare benefit package to include a

significant number of LTC services. It seeks to control costs by limiting

payments to providers willing to operate on the basis of capitation and
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through a sliding scale of patient copayments. For the first four years,

it is limited to no more than four states but anticipates moving gradually

to a national program.

- Specific provisions of both bills should be debated. With respect to

S. 1244, for example, should provider payment be limited exclusively to the

capitation method? Is the specific formula provided - a monthly payment

not- to exceed 60-percent of the average monthly rate in free-standing

skilled nursing facilities in the relevant state - too restrictive?

Omission of long-term nursing home services from the new benefits is sure

to raise questions as is the specific schedule of copayments. But these

seem to me minor points compared to the generally positive concept. Both

bills could help us move from the LTC deadend where we find ourselves today

to where we want to b a decade from now.

III. Complementary Proposals

Certain changes in the institutional and professional environment must

also be effected if the new LTC program is not to experience many of the same

problems as the original Medicare, especially the expansion of medical technology

at a rate too fast for appropriate assimilation into clinical medicine or medical

ethics, with serious consequences both for costs and the best interests of the

patients. The following measures should be undertaken more or less simultan-

eously with expansion of Medicare LTC benefits. Both are intended to help

patients and their physicians arrive at considered judgements with respect to

various interventions in the case of serious illness.

1. A national high-level instrumentality for objective assessment of

new biomedical technologies in terms of both health and cost outcomes. It
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would not have authority to ban the introduction of new procedures or devices

but would have the obligation to publicize its findings.

National experience with technological assessment has been mixed. The

National Council on Health Care Technology was killed in 1981 after only

three years. However, the Office of Technological Assessment remains a

highly respected body. The new Prospective Payment Assessment Commission,

set up under P.L. 98-21, with primary responsibility for advising the

Secretary of HHS with respect to payment for new procedures under Medicare,

should begin to fill this need - although the issues go well beyond the

question of Medicare reimbursement. Fortunately, the climate with respect

to technology assessment appears to have changed substantially in the past

couple of years.

2. Every hospital and nursing home participating in Medicare should have

in place a Patient Advisory Committee to consult, on request, with seriously

ill patients, their families, and physicians, with respect to certain

therapeutic or diagnostic procedures as well as alternative settings of care,

e.g. nursing home, home care, hospice, etc.

This proposal is in the line with New Jersey experience in establishing

hospital Eth-ics or Prognosis Committees, as ordered by the state's Attorney

General following the Quinlan Case. A 1983 survey of New Jersey hospitals

reports that 64 percent of all hospitals in the state now have functioning

committees.-/ Also in 1983 the American Academy of Pediatrics and the American

College of Physicians announced support for a similar recommendation by the

President's Commission for the Study of Ethical Problems in Medicine, Biomedical,

and Behavioral Research./

Although neither of these bodies would have any compulsory authority, their

29-0 0-84-37
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presence would help to assure more cost-effective as well as health-effective

decision-making and thus contribute to the minimization of inappropriate or

unnecessary services.

IV. The Growing Need for Long-Term Care

Among the many factors dictating greater attention to chronic disease and

long-term care, two - the rising life expi-ctancy of the elderly and their increase

as a percentage of population - are now so well known that they need little

further documentation. Although there is debate as to how long the recent

striking decline in mortality among the elderly vill continue, the Census

Bureau's "middle" assumptions anticipate that average life expectancy at birth

for women will continue to rise from 78.3 years in 1981 to 81.3 in 2005 and 83.6

in 2050A/ For men, the Bureau projects a rise from 70.7 in 1981 to 73.3 in

2005 and 75.1 in 2050. Already life expectancy for-women of 65 is nearly 19

years; for men, about 14.5.

The Bureau also projects that the 65+ population will rise from 26.8

million in 1982 to 35 million in 2005 and 67 million in 2050. Also using

"middle" assumptions as to future fertility and immigration rates, the Bureau

projects that the proportion of the population, that will be 65 or more, will

increase from 11.6 percent in 1982 to 13.1 percent in 2005 and 21.7 in 2050.

Moreover, an increasing proportion of these will be the "old old." Those 75+

will rise from 4.6 percent of the total population in 1982 to 12 percent in

2050; those 85+ from 1.1 percent in 1982 to 5.2 percent in 2050.

Commonsense alone should have alerted us to the significant change in the

national morbidity and mortality picture resulting from the aging of the population.

In contrast to nations with younger populations and our own past history, the
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major health problems of our senior citizens are chronic - arthritis, hypertension,

heart conditions, dementia, stroke, cancer, dental, hearing, orthopedic, and

visual impairments, depression and other mental illness. Alzheimer's Disease,

a name not even known to most Americana a decade ago, has increased-in

prevalence to become the most dreaded form of dementia and perhaps the fourth

leading cause of death among the elderly. Significant mental illness is

reported to affect 18-25 percent of those 65+./ About 5 percent of the elderly

are institutionalized with a rate rising to 10 percent of those 75+ and 22

percent of those 85+./ Among the non-institutionalized, about 12 percent need

the help of another person in one or more activities of daily living - dressing,

walking, eating, toileting, etc. This figure rises to nearly 40 percent for

those over 85.

The health care problems of an aging population have been exacerbated- in

recent years by a second and parallel demographic revolution - the "shrinking"

of the American family. Multiple trends have contributed to this development -

later marriages, more divorces, fewer children, more working women, smaller

housing units, more geographic and socioeconomic mobility, fewer servants.

Between 1970 and 1981, the size of the average household dropped from 3.14

persons to 2.73.7/

In 1981, 19 million individuals - 23 percent of all households - lived

alone. This was a 75 percent rise over 1970. This rise in "singles" has been

greatest for the younger age groups, e.g. for those 25-34, about 300 percent.

The latter figure presages the future. The result is diminished family resources

to help meet the increasing health needs of an aging population.- There is

often no one "at home" to care for the elderly widow recovering from a broken

hip or the widower with paralysis after a stroke.
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Add to all these problems the continuing poverty among most of our elderly.

In 1982, the median income of all Americans 65+ was $6,593; for women, only

$5,365.91

V. Inadequacy of Existing LTC Programs

Far more money is being spent on long-term care today than is generally

realized. According to an estimate by the Office of the Inspector General for

the Secretary of Health and Human Services, the long-term care industry accounted.

in 1980, for some $32 billion, concentrated in three general sectors - nursing

homes - $20.5 billion (63 percent); community or home based - $6.5 billion

(20 percent); and hospitals - $5.3 billion (17 percent).!21  Assuming an

increase of 15 percent per year, the 1983 figure would be close to $50 billion.

Nearly one-third of these huge funds are paid for by patients or their

families out-of-pocket. The next largest segment is paid by Medicaid, mostly

for nursing home care. Medicare and private health insurance (PHI) contribute

primarily by default - by paying for long-term patients "backed up" in acute

care hospitals because no appropriate placement is available. The balance is

spread over a maze of large and small programs - V.A., Title XX, Older Americans

Act, state and local government programs, private philanthropy, etc. The

result is duplication and waste along with a tremendous amount of unmet need.

Following is a brief summary of the major LTC financing programs. I start

with Medicare only because it is still synonymous with U.S. health policy for

the elderly. It is impossible to understand or even to discuss such policy

intelligently without recognizing the void that Medicare created by failure

to cover LTC, a void that can only be corrected when Medicare assumes its

rightful responsibility in this area.
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Medicare

Following the PHI pattern, dominant in the early 1960s, Medicare focuses,

almost exclusively, on short-term acute care. Section 1862 of the law

specifically prohibits payment for "custodial" care as spelled out in the

official Medicare Handbook:

"Care is considered-cuftodial when it is primarily for the

purpose of meeting personal needs and could be provided by persons

without professional skills or training. For example, custodial

care includes help in walking, 'getting in and out of bed, bathing,

dressing, eating, and taking medicine."

Obviously, these skills, which Medicare dismisses so contemptuously are

precisely those needed by the long-term stroke patient, the patient with

Alzheimer's, or Parkinsons, multiple sclerosis, terminal cancer, or any number

of other chronic conditions. The tragic irony, of course, is that Medicare will,

and does, pay generously for the same patient after he/she has developed an

infected bedsore, a circulatory blockage, or pneumonia, from failure to

ambulate to whatever limits are possible. This is justified as a separate

"episode of illness" - a concept that is increasingly obsolete in a context

of chronic disease.

Not only does Medicare prohibit reimbursement for nursing home care beyond

100 days, but this is only available following hospitalization, only in a

skilled nursing facility, and only when the patient is in need of skilled

nursing care, which is arbitrarily and inconsistently interpreted by both the

11/administrative intermediaries and DHSS;- More and more it appears that the

difference between "custodial care" and "skilled nursing care" has little to do

with the degree of skill required, but a great deal to do with the patient's

disease and prognosis. The Medicare message to the seriously ill patient is
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clear, "Get well fast, die, or get lost - unless you can qualify for another

acute 'episode"'I

Spokesmen for Medicare are defensive on this point. They point out, that

the program is a Godsend not only to elderly patients experiencing a first

stroke or heart attack but whenever there is an acute exacerbation of a chronic

condition. That is correct. But what distinguishes chronic disease from most

acute disease and trauma is not the absence of acute episodes but the usually

slow and insidious onset and the frequently lengthy period of disability. By

definition the condition is never "cured." But if the now generally-accepted

goal of good LTC is maximum functional independence for the patient, then the

incentives to the system and to individual professionals should be continued

improvement, rehabilitation, and the prevention of acute episodes - not just

meeting them when the need arises. in at least some cases precisely because

continuing care was denied.

Only in the field of home health has Medicare demonstrated some sensitivity

to the growing needs of the chronically ill and the importance of linkage

between acute and long-term care. From the beginning, both Parts A and B

authorized up to 100 home health visits per year by a parttime skilled nurse

or therapist, under physician supervision. Also, in a departure from PHI norms,

Medicare permitted use of a home health aide - if one of the skilled professionals

was also needed. Then, starting in 1981, the home health benefit was

liberalized - at least on paper. The Part A prior-hospitalization requirement

was eliminated and the 100-visit limit removed, although the limitations

inherent in the requirement for skilled nursing remain. For-profit home health

agencies are now permitted to qualify.

It is too soon to evaluate the impact of the new home health amendments.
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Home health personnel claim that regulations have been tightened to the point

that the statutory liberalization has been more than cancelled out. At least

in concept, however, Medicare has now recognized the need for long-term home

health services.

Despite failure to cover LTC, as well as preventive services - which many

feel could help to prevent or postpone the incidence of a great deal of chronic

illness and disability - and despite repeated Administration efforts at cost

control - Medicare expenditures soared at an average annual rate of over 17
12/

percent to over $52 billion in 1982.- The Hospital Insurance (Part A) Trust

Fund is expected to be bankrupt within a decade. In the effort to stem the

rise, drastic changes in the program are now being effected and more proposed

without In anyway addressing the problem of LTC.

Medicaid --

Along with direct patient or family payment, Medicaid is the primary source

of funding for LTC in the U.S., especially nursing home care. As of 1980, some

1.8 million individuals, over 8 percent of all Medicaid recipients, were

receiving one of the three principal long-term services - in a skilled nursing

facility (SNP), intermediate care facility (ICF), or home health care, and

this does not include the mentally retarded or those receiving only prescribed
13/

drugs.-/ In 1982, Medicaid paid nearly half of all U.S. nursing home expendi-

tures.2/ Some authorities maintain that the American nursing home is largely

a creation of Medicaid and its predecessor, Kerr-Hills Medical Assistance for

the Aged.

However, this is clearly a hen-and-egg relationship. Just as the nursing

home has been molded by Medicaid's welfare orientation, Medicaid itself has been
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vastly changed by the impact of its LTC patients. In fact, it is now widely

acknowledged that Medicaid is not one but two or even three programs, depending

on the category of recipient. Those 65 and over constitute only 16 percent
14/

of total recipients but account for 37 percent of the cost.-

Although poor, nearly 40 percent of these elderly are not on welfare and

this 40 percent accounts for nearly 3/4 of all Medicaid expenditures for this

age group. This is primarily the nursing home population - formerly self-

supporting individuals forced to "spend down" to the level of penury that

qualifies them for a Medicaid nursing-home bed. Add the under-65 disabled

and the total is still less than 30 percent of recipients but accounts.for

over 67 percent of all payments. By contrast, the AFDC families, the stereo-

typical "welfare patients," account for almost 2/3 of all recipients but less

than 30 percent of payments.

Despite Medicaid's contribution to long-term care, many deep-seated

problems remain. Most obvious is the fact that the program covers only the

very poor - as already noted only about 13 percent nationwide. In New Jersey,

the figure is only 5-6 percent. Closely related is the inconsistency in

eligibility and benefit provisions among the 54 jurisdictions. For example,

20 states limit eligibility to those on SSI. Of those that do cover the

"medically needy," income limits vary as much as 3:1.

Second, there is the persistent problem of political, financial, and

qualitative instability, inherent in a welfare program. Despite recent

success in some states in restraining costs, Medicaid remains the fastest

growing financial burden for many and the LTC segment the fastest growing part

of that burden. Now freed of many of the original federal requirements re.

mandatory benefits, provider payment, and patient free-choice, and faced with
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the federal cuts of recent years, most states feel forced to cut and pinch

still further. This creates hardship not only for recipients but for the

providers, e.g. responsible nursing home operators or home health agencies

who find advance planning and quality maintenance extremely difficult, if

not impossible.

It is not surprising that a large proportion of providers, especially

the better ones, refuse Medicaid patients altogether. For example, there is

wide variation in the number and proportion of participating physicians in the

different states. A 1982 survey reported that the ratio of participating

physicians per 1000 Medicaid recipients ranged from 7.13 in Pennsylvania

to 39.39 in Wyoming.15/-

An earlier study, using 1976 data, found that nearly 60 percent of all

Medicaid patients treated in private practices were seen in less than 15 percent

of all such practices.6/ While the authors rejected the allegation that most

of these large Medicaid practices were "Medica.d mills" in the sense of

flagrant abuse or exploitation, they did find a substantial "credentials gap."

"The Medicaid market is dominated by less qualified physicians.... older, non-

board certified, and graduates of foreign medical schools."

Third, there is the basic incompatibility between Medicaid and the goal

of a good LTC program - maximum functional independence for the patient. By

limiting eligibility to those who are already seriously dependent. both

medically and financially, or those who make themselves dependent for this

purpose - this is called "targeting the at-risk population" - the program

not only fails to encourage independent functioning but actually promotes

dependency of both types. A 1974 survey by the Congressional Budget Office

found that nearly half of Medicaid nursing home patients were not initially
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poor by state definitions but were forced to deplete their resources in order

to qualify as "medically needy. 'a/ This percentage has almost certainly

increased since that time.

A 1980 study by the former Assistant Comissioner of Health of New Jersey

notes that:

"Children are not financially responsible for the care of

parents.. .but spouses are; hence the phenomenon of couples

married 50 years divorcing to enable one of them to get nursing

home subsidy without totally impoverishing the other.

"The spend-down for nursing home care presents many middle-

class families with an excruciating dilemma. Either they violate

the law by covertly attempting to transfer the parent's assets

before admission to the nursing home...or they can watch passively

an inheritance go up in smoke. For those families unable or

unwilling to transfer assets covertly, nursing home services

have thus become the most effective barrier to intergenerational

transfer of income ever seen in this country. -

Despite all these supposedly cost-saving limits and many more, the costs

of Medicaid increased, at least through 1979, at an average annual rate of

13.6 percent& Since 1981, the rate of increase has declined slightly.

Nevertheless, total 1982 expenditures were $34 billion.2/ No wonder that

many states are grappling with a terrible dilemma - how to cut the costs of

Medicaid while assuring that basic essential services are available to the

poor and the elderly.

Private Health Insurance

Although private health insurance in the U.S. preceded Medicare by over

three decades and greatly influenced the philosophy and benefit structure of
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the public program, once Medicare became law the two programs were neatly

fitted together in a mutually complementary relationship. the basic definition

of covered benefits in most private insurance, including "major medical," is

the same as in Medicare. Both share the am acute inpatient bias.

The widely held "Medicare supplementary" or 'Medigap" policies, sold

both by the Blues and the insurance companies, are intended primarily to

fill the gaps resulting from Medicare deductibles and co-insurance and an

occasional uncovered benefit such as private duty nursing. The Medigap

experience is significant in demonstrating the widespread public craving

for comprehensive coverage and the difficulty of relying on patient cost-

sharing as an effective method of cost control. As presently conceived and

smarketed, however, private insurance is simply not a significant factor in

the financing of LTC for the elderly. In 1982, for example, it paid for

0.7 percent of nursing home expenses.'L2

Thtra-are those who now feel that som new and "creative" financial

instruments might enable private insurers to enter the market successfully.

Among the suggestions, probably the best-known is the Social Health Maintenance

Organization (S/H14O).

My ovn feeling is that the carriers are well advised to be cautious.

It was their inability to successfully underwrite acute care for the elderly

and disabled that led to Medicare in the first place and I can see no reason

to expect any better experience with LTC. There is, I feel sure, a significant

role for the private carriers and plans in the LTC field but on a subsidiary

basis. A recent article in Inquiry, the Blue Cross Associotion Journal,

challenges Blue Cross/Blue Shield to innovation in this broad area, perhaps

on a joint-venture basis with some of the religious multi-hospital systems.19/
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As another example, the insurance industry could decide to assume sole

responsibility for financing the exciting lifecare or continuing care

retirement community concept, which could probably profit from some additional

managerial and actuarial expertise.

A recent review of developments in the European health care systems,

most of which have been experiencing the same financial problems as in the

U.S., and proposed modifications in such systems concludes that the future

belongs to a public/private mix. The following refers specifically to The

Netherlands but, by implication, to most of the Continent:

"It seems probable that the division of the population

into two groups according to-income level will be abolished,

implying one uniform system for all people. At the same time

it can be expected that market forces will be incorporated into

the system. The most likely outcome will be a uniform public

insurance scheme covering a minimum set of benefits, to be

accompanied by regulated private insurance.20/

In my view, such a formula could apply equally to the U.S. If agreement

could be reached on such a fundamental issue, the policy debate could then

focus on the nature of the appropriate mix, and financial arrangements

relating thereto.

Community-Based LTC Demonstration Projects

The need for a more coordinated and efficient approach to LTC has been

recognized for several years. The January 1981 Report of HCFA's Office of

Policy Analysis identified many of the relevant issues and outlined a series

of options and strategies for reform.2/ The change in Administration and the

growing federal budgetary difficulties precluded strong federal leadership
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along any of the suggested lines. Aside from the VA, which has pursued an

innovative but isolated LTC program of its own, the major federal contribution

to the growing challenge of LTC has been the funding of several series of

demonstration projects. Fir it were the 15 Medicaid/Medicare LTC "waiver"

projects; second, the National LTC Channeling Demonstration Project with ten

sites. A number of other programs have been initiated by states and

foundations.

Results from the "waiver" projects are discussed in a recent report

by the GAO. It concluded that: "expanded home health care can reduce nursing

home use only for some subpopulations of the elderly; the effect of expanded

home health care on hospital use is still unclear; some client outcome

measures have shown improvement; while individual nursing home or hospital

costs may have been reduced, total health care costs increased; methodological

problems hamper the existing research results.' 2-2/ The report concludes:

"The critical policy issue may not be whether one service is less costly

than another but, rather, how new services should be organized to insure

maximum efficiency and effectiveness."

The challenge of an aging population, chronic illness, and long-term

disability is probably the most difficult domestic problem facing the U.S.

in the next few decades. It will not be solved overnight. It will not be

solved on the cheap. The proposals in this statement are not presented as

___pA£eas. But they do-provide a basis for serious study and debate. Any

attempt to run away from the issue can only result in disaster. In the words

of one physician:
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'Unless the needs of present and future cohorts of the

dependent elderly are soon addressed, a policy crisis of awesome

economic, political, and moral dimensions will occur. It is past

time for society to decide how it will provide for its elderly

embers who are delivered by modern medicine into an unprecedented

and uncertain state of survivorship with extreme impairment.'.L/
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