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MEDICARE PAYMENT POLICIES FOR
POST-ACUTE CARE

WEDNESDAY, APRIL 9, 1997

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to recess, at 10:05 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee)presiding.

Also present: Senators Grassley, D'Amato, Rockefeller, Bryan,
and Kerrey.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. The committee will please be in order. I am

pleased to welcome all of you to today's hearing on Medicare post-
acute care payment policies. In our rapidly evolving health care
system, Medicare reimbursement for post-acute care services is an-
tiquated. Medicare pays the reasonable cost of post-acute care after
services are delivered.

During 1995, both President Clinton and the Congress proposed
policy changes establishing new prospective payment systems for
home health care and skilled nursing care. Unlike a prospective
payment system which provides a limited predetermined amount
for caring for a patient, cost-based reimbursement does not encour-
age efficiency and instead has helped fuel tremendous growth in
spending.

Incentives have emerged for post-acute care providers to increase
the volume of services they provide with less administrative over-
sight. The concerns about quality of care and possible fraud have
also increased.

Post-acute care services are furnished by skilled nursing facili-
ties, home health agencies, rehabilitation facilities, and long-term
care hospitals. Although services furnished by these providers fre-
quently follow a hospital stay, in some cases patients can be admit-
ted directly to a rehabilitation facility or long-term care hospital.
In addition, home health care services are predominantly provided
to beneficiaries who did not have a previous hospital stay.

During the 1970's, Medicare was primarily an acute care pro-
gram that paid for hospital physician services and relatively little
care for people with more chronic conditions. Over the past 15



years, Medicare spending has shifted increasingly to post-acute
care services.

In fact, post-acute care services represent the most rapidly grow-
ing component of fee-for-service spending. From 1990 to 1995,
Medicare's spending on post-acute care grew by a 30 percent aver-
age annual rate.

Total of post-acute care spending grew from about $8 billion to
$30 billion over the same 5-year period. This kind of growth is just
not sustainable. The future of Medicare fiscal integrity relies a
great deal on our ability to understand how we can best address
post-acute care services.

Today we will hear from two panels. The first panel includes rep-
resentatives from the General Accounting Office and from the Con-
gressional Budget Office who will discuss the history and current
trends in post-acute care services. They will examine the economic
incentives inherent in current law and under proposed reforms.

For further comment, we will then turn to a second panel rep-
resenting providers of post-acute care services.

Senator Rockefeller, would you care to make any comment?

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A
U.S. SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Thank you, Mr. Chairman. Just a word.
As you indicated, between 1990 and 1995 Part A spendingon post-
acute care services went up 28.8 percent per year over 5 years.
That was compared to about 10 to 10.5 percent for all Medicare
benefits, and 6 percent for acute care hospital services that were
under the prospective payment system. So, as you indicate, this is
not sustainable and our panels this morning will help us under-
stand this. Thank you.

The CHAIRMAN. Thank you very much, Senator Rockefeller.
Our first panel will begin with Dr. William Scanlon, who is direc-

tor of Health Financing and System issues of the GAO. He will be
followed by Dr. Joseph Antos, assistant director of Health and
Human Services at the Congressional Budget Office. We are also
leased to welcome Mr. Dowdal. Welcome. Gentlemen, it's nice to
ave you here.
Dr. Scanlon, do you want to begin?

STATEMENT OF WILLIAM J. SCANLON, PH.D., DIRECTOR,
HEALTH FINANCING AND SYSTEMS ISSUES, GENERAL AC-
COUNTING OFFICE, WASHINGTON, DC, ACCOMPANIED BY
THOMAS DOWDAL, SENIOR ASSISTANT DIRECTOR
Dr. SCANLON. Thank you, Mr. Chairman and members of the

committee. We are very pleased to be here today to discuss Medi-
care's post-acute care benefits, specifically those for skilled nursing
facilities, home health care, inpatient rehabilitation, long-term care
hospitals, and the administration's legislative proposals related to
them. All types of post-acute care have been growing rapidly in the
1990's and the driving force behind that growth has been more use
of each type of benefit.

A combination of factors led to the increased use, including
changes in law and guidelines that liberalized coverage of services,
growing numbers of providers that increased the supply of services



available, acute care hospitals' incentives to discharge patients ear-
lier, and a diminution of administrative controls which made it less
likely that inappropriate claims would be identified and denied.

SNF and home health care comprised the bulk of post-acute care
services and, in order to limit my oral statement I will focus on
those, though in our written testimony we have discussed all of the
types of post-acute care.

SNF and home health care account for 85 percent of post-acute
care expenditures and after relatively modest growth during the
1980's, spending on both grew very rapidly in the 1990's, averaging
22 percent for skilled nursing facilities and 33 percent for home
health agencies.

As this chart here indicates for home health agencies, there was
rapid growth that was partially associated with very significant
policy changes that affected the availability and use of these serv-
ices. A similar chart is in our written testimony with respect to
skilled nursing facilities and shows a very similar type of relation-
ship.

The two changes in terms of policy that triggered the increase in
growth in both of these benefits were the reissuance of the cov-
erage guidelines for skilled nursing facilities that occurred in 198 ,
and for home health care that occurred in 1989.

These reissuances of the guidelines were the esult of court cas s
that HCFA settled after having been relatively restrictive in tero4s
of the review of claims before that time period, and the result h s
been the type of growth that we have seen here.

We had expected, with the implementation of Medicare inpatient
prospective payment for hospitals in 1983, that the utilization of
skilled nursing facility and home health benefits would grow fast
as hospitals discharged patients earlier.

However, HCFA's relatively stringent interpretation of coverage
and eligibility criteria held that growth in check for the next few
years. It was only with the court cases and the reissuance of the
guidelines that we saw the benefits increase dramatically.

HCFA's 1989 guidelines have also dramatically changed the
home health benefit from one focused on patients needing short-
term care after a hospital stay to one that serves chronic, long-term
care patients as well.

As the number of beneficiaries receiving home health care more
than doubled since 1989 to reaching almost 4 million, the portion
of beneficiaries receiving more than 90 visits tripled from 6 to 18
percent of beneficiaries using the service, demonstrating the pro-
gram's increasing role in serving longer-term patients.

Increased utilization also accounted for much of the growth in
the skilled nursing facility spending, as uisers of the service also
doubled between 1989 and 1996. However, increases in Medicare's
payments per day also contributed substantially to spending.

These increases were fueled primarily by greater use of ancillary
services such as physical and occupational therapy. Costs of these
services grew three times as fast as routine skilled nursing facility
costs for nursing, room and board.

Notably, ancillary costs are not subject to limits. Instead, ancil-
lary services are subject to medical necessity criteria, and relatively
little review of their use is conducted by Medicare.



4

Another factor contributing to both the growth in skilled nursing
facility and rehabilitation facility use is the substitution of days of
care in these settings for what, in the past, would have been the
last few days of an acute care hospital stay.

The number of hospitals operating their own skilled nursing fa-
cility or rehabilitation unit has increased dramatically. Operating
these units facilitates a hospital increasing its Medicare revenues
by transferring patients as soon as possible to their skilled nursing
facility or rehabilitation unit. They then receive the full inpatient
hospital prospective payment and the cost-based payruents for the
days spent in the- post-acute unit.

Among the major proposals in the administration's fiscal 1998
budget are plans to develop prospective payment systems for
skilled nursing facilities and home health care to gain better con-
trol of expenditures in the short term and a comprehensive pay-
ment system for post-acute care in the longer term.

While prospective payment encourages control of costs, it's im-
portant in designing such systems to be mindful of the incentives
created regarding the quantity and quality of services providers
will deliver.

Selection of a unit of service for payment and taking account of
varying needs of patients for different types of services are impor-
tant aspects of the design because of the incentives they create.
Moreover, implementation of prospective payment needs to be com-
plemented by adequate investment in claims review and other safe-
guards.

Counterbalancing prospective payment's positive incentives to
control costs are, depending upon the system's design, incentives to
inappropriately increase case loads and increase or decrease the
units of service provided. The positive aspects of prospective pay-
ments could be largely negated without safeguards to ensure the
appropriate use of services.

Finally, the administration has also announced that it will pro-
pose in the future a coordinated payment system for post-acute
care. ProPAC has also suggested a consolidated or bundled pay-
ment system for both acute and post-acute care.

Such payment methods would give providers covered by them in-
centives to furnish care in the least costly way over an inpatient's
entire episode of care. However, these systems also raise a number
of questions about how to set payment levels, who receives the pay-
ment, and a control is needed to prevent the new incentives of such
a system from adversely affectthe ing patient care.

In conclusion, it is clear that the current payment methods for
providers of post-acute services for Medicare beneficiaries need to
be revised. As more details concerning the administration's or oth-
ers' proposals for revising these systems become available, we
would be happy to work with the committee and others to sort out
the potential implications of suggested revisions.

Thank you very much. I'd be happy to answer any questions you
or members of the committee have.

The CHAIRMAN. Thank you very much, Dr. Scanlon.
[The prepared statement of Dr. Scanlon appears in the appen-

dix.]



The CHAIRMAN. We will have a number of questions, but we will
hear, first, from Dr. Antos.

STATEMENT OF JOSEPH I. ANTOS, PH.D., ASSISTANT DIREC-
TOR FOR HEALTH AND HUMAN RESOURCES, CONGRES-
SIONAL BUDGET OFFICE, WASHINGTON, DC
Dr. ANTos. Thank you, Mr. Chairman and members of the com-

mittee. I will also confine my comments to the prospective payment
proposals for skilled nursing facility care and home health services.
my written testimony also discusses other policies that could limit
Medicare spending on post-acute care services, including those pro-
vided by rehabilitation.

The CHAIRMAN. The full statements will be included as part of
the record.

Dr. ANToS. Thank you.
This year, Medicare will spend $13 billion on SNF services and

$19 billion on home health services. That spending has more than
quadrupled since 1990. CBO projects that by 2002, spending on
SNF and home health services will increase by an additional 50
percent.

Increases in the volume of SNF and home health services have
driven that growth in spending, and any policy meant to slow the
growth of spending must address volume. Both the number of peo-
ple being served and the volume of services provided to each user
have risen remarkably during the 1990's.

Moving from cost reimbursement to prospective payment could
help slow the growth of Medicare spending, but there are clear
risks associated with such an approach. Prospective payment en-
courages providers to increase the number of beneficiaries using
services, while minimizing the care provided to those patients.

Providers also have an incentive to seek out low-cost bene-
ficiaries with few post-acute care needs, thereby capturing a full
payment amount when few services have been delivered. A poorly
designed policy could adversely affect both the quality of patient
care and the amount of program savings possible under a new pay-
ment system.

I will briefly discuss two critical design issues that deal with
these concerns: the scope of services covered by prospective pay-
ment, and case-mix adjusters.

First, scope of services. Payment could cover the services of dif-
ferent providers or be confined to a single type of provider; it could
also be based on an episode of care or on a narrower per-day or
per-visit basis. The more inclusive the set of services covered by
prospective payment, the less opportunity providers would have to
receive additional payments by shifting necessary services outside
the unit of service.

Separate prospective payment systems for SNFs and home
health agencies would introduce a new incentive for post-acute care
providers to discharge patients to another provider as soon as pos-
sible. Shifting patients among post-acute care providers is more
likely if, as appears to be the case, the services they offer are close
substitutes. Such shifting could increase program costs and reduce
the quality of patient care.



If payment was further narrowed to a per-visit or per-day basis,
providers could increase revenues by reducing the content of serv-
ices provided in a visit or a day of care. Fewer services provided
in a home health visit, for example, could necessitate more visits,
each of which would be paid on a per-visit rate. A per-day approach
for SNF services, as proposed by the administration, would address
the growth in ancillary costs that we have seen in the past decade
but would do nothing to limit growth in the number of days of care.

The second issue in designing a prospective payment system for
post-acute care is case-mix adjustment. Case-mix adjusters modify
payments to better match the cost of providing necessary treat-
ment. Adequate adjustment can safeguard against both excessive
program spending and risks to beneficiaries.

RUGs-IT, for example, might be useful for a per-day payment
system for SNF services. This is the case-mix adjuster that HCFA
has been testing in a demonstration phase. But HCFA has yet to
determine either the unit of service or the case-mix system for its
home health prospective payment proposal.

To conclude, the current payment structure of fee-for-service
Medicare fails to give post-acute care providers an incentive to con-
strain spending, and past actions that broadened the benefit be-
yond true post-acute care have greatly contributed to the growth of
program spending. Within this context, it is difficult to design pol-
icy options to slow the growth of that spending.

We should, however, keep in mind the lessons of past efforts to
reduce the spending growth in fee-for-service Medicare. Squeezing
down on one part of the problem has often resulted in a shift to
spending elsewhere in the Medicare system.

Dealing with post-acute care spending in a piecemeal fashion
runs a similar risk. Nonetheless, there is no doubt of the need to
address this rapidly growing component of the Medicare program.
That concludes my comments. I would also be happy to answer
your questions.

[The prepared statement of Dr. Antos appears in the appendix.)
The CHAIRMAN. Well, thank you very much, gentlemen. As you

outline in your testimony, the problem we face is serious and there
is not a very ready answer as to how to solve it.

Now, there has been a great deal of discussion about prospective
payment. In one case the administration has proposed a per diem
PPS, others have discussed episodic. Would you comment on both
of those proposals and which you think is most effective? I would
like to get the reaction of both of you gentlemen. Dr. Scanlon?

Dr. SCANLON. Certainly, Mr. Chairman. In terms of the skilled
nursing facility use that we have seen since the change in the
guidelines, the primary source of spending increase has been in-
creases in the costs per day. We are now talking about close to
$290 a day last year for a day of skilled nursing care.

The cost of the ancillary services has been the primary driving
force behind that increase. A per diem prospective payment meth-
od, as Dr. Antos indicated, would bring the ancillary costs' growth
under control and so would ameliorate some of that problem.

In terms of the number of days of care in an episode, there's been
relative stability in that over this period. It's stayed at roughly 35
days per stay. So I think the concern at this point, if we change



the system, we may have new reason for concern. Concern at this
point about the days in a stay is not very significant.

The reason I believe the administration moved to the per day
rather than the per episode method is because it is difficult to pre-
dict for an episode the amount of resources and the length of time
that a person is going to stay, and also because there is an incen-
tive created for the facility to "discharge" a patient from Medicare
coverage, but in mostinstances they are not going to be discharged
from the nursing home.

Medicare covers the first days of a stay following a post-hospital
stay for many beneficiaries, but the beneficiary stays in the nurs-
ing home and they would then be paying out of their own pocket,
or the Medicaid program would be paying. So in terms of an incen-
tive to reduce the number of days, there can be concern about the
implications of that for other payors as well.

The CHAIRMAN. Dr. Antos.
Dr. ANTos. Let me just add to that. Of course, I agree with Dr.

Scanlon's analysis. As a general matter, prospective payment sys-
tems, since they pay a fixed rate for a given unit of service, give
clear financial incentives to providers to increase the number of
units of that service and decrease their costs for providing that
service.

So, on those principles, as Dr. Scanlon indicated, a per-episode
basis for skilled nursing facility prospective payment encourages
early discharge of patients from Medicare payment status to some
other payment status.

However, I would focus on the issue of increasing the number of
people who receive skilled nursing facility care. Given the strong
incentives that exist with the hospital prospective payment to dis-
charge patients early, there could be an increase in the number of
patients who could be discharged from the hospital into SNF care.

Although some patients might well need fewer days of care than
average, the number of those patients might be substantially more
than we have seen in the past.

The CHAIRMAN. Dr. Antos, you mentioned in your testimony that
imposing a realistic cost-sharing requirement on home health could
also help control costs. Is this a particularly effective way of bring-
ing costs under control? If it is, what would be a realistic amount
or what would be the range, would it have a positive effect on
fraud?

Dr. ANrOs. Well, there are two considerations that I would ad-
dress on the question of imposing a co-payment requirement on
home health. First of all, would copayments yield program savings?
There would be some savings, depending on the design of a policy,
if only because some of the costs of those services would be paid
for by beneficiaries.

The CHAIRMAN. If that were not paid by Medigap.
Dr. ANTOS. Or other payers, that is right.
The CHAIRMAN. Yes.
Dr. ANTOS. Or Medicaid, for that matter. So there would be some

reduction in the costs of home health services to the Medicare pro-
gram from that route. Second, co-payments probably would not pro-
vide much of an additional incentive for lowering the use of serv-



ices, exactly because most people are covered by either private sup-
plemental coverage or Medicaid.

The CHAIRMAN. Let us assume they were not. What would be
your comment then?

Dr. ANTos. Well, if they were not, if there were no supplemental
coverage at all for this, then I suspect that there would be some
reduction in utilization of services. However, that would depend on
the specific policy. For example, a 20 percent co-payment would be
a very large expense for a great many people, perhaps unaffordable
for many.

The CHAIRMAN. True.
Dr. ANTOS. If there were a modest fixed co-payment-say, $5 a

day, with perhaps a limit on the total amount of co-payments over
the year that might both be affordable and provide some disincen-
tives for the use of services. It would certainly provide a greater
awareness to beneficiaries as to what services they were actually
receiving or what services Medicare was being billed for.

The CHAIRMAN. Dr. Scanlon?
Dr. SCANLON. I agree with Dr. Antos, that the potential for this

to be a very expensive co-payment for beneficiaries is a concern
that you need to consider. As I indicated, about 18 percent of bene-
ficiaries receive more than 100 visits per year, so a 20 percent co-
payment would represent a significant burden to them.

There would be some concern in thinking about how you struc-
ture a limit, whether you want to have a limit where you just reach
a dollar amount of co-pays and then all services after that point are
free, or whether you would rather graduate the co-payments so
that you maintain some incentive for beneficiaries to consider the
value of the services as they receive more services.

The CHAIRMAN. Senator Grassley.
Senator GRASSLEY. I want to continue where the Chairman left

off. That was really going to be my second question rather than my
first one, but I think it would be appropriate, before I follow on to
what the Chairman brought up about cost sharing.

I held Medicare meetings in 24 of our 99 counties, and I think
at every meeting there were representatives of the home health
care industry there. Two things they very much, and quite obvi-
ously, stated as you would all know, is that they want home health
care to be maintained in Part A, and second, they do not like cost
share.

So I am asking a question that follows up on it because I think
that they know that it is realistic that at least there is going to be
a prospective payment system and-that the industry itself has even
proposed that, probably to circumvent any cost sharing.

My question, following up on the Chairman's, would be this. How
would home health care be different from other post-acute care pro-
viders where there is already some co-pay? Is there a justification
for not having it in home health care and having it in other post-
acute services that are given?

Dr. SCANLON. I think in terms of having a service and having the
users of that service share in the cost there is no distinction, but
the choice as to how much they share and whether they share is
your choice in terms of designing this benefit. The difference,
though, with home health, I think, is the extent of use.



Most other users of services are going to have a relatively limited
amount of service. With home health, we have this significant
share of users who use quite a large volume, and therefore a co-
pay without some limits could be quite negative for them in terms
of trying to meet that co-pay.

Senator GRASSLEY. So your justification then is that more people
use it-a broader cross section-and for a longer period of time.
That is why you would not have co-pay in home health care as op-
posed to other post-acute services.

Dr. SCANLON. Well, on why you would structure it differently for
home health care, I do not think it comes down to a question of
whether you would not have copayments, it comes down to a ques-
tion of how you might structure it.

Senator GRASSLEY. All right.
Dr. ANTOs. Senator, I think you raise a broader question about

the structure of Medicare cost-sharing requirements. This problem
of potentially burdensome cost sharing for beneficiaries who need
more services is not just a potential problem for home health, it is
a real problem for hospital services, for example.

And this suggests that restructuring Medicare cost-sharing re-
quirements along the lines of the kind of health insurance that you
and I both have-to limit out-of-pocket spending for beneficiaries
for all services on an annual basis, but also to have more reason-
able cost-sharing requirements, again for all services-might be a
very worthwhile step.

Senator GRASSLEY. Has there been any study that indicates
where we have had cost sharing and then extended it to home
health care-like from Medicaid or the private insurance market-
whether or not it has affected the cost sharing principle, and has
it affected quality in any respect?

%Dr. SCANLON. I know of no study like that. There has been some
lo"bk at cost sharing within the area of long-term care services in
the home, but it has primarily been focused on the question of the
change in utilization that may come when there is cost sharing,
and it has found very, very small effects. But those studies were
handicapped by the fact that there is not a lot of experience with
cost sharing for home care. It is not present in Medicare, it is not
present in Medicaid.

With the private insurance arrangements, there are often a num-
ber of visits that you receive from your private insurance and then
you may have to pay other visits completely out of your own pock-
et. Tracking those is very difficult, so the studies pose a problem
in terms of identifying the effect.

Senator GRASSLEY. Let me quickly move on to my last question,
which was going to be my first question. This would be to both of
you, but starting out with the Congressional Budget Office, because
you did anticipate in the prospective payment system that there
would be a gaming of the system, and that about two-thirds of
what you normally think you would gain would be lost because of
gaming the system. In other words, over-utilization or use that
would not be there otherwise.

My question is, what is the basis of that assumption, where did
the two-thirds figure come from, and, most importantly, has any-
thing changed in the last 2 years, has the industry's new prospec-



tive payments proposal got anything in it that gives you confidence
that we can use a lower offset at this time?

Dr. ANTOS. Well, is the question how much would a change in
payment systems induce increases either in the number of bene-
ficiaries receiving services or in the amount of home health serv-
ices?

Senator GRASSLEY. Yes.
Dr. ANTOS. Obviously, there is a great deal of judgment associ-

ated with that. Our analysis was based on consideration of several
years of program experience, looking at the potential for very large
increases in both forms of utilization in home health in response
to prospective payment incentives.

Our analysis also assumes that a separate prospective payment
system for home health would open up new opportunities for other
post-acute care providers to discharge patients early into the home
health setting, and vice versa.

The offset does not just reflect an increase in the use of home
health services, but it is generally reflective of an increase in pro-
gram costs that could occur if we introduced new incentives to in-
crease utilization.

Senator GRASSLEY. Do you have any comment on that from the
point of view of the General Accounting Office?

Dr. SCANLON. We feel very strongly that there is a need for bet-
ter administrative oversight of the home health benefit. As we re-
ported last year, the amount of review of home health claims has
declined dramatically. In the late 1980's, about 60 percent of home
health claims were reviewed, today it is less than 3 percent of
home health claims.

A prospective payment system creates an incentive to identify
additional cases and provide services to those additional people. We
need better scrutiny to determine that people genuinely qualify for
the home health benefit.

In terms of the prospective payment system that was in the Bal-
anced Budget Act and in industry's proposal, both of them put lim-
its on the amount of savings that can be retained by the agency,
which does help in terms of reducing some of the incentives to
serve beneficiaries that should not be home health patients, but
there still is an incentive to do so. So I think that we do need the
oversight.

The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman.
We have come full circle with home health care. I can remember

back to the late 1980's when a lot of us thought that home health
care was the way we were going to save money, as compared to
hospital stays. It was like doing the Lord's work, both in terms of
patients and in terms of cost of health care.

Then you give in your testimony these extraordinary increases in
home health use. There have been some of us since the 1980's who
have supported PPS demonstration projects in home health care,
and you have interesting statistics here. You say that the average
number of visits per beneficiary is 27-72 visits per episode. But
then you say the average cost of each visit grew modestly, with a
shift from skilled towards unskilled visits. That would, I suppose,
depend upon a patient's functional ADL limitations.



I guess my question to all three of you would be is there any-
thing wrong with doing PPS on home health care now? You imply
that as you ratchet down what you pay, you begin to tread that
fine line of maintaining quality of service when you address the
number of episodes of care and the cost of this service. But we have
faced that in other areas and our system is still called reasonably
good. So what would be your views on that?

Dr. SCANLON. I do not think we meant to imply at all that there
is a reason not to do prospective payment for home health care. I
think what we meant is that there is a reason to do it carefully.

In fact, the current cost limits on home health care have served
in some respects as a prospective system on a per visit basis, and
we have seen that they have not been effective in controlling the
spending on this service, so we need to think about a per episode
system for home health care.

Doing that, we also have to be sensitive to the idea that we do
not really understand home health care. I think what you were
talking about in terms of our hopes in the 1980's, most of them
have been realized. People are discharged from hospitals earlier
and they are receiving some services at home at a lower cost after
that discharge.

Senator ROCKEFELLER. Does that make up for the entire 60 per-
cent increase in the number of providers of home health care?

Dr. SCANLON. No, it does not. It is just that, in addition to those
patients for whom money is being saved by having them served at

ome, we are serving a lot more patients that we did not serve in
the past. These are people that need services, but in the past they
were not receiving them through Medicare. They are the population
or the patients that very frequently are getting primarily aide serv-
ices over a long period of time, and that is where the volume in
terms of number of visits is really driven.

So that is, I think, what has happened to home care. Some of the
original intent and some of the original hopes have been realized,
but in addition it is starting to serve a new function. Going back
to your question, we think that a prospective payment system can
be designed now that would be effective in terms of controlling
spending, as well as protecting the quality of service and access for
beneficiaries.

Senator ROCKEFELLER. But then you really did give warnings
about doing it carefully and you just repeated that. You implied
that should be left up to us, I thought--or maybe you did, Dr.
Antos-as opposed to HCFA.

Dr. SCANLON. We think that you have the information and we
are certainly willing to help you in terms of developing the infor-
mation to make choices in terms of a per-episode payment, in
terms of structuring a system like the system that was in the Bal-
anced Budget Act or as the industry has proposed in which there
is a sharing of savings which is a protective element. I think those
kinds of decisions certainly are something that could be done in the
Congress as opposed to delegating it all to HCFA.

Senator ROCKEFELLER. All right. Dr. Antos, let me just use you
for the last question, then you can slip in a comment on this one.
We now have separate acute and post-acute hospitals. Is that nec-
essary? Could we not get into a continuity of care situation where



you just had the person staying in the same with bundling or
blending of payments?

Dr. ANTrS. I would agree with that. There is a great deal of over-
lap among post-acute care providers. And, as we have seen, there
is increasing overlap between acute hospital care and post-acute
care.

The justification, I think, back in the 1980's to separately iden-
tify and keep in the cost-based reimbursement system certain
kinds of hospital units was based on the understanding that cer-
tain kinds of hospitals deal with a more difficult type of patient,
a longer-term type of patient. However, the system has clearly
evolved such that spending in rehabilitation facilities and long-
term hospitals has increased greatly.

In addition, increasingly we find the hospital-in-a-hospital phe-
nomenon, where a wing or a floor of a hospital is redesignated as
a separate long-term care hospital. That could increase program
spending as patients were shifted from the acute care bed to a bed
in the same facility that was paid on a different basis.

Senator ROCKEFELLER. Is it incorporated on a different basis?
Dr. ANTOS. They are required to be distinct from the inpatient,

PPS hospital. But many of these units exist on the campus of a
PPS hospital.

Let me just add quickly, the question of whether HCFA is pre-
pared to implement a home health prospective payment system
bears considerable scrutiny. Administrator Vladeck himself has in-
dicated that HCFA is still considering what the unit of service
should be, and that is needed to determine the appropriate case-
mix adjuster, which would be absolutely essential for prospective
payment.

There is also the real danger that separate payment systems
would exacerbate the basic problem of premature discharge from a
higher level of care.

Senator ROCKEFELLER. Thank you both.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Kerrey.
Senator KERREY. Thank you, Mr. Chairman.
Dr. Antos and Dr. Scanlon, your testimonies dealt with what

kind of methodology should we use, what kind of change in law
should we adopt to help control the cost of these rapidly growing
programs.

I want, Dr. Antos, the first set of questions to broaden the con-
sideration a bit. You have the responsibility inside the office to be
responsible for more than just Medicare, is that right?

Dr. ANTos. That is correct.
Senator KERREY. I mean, you analyze all spending programs in-

side of Health and Human Services.
Dr. ANTos. That is right.
Senator KERREY. I have met with home health people in Ne-

braska that are concerned about this, and skilled nursing facility
people that are concerned about this. However, the broader prob-
em, it seems to me, as you look at the overall budget, is that we
are eroding our capacity to put money into other programs as a
consequence of growth in these areas.
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I mean, in spite of all the huffing and puffing, the Federal Gov-
ernment has spent, on average, about 20 percent of the GDP over
the last 60 years, with a little blip during the Second World War
and during the Vietnam War, but other than that about 20 percent.
But the mix is changing.

Under the President's balanced budget plan, we are going to shift
another 4 percent of Federal spending from discretionary spending
over into mandatory spending. Mandatory spending will grow from
66 percent to 70 percent. That is $68 billion in 1997 money thatwill go from the discretionary accounts, both defense and non-de-
fense, over into mandatory spending. It seems to me that that has
got to be the context for our discussion.

Specifically, in Nebraska, for example, that means that we have200,000 citizens over the age of 65, on whom we spend about $3
billion. The year-to-year spending increase will be $400 million onthose 200,000 people. There are 330,000 school children in our pub-lic and private school system on whom we spend $1.6 billion, and
the incremental spending is going to be $50 million

We have a waiting list today on WIC. We are underfunding TitleI. We are underfunding Head Start. Every community group thatI talk to at home is concerned about the lack of adult-supervised
activity for children as a consequence of what is going on in the
economy today, with both mom and dad out there working.

There is an increased demand, in short, to spend more money onchildren, but an inability to do it as a consequence of this growthin mandatory programs. Yesterday Senator Hatch and Senator
Kennedy introduced a proposal that seems attractive to me. It pro-
poses to tax cigarettes-maybe one of the few things where the
Laffer curve encourages us. If consumption decreases as a result of
a tax increase, that seems to be a favorable outcome.

In order to provide the States over 5 years, as I understand it,
about $20 billion to try to insure 5 million of the 10 million unin-
sured children in this country. I mean, are you troubled as you lookat this budget, even under the President's balanced budget plan?

I would like to eventually get to the questions of about whether
or not the proposals will control the growth, as you are saying thatthey will. But, even if they do, are you troubled by the additional
shift of 4 percent from discretionary spending over into mandatory
spending, given what is going on in the country and the problems
that our children face?

Dr. ANTOS. Senator, you raise very serious questions of great
concern. In the context of Medicare, the issue is not just a post-
acute care issue; clearly, it is an issue of the total growth of Medi-
care spending, not just the growth of one component.

As you suggested, anything that is done in Medicare could havea Federal budgetary impact on the Medicaid program and a similar
impact on State budgets for Medicaid, and the chain of fiscal rela-
tionships continues down the fine.

So what we consider doing in the Medicare program greatly af-
fects our ability and flexibility to devote resources to other types
of programs. Again, that suggests to me that looking at a broader
perspective is necessary when dealing with Medicare.

Senator KERREY. Even under this proposal, Dr. Antos, and that
seems to be the central question as to whether or not you are say-



ing the growth of skilled nursing facilities and home health agen-
cies went from, in the first case, $2.8 billion to $9.1 billion, you are
showing a $12.8 billion baseline in 1997 for skilled nursing facili-
ties.

Under your proposals, you are saying that it will go to $19.2 bil-
lion, which is a substantial decrease in the annual rate of growth,
from 26 percent down to about, what is it, 8 percent, or 8.4, some-
where in that range.

Likewise on home health agencies you are going from $19 billion
in 1997 to $29 billion, which is almost a quartering, about a 25 per-
cent rate of growth, 25 percent of what we have experienced over
the last 5 years.

Even with that, you are talking about a $17 billion increase in
spending, even with that. I mean, do we not need to alert Ameri-
cans that these 2-year-old children out there on whom we are cur-
rently under-investing are going to be 22 years of age 20 years
from now, and those are the people that we are going to count on
to support the 77 million baby boomers who will be retired then?

Do we not need to alert Americans to a general problem that we
have got of growing inequities and investments occurring between
our children and our parents? I mean, is there not a problem here
where we are narrowing down on something I think is quite impor-
tant, which is, how do we control the growth of a rapidly growing
program. Even with the controlled growth, we are going to spend
a substantial increase in these two accounts.

If you look at the accounts under your supervision that goes to
children, you are not going to see similar growth. In fact, in some
accounts you are going to see real declines. I mean, should we not
be alerting the country to a bigger problem that is occurring inside
of our budget?

Dr. ANTOS. Yes. I think that, in fact, Congress has been trying
to get the word out. The trustees of the Medicare program and the
trustees of the Social Security system have also issued similar
warnings.

Senator KERREY. Well, then why does the President not support
the Boskin Commission's recommendation with a change from the
CPI to a cost of living increase that is accurate? I mean, that alone
is $1 trillion over 12 years, supported by economic analysis. Well,
it is a policy option.

Dr. ANTOS. I really cannot comment on that particular question.
Senator KERREY. This is it is not defensible. This is not defen-

sible in light of what we are doing with our current spending, par-
ticularly where we are going to be 7 years from now. I just do not
think it is defensible.

I mean, I do not think any kind of the examination of the prob-
lems that this country faces, particularly the problems facing young
Americans and the difficulty that they are having in early child-
hood. I do not think any analysis can conclude that our current
spending mix is addressing those problems, let alone where we are
heading if we continue on the current baseline.

Thank you, Mr. Chairman.
The CHAIRMAN. Senator D'Amato.
Senator D'AMATO. Thank you very much, Mr. Chairman. I think

Senator Kerrey should be commended for his candor, because we



just have too much in the way of shell games, whether it is $68
or $86 billion and you just shift it from one area to the other, and
you say, well, now Medicare is safe. Then you take the money from
general funds. As the Senator has pointed out, those are the discre-
tionary programs. Where are we going to get money?

We all signed on to a resolution to say that we want an increase,
and I would like to know what Senator would be opposed to the
proposition of doubling the money for National Institutes of Health
and all of the work in cancer research, AIDS research, you name
it, that people come to us to support. I think Senator Mack has put
out a resolution, and I think it passed unanimously 98-0, sense of
the Senate, doubling the amount of money that would be spent.
But where do we get it? I mean, we just willy-nilly in this budget
took $86 billion and said, oh, no, it is not going to be Part A Medi-
care, it is going to be Part B. And, by the way, we are not even
going to ask for any rate increase, which is really extraordinary.
Extraordinary.

Why do we not eliminate the premiums altogether? Why should
we have people pay anything? It is a fiction now. The average pay-
ment is about $45 a month, and I think the cost is $145, in round
numbers. You have millionaires whom we are subsidizing. We actu-
ally subsidize wealthy, wealthy Americans, by any standard, who
are retired.

So you have got some poor guy out there who is working, he is
working in a restaurant, he has got three kids, he is making
$30,000 a year, and he is helping to buy insurance for wealthy
Americans. We do not even have the courage to say, let us have
some means testing. This is preposterous.

I have to tell you, I do not direct these comments to those panel-
ists who are here and those people who are working and attempt-
ing to come up with cost-effective ways of containing growth in
spending in these areas and getting maximum efficiency, and get-
ting efficiency and keeping good medical care and assuring it. It is
easier said than done. It is weighty and it is difficult, and I com-
mend you for your efforts.

But I have to say that this kind of shell game is just unconscion-
able. I have seen it in the past. I do not want to say that this budg-
et is the only one. I remember when we had some guy by the name
of Stockman who used to come here, and if he did not cook the
books, he cooked the books worse than anyone I ever saw. But this
is a new way of cooking the books.

He used to do it by just anticipating greater growth than you
could ever possibly reduce the interest rates that we would have
to spend, a point here, a point there, and before you know it, to
paraphrase Everett McKinley Dirksen, you are talking about bil-
lions and billions of dollars. That is the way he used to cook them.
Well, this proposition is the same. It is absolutely scandalous. It is
shocking. It is wrong. It does nothing for cost containment. It does
nothing to fix responsibility.

And, by the way, let me ask you one question. Have you ever
measured where there are co-payments that people have to make
as it relates to some service that they get, some co-payment; what
the effect is when some co-payment is called for? Is there a reduc-



tion in the rate of increase where you see co-payments being intro-
duced in the programs?

Dr. ANTOs. Well, as a matter of human nature, Senator, any-
thing that is free is used to the fullest extent that the person might
feel is appropriate.

Senator D AMATO. So what is so difficult about having a modest,
modest co-payment plan that will create a situation, not one that
is going to bankrupt people, but where they will then be concerned
as it relates to the bills that the Federal Government is picking up
and that the States are picking up in these various programs. They
will say, wait a minute, you should not be charging this and I do
not want to pay that extra, whatever.

It just seems to me, if we are going to get into this area of trying
to get the most effective and efficient medical care possible at the
greatest efficiency, that those are the kinds of things we have to
be looking at. But I have to tell you, I am not encouraged by what
I see. I think it is a shell game.

I think it is wrong. I am particularly disturbed by this willy-nilly
transfer of $86 billion in home health care costs for Medicare Part
A to B, and then saying, oh, this will not increase Part B, because
what we are going to do is, the general Treasury is going to pick
it up. Now, that is just scandalous and shocking.

The people in the media, they do not say a thing about it. It is
not sensational. They just go along with it. So where is their re-
sponsibility in terms of saying, come on, this is not right, particu-
larly those people who cover this. It may not make headlines, but
where are we going to get that $86 billion, what programs are we
going to cut? That is what Senator Kerrey was alluding to. Do not
fund young people. We have uninsured Americans today. We are
looking to find out how to do that.

We just reduced $86 billion of revenue because we just assigned
it and we said, oh, we saved Medicare. Guess what? We did not in-
crease costs. No one pays more, et cetera. So we are just pandering.
It is just a pandering, absolute, total. It is unconscionable.

I want to say that Senator Kerrey is absolutely correct when he
says that there are vast segments who would be hurt-and he did
not say this, but who are being hurt today-by not having suffi-
cient resources to them. I think this kind of shift just adds to that
burden.

I thank the Chair, and I commend my colleague.
The CHAIRMAN. Let me ask one final question, if I may. It is pro-

jected that these programs are going to grow roughly 9 percent a
year. If we put in an effective PPS, how much do you think that
can be reasonably expected to lower the rate of growth? I would
like to ask the same question in respect to cost sharing. If we had
an effective cost sharing program, to what extent do you think that
would reduce the cost of the rate of growth? Who wants to start?
Dr. Antos.

Dr. ANTos. Well, Senator, the answer to these questions de-
pends-

The CHAIRMAN. Crystal ball, I know.
Dr. ANTos [continuing]. Completely on the specification of the

proposal. With respect to prospective payment, the only suggestion
I can give is that the President's proposal for skilled nursing facil-



ity prospective payment and a few other policies for skilled nursing
facilities would save, according to our estimates, $7.6 billion over
the next 5 years. That is a substantial amount of money.

The CHIRMAN. What percent would that be?
Dr. ANrOs. Let me see. Well, in 2002, for example, we are pro-

jecting that $2.4 billion in savings would accrue from those policies,
which would bring outlays down from $19.2 billion to about $16.8
billion, so that looks to be about a 12.5-percent reduction in that
year.

As far as what that does to the rate of growth, it shaves it some-
what. I cannot do the calculation in my head, but it does bring it
down.

The CHAIRMAN. Dr. Scanlon?
Dr. SCANLON. Since CBO has the crystal ball that gives you the

quantitative estimates, I would respond from a qualitative perspec-
tive. I think the prospective payment system for both home health
and skilled nursing facility care has the potential of dealing with
the problems that have been driving the growth in those services.

In the case of home health, the number of visits in an episode-
based payment would provide an incentive to control the number
of visits. In the case of skilled nursing facilities, the growth in an-
cillary services and a prospective payment system, even on a per-
day basis, would give you some controls over that.

In terms of the cost sharing and its impact, I think the concern
of people is that there is so much secondary coverage, Medigap and
Medicaid, that the effects of cost sharing in terms of influencing
the volume of services that are going to be used is going to be very
significantly muted by that secondary payment that is available.

The CHAIRMAN. Well, gentlemen, thank you very much for your
testimony today. Undoubtedly, as we proceed with the process, we
will seek your expertise and advice.

We will now hear from a panel of post-acute care providers. We
will, first, hear from Ms. Margaret Cushman, who is president,
VNA Health Care, Inc., of Hartford-Waterbury, Connecticut. She
will testify on behalf of the National Association for Home Care.

We will then hear from Mr. Michael Walker, chairman and CEO,
Genesis Health Ventures, Inc., Kennett Square, Pennsylvania, on
behalf of the American Health Care Association.

Finally, we will hear from Mr. Tom Scully, who is president and
CEO of the Federation of American Health Systems here in Wash-
ington.

The committee will hear the testimony from the panel, then we
will turn to questions.

Ms. Cushman, would you please begin.

STATEMENT OF MARGARET J. CUSHMAN, PRESIDENT, VNA
HEALTH CARE, INC., OF HARTFORD-WATERBURY, CON-
NECTICUT, ON BEHALF OF THE NATIONAL ASSOCIATION
FOR HOME CARE
Ms. CUSHMAN. Thank you, Mr. Chairman. My name is Margaret

Cushman and I am president of VNA Health Care, serving Greater
Hartford-Waterbury, Connecticut. I also currently chair the Gov-
ernment Affairs Committee for the National Association for Home
Care, and serve on its Prospective Payment Task Force.



Incidentally, I have been in executive home care for over 20
years now and have lived through many of the periods that were
described by the former panel.

Congress has before it right now a very unique opportunity to
improve the Medicare home care benefit in a way that home care
supports and will stand behind. The home care industry's revised
Unified Prospective Payment Plan introduced last year by Rep-
resentative Nancy Johnson incorporates the best elements of the
Balanced Budget Act and the administration's proposal last year.

Our goal was to craft a prospective payment plan that would ac-
commodate deficit reduction requirements and address HCFA's
concerns about implementation. Let me be direct regarding the con-
text in which we offer this proposal.

In 1995 when the industry found co-payments and bundling un-
acceptable, Congress challenged us to develop another way to come
up with the savings. This prospective payment proposal was devel-
oped as that alternative, and it is in that context that we offer it
today.

Our concerns and issues, incidentally, surrounding co-payments
do appear on page 25 of my written testimony, and I would be
happy to answer any questions on those.

Prospective payment is a vast improvement over current cost-
based reimbursement. Cost-based reimbursement is complex and
costly to administer. It offers, as noted previously, no incentives for
provider efficiency, whereas, PPS gives providers incentives to both
reduce visit costs and total case costs.

The unified industry plan entails a three-phased approach to
achieving episodic prospective payment, starting with an interim
prospective plan which would use existing data and processes with
a per-visit payment and a per-episode cap on an annual basis, then
moving to an episodic prospective payment system with refined
case-mix adjustment, and finally would require development within
5 years of a full prospective payment system.

Current Federal law' and State practice acts would prevent inap-
propriate changes in patterns of care and utilization of ancillary
staff as opposed to professional staff.

We are deeply concerned, however, that the Congressional Budg-
et Office may again impose a 66 and two-thirds percent offset on
the prospective payment plan, which would dramatically reduce its
savings. An offset of that magnitude would be almost impossible to
overcome.

A few remarks about the President's budget. By design, the pro-
spective payment system for hospitals has led to shorter lengths of
stay for home care and for other post-acute providers. The Presi-
dent's budget would deeply penalize home health providers for this
growth.

Beyond our concern that home care would be cut disproportion-
ately, we are very concerned that the actual care would be reduced
to needy Medicare beneficiaries, especially provisions that would
transfer some of the home care coverage from Part A to Part B, re-
strict eligibility for home care, deny home care based on normative
standards, and lump all post-acute services into a single payment.

The transfer from A to B would do little to address the underly-
ing insolvency issues facing the Part B trust fund as previously ad-



dressed in this hearing, but would have the potential to dramati-
cally raise the premiums under Part B for beneficiaries if it were
passed through to them.

While NAHC endorses prospective payment as a fundamental
improvement in Medicare, the administration's proposal is flawed
in a number of ways. It essentially continues the present cost-based
reimbursement system with no incentives for providers to reduce
cost and increase efficiency.

It proposes the Secretary devise a new plan without any Con-
gressional oversight or participation by the industry or consumers,
and it would reduce the home health cost limits and per beneficiary
limits by 15 percent prior to implementation, which would be a
drastic and unnecessary reduction, and a reduction which might be
counterproductive to our future goal of cost-effective episodic care.

The administration would also delay updates in the Meicare
cost limits for 3 months, which would reduce lijnitesb-y'aplroxi-
mately $10 per skilled nursing visit, and $5 per visit for home
health aide services, and would freeze and maintain the savings
from the cost limit from the past 2 years. Those two provisions
would add up to a 17 percent reduction in the current payment for
home care cost limits.

It would also restrict eligibility for home care by changing the
definitions of intermittent, the definitions of homebound, which
would remove the accessibility to this benefit for a wide number of
beneficiaries, and would further propose new limits on the home-
bound eligibility requirement for disabled patients and individuals
who attend adult day care, many of whom now may receive their
health care services through home care.

Another troubling provision would create normative standards
and deny care that was outside those normative standards. Pro-
spective payment, on the other hand, would use a proven case-mix
adjustor to achieve such normative standards.

NAHC is strongly opposed to the President's proposals to bundle
home care payments with other post-acute care providers and to
allow States to impose fees on providers and repeal important
fraud and abuse provisions. We are pleased that respite benefit has
been suggested, although it falls short in many respects.

Mr. Chairman, I would like to thank you again. We look forward
to working closely with you and with the committee to bring pro-
spective payment to enactment, and on working with you on these
other important issues.

The CHAIRMAN. Thank you, Ms. Cushman.
[The prepared statement of Ms. Cushman appears in the appen-

dix.]
The CHAIRMAN. Mr. Walker, we will turn to you next. You are

almost a Delawarean, but not quite..
Mr. WALKER. Only a few miles away.

STATEMENT OF MICHAEL R. WALKER, CHAIRMAN AND CHIEF
EXECUTIVE OFFICER, GENESIS HEALTH VENTURES, INC.,
KENNETT SQUARE, PENNSYLVANIA, ON BEHALF OF THE
AMERICAN HEALTH CARE ASSOCIATION
Mr. WALKER. Chairman Roth, I am Michael Walker, chairman

and CEO of Genesis Health Ventures. I actually founded the com-



pany in 1985. Today we are a diversified provider of health care
services to the elderly, serving more than 75,000 individuals.

We provide these services through our eldercare networks, which
are in five regional markets on the East Coast of the United States.
Approximately one-third of our customers are residents of nursing
facilities that we own and manage in 12 States, including Dela-
ware, Florida, West Virginia, Vermont, and Rhode Island.

I am speaking today on behalf of the American Health Care As-
sociation, a federation of 50 affiliated associations representing
over 11,000 non-profit and for-profit assisted living, nursing, and
subacute care providers, and the 75,000 individuals that Genesis
Eldercare serves daily.

Today's hearing is concerned with how certain policies within the
existing Medicare fee-for-service system relate to care received by
beneficiaries once they leave an acute care hospital.

One of many questions is why an older person should first have
to go into a hospital at all to receive care that they could receive
elsewhere. A number of changes in the way that post-hospital serv-
ices are paid for have been proposed and should be enacted in
order to contain costs and foster more appropriate care.

Candidly, these changes must be made, but they must lead us to
something more, something fundamentally different, to a time
when the Medicare program will no longer purchase in a iecemeal
fashion millions of units of service on an annual basis rom hun-
dreds of thousands of different providers on behalf of its millions
of beneficiaries.

This program that is so vitally important to our older people can-
not be preserved, and will not deliver full value to its clients or to
its taxpayers until it is changed-changed fundamentally from
being a direct purchaser of particular services to becoming a fund-
ing source for comprehensive health care solutions chosen by bene-
ficiaries in a competitive marketplace.

True reform of our eldercare system cannot happen if we con-
tinue to maintain multiple funding sources aimed at the same cli-
ent. We all have one funding source, the elderly have as many as
five-with no particular program, provider, or level of government
being responsible for either the cost of care or the well-being of the
client.

However, if the substantial public investment in care of older
people is redirected to empower consumers to act in a true competi-
tive market, the results will be dramatic: lower costs, better care.

I urge the committee to move reforms in this direction as you
search for solutions to the Medicare crisis. Let me now be specific
and address the administration's 1998 budget proposals that affect
skilled nursing facilities.

First of all, I am glad to say that the budget provisions concern-
ing skilled nursing facilities, primarily the administration's pro-
spective payment system, was scored by the Congressional Budget
Office at $7.7 billion over 5 years, more than $700 million over
what the President requested from our industry.

We could support the President's proposed level of $7 billion over
5 years, but feel any more would inhibit our ability to offer quality
skilled nursing services and to provide healthy competition in the
post-acute sector.



We would also like to point out that the separately proposed sal-
ary equivalency guidelines would reduce health care spending by
$1.7 billion over 4 years, meaning that our industry is being asked
to contribute far more in savings than meets the eye. We urge you
to take these factors into account before allocating reimbursement
reductions.

We support the administration's case-mix-adjusted per diem pro-
spective payment proposal. We will want to see final language to
be sure it includes an outlier policy, and that the case-mix adjust-
ment methodology covers the full range of skilled nursing subacute
services being provided in our facilities. Nevertheless, a per diem
prospective payment system is the right way to obtain the cost sav-
ings needed in Medicare at this time.

It is far preferable to challenge providers to achieve savings by
an efficient operation and to reward them for doing so than to sim-
ply cut provider payment rates. Implementing a per diem prospec-
tive payment system now will enable the pricing of services for en-
tire episodes of care or the refinement of capitated payments in the
future.

We cautiously support consolidated billing for all SNF services to
Part A patients, and continued internal discussion regarding con-
solidated billing to Medicare Part B patients.

In addition to those provisions directly affecting SNFs, our writ-
ten statement also conveys our views on a few other proposals. For
example, we oppose the imposition of user fees for initial certifi-
cations under Medicare.

What I would like to leave you with, in conclusion, is that the
overriding goal on health care reform should be to build a system
focused on the person and superior outcomes. That is not the sys-
tem that we have today. What we have today promotes cost shift-
ing between State and Federal Government, it promotes cost shift-
ing between payor and provider, between hospital and nursing
home, between home care and nursing home and hospital. It is not
focused on the individual patient.

These systems today, believe it or not, promote the imprisonment
of the elderly in institutions rather than keeping them at home.
Let us free our parents as we redefine this system. Thank you very
much.

The CHAIRMAN. Thank you, Mr. Walker.
[The prepared statement of Mr. Walker appears in the appendix.]
The CHAIRMAN. Mr. Scully.

STATEMENT OF THOMAS A. SCULLY, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, FEDERATION OF AMERICAN HEALTH
SYSTEMS, WASHINGTON, DC
Mr. SCULLY. Mr. Chairman, Senator Rockefeller, thank you for

having us here today. My name is Tom Scully. I am president and
CEO of the Federation of American Health Systems, which is 1,700
investor-owned and managed hospitals and health systems around
the country.

Most of our members-about 1,100-are acute care hospitals,
Tenet, Columbia HCA, Universal Health Systems, which you may
have noted about George Washington Hospital in Washington the
other day. They are our largest members. But we also represent



the bulk of the PPS-exempt specialty hospitals, and that is what
I am here to talk about primarily today.

I think we are uniquely qualified to hopefully help the committee
in looking at specialty hospitals in this area. If you look at the re-
habilitation sector between HEALTHSOUTH, which is the biggest
rehabilitation chain in the country and Horizon/CMS, we represent
about 70 percent of the freestanding rehabilitation hospitals in thecountry.In th psychiatric area, with Magellan Health Services, which

has about 100 hospitals, and various other federation members, we
represent over 50 percent of the freestanding psychiatric hospitals
in the country.

In the area of long-term care hospitals, with Vencor, American
Transitional Hospital, and again Horizon/CMS, we represent about
35 percent of the freestanding long-term care hospitals in the coun-
try.

So, while we tend to focus you frequently on acute care hospitals,
we do have a very strong and active interest in the area of spe-
cialty hospitals. This year, I think the area of specialty hospitals,
policy-wise, is a particularly intense year in policy changes.

Specialty hospitals tend to be looked at as kind of the stepchild
of hospital policy in Medicare, but there is $13.3 billion being spent
in that area this year. The acute care policies are big, the money
is big, the changes are big, but they tend to be rehashes of issues
that we have been talking about for five, six, seven years.

In the specialty hospital area this year, there are very, very big
policies. They have a very intense impact on all the specialty hos-
pitals, as w1 as many acute care hospitals.

We are more than willing to share our portion of the appropriate
baseline reductions, cuts, whatever you choose to use as the label,
this year. But we would like to be, and we have been with your
staff and committee so far, actively involved in trying to help you
make those decisions.

Generally, the President's budget, in the acute care area, we
have been fairly supportive of and like many of the policies. In the
post-acute PPS-exempt area, I would say that we have been very
unhappy with it and think a lot of the policies are misguided and
are heading in the wrong direction.

The first thing to understand, I think, about PPS-exempt hos-
pitals is they are very sensitive to Medicare cost cuts. The average
acute care facility has about 40-45 percent of its patient revenues
coming from Medicare. The average PPS-exempt specialty hospital
gets 60-75 percent of its patient revenues from Medicare. So when
you make changes in Medicare in that area you have a much big-
ger impact on the facility.

For instance, for the next year, even though they represent just
under 6 percent of all Medicare hospital revenues, over 13 percent
in 1998 of the President's budget would come out of PPS-exempt
hospitals.

Just to go to specifics for a minute about some of the things that
we have the biggest concerns about, I would say across the spec-
trum of specialty hospitals our biggest concern is the proposal the
President has in his budget to rebase TEFRA PPS-exempt hos-
pitals. We think it is a big mistake.



I think ProPAC, your own advisory board, has said that there is
no doubt that rebasing PPS-exempt hospitals penalizes efficient fa-
cilities and transfers money away from efficient facilities to ineffi-
cient facilities. I think a lot of our facilities that are newer that
have done well have actually cut costs for Medicare.

I have put a chart up here from HEALTHSOUTH, which, again,
as I said, has almost 70 percent of the freestanding rehabilitation
hospitals in the country. Their actual average cost per patient day
and cost per discharge has dropped pretty significantly in the last
3 years, and that is Medicare cost report data. So our costs are
going down. There are, in fact, a lot of old hospitals with low bases
and bases that are changing that may need to be adjusted.

HCFA already has a process to allow for an exceptions process
that can allow a hospital that is not meeting its cost targets to ef-
fectively change them and update them, but an overall rebasing is
going to penalize and ratchet down the reimbursement to the effi-
cient people that have been responding to what you have tried to
put in place in the last 10 years in PPS-exempt policy, and it is
going to hurt the efficient providers and help the inefficient provid-
ers. I think that goes exactly in the wrong direction.

Let me say, first, by the way, that I think overall the federation's
policy long has been that, really in all these things, acute care pol-
icy and post-acute, you are really kind of playing around the edges.
We are strongly in favor of the ultimate PPS, which is capitating
the whole Medicare system and privatizing it, and we have been
for years.

We think there is an awful lot of merit to what you are trying
to do in all your different acute care policies, but fundamentally,
until you get to a Federal Employee Htalth Benefits type model
where you are essentially buying private coverage for seniors and
getting that option, you are always going to be pushing air around
the balloon from different provider settings, whether it is acute
care to post-acute, or SNFs to home health. You are essentially just
moving money around inefficiently in the same process.

So, while we are happy to work with you on all of these things,
we would strongly encourage you to, as quickly as possible, do over-
all reform.

Switching back to the specifics of incentive payments, we are not
unwilling to find ways for you to get to your $3-5 billion, depend-
ing on the number in your PPS-exempt target for cuts.

The ProPAC recommended, for instance, a minus 2.8 percent on
the market basket for acute care facilities. They recommended 0.8
percent for PPS-exempt facilities. Obviously they were concerned
about reductions to PPS, so they wanted to give them the bigger
update.

We are very willing to take larger cuts in the PPS-exempt update
in exchange for not doing what we consider to be shortsighted and
not well-thought-out policies, like TEFRA rebasing.

We are willing to have you ratchet down-we are not happy
about it-and take a smaller update in the inflation factors in ex-
change for avoiding those kinds of policies. We are very strongly in
favor of moving to a PPS for rehab, for long-term care, as quickly
as possible. HCFA has been looking at a Rand proposal that we
think is ill-founded.



Just to give you one example why, as I said, and I will wrap up
quickly, HEALTHSOUTH in itself represents 70 percent of the re-
habilitation facilities in the country, yet the PPS proposal that
HCFA has been looking at looked at only two of their hospitals and
they hardly used those two.

So the PPS system that HCFA has been looking at, we think, is
totally on the wrong basis and we support PPS quickly for rehabili-
tation and for long-term care. We think the one HCFA is looking
at now is inappropriate.

Finally, I will just add, on psychiatric hospitals, I think HCFA
and virtually everybody else agrees that, while PPS is a great idea
for specialty hospitals, psychiatric facilities really are not ready for
them.

There is really no way to measure the problem when someone
goes in a psychiatric hospital. There is no way to look at them like
you do somebody in rehabilitation or long-term care and decide
what the case per payment would be, because the psychiatric sys-
tem is too complex.

I believe HCFA would agree that there really is no way to move
the PPS for psychiatric hospitals. So regardless of what you do to
try to reform the PPS-exempt payments for specialty hospitals, I
think you are more likely than not going to find you have to stick
with it for at least some time to come in the psychiatric area.

So with that, Mr. Chairman, I do not know if it counts, but I did
go to Archmere in Claymont, Delaware. I do not know if that
makes me a constituent. But thank you for having me today.

The CHAIRMAN. Mr. Scully, thank you for your testimony.
[The prepared statement of Mr. Scully appears in the appendix.]
The CHAIRMAN. I would say to the panel that I think all of us

agree that there has to be major reform. Senator Moynihan and I
have proposed a special commission to try to bring about what I
think you are talking about.

I would like to ask one question. What is the reaction of the
panel to the forms as they were provided for in the Balanced Budg-
et Act of 1995?

Mr. SCULLY. Mr. Chairman, I would say the federation strongly
supported those. We probably did not like the number overall that
went with it of $270 billion, but we had told the leadership then.
There are some things we would like some changes on in the PSO
language.

But, generically, if you took your 1995 bill that passed Congress
and put in a number closer to where the President and Congress
seem to be this year in the $100-115 billion range, I think you
would have almost universal support from my members. I believe
the controversy 2 years ago was over the number, not the policy.

I think if you went with the ARA, the AMA, all the major health

care groups, you would find maybe some small disagreements, but
the vast bulk of us thought the policy in the 1995 bill was excel-

lent, and we would strongly support you doing the same bill again
with a slightly lower number.

The CHAIRMAN. Mr. Walker?
Mr. WALKER. The $9 billion number last year was negotiated

hard. There are certainly some differences of opinions, but the in-



dustry was supportive, and we are supportive of this $7 billion
number this year.

The CHAIRMAN. Did you see the overall proposal bringing about
the kind of reform you discussed in your testimony?

Mr. WALKER. Yes, we have viewed the 1995 proposal as moving
in that direction.

The CHAIRMAN. Ms. Cushman?
Ms. CUSHMAN. I think I testified earlier that there was a pro-

spective payment system in the Balanced Budget Act. There were
some provisions within that that were troubling, as there were
some provisions in the administration's that were troubling. What
we attempted to do as a unified industry proposal is to take the
best elements of both and combine them into one workable plan
that could be implemented now.

The CHAIRMAN. Senator Rockefeller.
Senator ROCKEFELLER. Thank you, Mr. Chairman.
I was just asking Dr. Koplowitz, if it was not the case that most

of the people involved with health care who are coming in to see
us in our office or who are testifying at hearings such as this, are
asking for the same or more money in Medicare, where they are
involved with that program. I realize that is partly what you have
to do because of who you represent and the conditions of your em-
ployment. But there are some tricky parts to this also, and I might
start with you, Ms. Cushman. You talk about the advantages of
PPS and you set up a climate in your testimony of saying: we are
for this, we think this is good. I think you are for it because you
think it is going to happen anyway. There is something at the end
of your testimony which is interesting.

You said, "PPS, by providing desirable market life incentives that
encourage the efficient and effective provision of care," and "of the
revised unified PPS plan that we are testifying in support of today
is a modification of the original."

Then, lo and behold, on page 14, five pages later, you say, "The
administration's PPS proposal included in the fiscal year 1998
budget submission falls short of the industry's expectations in a
number of ways." Could you be helpful to me on whether you favor
PPS or, in fact, have you undercut what you basically said by your
obscure statement that I gave last?

Ms. CUSHMAN. I hope that I have not undercut my position. In
terms of the position that I represent, it is not only the National
Association for Home Care and as the unified industry representa-
tive. I have been involved in trying to fashion prospective payment
proposals since 1985.

Senator ROCKEFELLER. Could you answer my question, please.
Ms. CUSHMAN. Yes. The administration's proposal moves from a

current cost limit cutting mechanism, which is not prospective pay-
ment, and would set a beneficiary cap based upon current agency
expenditures, while slashing the visit costs, waiting for 1999 or
later for the implementation of full episodic prospective payment
system.

That would be a delay of an incredible period of time, and we feel
that that is a fundamental flaw in not introducing prospective pay-
ment now. At the same time, essentially the cost of home care, the
cost per visit-



Senator ROCKEFELLER. When would you introduce it?
Ms. CUSHMAN. We would introduce it immediately, within 6

months after enactment. We believe it can be based upon given
data if we use the annual current cost of patients as the episodic
limit until a better case-mix adjustor can be created.

The problem with the cutting cost limit notion is, it is a generally
well-accepted principle that the fewer visits per patient, the higher
the visit cost will be per agency. So if you just slash the unit cost,
the visit cost, you will be squeezing those agencies who are prob-
ably providing the most overall cost-effective care under an episodic
system.

If you wait until 1999 to introduce any kind of prospective pay-
ment, and at the same time, the beneficiary limit that the Presi-
dent's budget would propose, would allow that agencies have their
limit set based upon their normative values. So the high-

Senator ROCKEFELLER. Can I go on to my next question.
Ms. CUSHMAN. Yes.
Senator ROCKEFELLER. I stand by my original hypothesis, but

you are skillful and you are good.
To Mr. Scully, in terms of post-acute care hospitals, I guess I

would indicate they have strong incentives to have very high costs
in the base year of these institutions, which determines payments
by TEFRA.

By your chart, you could make a case that if you increase your
costs in your first base year, that automatically allows you to show
savings thereafter. In other words, cost efficiencies are not really
cost efficiencies, they are just the next step to not having to spend
as much in the second or third year.

Are the high costs frequently present in these base years due to
these financial incentives instead of the compleity-of the patient?
The second question is, if the cases are not loaded in the base year,
what is the problem with changing the base year anyway?

Mr. SCULLY. Can I get her to answer this for me?
Senator ROCKEFELLER. Sure.
Mr. SCULLY. There is no doubt that my argument essentially

would be, as I have made to you for years, that I think the whole
system is full of perverse incentives. I mean, there is no doubt
there is an incentive to employ the base year.

I think if you look at a system like HEALTHSOUTH that has 70
hospitals, many of which they did not build and did not have in the
base year, it is hard to find that incentive. There is no doubt that
the system encourages you to have an incentive in the base ear,
but many of these hospitals are 10, 15, 20 years old and they have
had inflationary increases in their base payment rate, usually of
market basket minus 2 or 3.

So I think when you go out and look at them it would be hard
to see that our base payments, especially at HEALTHSOUTH, is
above the national mean. I do not believe they are. Is there incen-
tive for any specialty hospital under the current plan to come in
and try to have a high base year? Yes.

But I also think the existing incentive payments, to say if you
are below it we will split the savings with you, have started to
drive costs down. It is very similar to the incentive in PPS, when
you give somebody a DRG, if they are below the cost of the DRG



they get 100 percent of the savings. In the PPS system, they get
half.

I cannot tell you there are not perverse incentives. We are anx-
ious to go to PPS as quickly as we can get a sound one designed.
We would be anxious to turn the whole system, as I said, into one
big capitated payment.

So I am not arguing this is perfect, but I think to go out and
rebase, which would have massive inequities among all the dif-
ferent hospitals depending on when they were built, while you are
trying to get a PPS, just in the short term, does not make sense.
I think there are other more rational ways to save the money, and
we are happy to find ways for you to save the money.

But to do this for two or 3 years in the interim while you go to
PPS, we do not believe makes sense and does, in fact, if you look
at the hospitals who are driving down their costs, penalizes them
and helps the ones that have high costs, which seems to me to be
going totally against where you want to be.

Now, there is no doubt that under the existing system anybody
that is smart, if you create crazy incentives, smart people will do
them. You have an incentive, when you open your hospital the first
couple of years, to try to build up the base. But my view is, that
is stupid Federal policy, and people react to that.

Senator ROCKEFELLER. All right. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Well, thank you very much for being here today.

I appreciate the helpful testimony. Undoubtedly, we may want to
consult with you further as we proceed with the process. Thank
you very much. The committee is in recess.

[Whereupon, at 11:35 a.m., the hearing was concluded.]
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APPENDIX

ADDITIONAL MATERIAL SUBMITrED FOR THE RECORD

PREPARED STATEMENT OF JOSEPH R. ANTOS

Mr. Chairman and Members of the Committee, I appreciate the opportunity to
discuss with you the growth in Medicare spending on post-acute care services and
options for slowing that growth. Over the past decade, spending on post-acute care
services has grown more rapidly than other major components of Medicare spend-
ing. That treid is likely to continue unless legislation is adopted to alter the way
in which those services are paid for under Medicare, or the extent to which those
services are covered by Medicare.

In my remarks today, I will summarize recent trends in Medicare spending on
post-acute care as well as projections by the Congressional Budget Office (CBO) for
the next decade. I will also discuss some issues that might be considered when de-
signing policies to contain post-acute care spending, and briefly comment on the Ad-
ministration's proposals.

My discussion focuses on policies that might in the near term, constrain spending
-n services from providers in fee-for-service Medicare. Broader strategies to reduce
the total cost of the program over the longer term-such as expanding the types of
health plans that can participate in Medicare, changing the payment formula to
allow the program to benefit from managed care efficiencies or restructuring Medi-
care as a defined contribution program-are not addressed. he financing problems
facing Medicare over the long term are dramatic, however, and options that focus
on _austments to fee-for-service spending would be insufficient to maintain the life
of the program. CBO's recent report, Long-Term Budgetary Pressure and Policy Op-
tions, analyzes the broader issues of Medicare restructuring for the long term.

GROWTH IN MEDICARE SPENDING ON POST-ACUTE CARE SERVICES

The Hospital Insurance (HI) program finances most post-acute care services under
Medicare. Those services are provided by skilled nursing facilities (SNFs), home
health agencies and specialty hospitals including rehabilitation and long-term hos-
pital facilities. he Supplementary Medical Insurance (SMI) program also finances
some post-acute care services, including rehabilitation, pharmacy, and medical sup-
plies. My testimony today will focus primarily on SNF and home health services
paid for under the HIprogram.

Medicare covers SNF services only if the patient had a minimum three-day stay
in an acute care hospital before being admitted to the SNF. Coverage of home
health care, in contrast, does not require a previous hospital stay, and a substantial
proportion of home health visits are provided to patients with chronic conditions.
Rehabilitation facilities (both hospitals and separate units) and long-term hospitals
also provide post-acute care services, although patients may be admitted directly to
those facilities. The data presented here reflect total spending by each of those pro-
viders for both post-acute care and chronic care.

Recent Trends in Spending
In 1995, Medicare spent $29.4 billion on services from post-acute care providers

paid on a fee-for-service basis under the HI program (see Table 1). Between 1990
and 1995, HI spending on those services escalated at an average rate of 28.8 percent
a year compared with a rate of 10.5 percent for all Medicare benefits and 6 percent
for acute inpatient hospital services paid for under the prospective payment system
(PPS). Services provided by SNFs and home health agencies accounted for more
than 80 percent of spending under HI on services from post-acute care providers in
1995.

(29)

40-630 -97 - 2



30

Although the magnitude of spending on post-acute care services under the SMI
program is not known With greatprecision, it appears to be sizable and growing.
In calendar year 1990, for example, intermediaries under SMI paid about $500 mil.
lion for rehabilitation services. By 1995, that spending had tripled to $1.7 billion.

TABLE I.-OUTLAYS FOR SERVICES FROM POST-ACUTE CARE PROVIDERS UNDER MEDICARE'S
HOSPITAL INSURANCE PROGRAM, FISCAL YEARS 1990 AND 1995

(In billions of dollars)

S Average An-
1990 199s nth(

percent)

Skilled Nursing Facility ........................................................................................... 2.8 9.1 26.6
Hom e Health Agency ............................................................. .... ....................... 3.3 14.9 35.2
Post-Acute Care Hospital I ..................................................................................... 2.2 5.4 19.7

Total ............................................................................................................... 8.3 29.4 28.8
Memorandum:

PPS Hospitals ..................................................................................................... 51.6 69.2 6.0
All Medicare Benefits ...................................... 1 ]07.2 176.9 10.5
SOURCE: Congressional ludget Office.
NOTE: PPS a prospective payment system.
IIncludes rehabilitation units, rehabilitation hospitals, and Iong-tem hospitals.

Sources of Spending Growth
Three factors have fueled the rapid growth in spending for post-acute care serv-

ices. First, a host of legislative actions, court decisions, and regulatory changes dur-ing the 1980s significantly expanded Medicare's coverage of post-acute care benefits.
Actions were also taken to allow more post-acute care providers, including propri-
etary home health agencies, to participate in Medicare, and more nursing facilities
sought certification under the Medicare program.

Second, establishing the prospective payment system for inpatient hospital serv-
ices in 1983 transformed both the hospital and the post-acute care industries. Under
that system, hospitals are given fixed payments based on the medical diagnosis of
their patients rather than on the hospitals' cost of providing services. That shift
from cost-based reimbursement gave hospitals an incentive to reduce their costs by
discharging patients more quickly into post-acute care services. Retaining a separate
payment system for post-acute care services gave providers incentives to increase
the use of those services and encouraged hospitals to establish their own post-acute
care units.

Third, advances in medical technology expanded the types of services that can be
provided in less intensive settings. Technical services such as infusion therapies,
which until recently would have been delivered on an inpatient basis only, are now
delivered in SNFs and in the 4ome. Such advances may prevent the need for hos-
pitalization but, in many cases, they lead to a substantial increase in the use of cov-
ered services in post-acute settings. New drug therapies, for example, may require
only a minimum amount of monitoring by a skilled nurse-perhaps a blood test once
a month-which can be done in a patient's home. That monitoring, however, could
count as a skilled nursing service under Medicare, enabling a beneficiary to have
access to an array of other home health services including personal care (such as
assistance with dressing or bathing) provided by aides. (The Administration has re-
cently proposed to eliminate the automatic eligibility for broader home health bene-
fits that is currefitly available to patients whose only medical need is to have blood
drawn periodicall.)

Those factors also encouraged more providers to enter the post-acute care market.
Between 1990 and 1995, for example, the number of SNFs ballooned by 40 percent
and the number of home health agencies grew by an extraordinary 60 percent (see
Table 2). In particular, many hospitals established their own pbst-acute care units.
In 1996, three-quarters of all short-term acute care hospitals had at least one post-
acute care unit, such as an SNF, rehabilitation unit, or home health agency. The
number of freestanding proprietary home health agencies soared as well.



TABLE 2.-NUMBER OF PROVIDERS OF POST-ACUTE CARE SERVICES AND
HOSPITALS IN MEDICARE, 1990 AND 1995

PROSPECTIVE PAYMENT

PrWldWV 1990 1995 Growth (in

Skilled Nursing FacilityI ..................................................................... 10,572 14,811 7.0
Home Health Agency ............................................................................................... 5.718 9,147 9.9
Inpatient Rehabilitation Facility ............................................................................. 816 1,024 4.6
Long-Term Hospital ................................................................................................ 87 178 15.4
PPS Hospital ........................................................................................................... 5,527 5,250 - 1.0

SOURCE: Congresslenl uget Office...
NOTES: Cunts are as of December Of each year.

PPS - pospectiw payment system.
'Counts Include swing-bed unns in hospitals.

Outlays for both home health and SNF services grew rapidly in recent ears. In
addition, the number of enrollees receiving care nearly doubled between 990 and
1995 for both home health and SNF services (see Table 3). However, distinct dif-
ferences in the patterns of service use between those types of providers are appar-
ent.

Aside from the growth in the number of people using services, most of the in-
creased spending for home health is the result of a sharp rise in the number of vis-
its per user. The average patient received twice as many home health visits in 1995
than in 1990. The average cost of a visit, however, grew modestly reflecting a shift
away from skilled nursing visits toward aide visits. Home health under Medicare
is increasingly used to compensate for a patient's functional limitations rather than
to provide skiled nursing or therapy services.

In contrast, an expanding use of ancillary services, particularly therapy services,
and a rise in the number of patients have driven the growth of SNF spending. Un-
like routine operating costs, which are paid on a reasonable-cost basis subject to
limits ancillary costs are not subject to limits. Consequently, although the number
of SNFi days per patient remained fairly constant, total outlays tripled between 1990
and 1995.

TABLE 3.---RvWTH IN THE USE OF MEDICARE HOME HEALTH AND SKILLED
SERVICES, FISCAL YEARS 1990 AND 1995

NURSING FACILITY

=p AA-
1990 1995of

Growth inpercent)

Home Health Services:
Users (M illions of people) .................................................................................. 1.9 3.4 12.7
Visits (Millions of visits) .................................................................................... 62.8 236.4 30.4
Outlays (Billions of dollars) ............................................................................... 3.3 14.9 35.2

Skilled Nursing Facility Services:
Users (M illions of people) ................................................................................. 0.6 1.2 14.0
Days (Millions of days) ...................................................................................... 22.9 40.3 12.0
Outlays (Billions of dollars) 2.8.9.1.26.6.............................................................. . 2.8 9.1 26.6

SOURCE: Coilirassnail BWdgt Office.

Projected Trends in Spending
Under current law, spending for post-acute care services is likely to continue its

rapid growth, although not at the startling rates of the past decade. CBO projects
that spending for SNF and hom, health services under fee-for-service Medicare will
grow by 9.1 percent ayear between 1997 and 2002 (see Table 4). That estimate does
not, however, fully reflect the rapid growth of those services. CBO projects that the
number of people enrolled in fee-for-service Medicare will decline as enrollment in
health maintenance organizations increases substantially over the next decade. Con-
sequently, outlays for SNF and home health services per person enrolled in fee-for-
service Medicare will grow by 10.8 percent a year between 1997 and 2002.

IOLICY OPTIONS

The rapid growth of Medicare spending on post-acute care services is adding to
both the general financing problem facing Medicare and the imbalance of payments
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and revenues in the HI trust fund that will soon lead to that fund's depletion. Trim-
Ming limits under the current cost-beed reimbursement system or developing a
prospective payment alternative to the :current reimbursement system could slow
that growth. Other options include tightening Medicare's coverage standards and
imposing greater cost-sharing requirements on- beneficiaries.

TABLE 4.-PROJECTED OUTLAYS FOR SERVICES FROM POST-ACUTE CARE PROVIDERS UNDER
MEDICARE'S HOSPITAL INSURANCE PROGRAM, FISCAL YEARS 1997 AND 2002

(in billions of dollars)

Avea An-
nual Rate of1997 202 ¢.ewth an

percent)

Skilled Nursing Facility ........................................................................................... 12.8 19.2 8.4
Home Health Agency ............................................................................................... 19.0 29.9 9.5

Total ............................................................................................................... 31.8 49.1 9.1
Memorandum.

All Medicare Benefits ......................................................................................... 207.9 312.4 8.5

SOURCE: Congresional Budget Office.

Developing specific policy options to address those spiraling costs is complicated
by the overlaps In functions and services that exist among different types of provid-
ers. Financial incentives and changes in the delivery of services have blurred the
distinctions between the levels of care furnished by acute care hospitals, post-acute
care providers, and long-term care facilities. Not only do post-acute care services
substitute for some inpatient treatment, but different post-acute care providers can
tender many of the same services. Those factors argue for payment policies that pro-
vide comparable incentives across different sites of care.

A similar blurring of the distinction between post-acute care and long-term care
has taken place. Home health care has increasingly become a long-term care benefit,
with three-quarters of all home health payments in 1994 being provided to patients
whose episode of care was at least four months. Many SR& patients also have
chronic care needs, and they may cycle through acute, post-acute, and long-term
care services covered by both Medicare and Medicaid. Thus, limiting payment for,
or use of, particular post-acute care services financed by Medicare could lead to in-
creased federal spending elsewhere.
Payment Options

Most proposals to slow the growth of Medicare spending on post-acute care serv-
ices focus on payment options. Those proposals generaly would tighten current
Medicare payment systems in the near term, allowing time to develop alternative
payment methods to be put in place in several years.

Tightening current payment systems is perhaps the simplest way to reduce the
growth of spending for post-acute care services under HI. Those systems generally

ay each provider on a cost-reimbursement basis, subject to a limit (see Box 1). Cost
limits could be pared or they could be imposed where particular costs (such as an-

cillary services in SNs) are not now subject to a limit. Although such an approach
could be useful in the near term, cost-based payment provides little incentive to re-
duce the use of health services.

Replacing cost-based reimbursement with prospective payment may be a more
promising avenue of reform. Developing a workable payment system that could con-
trol growth in the volume of services provided, however, would be complicated. By
fixin the payment for a set of related services, prospective. payment systems place
providers at financial risk for the services they either provide directly or order for
patients. Unlike the current payment system, prospective payment can giveprovid-
ers an incentive to hold down their costs. But prospective payment systems also en-
courage providers to increase the number of beneficiaries using services, while mini-
mizing the care provided to those patients.



BOX I
POST-ACUTE CARE BENEFITS FINANCED

BY THE HOSPITAL INSURANCE PROGRAM

Services provided by skiled nursing facilities (SNFs) and home halt agencies account for most Hospizal [nsaunce

O) paymentsto fee-for-earvice providers of post-acute care services--roughly five-sixths of the total in 1995. In

addition, the HI program finances Inpatient stays in rehabilitation hospitls, rehabilitation units within acute care

hospital, and lon-Mn hospils.

SNF Benefit Medicare pays for up to 100 days of SNF care during a spell of illness for beneficiaries who recently

have completed a minimum three-day hospital stay and need skilled nursing or rehabilitation services on a daily

basis. A copayment equal to one-eighth of the hospital inpatient deductible is required from the beneficiary,

beginning on the 21st day of SNF care. That copayment is $95 in 1997.

Medicare pays SNFs separately for routine services, capital costs, and ancillary services. Payments for

routine services (which include room, board, and Wiled nursing services) are based on facility-specific costs subject

to national limits. Payments for capital and for ancillary services (such as physical therapy, occupational therapy,

speech therapy, laboratory tests, and pharmacy) are based on the facility-specific costs without limits.

Home Health Benefit. To qualify for the home health benefit, enrollees must be homebound and require skilled

nursing care or physical or speech therapy) on a part-time or intermittent basis. Beneficiaries may also receive

occupational therapy, home health aide services, or medical social services. A previous hospital say is not required

to receive the home health benefit. Medicare reimburses agencies for their costs up to aggregate agency limits,

which are based on per-visit cost limits for each type of home health service. The per-visit cost limits are 112

percent of the average cost per visit for free-standing agencies. Limits are calculated separately for urban and rural

providers. There is no copayment for beneficiaries.

Rehabilitation and Long-Term Hospital Benefits. Rehabilitation facilities-free-standing hospitals or distinct-part

units within acute care hospitals-and long-term hospitals are exempt from the hospital PPS and are paid on a cost

basis subject to limits. Patients in rehabilitation facilities require intensive treatment (at least three hours of therapy

a day, frequent direct physician involvement and 24-hour rehabilitation nursing). Long-term hospitals provide a

wide range of services, including rehabilitation, treatment of ventilator-dependent patients, cancer treannent. and

chronic disease care. The average inpatient stay in long-term hospitals must exceed 25 days. For both rehabilitation

and long-term hospital benefits, patients are subject to the HI hospital deductible ($760 per spell of illness in 1997)

and daily coinsurance for the 61 st through 90th days (S190 a day in 1 997).
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A prospective payment system would have to be designed carefully to assure that

Medicare savings were obtained without jeopardizing access to or quality of care,
and without imposing undue financial risk on providers. Important design features
include the scope of services covered by prospective payment and the selection of
appropriate adjusters to better match payments with the cost of providing treat-
ment.

Scope of Services. In principle, greater program savings would be likely to result
from prospective payment systems that pay for a broader range of services over an
entire episode of care, rather than more narrowly defined services provided over a
limited period of time. A broad definition would encompass more fully the care need-
ed to treat a patient's illness, and would limit the provider's opportunity to receive
additional payments by shifting necessary services outside the defined episode.

The most encompassing prospective payment system for post-acute care services
would pay hospitals a prospective "bundled" rate to cover both inpatient and all
post-acute care, including SNF, home health, and rehabilitation services. Such an
approach would encourage more efficient use of services over a broadly defined epi-
sod of care. It would also eliminate the financial incentive that now exists with sep-
arate payments for hospitals and various types of post-acute care providers to dis-
chargepatients from an inpatient stay to another provider as soon as possible. But
bundled payment has been criticized as putting too much control over treatment and
financing in the hands of hospitals, and it would not address the growing use of
home health services that do not follow an inpatient stay.

Separate pros active payment systems for SNFs, home health agencies, and reha-
bilitation units have also been proposed. Those systems would encourage individual
providers to reduce the cost of services they deliver. But separate prospective pay-
ments would introduce a new incentive for post-acute providers to discharge pa-
tients to another provider as soon as possible. Shifting patients among post-acute
care providers is more likely as appears to be the case, the services they offer
are close substitutes. Such shifting could adversely affect both the quality of patient
care and the savings possible under a new payment policy.

Payments would no longer be tied to the costs of individual providers under a pro-
spective system, and separate billing would be eliminated for some or all of the serv-
ices and supplies provided. A prospective payment system for SNFs, for example,
might cover routine costs (including room and board and routine nursing care), cap-
ital costs, and ancillary costs (including therapy services, drugs, and medical sup-
plies). Payment might be for one day of care or for an episode, such as an uninter-
rupted stay in an SNF.

Prospective payment systems using smaller units of service, such as days or visits
rather than episodes, are not likely to yield substantial program savings. For exam-
ple, paying home health providers on a per-visit basis would allow providers to in-
crease revenues by reducing the services provided in a visit, necessitating more
home health visits.

Even per-episode prospective payment systems-either under a bundling approach
or separate prospective systems-might not yield program savings if they were poorly
designed. Such systems encourage "cream skimming," in which providers seek out
low-cost beneficiaries with few post-acute care needs. The full prospective payment
could be substantially greater than the amount that would have been paid under
the current cost-reimbursement system, unless the payment was adjusted to reflect
the level of the patient's need for services.

If the prospective amount did not accurately reflect the cost of providing care,
high-cost patients might face restrictions on their access to providers. Those provid-
ers who served sicker patients or who operated in higher-cost areas could risk finan-
cial losses even if they were run efficiently, unless appropriate adjustments were
made to the payments.

Payment Adjusters. Risks to providers and beneficiaries could be reduced by ad-
justing payments to match more closely the cost of providing necessary treatment.
Although the focus of attention has been on developing case-mix adjusters, which
reflect cost variations in the treatment of similar patients, a practical prospective
payment system for post-acute care services would probably also require payment
adjusters to reflect cost factors that are specific to the institution.

The hospital PPS, for example, uses three kinds of payment adjustments: diag-
nosis-related groups (DRGs), outlier payments, and hospital-specific adjustments.
DRGs adjust the Medicare payment for case mix, assuring that payments are higher
for patients needing more expensive care. A DRG payment represents the average
cost of treating patients with a given diagnosis. Medicare also makes an outlier pay-
ment when a particular patient requires much more extensive services than is typi-
cal for his or her DRG. Additional adjustments are made to payment levels to reflect
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factors that could indicate higher tolerating costs, such as teaching status or an
index of hospital wages in the local area.

Developing an adequate case-mix aduster for post-acute care services would be
complicated, since the need for r services is only one factor determining the
cost of a patient's care. In addition, the functional status of a newly discharged pa-
tient and the availability of family support help determine both the type of post-
acute care that may be needed and its duration and expense. The more a patient
needs help bathing, walking, or engaging in other activities of daily living, and the
less help he or she might have at home from family members, the more likely the
need for post-acute care.

Assessing patient needs would be difficult and probably subjective, however, and
would be only the first step in designing a case-mix adjuster. The Health Care Fi-
nancing Administration (HCFA) has worked for some years to develop assessment
instruments, including the Uniform Needs Assessment Instrument, the long-term
care facility minimum data set, and the Outcomes and Assessment Information Set
(known as OASIS).

To develop a case-mix adjuster, data from patient assessment systems would be
used to classify post-acute care patients according to the cost of the services they
use. HCFA has been testing various case-mix stems over the past decade. Re-
search in the late 1980s, for example, suggestedrthat DRGs might be a basis for
adjusting bundled payments for case mix. The Resource Utilization Groups III
(RUGs-III) system for SNF services has been tested in the Nursing Home Case Mix
and Quality Demonstration that began in 1989. HCFA also continues to develop pro-
totype case-mix adjusters for home health care, but it has not yet determined an
appropriate unit of service on which to base a separate prospective payment system.

Developing adequate case-mix adjusters remains a challenge for any proposal to
institute prospective payment for post-acute care services. We have to rely on infor-
mation from current patterns of service use, but those data include both inappropri-
ate use and fraudulent claims. Even if all fraudulent claims could be eliminated
from the analysis, the resulting costs of service would potentially be much higher
than they would be under a more efficient payment system. One could, for that rea-
son, justify reductions in payments to post-acute care providers even after payment
reforms were introduced.
Other Policies

Although prospective payment systems might help constrain expenditures on post-
acute care services, those systems alone would not necessarily slow the growth in
the number of people using post-acute care. Given the incentives encouraging hos-
pitals under the PPS to discharge patients as soon as possible, the lack of clear and
enforceable standards to determine the services that patients should receive opens
the door to continued increases in admissions to skilled nursing facilities. Medicare
has even less control over the use of the home health benefit, which does not require
prior hospitalization and does not require the patient to leave familiar surroundings.
As a result of such factors, if providers admit new patients who require only a small
amount of care, prospective payment systems for post-acute care services might not
generate savings and could even increase program costs.

The larger policy question, however, is the proper role of Medicare in financing
long-term care. Medicare was originally conceived as an acute care insurance pro-
gram. The home health benefit has been reinterpreted to cover both patients who
need true post-acute care and those who need chronic care. Tightening coverage
standards would probably restrict that benefit more closely to its original concept.
But a reconsideration of Medicare's role might instead lead to expanded coverage
of long-term care, if policymakers concluded that the program should provide chron-
ic care benefits.

Imposing a realistic cost-sharing requirement on home health services might be
an alternative to cutting back Medicare's coverage of those services. Home health
care is the only Medicare service, aside from clinical laboratory services, not subject
to cost sharing. Imposing such a requirement could give beneficiaries a greater
awareness of the services for which Medicare is being billed. Cost-sharing would
also yield some program savings since part of the cost of services would be shifted
to beneficiaries.

Whether such a policy would lead to a decline in the use of services depends on
whether the new cost-sharing requirement was covered by Medigap and employer-
sponsored insurance. The Congress could prohibit Medigap plans from covering
those new requirements, for example, to enforce financial incentives that would dis-
courage use of home health services. Employer-sponsored plans might not cover
home health coinsurance, since few of those plans offer any form of home health coy-



erage now. Low-income beneficiaries for whom Medicaid was paying for Medicare
cost-sharing requirements would continue to receive that protection.

THE PRESIDENT'S 1998 BUDGET PROPOSALS

The budget the President submitted for fiscal year 1998 includes proposals that
would lower spending on services from post-acute care providers paid on a fee-for-
service basis under the HI program by $27.6 billion over the next five years, com-
pared with current law (see Table 5). Those proposals are part of a broader package
of reductions in spending and expansions of benefits that, on net, would reduce
Medicare spending by $82 billion between 1998 and 2002, accordii to CBO esti-
mates. In addition the Administration proposes to transfer spending for certain
home health visits rom the HI program to the SMI program.

TABLE 5.-SAVINGS ON POST-ACUTE CARE SERVICES UNDER THE PRESIDENT'S 1998 BUDGET
(By fiscal year, in billions of dollars)

Cumulative
Reductions In Pae ts to Fee-For-Sevc Provides 9 im 1999 2000 2001 2002 Savings.

1998-2002

Skilled Nursing Facility .................................... 0.1 1.3 1.8 2.1 2.4 7.6
Home Health Agency ........................................ L1 1.4 2.9 3.4 3.9 12.8
Other 2  .................................. ............................  0.9 1.2 1.5 1.7 1.9 7.2

Total ........................................................ 2.1 3.9 6.2 7.2 8.2 27.6

SOURCE: Congressional Budget Office.
'Includes only payments from the Hi program.
2Includos a recalibration of hospital payments wten a patient is transferred, a moitorium on new long-term hospitals, and reduced pay-

ment updates and capital payments to hospitals exempt from the prospective payment system.

Proposed SNF Policies
The Administration proposes to establish a prospective payment system for SNF

services that would make payments on a per-day basis for all costs of SNF services-
routine service, ancillary service, and capital costs. Payments would be adjusted for
geographic differences in wages and for case mix. The case-mix adjuster is not speci-
fled in the proposal, but it is likely to be the RUGs-Ill system. During a four-year
transition period, payments to SNFs would be a blend of the national payment
amount and an amount specific to the facility, both of which would be prospectively
determined. Those policies would become effective on July 1, 1998.

A per-day prospective payment system might be a practical way of addressing the
burgeoning costs of ancillary services in SNF treatment. Unnecessary use of those
services during a day of care would be discouraged, although the number of days
of SNF care might increase. As noted earlier, SNF payments have been driven by
the growth of both ancillary costs and the number of users, with the average num-
ber of SNF days per patient remaining fairly stable. However, per-day payment
could spark some increase in the average length of stay in SNFs and would not con-
trol growth in the number of users.

Although a more inclusive per-episode payment would provide broader incentives
to hold down treatment costs, case-mix adjusters would be needed that could reli-
ably predict the variation in those costs for entire episodes. HCFA has focused its
efforts, instead, on developing adjusters for per-day payment.

The Administration's proposal would also reduce the annual update to limits on
routine service costs by removing the effects of spending growth that occurred be-
tween July 1994 and July 1996. In addition, to eliminate fraudulent billing. prac-
tices, SNFs would be required to bill Medicare for nearly all services their residents
receive. Outside suppliers of those services could no longer bill Medicare separately.

Proposed Home Health Policies
The Administration's proposals for Medicare's home health benefit include adjust-

ing the current payment system to slow the growth of spending, introducing a pro-
spective payment system based on those reductions in payments, and making some
changes in the way the benefit is administered.

An interim payment system would be established for home health services, begin-
ning on October 1, 1997. That system would pay home health agencies the lesser
of actual cost (defined as Medicare allowable costs paid on a reasonable-cost basis),
a per-visit cost limit (based on 105 percent of national median costs), and a new
limit that is specific to the agency on annual costs per beneficiary (based on reason-
able costs reported by the agency for 1994). The agency-specific limit on per-bene-
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ficiary costs is intended to account for the recent rapid growth in the volume of
home health visits provided to patients.

A prospective payment system would replace the interim system, beginning on Oc-
tober 1,11999. The details of that prospective payment proposal, however, are largely
unspecified. The unit of service for which payment would be made is not stated in
the proposal. Although payments would be adjusted for case mix and labor costs,
no specific case-mix adjuster is identified. An outlier policy is proposed, but the de-
tails are left to the Secretary of Health and Human Services. Program savings
would be the result of a 15 percent reduction in the cost limits and per beneficiary
limits that are in effect on the last day before the policy is carried out.

In addition, home health cost limits would be cut by removing the increase in the
market basket that occurred between July 1994 and July 1996. Other policies would
base payment on the location where services are rendered, not where services are
billed. Periodic interim payments would be eliminated when the prospective pay-
ment system is put in place. So-called normative standards would establish a basis
for claims denials, and the definition of "homebound" would be clarified.

The President's budget also proposes to shift part of home health care from the
HI program to the SMI program. Beginning October 1, 1997, the first 100 visits fol-
lowing a three-day hospital stay would be reimbursed under HI. All other visits, in-
cluding those not following hospitalization, would be reimbursed under SMI. Those
latter visits would not be subject to the SMI deductible or coinsurance, and would
not increase the SM! premium. About $86 billion in payments would be shifted from
HI to SMI. The transfer would have no impact on total Medicare spending, but it
would postpone depletion of the HI trust fund. CBO estimates that the Administra-
tion's policies, including the home health transfer, would maintain a positive bal-
ance in the HI trust fund through 2007.
Other Proposals

Because the number of long-term hospitals has grown rapidly in recent years, the
Administration proposes to stop designating new long-term hospitals. Much of that
growth is the result of rehabilitation and psychiatric hospitals changing designa-
tions to avoid Medicare's more stringent criteria for the coverage of services. In ad-
dition, some acute care hospitals have converted part of their facilities into separate
long-term hospitals.

Payment rates for non-PPS hospitals would also be reduced. Limits on operating
costs would be rebased, and capital payments would be reduced to 85 percent of rea-
sonable costs.

In addition, the Administration would change the payment policy for patients dis-
charged from PPS hospitals to SNFs or non-PPS hospitals. Under current rules, the
PPS hospital receives a full DRG payment for those patients, and the SNF or non-
PPS hospital also gets its normal payment. The proposal would treat those patients
as transfers, with the PPS hospital paid on -a per-diem basis up to the full DRG
payment.

CONCLUSION

Reining in the spending on post-acute care services in Medicare would be a for-
midable task. The current payment structure of fee-for-service Medicare fails to give
post-acute care providers an incentive to constrain spending, and past actions that
broadened the benefit beyond true post-acute care have greatly contributed to the
growth of program spending. Within this context, it is difficult to design policy op-
tions to slow the growth of spending.

Because the financial incentives facing post-acute care providers are complicated,
the effort required to'develop a workable new payment system would be substantial.
Options that would limit spending by one type of provider could result in a shift
of spending elsewhere in the Medicare system, particularly when services offered by
other providers are close substitutes. The Administration's proposals represent a
first step on what is undoubtedly a long road to payment reform for post-acute care
services.
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PREPARED STATEMENT OF MARGARET CUSHMAN

Mr. Chairman,

Thank you for the opportunity to present testimony today on issues related to the Medicare home care
benefit. My name is Margaret J. Cushman. I am the President of VNA Health Care in Hartford-
Waterbury, Connecticut. I also chair the Government Affairs Committee of the National Association
for Home Care (NAHC), as well as serve on the NAHC Prospective Payment System (PPS) Task
Force.

The National Association for Home Care is the largest national organization representing home health
care providers, hospices, and home care aide organizations. Among NAHC's members are every type
of home care agency, including nonprofit agencies, like the Visiting Nurse Associations, for-profit
chains, hospital-based agencies and freestanding agencies.

NAHC is deeply appreciative of the attention PPS for home care has received from this Committee.
We have been advocating such a system for more than a decade. Congress, too, has been pushing
the Administration for development of a PPS for home care for many years. We were very pleased
that proposals to implement such a system were included in the balanced budget plans offered in the
last Congress by both parties, and that a PPS plan was passed by the full Congress as a part of
HR2491, the Seven Year Balanced Budget Act (BBA) in lieu of copays.

I'd like to ask permission, Mr. Chairman, to have my full written statement, along with the following
attachments, included in the hearing record:

o a chart showing the characteristics of Medicare home care patients,
o a copy of a declaration in support of the industry's unified PPS plan signed by home

health associations in all 50 states and major national associations,
o a detailed description of the industry's Revised Unified Plan.

My testimony is organized as follows:

o factors affecting growth in home care,

o concerns about and efforts to address fraud and abuse,

o discussion of PPS, and

o discussionof the President's FY98 budget proposals and other proposals that affect home care.

I. FACTORS AFFECTING GROWTH IN HOME CARE

Home care encompasses a broad spectrum of both health and social services that can be delivered to
recovering, disabled or chronically ill persons in their homes. These services include the traditional
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core of professional nursing and home care aide services as well as physical therapy, occupational
therapy, speech therapy, and medical social services.

Generally home cae is appropriate whenever a person needs health care assistance that cannot be
easily or effectively provided solely by a family member or friend for a short or long period of time.
There are many situations and conditions for which home care services are especially appropriate.
Technology advancements mean that every day more people are able to be cared for effectively and
efficiently at home even if they have illnesses that, at one time, were only treatable in hospitals or
institutions.

The home health benefit has been an evolving benefit for most, if not all, of its existence in the
Medicare program. In Medicare's earliest years, home health exp--litures amounted to only about
1% of the total. Today, approximately 9% of total Medicare payments are made for home health
services. Therefore, while the benefit has increased each year, it still represents a small proportion
of Medicare spending.

!n 1996, nearly 4 million Americans received Medicare home health services, representing an
estimated $18 billion in Medicare spending. Much of the increase over time can be attributed to one-
time expansions or clarifications that were specifically designed to allow more individuals access to
additional in-home services.

Home health growth, however, is expected to moderate and fall to more modest levels in the next few
years. The HCFA Office of the Actuary expects annual growth in the volume of visits to steadily
decrease to around 6% through the year 2000.

Reductions In Hospital Lengths of Stay Growth in the home health benefit must not be looked at
in isolation. There is a direct connection between the effect of PPS on hospitals and the growth in
the home care benefit. PPS has made it in the hospitals' best interest to move patients out of hospitals
as soon as possible, and to collect the full DRG payment for fewer days of care. In fact, over the
last six years, lengths of stays in hospitals fell 31% in the DRGs most associated with post-acute care
use. Average costs per discharge also declined about 6% during the same time period.

Despite a decade of continual reductions in the hospital lengths of stay, the Medicare hospital updates
have never reflected these changes. Decreases in the hospital lengths of stay should be reflected in
Medicare payments to hospitals. In the President's FY98 budget, home health and other post-acute
care providers are penalized for the growth in their areas that have been fueled by hospitals. Hospital
payment rates should be reduced to reflect this change, rather than hitting home care and other post-
acute care providers.

Several other factors explain the growth in the home health benefit not associated with quicker
discharges of more acutely ill patients from hospitals.

Coverage Clarification In the mid-1980s, Medicare adopted documentation and claims processing
practices that created general uncertainty among agencies about what services would be covered. The
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result was a 'chilling effect" in which some Medicare covered claims were diverted to Medicaid and
some patients went without care. This "denials crisis" led in 1987 to a lawsuit (Dugg, y, Bowen
brought by a coalition led by Representative Harley Staggers and Representative Claude Pepper,
consumer groups and NAHC.

The successful conclusion of this suit led to a rewrite of the Medicare home health payment policies.-
Just as lack of clarity and arbitrariness had depressed growth rates in the preceding years, the policy
clarifications that resulted from the court case allowed the program for the first time to provide
beneficiaries the level and type of services that Congress intended;--

The correlation between the policy clarifications and the increase in visits is unmistakable. The first
upturn in visits (25%) came in 1989 when the clarifications were announced; and an even larger
increase took place (50%) in 1990, the first full year the new policies were in effect.

Cost Effectiveness Home health has moved well beyond its traditional boundaries, making it possible
for patients to prevent, reduce or eliminate altogether their need for more costly inpatient treatment.
It is also important to note that while growth in home care has been experienced in the number of
visits provided per patient, home care's costs have remained steady over the last decade, making home
care still one of the best health care buys.

An Aging Population The aging of the U.S. population will continue to influence future need for
home health services. Older individuals are more likely to need home care and they are likely to use
more home care services than younger home health patients. For example, the National Medical
Expenditures Survey found that individuals over age 85 are three times more likely to use home care
as the general elderly population, and their resource consumption was also significantly higher.
Individuals over age 65 used an average of 65 visits whereas individuals over age 85 used an average
of 75 visits.

Improved Access Throughout much of the 1980s, the home care industry, along with the rest of
health care, was experiencing a personnel shortage. Although there are still acute shortages of certain
disciplines, conditions have substantially improved. This increase in available staff allowed the
number of certified home health agencies to increase from 5,676 in 1989 to 9,923 in 1996. Although
access varies somewhat from state to state, for the most part enrollees who need home health care
now have access to it.

Public Awareness and Preference The past decade has seen dramatic increases in awareness among
physicians and patients about the home as an appropriate, safe and often cost-effective setting for the
delivery for health care services. For example, a 1985 survey found that only 38% of Americans
knew about home care; by 1988, over 90% of the public understood home care to be an appropriate
method of delivering health care, and supported its expansion to cover long-term care services as well.
A 1992 poll found that the American public supports home care by a margin of nine to one over
institutional care. Nearly 82% of all accredited medical schools now offer home health care training
in their curricula.
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Technological Advances Over the years, sophisticated technological advances have made possible
a level of care in the home that previously was only available in hospitals and other institutions. The
mCst significant of these advances has been the introduction of home infusion therapy and radical
improvements in ventilator equipment.

Reductions in home care spending are likely to result in greater Medicare expenditures for hospital
inpatient and emergency care, physician services, and nursing home care. Home health care serves
as the safety net for patients who are discharged from acute and rehabilitation hospitals after shorter
lengths of stay.

II. CONCERNS ABOUT AND EFFORTS TO ADDRESS FRAUD AND ABUSE

As in any area, growth brings with it the potential for unethical or illegal behavior. NAHC strongly
believes it is the responsibility of all parties involved -- patients, payors, and providers -- to act
aggressively to uncover, report, and act against fraudulent or abusive home care providers.

NAHC has taken a leadership role in combatting fraud and abuse. It has been engaged in a
longstanding effort to maintain the highest degree of ethics and values in the health care industry
through a combination of member education, cooperation with and assistance to enforcement agencies.
and consistent support of federal legislative proposals designed to combat abuses in health care
programs.

In January 1994, NAHC implemented a broad new policy governing member conduct. While
America has enhanced home care as the site of choice for meeting its health care needs, the growth
of the industry has unfortunately been accompanied by a few unscrupulous providers of care who seek
only to profit illegally at public expense. The incidence of established fraud in home care services
is low. However, even a single occurrence of fraud or abuse is not acceptable and must be
eliminated.

The principles of NAHC's policy are as follows:

I. POLICY ON MEMBER SELF-REGULATION

Where a NAHC member, agency, individual member, or an applicant for membership has been
determined or is controlled by an individual who has been determined to have violated a criminal or
civil law in either Federal or State Court on issues related to fraud and abuse, the NAHC Board of
Directors may consider the imposition of sanctions, including the termination or rejection of NAHC
membership.

2. POLICY ON PUBLIC RELATIONS

NAHC shall respond proactively and reactively to any public relations crisis concerning fraud and
abuse activity in home care and hospice.
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3. POLICY ON EDUCATION OF MEMBERS

Consistent with its mission and commitment to provide educational opportunities for members, and
for the purposes of promoting standards of quality and ethics in the delivery of home care and hospice
services, NAHC will provide education regarding issues of fraud and abuse in home care and hospice.

4. POLICY ON ENFORCEMENT

It is the responsibility of any NAHC staff person or any NAHC member to report to the appropriate
legal authority any violation of fraud and abuse laws. No report shall be made by NAHC staff except
where sufficient information has been obtained which demonstrates that there is a substantial
likelihood that the law has been violated. Witnessing or having knowledge of a crime and not
reporting it would constitute unethical behavior.

When government enforcement officials fail to act to address flagrant violation of the fraud and abuse
law, NAHC may bring a civil enforcement action against the unscrupulous provider where authorized
by a super majority of the Board of Directors.

5. POLICY ON SUPPORTING FRAUD AND ABUSE LEGISLATION

NAHC shall actively support and/or initiate legislative and regulatory measures appropriate to prevent
or combat fraud and abuse in the home care and hospice industries.

6. POLICY ON REQUEST FOR ASSISTANCE

NAHC's assistance to member agencies under investigation for health care fraud and abuse shall be
available only when it is determined that it is the best interests of the home care and hospice industry
at large.

This policy is the embodiment of the NAHC efforts since its inception in 1983. Its enactment in 1994
was an affirmation of NAHC's commitment to maintain a leadership role in this troubling area.
Evidence of NAHC's commitment is most evident in support of legislative efforts to control fraud.
In 1993 and 1994, and continuing today, NAHC has publicly supported and worked to advance
legislation which would expand existing health care fraud laws under Medicare and Medicaid to all
payors in health care. This expansion would work to eliminate activities which escape scrutiny
because of the lack of controls in certain states which allow for conduct with private health insurance
payments that would be illegal if federal payments were involved. NAHC his also aggressively
supported the creation of a private right of action under federal anti-kickback laws to supplement the
limited resources of government enforcement agencies. In this same respect. NAHC has repeatedly
supported increased funding for the Office of Inspector General at HHS.

Legislation is also needed to control the quality and delivery of home infusion therapy services. This
$3 billion segment of the home care industry operates under virtually no regulatory controls and
presents an environment for improper. but not necessarily illegal, conduct to occur. In 1994, NAHC
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highlighted the need for controlling legislation such as that offered by Congressman Sherrod Brown
in the so-called "Sara Weber" bill.

Fraud has also ex isted within the Medicaid programs. The states' Medicaid anti-fraud units have
proven success in attacking this area. NAHC has and continues to support the continuation of these
programs.

Legislation alone cannot control fraud and abuse. Health care providers must have a comprehensive
understanding of the standards of conduct that are allowable. Internal self-audit and self-enforcement
must be done to minimize the risk of illegal activities. Over the past several years NAHC has
provided extensive education on the issues involved in health care fraud. National workshops have
been held at our regional conferences, annual meetings, and annual law symposiums. State home care
associations have joined in this effort to extend this education to the greatest degree possible.

NAHC believes that increased public awareness is a valuable means of oversight and that the public
must be fully involved in the process of fighting fraud. It is the health care consumer and the
taxpayer who are ultimately the injured parties. While the government should increase the
information, it provides to the public about known schemes and scams, the health care industry must
also do its part. In accordance with the NAHC fraud and abuse policy, the home care industry has
not only cooperated with media investigations but has worked to engage the attention of the media to
focus on important areas of concern.

One of the most important roles that the home care industry plays in eliminating fraud and abuse is
to lend its knowledge and expertise to enforcement authorities. Over the years, NAHC has acted as
an extension of the investigatory arm of federal and state enforcement authorities. On the simplest
of levels, NAHC has put individuals and providers of services who have evidence of fraudulent
conduct in touch with the IHS Office of Inspector General. On a deeper level, NAHC has proviu,.d
guidance to enforcement authorities on areas in which resources might be targeted in their home care
efforts.

Historically, fraud and abuse in health care has taken the form of false claims in Medicare cost
reports, billings for services never rendered, and kickbacks for referrals. These types of fraud are
now being replaced with an entirely different form of abuse found in managed care. While in the
traditional fee-for-service system incentives exist for overutilization and overcharging, managed care
may create financial incentives to improperly underutilize care. The health care consumer is harmed
doubly in these circumstances: financially, care is prepurchased but not delivered; and healthwise,
necessary care is lost. NAHC strongly recommends that Congress and the enforcement authorities
take a long hard look into the abuses in managed care. New strategies must be developed to address
this new type of fraud. Clinicians, rather than accountants, will need to operate at the heart of this
effort. Good managed care can help bring about economy and efficiency in health care. Bad
managed care, controlled by financial greed, can mean the death of the patient.
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Recommendations to Combat Fraud and Abuse

During the 104th Congress. NAHC played an active role in helping shape an anti-fraud health care
package. Ultimately, these proposals were incorporated into the Health Insurance Portability and
Accountability Act, P.L. 104-191, that was passed into law.

Passage of the anti-fraud package marks a good first step in eliminating waste, fraud and abuse in our
health care system. There arp, however, some specific issues within home care that need to be
addressed by anti-fraud legislation.

Congress should continue its work in combating waste, fraud and abuse in our nation's health care
system by passing a home care specific anti-fraud package that includes:

Limiting Agencies' Ability to Subcontract Care. Medicare certified home health
agencies should be allowed to utilize only a limited amount of subcontracted care for
the dominant health care service, such as nursing, which they provide.

Mandating Freedcin of Choice Information. Hospitals, physicians, and other health

care providers, should be required to give patients full information about the
availability of medicare certified home health agencies serving the areas in which the
patients reside, and should be prohibited from steering patients to certain agencies.

Prohibiting Home Health Agencies from Assisting Physicians In Care Billing.
Home health agencies should be prohibited from providing record keeping and bill
preparation services to physicians for their role in home care.

Requiring Home Health Care Administrators to Meet Certification and
Accreditation Standards. The last several years have seen an unbridled growth in
the number of Medicare certified home health agencies. Home care agency
administrators should be required to meet high and rigorous standards for all aspects
of running an agency, including issues that affect quality of care.

III. PPS FOR HOME CARE

Congress has before it a unique opportunity to work closely with the home care community to
improve the Medicare home care benefit. The Revised Unified PPS plan offered to Congress by the
home care industry and introduced by Representative Nancy Johnson (HR4229) incorporates the best
elements of the home care PPS provisions in the Balanced Budget Act (BBA) passed by Congress and
HR2530, the Blue Dog Coalition's budget plan introduced in the 104th Congress.

The Revised Unified PPS Plan represents the most advanced thinking that's been done in developing
a PPS plan. It also represents a substantial improvement over the current Medicare cost-based
reimbursement system.
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Let me be very direct regarding the context in which we are offering this PPS proposal. In 1995,
Congress proposed sizable savings from the bl [edicare program, a portion of which was to come from
home care. Since the industry found copaym nts and bundling unacceptable, Congress challenged us
to develop a more acceptable way of achieving the required savings. This PPS proposal was
developed as an alternative to home care cop iys, bundling, and other onerous ideas, and that is the
context in which we are offering it today.

Our goal was to develop a PPS plan that I) tie home care industry could support, 2) would use the
best that both the Republican (BBA) and Democratic (HR2530) plans had to offer, 3) would address
concerns raised about the PPS plans in both tle BBA and HR2530, 4) would accommodate deficit
reduction requirements, 5) would substitute for home care copays and bundling, and 6) would address
HCFA's concerns about feasibility of implementation on a timely basis.

Advantages of PPS

PPS offers numerous advantages to the Medicare program over the current cost-based reimbursement
methodology. Under current law, home health a.;encies are reimbursed for the allowable costs which
they incur in caring for Medicare patients up to i per visit cap. Cost reimbursement, however, has
been criticized because it is complex and costly t3 administer, because the amounts that are paid are
subject to disallowance and recoupment long after the services have been rendered and because it
offers no incentives for provider efficiency.

PPS, by providing desirable, market-like incentives that encourage the efficient and effective provision
of care. would avoid these problems because paym~ient rates would be established in advance.

PPS, by providing financial incentives for home care agencies to reduce both visit and total case costs,
will achieve Medicare savings without restricting beneficiary access to high quality home care
services. PPS properly places the burden to be efficient in the provision of care on providers and not
beneficiaries. Alternatives to.'PPS, like copayments and bundling, create barriers to high quality home
care services by increasing a beneficiary's out-of-pocket expenses and restricting access to post-acute
care services.

Revised Unified PPS Plan

The Revised Unified PPS Plan that we are testifying in support of today is a modification of the
original unified plan submitted to Congress in 1995.

The goal of the home care provider community is to manage the growth of Medicare home health
expenditures in a manner that promotes efficiency and preserves access to quality care for Medicare
beneficiaries. This will be accomplished through the development and implementation of an episodic
prospective payment system as soon as feasible. Our goal was to develop an episodic system which
would:

o be developed cooperatively by HHS, the industry, and Congress.



o be acceptable to the industry,
o include extended care,
o be submitted to Congress one year in advance of implementation, and within four

years of enactment of legislation,
o be implemented only after Congressional approval.
o include adjustments for new requirements (such as OSHA)

or changes in technology or care practices,
o be based on a case-mix adjuster that reflects the differences in cost for different types

of patients,.
o prevent the imposition of home care copays, bundling, or other benefit limits,
o implement a per-episode PPS as soon as possible, and
o do as little harm as possible to home care patients and providers in implementing an

untested system.

This plan, which represents years of work and refinement by the home care industry, calls for a three-
phase approach to achieving episodic PPS. It starts with an interim PPS plan that utilizes existing data
and processes and moves to an episodic PPS with a refined case-mix adjuster and would require the
development, within five years, of a per-episode PPS with a case-mix adjuster that adequately
distinguishes the cost of providing services to various types of patients.

Phase I of the Plan would implement a prospectively-set standard per-visit payment with an annual
aggregate per-patient limit that applies to all visits. Phase 2 would put in place prospectively set
standard per-visit payments with an annual aggregate episode limit for days I - 120 and an annual
aggregate per patient limit for visits after 120 days. Phase 3 puts in place a per-episode PPS.

This PPS plan would give home care providers incentives to reduce costs and increase efficiency
through a provision in which they would be allowed to keep a portion of the difference between the
total per visit payments and the agency's annual aggregate cap. This provision differs from the way
PPS for hospitals was implemented, in which hospitals are allowed to retain the entice difference
between the DRG payment rate and the cost of care. Under the revised unified PPS proposal, home
care providers would be allowed to -retain 50 percent of the difference, up to a cap, with the balance
of the savings used for the exceptions process.

Scoring

NAHC has been working with the accounting firm of Price Waterhouse in reviewing the potential cost
savings available through this proposal. We believe it to represent savings roughly equivalent to the
savings offered under the Administration's PPS proposal and have built into the proposal a number
of components that can be adjusted to achieve necessary savings.

We are deeply concerned about certain assumptions the Congressional Budget Office has employed
in scoring PPS proposals for home care. In assessing the prospective payment proposal included in
HR2491, CBO imposed a 66 2/3% offset that had the effect of dramatically reducing potential savings
the proposal could have achieved. This offset reflects CBO's assumptions of behavioral changes on
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the part of home health care providers in response to this proposal, as well as their assumption of the
proposal'!i effectiveness.

CBO used this two-thirds offset to calculate net savings for the home health prospective payment
pr,.vision, meaning that the sum of gross savings for each provision of the proposal was reduced by
two-,hirds. Under this offset, a proposal scored at $14.2 billion in savings over seven years, as was
the PPS proposal in the BBA, actually would reduce Medicare home health expenditures by $42.6
billion over seven years, or three times the scored amount.

Never before, to our knowledge, has CBO employed such a dramatically high assumption of gaming.
An offset of this magnitude is entirely unjustified and makes it much more difficult for home care to
present a proposal offering necessary savings that does not inflict great hidden harm to home care
beneficiaries.

History of PPS

NAHC has long supported the development of a prospective payment system for home care. NAHC
championed the initial PPS demonstration legislation that Congress passed in 1983 as part of the
Orphan Drug Act (P.L. 97-414). In that legislation, Congress required the Medicare program to test
alternative reimbursement methodologies to determine the most cost effective and efficient way of
providing care, including fee schedules, prospective payment, and capitation payments.

Following the passage of this legislation, the industry, through the National Association for Home
Care, created its first Prospective Payment Task Force. When the demonstrations authorized under
that legislation were held up in 1985 by the Office of Management and Budget, NAHC stepped in and
partially funded the Georgetown University study on patient classification.

The U.S. Department of Health and Human Services (DHHS) did not undertake any serious effort
to follow through with the study required in the 1983 legislation. Accordingly, the industry sought
a stronger mandate from Congress.

With the Omnibus Budget Reconciliation Act of 1987 (P.L. 100-203). Congress required that DHHS
design a prospective payment demonstration in a manner that would enable the Secretary to evaluate
the effects of various methods of prospective payments (including payments on a per visit, per case,
and per episode basis) on program expenditures, as well as beneficiaries' access to care. An interim
report was required by Congress within one year after enactment of the legislation. A final report
was due four years after enactment. The demonstration was set to begin no later than July 1, 1988.

The Health Care Financing Administration (HCFA) was unable to move the demonstration project
forward on a timely basis and sought a delay from Congress. As part of the Medicare Catastrophic
Protection Act of 1988. OBRA-87 was amended to modify the effective date from July 1, 1988, to
April 1, 1989.

After nearly three years with limited effort by DHHS, Congress, at the request of the home health



industry, once again intervened in the Omnibus Budget Reconciliation Act of 1990 (P.L. 101-508).
Congress directed HCFA to research and repot back to Congress on whether to move cost-based
providers. including home health agencies, to some form of alternative reimbursement. DHHS was
required to submit a report to Congress that included a proposal for prospective payment for home
health agencies by September 1, 1993. The Prospective Payment Assessment Commission was to
analyze the DHHS proposal and report to Congress by March 1, 1994.

In developing this proposal, DHHS was required to:

(1) provide for appropriate limits on home care expenditures;

(2) account for changes in patient case-mix, severity of illness, volume of cases, and the
development of new technologies and standards of medical practice;

(3) consider the need to increase payment for outlier cases, those cases which exceed the average
length or cost of treatment,

(4) address the varying wage-related costs among agencies; and

(5) analyze the feasibility and appropriateness of establishing the episode of illness as the basic
unit for making payments.

Ultimately, HCFA initiated a two phase demonstration project to study prospective payment for home
health services. In Phase 1. HCFA experimented with a per visit prospective payment methodology.
That project, which concluded in 1994, found limited effect on the behavioral actions of home health
agencies and expenditure through the use of a per visit method of reimbursement.

Phase 2 of the demonstration project was initiated in March, 1995. Phase 2 is intended to study the
behavioral reaction to a per episode based prospective payment system using a case-mix adjustor that
classifies patients into one of eighteen categories. As the result of the weaknesses of the case-mix
adjustor, explaining only 9.7% of variation in costs for various types of patients, HCFA limited the
focus of the demonstration project to analyzing behavioral changes for participant home health
agencies. It is expected that a final report will be issued on Phase 2 of the demonstration project in
either 1999 or 2000.

We would like to reiterate that the industry's Revised Unified PPS Proposal, while an improvement
over the current cost-based reimbursement system, is being offered solely in the context of deficit
reduction as an alternative to other home care savings proposals.

Some alternatives, including shifting some home care from Medicare Part A to Part B. placing
copayments on Medicare home health visits' and bundling home care payments into hospital DRCs
or other provider payments, would have serious detrimental effects on the nearly 4 million Americans
who rely on quality home health care. Moreover, these proposals could severely limit access to home
care, limiting health care choices for our Nation's elderly and disabled to more costly institutions.



We were extremely pleased that in the BBA, the Committee abandoned home health copayments and
bundling in favor of a prospective payment system (PPS) as a way to ep .the efficient delivery of
home care services. 3249

IV. PRESIDENT'S FY98 BUDGET PROPOSAL

The provisions included in the Administration's FY98 budget package would have a dramatic impact
upon the delivery of home health care under Medicare. Home care would be subject to a level of cuts
which is disproportionate to its share of the Medicare program. Home health comprises 9.6% of total
Medicare outlays, but would sustain 13% of the cuts requested by the President. For comparison
purposes, skilled nursing facility payments now comprise about 6% of total Medicare outlays. but
would sustain 7% of the cuts, which is much closer to its proportion of program outlays.

Beyond the depth of the home care cuts. NAHC has grave concerns about the overall effect of the
Administration's budget on the future of the Medicare home health benefit. While the President's
proposal puts forth a plan to implement a prospective payment system (PPS) for home care and takes
a first step toward providing much-needed respite for informal caregivers of Medicare Alzheimer's
victims, draft legislative language reveals proposals that would create two separate home care benefits
under Part A and Part B of Medicare, impose arbitrary limits on home care and reverse hard-won
legal battles which broadened availability of home care to deserving beneficiaries. Additionally, the
proposed FY98 budget would grant broad Secretarial authority to deny payment for services which
lie outside "norms of care" and to lump post-acute services into a single care payment.

Despite some benefit expansions. the proposed budget translates into very real reductions in access

to home care services for needy Medicare beneficiaries.

Transferring Some Home Health Coverage From Part A to Part B of Medicare

Under the President's proposal. Part A would cover home health services only when both of the
following conditions are met: (1) home health services are furnished to an individual under a plan of
treatment established when the individual was an inpatient of a hospital or rural primary care hospital
for not less than three consecutive days before discharge, or during a covered post-hospital extended
care stay, and (2) the home health services are initiated for such individual within 30 days after
discharge from the hospital, rural primary care hospital, or extended care facility.

All other home health care services -- including services not following a hospitalization and services
beyond 100 visits -- would be covered under Part B.
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The additional home care costs transferred into Part B would not be used in calculating the Part B
premium, which traditionally covers 25% of Part B program costs. Individuals who have Part A
coverage only would continue to have all their home care services covered by Part A untl 19 months
after the date of enactment.

This proposal would do little to address the underlying insolvency issues facing the Part A trust fund.
We are deeply concerned that this proposed shift will result in increased tax burdens on middle
income families and increased costs to Medicare beneficiaries, and may deny needed home care
services to millions of seniors and disabled individuals.

This shift would transfer up to $82 billion in costs directly onto taxpayers. The size of the increased
burden on taxpayers resulting from this transfer would continue to rise over the years.

If Medicare beneficiaries were required to contribute to the costs of home care transferred to Part B,
premiums have been estimated to increase by nearly 20 percent -- $8.50 per month in 1998. rising
to $11.00 per month by 2002. The Part B monthly premium is already $43.80.

This transfer may also make the home care benefit more susceptible to beneficiary copays and
deductibles. As a result, Medicare home health beneficiaries could be subjected to additional coverage
restrictions that would further reduce the benefit. This proposal would decrease cost-effective medical
benefits to millions of Americans at a time when the need for home care services is growing.

We are additionally concerned that 2.1 million elderly and disabled Medicare beneficiaries who are
covered by Part A. but not by Part B. may lose access to much of the Medicare home care benefit
under the President's proposal. Beginning 19 months after enactment, the benefit for these individuals
would be limited to only 100 visits and only if the care began immediately following a hospital stay
of at least three days or discharge from a covered extended care facility. To the extent that these
individuals are either already Medicaid eligible, or would spend down to Medicaid due to increased
health care costs, this provision would result in an increased burden on State Medicaid programs.

NAHC proposes, instead, fundamentally improving the way Medicare pays for home care services
by enacting a prospective payment system (PPS) for home care.

PPS For Home Care

The Administration's PPS proposal included in the FY98 budget submission falls short of the
industry's expectations in a number of ways.

The interim payment proposal essentially continues the present cost-based reimbursement system,
while eliminating any savings sharing that gives providers incentives to reduce costs and increase
efficiency. Both the Administration's previous plan, as well as HR 2491 (the Congressionally passed
plan) and HR 2530 (the Democratic alternative) contained such incentives for providers. With the
retention of cost reimbursement and the elimination of the savings sharing provisions, this plan
contains little by way of incentives for providers to participate in creating more efficient operations.
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The Administration's original proposal would have blended agency-specific limits with those of the
census region. This provision was eliminated. Totally agency-specific limits tend to maintain previous
behaviors, both good and bad, and could penalize the most efficient providers.

The Administration's plan also calls for the collection of data to develop a reliable case mix adjuster.
While clearly necessary, this provision would result in substantial additional costs to agencies. The
cost of this new data gathering requirement should be fully reflected in reimbursement rates under this
system.

The Administration's PPS plan has serious flaws, as well. Under this plan, the prospective payment
system is to be devised by the Secretary without Congressional oversight or participation by industry
or consumer groups. The Administration would also reduce home health cost limits and per-
beneficiary limits by 15%, prior to implementation of PPS. This reduction is onerous and
unnecessary under PPS.

Interim Payment for Home Health Services

This provision delays updates in the Medicare cost limits from July I, 1997, to October 1, 1997. As
of October 1, 1997, the cost limits would be calculated on the basis of 105% of the median of the
labor-related and nonlabor per-visit cost for freestanding home health agencies. Currently. cost limits
are calculated on the basis of 112% of the mean. The standard of 105% of median is the effective
equivalent of approximately 97% of the mean.

A reduction of the cost limits to 105% of the median is estimated to affect the limits by approximately
$10.00 per visit for skilled services and nearly $5.00 per visit for home health aide services. This
amendment combined with the disregard of two years of cost increases under the section that
maintains the savings from the freeze (discussed below), would reduce the cost limits by
approximately 17%.

The delay in cost limit updates could provide a benefit to providers of services having cost reporting
periods beginning between July 1 and September 30. These providers would maintain the same higher
level of cost limits than would be calculated under the revision for a period of two years, while
providers of services with fiscal years beginning on or after October I would be subject to a
precipitous drop in allowable reimbursement.

The savings resulting from the freeze and the interim payment system would be unnecessary if the
industry's Revised Unified Plan for Prospective Payment were adopted by the Congress. While the
industry's plan would reduce per-visit payment, it gives providers a more important incentive to
reduce overall case costs by restraining the growth in the utilization of services per patient.

PPS would achieve reasonable payment reform and associated budget savings without dramatic
reductions in the unit of payment. With the current high degree of federal regulation of home health
services, it is difficult and sometimes impossible for a home health agency to initiate large cost
reductions with little or no notice. The proposed cost limit reductions ultimately carry the risk that
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quality of care and access to services may be jeopardized.

Maintaining Savings Resulting From Temporary Freeze on Payment Increases for Home Health
Services

This provision in the President's package requires the Secretary to disregard increases in the cost of
providing home health care which occurred between July 1, 1994. and July 1, 1996, in updating the
home health cost limits after September 30, 1997. The purpose of this provision is to recapture the
savings which the program would have incurred if the two-year freeze, which was lifted on July 1,
1996, had been continued. The proposal also limits the Secretary's authority to consider cost changes
during the two year period when determining whether a home health agency is entitled to an
exemption or exception from the cost limits.

This provision would significantly reduce the current Medicare cost limits. Those limits, implemented
with cost report years beginning July 1. 1996, represented the first increase in the limits for home
health agencies since July 1, 1993. The reduction in the cost limits through this provision would
approximate $7.00 per visit or 7% of the limits. As a result, a significant percentage of home health
agencies would provide services at costs above the limit, receiving less reimbursement than the cost
of providing the care.

As mentioned earlier, the impact of this provision is magnified when combined with other sections
in the President's budget proposal. including the section on interim payment methodology, which
further reduce the cost limits for all home health agencies.

Clarification of Part-time or Intermittent Nursing Care

This amendment modifies two provisions of Medicare law which affect the eligibility of beneficiaries
for home health services coverage and the level of coverage available. With respect to the test to
qualify for home health services coverage, current law requires that the Medicare beneficiary
demonstrate a need for skilled nursing care on an intermittent basis or physical or speech therapy.

The provision would restrict Medicare home health eligibility and coverage beyond that available
under current law. The existing interpretation of "part-time or intermittent' is the result of a 1988
class action lawsuit which invalidated restrictions on daily, part-time care.

The President's proposal defines "intermittent" as skilled nursing care that is either provided or
needed on fewer than seven days each week or less than eight hours of each day of skilled nursing
and home health services combined for periods of 21 days or less with certain exceptions. At present,
there is no definition of "intermittent" contained within existing statute or regulations.

With respect to the level of coverage available for a qualified Medicare beneficiary, current law limits
coverage of skilled nursing care and home health aide services to care which is "part-time or
intermittent." This amendment proposes to define "part-time or intermittent' services as a
combination of skilled nursing and home health aide services furnished less than eight hours each day



and 35 or fewer hours per week. Tere is no existing statutory or regulatory definition of this term.

The proposed definition of 'part-time or intermittent services' eliminates an important protection
which allows for coverage beyond 35 hours per week under exceptional circumstances when the need
for the additional care is finite and predictable. This component of the definition allows for short
term extended hour coverage for individuals such as those awaiting placement in a skilled nursing
facility where no bed was available and those patients with a short term acute episode of care which
could be reasonably provided at home, avoiding institutional placement in a hospital or nursing
facility.

The proposed definition of 'intermittent' used to qualify a Medicare patient for home health services
also adds new restrictions. While existing law requires the patient demonstrate a need for intermittent
skilled nursing care, the proposed definition of "intermittent' combines skilled nursing and other home
health services ih determining whether the "intermittent' skilled nursing care requirement has been
met. This would exclude eligibility for some patients who currently qualify for Medicare home health
services coverage.

For example, an individual that receives daily home health aide services from unpaid caregivers, such
as family members, while receiving Medicare covered weekly skilled nursing care would be entirely
disqualified from Medicare coverage. Even if this definition were limited to the combination of
skilled nursing and other home health services provided by a home health agency, currently eligible
Medicare beneficiaries would be denied coverage.

To amend the Medicare act as proposed would not result in a clarification of these terms. Instead,
it would result in a reduction in benefits to Medicare beneficiaries.

Definition of Homebound

This amendment establishes new criteria for determining whether an individual's absences from the
home demonstrate that the Medicare beneficiary fails to meet the "confined to home" standard.
Specifically. the proposal requires that an individual demonstrate the existence of a condition that
restricts the ability to leave the home for more than an average of 16 hours per calendar month for
purposes other than to receive medical treatment that cannot be provided in the home.

The proposal further defines existing terms of 'infrequent" to mean an average of five or fewer
absences per calendar month and 'short duration' to mean absences of three or fewer hours on
average per absence. Current law allows for nonmedical absences which are infrequent or of short
duration. Medically related absences for treatment that cannot be furnished in the home do not affect
an individual's homebound status.

This proposal would add to the confusion surrounding application of the homebound criteria. Under
the proposal, several plausible interpretations may be possible. For example, while the existing law
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allows for absences which are either infrequent or of short duration, the proposal referencing absences
averaging 16 hours per month may be interpreted to combine these two limitations. At the same time,
the 16 hour reference may be interpreted in a manner which indicates that the restrictions for leaving
the home begin only after that number of hours since the word "restricts" is not the equivalent of
"prevents."

Home care agencies and patients are likely to have great difficulty in dealing with the allowance for
medical absences in demonstrating that the treatment "cannot be furnished in the home." Currently,
for example, most medically related treatments can be provided in the home. A home visit by a
treating physician can often adequately meet a patients needs. However. physician services are not
generally accessible in the home.

Many current Medicare beneficiaries, especially disabled patients. may be disqualified from Medicare
home health services coverage under this provision. In addition, rather than adding clarity to a
confusing area. it only adds to the difficulty in interpretation and application through the addition of
new terms subject to dispute.

Individuals that attend adult day care. at no expense to the Medicare program. through the use of
specialized transportation should not be disqualified because absences are more frequent than five per
calendar month or three hours per absence, These individuals generally cannot receive the necessary
health care services outside the home and are truly homebound in the absence in the specialized
transportation. Likewise, disabled individuals who are bedbound without the assistance of home
health staff should not be disqualified where specialized equipment allow these individuals to leave
the home for education, employment, or other purposes. Disqualifying these individuals due to their
absences eliminates the availability of essential services which create the opportunity for absences.
Many disabled individuals are bedbound unless home health services are provided.

Normative Standards for Home Health Claims Denials

This provision provides authority to the Secretary to deny the frequency and duration of home health
services where that care is "in excess of such normative guidelines as the Secretary shall by regulation
establish.* This provision allows the Medicare program to utilize norms of care for eliminating
coverage to individuals.

The Medicare program's practice of using norms of care was outlawed under a settlement agreement
in the national class action Dugga v. Bowen in 1989. Under that settlement, the Medicare program
is required to render individualized claim determinations which respect to a particular Medicare
beneficiary's illness, condition, and need for treatment. At that time. it was recognized by the
Medicare program that the determination as to the level of care which was reasonable and necessary
could only be rendered through an individualized review of that patient's circumstances.

This provision should be rejected. The federal government should not attempt to micro manage how
much and what types of home care services each patient can receive. PPS for home care would
provide prudent payment levels while allowing home health care providers to determine how best and
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most efficiently to meet patients' meds. A similar approach is used with Medicare hospital services
under which a flat payment is made to a facility based upon a patient's diagnosis regardless of whether
the patient receives care less than or in excess of the norms. The hospital payment provision,
however, provides "or an outlier payment to recognize that cerain patients reasonably require care
beyond normative standards.

Further. the Secretary cannot reasonably and accurately establish normative guidelines for home care.
Currently. the Medicare program is developing a case mix adjuster for use in a future PPS. However.
that case mix adjuster, while categorizing patients, is expected to allow for flexibility in the provision
of services to patients within the respective categories.

The use of norms implies an average amount of care for patients within set criteria. Averages cannot
be used to deny coverage to individuals since the averages are made up of a range of care needs of
specific patients. This proposal will guarantee that many individuals who need home health services
would be denied Medicare coverage.

The implementation of this provision will also lead to an endless series of disputes, including
litigation, as to the accuracy and objectivity of the calculated norm of care for the particular category
of patient. In the end. this provision will be costly to administer, creating harm to Medicare
beneficiaries, leading to increased health care costs for underserved patients, and restricting coverage
to individuals currently entitled under Medicare law.

Development and Implementation of Integrated Payment System for Post Acute Services

This provision authorizes the Secretary to establish an integrated payment system for post acute
services furnished by skilled nursing facilities, home health agencies, rehabilitation hospitals, long
term care hospitals or such other entities as the Secretary deems appropriate. The payment system
may include a single prospective pay rate for all services or a limit on the amounts payable to
individual providers or to a single entity.

In establishing the payment system, the Secretary must consider equitable payments across provider
types, case mix adjustments, geographic variation, and outlier payments. The Secretary must establish
the system to be budget neutral. The system must include quality assurance and monitor. Finally,
the Secretary is authorized to require providers of services to supply the necessary data and other
information necessary for implementation, including the development of a standardized core patient
assessment instrument.

The authority of the Secretary to implement an integrated payment system for post acute services does
not apply to payments for services furnished before 2002.

NAHC opposes combining, or bundling, home care payments with payments to other providers.
Congress should, instead, enact separate prospective payment systems for home care and other post-
acute care providers.
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Congress should also rebase the hospital DRGs to reflect shorter lengths of stay that have occurred
under the hospital PPS.

Nearly half (41%) of all home care patients are now able to receive care and treatment at home from
the onset of their illness, avoiding hospitalizations altogether. According to the Prospective Payment
Assessment Commission's (ProPAC) June 1996 report to Congress, patients in other post-acute
settings were usually discharged from acute care hospitals, but only 59% of all home health episodes
were preceded by a Medicare-covered hospital stay.

Bundling would vastly increase Medicare's administrative complexity and the cost of providing home
care services by requiring multiple payment systems for home care -- one for post-acute patients and
one for other home care patients.

User Fees

The Administration would allow States to impose user fees on providers for initial surveys needed for
participation in the Medicare program. NAHC opposes user fees and recommends that Congress
ensure sufficient funds to cover the costs for survey and certification activities without imposing
additional fees on providers.

For the past several years, HCFA's funding for survey and certification activities has been insufficient
to complete the level of reviews mandated by Congress. As a result, many state survey agencies were
unable to conduct initial surveys of new providers in a timely manner. Providers in these states,
therefore, are experiencing long delays in receiving Medicare certification.

The fiscal year 1996 budget (P.L. 104-134) contained a provision designed to provide HCFA the
budget flexibility to begin to alleviate the backlog of initial certifications. The legislation increased
the time between home health recertifications from once every 12 months to once every 36 months
and expanded HCFA's authority to deem agencies as certified if the agencies are accredited by certain
private accrediting bodies. In addition, Congress appropriated an additional $10 million over FY96
levels for survey and certification activities in FY97.

Despite these legislative efforts, backlogs for initial surveys in some states still exist. The
Administration's proposal would allow states to impose user fees on providers for their initial surveys.
In addition, the President's budget reduces the direct appropriation request for survey and certification
by $10 million. The Administration estimates that ihis $10 million reduction will be made up from
user fees, thereby keeping the funding for survey md certification activities at FY97 levels.

User fees are a tax on new providers for participating in the Medicare program. Asking health care
providers to provide quality care while at the same time asking them to shoulder both government
costs and their own expenses related to the Medicare program is unfair. Moreover, while the
proposal imposes user fees only on initial surveys, some existing providers may also be subject to this
"tax." For example, home health agencies who wish to open a hospice would be subject to the fee
for the hospice's initial survey. In addition, HCFA's recent reclassification of some home health
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branch offices as subunits would also require initial surveys be conducted for those reclassified
facilities.

Fraud and Abuse

NAHC opposes repeal of important provider guidance provisions contained in the Health Insurance
Portability and Accountability Act (P.L. 104-191).

The Health Insurance Portability and Affordability Act of 1996 (HIPAA) put in place a broad based
anti-fraud package that balances increased enforcement tools with opportunities for provider guidance.
The fraud and abuse legislation established a criminal health fraud statute and increased civil monetary
penalties. At the same time, the legislation clarified existing law, created a safe harbor exception for
certain risk-sharing arrangements and ailowtd providers to request advisory opinions from the
Department of Health and Human Services (HHS).

The President's budget proposal calls for the repeal of advisory opinions, the exception to anti-
kickback penalties for risk-sharing arrangements, and the clarification concerning levels of knowledge
required for imposition of civil monetary penalties.

HIPAA reflected an effort to balance increased enforcement tools with greater opportunities for
guidance and clarification of areas that have previously led to confusion and unintended consequences
for providers. Provisions such as the establishment of advisory opinions will assist home care and
hospice providers in ensuring that they remain in compliance with health care statutes and regulations.
Without these provisions, new criminal sanctions and increased civil monetary penalties may be
imposed on home health and hospice providers without adequate opportunities for guidance or
clarification of existing law.

Site of Service

The intent of this section in the President's proposal is to ensure that Medicare payments for home
care more closely reflect the costs of care in the place where the care is given, the patient's home.
rather than the site of the home health agency office.

This section would address this issue by requiring that home health agencies submit claims for
payment for home health services on the basis of the geographic location at which the service is
furnished. Labor costs associated with the area in which each patient receives home care, rather than
the agency office, would be used in calculating Medicare payment limits for home care services.

NAHC supports this section, with two significant changes.

First, the section should be rewritten to clarify its Intent and to amend Section 1815, rather than
Section 1891, of the Social Security Act.
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Section 1891 of the Social Security Act sets out requirements to assure home health quality, such as
patient rights, training and competency testing of home health aides, and quality surveys and sanctions
for home health agencies found to be out of compliance with the quality measures of Section 1891.

The President's proposal would require quality surveyors to begin examining claims forms to find that
they match with the correct FI for each patient's area. Quality surveyors are already sorely
overworked and underfunded. This non-quality specific requirement would detract from their ability
to devote their efforts to ensuring high quality standards in all home health agencies.

This section should be moved to Section 1815 of the Social Security Act, which sets out requirements
that providers must meet in order to receive payments under the Medicare program. In order to avoid
adding new administrative costs and complexity, the provision should make clear that the fiscal
intermediary in the area where the agency, rather than the patient, is located would handle the claims.

Second, home care payments should reflect the labor costs for activities performed both In the
patient's location and In the home office area. The Administration's proposal would only recognize
the varying labor costs that occur specific to the site of care. Billings, clerk functions, and other
activities that are carried out in the agency office should reflect the costs of labor in the office
location.

Respite

The President's budget proposal would establish a new respite benefit for the families of Medicare
beneficiaries with Alzheimer's disease or other irreversible dementias. beginning in FY98. The
benefit would cover up to 32 hours of care per year and would be administered through home health
agencies or other entities, as determined by the Secretary of HHS.

Payments would be made at a rate of $7.50 per hour for 1998 and at a rate to be determined by the
Secretary in subsequent years. Total payment to the agency or organization furnishing respite services
could not exceed 110 percent of the hourly respite allowance times the number of hours of respite for
which the agency authorizes payment.

Beneficiaries eligible for this benefit must be severely impaired due to irreversible dementia and need
assistance in at least one of five activities of daily living (bathing, dressing, transferring, toileting and
eating) or in at least one out of four instrumental activities of daily living (meal preparation.
medication management, money management, and telephoning), or needs constant supervision because
of a behavioral problem.

Families would be allowed to designate a respite services caregiver through a home health agency or
other organization designated by the Secretary. The patient could not be charged more than $2.00
in excess of the the hourly rates established by the legislation.

Respite aides may be nurse aides, home health aides, or other individuals licensed by the State or
recognized by the Secretary as having the skills necessary to provide such services.
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NAHC is pleased that the Administration has proposed a modest beginning in addressing this unmet
need. Nearly three-quarters of non-institutionalized disabled elderly persons rely solely on care by
friends and family; only 5% receive all of their care from paid sources.

While the respite provision is a step in the right direction, it provides for too few hours and the rates
of reimbursement are inadequately low. Payment rates should reflect variation in costs by geographic
region and should be adequate to both attract qualified respite aides and pay for their training and
supervision. The legislation should also mandate that the Secretary develop competency standards for
respite aides.

The availability of respite care can mean the difference between continuation of in-home care and
institutionalization. Experience with the implementation of even a small scale respite benefit can
provide critical information about issues such as administration, appropriate eligibility criteria and
quality assurance. This information will be essential to the future development of a more
comprehensive benefit.

Ultimately, Congress should include in-home respite care in the Medicare home health benefit.
Eligibility should be based on a broader definition of functional and cognitive impairments.

Elimination of Periodic Interim Payments for Home Health Agencies

This proposal eliminates the availability of a longstanding method of payment for home health
agencies known as Periodic Interim Payments (PIP), effective with the initiation of a proposed
prospective payment system (PPS) on October 1, 1999.

PIP is a system which projects an agency's expected Medicare home health payments and provides
biweekly reimbursement to the agency based upon that projection. Under PIP, adjustments for
underpayments and overpayments are made throughout the fiscal year in order to achieve
reimbursement consistent with total amount owed by the end of the fiscal year.

Periodic Interim Payments have been essential for many home health agencies in order to maintain
an appropriate cash flow to meet the labor-intensive cost of delivering home health services. Unlike
many other health care providers, such as hospitals and nursing facilities, home health agencies do
not have ready access to capital or credit due to a lack of profits through cost reimbursement and
limited capital equity. PIP has helped providers avoid interest costs and revenue shortfalls which
could jeopardize the continued delivery of services to patients.

The industry has expressed a willingness to accept the elimination of PIP corresponding with the
implementation of the industry's PPS plan. The Administration's proposal however, while eliminating
PIP at the implementation of PPS, does not provide the type of interim PPS system proposed by the
industry which would allow for home health agencies to build capital pending the transition to PPS.
NAHC recommends that PIP, in this case, be eliminated twelve months after the implementation of
episodic PPS.
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Payment Under Part B

This section amends Section 1833(a)(2) of the Social Security Act. conforming payments for Medicare
Part B home health services to the amended cost limit provision and interim payment methodology
set out in the President's package. In addition, it has the effect of eliminating the lower of cost or
charges principle from the determination of rates of payment. Currently, Medicare limits
reimbursement to home health agencies based on the lower of its costs or charges. This proposal will
continue an exemption from the lower cost or charges principle for certain public providers that offer
services at a nominal charge.

While the provision appropriately modifies Part B payment structures to conform with the overall
payment reform measures affecting home health services under Medicare, it may have inadvertently
eliminated application of the lower of cost or charges principle. The NAHC supports the elimination
of the lower cost or charges rule (LCC). However here. the proposed action eliminates LCC only
for Part B and not for Part A.

V. OTHER ISSUES OF IMPORTANCE TO HOME CARE

Waiver of Liability

Als included in the BBA and closely linked to enactment of PPS was a provision to extend the
presumptive status of the waiver of liability for home care, a provision of great importance to NAHC.

In 1972 the Health Care Financing Administration created a presumptive waiver of liability status for
Medicare providers. Under the presumptive waiver, providers were presumed to have acted in good
faith and were paid for services to a Medicare patient if their low error rate demonstrated a reasonable
knowledge of coverage standards in their submission of bills. The presumptive waiver was later
incorporated into legislation which after several extensions expired for home care and hospice on
December 31, 1995.

The BBA would have extended the presumptive waiver for home care until October 1. 1996. when
the Act provided that a prospective payment system would be established for home care. When the
Act was vetoed, the presumptive status of the waiver expired.

To make matters worse, HCFA has imposed a system which presumes fraud by assuming providers
knew their claims would not be covered, forcing providers to appeal each claim. Reconsideration of
claims costs the federal government approximately $400 per claim, and costs providers in the range
of $150 for each claim, just to reach the point of requesting waiver protection. If the dispute moves
to the Administrative Law Judge level, the federal government and the provider each incur likely costs
of $1,000 per claim reviewed.
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In order for a home care agency to be compensated under the waiver presumptiob, its overall denial
of claims rate had to be less than 2.5% of the Medicare services provided. Any agency that exceeded
this limit was not reimbursed under the presumptive waiver. This requirement forced agencies to use
due diligence in determining eligibility anixcoverage.

Given the vague application of constantly changing regulations, guidelines, and directives, it is
difficult enough for home health agencies to be 97.5% correct in their determinations of eligibility.
The high number of claims denials that are reversed (25% at reconsideration stage and 70% at the
Administrative Law Judge level) shows that coverage decisions are not as clear cut as HCFA asserts.
At a time when sicker patients are admitted to home care following earlier hospital discharges,
coverage questions are more complex, and the buffer zone of the waiver presumption is particularly
important.

Congress enacted the presumptive waiver to encourage home health agencies to provide services to
Medicare patients, and to save on the considerable administrative time and expense of handling
appeals in cases where agencies are delivering services in the good faith belief that the services are
covered by Medicare. In the absence of the waiver presumption, agencies will have no recourse but
to reject clients if there are any doubts about coverage. The waiver presumption for home health
agencies and hospices should be permanently reinstated and made retroactive to January 1, 1996.

Copays

We are pleased that the President's FY98 budget proposal does not include the imposition of
copayments on Medicare home health services. Imposition of a home health copayment would create
a new "sick" tax on the most frail and vulnerable elderly and disabled Americans -- those who could
least likely afford it. Moreover, the policy is "penny wise and pound foolish" and may end up costing
the Medicare program more since patients who cannot afford the copayment may defer necessary
services, resulting in subsequent nursing home placements, hospitalization or care from other more
costly institutions.

Medicare home health copayments do not take into account the in-kind contributions made by
Medicare home care patients toward the cost of their care. When Medicare pays for the care of an
individual in a nursing home or hospital, it also pays its share of the cost of the building.
maintenance, overhead, food. heat, and other significant costs, none of which Medicare incurs with
home care. In addition, home care patients, families, and friends make significant contributions to
care through "sweat equity." Individuals who receive no Medicare reimbursement provide significant
care to Medicare home care patients, as home care nurses train family members and friends to provide
care at home.

When the home health benefit was first enacted in 1965, it contained a copayment requirement. This
copayment was later dropped because it cost Medicare more to collect in administrative costs than it
saved the program. Copayments were a bad idea then. they are a bad idea now.

CONCLUSION

Thank you again, Mr. Chairman, for the opportunity to present our views. Home care has waited
for many years to get to this point in the development and consideration of a prospective payment
system for home care. You and the Committee have our thanks for bringing the issue to this level
of consideration and we look forward to working closely with you in bringing PPS to enactment and
on the other important issues facing home care this year.

40-630 - 97 - 3
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Dedarafion of Support for lmplementation of a
Prospective Payment System for Medicare Home Heal Services
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Revised Unified Proposal for a
Proqcie Payment System for Medicare Home Health Services

March 28, 1996

Attached is the Industry's Unified Plan for Prospective Payment System (PPS) for Medicare Home
Health Services. It was developed jointly by the National Association for Home Care (NAHC) and
the PPS Work Group.

This plan is a modification of the original unified plan submitted to Congress in 1995 as an alternative
to Congressional movement to impose copays on Medicare home care services or to bundle home care
payments into payments to hospitals. The modifications were made to the original proposal to respond
to concerns about implementation feasibility raised by HCFA.

This plan incorporates the best elements of the home care PPS provisions in HR 2491 passed by
Congress and HR 2530. It represents months of work and refinement by the home care industry. The
plan calls for a three-phase approach to achieving episodic PPS. It starts with an interim PPS plan
that utilizes existing data and processes and moves to an episodic PPS with a refined case mix
adjuster.

PPS is a more efficient, cost-effective alternative for achieving reductions in the growth of
expenditures than copays or bundling of home care services. PPS can accomplish this goal without
jeopardizing beneficiary health and safety, or increasing out-of-pocket costs.

We invite your careful review of this proposal. If you have any questions or would like additional
information please feel free to contact any of our organizations at the numbers listed below.

National Association for Home Care
Dayle Berke/Lucia DiVenere 202-547-7424

PPS Work Group
Jim Pyles 202-466-6550
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Runoe Care's Plan to Implement Prospective Payment for Medicare Rome Hea Service

I. Home Care's Goal

The goal of the home care provider community is to manage the growth of Medicare home health
expenditures in a manner that promotes efficiency and preserves access to quality care for Medicare
beneficiaries. This will be accomplished through the development and implementation of an episodic
pros active payment system as soon as feasible. PPS is a more efficient, cost-effective alternative
for achieving reductions in the growth of expenditures than copays or bundling of home care services.
PPS can accomplish this goal without jeopardizing beneficiary health and safety.

PIS will be phased in over time, culminating in an episodic prospective payment system plan that
should:

o be developed cooperatively by HHS. the industry, and Congress
o be acceptable to the industry
o include extended care
o be submitted to Congress one year in advance of implementation, and within 4 years

of enactment of legislation
o be approved by Congress
o include adjustments for new requirements (such as OSHA) or changes in technology

or care practices
o be based on a case mix adjustor that reflects the differences in cost for different types

of patients

1I. An Interim PPS Plan

An interim PPS plan incorporating certain elements of the Congressional and Democratic proposals
(HR 2491 and HR 2330) should be implemented commencing within 6 months of enactment and
continue until it can be converted to a pure episodic prospective payment system (Phase [1). The
interim PPS plan should be based on the industry's design and set forth in legislative language. The
interim plan is implemented in phases to provide HCFA sufficient time to collect necessary data and
to develop required processes and procedures. Current coverage criteria for Medicare home health
services should be maintained and no coverage shifted to Par B.
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m. "thae ine for PPS Phase-in
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IV. PPS SPECIFICATIONS

A. Data Collection

HCFA is mandated to begin immediately to develop a data base upon which a fair and accurate case
mix adjustor can be developed and implemented. The data base must be able to link case mix data
with cost (and utilization) data.

The data base must include a sample sufficiently large to support the development of statistically valid
estimates of payment rates and limits for the geographic area used (e.g., MSA/nonMSA, national,
census region).

The data base must contain at least:

- items for the 18 category Phase U case mix adjustor
- HCFA form 485
- UB-92
- additional data items that may contribute to a more accurate case mix system,

developed with industry participation (such as items from OASIS)

Payment rates and limits shall be adjusted to reflect cost of data collection

Effective date: 60 days after enactment

B. Phase-In of PPS Beginning with the Interim Pla-,

Phase I

Prospectively set standard per visit payment (as in HR 2491) with an annual aggregate per patient
limit that applies to all visits (as in HR 2530)
Effective date: 6 months after enactment

All currently allowable costs related to nonroutdne medical supplies will be included in the data base
for calculating the per visit rate, per visit limit, and aggregate limits.
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Visit payment

o standard per visit rate for each discipline calcik rd (as In HR 2491) as follows-

the national average amount paid per visit under Medicare to home health
agencies for each discipline during the most recent 12 month cost reporting
period ending on or before 12-31-94 and updated by the home health market
basket index, except that the labor-related portion of such rate shall be
adjusted by the area wage index applicable under section 1886(d)(3)(E) for the
area in which the agency is located

0 amounts in excess of the per visit rate, up to a Limit as defined below, may be paid if.
1) an IHA can demonstrate costs above the payment rate, and
2) quarterly reports demonstrate that total payments will not exceed the agency
aggregate limit

o the payment rates and limits are calculated initially from the base year costs and cost
limits and updated by the home health market basket index to the date of
implementation; they are updated annually by the market basket index

o base year for payment rates and cost limits - 1994 (using settled cost reports)

Agency annual aggregate per patient payment limit

o base year for aggregate payment limit - 1995 utilization data for each agency

o the blended annual per patient limit is based on the reasonable cost per unduplicated
patient in the base year (1994 cost per visit-updated, multiplied by 1995 utilization)
and updated by the home health market basket index; calculation based 75% on agency
data & 25% on census region data for 12 months following implementation of Phase
I, then 50% agency data & 50% census region data

o the blended annual aggregate per patient firt is equal to the number of unduplicated
patients served in the year multiplied by the per patient blended limit

o census region: the 9 census region geographic areas (New England, Middle Atlantic,
East North Central, West North Central, South Atlantic, East South Central, West
South Central, Mountain, Pacific)

Sharing Savings

HI{As that are able to keep their total payments for the year below their annual aggregate per
patient cap and below 125% of the census region cost/utilization experience shall receive a
payment equal to 50% of the difference between the total per visit payments and the agency's
aggregate limit. Such payments may not exceed 10% of an agency's aggregate Medicare per
visit payments in a year.

o Phase I in place 18 months (no longer than 24 months)
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Phase n

Prospectively set standard per visit payment with an annual aggregate episode limit for days 1-120
(as in HR 2491); and an annual aggregate per patient limit for visits after 120 days

o continue per visit payment as in Phase I

o an episode is 120 days; post 120 day care is paid per visit with an annual aggregate
per patient blended limit for the post 120 day period that is separate from the 1-120
day annual aggregate episode limit

o the HHA is credited for a new episode limit if there is a period of 45 days without
Medicare covered home health care services following the 120 day episode (if a
patient is readmitted before a new episode can be started, the agency is paid per visit
subject to the aggregate episode limit if within the first 120 days, or the separate post
120 day aggregate per patient blended limit if after 120 days)

0 the 18 category Phase II case mix adjustor is applied to the first 120 days, or a more
accurate one if available

0 the per episode limit (as in HR 2491) is equal to the mean number of visits for each
discipline during the 120 day episode of a case mix category in an area during the
base year multiplied by the per visit payment rate for each discipline

o the annual aggregate episode limit (as in HR 2491) is equal to the number of episodes
of each case mix category during the fiscal year multiplied by the per episode limit
determined for such case mix category for such fiscal year

o the region for the episode limit - MSA/nonMSA area

o the annuaI post 120 day per patient blended limit is based on the reasonable cost per
unduplicated patient receiving care beyond 120 days in the base year (1994 cost per
visit-updated, multiplied by 1995 utilization) and updated by the home health market
basket index; calculation based 50% on agency data & 50% on census region data

0 the annual aggregate post 120 day per patient blended limit is equal to the number of
unduplicated patients receiving care beyond 120 days in the year multiplied by the per
patient blended limit

o the current certification and coverage guidelines continue

Sharing Savings

HHAs that are able to kep their total payments for the year below their annual aggregate

episode and post 120 day per patient caps; and the post 120 day per patient payments below
125% of the census region cost/utilization experience, shall receive a payment equal to 50%
of the difference between the total per visit payments and the agency's aggregate limits. Such

payments may not exceed 10% of an agency's aggregate Medicare per visit payments in a

year.



Pba m (as noted under the goal in section )

Per Episode PPS

o developed cooperatively by HHS, the industry, and Congress
o acceptable to the industry
o includes extended care
o must be submitted to Congress one year in advance of implementation and within 4

years of enacunent of legislation
o approved by Congress
o adjustments for new requirements (such as OSHA) or changes in technology or care

practices
o case mix adjustor that reflects the differences in cost for different types of patients

C. Additional Specifications that Apply to All Phases

Exceptions: The Secretary shall provide for an exemption from, or an exception and
adjustment to, the methods for determining payment limits where extraordinary circumstances
beyond the home health agency's control including outliers and the case mix of such home
health agency, create unintended distortions in care requirements not accounted for in the case
mix adjustor payment system. The Secretary shall develop a method for monitoring
expenditures for such exceptions. Methods should be developed to allow for additional home
care expenditures when they are found to decrease total Medicare expenditures.

2. Quality: Any prospective payment system must ensure that home health agencies do not seek
to become more cost effective by sacrificing quality. The Secretary will ensure that the
quality of services remains high by implementing a revised survey and certification process
which emphasizes patient satisfaction and successful outcomes.

Home health agencies will be required to provide covered services to beneficiaries to the
extent that those services are determined by the beneficiary's physician to be medically
necessary.

There will be established a means for beneficiary due process to challenge care and coverage
determinations first through internalprovider grievance procedures, then throughexternal PRO
review.

There will be established a mechanism for quality review for instances of significant variation
in utilization by providers. (this can address both visits and admissions)
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NAHC 4-12-96

Phase I Example I

Per Visit Payment (by discipline)
Set Payment Rate per Visit $50
Payment Limit per Visit $55
Cost per Visit $49
Payment per Visit $50

Aggregate Umit
Agency average costlpatlentlyear , $2,600
Agency average visits/patlenttyear 53
Average region cost/patlent/year $2,800
Agency per patient limit $2,650
No. of unduplicated patients 1.000
Agency aggregate limit $2,650.000

No. of visits made -. 52,000
No. of visits per patient 52
Total per visit payments $2,600,000
Savings/(Overpayment) $50,000
50% of savings $25,000
10% total payment-maximum $260,000
Total Cost $2,548,000
Agency average cost per patient $2,548
125% of census region avg per patient $3,500
Bonus payment $25,000

Total reimbursement (payt-over+bonus) $2,625,000
Total cost $2,548,000
Profit (loss) $77,000
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NAHC 4-12-96

Phase II Episode Example 1

Per Visit Payment (by discipline)
Skilled Nursing
Set Payment Rate per Visit $100
Payment Limit per Visit $110
Cost per Visit $99
Payment per Visit $100

Aide
Set Payment Rate per Visit $50
Payment Limit per Visit $55
Cost per Visit $50
Payment per Visit $50

Episode Limit
# Episodes (category 1) 1,000
Episode Limit (category 1) $2,500
Subtotal (category 1) $2,500,000
# Episodes (category 2) 2,000
Episode Limit (category 2) $1,500
Subtotal (category 2) $3,000,000
Agency Aggregate Limit $5,500,000

No. of SN visits made 28,000
Subtotal SN payments $2,800,000
No. of Aide visits made 50,000
Subtotal Aide payments $2,500,000
Total per visit payments $5,300,000
Savings/(Overpayment) $200,000
50% of savings $100,000
10% of total payment - maximum $530,000
Bonus payment $100,000

Total reimbursement (payt-over+bonus) $5,400,000
Total cost $5,272,000
Profit/(Loss) $128,000
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Phase II Episode Example 1 2 3
Low visit cost High visit cost

High utilization Low utilizationPr Visit Payment (by discipline

Sdlled Nursing
Set Payment Rate per Visit $100 $100 $100
Payment Umit per Vst $110 $110 $110
Cost per Visit $99 $90 $112
Payment per Visit $100 $100 $110

Aide
Set Payment Rate per Visit $50 $50 $50
Payment Limit per Visit $55 $55 $55
Cost per Visit $50 $45 $,8
Payment per Visit $50 $501 $55

Episode Limit
# Episodes (category 1) 1,000 2,000 1,000
Episode Limit (category 1) $2,500 $2,500 $2,500
Subtotal (category 1) $2,500,000 $5,000,000 $2,500,000
# Episodes (category 2) 2,000 1,000 1,500
Episode Limit (category 2) $1,500 $1,500 $1,500
Subtotal (category 2) $3,000,000 $1.500,000 $2,250,000
Agency Aggregate Umit $5,500,000 $6,500,000 $4,750,000

No. of SN visits made 28,000 30,000 25,000
Subtotal SN payments $2,800,000 $3,000,000 $2,750,000
No. of Aide visits made 50,000 60,000 40,000
Subtotal Aide payments $2,500,000 $3,000,000 $2,200,000
Total per visit payments $5,300,000 $6,000,000 $4,950,000
Savings((Overpayment) $200,000 $500,000 ($200,000)
50% of savings $100,000 $250,000 $0
10% of total payment- maximum $530,000 $600,000 $495,000
Bonus payment $100,000 $250,000 $0

Total reimbursement (payt-over+bonus) $5,400,000 $6,250,000 $4,750,000
Total cost $5,272,000 $5,400,000 $5,120,000
Profit/(Loss) $128,000 $850,000 ($370,000)
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PREPARED STATEMENT OF WILLIAM J. SCANLON

Mr. Chairman and Members of the Committee: We are pleased to be here today
to discuss Medicare's skilled nursing facility (SNF), home health care, and inpatient
rehabilitation benefits and the administration's forthcoming legislative proposals re-
lated to them. After relatively modest growth during the 1980s, Medicare's expendi-
tures for SNFs and home health care have grown rapidly in the 1990s. Expenditures
for inpatient rehabilitation facilities have grown rapidly since the mid-1980s. SNF
payments rose from $2.8 billion in 1989 to $11.3 billion in 1996, while home healthcare costs grew from $2.4 billion to $17.7 billion over the same period. Rehabilita-
tion facility payments increased from $1.4 billion in 1989 to $3.9 billion in 1994.1]
Over those periods, annual growth averaged 22 percent for SNFs, 33 percent for
home health care, and 23 percent for rehabilitation facilities.

My comments today will focus on the reasons for cost growth and the administra-
tion s announced legislative proposals for these three Medicare benefits. The infor-
mation presented today is based on our previous work and the most recent data on
the benefits available from the Health Care Financing Administration (HCFA),
which manages Medicare. Because the legislative proposals were only recently re-
leased by the administration, our analysis was primarily based on summaries of
them that were publicly released earlier in the year and our discussions with HCFA
officials about the proposals.

In brief, Medicare's SNF costs have grown primarily because a larger portion of
beneficiaries use SNFs than in the past and because of a large increase in the provi-
sion of ancillary services. For home health care costs, both the number of bene-
ficiaries and the number of services used by each beneficiary have more than dou-
bled. Although the average length of stay has decreased for inpatient rehabilitation
facilities, a larger portion of Medicare beneficiaries use them now, which results in
cost growth. A combination of factors led to the increased use of these bene-
fits:legislation and coverage policy changes in response to court decisions liberalized
coverage criteria for the SNF andhome health benefits, enabling more beneficiaries
to quafy for them;

- these changes also transformed the nature of home health care from primarily
post-hospital care to more long-term care for chronic conditions;

- earlier discharges from hospitals led to the substitution of days spent in SNFs
for what in the past would have been the last few days of hospital care;

- use of ancillary services, such as physical therapy, in SNFs has increased, and
specific controls for these services have not been implemented;

- rapid growth in the number of inpatient rehabilitation beds available and use
of these beds by beneficiaries, as well as the likelihood of some substitution
of rehabilitation days for general hospital days, led to higher expenditures for
inpatient rehabilitation; and

- a diminution of administrative controls over the benefits, resulting at least in
part from fewer resources being available for such controls, reduced the likeli-
hood of inappropriately submitted claims being denied.

The administration's major proposals for both SNFs and home health care are de-
signed to give the roviders of these services increased incentives to operate effi-
ciently by moving em from a cost reimbursement to a prospective payment sys-
tem. What remains unclear about these proposals is whether an appropriate unit
of service can be defined for calculating prospective payments and whether HCFA's

databases are adequate for it to set reasonable rates.
Administration officials also have discussed their intention to propose in the fu-

ture a coordinated payment system for all post-acute care as methods to give provid-
ers efficiency incentives. These concepts have appeal, but we have concerns about
them similar to those we have for SNF and home health prospective payments.

Finally, the administration is proposing that SNFs be required to bill for all serv-
ices provided to their Medicare residents rather than allowing outside suppliers to
bill. This latter proposal has merit because it would make control over the use of
ancillary services significantly easier.

BACKGROUND

Medicare covers up to 100 days of care in a SNF after a beneficiary has been hos-
pitalized for at least 3 days. To qualify for the benefit, the patient must need skilled
nursing or therapy on a daily basis. For the first 20 days of SNF care, Medicare
pays all the costs, and for the 21st through the 100th day, the beneficiary is respon-
sible for daily coinsurance of $95 in 1997.

To qualify for home health care, a beneficiary must be confined to his or her resi-
dence ("homebound"); require part-time or intermittent skilled nursing, physical
therapy, or speech therapy; be under the care of a physician; and have the services



finished under a plan of care prescribed and periodically reviewed by a physician.
If these conditions are met, Medicare will pay for skilled nursing; physical, occupa-
tional, and speech therapy; medical social services; and home health aide visits.
Beneficiaries are not liable for any coinsurance or deductibles for these home health
services, and there is no limit on the number of visits for which Medicare will pay.

Medicare covers care in rehabilitation hospitals that specialize in such care and
units within acute-care hospitals that also specialize. To qualify, beneficiaries must
have one or more conditions requiring intensive and multidisciplinary rehabilitation
services on an inpatient basis. In addition, to qualify as a rehabilitation facility, hos-
pitals and units in acute-care hospitals must demonstrate their status by such fac-
tors as furnishing primarily intensive rehabilitation services to an inpatient popu-
lation, at least 75 percent of whom require treatment of 1 or more of 10 specified
conditions (for example, stroke or hip fracture). Rehabilitation facilities must also
use a treatment plan for each patient that is established, reviewed, and revised as
needed by a physician in consultation with other professional personnel. Inpatient
rehabilitation is treated like any other hospitalization for beneficiary cost-sharing
purposes.[2]

Medicare pays SNFs and home health agencies on the basis of their reasonable
costs-those that are found to be necessary and related to patient care-up to speci-
fied cost limits. For SNFs, limits are imposed on the amount of routine costs-those
for general nursing, room and board, and administrative overhead-that will be re-
imbursed. Separate limits are set for freestanding SNFs in urban and rural areas
at 112 percent of mean routine costs. Hospital-based SNF limits are set midway be-
tween the freestanding limits and 112 percent of the mean routine costs of hospital-
based SNFs in each area. Home health agency cost limits are established at 112
percent of the mean costs of freestanding agencies in urban and rural areas. Hos-
pital-based agencies have the same limits. Separate limits are set for each type of
visit (skilled nursing, physical therapy, and so on) but are applied in the aggregate;
that is, an agency's costs over the limit for one type of visit can be offset by costs
below the limit for another. Both SNF and home health cost limits are adjusted for
differences in wage levels across geographic areas. Also, exemptions from the cost
limits are available to newly -pened SNFs and home health agencies, and excep-
tions to the limits are available to those that can show that their costs are above
the limits for reasons not under their control.

Inpatient rehabilitation care, provided at both rehabilitation hospitals and units
of acute-care hospitals, is exempt from Medicare's hospital prospective payment sys-
tem (PPS), but is subject to the payment limitations and incentives established by
the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA). Under this law,
Medicare pays these facilities the lower of the facility's average Medicare allowable
inpatient operating costs per discharge or its target amount. The target amount is
based on the provider's allowable costs per discharge in a base year,[3] trended to
the current year through an annual update factor. A TEFRA facility with inpatient
operating costs below its ceiling receives its costs plus 50 percent of the difference
between these costs and the ceiling or 5 percent of the ceiling, whichever is less.
Rehabilitation facilities receive cost-based payments without regard to the TEFRA
limits until they complete a full cost-reporting year, and that year is then used as
their base year.

Long-term care hospitals are another category exempted from the hospital PPS.
To qualif as long term, hospitals must have an average length of stay of a least
25 days for their Medicare patients. Medicare pays these hospitals on the basis of
their costs, subject to TEFRA limits, just like rehabilitation hospitals. The number
of long-term care hospitals has grown from 94 in 1986 to 146 in 1994, and Medicare
payments to them have increased considerably from about $200 million in 1989 to
about $800 million in 1994. However, these hospitals remain a small part of the
Medicare program, representing less than 0.5 percent of expenditures, and little re-
search or analysis has been done on them. As a result, little is known about the
reasons for the growth that has occurred in the long-term care hospital area.

While the cost-limit provisions of Medicare's cost reimbursement system for SNFs,
home health agencies, and rehabilitation facilities give some incentives for providers
to control the affected costs, these incentives are considered by health financing ex-
perts to be relatively weak, especially for providers with costs considerably below
their limit. On the other hand, it is generally agreed that a PPS gives providers in-
creased cost-control incentives. The administration proposes establishing PPSs for
SNF and home health care and estimates that Medicare would save more than $10
billion over the next 5 fiscal years. PPS is also being designed for rehabilitation fa-
cilities but is not included in the administration's fiscal year 1998 budget proposals.



POST-ACUTE CARE COST GROWTH

The Medicare SNF, home health, and inpatient rehabilitation benefits are three
of the fastest gwing components of Medicare spending. From 1989 to 1996, Medi-
care part A SP expenditures increased over 300 percent, from $2.8 billion to $11.3
billion. During the same period, part A expenditures for home health increased from
$2.4 billion to $17.7 billion-an increase of over 600 percent. Rehabilitation facility
payments increased from $1.4 billion in 1989 to $3.9 billion in 1994, the latest year
for which complete data were available. SNF payments currently represent 8.6 per-
cent of part A Medicare expenditures; home health, 13.5 percent; and rehabilitation
facilities, 3.4 percent.

At Medicare's inception in 1966, the home health benefit under part A provided
limited post-hospital care of up to 100 visits per year after a hospitalization of at
least 3 days. In addition, the services could only be provided within 1 year after the
patient's discharge and had to be for the same illness. Part B coverage of home.health also was limited to 100 visits per year. These restrictions under part A and
part B were eliminated by the Omnibus Reconciliation Act of 1980 (ORA) (P.L. 96-
499), but little immediate effect on Medicare costs occurred.

With the implementation of the Medicare inpatient PPS in 1983, use of the SNF
and home health benefits was expected to grow as patients were discharged from
the hospital earlier in their recovery periods. But HCFA's relatively stringent inter-
pretation of coverage and eligibility criteria held growth in check for the next few
years. As a result of court decisions in the late 1980s, HCFA issued guideline
changes for the SNF and home health benefits that had the effect of liberalizing cov-
erage criteria, thereby making it easier for beneficiaries to obtain SNF and home
health coverage. Additionally, the changes prevent HCFA's claims processing con-
tractors from denying physician-ordered SNF or home health services unless the
contractors can supply specific clinical evidence that indicates which particular serv-
ices should not be covered.

The combination of these legislative and coverage policy changes has had a dra-
matic effect on utilization of these two benefits in the 1990s, both in terms of the
number of beneficiaries receiving services and in the extent these services are used.
(App. I contains figures that show growth in SNF and home health expenditures in
relation to the legislative and policy changes.) For example, ORA 1980 and HCFA's
1989 home health guideline changes have essentially transformed the home health
benefit from one focused on patients needing short-term post-hospital care to one
that serves chronic, long-term care patients as well. The number of beneficiaries re-
ceiving home health care more than doubled in the last few years, from 1.7 million
in 1989 to about 3.9 million in 1996. During the same period, the average number
of visits to home health beneficiaries also more than doubled, from 27 to 72. In a
recent review of home health care,[41 we found that from 1989 to 1993, the'propor-
tion of home health users receiving more than 30 visits increased from 24 to 43 per-
cent and those receiving more than 90 visits tripled, from 6 to 18 percent, indicating
that the program is serving a larger proportion of longer-term patients. Moreover,
about a third of beneficiaries receiving home health care did not have a prior hos-
pitalization, another possible indication that care for chronic conditions is being pro-
vided.

Similarly, the number of people receiving care from SNFs has also almost dou-
bled, from 636,000 in 1989 to 1.1 million in 1996. While the average length of a
Medicare-covered SNF stay has not changed much during that time the average
Medicare payment per day has almost tripled-from $98 in 1990 to 1292 in 1996.
Use of ancillary services, such as physical and occupational therapy, has increased
dramatically and accounts for most of the growth in per-day cost. For example, our
analysis of 1992 through 1995 SNF cost reports shows that reported ancillary costs
per day have increased 67 percent, from $75 per day to $125 per day, while reported
routine costs per day have increased only 20 percent, from $123 to $148. Unlike rou-
tine costs, which are subject to limits, ancillary services are only subject to medical
necessity criteria, and Medicare does relatively little review of their use. Moreover,
SNFs can cite high ancillary service use to justify an exception to routine service
cost limits, thereby increasing payments for routine services.

Between 1990 and 1996, the number of hospital-based SNFs increased over 80
percent, from 1,145 such agencies to 2,088. Hospitals can benefit from establishing
a SNF unit in a number of ways. Hospitals receive a set fee for a patient's entire
hospital stay, based on a patient's diagnosis related group (DRG).[51 Therefore, the
quickerr that hospitals discharge a patient into a SNF, the lower that patient's inpa-
tient hospital care costs are. We found that in 1994, patients with any of 12 DRGs
commonly associated with post-hospital SNF use had 4- to 21-percent shorter stays
in hospitals with SNF units than patients with the same DRGs in hospitals without
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SNF units.(61 Additionally, by owning a SNF, hospitals can increase their Medicare
revenues through receipt of the full DRG payment for patients with shorter lengths
of stay and a cost-based payment after the patients are transferred to the SNF.

The availability of inpatient rehabilitation beds has also increased dramatically.
Between 1986 and 1994, the number of Medicare-certified rehabilitation facilities
grew from 545 to 1,019, an 87-percent increase. A major portion of this growth rep-
resents the increase in rehabilitation units located in PPS hospitals, which went
from 470 to 824 over the same period. Inpatient rehabilitation admissions for Medi-
care beneficiaries increased from 2.9 per 1,000 in 1986 to 7.2 per 1,000 in 1993, or
148 percent. Some of this increase in beneficiary use was due to increases in the
number of acute-care admissions that often lead to use of rehabilitation facilities.
For example, the DRG that includes hip replacement grew from 218,000 discharges
during fiscal year 1989 to 344,000 in fiscal year 1995. For the same DRG, average
length of stay in acute-care hospitals decreased from 12 to 6.7 days over that period.

As was the case with SNFs, beneficiaries admitted to rehabilitation units in 1994
following a stay in an acute-care hospital had shorter average lengths of stay than
beneficiaries admitted to rehabilitation hospitals. They also had shorter stays in the
acute-care hospital. Moreover, the same scenario that applies to hospital-based
SNFs applies to rehabilitation units. The quicker that hospitals discharge a patient
to the rehabilitation unit, the lower that patient's acute-care costs are. By having
a rehabilitation unit, hospitals can increase their Medicare revenues through receipt
of the full DRG payment for patients with shorter lengths of stay and a cost-based
payment after the patients are admitted to rehabilitation.

Rapid growth in SNF and home health expenditures has been accompanied by de-
creased, rather than increased, funding for program safeguard activities. For exam-
ple, our March 1996 report found that part A contractor funding formedical review
had decreased by almost 50 percent between 1989 and 1995. As a result, while con-
tractors had reviewed over 60 percent of home health claims in fiscal year 1987,
their review target had been lowered by 1995 to 3.2 percent of all claims (or some-
times, depending on available resources, to a required minimum of 1 percent). We
found that a lack of adequate controls over the home health program, such as little
intermediary medical review and limited physician involvement, makes it nearly im-
possible to know whether the beneficiary receiving home health care qualifies for
the benefit, needs the care being delivered, or even receives the services being billed
to Medicare. Also, because of the small percentage of claims now selected for review
home health agencies that bill for noncovered services are less likely to be identified
than they were 10 years ago. Similarly, the low level of review of SNF services
makes it difficult to know whether the recent increase in ancillary service use is
legitimate (for example, because patient mix has shifted toward those who need
more services) or is simply a way for SNFs to get more revenues.

Medicare's peer review organization (PRO) contractors have responsibility for
oversight of Medicare inpatient rehabilitation hospitals and units from both utiliza-
tion and quality-of-care perspectives. However, the PROs' emphasis has changed in
recent years, with a greater focus on quality reviews and less emphasis on case re-
view. In fact, the current range of work for PROs requires no specific review for the
appropriateness of inpatient rehabilitation use.

Finally, because relatively few resources have been available for auditing end-of-
year provider cost reports, HCFA has little ability to identify whether home health
agencies, SNFs, and rehabilitation facilities are charging Medicare for costs unre-
lated to patient care or other unallowable costs. Because of the lack of adequate pro-
gram controls, it is quite possible that some of the recent increase in home health,
SNF, and rehabilitation facility expenditures stems from abusive practices. The
Health Insurance Portability and Accountability Act of 1996 (P.L. 104-191), also
known as the Kassebaum-Kennedy Act, has increased funding for program safe-
guards. However, per-claim expenditures will remain below the level they were in
1989, after adjusting for inflation. We project that, in 2003, payment safeguard
spending as authorized by Kassebaum-Kennedy will be just over one-half of the
1989 per-claim level, after adjusting for inflation.

ADMINISTRATION'S PROPOSALS FOR PROSPECTIVE PAYMENT SYSTEMS

The goal in designing a PPS is to ensure that providers have incentives to control
costs and that, at the same time, payments are adequate for efficient providers to
furnish needed services and at least recover their costs. If payments are set too
high, Medicare will not save money and cost-control incentives can be weak. If pay-
ments are set too low, access to and quality of care can suffer.

In designing a PPS, selection of the unit of service for payment purposes is impor-
tant because the unit used has a strong effect on the incentives providers have for



the quantity and qualitM of services they provide. Taking into account the varying
needs of patients or different types of services-routine, ancillary, or all-is also
important. A third important factor is the reliability of the cost and utilization data
used to compute rates. Good choices for unit of service and cost coverage can be
overwhelmed by bad data.
Proposal for a SNF PPS

We understand that the administration will propose a SNF PPS that would pay
per diem rates covering all facility cost types and that payments would be adjusted
for differences in patient case mix. Such a system is expected to be similar to
HCFA's ongoing SNF PPS demonstration project that is testing the use of per diem
rates adjusted for resource need differences using the Resource Utilization Group,
versionlIH (RUG-lI) patient classification system.[71 This project was recently ex-
panded to include coverage of ancillary costs in the prospective payment rates.

An alternative to the proposal's choice of a day of care as the unit of service is
an episode of care-the entire period of SNF care covered by Medicare. While sub-
stantial variation exists in the amount of resources needed to treat beneficiaries
with the same conditions when viewed from the day-of-care perspective, even more
variation exists at the episode-of-care level. Resource needs are less predictable for
episodes of care. Moreover, payment on an episode basis may result in some SNFs
inappropriately reducing the number of covered days. Both factors make a day of
care the better candidate for a PPS unit of service. Furthermore, the likely patient
classification system, RUG-III, is designed for and being tested in a per diem PPS.
On the other hand, a day-of-care unit gives few, if any, incentives to control length
of stay, so a review process for this purpose would still be needed.

The states and HCFA have a lot of experience with per diem payment methods
for nursing homes under the Medicaid program, primary for routine costs but also,
in some cases, for total costs. This experience should prove useful in designing a
per diem Medicare PPS.

Regarding the types of costs covered by PPS rates, a major contributor to Medi-
care's SNF cost growth has been the increased use of ancillary services, particularly
therapy services. This, in turn, means that it is important to give SNFs incentives
to control ancillary costs, and including them under PPS is a way to do so. However
adding ancillary costs does increase the variability of costs across patients and
places additional importance on the case-mix adjuster to ensure reasonable and ade-
quate rates.

Turning to the adequacy of HCFA's databases for SNF PPS rate-setting purposes,
our work, and that of the Department of Health and Human Services' (HHS) Inspec-
tor General, has found examples of questionable costs in SNF cost reports. For ex-
ample, we found extremely high charges for occupational and speech therapy with
no assurance that cost reports reflected only allowable costs.[8] Cost-report audits
are the primary means available to ensure that SNF cost reports reflect only allow-
able costs. However, the resources expended on auditing cost reports have been de-
clining in relation to the number of SNFs and SNF costs for a number of years. The
percentage of SNFs subjected to field audits has decreased as has the extent of au-
diting done at the facilities that are audited. Under these circumstances, we think
it would be prudent for HCFA to do thorough audits of a projectable sample of SNF
cost reports. The results could then be used to adjust cost-report databases to re-
move the influence of unallowable costs, which would help ensure that inflated costs
are not used as the base for PPS rate setting.
Proposal for a Home Health PPS

The summary of the administration's proposal for a home health PPS is very gen-
eral, saying only that a PPS for an appropriate unit of service would be established
in 1999 using budget neutral rates calculated after reducing expenditures by 15 per-
cent. HCFA estimates that this reduction will result in savings of $4.7 billion over
fiscal years 1999 through 2002. 9

The choice of the unit of service is crucial, and there is limited understanding of
the need for and content of home health services to guide that choice. Choosing ei-
ther a visit or an episode as the unit of service would have implications for both
cost control and quality of care, depending on the response of home health agencies.
For example, if the unit of service is a visit, agencies could profit by shortening the
length of visits. At the same time, agencies could attempt to increase the number
of visits, with the net result being higher total costs for Medicare, making the per-
visit choice probably not appropriate. Using an episode of care over a period of time
such as 30 or 100 days as the unit of service has a greater potential for controlling
costs. However, agencies could gain by reducing the number of visits during that
period, potentially lowering quality of care. If an episode of care is chosen as the



unit of service, HCFA would need a methodto ensure that beneficiaries receive ade-
quate services and that any reduction in services that can be accounted for by past
overprovislon of care does not result in windfall profits for agencies. In addition,
HCFA would need to be vigilant to ensure that patients meet coverage require-
ments, because agencies would be rewarded for increasing, their caseloads. HCFA
is currently testing various PPS methods and patient classification systems for pos-
sible use with home health care, and the results of these efforts may shed light on
how to best design a home health PPS.

We have the same concerns about the quality of HCFA's home health care cost-
report databases for PPS rate-setting purposes that we do for the SNF database.
Again, we believe that adjusting the home health databases, using the results of
thorough cost-report audits of a projectable sample of agencies, would be wise.

We are also concerned about the appropriateness of using current Medicare data
on visit rates to determine payments under a PPS for episodes of care. As we re-
ported in March 1996, controls over the use of home health care are virtually non-
existent. Operation Restore Trust, a joint effort by federal and state agencies in sev-
eral states to identify fraud and abuse in Medicare and Medicaid, found very high
rates of noncompliance with Medicare's coverage conditions in targeted agencies. For
example, in a sample of 740 beneficiaries drawn from 43 home health agencies in
Texas and 31 in Louisiana that were selected because of potential problems, some
or all of the services received by 39 percent of the beneficiaries were denied. About
70 percent of the denials were because the beneficiary did not meet the homebound
definition. Although these are results from agencies suspected of having problems
they illustrate that substantial amounts of noncovered care are likely to be reflected
in HCFA's home health care utilization data. For these reasons, it would also be
prudent for HCFA to conduct thorough on-site medical reviews of a projectable sam-
ple of agencies to give it a basis to adjust utilization rates for purposes of establish-
ing a PPS.
Rehabilitation PPS Also Is Being Developed

The administration has not proposed a PPS for rehabilitation facilities, but HCFA
has an ongoing research project to develop such a system. A report detailing a model
for a PPS is currently undergoing review. The research was directed at designing
a per-episode payment system adjusted for case mix, using a measure of patient
fictional status-for example, the patient's mobility-as the adjuster. In general,
this and other research has shown that patients in the rehabilitation facilities are
more homogeneous than those in SNFs or home health care. Because the goals for
the care are also more homogeneous and defined, an episode may be a reasonable
choice for a unit of service. Again, the per-episode payment should be structured to
reduce the incentives for premature discharge, and adequate review mechanisms to
prevent such discharges and other quality problems would be needed.

As with SNFs and home health care, we have concerns about the reliability of
HCFA's databases for rate-setting purposes for rehabilitation hospitals because of
the low levels of utilization review and cost-report auditing. As we stated earlier,
HCFA should do enough audits and medical review to enable it to adjust its
databases to remove the effects of any problems. HCFA would also need an ade-
quate review system under a PPS because rehabilitation facilities would probably
have incentives to increase their caseloads, cut corners on quality, or both.
Long-term Care Hospital Proposal

HCFA is not currently studying a PPS for long-term care hospitals. Rather, the
administration is proposing that any hospitals that newly qualify for long-term care
status be paid under the regular inpatient hospital PPS. Also, HCFA officials told
us that the agency plans to recommend in the future a coordinated payment system
for post-acute care and that long-term care hospitals are being considered for inclu-
sion under such a payment system. I will discuss the coordinated payment concept
later in this statement.

CONSOLIDATED BILLING FOR SNFS

The administration has also announced that it will propose requiring SNFs to bill
Medicare directly for all services provided to their beneficiary residents except for
physician and some practitioner services. We support this proposal as we did in a
September 1995 letter to the House Ways and Means Committee. We and the HHS
Inspector General have reported on problems, such as overutilization of supplies,
that can arise when suppliers bill separately for services for SNF residents.

A consolidated billing requirement would make it easier for Medicare to identify
all the services furnished to residents, which in turn would make it easier to control
payments for those services. The requirement would also help prevent duplicate bil-
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lings for supplies and services and billings for services not actually furnished by
suppliers. In effect, outside suppliers would have to make arrangements with SNFs
under such a provision so that nursing homes would bill for suppliers' services and
would be financially liable and medically responsible for the care.

"BUNDUNG" POST-ACUTE CARE SERVICES

There can be considerable overlap in the types of services provided and the types
of beneficiaries that are treated in each of the three post-acute care settings. For
example, physical therapy and other rehabilitation services can be provided by a
SNF, a home health agency, or a rehabilitation facility. Both HCFA and the pro-
spective payment assessment commission (ProPAC) have noted that the ability to
substitute care among post-acute settings may contribute to inappropriate spending
growth, even after payment policies are improved for individual provider types.[9]
Although prospective payment encourages providers to deliver care more efficiently,
facility-specific payments may encourage them to lower their costs by shifting serv-
ices to other settings. The administration has therefore announced that it will in
the future recommend a coordinated payment system for post-acute care services.
Such a system will be designed to help ensure that beneficiaries receive quality care
in the appropriate settings, and that any patient transfers among settings occur
only when medically appropriate rather than in efforts to generate additional reve-
nues. While no details are available about how a coordinated post-acute payment
system would operate, presumably it will entail consolidated (bundled) payments to
one entity for the different types of providers. In fact, ProPAC has suggested a sys-
tem that bundles acute and post-acute payments.

One of the most important design issues in a bundled payment approach is decid-
ing which provider would receive the payment. Because this provider would have
to organize and oversee the continuum of services for beneficiaries, it would bear
the risk that payments would not cover costs. Options for this role include an acute-
care hospital, a post-acute care provider, or a provider service network.

Another important design issue involves developing an appropriate payment rate.
Under the current-inpatient PPS, payment rates are based on DRGs. But research
has shown that DRGs are poor predictors of post-acute care use. In extending PPS
to include post-acute services, future post-acute care utilization needs to be accu-
rately predicted to ensure that prospective rates are adequate to cover costs but also
give an incentive to provide cost-effective care.

Bundling acute and post-acute care would have a number of potential advantages
and disadvantages. Optimally, bundling of payments would encourage continuity of
care. If, for example, the inpatient hospital has a greater stake in the results, bun-
dling could lead to both better discharge planning as well as improved transfer of
information from the hospital to the post-acute provider. Bundling payments to the
hospital could also eliminate a PPS hospital's financial incentive to discharge Medi-
care patients before they are ready, because patients discharged prematurely may
require extensive post-acute services for which the hospital is liable. Furthermore,
bundling with an appropriate parent rate would give providers more incentive to
furnish the mix of inpatient and post-hospital services that yield the least costly
treatment of an entire episode of care and thus help control growth in the volume
of post-acute services. Finally, to the extent that the bundling arrangement pro-
motes joint accountability, combining responsibility for hospital and post-acute pro-
viders could lead to better outcomes.

There are a number of potential disadvantages as well. Because bundled pay-
ments would represent some level of financial risk, whoever received the bundled
payment would need to have the resources to accept the risk. Moreover, bearing risk
often gives incentive to shift the risk to others and raises concerns about quality.
A key to the success of any bundling system is coordinating care and continuously
monitoring a patient during the entire episode. However, some providers might not
have the capabilities to do this. For example, if, as ProPAC has suggested, loth
acute- and post-acute care were bundled and if hospitals received the bundled" pay-
ment, some hospitals might not have the resources, information, or expertise to
properly manage patients post-acute care. The same could be said for SNFs and
home health agencies. An additional concern is that whoever received the bundled
payment could have dominance over the other providers and make choices about
acute- and post-acute care settings that are driven primarily by concerns about cost.
For example, hospitals might try to maximize their profit by limiting post-acute
services or be tempted to screen admissions to avoid patients with high risks of
heavy post-hospital care.

Another important issue involves how to deal with home health patients who have
had no prior hospitalization. About a third of home health visits fall into this cat-
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egory. A bundled payment system would not affect home health agency incentives
for such patients. Finally, beneficiary advocacy groups have expressed concern about
potential harmful effects of this system on patients freedom of choice and how the
quality and appropriateness of care could be ensured.

In conclusion, it is clear from the dramatic cost growth for SN?, home health, and
rehabilitation facility care that the current Medicare payment mechanisms for the
providers need to be revised. As more details concerning the administration's or oth-
ers' proposals for revising those systems become available, we would be glad to work
with the Committee and others to help sort out the potential implications of sug-
gested revisions.

APPENDIX I

MEDICARE SKILLED NURSING FACILITY AND
HOME HEALTH EXPENDITURES. 1980-96

Figure 1. 1: Medicare Skilled Nursing Facility Expenditures. 1980-96
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Figure 1.2: Medicare Home Health Exnenditures. 1980-96
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ENDNOTES

[1] Expenditure data for inpatient rehabilitation were obtained from the Prospec-
tive Payment Assessment Commission.

(21 The beneficiary is responsible for a deductible, $760 in 1997, and coinsurance
for each day over 60 days during a spell of illness. A spell of illness ends when the

beneficiary has not been in a hospital or SNF for 60 days. A transfer from an acute-

care hospital to a rehabilitation hospital or unit does not result in a second deduct-

ible because the patient is in the same spell of illness.
[3] The base year depends on when the rehabilitation hospital or unit began oper-

ating. For those operating in 1987 or earlier, the base year is usually the cost-re-

porting year begun during fiscal year 1987.
[4] Medicare: Home Health Utilization Expands While Program Controls Deterio-

rate (GAO/HEHS-96-16, Mar. 27, 1996). This report includes an extensive discus-

sion of the reasons for home health care cost growth.
(6] DRGs are sets of diagnoses that are to require about the same level

of hospital resources to treat beneficiaries suffering rom them.
(61 Skilled Nursing Facilities: Approval Process for Certain Services May Result

in Higher Medicare Costs (GAO/HEHS-97-18, Dec. 20, 1996). This report also In-

cludes information on cost growth for SNF services and the characteristics of Medi-

care beneficiaries who receive SNF care.
[7] RUG-III is a mIethod for classifying SNF residents according to health charac-

teristics and the amount and type of resources they need.
(81 Medicare: Tighter Rules Needed to Curtail Overcharges for Therapy in Nursing

Homes (GAO/HEHS-95-23, Mar. 30, 1995).
(9] HCFA Administrator's statement on Reformlng the Medicare Home Health

Benefit," before the Subcommittee on Health and Environment, House Committee
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on Commerce (Mar. 5 1997) and Report and Recommendations to the Congrivs8
(Washington, D.C.: ProMAC Mar. 1, 1997).

PREPARED STATEMENT OF THOMAS A. SCULLY

Good morning. I am Tom Scully, President and CEO of the Federation of Amer-
ican Health Systems ("The Federation"), and I am pleased to be here today to testify
before the Committee on post-acute payment policy. The Federation is the rep-
resentative of 1,700 investor-owned and managed health care organizations which
include almost 1,100 of the nation's acute-care hospitals and over 600 specialty hos-
pitals. While we principally represent acute-care PPS hospitals, we also represent
a broad cross-section of PPS-exempt providers. Particularly important for this hear-
ing, the Federation's members include the single largest PPS-exempt providers in
the rehabilitation, psychiatric and long-term care sectors, and the majority of all
PPS-exempt freestanding specialty hospitals.

HEALTHSOUTH Corporation, is the nation's largest rehabilitation provider with
60 freestanding rehabilitation hospitals and over 700 outpatient clinics. Another
Federation member, Horizon/CMS, has 63 freestanding hospitals and over 250 out-
patient rehabilitation centers. Together, they represent the vast majority of the na-
tion's freestanding inpatient rehabilitation hospitals.

Magellan Health Services is nation's largest behavioral health care provider with
nearly 100 psychiatric hospitals and 150 outpatient clinics. Magellan also manages
mental health benefits for over 12 million Americans through arrangements with
large private and public employers, and state Medicaid programs. Together with nu-
merous other member companies the Federation represents over 50% of all psy-
chiatric hospitals, and hundreds of additional units in acute-care facilities.

In the long term care sector, Vencor is the nations largest provider of long-term
care services with 38 long-term care hospitals, and 311 nursing centers. Horizon/
CMS has 15 long-term care hospitals, and American Transitional Hospitals operates
11 long-term hospitals. In total, the Federation represents over 35% of all long-term
care hospitals, including the majority of freestanding hospitals.

Finally, in addition to these providers, Federation acute-care hospital members
provide a substantial amount of care in these areas as well.

Because the Federation represents such a broad cross-section of the PPS-exempt
provider community, we are uniquely qualified to comment on proposed changes
contained in the President's FY 98 Budget proposals and recommendations made by
ProPAC affecting these facilities. We appreciate the opportunity to appear before the
Committee to address these issues today.

The Federation has been and remains strongly supportive of the Committee's ef-
forts to reform and modernize the Medicare program. We know this will take a
great deal of work and that costs must be reduced while quality and outcomes con-
tinue to be improved. We are willing to shoulder a fair share of the Medicare cost
containment burden and think we can meet this challenge if we have the oppor-
tunity to work closely with the Committee and Congress on new policy approaches.

However, there are two cautionary notes that must be taken into account as we
design the plans to get there. First, PPS-exempt providers are very different from
PPS hospitals in the types of services they provide, the types of patients they treat
and the way they are reimbursed. Second, the President's Budget imposes on the-.
PPS-exempt sector a disproportionate amount of the budget cuts in the Medicare
program. This may have unintended consequences that exacerbate existing prob-
lems rather than moving the program forward.

Compounding the effect of the reductions are several important distinctions be-
tween PPS-exempt and PPS hospitals the Committee should consider. Unlike PPS
providers, PPS-exempt providers are paid only their actual allowable costs. PPS-ex-
empt providers also treat a higher proporton of Medicare patients than most acute-
care hospitals, further limiting the potential for cost-shifting. For example, Medicare
constitutes 60% of HEALTHSOUTH's pe.tient mix, and 75% of Vencors patient mix.
The average acute-care hospital has a 40-5% Medicare patient mix. Despite their
higher percentage of Medicare patients, PPS-exempt providers do not receive Medi-
care disproportionate share payments (DSH). As a result of these differences, pro-
posed reductions can have a more pronounced effect on cost-based exempt providers.

We recognize that there are short-term and long-term measures under consider-
ation. In the long-term, all the Federa tion members agree that a well thought out,
case mix adjusted prospective payment system may be the most effective way to
control costs and maintain the proper incentives for efficiency and improved quality.
In the short-term, while we begin moving in that direction, we have to find ways
to control costs and generate savings in this area. We want to work with you to
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achieve both goals. In fact, it is imperative that we be allowed to provide this kind
of input because there are short-term policies, some prominently featured in the
President's Budget proposal that will actually take us in the wrong direction-fur-
ther away from our mutual long-term goal of a cost-effective, quality enhancing, pro-
spective payment system.

THE SHORTER TERM-ACHIEVING SAVINGS IN THE CURRENT SYSTEM

Rebasing
Chief among the "wrong-direction" approaches is the President's proposal to

rebase TEFRA limits for all PPS-exempt providers whose base year comes before
1991. The effect of such a proposal will be to reward hospitals that have had in-
creasing costs and to penalize hospitals that have controlled their costs. Current
TEFRA limits have successfully encouraged facilities to deliver care in the most
cost-effective manner. Many well managed facilities have been able to maintain
their cost levels within the limits without adversely affecting the quality of patient
care. For example, HEALTHSOUTH has demonstrated decreases in Medicare
charges, cost per day and cost per dihre from 1994-1996, while improving out-
comes performance or benefiiries. Inefficient hospitals which have not taken steps
to control their costs are penalized by the imposition of TEFRA limits as envisioned
by Congress when the TEFRA system was .nplemented. The President's proposal
to now recalculate TEFRA limits would result in a redistribution of Medicare funds
away from efficient hospitals which have worked hard over the years to control their
costs to inefficient providers who have not brought their costs under control.

As ProPAC observes, rebasing would penalize hospitals that have constrained
their costs (often our hospitals) by paying them less. At the same time, facilities
that had not become more efficient would be rewarded by higher payments. I would
assume Congress wants to encourae effiiency-as a PPS system would-not penal-
ize it. We hope the committee would not adopt a proposal with such perverse effects.

The President's proposal would also establish arbitrary floors and ceilings on
TEFRA limits. The proposal would establish a floor of 70% of the national average
and a ceiling of 150%. This approach disregards critically important factors such as
patient type and acuity level treated in each type of PPS-exempt facility, and will
only serve as a disincentive for PPS-exempt providers to treat sicker, more complex
patients.

In addition, it must be pointed out that at the same time the Administration pro-
poses such dramatic-ill-conceived changes, it is ignoring tools already available to
the Secretary to provide relief for efficient hospitals which have exceeded their lim-
its due to legitimate factors. An exceptions process already exists by which older fa-
cilities with lower TEFRA limits can receive adjustments or a new base year-re-
basing on a case-by-case basis.

Inflation Update Cuts
As an alternative to rebasing to produce Medicare savings, and in view of Con-

gress' imperative to preserve the Medicare Part A trust fund, Federation members
are prepared to work with the Committee to establish differential market basket up-
dates based on historical costs. Even though ProPac recommended a 2% inflation
update for PPS-exempt facilities, our members are prepared to accept a lower up-
date to avoid ill-conceived budget-driven rebasing proposals. For example, the Com-
mittee should examine reducing target amount updates for those facilities with costs
consistently below their TEFRA limits, while increasing updates for hospitals that
can document legitimate reasons for consistently exceeding their limits. We under-
stand the need to make adjustments for some older facilities, but such relief should
not result in undue penalties for providers that have responded to the existing in-
centives for efficiency.

Elimination of Efficiency Incentive Payments
A closely-related proposal included in the Administration's Budget requires the

elimination of incentive payments for provider efficiency. Currently, PPS-exempt fa-
cilities may receive certain incentive payments to encourage them to, and reward
them for, reducing their costs to the Medicare program. In such cases, Medicare
splits the additional savings achieved when a PPS-exempt provider manages to
come in below its projected cost or target amount with the provider, giving the pro-
vider the lesser of half the difference between the target amount and the provider's
actual cost or five percent of the target amount. As Medicare shares in the savings
when facilities come in below their targets, so Medicare also shares in the risk that
a facility may not be able to meet its target and may have to exceed it. In such
cases, facilities with operating costs above the target amount receive the target
amount plus 50 percent of the difference between the target amount and the actual



cost, up to 110 percent of the target amount. In this way, Medicare provides a
strong disincentive to avoid going over the target amount, and an even stronger in-
centive to try to beat the target amount.

The President's proposal would eliminate the incentive payment for providers who
keep costs below the TEFRA rate. In addition, for providers with higher costs, it
would subsidize only those costs in excess of 110% of the TEFRA rate, up to 20%
of the rate. That is, TEFRA hospitals would be expected to bear, more of the risk
and none of reward for efficiency.

Absent a fully developed prospective payment system, the existing incentive policy
seems to be exactly the right type of incentive. Its elimination makes no sense and
runs counter to the development of a PPS system. For example, PPS for acute-care
hospitals has been quite successful in encouraging efficiency by rewarding hospitals
that control costs below DRG payment levels with 100% of the of the savings.

Finally, it would be imprudent to make major changes to the TEFRA system just
prior to establishment of PPS for excluded facilities. The Federation would rec-
ommend that Congress seek less dramatic changes to the current payment system
and focus on the development of a sound prospective payment system for PPS-ex-
empt facilities.
15% Capital Reduction

The Administration has proposed to reduce PPS-exempt capital reimbursement by
15%. This is a harsh, immediate cut that hits PPS-exempt facilities hard. If capital
reimbursement is reduced, it should be to a level no less than that currently ro-
posed for acute-care hospitals, and should be phased in, as it was for acute-care os-
pitals. Under the President's Budget proposal, acute-care hospitals would be reim-
bursed for 90% of capital costs compared to the proposed 85% for PPS-Exempt pro-
viders. Further, acute-care facilities have experienced the 10% reduction in the past
and have had the opportunity, albeit with great difficulty, to adjust. PPS-exempt
have always been reimbursed 100% of capital. Not only is the reduction larger and
more immediate, but the impact of such a reduction is more pronounced for PPS-
exempt facilities since they are reimbursed only at cost to begin with and tradition-
ally have a higher percentage of Medicare patients.

In addition, reducing capital reimbursement would have some significant long-
term negative effects. Many of our PPS-exempt hospitals make large capital invest-
ments to upgrade facilities, enabling them to reduce operating costs. Reducing cap-
ital reimbursement could discourage companies from making these investments or
reinvesting in older facilities. Additionally, it probably has a disproportionate impact
on facilities in the South and West, which often have newer facilities with higher
capital and depreciation costs. In contrast, an overall update reduction impacts all
providers the same by region.
Redefinition of Hospital Transfers

While there are differences of opinion among Federation members, a majority op-
pose the Administration's proposal to redesignate as a transfer, rather than a dis-
charge, the movement of a patient frpm a PPS setting to a PPS-exempt setting. The
acute-care providers are adamantly opposed to this approach since they believe it
undercuts the effectiveness of the PPS system and the successes it has reaped in
reducing length of stay and cost to the Medicare program. It will create perverse
incentives to keep patients in inpatient settings, and penalize providers who have
increased effectiveness.

Furthermore, ProPAC's data shows that hospitals do not appear to be discharging
patients "early" to PPS-exempt facilities. According to ProPac, in most cases, bene-
iciaries who used a post-acute provider immediately after being discharged had

longer hospitals stays than those who did not. For example, patients who were hos-
pitalized for a stroke and subsequently transferred to a post-acute provider, had an
ALOS of 9.4 days in the acute-care facility. By contrast, acute-care ALOS for those
who did not use post-acute care was 6.5 days. Acute-care facilities also point out
that the bulk of the cost in a hospital stay is front-loaded and any payment made
on a per diem basis would have to account for the increased intensity of resources
consumed on the front end of a hospital stay.

Most of the PPS-exempt members also quieon this proposal, citing doubts about
whether the proposal will save Medicare any money. They fear the acute-care hos-
pitals will have an incentive to keep patients longer, deferring or jeopardizing use
of other, possibly more appropriate or cost-effective rehabilitation or specialty care
settings. While this proposal is "scored" as savings by OMB, ProPAC's views and
reality would argue that it may, indeed, increase costs.
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Repeal of New Provider Exemption
ProPAC has proposed an elimination of the automatic exemption from TEFRA

limits for new providers. Currently, new providers have two years to establish their
target amounts, during which they are paid on an actual cost basis. ProPAC notes
the perverse incentive for a new provider to inflate its costs during the base setting
period and instead would only aow these new providers to receive the national av-
erage target amount for each facility type during their base-setting period. Some of
our members apee that the new provider-exemption is primarily an incentive to at-
tract new providers that may no longer be needed or affordable. Others note that
there are areas where new providers may be needed and without the new provider
exemption it will be hard for these new providers to receive adequate reimburse-
ment for their sicker patients. In their view, it creates a disincentive to treat these
sicker patients.

THE LONGER TERM-CREATING THE RIGHT SYSTEM

As discussed in my opening remarks, we believe that the best way to achieve effi-
ciencies and create the right incentives in this part of the system long-term is
through the development of well-thought out, case-mix adjusted prospective pay-
ment systems for post-acute PPS-exempt providers. Some sectors will be ready ear-
lier than others, such as home health and skilled nursing facilities, while others will
not be able to move in that direction until much more work is done to see if prospec-
tive payment is even possible, such as psychiatric services.
Prospective Payment System for Rehabilitation Hospitals

The Administration has been looking to phase-in prospective payment systems for
specific types of PPS-exempt providers, notably rehabilitation hospitals. The Federa-
tion's members providing rehabilitation services--both in freestanding and in hos-
pital units-are suppo-tive of moving toward a prospective payment system as soon
as practicable, but have strong reservations and currently oppose the patient classi-
fication syFtem being developed by RAND Corporation under contract to the Health
Care Financing Administration.

The Federation's rehabilitation hospital members are concerned that the RAND
data being used to develop the patient classification system commonly referred to
as functional related group or FRG's do not reflect critically important elements.
Specifically, the datR sample used by RAND included information surveyed from
only two member hospitals (ignoring nearly 70% of all freestanding rehab hospitals).
Further, the patient classification system does not account for co-morbidities or for
the lringth of time a patient has been an inpatient of an acute-care hospital prior
to admittance to a rehabilitation hospital or unit. These are critical factors in deter-
mining anticipated resource needs of rehab patients. Our members are also con-
cer.d about the RAND study's intention to include long term patients within the
rehab patient classification system, since these are distinct patient types that are
not comparable. We are interested in supporting PPS for rehab--but most definitely
not this PPS that excluded the bulk of the country's rehab providers.

PPS For Long-Term Care Hospitals
The National Association of Long Term Hospitals commissioned the Lewin Group

to perform a feasibility study of a prospective payment system for long term hos-
p itals in 1995. The results were promising and the study was offered to ProPAC and

CFA for their comments and input. The Lewin Group is proceeding with the study
and is expected to have a patient classification system completed by approxir-ately
May of 1997, a payment system by the Fall of 1997 and a final report ready by the
Summer of 1998.

The Secretary of HHS was charged by Congress to develop PPS for exempt hos-
pitals, including long-term care hospitals, more than a decade ago. There is no evi-
dence that HHS or HCFA has completed any substantial work on such a system.
Psychiatric Hospitals Must Continue To Be Considered Separately

There is virtual unanimity, including at HCFA, that psychiatric services, because
by their nature they are hard to classify and predict, may have the farthest to go
in order to develop a prospective payment system. While significant research has
been done to evaluate prospective payment system options for many other types of
providers the limited research which has been done to date related to psychiatric
facilities has not resulted in a viable methqdology to classify patients in a manner
which accurately predicts resource consumption. For example, the resources
consumed by a patient admitted in the surgical department of a general hospital
in need of a tonsillectomy are predictable with a narrow range of deviation from ex-
pected cost levels. The same is not true for a patient admitted to a psychiatric hos-



pital with a diagnoses of psychosis, who may or may not need an MRI, and may
or may not immediately respond to an array of various therapies. Until a methodol-
ogy is developed which accurately predicts resource consumption, a meaningful pro-
spective payment system for psychiatric systems cannot be developed. Accordingly,
while FA-S members support the development of prospective systems, this may be
an even longer term goal for psychiatric facilities.
SNF PPS

The Administration has included a proposal to establish a per diem prospective
payment system beginning in FY 1998. While our members with SNFs generally
agree that prospective payment is needed and they are ready to transition to such
a system, they are sure to emphasize that there still are a substantial details to
be addressed regarding its implementation. Any prospective payment system must
incorporate accurate case-mix adjustments, along with geographic and other valid
adjustments. For example, according to ProPAC, while hospital-based SNFs have
higher cost-per-day, they have lower costs-per-stay. More analysis needs to be done,
but this tends to indicate higher resource utilization per day by patients in hospital
settings. How will these types of differences in acuity of patient and intensity of re-
source utilization be taken into account? Perhaps, a case-mix adjusted episodic sys-
tem would be more appropriate. How will the need for high cost ancillary services
such as rehabilitation therapies, which varies gratly among SNF patients, be fairly
addressed? The HCFA must work closely with the health care community to develop
appropriate reimbursement methodologies. This proposal should be carefully devel-oped by HCFA through full notice and comment remaking to achieve maximum
industry input.
HHA PPS

The Administration also proposes to implement a prospective payment system for
home health payment beginning in 1999. While the Federation supports the estab-
lishment of PPS for home health, many of the same concerns about proceeding with
caution apply. The home health industry has developed a PPS proposal that de-
serves serious consideration and should serve as the basis for the legislative provi-
sions. Any regulatory components should be developed in close consultation with the
industry and through full notice and comment procedures.
Unified Post-Acute Payment System

The Administration has included in their budget a proposal to allow the Health
Care Financing Administration (HCFA) to develop a unified post-acute payment sys-
tem. While we do generally support the concept of a case-mix adusted prospective
payment system for all post-acute services, we must emphasize hat it is only con-
ceptual support at this time. Although we believe this is an appropriate direction
for further study, neither the Congress nor the industry, (nor apparently HCFA) has
seen any of the crucial elements of such systems speled out. How would payments
be adjusted for case-mix? Would payment be on a per-day or per-episode basis?
What exceptions and special payment L-les would apply. How would it be phased
in? How would the prospective systems vary across the different provider types:
rehab, long-term hospital, skilled nursing and home health?

Given the need to resolve such large issues, we arm extremely concerned that the
HCFA is proposing that it be given the authority to implement prospective payment
using interim final rulemaking authority. This would mean that HCFA could imple-
ment major program change, affecting a significant portion of the health care sector,
without the opportunity for Congress, the industry or the beneficiaries to have any
input. While we are supportive of HCFA and enjoyed a good working relationship
with the Administrator and the staff, we would certainly hope that this Committee
would not agree to such an unprecedented approach. Such a "blind" delegation of
policymaking would set the stage fbr a potential policy debacle that will end up back
in Congress' lap.

Conclusion
In conclusion, we are concerned about both the level of cuts and the direction of

many of the policies included in the President's Budget. PPS-exempt facilities are
becoming increasingly important players in delivering care to the Medicare and non-
Medicare populations alike. We know we are, and have to be, part of the solution.
We want to work with the Committee to develop policies that not only will achieve
an appropriate level of Medicare savings, but also will help promote the right incen-
tives and provide the best care in the most appropriate setting for the patient.
Thank you for this opportunity to share our views with you today.
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PREPARED 9TATEnEr OF MICHAEL WALKER

Chairman Roll! and Members of the Committee, I am Michael Walker, Chairman and CEO of
Genesis Health Ventures, Inc. Genesis is a diversified provider of health care services to the
elderly, serving more than 75,000 customers each day through five regional eldercare networks
in the eastern United States. Approximately one-third of these customers are residents of nursing
facilities that we own or manage in 12 states, including Delaware, Florida, West Virginia,
Vermont and Rhode Island. I am speaking today on behalf of the American Health Care
Association, a federation of 50 affiliated associations representing over 11,000 non-profit and
for-profit assisted living, nursing facility, and subacute providers nationally. On behalf of
AHCA's members, and the one million plus residents of our member facilities, thank you for the
opportunity to speak at this important hearing.

Let me begin by reitating our support for the direction of Medicare reform taken by this
Committee in the last Congress. We support increasing choices for seniors, modernizing and
transforming Medicare into a more market-oriented system, and moving skilled nursing facilities
toward an episodic Prospective Payment System (PPS). Senator Roth, your leadership in this
continuing effort Wis been outstanding, and I commend you for it.

It is difficult to single out members of this committee because so many have been helpful, but we
also want to thank Senator Hatch for his leadership on Prospective Payment Systems and
Senators Grassley and Conrad for their leadership on rural and quality issues important to our
industry. We look forward to working with you this year, not only to ensure the solvency of the
Medicare Trust Fund, but to reform Medicare policies and create a more competitive and fair
system.

Mr. Chairman, today's hearing is concerned with how to change certain policies within tho
existing Medicare fee-for-service system as it relates to care received by beneficiaries once they
leave an acute-care hospital bed. As I will testify, a number of changes in the way that post-
hospital services are paid for have been proposed, and should be enacted in order to contain costs
and foster more appropriate care. One of many questions is why an older person should have to
go into a hospital at all in order to receive the care he or she really needs. Candidly. hese
changes mu1' be made. but they must lead us to something more. to something fundamentally
different - to a time when the Medicare program will no longer purchase milli,)ns of individual
units of service from hundreds of thousands of different providers on behalf of its millions of
elderly beneficiaries.

This program that is so vitally important to older people cannot be preserved, and will not deliver
full value to its clients or to taxpayers, until it is changed from being a direct purchaser of
-particular services to becoming a funding source for comprehensive health solutions chosen by
beneficiaries in a competitive market place. (Parenthetically, Mr. Chairman, I also believe that
the major portion of the Medicaid program that goes to fund care for the elderly should also be
realigned along this same principle). True reform of our eldercare system cannot happen if we
continue to insist on maintaining multipe funding streams aimed at the same client, with no
particular program, provider, or level of government being responsible for either the cost of care
or the well-being of that client. However, if the substantial public investment in care of older
people is redirected to empower consumers to act in a true competitive market, the results will be
dramatically lower costs and better care. I urge this Committee to move reforms in this direction
as you search for solutions to the Medicare crisis now, and down the road, to the certain long
term care funding crisis.
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Let me now get right to the point of this hearing on post-acute payment policies by first
responding to the Administration's 1998 Budget and its proposals affecting SNFs. C

" First of all, I'm glad to say that the budget provisions concerning skilled nursing facilities,
primarily the Administration's Prospective Payment System, were scored by the
Congressional Budget Offme (CBO) at $7.7 billion dollars over five years - more than
$700 million over what the President requested from our industry. We could support the
President's proposed level of $7 billion over five years, but feel any more would inhibit our
ability to offer quality skilled nursing facility (SNF) services and to provide healthy
competition in the post acute sector.

We also would like to point out thal separate salary equivalency regulations issued on March
28th by the Health Care Finance Administration will save $1.7 billion over four years,
meaning that our industry is being asked to contribute far more in savings than meets the eye.
CBO's out year scoring of the PPS also shows SNFs contributing far more than was
requested by the Administration. We urge you to take these factors into account before
allocating reimbursement reductions.

* We support the Administration's case mix adjusted, per diem Prospective Payment
System (PPS) proposal and are working with the Health Care Financing Administration
(HCFA) on its development. We will want to see the final language to be sure it includes an
outlier policy and that the case mix adjustment methodology covers the full range of SNF
subacute services being provided in our facilities. Nevertheless. HCFA's per diem PPS is the
only achievable and rational first step in obtaining the cost savings needed in Medicare at this
time. It is far preferable to challenge providers to achieve savings by efficient operation, and
to reward them for doing so. than to simply cut payment rates, Implementing a per diem PPS
now will enable the pricing of services for entire episodes of care or the refinement of
capitated payments. I will have more to say later about this key priority.

" We cautiously support consolidated billing for all SNF services to Part A patients and are
continuing internal discussions regarding consolidated billing to Medicare Part B patients. In
addition to losing $400 million over the budget period, significant issues have not yet been
addressed in any draft we have seen.

We do not believe that HCFA or the Congress has fully explored the details or policy
ramifications involved in exactly how such a system would work, and we encourage a
thorough review of these issues with providers beforc the final legislative language is drafted.

In addition to these provisions directly affecting SNFs, we also wish to state our views on a few
other proposals in the FY '98 Budget, including:

We oppose the provision redefining discharges from hospitals to PPS exempt entities
and feel this will incentivize acute care providers to hold on to patients longer to obtain the
full Diagnostic Related Group (DRG) payment and then move patients into related, PPS
exempt services.



The more appropriate solution to address the problems HCFA is concerned with is bkt
summed up by Dr. Uwe Reinhart in a January 31.1997 letter to AHCA's Executive
Vice President Dr. Paul Wiling. where he stated, "...whal Is needed Is a recalibration of
the DRGs to reflect the modern potential of subacute care, and then a system of open,
competitive bids for Medicare's subacute care business, without any differential between
hospitals andfreestanding SNFs." At the very least, the Administration's justification of
the provision to eliminate double dipping could be used limit the scope of the provision to
facilities directly related to or controlled by the acute care referring organization.

" A Medicare Respite Care provision could be potentially very helpful to a great many
individual seniors and their families. Nursing facilities commonly offer respite care on
a private-pay basis, and should be recognized as providers of any new program benefit
for that service. However, to be candid, we also wonder ifa new and very limited benefit
costing $1.8 billion is feasible at this time.

* We oppose any provider service organization (PSO) provision that does not ensure a
level playing field for all providers and gives a competitive advantages to hospitals or
physician networks.

* We oppose the Administration's attempt to repeal many of last year's fraud and abuse
provisions including advisory opinions for providers, provider protections against unfair
civil monetary penalty authority, and a provision prohibiting "intentional" transfers of wealth
from wealthy individuals to qualify for Medicaid.

=: While the latter provision was poorly drafted, it should be repaired, not repeated. In
addition, individuals wishing to transfer significant assets out of their estates should
be required to purchase an appropriate amount of long term care insurance as a
precondition to receipt of Medicaid-funded services in the future.

There are also several provisions in the Budget without cost implications which we would like to
address. They include:

" We support the extension and the expansion of the Program of All-inclusive Care for
the Elderly (PACE) demonstration, but believe critical improvements should be made in
consultation with providers examining ways of expanding the program into the health care
marketplace. The legislation should be expanded to allow new entities, including for-profit
sponsors, to obtain certification as PACE providers after a trial period based on published
conditions of participation. There is no justification to allow only non-profits or public
entities to participate; to do so would be blatantly discriminatory and would impede access to
the capital necessary to expand the benefits of this cost-effective integrated delivery model to
older people throughout the nation.

" We strongly support the Administration's Nurse Aide Training proposal to ensure that
training programs in rural areas are not jeopardized due to unrelated survey deficiencies. We
encourage its immediate enactment and commend Senators Grassley and Conrad for
introducing this legislation.
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" We oppose the imposition of new "user fees" for Initial certifications under Medicare for
new facilities and continue to support the use of HCFA regulated accreditation organizations,
such as the Joint Commission on Accreditation of Healthcare Organizations (JCAHO), for
SNF survey and certification. JCAHO is currently utilized for hospital certification, a much
more complex facility than a nursing home, and using JCAHO for surveys under guidelines
which are at least as stringent as HCFA's would save as much as $110 million per year.

" We support the collection of data for HCFA to explore developing an Integrated post
acute care payment system. However, we oppose granting the authority for the Secretary to
implement any such system without Congressional oversight or approval. While we are the
lower cost provider of post acute services and could benefit from such a system, preliminary
research we have already undertaken shows the similarity of patients across sectors may not
cover the entire spectrum of current post acute services.

These are our views on the Administration's budget provisions.

Let me also bring up four key points we would like to make sure you are aware of before you
begin drafting reconciliation legislation.

First, we are concerned over the level of reductions providers in general are being asked to
contribute to shoring up the Medicare Trust Fund. In the long term care field in particular,
where 76% of our patients are funded by Medicaid (68%) or Medicare (8%), our ability to pass
on these costs without a reduction in quality would be virtually impossible -- especially in
conjunction with repeal of the Boren Amendment.

Second, we ask you to recognize the difference between cost-based reimbursement systems
and "profitable" acute care DRG systems when allocating industry specific reductions. It is
unfair for post acute care providers to be allocated similar spending reduction targets when our
reimbursement system does not build in the significant profit margins which acute care providers
currently are making.'

Third, post acute care has been somewhat unfairly singled out for "high rates of growth." Our
analysis of the causes of the growth show It has been largely stimulated by the hospital
sector. We have documented through HCFA data a 31% reduction in patient lengths of stay for
the 62 most common subacute care DRGs during the time period ProPAC singled out for high
post acute growth.2 This movement of patients "quicker and sicker" into SNFs and home care
has driven spending growth on post acute care services. While the increased population accounts
for a third of this growth, the fact that patients are higher acuity, "sicker" patients require a
higher level of spending on ancillary services and routine costs for patient needs.

However, until a patient classification system is finished, and applied to SNF patients,
quantifying how much of an impact the higher acuity has on spending is difficult. We believe,
nonetheless, that this factor is significant, and cannot be dismissed in assessing the reasons for
spending growth.

The Prospective Payment Commission reports that the average PPS margin for all hospitals will increase to 13% by 1998.
See attached chad developed through HCFA data published in the feral register.
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In addition, much of the growth in SNF post-acute services can be attributed to the hospital-
based SNF sector, and little has been done to quantify this factor. Hospital-based SNFs have
been growing at a 200% rate vs. a 29% for freestanding SNFs. 3 Hospitals now account for over
17% of SNFs and 22% of home health agencies. In 1994, they accounted for 13.3% of SNF
facilities, and yet received 30% of Medicare SNF payments. Clearly the hospital-based sector
has been driving much of the growth in post acute care.

Finally, the promise of post acute care was not only intended to be quality, lower cost
rehabilitation, but to achieve cost savings by substituting such care for more expensive acute
care. While the substitution has taken place through the movement of patients into the
lower cost setting, the hospital DRGs have not been adjusted accordingly. The Medicare
program should benefit by sharing a portion of the efficiencies gained through the
recalibration of the most common post acute care DRGs. The 31% reduction in patient
lengths of stay should have garnered savings for Medicare as well as for hospitals, and the
availability of post acute care allowed that efficiency to take place.

In the coming weeks, we look forward to working with you and commenting on these issues
further. Of critical importance to the industry is the design of the new PPS. Unlike the acute
DRG system, HCFA seems to be headed for a much quicker, 4-year transition period. It is
critical that this new system, which will encompass all SNF reimbursement, be designed to
ensure the PPS:

=:= Provides for an adequate case mix system covering the broad range of ancillary services (e.g.
high cost drugs) being utilized and patient groups being treated in skilled nursing facilities
(SNFs) and include an expanded case mix or outlier policy to cover high cost drug, therapy,
aids or other intensive-need patients.

= Bases the PPS rates on the latest available cost reports capturing the full range of a facilities
case mix and acuity and incorporating transition language for new facilities or legitimate
facility case mix changes in the base year.

= Is designed to accommodate the development of a more complete patient classification
system that can be used to move to an episodic PPS in the near future.

= Continues the current PPS or expands the threshold for low-volume SNFs.
= Protects providers and consumers from arbitrary action by HHSor HCFA to impose so-

called normative length of stay standards or payment limits without Congressional or
industry input.
Is scored after Congressional Budget Office "behavioral offsets" are reduced due the fact
that all SNF services are being included in the PPS.

Mr. Chairman, and Members of the Committee, we ask that you consider one final request. We
are being asked to tighten our belts again; to become more efficient and to work within new
limitations to help shore up the Medicare program. This, we are glad to do, and wish to work
closely with you in ensuring this effort is fruitful and will ensure the continuation of high quality
patient care within our facilities.

3 See atached chart developed from te ProPAC 1996 Annual Repon to Conpess.
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We urge you to review legislative initiatives that would not only reduce spending on services
within our facilities but which would improve efficiencies, quality or patient care. Some of these
initiatives include legislation pending or which will be introduced shortly in the 105th Congress.
Our concept Is one of. free-market. level plsmyng field for 211 providers, where quality and
cost of patient care take precedence over the site where services are delivered. To this end, we
wish to emphasize the following positions on key legislative issues before the Finance
Committee:

" THREE-DAY HOSPITAL STAY: Support full repeal of the Medicare three-day hospital stay
or at least legislation being proposed by Senator Dick Durbin (D-IL) and Congressman John Ensign
(R-NV) to require Health and Human Services Secretary Donna Shalala to waive the three-day stay
for a minimum of five DRGs she determines should result in cost savings to Medicare.

" NEW PROVIDER EXEMPTION: Eliminate the "new provider" exemption prospectively
beginning July 1, 199S.

" CONSOLIDATED BILLING: Support required consolidated billing by SNFs for all services to
Part A patients. Support voluntary consolidation by SNFs for Part B services with copies of all bills
going to the facilities and/or family members.

" TRANSFER AND DISCHARGE PROPOSAL: Oppose the transfer and discharge proposal
in the FY '98 Administration Budget or at a minimum apply the reduced per diem acute ayment in
cases where patients are transferred to related faciflties. /

" REGULATORY REQUIREMENTS: Require that regulatory or survey and certification
requirements be applied to providers equally across th continuum, including deemed status through
JCAHO accreditation and OBRA requirements for hospital based nursing facilities and employees.

" WAIVER OF LIABILITY: If the Medicare waiver of liability is reinstated for any group or
provider, then it should be reinstated for all providers.

" PROVIDER SPONSORED ORGANIZATIONS (PSOs): Support PSO legislation as long as
it allows nursing facilities to establish PSOs on a level playing field and accept risk as providers.

" POST-ACUTE CARE BUNDLING: Oppose any effort to bundle post-acute care services
through hospitals or any one provider organization.

" CONSUMER REFERRAL NOTIFICATION: Support H.R. 734, legislation introduced by
Congressman Pete Stark (D-CA) to require Hospitals wishing to transfer patients to related home
health or SNF services to report such transfers to HCFA and notify consumers of other area options.

Thank you, Mr. Chairman, for inviting us to appear before you today. We look forward to
working with you to see that a PPS for SNFs is implemented and that the post acute care
continuum contributes to improving and shoring up the Medicare program in a fair and equitable 0

manner.

G.$t''ancdkhaczest4971 .doc
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AMERICAN ASSOCIATION OF HOMES AND SERVICES
FOR THE AGING

NTRODUC11N

Mr. Chairman and Members of the Committee, I am Sheldon L. Goldberg,
President of the American Association of Homes and Services for the Aging
(AAHSA). I am grateful for the opportunity to submit testimony for the record of
your hearing on the President's FY '98 budget proposals regarding Medicare
post-acute care payment policies.

AAHSA represents not-for-profit organizations dedicated to providing high-quality
health care, housing and services to the nation's elderly. Our membership
consists of over 5,000 not-for-profit nursing homes, continuing care retirement
communities, senior housing facilities, assisted living and community-based
service organizations. With our broad range of facilities anc services, AAHSA
serves more than one million older persons daily. We have a long history and
consequently, significant experience in meeting the needs of the elderly. We
recognize the important role that the Medicare program has played in ensuring
that the health care needs of older Americans are adequately met.

The future of the Medicare program will be affected by a rapidly growing
population of the elderly and individuals with disabilities, diminishing resources in
the Hospital Insurance Trust Fund, and growing costs of providing medical care.
This future presents many difficult problems that this Congress must face, if the
country is going to maintain its commitment to its seniors. We appreciate the
competing and sometimes incompatible demands that you must reconcile in
order to keep the Medicare program operating. We pledge to work with you in
any way possible to control health care spending and reduce the national
deficit while still preserving access to high quality skilled nursing, home health
and other health care services for our nation's elderly.

Our members include not-for-profit home health agencies (HHAs) as well as
skilled nursing facilities (SNFs) and my comments today generally apply to both
types of providers, since many of the issues relating to prospective payment are
similar. We will specify when referring to one type of service in particular.

LONG.-RANGE VISION

Looking well into the future, we believe our members will be actively.
participating in managed care. They will be providing care and services
financed by systems that coordinate care across time, place and provider.
These systems will emphasize prevention, risk-sharing and appropriate utilization
of services based on consumer and community demand for maximum health
and well-being at lower overall cost.

(p7)
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We see the beginnings of these systems now, as evidenced by the growth of
managed care and Medicare beneficiaries' growing participation In Health
Maintenance Organizations (HMOs). There is a greater use of cost-effective,
post-acute services and fewer days spent In expensive, acute care hospitals by
managed care enrollees. Managed care organizations already receive
substantial cost savings from the use of subacute care services without a three
day prior hospital stay and from the substitution of post-acute care for
unnecessary hospital days. Unfortunately, the Medicare program currently can
not reap the same savings from these trends.

In particular, Provider Sponsored Organizations (PSOs) represent a potential
opportunity for our members to demonstrate their expertise in managing the
chronically ill population. The development of Provider Sponsored
Organizations that permit affiliated providers to join in a risk sharing network
should provide as many opportunities as possible for diverse participation by
long term care providers. Qualified PSOs must offer the full range of Medicare
primary, acute and skilled nursing services, and may offer additional benefits,
including vision, hearing, and pharmacy services.

ADMINISTRATION'S MEDICARE BUDGET PROPOSALS

AAHSA recognizes the need to reform the Medicare program in order to prolong
and preserve the solvency of the Part A Hospital Insurance Trust Fund. It is
necessary for all involved with the program to contribute to that end, including
beneficiaries and the government. We are concerned, however, with the
disproportionate burden being shifted to the providers of care and services.

We understand that health care providers cannot continue with a "business as
usual" attitude. It is also important for Congress and the Administration to
recognize the additional major cutbacks proposed for the federal Medicaid
program, additional Medicaid cuts in many states, and the growth of managed
care. That means SNFs and HHAs will not have the flexibility to cross-subsidize
unreimbursed costs for Medicare patients with revenue from private patients.

Expecting skilled nursing facilities to absorb more than $9 billion in budget cuts
over the next 6 years and home health agencies, $18 billion, through the
implementation of the Administration's budget proposals is just not realistic.
Therefore, AAHSA proposes the following cost saving measures to help reduce
the need for such drastic cuts:

* First, the elimination of the three day prior hospitalization requirement for
selected diagnoses would permit the substitution of less expensive subacute
care in SNFs and HHAs for the more costly acute hospital care.

* Second, the revision of acute hospital prospective payment rates, based on
current lengths of stay, would permit Medicare to accrue savings from the
substitution mentioned above gnd from the growing use of cost-effective
subacute services instead of more expensive acute care days at the end of
hospital stays.
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PROSPECTiVE PAYMENT SYSTEMS for SNFs and HHAs

We recognize that reform of the current retrospective, cost-based
reimbursement system Is inevitable and that some form of prospective payment
is likely. The current Medicare PPS for low-volume SNFs is a start that has been
working fairly smoothly, but it is only a small, first step. A well designed PPS could
promote management efficiencies and create some savings for the Medicare
program. But a poorly designed PPS could mean unintended consequences
that might harm the Medicare program, its beneficiaries, and the long-term
care industry.

Our following comments about PPS are rather general because the
Administration's legislative proposal Includes relatively few details of how the
system will actually work. That puts an excessive policy-making burden on the
regulatory process rather than on the legislative process, which causes us
concern.

We have seen from the implementation of the hospital PPS that the health care
industry is very complex and can react in unexpected ways to PPS incentives.
For example, the reduced hospital length of stay was an anticipated and
desired result of PPS implementation. With hindsight, the growth of subacute
care based in hospitals seems a natural result, but it was not as clearly expected
at the time of Implementation. Prior experience would argue for
implementation of a PPS very gradually and with careful evaluation of its
implementation and impacts.

GOALS: While the most immediate objective for initiating a prospective
payment system (PPS) may be to produce program savings, it certainly is not the
only one. Following are some other goals that ought to be included when
designing a new reimbursement system.

Access to care: The PPS should facilitate the timely movement of Medicare
patients from acute core to the appropriate post-acute care setting.
Reimbursements should not be set so low that providers would be reluctant
to accept patients with high acuity, needing relatively intense or lengthy
courses of treatment.

SHigh aualit care: The PPS should reward high quality care and focus on
quality outcomes.

" Efficient use of resources: The PPS should encourage efficiencies while
recognizing that circumstances will vary from one provider to another. The

choice of service setting or provider type as well as the specific mix of
services to be offered should be encouraged to reflect the efficient use of
resources as well as medical necessity and patient choice.

" Ease of administration: The current system of cost reporting with retroactive
adjustments, audits, and settlement delays Is cumbersome and costly.
Management of the program by Medicare and of the service by the
provider should be greatly streamlined.
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Innovation: Given the current dynamism of the health care market, the PPS
should not lock-in the status quo, rather It should permit and encourage
innovation and change. It should also recognize the costs of compliance
with any new federal requirements, such as changes in the minimum wage
or new OSHA or HCFA directives.

UNDERLYING ASSUMPTIONS: Basic to the achievement of these goals are some
Important underlying assumptions.

* Skilled nursing facilities must rehabilitate Medicare beneficiaries in their care
to the highest practicable physical, mental, and psycho-social well-being.
This is federally mandated by OBRA '87.

In general, Medicare payment for nursing care and home health services
should approximate the reasonable costs of efficient providers. It does not
matter how finely constructed are the incentives of the PPS, if there is not a
realistic level of funding in the system.

" There are some legitimate geographic and regional differences, such as
labor market wages, and factors affecting provider costs that are to be
expected.

" Not all costs of producing services can be controlled directly by
management.

" The growing expenditures of the Medicare program, and post-acute
services, particularly, result not only from the lack of a PPS. Growing
expenditures result also from growing numbers of beneficiaries with greater
needs for services, increasing medical needs of patients resulting from shorter
lengths of stay in acute care hospitals, and improved treatments, new
technologies, drugs and supplies.

ELEMENTS OF THE PROSPECTIVE PAYMENT SYSTEMS:

Case Mix Adiustment: Basic to the achievement of almost any of the goals
mentioned above is the ability of the PPS to discriminate among patients
requiring different levels and types of care and associating that with the
resources used in treatment. In other words, residents or clients requiring more
expensive and extensive courses of treatment should generate a payment
amount greater than the average patient. Likewise, a relatively easy care
patient should generate a payment less than the average. However, there

should also be an incentive to rehabilitate the patient and move a high acuity
patient to a higher functional level with a less intense level of service needed.

In the acute care hospital, prospective payment per case is set by diagnosis, but
a classification by diagnosis for past-acute care is not a good predictor of
resource use. Functional limitations are a better indicator of costs of care within
a given post-acute care setting (SNF or HHA). Nonetheless, further refinements
are needed to develop acuity adjusters that reflect the resources used in a day
of SNF care or in treatment of an episode of care.
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AAHSA is very concerned with the administrative mechanisms for linking the
case mix of a SNF patient with the appropriate payment level. The MDS resident
assessment is not completed Instantly upon admission and, indeed, is not
required for completion until the 14th day. Many subacute patients leave
before it can be completed. If the prospective payment is dependent upon
MDS data for determining the patient's acuity level, how will providers be paid
for such cases as well as for the early days of any stay without adding enormous
administrative burdens on the facility to speed up the MDS process? How
quickly will HCFA develop an abbreviated MDS suitable for short-stay patients?
Could initial acuity levels for payment purposes be determined from hospital
discharge data or some other source?

A case mix adjuster for HHA patients is also far from full development, although
the second phase of a demonstration project is in operation. There is not yet
any case mix adjuster that explains a significant amount of the variation in costs
per case or episode for post-acute care. It is essential that case mix adjusters for
both HHAs and SNFs be developed, refined and tested as quickly as possible
before a PPS is put into effect.

Unit of Payment: The most commonly mentioned units of payment are:
episode/case/stay and per diem/visit. While it is relatively straightforward to
define a visit or day for payment purposes, defining a post-acute case or
episode of care or a SNF stay becomes more complex. Care of a Medicare
beneficiary in a post-acute setting can be punctuated by an acute incident
requiring temporary hospitalization and then a return to the same or a different
SNF or HHA. Or, a resident may leave the SNF to return home, have a relapse or
find it impossible to manage at home and then return to the SNF. Likewise, a
HHA client might stop service for a period, either because of an acute or post-
acute care admission or for lack of continuing need, but then return later to HHA
care for the same diagnosis.

Defining and keeping track of a beneficiary's treatments during an episode of
post-acute care requires very sophisticated and integrated information systems.
Even with a clear definition of episode, it will be difficult determining norms for
payment purposes. The appropriate, medically necessary post-acute care
course of treatment can vary significantly, even for patients with the same
diagnosis or functional level. In addition, the social and family supports and
personal preferences of a beneficiary can affect the length of treatment and
setting.

The choice of paynent unit affects the incentives of the PPS. These incentives
would need to be carefully balanced with an effective quality assurance and
outcomes monitoring system. With a payment per episode there would be an
incentive to reduce or eliminate unnecessary services. Similarly, it could provide
an incentive for underservice or early discharge.

For home health, in which Medicare's concern is with an increasing proportion
of cases receiving long courses of treatment with many visits, a payment per
episode would be appropriate. However, such a mechanism to control volume
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of services in the home health setting would need to be balanced by effective
monitoring of quality and outcomes as Indicated In the OASIS demonstration
and a payment process for exceptional cases.

The choice of a unit of payment for SNFs Is different and should be a per diem,
as the administration has proposed. Acute hospitals have had a PPS based on
episode for a dozen years. After observing the trend of those hospitals to
discharge patients "quicker and sicker", we fear the risks of that method for
SNFs. The incentive to discharge SNF patients more quickly could have a
detrimental effect on beneficiaries as well as on Medicare payments to other
acute- and post-acute care providers. There Is no evidence of an increase in
the average length of stay of Medicare skilled nursing patients or of dramatic
Increases in the proportion of beneficiaries using SNFs that would justify such an
incentive. Medicare's concern with the growth in the number of therapies and
ancillary services could be met with a per diem payment. In addition, the SNF
Medicare benefit has a limit of 100 days and a copay of $95 per day after the
20th day (unlike the unlimited HHA benefit) which probably helps deter
unnecessary utilization.

Covered Costs: Ultimately, the PPS should include all costs related to caring for
Medicare beneficiaries: routine, capital and ancillary costs for a SNF and visit,
travel, and administrative costs, etc. for a HHA. A comprehensive payment is
more attractive administratively for the program and the provider, facilitates
planning and permits flexibility of operations. However, an all-inclusive payment
presumes a knowledge of all the components of care and associated costs that
currently go into an episode or day of care and a norm of what volume of
service ought to be included. That information and understanding is not yet
available. Thus, a phased-in approach, perhaps covering only routine costs
initially with other costs (capital and ancillaries passed through), until complete
data are available would make more sense at the start of a PPS.

HCFA has a Multistate Skilled Nursing Facility Medicare Case-Mix Demonstration
currently underway. Soon, HCFA should be receiving data from it on case mix
adjusted payments for SNF care that includes some ancillary costs along with
routine costs. However, the project is very limited in the number and
geographic spread of participating facilities as well as limited in the costs
covered. Related to this Case Mix Demonstration is a Staff Time Measurement
Study designed to gather more data on resource use linked to patient acuity,
with special emphasis on subacute care. Despite this extra study, that data are
very limited for creating a nationwide case mix system including all SNF costs.
The evaluation of the demonstration will not be available in the near future

Even with the case mix demonstrations, HCFA will not have complete data on
all the ancillary services and supplies and their costs that are currently
associated with particular categories of cases. It is of great concern how those
costs will be appropriately built into base year calculations and associated with
appropriate case mix levels. Treatment protocols and clinical pathways for
common post-acute diagnoses are still under development. It will be difficult
devising reasonable assumptions about numbers of HH visits and appropriate
SNF ancillary costs to cover In an all-inclusive payment. This again would argue
for a phased-in approach. " s" 0
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Consolidated Billina: The Administration's budget proposes to have nursing
homes bill for all services a resident receives, other than services provided by a
physician, certified nurse midwife, qualified psychologist, hospice and certified
registered nurse anesthetist. Durable medical equipment and enteral feeding
supplies are included. It appears that nursing facilities would be responsible for
both Port A and Part B billing. Part B billing would be required even when the
resident is not receiving Part A reimbursement.

We understand the need to Include all bills related to a Part A stay to keep the
PPS payment comprehensive and all-inclusive. In addition, we understand the
possible benefits to Medicare In terms of reduced waste and fraud by suppliers,
if the SNF also bills for Part B. However, we are extremely concerned about the
administrative burdens placed on the facility and the need for HCFA to develop
a workable system in conjunction with the industry. Most SNFs will need training
and computer support to take over this function. Sufficient lead time also will be
needed. The President's Budget would require implementation six months after
the budget is passed or July 1, 1998, whichever is later. Neither date provides
sufficient time. Also, there is no provision for reimbursing homes for the
additional administrative costs, which are not reflected in the PPS base year.

Inflation Factor: Any PPS must recognize the impact of inflation on the provision
of services. The "market basket" approach used for the Medicare low-volume
SNF/PPS makes sense. However, the projections and updates should be made
in a timely fashion to assure their accuracy and close proximity to reality, since a
retroactive adjustment for inaccurate projections would be counter to the
prospective philosophy. In addition, the cost basis for calculating the PPS rates
must be rebosed periodically in order for it to reflect current medical practices
and costs.

Since the design of the PPS is predicated on the assumption of realistic levels of
payments, it would be a gross distortion of the system to use the inflation factor
as a mechanism for reducing the payment levels to meet arbitrary
congressional or administration budget constraints. Arbitrarily abusing the
inflation factor, as the Administration has proposed, in order to achieve budget
savings targets shows a clear disregard for the goals of PPS and makes the
industry leery of supporting any reimbursement change.

Other Adjustments: Geographic adjustments are important for recognizing
variations in costs affected by place of service (urban/rural) and costs of labor in
different markets. Such adjustments are included in the low-volume Medicare
SNF/PPS and the hospital PPS system and appropriate mechanisms should be
included in any new PPS system for both SNFs and HHAs.

Outliers* Even with a sophisticated, fully tested case mix system, there will be a
need for recognizing exceptional cases requiring substantially more services
than the norm. With a crude case mix system still under development and not
fully tested, the exceptions process becomes even more important. This is
particularly true with respect to home health, where the benefit is not time- or
visit-limited.
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Implementation Schedule: The administration's proposal to begin PPS for SNFs
as early as July '98 and 1999 for HHAs seems overly optimistic given the
Inadequacies of the essential data bases and methodologies. AAHSA
recommends another year to develop each system and then a slow phase-in.
This Is especially important for building SNF capacity to do consolidated billing,
also. Each PPS should be phased-in gradually over at least six years to permit
smooth implementation and the avoidance of drastic and Inappropriate
changes. The Administration's proposal requires full implementation of SNF PPS
by the fourth year, which Is too fast; a six-year phase-in would be more
appropriate.

Site Differentials: In keeping with the goal of matching the payment amount to
the acuity of the case and level of services needed, AAHSA recognizes the
need to eliminate the differential payment for hospital-based SNFs and HHAs. It
is important to create a level playing field for free-standing and hospital based
providers.

Waiver of Liability: This item is missing from the administration's budget proposal,
but should be added. Given the complexity of Medicare's eligibility rules and
definitions, providers of SNF and HHA services need the reinstatement of the
waiver of liability, whether the payment system is retroactive or prospective. This
is necessary to protect innocent, careful providers who unintentionally and on
rare occasion, make a coverage mistake and to ensure the timely availability of
services to all beneficiaries.

OTHER BUDGET PROPOSALS

Post-Acute Care Integrated Payment System: The Prospective Payment
Assessment Commission (ProPAC) has recommended the bundling of acute
and post-acute services into a single payment for the episode of care.
Superficially, the proposal to bundle payment for all post-acute services with the
prospective payment to the acute care hospital may seem to promote the
efficient substitution of care in cost effective settings and program savings.
However, in reality, it would create distortions in the marketplace and would shift
control of patients back to the hospital. Much of post-acute care, particularly
for the chronically ill, would suffer from the over-medicalization of the treatment
model. Also, hospitals would have on incentive to retain relatively lower cost
patients in their own nursing units and to discharge relatively higher cost patients
to free-standing facilities, but their incentives concerning payments would be to
retain more money to cover their own higher cost nursing units and to contract
with free-standing facilities at reduced rates. The trend towards integrated
delivery systems, combining primary, acute, post-acute and long-term care
providers with case management and equitable sharina of risk has a greater
potential to improve the quality of care delivered to beneficiaries and to
produce savings. This is mainly because there would be less bias towards the
most expensive providers.

The administration's budget proposal does not go as far as ProPAC's; it focuses
on bundling only post-acute services. As is clear from the earlier discussion of
PPSs for home health and skilled nursing facilities, there is a long way to go in
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perfecting case mix and other adjustments for those systems. The development
of a totally "site-neutral", case-mix adjusted, episodic payment system
predicated upon a standard core patient assessment instrument belongs in the
21st century or beyond. One can not debate the merits of such a concept now,
without any details. The health care world will look substantially different by the
time HCFA has the capability of designing any such system and the concept
may no longer be relevant. Certainly it is premature to grant the Secretary
blanket authority now to develop and implement such a payment system
through regulation at some future date. Whenever the Secretary has details of
a realistic system to propose, it should be done through the legislative process
with congressional oversight and adequate public participation. In the
meanwhile, AAHSA supports authority only for the Secretary to collect data
necessary for analyses of related issues. We do offer the caveat, however, that
SNFs are still in the process of computerizing the MDS and that any additional
reporting burdens on providers be weighed very carefully before any new data
collection efforts are started

Centers of Excellence: AAHSA is opposed to the expansion of this program to
include such procedures as hip and knee replacement and to include post-
acute services in the single rate because the acute care hospital often does not
have the necessary gerontological skills to manage Medicare patients needing
extensive post-acute care, rehabilitation and support services beyond the
medical model. The previous discussion of the current impossibility of case mix
adjustments to account for the related costs of an episode of care in just one
setting (a SNF or HHA) make this proposal seem even more farfetched. Given
those inadequacies, it is not realistic to expand this purchasing program.
Certainly such a program should undergo careful scrutiny and evaluation
before substantial expansion.

Purchasing Through Global Payments: Tne Admilnistration proposes a
competitive contracting process wiih hospitals or other entities for services
related to specific medical conditions. Payment would be based on
negotiated or all-inclusive rates. The contracting entity may offer incentives to
beneficiaries to enroll and may require lock-in for the services provided. Is this
some new form of managed care, disease-specific PSO, or what? What
organizational struci=ties, quality controls, etc. are intended?

AAHSA members are uniquely prepared to focus on the continuum of needs of
the chronically ill and they recognize the cost-effectiveness of high quality
preventive care and supportive services in maintaining the elderly in the least
restrictive setting. Ideally, however, such integrated care should be
comprehensive and focussed on the whole individual, not just on a particular
diagnosis, since the elderly frequently have co-morbidities and functional
limitations. A truly effective chronic care program would not necessarily
produce cost savings within 30 days and we question the value of such an
approach with only a 30-day lock-in.

AAHSA is supportive of measures to encourage innovative approaches on a
demonstration basis, but is opposed to open-ended provisions, such as the
Global Payments proposal, especially since it could mean a bundled payment
for acute and post-acute care with control going to the hospital.
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Definition of Transfer and Discharge: We understand the Administration's
proposal to redefine certain hospital discharges to be considered transfers, that
the hospital's payment would change, but there would be no changes for the
receiving post-acute care provider. AAHSA is opposed to the redefinition of
transfer and discharge from an acute hospital to any post-acute care setting.
Such a change would make it relatively advantageous for acute hospitals to
hold on to their patients longer than may necessary. Again, Medicare needs to
revise the length of stay assumptions on which DRG payments are based, in
order to benefit from the true savings of the post-acute care providers, who treat
subacute patients at a lower cost than do acute care hospitals.

User Fees: AAHSA is opposed to Medicare's imposition of user fees charged to
providers of Medicare services and services for the dually eligible for initial
certification. However, AAHSA recognizes that HCFA's resources for survey and
certification are insufficient to accomplish its current responsibilities without
changes to the process. AAHSA supports legislation to allow for deeming of
nursing facilities through a national private-sector agency as an option under
Medicaid as well as Medicare.

PACE and SHMOs: AAHSA supports the shift of demonstration sites in the
Program of All-inclusive Care for the Elderly (PACE) into full provider status
because the model has proven to be a cost-effective way to provide integrated
care to the frail elderly. In addition, new providers that meet the PACE
standards should be given permanent provider status. The extension of the
Social Health Maintenance Organizations demonstrations is warranted to allow
a full evaluation of this service delivery model.

Home Health Shift from Par A to B: AAHSA supports the trcinsfer of some home
health care coverage from Part A to Part B, recognizing that, in itself, this will not
reduce total HHA expenditures. However, such an interfund transfer can make
a significant contribution to prolonging the solvency of the Port A Trust Fund.
AAHSA emphasizes the importance of the Administration's accompanying
language which will ensure that the beneficiary bears no additional costs
resulting from this transfer of HHA benefits.

Payment for Home Health Services Based on Location Where Service is Provided:
AAHSA supports the administration's proposal that home health payment be
determined from the site where the service is actually furnished - the patient's
home rather than the HHA's home office and wants that proposal to be very
clear.

Respite Benefit: AAHSA applauds the administration's recognition of the crucial
role played by the family and other caregivers in supporting the elderly with
chronic health problems and disabilities. We realize that budget constraints
dictate a very small benefit. Respite care for beneficiaries suffering from
dementios is a reasonable place to start. The $7.50 per hour payment limit does
not seem at all realistic, given the level of care often needed by such patients.

The greatest need for relief often hits those caring for beneficiaries who are
totally homebound, totally dependent and needing a round-the-clock
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presence of a caregiver. To provide real relief to the caregivers, a brief escape
from their heavy burdens, and t6 permit them to carry on for longer periods on
their own, It may be necessary to offer a brief and temporary stay in a SNF.
including SNFs as respite providers could prove cost-effective In the long run by
delaying or preventing eventual admission of the dementia patient to a SNF for
long-term core

CONCLUSION

We recognize the need to move forward with new and improved payment
systems to cover Medicare SNF and HHA patients. Well designed and
implemented Prospective Payment Systems for all SNFs and HHAs could meet
many of the needs of the program as well as of providers and beneficiaries. We
are concerned, however, about imposing too rapidly any system thai has been
inadequately tested and Is based on insufficient data. In addition, the
Administration's initial level of payment reductions, ($9 billion from SNFs and $18
billion from HHAs over 6 years), are excessive, unnecessarily high and threaten
the provider's ability to deliver high quality care. Any additional budget cuts
imposed on Medicare providers would be totally unreasonable.

In conclusion, we recommend:

" The three-day prior hospitalization requirement be eliminated for selected
diagnoses;

" The PPS payments to acute care hospitals be revised to reflect more
accurately current lengths of stay;

" The Waiver of Liability be reinstated;

" The collection of necessary cost and utilization data and the evaluations of
the case mix demonstrations as quickly as possible;

" The refinement of quality assurance systems based on outcomes monitoring
to protect against negative impacts on patients of payment system changes
and reductions:

" The gradual implementation of PPSs o2&y after the development of complete
data sets that are needed, fair and equitable methodologies are tested, and
reasonable payment levels are set;

* Monitoring of program implementation to spot potential problems early.
Monitoring should include evaluation of the implementation phases and their
impact on the health care industry broadly and on SNF and HHA providers,
beneficiaries and their quality of care and the quality of life, in addition to
their Impact on Medicare's budget. Changes and revision of the PPSs should
be expected based on the evaluation.

We look fc' ,yard to working with you in the months ahead to help develop a
payment system that will work for Medicare, its beneficiaries, and the whole
post-acute care industry. Thank you for this opportunity to present the views of
the not-for-profit nursing facilities and home health agencies who are members
of the American Association of Homes and Services for the Aging.
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STATEMENT OF THE AMERICAN REHABILITATION ASSOCIATION
SUBMITTED TO COMMITTEE ON FINANCE

UNITED STATES SENATE
April 9,1997

Mr. Chairman:

This statement is submitted on behalf of the American Rehabilitation Association and
addresses the need for reform of the present system under which the Medicar program pays for
services rendered to its beneficiaries by rehabilitation hospitals and units.

The American Rehabilitation Association (formerly the Natiom Association of
Rehabilitation Facilities) is the largest not-for-profit organization serving vocational, residential
and medical rehabilitation providers in the United States. Our membership includes about 300
rehabilitation hospitals and units. My testimony addresses the need for a prospective payment
system for such facilities.

The objective of medical rehabilitation is to eliminate or mitigate disability. We seek to
restom a person's ability to live, work and enjoy life after an illnew, trauma, stroke or similar
event has impaired his or her physical or mental abilities. Most patients enter rehabilitation after
an acute hospital stay. About 450,000 people per year receive such services as inpatients In
rehabilitation hospitals or rehabilitation units of general hospitals. Many more receive such
services as outpatients. There are now about 200 rehabilitation hospitals and 860 rehabilitation
units in general hospitals recognized by the Medicare program.

Many of the conditions requiring rehabilitation services are associated with advancing
age, particularly strokes, arthritis and orthopedic conditions. Accordingly, a relatively high
percentage of the persons who need rehabilitation are covered by Medicare. In 1995 about 72%
of discharges from rehabilitation hospitals and units and 67% of total days of car were covered
by the Medicare program. These figures do not include Medicare beneficiaries who have chosen
to enroll in managed care plans. Thus, rehabilitation facilities are perhaps more affected by
Medicare policy than any other element of health care.

L THE CURRENT PAYMENT SYSTEM SHOULD BE REFORMED

Rehabilitation hospitals and units are excluded from the Medicare PPS and are paid for
services to Medicare patients on the basis of reasonable cost, subject to per-discharge ceilings
imposed under TEFRA. TEFRA limits were imposed in 1983 as a temporary measure. They
dismort the delivery and cost of hospital rehabilitation services in a number of ways:
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* TER A limits do not adjust for change in case mix and/or increased acuity of patients.
This means that completely legitimate increases in intensity of services or length of stay
will push a providers costs over its limit.

* TEFRA limits place pressure on rehabilitation hospitals and units to cut average length
of stay as a means of reducing per-discharge cost. By treating all rehabilitation
discharges as having the same value, the system provides a strong incentive to treat short
stay, less complex cases and avoid more severely disabled patients.

* New hospitals and units can establish limits based on contemporary wage levels and
other costs, thereby achieving much higher limits than older hospitals. Hence, hospitals
in the same service area may have widely differing TEFRA limits and reimbursement for
similar services. This has led to enormous growth in rehabilitation providers. Medicare
is paying the bill.

* This system inhibits the development of new programs for severely disabled patients by
existing providers, because any change in services that increases average length of stay or
intensity of services will likely result in costs over a TEFRA limit. Meanwhile the
Medicare program encourages the development of new rehabilitation hospitals and units.
This adds unnecessary cost while eroding the service capacity of established institutions.

* The administrative process for adjustment of TEFRA limits does not provide a remedy
because it does not produce timely decisions and does not recognize many legitimate
costs.

* Because HCFA routinely allows new providers much higher limits than older ones,
the construction of new hospitals and creation of now units is encouraged. There are
about four times as many rehabilitation hospitals and three times as many units now than
when TEFRA limits were introduced. Large incentive payments are being paid to new
hospitals while many older facilities lose money on Medicare patients because of much
lower TEFRA limits.

E. THE MEANS EXIST TO REPLACE TEFRA WITH A PROSPECTIVE PAYMENT
SYSTEM FOR REHABILITATION PROVIDERS

While some providers are helped and others hurt by this system, no one (including
HCFA) defends it. Its replacement with a rehabilitation prospective payment system (RPPS) has
been recommended by ProPAC repeatedly and the Trustees of the Health Insurance Trust Fund.
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In 1990 the Congress directed HCFA to submit recommendations for reform by April
1992. Nothing has been forthcoming. To try to fill this void rehabilitation providers funded
research to design a patient classification system to serve as the basis for a PPS for rehabilitation.
This work was done at the University of Pennsylvania and was highly productive. There now
exists a system of patient classification groups that include almost all Medicare patients. These
classifications, known as functional related groups (FROs), predict the duration and intensity of
rehabilitation services based on a patient's age, diagnosis and functional abilities on admission.

In the fall of 1995 HCFA awarded a contract to the RAND Corporation to evaluate this
system and, if it was found to be suitable, to design a prospective payment system for inpatient
rehabilitation. This work is substantially complete. RAND has reported to HCFA that FROs are
a sound means of predicting resource use and has developed a complete set of recommendations
with respect to case weights, outliers, treatment of transfer cases and other components of a
rehabilitation PPS. It follows the strcture of the acute PPS, substituting FRGs for the DROs.
Since it had a much larger database than did the original researchers in 1990, it refined and
expanded the system to 82 FRGs. The final RAND report which is due at the end of this month
will include the results of simulations of the system, and recommendations to assure that quality
is maintained and any perverse incentives are eliminated or mitigated.

All that Is needed s legislation to Implement it. We are not talking about pie In the
sky, but rather a technically sound system designed for HCFA that can be Introduced with
modest lead time.

Adoption of a payment system whereby hospitals are paid based on the types of patients
they treat is needed. It would eliminate the incentive in the present system to develop new
hospitals and units (adding ever more cost) and compensate all providers based on services
provided rather than the completely arbitrary and inequitable TEFRA system. Most importantly,
a PPS for rehabilitation would eliminate the most perverse aspect of the present system-the
explicit message to hospitals to avoid severely disabled patients. The Congress never envisioned
such an effect when TEFRA was adopted as a temporary measure.

A PPS for rehabilitation, even if budget-neutral upon adoption, would result in
considerable savings to the Medicare program by eliminating the strong bias in favor of new
providers. In the short term some providers of services would receive less in Medicare payments
as the inequities of the present system are rectified. But, payments based on patient need can
only serve the legitimate interests of both hospitals and patients - and the government - over the
longer term.

Legislation has been introduced in the House to authorize PPS for rehabilitation facilities,
based on the payment system developed by RAND. The text is suitable and is commended to the
Committee. It is H.R. 585 the Rehabilitation Hospitals and Units Medicare Payment Equity Act
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of 1997.

IL THE PRESIDENT'S MEDICARE PROPOSALS WOULD NOT FIX THE FLAWS
OFTHETEFRASYSTEM

Unfortunately, the Presides proposals for Medicare reform do not include a PPS for
rehabilitation, although bpspecm paymt systems ae proposed SNFs and HHAs. The
Administration would continue the thoroughly discredited TEFRA system, albeit with
adjustments. This is essentially an endoue of present payment policy, for which no
affirmative defense is (or can be) offered. TEFRA has failed to control costs and has distorted
patient care in the process. In its 1996 Anmal Report ProPAC reported sharply higher payments
for rehabilitation and long term hospitals This was found to have occurmd largely because of
the TEFRA system which, ProPAC noted, "encourages the development of new facilities and
rewards those that have high costs." In its 1997 report Pt*PAC was stronger on this point. It
recommends a case-mix adjusted prospective paymet system for rehabilitation hospitals and
distiact-part units should be implemented as soos as possible. It stated "Because the work to
develop a prospective payment system based on FIM-FRGs should be completed soon and the
system has strong support from the rehabilitation implementing in the near term is
feasible."

The President's proposals would continue the incentive under TEFRA for providers to
avoid severely disabled patients. This flaw will continue until a prospective payment system
which adjusts payments for case mix is adopted.

The Administration's proposal for tinkering with TEFRA are discussed below. They are
a mixed bag. Their worst feature is the illusion that they cure the flaws of present law, without
doing so. They would not provide for adjustment of payment to case mix. Only a PPS will do
that, but enactment of them would liky be taken as having "fixed" TEFRA and thereby
eliminate the need for a PPS, a very unfortunate outcome. An analysis of the components of the
President's proposals based on documents received to date and discussions follows, without
having the final documents or language

* Rebasing of TEFRA Luuits. Th Administration would rebase TEFRA facilities
using an average of FYs 1992 and 1993. While rebasing has the superficial appeal of making all
equal by adopting recent cost as the basis for future limits, in fact rebasing would perpetuate the
inequities of the past. It would lock into new TEFRA limits the discriminatory effects of old
ones while doing nothing about the obvious wed for a payment system that reflects case mix.
Were these interim measures tied to a date for implementation of a PPS they would be more
suitable. However, enactment of these proposals would likely be used to rationalize further delay
on a PPS and thereby do more harm than good. The Budget proposes to keep TEFRA through at
least 2002.
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* Elimination of Incentive Payments. If TEIRA limits ar rebased there should be an
incentive to reduce cost per discharge under new limits. Rebasing would eliminate Incentive
payments relative to old limits. There Is no reason to eliminate them with respect to new ones.

* Floors and Ceilings on Lihnts. No TEFRA limit would be less than 70% of the
national average (for the appropriate type of provider) and adjusted for regional wage variations.
This is a good idea, if done as an interim measure. A ceiling of 150% would be applied as well.
As temporary expedients these actions might mitigate the effects of the TEFRA system, but
without a case mix adjustment factor, they have no fundamental logic.

* Updates. An update of TEFRA limits at market basket minus 1.5% has the effect of
continuing to encourage providers to admit and treat low cost patients and avoid more disabled
and complex cases. Without adjustment of payments for case mix, lowering limits inevitably has
this effect. This proposal again makes the case for a PPS so that payments are scaled to patient
need and the efforts of smaller updates apply evenly to all facilities and patients.

* Reduce Capital Payments. The Budget proposes to reduce capital payments by 15%.
Without a PPS, in which capital cost would be subsumed, this proposal is quite arbitrary. Most
new facilities, the creation of which was induced or aided by the TEFRA system, have much
higher capital cost than older ones. They would still receive much higher payments.

OBRA 93 Variable Updates. The provision of variable updates, depending on
whether a hospital or unit's costs are over or under its limit, is a sound idea. Under OBRA 93
facilities with limits 110% or more over their limits received the full market basket for TEFRA
facilities as the update. Facilities under their limits receive the market basket minus 1%. This
authority was enacted for FYs 1993 -1997. It would be eliminated under the Administration's
proposals. If rebasing produces less variance from limits it may have limited effect immediately
after rebasing, but over time TEFRA limits will inevitably become obsolete. This authority
should be retained to protect facilities over their limits.

* Adjustnents. The President would largely eliminate administrative adjustment of

TEFRA limits. This makes no sense, particularly when coupled with the use of TEFRA well into
the future. Since there is no case mix adjuster in the system it is essential that recourse to
administrative adjustments continue.

* OBRA 90 Cost Sharing. This provision would largely be eliminated by having it
apply only to cost more than 10% above a limit. Since most cost over limits is in this band the
effect of this change would be to largely eliminate the source of relief. The present system
should be retained.
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* Redefinition of "Transfer". The Budget contains a proposal for reducing certain PPS
paymentss for acute hospital services when a patient is moved to a rehabilitation provider. This is
accomplished by defining such a move as a 1uf, rather than a discharge and admission. This
change would provide an incentive to retain patients in acute beds longer, rather than initiating
rehabiitation in a timely manner or sending them home when it may be inappropriate. It also
would destroy the concept of averaging, an essential ingredient of the DRG system, by reducing
payments on stays below the average, but no greasing them for stays over the average.
ProPAC has recommended against any such policy. It should be rejected.

Authority for a Compremuuve Post-Acute Prospectiv Payment System The
Administration proposes that HCFA be given stautory authority to implement a comprehensive
PPS for all post-acute services rehabilitationo SNF, HHA, long taem care hospitals). Apparently,
the adoption of any such system would not, under any cimcumstmce, be during the five-year
period for which projections are made in this Budget proposal This means that the adverse
effect of the TEFRA system will continue put FY 2002. Unless the Congress enacts a PPS for
rehab, a "temporary" measure to control costs pending a PPS will last at least 20 years

Does the notion of a comprehensive payment system for post-acute services make sense?
Perhaps in the long run. Does it make sense to continue a flawed system in the meantime, when
a better alternative is available? Absolutely not.

Prospective payment schemes are proposed for SNFS and HHAs, when the
methodologies for these types of providers a less developed and discrete than that fashioned by
RAND for rehabilitation patients. If PPSs for these providers do not prejudice the movement to
an ultimately unified payment.system for post acute service, neither does one for rehabilitation.
The stated goals of such a system are to recognize the relative costs of treating different kinds of
patients and to avoid incentives to treat patients in one venue or another, depending on payment.
These goals can be achieved for rehabilitation by implementation of the RAND payment system
for rehab. If, and as, HCFA perfects an alternate or complementary system, a RPPS can be
modified accordingly or integrated into it. It is hard to imagine a comprehensive case-mix
adjusted system that is incompatible with the weigtings produced by the FRO system. Thus,
early implementation of a PPS for rehab based an the RAND report will further, not retard, the
longer term goal.

IV. BUNDLING REHABILITATION INTO THE DRG PAYMENTS IS A POOR IDEA

From time to time, it has been suggested, most recently by a CBO report "Medicare
Spending on Post-Acute Care Services: A Preliminary Analysis" that rehabilitation services
should be "bundled" into DRO payments. PoPAC has recommended that a demonstration of this
idea be started. This is not a good idea, or at least the mechanics are sufficiently difficult as to
defeat the principle.
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It is assumed that 'bundling" means increasing a DRO payment and making the DRO
provider responsible for rehabilitation and other post-acute services. Presently the DRO payment
covers only the acute stay, and the provider of rehabilitation is paid separately.

The main reason to oppose bundling is its potentially adverse effects on patient care.

Acute care medicine is addressed to the immediate medical condition of patients. It
focuses on the pathology and chemistry of a given diagnosis. Rehabilitation is concerned with
the patient's ability to function-to perform the daily activities of living, working and otherwise
enjoying life. For example, in the acute phase, a physician attending a stroke patient is
concerned with reducing cranial swelling and the potential for another stroke through drug
therapy. Rehabilitation of the patient would center on restoring or improving his or her ability to
walk, talk, use his or her arms and legs and adapt to any residual limitations of these functions.
This is done through the interdisciplinary provision of physical, occupational, speech and other
therapies, as well as psychological counseling to deal with the depression that often accompanies
newly experienced physical disability. Rehabilitation also involves working with families and
others who are affected by the patient's condition and whose response is likely to affect the
patients progress.

Good medical practice calls for the coordination of these different types of services, but
in concept and philosophy they are quite different.

The fundamental problem with bundling rehab into DROs is that it creates a conflict of
interest for acute providers, who will have a strong financial incentive to deny or abridge
rehabilitation services. About 860 hospitals have rehabilitation units, but most do not. There are
over 5,000 hospitals in the country. The incentive to give short shrift to rehabilitation is
particularly telling in the case of a hospital that must refer the patient to another provider for
services. Thus, bundling would likely reduce the availability of rehabilitation services and/or
encourage the creation of more rehabilitation units, duplicating capacity that now exists.

Further, to my knowledge there is no basis for computing the amounts by which DROs
should be increased for rehab (and/or other post acute services). Such costs vary widely
depending on the patients diagnosis, age, degree of impairment, family circumstances, medical
condition and other factors. As noted, a patient classification system for rehabilitation patients
has been developed and we hope it will serve as the basis for a PPS. It does not, however, tie to
DRGs. Rather, its primary element is the functional status of a patient upon admission to
rehabiitation. Thus, any bundling of rehabilitation into DRGs would be extremely arbitrary and
therefore harmful to patients.

Finally, there is no current system to monitor whether care is appropriately provided
under such a system; in other words, to measure outcomes. Rehabilitation providers are unique



115

in the health care system in that they focus on ou coue-t improved fictional capabilities of
their patients. A decline in utilization of their services, which would inevitably accompany
bundling, would result in a loss of such focus and higher levels of residual impairment and
dependency. It would also likely result in higher aote medical costs as patients do not regain
fAnction and independence.

For these reasons we believe that bundling rehabilitation into DRGs is a very poor idea.

V. CONCLUSION

The actions taken by this Commitee and this Congress with respect to the Medicare
program will have profound effects on peaons who have or acquire disabling conditions. The
actions we recommend will preset and enhance the availability of rehabilitation services to
Medicare beneficiaries while eliminating wasteM and inequitable practices under current law
and provide for longer tam budgetary savings
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hearing on Post-Acute Care Payment Policies Under Medicare

Mr. Chairman and members of the Committee, on behalf or Home Care Association of America
(HCAA), I am pleased to have the opportunity to share our views concerning the critical issues
related to Medicare payment policies for post-acute care services, especially home health care. I
would like to begin by commending Chairman Roth for'convening this hearing to address the critical
need to control the rate of growth in Medicare spending, while assuring that necessary services will
be provided to the most vulnerable members of our society, our nations elderly. HCAA applauds and
embraces these attainable goals. HCAA represents the voice of 400 freestanding home care agencies.

This submittal Is divided into four sections: 'ction I - What This Committee Can Do Now;
Section I - Our Response to commonly asked questions; Section IlI - A Comparison of
HCAA's "Per-Visit" PPS Plan to "Per-Episo de"; and Section IV - Other Issue.

Before beginning, HCAA would like to clarity that the "Revised Unified PPS (Home Care) Plan"
presented to the Congress does not have the endorsement of the only two national associations
exclusively representing freestanding agencies; nor does it have the endorsement of our respective
state chapters. Noticeably absent from their "Declaration of Support" are the signatures of both
HCAA and the American Federation of Home Health Agencies, AFHHA (AFHHA, similar to HCAA,
is the other national trade association representing an equally large number of freestanding agencies.).
HCAA would like to be included, as a witness, in future meetings/hearings on home health care. We
are concerned that, although freestanding agencies represent the largest group or providers, the list
of "home health care" witnesses (excluding the AHA) testifying before the Health Subcommittee of
the House Ways and Means Committee consisted of two VNAs and one chain--there was no home
health care representation by freestanding proprietaries. While we support the right of other
associations to have their voices heard, HCAA is compelled to ensure fair representation of our
members' values and beliefs and of the rights of their patients. We believe that fair representation is
also necessary in order for the goals of this Subcommittee to be effectively accomplished.

SECTION I - WHAT THE COMMITTEE CAN DO NOW

(a) Stop Fraud and Abuse Enforcement-How? Have Industry (Preferably
AHCA and HCAA) Representatives on ORT task force and place limits
on ORT over-zealous surveyors.

4
(b) Stop Improper Hospital "Double-Dipping" (Once in their DRG

"charge" based rates and then again in their SNF and Home Care
"cost" based rates). - How? By eliminating the allowablity of Hospitals
Administrative & General cost allocations to their Hospital-Owned SNFs
and Home Care Facilities.
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(c) Stop Inappropriate Hospital "Self-Referrals" - How? By
requiring HCFA to enforce 42CFR 424.22 against Hospital-Owned
agencies who are violating the Law.

(d) Stop Unjust Cost Caps (that currently propose home care skilled nursing
and home health aide Cost Cap Limitations, for all agencies nationwide,
at levels BELOW Pre-Freeze levels). -How? Instruct HCFA that when
such a condition exists, Cost Caps must be made equal to Freeze levels.

SECTION I1- ANSWERS TO COMMONLY ASKED
QUESTIONS

(a) Fraud and Abuse Enforcement- ORT & Need For Industry Input

No one industry organization has shown more concern over fraud and abuse in home care than
HCAA. In fact, HCAA's Chairman, Dwight Cenac. delivered a scathing report to HCFA on
November 11, 1992 pinpointing abusive activities by both ABC (a $600-million, 400-office chain
operation) and other mega agencies utilizing subcontracted staff at greatly inflated prices. In a
subsequent telephone follow-up, Mr. Cenac queried HCFAs Mr. Eric Yospe, a HCFA official bearing
some responsibility for the audits of home care expenditures nationwide, on dealing with these
abusive issues, and provided him additional information on how a major abuser of subcontract
services in Miami, Florida (Hospital Stafing Services, Inc. (IISS), a $90-million, multi-office chain)
was improperly milking the Medicare program millions each month. For the most part, the activities
reported by Mr. Cenac were discarded by HCFA--although, MUCH LATER, a great deal has been
said to Congress about these activities; and no credit has been afforded to the freestanding agencies
for our attempts to help police such mega felons. In fact, years before the OIG prosecuted these
felons, HCFA's Yospe stated, in response to the allegations of impropriety raised by Mr. Cenac, that
HCFA had no way of ascertaining the fair value of subcontracted services, and that there was nothing
wrong with HSS's exclusive utilization of subcontracted nurses--even after he was informed by Mr.
Cenac that such subcontracts were from separate corporation(s) OWNED by the referring physicians.
What is greatly troubling to HCAA is HCFA's and the OIG's misrepresentations that freestanding
proprietaries (who generally bill less than $10 million annually) are, somehow, similar to these mega
chains and self-referring physician practices; and, somehow, should be subjected to increased
scrutiny--now under the umbrella of ORT--because of such felons. HCAA is not opposed to
investigations of fraud and abuse. In fact, as stated above, HCAA has attempted to bring such issues
of fraud and abuse into light--years before they were brought to Congress, or for that matter,
before the felons caught. What HCAA is opposed to, however, are two issues: first, the
unwarranted singling out of freestanding agencies--while, at the same time, the unwarranted selective
exclusion of HMOs, hospital-owned agencies and chains from ORT's process; and second, the
improper use of excessive force by ORT's inexperienced and overzealous surveyors aimed at expelling
freestanding agencies from Medicare participation by improperly interpreting guidelines that they
are NOT similarly and simultaneously applying against hospitals and chains. It is in this spirit
of fair play that HCAA appeals to this Subcommittee (1) to properly and uniformly channel the ORT
task force; and (2) to request the incorporation of valid industry input, such as HCAA, into the
selection and investigation of today's sophisticated health care thief. Although Peg Cushman
testified on behalf of NAHC and the home care industry, she later told HCAA that NAHC's legal
counsel, Mr. Bill Dombl, failed to notify her of the ORT abuse hearing he attended on behalf of
NAHC member CSM (a freestanding agency in California). HCAA was concerned regarding the
failure, In the testimony given, to reference the real atrocities occurring against the freestanding
agencies under the umbrella of ORT. CSM Home Health Services, Inc., is a 10-year-old Los Angeles
agency, which has spent more than $60,000 on legal and consulting services to fight its improper
Medicare decertification after an ORT survey.

40-630 - 97 - 5
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One independent home care news reporter stated that the CSM story is not new--in fact, "In
California, 26 of 40 planned surveys were completed last month, voluntarily withdrew from the
Medicare program; and one filed for bankruptcy. Think that because you're not in one of Operation
Restore Trust's five targeted states, youll escape its increased scrutiny? Think again. The latest state
to be snared by the fraud initiative is Tennessee." The presiding judge over the CSM case, the
Honorable John G. Davies (Case No. CV 96-4651-JGD),United States District Court -Central
District of California, could find no legal grounds (this Is precisely why this Subcommittee's
intervention is needed) to grant CSM relief, although he definitely wanted to. Judge Davies
said of the ORT process, "I think the surveyors - I think CSM ilome Services has a case. The
evidence that is before me that I have perused, read, considered, leads me to those conclusions.
The Surveyors, I had the Impression, were not reticent to wear their power on their cuff and
to manifest it and exercise it in ways that are undesirable In today's society. The bureaucracy
overreacted once again. That is my view of this case. But, what relief can ! give you?"
What follows is a portion of the sworn testimony of one of CSM's key employees. It is given this
Subcommittee as a reference point of the type ofagency being abused by the unbridled ORT process.
as it currently operates. "I, Jean R. Murphy, R.N., have been a registered nurse for over twenty
years, a portion of which was served as an officer and flight nurse in the United State Air Force. I
have approximately thirteen years of experience in home health care as an administrator and/or
consultant. I am currently administrator of CSM Home Health Services, Inc. I have held this
position for four years. CSM has been serving Los Angeles' underserved minority communities since
1985. These communities include the Rampart District, South Central Los Angeles, Koreatown and
other primarily minority communities. CS v'; clerical andfield staff are also primarily minority.
CVM staff continued to serve their clients during the 1992 riots under security guards. During
the Northridge earthquake, my staffforsook their families to rush to the aid of their patients.
One black certified home health aide was present in a board and care facility during the
earthquake; and placed several residents under mattresses to protect them as she, herself, braced
and quieted their fears,. The CVM Director of Nurses stood in water without power using her
cellular phone to try to reach staff and patients to ensure their safety, despite the fact that she,
herself, was in peril because the gas supply in her apartment had not been turned off and had
been evacuated for fear of explosion. One of CS¥M's clinical supervisors nas carjacked and
robbed at gunpoint while she sat in her car solving a patient crisis on her mobile phone. Another
registered nurse, whose husband had driven her to a patient's home after the riots, was shot a,
they sped awvay to avoid being carjacked or killed GVM has undergone Medicare recertification
surveys annually since its founding. These surveys have been conducted by the surveyors from
the Department of health Senicev, who have found only minor deficiencies with GIVM's
compliance with Medicare Conditions of Participation. CGM respnded to these deficiencies with
corrective action plans; and there have ne er been any termination actions initiated against CSVM
as a result of these minor deficiencies. "

HCAA asks the question: Does the Committee believe that CSM Is the type of agency at
which ORT should be targeted?

For the record, below is a sampling of the ORT findings used against CSM, as the basis for booting
CSM out of Medicare (None of the findings were related to patient care--odd isn't it?):

G104 - Standard: Exercise of Rights and Respect for Property and Person. The surveyors
alleged first that there was a conflict between CSM's admission consent form and CSM's patients right
form. CSM believes that it was in full compliance with this standard at the time of the survey, since
the general consent form simply authorizes the agency to begin treatment; and the patient rights form
gives the patient the right to reffise any specific treatment at any time. However, CSM amended both
of these forms to comply with the surveyors' expectations. The Surveyors also alleged that CSM
had deficiencies in informing patients of the State home health hotline number, because some of the
patients could not explain to the surveyors the purpose of the hotline. However, the regulation
requires only that the hotline information be provided to the patients in writing. Upon admission,
CSM provided (verbally and in writing) all of the information regarding the hotline number to each
of the surveyed patients.
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G;103 - Standard. Rftht to be Informed and Participate. The surveyors alleged that CSM was
not in compliance with this standard because one patient claimed that he was not informed of his
patient rights and was not included in the plan of care. However, CSM had documentation that this
patients had signed a patient's rights statement; and, therefore, was informed of his rights.
Surveyors also alleged that one patient was told by a physician that he wanted the patient to be
referred to CSM. CSM did not condone or request this action by the physician; and, therefore (I
believe) cannot be held responsible for the physician's actions. Further, this alleged problem does not
appear to be covered by this regulation; and, therefore, CSM was not out of compliance with this
Standard.

Other issues cited by the ORT surveyors were similar AND were not patient care issues

HCAA is not alone in its concerns and observations regarding the need to oversee such ORT policies.
TestimoMy given by Suan Bailis. AItCA. states that the Subcommittee should "carefully monitor

the implementation of de 1995 &rvey, Cerfificaliot and Enforcement rules to ensure they are cost-
effective, and are not abused by over-zealous Insvectors and are enforced fairly and evenly. "

The final comparison I would like to make, to what is happening in the ORT process, was best stated
by Ann Chadwell, Knight-Tribune News Service. Ann states that, "Behavior that is high-hanldedand
harsh from people in control toward people economically beholden and unable to fight back Is
checp." Ann shared a story to make her point: 'There's a great story about passengers mobbing the
reservation counter after a cancelled flight. Airline personnel were doing their best to rebook
passengers quickly. A demanding passenger pushed to the front of the line, pounded on the counter
and shouted repeatedly, ' You have to get me on this plane.' The reservationist remained
accommodating and unrattled. The passenger's tirade became even more incensed and insulting. 'Do
you know who you're talking to?' he shouted. 'do you know who I am?' The reservationist calmly
took the microphone and announced over the intercom, We have a passenger who doesn't know who
he is. Will someone who knows this passenger please come identify him? That caused the other
passengers to erupt in applause.* This fine example was given to me by my thirteen-year-old son,
Dwight Cenac 11. i believe that America would cheer a Subcommittee which properly brought
back into-line an out-of-order bureaucracy which has lost touch with the issues.

(b) Hospital "Double-Dipping" - Overcharging Medicare Billions (ror IIHA
and & SNF Covered Services)

Recently during a hearing in the House Ways and Means Committee, one committee member
repeatedly asked the NAHC and PPS Work Group home care representatives about the impact of
hospital "double-dipping" and self -referrals (See section (c), below, for our separate concerns on
self-referrals.) upon the home health care industry and upon their PPS "per-episode" proposal. I
believe most agencies would be shocked to hear that the only response given was by Mr. Hoffman
(one of the two spokespersons for the PPS work group), who stated, "I have never given it any
thought." This is a most incredible response, given the massive amount of adverse publicity this
activity has received in Texas (Mr. Hoffman's state of residence). HCAA does not concur with such
unreliable testimony. Today's flawed reimbursement to hospital-owned agencies (and SNFs)
essentially allows hospitals to commit legalized fraud/abuse by "double dipping" Medicare funds.
Today, hospitals are rapidly jumping into home health care and unethically blocking referrals to
freestanding agencies because they've discovered a reimbursement loop-hole that allows hospitals to
get paid twice. They are able to do this once with their Medicare DRG rate, which includes their
administrative costs, and then by allocating this very same administrative cost to their
hospital-owned agency. In fact, hospitals are even purchasing agencies whose owners have been
convicted of fraud (such as Health Masters). Hospital Medicare reimbursement needs to be changed
to stop hospital administrative "double-dipping," falsely called "cost shifting." A "cost shift" means
just thail It means shifting a cost to another location.
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It does not mean "duplicating" the cost somewhere elsel Patients were supposed to be guaranteed
a choice of health care providers HCAA findings can best be compared to the testimony given by
Susan S. Bailis, representing 11,000 freestanding SNF's who are members ofthe American Health
Care Association (AHCA). Ms. Bailis shared in her testimony (again before the House Ways and
Means Committee) the need to stop rewarding inefficient hospitals through Medicare's failure to
recelebrate DRG's (improperly allowing hospitals to double-dip Medicare in the SNF market as well).
HCAA shares Ms. Bailis's concerns about iICFA's unwarranted "desire to continue to subsidize less-
efficient and more-costly hospital-based care." Identical to HCAA's concerns, Ms Bailis testified as
to "incentives for hospitals to allocate labor, administrative, and general costs over to PPS-exempt
SNF units (one Executive identified $50,000 per bed as a common figure); and the ability of hospitals
to receive a cost-based payment higher than a freestanding SNF, in addition to the fill DRG
paymenL". AHCA proposed, and HCAA agrees, that hospital "DRGs be examined and recalibrates
according to severity of illness and length of stay." Although most experts (including testimony by
Ms. Bailis and testimony by Joseph P. Newhouse Ph.D., Chairman of ProPAC) agree that the
recalibration of DRGs is needed, they seem to be at a loss with regard to how to get it done. HCAA
proposes, therefore, that the only other appropriate interim solution is to simply STOP the hospital's
double-dip allocation (to Medicare), of its administrative costs (already included in its charge-based
DRO), to cost-reimbursed home health care or SNF care rendered in facilities owned by the hospitals.
HCAA has calculated that Medicare could save $1.2 Billion annually (in the home health care market,
alone) by stopping this double dip. AHCA calculates that Medicare could save "$9 Billion per year
(in the SNF market)1"

(c) Improper Hospital Self-Referrals

Again, HCAA is concerned over the lack of response, given by the "so-called" home health care
representatives who have testified before Congress in the past, who do not inform Members of
Congress about unethical self-referral tactics by hospitals. In this age of the "free-market", Medicare
Patients should have the ight to freely CHOOSE their Medicare Provider. The issue of self-referrals
should be of keen interest to this Committee for the following four key reasons:

(1) Self-referrals cost Medicare significantly more.

The Congress has already received testimony to the effect that home care, provided by hospitals,
costs more. Evidential testimony was given to this effect by HCFA, ProPAC, AHCA (similar SNF
substantive testimony), and even the AlIA which (unbelievably) petitioned to keep such overcharges
legal.

(2) Self-referrals create inappropriate market dominance and deny patient
choice.

The best response was made by AHCA, which testified before Congress that such inappropriate
rules are "directly attacking our ability to compete in the sub-acute Medicare marketplace."

(3) Self-referrals (from physicians) have already been legislated as Non-
Allowable (But HCFA refuses to enforce this Regulation when it applies to
hospitals.).

Unfortunately, HCFA has blatantly refused to enforce 42 CFR 424.22 in a even-handed
manner against hospitals which violate this significant policy. Specifically, 42 CFR 424.22
prohibits Medicare (FICFA) from paying clahns to hospitals (and all other home health care
agency types as well) for any home care referrals received from physicians compensated more
than $25,000 annually.
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(4) Self-referrals create overutilizalion (and hence costs) of home care services.

Surprisingly, no one testified before the Congress on ProPAC's finding of hospital overutilization
of home care services WHEN they own the home care agency they self-refer to. The June I, 1996
"Report To Congress" submitted by Joseph P. Newhouse, who testified before the louse Ways
and Means Subcommittee on health, stated that, "llospital-based providers also were likelier
than free-standing ones to treat beneficiaries who had been in the hospital."

The vital issue ofabusive hospital self-referrals is not as prominent in SNFs as it is in home care. We
believe this is so because patients are normally familiar with the differences between a freestanding
SNF and the hospital's; whereas such familiarity is not known for home health care. The primary
reason that self-referrals is such a critical issue in home health care is because hospitalized elderly
patients are victimized, by hospital staffers, into believing: first, that the hospital is the only provider;
and second, that only the hospital-owned agency is capable ofgiving them the specialized care they
need once they are discharged to their homesetting. The issue compounds itself because hospitals
are purchasing physician practices and then mandating the physicians to self-refer to the hospital's
owned agency. This "purchased* physician self-referral practice is supposed to result in denial of
claims, based upon 42 CFR 424.22. Enforcement of 42 CFR 424.22 clearly falls into the jurisdiction
of JICFA as it is a claim-denial issue, not a fraud issue--and on June 18, 1996, the OIG brought
this to llCFA's attention! Specifically, the Chief Counsel to the Inspector General, D. McCarry
Thornton, "copied" HCFA's Thomas E. lHoyer slating, "!ICFA has the responsibility for enforcement
of these regulations." Eli's Home Health Care Renor, stated that after the Thornton letter, IICFA
itself will not issue further clarification on the issue. "They're going to adhere to their current
interpretation (meaning hospitals are not permitted to self-refer) and their current 'enforcement'
(which means no enforcement of the Law against hospitals), one source says." Another, notes that
"IJCFA will now let the courts decide the extent to which 42 CFR should be enforced (even though
HCFA has made NO disallowances against violating hospitals) and whether or not hospital-based
agencies should be granted a moratorium, as they have requested. 'Whether HCFA is going to do
anything more than it has in the past, such as disallowing these claims, I don't know,' adds Pyles."
HCAA has asked for a meeting with I ICFA's chief, Dr. Bruce Vladeck, who testified before the
Subcommittee, to uncover the truth as to why his office will not enforce 42 CFR 424.22 in an even-
handed manner. However, Vladeck privately told IICAA that he will not meet on this matter.
IICAA feels it is Imperative that this Committee require lICFA to even-handedly enforce the
regulation (42 CFR 424.22) against violating hospitals; and then, if necessary, let the courts
decide. To be fair to the hospital industry, liCAA would request that the Committee require
HCFA to first, and immediately, instruct its Contractors and Intermediaries to notify hospitals
about this potential liability; and then, make disallowances for referrals from physicians whom
they compensate, directly or indirectly, over S25,000 per year. iCAA wishes the Committee to
know that this vital issue (self-referral) is not one evolving from the interest of hospitals in patient
care, as there were few hospitals rendering home health care before DRGs. The issue is clearly one
created by the hospital's ability to be paid twice (see (b), above, on the "double-dip") and to
get paid "twice as much" by (improperly) monopolizing referrals. Specifically, there are two
well- known industry suits recently filed (in Texas) against Columbia/HCA on the very issue of
hospital improper self-referrals. One suit is a "whistle-blower" action filed by Dr. James Thompson,
a family practitioner in Corpus Christi, Texas, contending, according to a November 11, 1995
Associated Press story, that "Columbia-HCA Healthcare Corp., the nation's biggest hospital chain,
paid doctors illegal kickbacks (including cash, free vacal '-,,: and cheap office rentals) in exchange
for patient referrals". The second is a class-action suit ,led on January 17, 1996, again, against
Columbia-HCA, by a freestanding proprietary agency (CHS of El Paso,lnc - El Paso, Texas) alleging
that Columbia-HCA owns four hospitals in El Paso and is employing monopolistic practices by having
"pressured physicians with staff privileges" and "profit incentives" if they'll stop referring patients to
CHS companies.
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These instances of impropriety are far from alone. Some further examples of such hostile self-referral
hospital tactics are recounted here as quoted form the June 3,1996 issue of Eli's Home Health Care
ftW: "'As we continue to see more hVdital get involved in the home health side of the busineSo
outside the confinement of the hoViltal, our referrals continue to dry up,' notes Glen H. Beussink,
Executive Director of Cape Girardeau, MO-based home care provider Health Data Services, Inc.
Marilyn LeVassemr, MS, RN, Administrator of Family Nurse Care in Brighton, Ml, also says that her
revenues have been hurt by a local hospital's getting into home care business. 'In April of this year,
the only hospital in the county became affiliated with a multi-hoxpital organization, and our
referral. decreased 30 percent,' LeVasseur says. According to Beussink, 'many of the physician
are pressured ever so slightly to use the hospital services. 'The American Federation of Home
Health Agencies (AFHHA) also notes that 'we have received many reports that physicians have
refused to sign home care orders unless die patient agrees to use the hopital-batsed home health
agency.' The National Home Infusion Association (NHIA) agrees, noting that 'otr organization
rttinely receive.; calJfivom both outpatient providers and physicians indicating that haspilals are
itxwrtaingypreming phy ciar andpatientv, both directly and indirectly, to utilize the hospiltaLv'
own services. 'Phyllis W. Fredland, RN, Director of Nursing for Health Personnel Incorporated in
McK&v'! Rocks, PA, also observes that 'here in Pittsburgh, if doctors refer to another entity outside
the hospital, the hospital can revoAe their privileges. 'In our area, they are nothing le.s than
preckit or.' According to Robert J. Brock, vice-president of At IIome Ilealth Care in Redwood City,
CA, hosppitals 'discard literature we deliver to the hospital." HCAA uncovered another
contemptible tactic used effectively by hospitals to prey on their medical staff employees. In a
misleading letter to home care agencies in its California community, Scripps Memorial Hospitals, in
San Diego, California, stated, "It is the intention of Scripps to give to our patients reasonable choice
in their selection of healthcare providers." The real truth of its intentions is shown, however, in its
February 16, 1996 secretive internal memo written to its Medical Staff (as a basis for restricting
freestanding home care agencies from receiving referrals). It read, "We believe it is critically
important to keep patients within the Scripps health system whenever possible. This enables Scripps
to deliver its premier quality care while assuring continuity of patient care throughout the system.
When patients leave the system and are enrolled in other home care agencies, we lose jobs for Scripps
employees, dollars for the Scripps system, and risk adverse patient outcomes as a result of care that
may be less than the Scripps standard.' Caught red-handed in its deceit, Script gave this arrogant,
and yet weak, defense for its actions: alleging that, somehow, care given by others Is not up to its
premier standards (forget Medicare's); "patients are encouraged to use Scripps' facilities because
the recommending personnel have first-hand knowledge of the quality of those services."

SECTION III - A COMPARISON OF PPS PLANS
(A COMPARISON OF THE PPS 'PER-VISIT' PLAN TO THE 'PER-EPISODE')

WHY A "PER-VISIT" PPS PLAN WILL WORK

ANY PROSPECTIVE PAYMENT (PPS) PLAN SHOULD GUARANTEE FIVE THINGS:

1. That we pay for what patients receive (Not for what they don't). There should be
incentives to provide needed care, not incentives to deny it when our elderly need it most.

2. That the Government has the opportunity to share in savings.
3. That Medicare expenditures are "truly" contained.
4. That Medicare rraud/abuses are curtailed.
5. That a Medicare Review Program Is In place to ensure quality care Is being given.
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IICAA'S PPS "PER VISIT" PLAN GUARANTEES SAVINGS AND QUALITY CARE:

At the very core of HCAA's proposed PPS Plan, is our guarantee to provide care to the nation's
elderly at an agreed-upon national cap for home care expenditures; thereby, controlling cost increases,
and realizing a savings for the Medicare program. Let's not repeat the tragic premature
implementation or PPS in home health care that occurred in 1983 For hospitals, by implementing
an untested "per-episode" DRO PPS plan, resulting in today's four-fold cost increase. HCAA
proposes a PPS plan that is based on per-visit (thus, guaranteeing the incentive is on providing care,
not on denying care). Our plan also promised the opportunity for the government to share in savings
(unlike a per-episode method wherein the payment becomes the ceiling and the government is thereby
denied any opportunity for savings). To guarantee that the rate of growth for home care
Medicare expenditures is truly contained, llCAA proposes that there be a national cap on
home care expenditures, adjusted only for two factors: First, an annual cost of living increase;
and Second, an annual adjustment based on the actual percentage growth in the beneficiary
population. HCAA's "per visit" plan calls for a payment method that is both fair (eliminates the
inducements to self-refer) and offers providers incentives and abilities to self-police, and expose
today's sophisticated health care abusers. Congress has already received testimony that a flat, "per-
episode" pay rate (similar to HMOs/DRGs) does not have the controls and safeguards in place to
ensure necessary care is given, whereas HCAA's "per-visit" reimbursement rate, based on care
actually provided, already has a quality assurance program in place within the current Medicare
Intermediary system.

HOW TO IMPLEMENT HCAA'S PPS "PER-VISIT" PLAN:

HCAAs Plan is the Only lan With a Fail-Safe National Cap:
Statistics are readily available for current home care expenditures nationally, by state, and by local
geographic area. HCAA proposes that these be used to establish a fail-safe cap and that this would
be the only manageable basis to truly establish the control on the growth in Medicare expenditures.
This fail-safe national cap would be modified only for the two adjustments described above: one, a
cost of living increase; and two, beneficiary growth. For management purposes, the fail-safe national
cap is to be urther divided by state, and then by area. To manage (and curtail) fraud/abuse HCAA
recommends that, FOR THE FIRST TIME, agencies be given authority to appoint representatives
to monitor monthly area claim expenditures made by intermediaries, thus forming a "WE" team
between government and providers. Abuses and unnecessary services can be more readily monitored
by including the providers in the enforcement process. In the event of demographic population
changes, an adjustment could be made between these smaller, manageable components - without
altering the national cap.

* HCAAs Plan is based rn a "i'er-Visit" i1PP Rate - 7hus Guaraleeing Care

("Per- Viit" i.v imilar i, the "Per-Diem" method ltCFA edor w.%or the SNF industry)

The current visit rates are already known. A geographic phase-in cat be made, similar to the
DRG phase-in with the exception that a mileage factor be included, in addition to a labor factor.
Additionally, to stop hospital inducements to deny patient choice, payments to hospitals need to
be "lowered" to reflect administrative costs already covered in their existing hospital DRO
inpatient rates. Also, three further restrictions are necessary: First, a hospital cannot be entitled
to receive more than 30 percent of its own referrals and should be prohibited from receiving
referrals from other community sources. Second, there can be no more than a minimal amount of
independent contractors for nursing or aide services ( we recommend a 10 percent ceiling on such
contracts). Third, physicians may not participate in home care remunerations. There is only one
exception the "solo" community provider. Also, during the phase-in period, agencies must be
permitted to market their services in the community, similar to the marketing used by HMOs and
other health care providers in their area (with, of course, cost caps renaiing during the phase-in).
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WHY A "PER-EPISODE" PPS PLAN WILL FAIL
Any PPS method based on a "Per-Episode" payment will not succeed in either reducing current
Medicare costs or insuring that care is provided to the elderly. Why? Here are the reasons:

I. "HCFA SAYS "Per-Episode" Payment Is a Bad Choice.

On page 20 of Bruce Vladeck's July 23 testimony, he hammers out why a per-episode
payment is a poor choice as a PPS plan for SNFs. His same reasoning (on page 14 of his
testimony) is exactly applicable to home care; and makes one wonder why he would even
consider a per-episode PPS plan for home care, except that he stated that his plan for home
care would not begin to transition to PPS until 1999 (at which time more data could be
available on case-mix adjusters, etc). Mr. Vladeck stated, "There is no comparable
Information for per-episode prospective payment systemL Not only do we not have
sufficient Information to determine the appropriate level oflpayment, no research has been
conducted on the effect of a per-episode payment system on patient outcomes, quality,
or access to care. The Incentive under a per- episode prospective payment system could he
for facilities to discharge patients as quickly as possible, as facilities receive the same
payment irrespective of how many days the beneficiary remains in the SNF Earlier
discharge may result In poor quality care and increased overall program costs, as
beneficiaries still needing services may return to the hopital or initiate home health visit.t
Furthermore, in the absence of an accurate case-mx adjuster (which currently does not
exist to predict perepLode cost), oNFv would have an Incentive to avoid more resource-
Intensive patient; and access to VNF carefor the beneficiaries that need it the most would
be reduced" Every reason given here by Mr. Vladeck is identical to the problems in
implementing a per-episode payment for home care.

2. "Per-Episode" Payment is, by definition, a flat payment based upon characterization

(similar to DRGs and/or HMOs).

3. Overwhelming evidence shows that a PPS "Per-Episode" method will fail to:

A. Reduce Costs
(Both DRGs and HMOs have not saved one cent. In fact, they have proven to
cost more.)

B. Provide care
(Both DRGs and HMOs have proven to deny care).

4. "Per-Episode" will result in payment for what patients don't get--not a wise decision!

5. Caution - Adopt A PPSV Plan That Pays Per.V t, Not Per-Episode

The most important issue that everyone agrees on is that the rate of growth of health care
"costs" should be controlled; but no one feels that "services" should be denied. HCAA
implores you to reject the imposition of any PPS plan for home health care, such as
per-episode payment, which is based on denying care and has no true cost control
measures inherent in its design! As two bipartisan members of the subcommittee pointed out
in the hearing, a per-episode method has the same inherent payment problems of HMO
and hospital DRGs: denial of care and failure to control costs. It was also pointed out by
the honorable Chairman that although the industry representatives testify, ing may like the
per-episode method, there is no proof that it is a better method of controlling costs. Allow
the current PPS demonstration project to be completed for home care; and consider the
results. Seek home care industry input from freestanding proprietaries before PPS is
implemented.
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Equal a Decided NO to PPS Per-Episode
and YES to PPS Per- Visit

Ben Franktin't mefod was to hsf em advaontlag and dsatvanrages in order to reach a proper dekslon.

PER-VISIT PER-EPISODE
THE ACID TEST (with a NafionaI Cap)

i. Does it pay for what patients receive? YES NO

2. Will the government share in
savings? YES NO

3. Will Medicare expenditures be
contained as a result? YES NO

4. Will Medicare fraud/abuse be
curtailed? YES NO

5. Is a medical review program in place
to ensure aualitv care? YES NO

SECTION IV - OTHER ISSUE

1. STOP HMOs FROM OVERBILLING MEDICARE BILLIONS!

HCAA recommends HMO legislation to save the desired 6 percent (over $16 billion) in Medicare
dollars annually, by requiring HMO Medicare reimbursements to incorporate a "case-mix"
capitation adjustment. Currently, HMOs are paid an average of $4,500 per Medicare beneficiary,
which was falsely computed based upon the naive assumption that HMOs would enroll a case-mix
of both healthy and sick Medicare beneficiaries. Because it has now been proven that liMOs
target the healthy elderly, and because these healthy enrollees cost Medicare less than $500 a year
(Consumers' Research, 7/95), HMOs are costing (not saving) Medicare the billions of dollars that,
alone, would keep the program solvent. For example, a "case-mix" capitation adjustment factor
(i.e., payment of only $500 for healthy elderly enrollees, versus the current $4,500), would
guarantee that HMOs would be paid only what it costs to provide quality care, plus a fair
reimbursement for administration and profit. On Nov. 11, 1995, the GAO delivered its fourth
HMO report to Congress with this statement, fully supporting HCAA's conclusion: "HMO
Rate-Setting Methodology Thwarts Medicare's Efforts to Realize Savings." In fact, an NBC
News expose documented that a full 90 percent of all Medicare beneficiaries cost an average of
only $1,900 per year under traditional Medicare. HMOs currently overcharge Medicare $16
BILLION Annually.
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Statement of the
National Association for the Support of Long Term Care

submitted to
The Senate Finance Committee

April 9, 1997

Mr. Chairman,

As members of The National Association for the Support of Long Term Care (NASL), we
appreciate the opportunity to submit a statement for Inclusion In the record of the
April 9, 1997 hearing entitled 'Medicare Payment Policies for Post-Acute Care." This
statement will focus primarily on support for reforms in payment for skilled nursing facility
services that will adequately pay for the care and treatment of seniors.

NASL Is the only national organization that concentrates exclusively on legislation and
regulatory matters regarding the provision of professional medical services and supplies
to beneficiaries in post-acute care settings. NASL supports the option that the skilled
nursing facility has to contract for medical services when they are needed. The authority
to provide services "under agreement" or 'under arrangement' gets Medicare savings as
services are purchased Qjy when a patient needs the medical care.

We support:

5 for transitioning to a prospective payment system under Part A for skilled nursing
services,

C for reforms which require billing Part A for Part A services, and,
5 for eliminating artificial legal barriers to services for nursing home residents, such

as transfer agreements and three-day stay requirements.

NASL has recently endorsed a nine point plan for Implementing realistic skilled
nursing facility payment reforms. The following is an overview of the approach which
we are recommending to Congress and the Administration.

We urge the Congress and the Department of Health and Human Services to pursue
payment reforms which achieve the following goals:

" enhance quality and improve beneficiary services,
" assure beneficiary access to appropriate services,
" improve accountability,
" reduce the rate of growth of Medicare SNF expenditures,
" protect against inappropriate utilization, and,
" institute reforms that can be implemented.
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Applying these principles, NASL recommends the following:

#1: Transition to a SNF Part A Prospective Payment System:

NASL supports a transition to a Part A SNF prospective payment system. We urge the
legislation be explicit in directing the Secretary to design the program to (a) reflect
legitimate differences in cost differences between patients, (b) encourage appropriate
access to medically necessary services, (c) encourage the provision of high quality
medical care, (d) provide Incentives for improving the efficiency in delivering services, and
(e) base decisions on timely, accurate and relevant data.

The disruption of beneficiary services can be minimized through a realistic implementation
of a prospective payment system. Steps can be taken in the coming year to transition
existing routine services to a prospective system using an appropriate patient acuity
classification system. It will take additional time to develop appropriate classification
measures for ancillary services, thus, the inclusion of these medical services should be
phased in separately from the schedule for basic nursing services. Likewise, payment for
capital should also be phased in when appropriate measures are defined. Better data
coupled with a transition from facility specific to national rates should be included in the
PPS reform. Implementing these steps over a five year period is rational policy.

#2: Inclusion and Appropriate Classification of Part A Services:

The standard package of SNF services varies widely based upon patient needs, program
size, and location. Though skilled nursing facilities offer a relatively defined set of routine
services, most also offer a menu of diverse ancillary medical services. Facilities with a
number of high acuity patients have high ancillary costs because these patients are in
greater need of medical care services; facilities that focus on basic nursing services have
relatively low ancillary costs.

NASL supports billing for standard SNF Part A covered services through the skilled
nursing facility. Such an approach ensures an accurate accounting of all costs during
that stay when in the design of the prospective payment system. It further ensures
beneficiaries will receive ,a single bill for such services during the Part A stay. Senior
citi-ens should receive routine and ancillary services when they need them.
Implementation will require a recalculation of base year costs and an adjustment in the
market basket to reflect the additional Part A costs that are currently billed to Part B.

We do not support the consolidation of payment for Part B services that follow the Part
A stay. Consolidation should not be taken to this extreme. It will penalize facilities that
have been innovative in meeting community needs. We urge policymakers to distinguish
between those services which are standard within SNF delivery and those occasional or
atypical covered services which some SNFs provide. Few SNFs specialize in treating
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burn patients, AIDS patients, pediatric patients, ventilator dependent patients, spinal cord
and head injured patients -- but some do. These Innovative programs will not be
economically sustainable if program costs are averaged or consolidated into the payment
across all facilities.

#3: Simplified Rules for Low-Volume Facilities:

Reforms need to balance the twin goals of community availability and service efficiency.
Program data underscores that fewer than a third of participating facilities account for
90% of Medicare SNF days and Part A costs. A complex SNF prospective payment
requirement should not be Imposed on facilities with an average daily census of 10 or
fewer Medicare patients. Complexity will drive many low-volume providers out of
Medicare thereby leaving beneficiaries unable to secure services. Rural and medically
underserved communities will be penalized. Congress should extend and update the
existing provisions for low-volume facilities and exempt them from the new PPS system.

#4: Implement Measures for Clinical Effectiveness and Delivery Outcomes:

There is a need to re-establish patient care as a priority. Post acute providers are
subjected to reams of rules and regulations, scores of surveyors and overseers, and
mountains of paperwork. Has anyone ever asked does it make a difference in patient
caring?

There are many innovative approaches for care management that are currently used in
the private sector. These tools should be put into place for public sector programs.
There is an important shifting of managerial focus from Input measures to output
measures; i.e., rieasuring whether services are clinically effective and improve delivery
outcomes, Med care, the largest purchaser of health services, is behind in developing
similar care standards.

A decade ago, the Congress pressed the Secretary to develop and implement
standardized patient assessment tools. Today, that information is the basic building block
for care planning. NASL believes that Congress should direct the Secretary to develop
and test measures for clinical outcomes that improve patient care.

#5: Controls on Inappropriate Utilization:

Program abuses infringe upon the integrity of all providers and suppliers. Most caregivers
are diligent, conscientious aid professional. Some are not. Enforcement of clear and
concise rules is essential to remove from our system those providers who intentionally
commit fraud in the health care system.
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The current system of oversight is a dismal failure. Rules are vague, interpretations varied
and personal preferences have replaced professional judgments. Increasingly, we are
witnessing carriers and Intermediaries setting new rules. They redefine coverage and
payment without notice and impose new standards that restrict the coverage of seniors.
Authorizing the Secretary to work with provider, suppliers, and professionals in developing
statistically verifiable normative standards for utilization, and linking those standards to
measures of clinical effectiveness and delivery outcomes will both overcome the
inadequacies of the current non-system and Improve data on episodes of care. We
recommend that Congress restrict the authority for determinations on inherent
reasonableness to HCFA that will reduce the potential of unfair and unjust actions by
intermediaries and carriers and replace it with a process that is fair.

#6: Improved Accountability for Part B Services and Supplies:

SNF volume of admissions and discharges fluctuates, patient needs vary, and there are
significant differences between Part A lengths of stay and total length of stay in a facility.
Under current nursing home requirements, facilities have the obligations to oversee the
provision of all services to all residents, but payment rules permit facilities to secure
services through In-house programs, "under arrangement," or "under agreement." Most
SNFs received their specialty medical services through "under arrangement' and "under
agreement" contracts.

Concerns have been raised as to whether there is adequate oversight of 'under
agreement" contracts to verify the care and its costs. These concerns can be realistically
addressed by requiring facility/supplier contracts for Part B delivered services, and
requiring access to contractor records. Such an approach does not disrupt service
options for the facility and meets the oversight needs. NASL members do support
Increased accountability by all providers In ensuring services are provided that are
medically necessary. Nursing home providers should work with providers or suppliers
of services in ensuring services are provided and the documentation is maintained.
Physicians should also be required to provide the adequate documentation, including
diagnosis when required, to ensure the service is medically necessary. This important
collaboration among providers and suppliers should work to ensure that nursing home
patients receive the most appropriate medical care.

The members of NASL oppose the consolidation of billing for Part B services through the
SNF except for those standard SNF services delivered during the Part A stay.

The reasons that NASL opposes consolidated billing for Part B services are:

1. The additional administrative burden and fiscal impact;
2. No documentation of unresolved problems with current billing practices;
3. Loss of access to small rural facilities; and

40-630 - 97 - 6
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4. Loss of additional consulting and 'value added" services to facilties, based
on dropping Part B services.

#7: Meaningful Consultation with Affected Parties:

Realistic reforms will require a continuing dialogue among the affected parties. Providers,
suppliers and beneficiaries are the experts and they must have a meaningful voice In
designing and Implementing reforms. A technical advisory panel, separate and distinct
from those organized to evaluate hospital and physician payment reforms, must be
empowered and assigned specific consultation activities.

#8: Streamlining of Program Requirpments:

The complexity of current law stifles innovation and program efficiencies. Removing
outdated requirements, such as the 'transfer agreement' that require facilities to contract
with hospitals for the provision of respiratory and medical diagnostic services, would
improve market competition and reduce costs. We also support the elimination of the
three-day stay requirement as academic studies and private sector approaches question
the necessity for mandating a three-day prior hospitalization requirement for certain
medical diagnoses.

#9: Support for Future Payment Changes:

NASL strongly supports the authorization of expanded data collection and research
activities. Timely, accurate and relevant data is needed to support proposed changes
and to plan for future program changes. Attention must be given to developing a realistic
SNF market basket which expands the current nursing based index to account for a
broader array of Included SNF services. Measures of patient acuity must be perfected.
Actions must be taken to better define "care episodes.' Unkages across post-acute
services must be better examined and defined. The Secretary should be encouraged to
explore alternative post-acute payment approaches and to bring her plans back to the
Congress for oversight and approval. However, we oppose any effort to bundle the post
acute care payment into the hospital DRG. Finally, we applaud previous Congressional
rejection of granting HCFA competitive bidding authority. These proposals will lead to
discounted, low-quality health care services.

Summary:

The members of NASL support reasonable payment reform that encourages greater
efficiency in providing services to seniors in the skilled nursing home. Seniors need
appropriate services. We need clear and concise rules. We are ready to assist you with
these Issues so that constructive Medicare reforms can occur this Congress.
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QI h1] NATIONAL ASSOCIATION OF LONG TERM HOSPITALSL 150 York Street Stoughton, Massachusetts 02072 (617) 344-0600 Boston tine (617) 364-4850 FAX (617) 344-0128

The National Association of Long Term Hospitals (hereafter
"NALTHN') is pleased to present this statement for the public
record with respect to the Committee's hearing on Medicare post
acute payment policies. NALTH has approximately forty-five
member hospitals located across the United States. NALTH's
membership includes long term hospitals and a range of not-for-
profit, as well as investor-owned hospitals. A substantial
portion of NALTH member hospitals have continuously served the
catastrophically ill population which constitutes the long term
hospital patient population since prior to the inception of the
Medicare program in 1965.

At the public hearing on April 9, 1997, Chairman Roth's
introductory conments indicated there was a need to control the
growth of all PPS exempt providers and to establish prospective
payment system. NALTH agrees with these goals. NALTH believes
it is important for Congress to be mindful that a substantial
segment of long term hospitals receive inadequate reimbursement
due to inequities created by the TEFRA system of reimbursement.
Long term hospitals with many years of services in the Medicare
program likely have distorted TEFRA base years and do not receive
payment which is sufficient to defray the cost of providing
medically necessary services to program beneficiaries and to pay
for the extraordinary cost of serving a significant medically
indigent population. The TEFRA payment system does not contain a
disproportionate share payment component which is a component of
the short term hospitals prospective payment system. NALTH
believes Congress should approach its task of reforming the
Medicare payment system in a balanced way which will result in an
equitable payment system which ultimately pays for patient
resource use instead of hospital specific cost. For various
reasons explained below, NALTH believes the President's proposal
will create new inequities by instituting a new hospital specific
cost based payment system with virtually no payment adjustments
and, therefore, destined to 'become distorted and hence
inequitable quickly. NALTH is in the process of developing a
long term hospital prospective payment system which is of the
type which should be considered for true payment reform. A long
term hospital prospective payment system should be implemented by
the year 2000. As interim measures NALTH has proposed a cost
savings measure and TEFRA target rate restructuring which are
included in Attachments *A" and 'B to this statement. These
proposals directly address the concerns expressed by Senator Roth
at the public hearing on this issue.
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A summary of NALTH s recommendations to Congress are as
follows:

1. The current TIFRA system should be discarded as
soon as possible in favor of a long tera hospital PPS. Our
Association is developing such a system and expects to
complete a long term hospital patient classification and
payment system by the summer of 1998. HALTH will continue
to meet with Congressional staff and HCFA as it develops the
long term hospital PPS. We recommend that this year
Congress enact legislation which would authorize the
Secretary, after consulting with Congress, to adopt a long
tim hospital PPS in the year 2000. The Secretary should be
rQ ,.tred to report to Congress on her progress in
es -blishing a long term hospital payment system on or
bel./ore the commencement of 1999.

2. In the interim, Congress should not require a
rebasing of TEFRA rates based on average costs, as has been
proposed by the President. The use of average costs as a
payment limit would produce an invalid patient
classification system and reward hospitals which change the
type of patients they serve to minimize resource use after
the establishment of the new base year period. It is well
documented that long term hospitals serve a heterogeneous
mix of patients. The use of an average would erroneously
assume that long term hospitals serve patients who require
similar medical resources. For the same reasons, as well as
the technical considerations contained in Attachment "'C" to
this statement, the 1300 limitation on target rates of new
hospitals contained in Section 8402 (b) of last the year's
Balanced Budget Act should not be adopted.

3. Until a long term care hospital PPS is implemented,
cost savings may be achieved by imposing a national limit on
the difference between allowable costs and TEFRA ceiling
amounts. The national ceiling would have two functions --
first, to place a limit on incentive payments for new
hospitals and, second, to reduce the rate of increase in
target ceilings for existing long term hospitals with
incentive payments.

4. Long term hospitals with distorted base years, like
the Hospital for Special Care, which have been significantly
under reimbursed should be allowed to update their base year



if they serve a significant disproportionate share
population of 25% or more.

5. Congress should continue the minimal payment
protections it has established for PPS exempt hospitals
whose allowable costs exceed their TEFRA limit. This issue
primarily affects long term hospitals with older target
rates. At the present time, the Medicare program shares the
loss incurred by these hospitals up to 10% of an individual
long term hospital's target amount. Currently, long term
hospitals with old base years are also allowed a full market
update. This provision of the Act expires in 1997 and
should be continued. The President's proposal would
eliminate both of these necessary safeguards.

6. If Congress chooses to restructure the TEFRA system
prior to adoption of a long term hospital PPS, IALTH
proposes the following rules be established for long term
hospitals in the future.

" Limit the number of Medicare discharges that would
qualify for incentive payments to a base year ratio
of hospital discharges to total hospital licensed
bed capacity. This provision would eliminate the
incentive of the current TEFRA system which allows
"new" long term hospitals to maximize TEFRA target
payment by increasing Medicare discharges after the
establishment of a base year.

" Limit allowance of base year administrative costs to
a grouping of long term hospitals by bed size,
related party status, area wages and other
appropriate hospital characteristics.

* As part of payment restructuring allow long term
hospitals which have experienced two consecutive
years of losses to be paid allowable costs for a two
year period and to establish a new TEFRA base year
subject to the above "newn hospital rules.

7. NALTH believes strongly that Congress should
grandfather long term hospitals which are co-located with other
hospitals as of September 30. 1995, from special conditions of
Medicare participation which the Secretary has applied to these
hospitals.
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Medicare Payment Issues

Long tern hospitals present unique payment issues which do not
affect other classes of PPS-exwrpt hospitals. As PROPAC has
noted on virtually an annual basis, long tern hospitals serve a
diverse patient population. Because long term hospitals provide
patients with markedly diverse programs of care, the resources
used to render patient care differ significpntly between
hospitals. Long term hospitals differ from rehabilitation
hospitals and units which must serve patients who fall within ten
standardized rehabilitation diagnoses. The President's proposal
does not reflect the differences in resources used by long term
hospitals and will not work well for long term hospitals for
various reasons.

" First, the President's proposal would rebase all
long term hospitals with a national coiling and
floor of 150% and 70% of national average cost. The
use of a measure of central tendency such as an
average is inappropriate for long term hospitals
because, unlike other classes of PPS exempt
hospitals, long term hospitals do not serve a
homogeneous case mix. The payment limitations
proposed by the President would provide an economic
incentive to dismantle treatment programs for
patients with complex medical care needs. These
patients would become likely candidates for repeat
PPS hospital and 8NF admissions.

" Second, the President's proposal would eliminate
incentive payments which are now available for PPS
exempt hospitals which have reduced the growth of
operating costs per discharge below levels
authorized by Congressionally approved update
factors. Incentive payments constitute a surrogate
payment for the disproportionate share population
which is uniquely cared for'by long term hospitals.
Since a disproportionate share methodology does not
exist for PPS exempt hospitals, elimination of
incentive payments would de facto penalize long term
hospitals for continuing to serve catastrophically
ill patients who may also be dually eligible for
Medicare and Medicaid benefits.
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* Third, the President's I proposal would eliminate
adjustments to TEFRA rates unless hospital costs
exceed TEFRA limits by 1§0%. This provision would
magnify one of the acknowledged flaws of the TEFRA
system by insuring that the new base year becomes
quickly distorted due to changes in patient
severity, hospital technology and other factors.

The Committee is urged to consider a different approach to long
term hospital payment policy. NALTH proposes that existing long
term hospitals, on a selective one-time basis, be allowed a new
base year. Long term hospitals which have experienced two or
more years of Medicare allowable costs exceeding its TEFRA
payment limit, and which serves over a 25% disproportionate share
population would be rebated under this proposal. So too would a
long term hospital which is located in a state that provides no
Medicaid coverage to Medicare beneficiaries who have exhausted
their Medicare day limit and meet the other tests of this
proposal. A complete description of this new base year proposal
is included as Attachment "D" to my testimony.

We believe approximately 10 - 15 long term hospitals will qualify
for rebasing under this proposal. This measure will partially
address the inequity of the current TEFRA payment system for
hospitals with distorted base years. Hospitals with distorted
base years serve catastrophically ill Medicare beneficiaries and
have no real opportunity to cross subsidize Medicare losses. It
is important to note that PROPAC has found that the average
Medicare payment to cost ratio is lower for long term hospitals
with older or distorted base years than any of other class of
hospitals, including short term PPS hospitals. Many of these
hospitals treat patients who require the same intensive hospital-
care as "new" hospitals, but do so for a lower average cost.
Last year, PROPAC reported that for "older" long term hospitals,
Medicare payments covered only 85% of operating costs. It is
NALTH's expectation that the Medicare cost saving proposal which
we have presented to the Committee will more than offset the cost
of rebasing these hospitals.

Establishment of a Long Term Hospital Prospective Payment System

PROPAC has on an annual basis recommended the development of a
prospective payment system for long term care hospitals. The
National Association of Long Term Hospitals agrees with this
recommendation and believes there is good reason to establish a
long term hospital PPS. There is, perhaps, universal agreement
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among policy makers that the current TEFRA payment system has
become inequitable and inefficient. To restore equity to long
term hospital payment policy the National Association of Long
Term Hospitals has engaged the Lewin Group to establish a PPS for
long term care hospitals. The first phase of this project
involved a feasibility study including an in depth review of
whether the current short term, acute hospital PPS system could
be used for long term care hospitals. The feasibility study
determined that it could not because of large differences between
acute and long term hospitals in length of stay.' This research
has been provided to the staff of this Committee as well as to
PROPAC and HCFA. The Lewin Group did, however, find that there
were promising correlations between DRGs, case mix and resource
use by long term hospital patients. Current research being
conducted by Lewin includes a reconfiguration of DRGs to reflect
the variation in case mix across long term hospitals as well as a
reweighting of DRGs to reflect differences in length of stay and
resources used. NALTH anticipates presenting additional work on
long term hospital PPS to the Staff of this Committee, HCFA and
PROPAC in the near future. At that time we hope to have
completed substantial work on the development of a patient
classification system for long term hospitals. The current work
plan for the study calls for the completion of a long term
hospital PPS by June of 1998. It is anticipated, the new long
term hospital PPS will include a patient classification system
and a payment system complete with outlier and disproportionate
share payment methodologies. It is the National Association of
Long Term Hospital's intention to establish a workable PPS system
which is budget neutral.

Alternative Cost Savings Proposal

Attachment "A" to this statement contains cost savings measures
which the National Association of Long Term Hospitals believes
Congress should consider in lieu of the President's cost savings
initiatives. In making this proposal, the objectives of the
Association are: (1) to provide financing for the selective
rebasing of long term hospitals which meet a disproportionate
share test; (2) to preserve the current payment system for long
term hospitals which are currently certified until a long term
hospital PPS is implemented; and (3) to create financial
incentives to slow the growth of long term hospitals. Cost
savings would be achieved by establishing a national ceiling on
the difference between Medicare allowable costs and target rate
ceilings. This difference between TEFRA ceiling amounts and
allowable costs is currently used to calculate incent .ve payments
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for so-called "winner" hospitals under the TEFRA payment system.
It is important to understand that TEFRA oeiling amounts for so-
called "winner' hospitals are not actually expended by the
Medicare program on patient care, but are included within
projected spending by the Congressional Budget Office. The cost
savings proposal would reduce the difference between allowable
costs and TEFRA limits to establish a national ceiling on both
TEFRA ceilings and incentive payments for long term hospitals
established in the future. The national coiling would be
established in a one time calculation at.the 75th percentile of
the difference between allowable costs and TEFRA ceilings for
long term hospitals with incentive payments. As additional cost
savings, long term hospitals with incentive payments would, in a
graduated fashion, experience a reduction in update factors.

Grandfather Long Term Hospitals Co-Located with Other Hospitals
as of 8eptember 30, 1995 and Hake Certain Other Corrective
Changes

HCFA has adopted regulations directed at long term hospitals
which are co-located with other hospitals. The regulations set
forth requirements to assure a long term hospital is independent
from its "host" hospital in terms of the delivery of patient care
services. The National Association of Long Term Hospitals does
not object to the policy objective of theme regulations. One
aspect of the regulations, however, has proved to be inequitable.
The regulations require that the two hospitals have independent
governing bodies. HCFA's current interpretation of this
.regulation has had the following inequitable consequences. A
long term hospital which is part of a state hospital system and
located on the same campus as a state university teaching
hospital is in technical violation of the regulation because
local law requires that its governing body be a public hospital
authority. Long term hospitals owned by various religious
organizations and not-for-profit hospital parent organizations
must be able to appoint and remove subsidiary hospital Board
members and otherwise act as a parent organization in order to
discharge their fiduciary duties. HCFA staff has recently
rendered opinions, orally, that parent organizations may not
exercise authority to appoint and remove Board members of
subsidiary long term hospitals which are co-located with other
hospitals on the same campus. A number of long term hospitals
owned by states and not-for-profit organizations did not have
notice of this regulation when they established their long term
care hospitals. Accordingly, we believe it is appropriate to
provide for a grandfathering of these hospitals from the
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regulation. We further believe it is important for the Boards of
Directors of new long term hospitals to be able to adequately
discharge their fiduciary duties through the appointment and
removal of Board members of their corporate subsidiaries. The
Congressional Budget office has estimated the grandfathering
provision would increase Medicare outlays by $3 million in FY
1997 and by less than $.5 million in 1998.

Opposition to Section 11279 - Development of an Integrated
Payment System for Post Acute Services

The National Association of Long Term Hospitals believes that
good zcasons exist to oppose this proviskon of the President's
proposal. This proposal would essential lif "carve out" the entire
.post acute spectrum of care for a single prospective payment.
This type of payment system wouldcreate economic incentives
which do not appear to be in the best interest of program
beneficiaries. A large "post acute" payment would create a
powerful incentive to discharge patients even earlier from the
fixed price PPS hospital setting. The establishment of such a
payment system would require a patient classification system
which would measure resource use from the home health care
setting to the hospital level, including long term and
rehabilitation hospitals. It may well be impossible to establish
such a patient classification system. It should be remembered
that HCFA has been attempting to establish a case mix based
classification system for home health agencies for approximately
12 years. It would seem extraordinary that HCFA would be able to
establish a valid payment system for a much wider spectrum of
services in a few years. In connection with this issue, the
National Association of Long Term Hospitals invites the
Committee's attention to the perverse consequence that such an
integrated payment system could have on beneficiary benefits. An
integrated payment system premised on being "site neutral" is
anything but "site neutral" from the beneficiary's perspective.
Benefit days are determined based upon the site that a patient is
treated. That is, there is a different benefit package available
to patients treated in hospitals as opposed to skilled nursing
facilities. Additionally, different co-insurance and deductible
amounts apply depending on the classification of the site,
hospital, SNF, or home health agency, where a Medicare
beneficiary receives services. The incentive under an integrated
"site neutral" payment system would be for patients to be shifted
to the lowest level of care in order to trigger co-insurance
payment amounts and to exhaust covered days as quickly as
possible. This is a particularly serious problem for the extreme
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outlier population which is treated by long term care hospitals.
We understand that this very problem has presented itself in the
Medicare Managed Care Program. The current analogy for an
integrated *site neutral" payment system is indeed the current
Medicare managed care payment system. Research on this issue has
noted the potential shifting of patients to an inappropriately
low level of care, for example, to a SNF, to cause the exhaustion
of Medicare benefits and the subsequent shifting of patient
financial risk to other payors such am the Medicaid Program. See
Attachment EW hereto. Finally, Section 11279 calls upon
Congress to abdicate its traditional oversight authority to
review and approve payment systems. Accordingly, it should be
rejected on policy grounds.

Opposition to Establishment of Two Classes of Long Term Care
Hospitals

The National Association of Long Term Hospitals opposes the
establishment of two classes of long term hospitals, one for so-
called "chronic" and one for so-called "acute" long term care
hospitals. What is needed is an appropriate patient
classification system to measure and fairly pay for intensity of
patient care and resource use. In order for any patient to be
admitted to a long term care hospital, the patient must meet
hospital level utilization review criteria. The Health Care
Financing Administration has approved explicit long term hospital
admission and continued stay screening criteria for Provider
Review Organizations operating in two states. The establishment
of two classes of long term hospitals for payment purposes would
simply result in a new class of high cost TEFRA hospitals. We
assume Congress would not endorse a policy which would encourage
the creation of a large number of hospitals which only perform
heart transplants, because such hospitals would have extremely
high costs. Heart transplants are usually performed in hospitals
which also provide less intensive and, therefore, less costly,
hospital services. Most NALTH members provide both high-
intensity services such as ventilator care and lower intensity
services such as wound care, which reduces overall hospital
costs.

If the Committee has any questions concerning this
statement, please contact NALTH's General Counsel, Edward D.
Kalman at (617) 227-7660.

nalth\jfs2.tst\jan
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ATTACHMENT A

NALTH COST SAVING PROPOSAL

March 18# 1997

Xo establishment of National Target Rate

calLLg.

Savings are achievedt

By imposing a national limit on the
amount LTH TFRh coiling amounts may
exceed allowable cost.

using the national TUIA coiling to limit the
rate of growth of target amounts for
existing LT~s and to limit target amounts for
"neo" LTHs.

" By establishing a national LTD target
rate limit whioh would be calculated
once, using the most recent cost
reporting data for LTD. with incentive
payments. Cost reports for LT~s whose
costs exceed target oiling amounts would
not be used in the calculation of the
national target lImit.

" The national target rate coiling would be
calculated as follows and as set forth in
the Attac'.ment hereto:

S For each LTH with an incentive
payment, net program payments,
composed of allowable program costs
and incentive payments, would be
subtracted from target rate coiling
amounts. This calculation will
produce "authorized but not spent
amounts" for each LTH. A sample
calculation of authorized but not
spent amounts is contained in column
(e) of the Attachment hereto.
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* The national LT target rate limit would be set at
the 75th percentile of "authorized but not spent
amounts." Dased on 1993 Medicaro cost reports,
KLT has estimated the national limit on TIFRA
ceilings under this method to be $8000.50.

11. Annlioation of the LTU National Target Rate Limit.

" LT TXFRA ceiling amounts would be reduced where authorized
spending for an individual LTY exceeded the national limit as
illustrated in column (h) of the Attachment hereto.

" It is proposed that LTHs certified for program participation
at the time of enactment of the cost savings provision (LA.A.
current LTN9) would have their incentive payments calculated
as if no national target rate limit was imposed.

" For "now" LTYse the LT national ceiling on target rate
amounts would act as a coiling on both allowable cost and
incentive payments.

" The LT national target rate ceiling would be subject to 'Any
PP update authorized by Congress.

" For all LTls whose target limits exceeded the national LTH
TU1Rt limit, TEFRA ceiling amounts would be reduced to the
national limit as illustrated in column (h) of the Attachment
hereto. In the exple contained in the Attachment,
authorized spending for the two hypothetical hospitals would
be reduced 15% from $70,000 to $59,500 (column (g)+(a)).

" Where a LT target coiling is reduced by the national limit,
update amounts for future years would be applied to a lower
target rate coiling thereby reducing the growth of target
amounts. For example, assuming a 2% update factor, the rate
of growth in the target ceiling of Hospital 'IS", illustrated
in the attachment, would be reduced from $800 (2% of $40,000)
to $600 (2% of $30,000), a 25% decrease.

zI. Additional Savings Through Reduction in Ug-Date Factor.

After imposition of the national limit on target amounts
additional cost savings would be achieved by reducing the up-date
factor in a graduated manner so that LTHs with the highest
incentive payments would receive the greatest reduction as
follows $
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Verontil of
Xnaentive Pa3Ments

76% - 100%

50% - 75%

25% - 49%

0% - 24%

3.6aotions in
un-date Pactoz

75%

50%

25%

Note on 0o Saorina.

Currently, the 030 scores a reduction in the up-date factor
as a major cost savings measure. A reduction in the update
factor for T31R hospitals with incentive payments has only a
marginal effect on TFlAR celling amount* and Medicare
expenditures. An actual reduction of T!31R amounts for LTKs
should result In nore significant cost savings because it
directly reduces authorized spending.

na1th160, ss m



Cost Savings Proposal
National Association of Long Term Hospitals

(d) (.)

Net

Program
Payments
(b) + (a)

Authorized
But Not Spent
(a) - (d)

Hospital A $30,000

Hospital 5 $40,000

$70,000

$20,000 $1,500 $21,500 $8,500

$20,000

$40,000

$2,000

$3,500

$22,000

$43,500

$16,000

$26,500

$6,000 $ 500 $29,500

$8,000 $10,000

$10,500

(-- C-- r nCu: nt Law- -

nalthlS4. mg

Based on ILTH's review of 7Y 1993 cost reports a national LTH target rate limit aet at the 75th percentile of
"authorized but not spent amounts" is estimated to be $8,008.50.

(a)

Authorized

(TZFR)
Ceilings)

(b)

Actual
cost

(c)

incentive
Payment

(g)
ReduactAo
in Auth-
orized
Spending
(a) - M=

National
ir.mt1M

(h)

Adjusted

Clings
(a) - (g)

$30,000

$59,500
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ATTACHMENT B

IOWA l NATIONAL ASSOCIATION OF LONG TERM HOSPITALS
150 York Stret, StoOton. Massuw ts 02072 (617) 344-0600 Bouton fin (617) 364-4850 FAX (617) 344-012S

DIRECTORS

BONNIE WATKINS, Press.
HealthEast Bethooda
Lutheran Hospital
St Paul. MN
(612) 232-2122
GERRY BRUECKNER. V. Pres.
Baylor Center of Restorative Care
Dallas, TX

RICHARD E. JOHNSON. Tress.
New England Sinai Hospital
Stoughton, MA

STANFORD ALLIKER
Levindale Hebrew Geriatric
Center and Hoepital
Baltimore, MD

ROBERT BARRIO
Masonic Geriatric
Healthcare Center
Wallingford. CT

CHERYL BURZYNSKI
Bay Special Care Center
Bay City. MI

MARGARET CRANE
Barlow Reapiratory Hospital
Loe Angeles, CA

STANLEY FERTEL
Jewish Memorial Hospital
Boston. MA

DONALD GOLDBERG
New England Sinai Hospital
Stoughton., MA

ROBERT HARRY
Rehabilitation Hospital
at Heather Hill
Chardon. OH

KATHERINE I MD
Hospital for Sped I Care
New Britain. CT

ARTHUR MAPLES
Baptist Memorial
Restorative Care Hospital
Memphis. TN

SALLY! WILCOX
Restorative Cam Hospital
At Baptist
Jackson, MS

GENERAL COUNSEL

EDWARD D. KALMAN
Behar & Kalman
6 Beacon Street
Boston. MA 02108
(617) 227.7660
Fax (617) 227-4208

NALTH TEFRA RESTRUCTURNQ PROPOSAL (3/28/97)

" For LTHs certified in the future,
incentive payments would be limited to
the ratio of hospital discharges to total
licensed bed capacity in the base period.
The same ratio would apply to any future
change in licensed bed capacity. This
provision would limit the number of
patient discharges for which an incentive
payment could be made to growing TEFRA
rates with low base year discharges.

" Base Year Administrative and General
("A & G") A & G for new hospitals would
be limited to average A & G cost for the
applicable group. For the purpose of
determining average A & G costs, cost
reports for hospitals with base years
commencing on and after FY 1993 would be
used. The applicable class of long term
hospitals would be determined by bed size
and would be in increments of 0 to 50, 50
to 100, and over 100 beds. Hospitals
which belong to multiple hospital chains,
which are related parties, would form
their own grouping. Direct patient care
costs would be handled in the manner that
they are currently included under the
TEFRA system.

Long term hospitals who were TEFRA
"losers" and who were certified before
1994 which had two consecutive years of
TEFRA loses would be entitled to
allowance of administrative cost up to
the limit noted above for the particular
class of LTH and would be entitled to
have direct patient care cost paid on a
reasonable cost basis. The Secretary
would be allowed to establish a new base
year period using a blend of two years of
reimbursement on this basis.

The Secretary would be authorized to
implement a LTH PPS no later than the
federal fiscal year 2000.
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Technical Issues Relatino to Section 8402(b
of the Balanced Budget Act of 1995.

Subparagraph (I) of Section 8402(b) Is ambiguous whether the
proposed 130% TEFRA payment limit applies to LTHs which were In the
process of establishing a target amount and, therefore, were on a cost
basis on October 1, 1995. If Congress Is to pursue a 130% or similar
target rate limit, NALTH believes this language should be clarified to
exclude hospitals which were assigned a provider number of a non-
subsection (d) (LL non-PPS) hospital until some date subsequent to
enactment of this provision. In the absence of this clarification, the
TEFRA limit might be applied retroactively to hospitals which incurred
cost and established programs without notice of the 130% payment
limitation. NALTH has proposed clarifying language concerning this
issue which Is included In Attachment 3.

There is no provision to update the 130% payment limit from a 1991
target rate payment amount of approximately $16,160 per patient
discharge. At the same time, under subparagraph (b)(l), a moving
TEFRA rate floor would be established at 50% of the national mean
target amounts for each fiscal yew. If the 130% TEFRA ceiling is fixed
at 1991 levels, the 50% TEFRA floor, which is to be recalculated
annually, may at least theoretically exceed the national payment ceiling
for new hospitals.

Section 8402(b) would insert a new subsection (F) into Section
1886(b)(3) which would apply the 130% TEFRA rate payment limitation
and 50% TEFRA payment rate floor to a "rehabilitation" hospital
currently (gr unit there. Rehabilitation hospitals may not operate
separate rehabilitation units, (see 42 C.F.R. §412.25(a)()(ii)), because a
PPS excluded hospital may only be assigned one target amount per
discharge. NALTH believes this language could be clarified to apply to
rehabilitation hospitals and rehabilitation hospital units as defined by the
Secretary. See 42 C.F.R. §412.23(b).
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ATTACHMENT D

Lm NATIONAL ASSOCIATION OF LONG TERM HosPITALS150 Yori Street. Stoughton. Massachusetts 02072 (617) 344-0600 Boston ln (617) 364-4850 FAX (617) 344-0128

DIRECTORS

BONNIE WATKINS. Pros.
HealthEast Bethesda
Lutheran Hospital
St. Paul. MN
t6121232-2122

GERRY BRUECKNER, V. Pres.
Byslor Centerof Restorative Care
Dallas. TX

RICHARD E. JOHNSON, Treas.
Now England Sinai Hospital
Stouhton.MA

STANFORD ALLIKER
Levindale Hebrew Geriatric
Center and Hospital
Baltimore, MD

ROBERT BARRIO
M'asonic Geriatric
Healthcare Center
Wallingford, CT

CHERYL BURZYNSKI
Bay Special Care Center
Bay City. MI

MARGARET CRANE
Barlow Respiratory Hospital
Los Angeles, CA
STANLEY FERTL
Jewish Memorial Hospital
Boston, MA

DONALD GOLDBERG
New England Sinai Hospital
Stoughton, MA

ROBERT HARR
Rehabilitation Hospital
at Heather Hill
Chardon. OH

KATHERINE ILL, MD
Hospital for Special Can
New Britain. CT

AFHUR MAPLES
Baptist Memorial
Restorstive Car* Hospital
Memphis. TN

SALLYE WILCOX
Restorative Care Hospital
At Baptist
Jackm. MS

GENERAL COUNSEL

EDWARD D. KALMAN
Behar& Kalman
6 Beacon Street
Boston. MA 02108
'617' 227.7660
Fax 1617' 227.4208

March, 1997

NALTH SELECTIVE OPTIONAL
REBASING PROPOSAL

NALTH proposes to allow long term hospitals
which meet a disproportionate share test and
which have experienced two years of Medicare
losses to elect to change their base year period
to the hospital's fiscal year 1993. Under the
proposal, a long term hospital must satisfy two
requirements to qualify for rebasing. First, the
hospital would be required to have Medicare
losses (i.e. its Medicare costs exceed its TEFRA
limit)for both fiscal years 1992 and 1993.
Second, a hospital must demonstrate that 25V or
more of its inpatient population was Medicaid and
Medicare SSI eligible during the hospital's 1992
and 1993 fiscal years. This disproportionate
share test would be calculated in the same manner
as is currently the case for'hospitals subject to
the prospective payment system with the exception
that a 25V disproportionate share standard would
be used. A long term hospital located in a state
which provides no inpatient benefits under the
Medicaid program to a Medicare beneficiary who
has exhausted the day limit imposed on Medicare
benefits would be excused from meeting the
disproportionate share test. NALTH understands
that Texas may be the only state that excludes
this class of individuals from Medicare coverage.

edk/ned.let/dm
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ATTACHMENT a

Surtedt:
Department of Health and Human Services

Office of the Assistant Secretary for Planning and Evaluation

Subrnftt br.
Lewin-VHI, Inc.

November 1, 1995

Lewin.VHI
- Now P w41 8A, Co'.

*.;fl...j. VALUE HEALTH
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The National Association of
Psychiatric

Health
Systems

1317 F Street, NW, Suite 301
Washinigto, DC 20004-1105

Phone 202-393-6700
FAX 202-783-6041

Statement of
Mark Corl

Executive Dkeotor
The Natond Association of Psychiatric Health Systems

For the Senate Filmnce Committee
Having on

Medicare Payment Pollces for Post-Acute Care

April 9. 1997

MR. CHAIRMAN, I am pleased to write you today on behalf of the National Association of
Psychiatric Health Systems for the Senate Finance Committee hearing or Medicare
payment policies for post-acute care. NAPHS represents over 400 behavi -r l' healthcare
organizations that are committed to the delivery of responsive, accountable, and clinically
effective treatment and prevention programs for people with mental and substance abuse
disorders. Most of our members are free-standing psychiatric hospitals and psychiatric
units within general hospitals. NAPHS members generally do not provide "post-acuten
care; they serve as Nprimary" treatment settings for persons with psychiatric and addictive
disorders.

I very much appreciate this opportunity to share our views on Medicare payments to
psychiatric hospitals and units, which-along with rehabilitation and long-term care
hospitals-are exempt from Medicare's Prospective Payment System (PPS). Specifically, I
would like to address provisions In the President's fiscal year 1998 budget proposal
regarding Medicare payments to psychiatric hospitals and units..

Background
PPS applies to all hospitals participating in the Medicare program; however, certain
exemptions are specified by law. Atpresent, five classes of specialty hospitals
psychiatric, children's, rehabilitation, cancer, and long-term) and two types of distinct-part
units in general hospitals (psychiatric and rehabilitation) are excluded from PPS. These
hospitals fall under the TEFRA system (as mandated by the Tax Equity and Fiscal
Responsibility Act of 1882), Which reimburses under a system of limits based on
reasonable and allowable costs. Psychiatric hospitals and units have remained excluded
from PPS because psychiatric diagnoses do not adequately predict the cost of treatment,
as research has consistently shown. The TEFRA system has been an effective method of
controlling costs and Medicare expenditures without compromising quality of care.
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Problems with the President's FY1998 Budget Proposal
While NAPHS fully supports congressional and administration efforts to reduce the federal
deficit and ensure the viability of the Medicare program, we are concerned about several
provisions in President Clinton's budget plan relating to Medicare payments to psychiatric
hospitals and units. One is a proposal that calls for rebasing TEFRA payments to
psychiatric hospitals and units which means using a more recent base year to calculate
payments to these facilities). Another provision would set ceilings and floors for these
hospitals' and units' target rates. A third proposal would eliminate incentive payments for
psychiatric hospitals and units.

NAPHS opposes the Presideit's proposal to rebase TEFRA payments to psychiatric
hospitals and units, because it would result in a redistribution of patient care funds from
efficient providers to inefficient providers. Those hospitals that have successfully reduced
patient costs and achieved an incentive bonus under TEFRA would lose under rebasing,
while hospitals that have not succeeded in lowering costs would be rewarded. These are
the wrong incentives. Also, TEFRA rebasing would increase regulation and
micromanagement at a time when the Medicare program is moving toward more flexibility
in the purchasing and provision of healthcare services for beneficiaries.

NAPHS opposes the President's proposal to set ceilings and floors for TEFRA payments to
psychiatric hospitals and units, because such action is anti-competitive and ignores real
differences in providers. Imposing a uniform, national ceiling, for instance, would unfairly
treat all hospitals the same when their costs and patient populations are different. Capping
payments would penalize those facilities that exceed the cap because of justifiable
circumstances such as a more complex case mix, higher teaching costs, or higher costs
associated with a particular geographic area, among other factors. A ceiling that does not
adequately cover a hospital's costs may force some hospitals to reduce the types and level
of services they offer, thereby limiting patient access to necessary and appropriate care.

NAPHS opposes eliminating incentive payments under the TEFRA payment system,
because doing so would take away the only incentive TEFRA providers have to reduce their
expenditures. (Under the current system, payments for inpatient operating costs are based
on each provider's allowable costs per discharge or a target amount. A facility with
operating costs below its limit-its target amount times the number of Medicare
discharges-receives its costs plus an incentive payment equaling 50% of the difference
between its costs and its limit or 5% of the limit, whichever is less.)

NAPHS supports maintaining the current TEFRA payment system for psychiatric facilities
end units for the following reasons:

" The TEFRA system has effectively controlled costs. From 1992 to 1993, average
psychiatric hospital operating costs per case declined by 4.7%, and average operating
costs for psychiatric units in general hospitals declined by just under 1.0%. These
costs are projected to remain stable or decline in the foreseeable future.

" The incentives in the TEFRA payment system to keep costs below the limit are much
stronger today because of the increase in patient days delivered to Medicare patients.
In many psychiatric hospitals, Medicare has become a much more significant payer than
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In the past; consequently, there is strong pressure for TEFRA facilities not to exceed
the limit.

* As Congress intended, the current system rewards cost-efficient behavior and penalizes
inefficient hospitals.

9 TEFRA is relatively simple to administer, and It does not require the accumulation and
maintenance of complex data bases.

0 Prior to OBRA '90. the design of TEFRA was challenged because it disadvantaged some

providers due to disparities in TEFRA limits. However, the TEFRA reforms included in

OBRA '90 substantially solved several basic problems. These reforms included allowing

TEFRA facilities and units to receive 50% of their losses up to a maximum of 110% of

their limits. In addition, there was some attempt to streamline the exception and

adjustment process, although problems still exist, and rebasing was allowed on a case-

by-case basis.

0 In addition to the OBRA '90 changes, OBRA '93 legislation established a differential

update for TEFRA facilities that were over their limits with facilities over their limits by

more than 10% receiving the full Medicare update.

NAPHS believes that any reductions proposed for PfiS-exempt facilities and units should be

proportional to the reductions proposed for PPS facilities, which the President's plan fails

to do.

NAPHS would be pleased to work with you, Mr. Chairman, and the other members of the

Committee to develop more equitable and appropriate solutions to reducing Medicare costs.

Thank you for this opportunity to present our views on the President's proposed FY 1998

budget as it relates to Medicare payments to psychiatric hospitals and units.
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.NATIONAL SUBACUTE CARE ASSOCIATION

MEDICARE SKILLED NURSING FACILITY PAYMENT AND REIMBURSEMENT

Medicare Savngs and Reform
The Clinton Administration and the United States Congress are presented with a unique
opportunity to reduce the growth of Medicare expenditures by adopting market-oriented
efficiencies that are attainable through a prospective payment system based on episodes of patient
treatment-.without sacri/icing access to and quality of healthcare.

A Transitional System Towards an Episodic PPS...
While NSCA strongly endorses an episodic, site-neutral prospective payment system (PPS) for
skilled nursing facility (SNF) care, we recognize that the Administration's pending proposal for a
PPS can offer a necessary transition to a soundly-developed episodic based system. NSCA urges
implementation of such a transition payment system for SNF care beginning in FY 99 (October
1, 1998). Our transitional payment proposal is attached to this document, and would call for
payments for routine and ancillary costs for each provider to be capped on a combined basis
using the filed 1996 cost reports with exceptions.

.Medical Incentives ... and Reducing Medicare Growth ...
NSCA urgently emphasizes that an episodic-based PPS focused on the patient's medical
condition and severity of illness and ancillary requirements, rather than on per diem and/or
provider licensure type, would incentivize providers to place patients in the most medically-
appropriate setting without distorting that decision with payment Incentives. An episodic system
removes incentive for a provider to keep a patient longer than necessary and it does NOT limit
patient access to the specific type of care they need. An episodic PPS can effect genuine,
documented reductions in the rate of growth of iVedicare and it can ensure patient access to and
receipt of quality health care.

New Patient Case-Mix Information...
important new patient case-mix data is emerging that supports the development of a PPS based
upon episodes of care. Until this patient case-mix data is totally developed, however, NSCA
urges the Congress and the Administration to support the implementation of a transitional
payment system, such as that we have proposed and which other healthcare experts and
organizations, such as the American Health Care Association (AHCA) have similarly endorsed.

A new patient case-mix patient classification and severity-indexed system applied to SNF
patients will quantify important cost, resource allocations, and clinical outcomes emerging from
-subacute care. The further collection, analysis, and refinement of this new patient data will
augment the integrity and effectivenesg'of a fully functioning episodic based PPS that Health
Care Financing Administration (HCFA) can implement with confidence that payment and
reimbursement of healthcare costs will be accurately and honestly made, without sacrificing
access and quality of such care.
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Administration Progosals...

NSCA supports the Administration proposal for an across the board reduction in the "market-
basket" baseline, and we cautiously support consolidated billing for all SNF services to Part A
patients while awaiting the outcome of internal industry and government discussions concerning
consolidated billing to Medicare Part B patients. We urge the HCFA to fully explore with
Congress the details and policy consequences involved in the actual operation of such
consolidated billing, and we encourage a thorough review of these issues with providers before
the final legislative language is drafted.

Fees and Acereditations ...

.NSCA opposes the imposition of new "user fees" for initial certifications under Medicare
proposed for new facilities and we continue to support the use of HCFA-regulated professional
accreditation organizations, such as JCAHO, for SNF survey and certification. JCAHO is
currently used for hospitals which are more complex than nursing facilities/units. Additionally,
the process uses a continuous quality improvement approach which is a more effective way to
produce on-going, positive change in health care delivery than the current survey process being
used. JCAHO requires the use of a certified outcome measurement and management system, and
is more stringent in other areas such 94redentialling, plant safety and equipment maintenance.
Utilizing a professional accreditation organization would save as much as $11 0 million per year.

Congressional Oversiht...
NSCA believes it is in the public interest for HCFA to collect and refine data necessary for the
development of an integrated, post-acute care payment system. Specifically, we endorse the
collection of data that would support an episodic PPS preceded by a transitional payment system.
We oppose granting the authority for the Secretary to implement any such system without
Congressional oversight or approval

Medicare Reform Without Sacrifice of Healthcare Access and Ouality ...
Subacute care is intended to be quality, less costly rehabilitative and transitional care, achieving
-cost savings by providing such care in less expensive non-acute settings. The Medicare program

S can benefit by an episodic PPS system which recalibrates the most common post-acute care
Diagnostic Regional Groupings (DRGs). Reduction in patient length-of-stays will garner saving
for Medicare as well as for hospitals, and the availability of post-acute care will allow those
efficiencies to be realized.

NSCA Position Summary...
In summary. NSCA offers its full support for legislative and regulatory initiatives that will create
a Transitional SNF Payment and Reimbursement System that will evolve into an episodic, site-
neutral Prospective Payment System that assures access to quality healthcare for all Americans

and is based upon the emerging patient case-mix information so Important to treating
individuals on the basis of their verified medical condition rather than payment incentives.
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.NSCA
NATIONAL SUBACUTE CARE ASSOCIATION
ATTACHMENT TO TESTIMONY

TRANSITIONAL PAYMENT PROPOSALS

NSCA proposes the following conceptual proposals with the understanding that the dates and
dollar amounts will be adjusted based on Congressional response and Congressional Budget
Office estimates.

Establishment of a SNF Prospective Payment System

I. Require the Secretary of the Department of Health and Human Services to develop an
episodic based prospective payment system for all skilled nursing facilities (freestanding
and hospital-based) by 10/1/99. The Secretary shall establish performance based
incentives for meeting discharge-to-home, length of stay and functional improvement
targets. The system will be acuity based with multiple case mix categories to recognize
the various levels of intensity of nursing and therapy sessions. In developing the PPS, the
Secretary is to use the 1996 cost reports. This system is designed to create savings over
the budget period.

Transitional Savings Until SNF PPS

2. Interim Rate Combining Routine and Non-Routine Costs -Until the prospective
payment system for SNFs is implemented, an interim prospective system would be
implemented beginning with fiscal year 1998. This system would call for payments for
routine and ancillary costs for each provide to be capped on a combined basis using the
filed 1996 cost reports with exceptions. The method for calculating the combined rate
shall be a composite rate including routine services (SNF-participating cost divided by
SNF-participating patient days) plus ancillary services, (Medicare ancillary cost divided
by Medicare patient days) and including allowable exceptions. This rate will be the
payment for each Medicare patient day. This composite rate for routing and ancillary
costs would be updated by the hospital market basket minus some percentage in FY 1998
and by the full market basket from FY 1999-FY 2002 (if no permanent prospective
payment system has been developed).

3. Maintain Exceptions - All skilled nursing providers will be included in the new
* prospective payment system on its implementation. Until that time new providers and

providers who begin to develop atypical services in existing facilities must demonstrate to
the intermediary and HCFA that atypical services were provided and the rate shall be
adjusted to reflect the cost of providing atypical services. For providers just emerging
from their new provider exemption period, for periods starting FY 1997, the provider
must demonstrate to the intermediary and HCFA that atypical services were provided and
the rate shall be adjusted to reflect the cost of providing atypical services. For providers
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with exceptions granted for the cost reporting periods ending FY 1995, 1996 and 1997,
their rate for FY 1998 shall be adjusted based on their 1997 approved exception.

4. Reduce Exemption Period -Reduce the new provider SNF exemption period by one
year so that an exemption granted expires at the end of the provider's first cost reporting
period beginning at least one year after the provider accepts its fust patient. New
providers would file for exceptions if they provide atypical services after the expiration of
the exemption from the routine cost limits.

.5. Per Stay Linit for Intenive Needs Residents -The Secretary, after consultation with
appropriate agencies, outside experts, including skilled nursing facility experts, shall
develop and publish by (date to be supplied late) a per stay limit for residents of a skilled
nursing facility who require intensive nursing or therapy services.

6. Budget Neutrality Provision -The Secretary shall adjust payments under paragraph 2 in
a manner that ensures that total payments for covered non-routine services under this
section are not greater or less than total payments for such services would have been but
for the application of paragraph 5. (Ibis provision is intended to make number 5 budget
neutral. )

7. Reduce SNF capital cost reimbursement by 5%.

Transitional Payment System Proposal Approved by the NSCA Board of Directors
September 30,1996

'Position on Medicare Skilled Nursing Facility Payment and Reimbursement Approved by
NSCA Board of Directors, March 12,1997
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Vencor, Inc.

Contact: Thomas L. Grissom
Vice President of Government Affairs
Vencor, Inc.
3300 Providian Center
400 West Market Street
Louisville, Kentucky 40202
502-596-7117

Vencor is the nation's largest network of long term health care services. It owns
and operates 38 long term hospitals and 325 nursing centers in 41 states and provides a
complete spectrum of therapy and diagnostic services to an additional 2,000 nursing
homes. It also provides home health and hospice services in some markets.

The Vencor mission is to provide essential medical services to the elderly
population at the highest level of quality, with documented outcomes, and at the lowest
cost to the nation's Medicare, Medicai4 and private insurance programs. Vencor
believes the challenges offiscal Integrity and budgetary restraint present health
providers with opportunities for developing and implementing new ways to deliver
medical care.

Overview

Vencor believes that the Health Care Financing Administration has not been as
accountable to Congressional directive nor as responsive to marketplace changes as it
needs to be in the face of obvious demographic and financial trends. Much of our
concern about the Administration's Medicare PPS-exempt proposals is based on the
belief that HCFA has used neither its statutory authority to control program costs nor its
intellectual and policy resources to redesign reimbursement systems that were considered
"temporary" more than a decade ago.

Vencor also believes that many of the current proposals affecting PPS-exempt
facilities are ill-conceived and punitive quick fixes meant to compensate for years of
HCFA's inaction. Some of the proposals will create more problems than they solve,
while others will exacerbate existing ones. If adopted, they will encourage HCFA to
continue its reluctance to make the changes to the reimbursement system which are
needed to reduce costs and ensure efficiencies.

Vencor will comment on specific proposals found in the Clinton Administration's
Medicare savings plan and reference the proposals by section and number.
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Section 11208 Paments to Hosoitals Excluded from PPS

This section proposes radical rebasing of PPS-exempt hospital target amounts
utilizing a national average, floors and ceilings to account for variability, and elimination
of the incentive payment. This proposal transforms the TEFRA system without replacing
it. The scheme reflects a set of values and beliefs short on facts and long on ideology. It
ignores the 1996 recommendations of the Prospective Payment Advisory Commission
and the advice of every provider in the PPS-exempt sector.

The current system is designed to reimburse a hospital or unit for its actual costs

and reward it with an incentive payment if, over time, the hospital reduces its costs below

its historic level established in the base year. When this occurs, the Medicare program
obtains savings in its baseline and shares a fraction of the target amount with the hospital
in the form of an incentive payment.

Congress gave the Secretary broad authority to adjust individual hospital target
amounts whenever patient acuity, numbers of discharges, or changes in hospital services
warranted a revision. It also provided for an exceptions process that enables hospitals to
request full costs if operating conditions have changed since the base year target was
established.

Vencor believes HCFA historically has not used its authority to manage this
system and has taken few steps to control the formulaic calculation of targets for skilled
nursing and rehabilitation units and long term hospitals. HCFA has also allowed an
interim system to last for years without completing the work needed to replace it with a
more efficient one.

The current Administration proposals are a mirror of what it recommended two
years ago. However, in those two years, HCFA has done little to constrain costs or
develop a new reimbursement system. And the industry remains vehemently opposed to
HCFA's proposal because it is such a clumsy effort to cut costs without consideration of
the consequences for beneficiaries and providers.

This Committee's staff has received other payment reform proposals which
should be scored by the CBO and the results shared with industry providers. These
approaches utilize differentiated updates, targeted emphasis on the spread between an
individual hospital's costs and its target amount, and an improved process for
determining how new or newer hospitals are reimbursed.

Vencor recommends diat Congress reject the current rebasing proposal and
preserve the incentive payment at least until a new post-acute payment system isfully
Implemented. Any rebasing proposal should account for variations In patient acuity
and reduce the spread between hospital costs and target amounts.
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Section 11207 Moratorium on New Long Term Care Hosital Exclusions

This proposal could be a reasonably effective control on unrestrained future
growth in program costs for the transition period until a new payment system is devised
as proposed in Section 11297. However, most providers do not have confidence in
HCFA's ability to develop a new system in a timely manner and worry that the temporary
restraint will become a permanent ban.

The proposal also allows HCFA to continue certifying long term "hospitals within
hospitals". Vencor does not believe current statutory authority exists for HCFA to
recognize these anomalies. The current HCFA regulations have not restrained their
growth nor assured the integrity of their operations. HCFA has not demonstrated its
ability to enforce these regulations. There is no evidence that "hospitals within hospitals"
are needed for networking, managed care, or beneficiary convenience, as some providers
and policymakers have asserted.

"Hospitals within hospitals", like Skilled Nursing and Rehabilitation units before
them, have been established more to take advantage of inconsistencies and distortions in
the Medicare reimbursement system (which HCFA was to have corrected 10 years ago)
rather than improve patient outcomes or better serve beneficiaries.

Vencor recommends that Congress prohibit the certification of any future
"hospitals within hospitals .

Section 11209 Reductions to Capital Payments for PPS-exemnt Hosnitals

Reductions in capital payments will impact PPS-exempt hospitals differently than
PPS hospitals. The opportunities for accommodating these reductions with more private
pay patients, updated DRG payments, or new hospital services is severely limited and
fails to acknowledge their reliance on Medicare for all or most of its cost-based
reimbursement.

Vencor recommends that the 15% reduction be phased In over three years at
annual Increments offive per cent.

Section 11206 Treatment of Tramnsfer Cases

Vencor supports this provision as long as the discharging hospital payment is
based on a formula that recognizes disproportionately higher front end costs during the
hospital stay. Again, HCFA's reluctance to "level the playing field" or reduce the
discontinuities between reimbursement systems and the provider facilities that bridge
them, has become a costly problem and we support this effort to mitigate it until a new
post-acute reimbursement system is designed per Section 11297.
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Vencor recommends that discharge of patients from PPS hospitals to PPS-
exempt facilities be treated as transfers for the purpose of adjusted per-dlem.
reimbursement.

Section 11222 Prosnectlve Payment for Skldled Nurslnu Facility Services

Vencor supports the development of a PPS system for skilled nursing care and
believes the 1998 implementation is realistic and should be mandated by Congress. The
system should be based on patient needs and adjusted for acuity.

A phase-in period, in which the move to a national rate is accomplished, should
be accompanied by a freeze on Routine Cost Limits for new providers, a transition to
regional rates, and collection of sufficient data to make the new payment system equitable
for all providers, simple to administer, and cost efficient for the Medicare Trust Fund.

Vencor recommends tat current limitations on the provision of therapeutic
and diagnostic services In skilled nursingfaclltles remain In place until the new
Prospective Payment System is Iplemented


