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REVIEW OF ADMINISTRATION REPORT ON PRO-
SPECTIVE PAYMENT FOR SKILLED NURSING
FACILITIES UNDER MEDICARE

WEDNESDAY, APRIL 17, 1985

\ U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The committee met, pursuant to notice, at 9:30 a.m,, in room SD-
215, Dirksen Senate Office Building, Hon. Bob Packwood (chair-
man) presiding.

Present: Senators Packwood, Dole, Chafee, Wallop, Durenberger,
Symms, Grassley, Long, Baucus, and Mitchell.

[The press release announcing the hearing, and the statements of
Senators Dole, Durenberger, and Grassley and a background paper
prepared by the committee staff follows:]

- {Press Release No. 85-006A; March 13, 1983}

SENATE COMMITTEE ON FINANCE SCHEDULES HEARING ON MEDICARE SXILLED
NURSING FacILITY PROSPECTIVE PAYMENT REPORT

Senator Bob Packwood (R-Oregon), Chairman of the Committee on Finance, an-
nounced today the scheduling of a Wednesday, April 17, 1985, full committee hear-
ing to review an Administration report on prospective payment for Skilled Nursing
Facilities under the Medicare program.

The Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA) directed the Ad-
ministration to develop and report on prospective paiment proposals for skilled
nursing facilities and submit them for review by both houses of the Congress. The
Deficit Reduction Act of 1984 reiterated Congress’ interest in the TEFRA report and
required that it include description of the range of options for prospective payment.

Senator Packwood said testimony would be received from an invited representa-
tive of the Health Care Financing Administration.

The hearing is scheduled to begin at 9:30 a.m., Wednesday, April 17, 1985, in
Room SD-215 of the Dirksen Senate Office Building.
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OPENING STATEMENT
SENATOR BOB DOLE

SKILLED NURSING FACILITIES

1T IS A PLEASURE TO WELCOME THOSE WITNESSES APPEARING
BEFORE US TODAY. I AM PARTICULARLY PLEASED THAT WE WILL
HAVE THE OPPORTUNITY TO HEAR FROM THE ADMINISTRATION ON
THEIR LONG OVERDUE SKILLED NURSING FACILITY REPORT.
HOWEVER, I MUST S§Y AT THE OUTSET HOW DISAPPOINTED 1 AM THAT
WE DO NOT HAVE BEFORE US TODAY YOUR RECOMMENDATIONS FdR
EITHER LEGISLATION OR ADMINISTRATIVE CHANGES THAT MIGHT
RESULT IN INCREASEb ACCESS TO THESE SERVICES BY MEDICARE
BENEFICIARIES. 1 WILL BE ANXIOUS TO HEAR OE YOUR PROGRESS
IN THIS REGARD.

MY INTEREST AND THAT OF MY COLLEAGUES IN THE SKILLED
NURSING FACILITY BENEFIT HAS INCREASED OVER THE YEARS HAVING
BEGUN IN THE LATE 1970'S. THIS INTEREST RESULTED IN
LEGISLATIVE CHANGES WHICH WERE INCORPORATED INTO TEFRA, THE
SOCIAL SECURITY AMENDMENTS OF 1983 AND FINALLY DEFRA. I
FULLY EXPECT THIS ACTION TO CONTINUE UNTIL WE ARE SATISFIED
THAT WE HAVﬁ.IN PLACE A REALISTIC PAYMENT SYSTEM THAT



ASSURES ACCESS TO THESE SERVICES BY THE ELDERLY. OF COURSE
THE NEED TO RESOLVE>THIS ISSUE HAS BECOME EVEN MORE PRESSING
AS A RESULT OF THE IMPLEMENTATION OF THE DRG SYSTEM.

THE DRAFT REPORT PREPARED BY THE DEPARTMENT, WHICH IS
THE SUBJECT OF OUR HEARING TODAY, CONTAINS A GREAT DEAL OF
INTERESTING INFORMATION. FOR EXAMPLE, IT APPEARS TO CONFIRM
OUR BELIEF THAT HOSPITAL BASED FACILITIES CARE FOR SICKER
PATIENTS. HOWEVER, IT ALSO UNDERSCORES THE LACK OF
INFORMATION AVAILABLE WHICH WOULD PERMIT US TO PUT INTO
PLACE A PATIBQT SPECIFIC OR EVEN INSTITUTION SPECIFIC
PAYMENT SYSTEM. IT MAY BE THAT WE WILL HAVE TO USE SOME
OTHER PROXY CASE MIX MEASURE, BUT LETS MAKE SOME MOVEMENT.

CONCLUSION

IN RECENT YEARS WE HAVE DONE VERY LITTLE TO REALLY
ADDRESS THE UNDERLYING PROBLEMS WITH THE SKILLED NURSING
FACILITY BENEFIT. THE SWING BED PROVISION AGREED TO A
NUMBER OF YEARS AGO WAS AN ATTEMPT TO ADDRESS A RELATIVELY

SMALL PART OF THE PROBLEM--THAT IS ACCESS TO SUBACUTE BEDS



BY INDIVIDUALS LIVING IN VERY RORAL COMMUNITIES. THUS THE
SWINGING OF HOSPITAL BEDS WAS NEVER VIEWED AS A LONG TERM

SOLUTION TO THE PROBLEM OF ACCESS TO THESE SERVICES.

WHAT WE NEED IS A CLEAR MOVEMENT AWAY FROM OUR CURRENT
METHODS OF REIMBURSEMENT, TOWARDS A SYSTEM THAT ADEQUATELY
" COMPENSATES FACILITIES FOR CARING FOR MEDICARE PATIENTS
WHILE STILL CREATING SOME INCENTIVES FOR EFFICIENCY.

WHILE RECOGNIZING THAT MEDICARE IS A VERY SMALL PART OF
THE LONG .TERM CARE BUSINESS, WE MUST MAKE AN EFFORT TO
ASSURE THAT ACCESS TO SKILLED SERVICES IS AVAILABLE TO THOSE
IN NEED. WE CANNOT SIMPLY WATCH THE CHANGE ON THE HOSPITAL
SIDE TAKE PLACE WHICH ENCOURAGES THE EARLY DISCHARGE OF
PATIENTS WITHOUT WORRYING ABOUT WHERE THESE PATIENTS TO FOR

SUBACUTE CARE.



REMARKS OF
SENATOR DAVE DURENBERGER
MEDICARE SKILLED NURSING FACILITIES BENEFITS
APRIL 17, 1985

For YEARS ['VE ARGUED THAT THE ULTIMATE GOAL OF HEALTH
SYSTEMS REFORM IS CAPITATION. FoR MEDICARE THIS MEANS THE
FEDERAL GOVERNMENT WiLL PAY A PREMIUM FOR MEDICARE BENEFICIARIES
TO A COMPREHENSIVE HEALTH PLAN AND THE MEDICARE CONSUMER WILL
CHOOSE AMONG THE COMPETING PLANS. 3UT, THE PLAN OPTION FOR
BENEFICIARIES WILL NOT BECOME A REALITY TOMORROW. [T IS ONLY
STARTING NOW.

CAPITATION PROVIDES THE RIGHT INCENTIVES--INCENTIVES FOR
PROVIDERS TO APPROPRIATELY SUBSTITUTE LOWER LEVELS OF CARE AT A
LOWER COST AND INCENTIVES FOR THE ENHANCEMENT OF QUAL!TY.
TREATMENT OF THE MEDICARE BENEFICIARY IF FOLLOWED THROUGH FOR AN
ENTIRE SPELL OF ILULNESS, IN AND OUT OF THE HOSPITAL.

But CAPITATION IS TOMORROW'S REALITY. [N THE INTERIM, I'VE
SUPPORTED THE PROSPECTIVE PAYMENT SYSTEM FOR HOSPITALS. DRGs
HAVE INTRODUCED THE FINANCIAL INCENTIVES NEEDED FOR ‘HOSPITALS TO
BE COST-EFFECTIVE PROVIDERS OF CARE. | SEE THIS AS AN IMPORTANT
REFORM, AN INTIAL STEP [N HELPING HOSPITALS BETTSR MANAGE THEIR
RESOURCES. REFOARMING THE WAY MEDICARE PAYS FOR POST-HOSPITAL
SERVICES IS THE NEXT LOGICAL STEP IN THIS LONG-TERM STRATEGY OF

MEDICARE REFORM.
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UNDER THE CURRENT SYSTEM, DECISIONS AS TO HOW MUCH WE PAY,
FOR HOW LONG, AND FOR WHATY TYPES 0? HEDICARE SERVICES ARE
DECISIONS MADE BY PEOPLE LIKE SENATOR PACKWOOD AND MYSELF WHO ARE
“RE CLEARLY NOT THE EXPERIS. UNDER A CAPITATED SYSTEM THE DESIGN
AND PAYMENT FOR THE SUBACUTE SERVICES BECOMES THE PROBLEM OF THE
HEALTH PLAN. AND THESE ARE THE PEOPLE WHO KNOW WHAT THEY'RE
DOING AND ARE BASING THEIR PURCHASING DECISIONS ON THE BEST

INTEREST OF THE BENEFICIARY AND THE PRICE I[N THE MARKET PLACE.
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AFTER THE IMPLEMENTATION OF PROSPECTIVE PAYMENT FOR

v
HOSPITALS, REFORM OF THE MEDICARE SKILLED NURSING BENEFIT SEGM&S C"”*k/

+.
:\ afvé b "
Ye
SY¥eTEM. BUT FOR THREE YEARS, CONGRESS HAS ASKED THE revMag/a
ADMINISTRATION FOR RECOMMENDATIONS ON HOW TO ESTASLISH A Cerce,,
PROSPECTIVE PAYMENT SYSTEM FOR SKILLED NURSING FACILITIES. THE “rH,

[y .
DeFtciT REDUCTION ACT EVEN REQUIRED THE ADMINISTRATION TO INCLUDE t*‘4.‘i;
IN THEIR RECOMMENDATIONS AN ANALYSIS OF MY PROPOSAL TO USE AN >
ADD-ON TO THE HOSPITAL DRG SYSTEM vO PAY FOR HOSPITAL BASED

SKILLED NURSING CARE. -



WHILE | AM PLEASED THMAT THE ADMINISTRATION HAS fINALLY
RELEASED THEIR FIRST SNF REPORT, | AM'DISAPPOINTED THAT THAT IT
LACKED WHAT WE'VE ALL BEEN WAITING FOR--RECOMMENDATIONS FOR

REFORNM.

THE VOLUME OF THE REPORT AND THE SCOPE OF TS DETAIL, VERIFY
THE COMPLEX1TIES INVOLVED IN MEDICARE SNF REFORM. ALTHOUGH
MEDICARE CURRENTLY PAYS FOR ONLY 2 PERCENT OF ALL NURSING HOME
CARE AND SPENDS LESS THAN | PERCENT OF THE MEDICARE BUDSGET ON
SKILLED NURSING FACILITIES, REFORMING THE WAY WE PAY FOR SNF
SERVICES WILL HAVE A SIGNIFICANT EFFECT ON THE WHOLE AREA OF

AFTERCARE »

THE ISSUE OF POST-HOSPITAL CARE [S BECOMING INCREASINGLY

%,

IMPORTANT AS THE PROSPECTIVE PAYMENT SYSTEM FOR HOSPITALS IS
ENCOURAGING HOSPITALS TO MOVE MEDICARE THEIR PATIENTS OUT OF THE
HOSPITAL AS SOON AS IT 1S MEDICALLY POSSIBLE. CONCERN ABOUT THE

AVAILABILIYY AND QUALITY OF POST-HOSPITAL TRCATMENT IS JUSTIFIED.

THE PURPOSE OF THE HEARING TODAY, AS ‘] SEE 1T, [S TO FIND ouUT
(1.) WHAT THE PROBLEMS ARE WITH THE MEDICARE SNF BENEFIT, (2.)
WHAT WE CAN DO IN THE [MMEDIATE ENVIRONMENT OF PPS To RECTIFY
THESE ;ROBLEMS AND (3.) WHAT WE NEED TO DO IN THE LONG-RUN TO
CONTINUE THE MOVEMENT OF REFORM IN THE DIRECTION OF

CAPTITATION.

IN THE NEAR TERM wE wWiILL NEED TO DESIGN A PAYMENT SYSTEM THAT
HAS THE RIGHT INCENTIVES--TO PROVIDE HIGH QUALITY CARE WHILE
ENCOURAGING THE COST-EFFECITVE MANAGMENT OF SERVICES. | URGE THE‘
ADMINISTRATION TO WORK W1TH US AS WE SORT THROUGH THESE ISSUE AND
TO SUBMIT THEIR RECOMMENDATIONS TO CONGRESS AT THE EARLIEST
POSSIBLE DATE. | LOOK FORWARD TO HEARING FORM THE WITNESSES
TODAY AS WE SORT THROUGH THE NEXT STEP [N REFORM OF THE MEDICARE
SYSTEM. n



OPENING STATEMENT OF SENATOR GRASSLEY

MR. CHALRMAN, THANK YOU FOR THE OPPORTUNITY TO HEAR FROM THESE
DISTINGUISHED WITNESSES fHIS MORNING ON REIMBUHSEMENT REFORM FOR
SKILLED NURSING. FACILITIES. THE CONGRESS HAS BEEN INTERESTED

SINCE THE ENACTMENT OF TEFRA IN 1982 IN THE STUDY OF THE FEASIBILITY
OF PROSPECTIVE PAYMENT FOR MEDICARE SKILLED NURSING PROV!DE&S.

AN INTEREST WHICH WAS REITERATED IN CONGRESSIONAL DIRECTIVES

BOTH IN THE SOCIAL SECURITY AMENDMENTS OF 1983 AND THE DEFICIT
REDUCTION ACT OF 1984. IT IS MY UNDERSTANDING THAT ALTHOUGH

THE HEALTH CARE fINANCING ADMINISTRATION HAS RESPONDED FINALLY WITH A
REPORT DISCUSSING AN ANALYélS OF SKILLED NURSING FACILITIES UNDER
NEbICAHE AND THE’D[FFICULTIES WITH THE LACK OF DATA TO DEVELOP A
MEDICARE SNF CASEMIX MEASURE, NO SPECIFIC PAYMENT REFORM PROPOSALS
WILL BE OFFERED TODAY. MR. CHAIRMAN, I HOPE THAT THOSE RECOMMENDATIONS
"REQUESTED BY THE CONGRE3SS ARE FORTHCOMING IN THE NEAR FUTURE.

WE ACGKNOWLEYGE THE SﬁCCESS OF THE PROSPECTIVE PAYMENT SYSTEM IN HOLDING
DOWN MEDICAKE EXPENDITURES FOR ACUTE MEDICAL CARE IN THE LAST TWO YEARS.
YET AN IMPORTANT COST CONTAINMENT ASPECT OF THE PROSPECTIVE PAYMENT
"SYSTEM IS THAT IT GIVES HOSPITALS INCENTIVES TO KEEP PATIENTS IN AN
ACUTE CARE SETTING ONLY AS LONG AS MEDICALLY NECESSARY. THEREFORE,

IT IS NECESSARY AT THIS TIME TO EXAMINE THE EFFECT SNSEREENEESS ON
POST-ACUTE BENEFITS UNDER MEDICARE, IF HOSPITALS DISCHARGE MORE PATIENTS
TO MEDICARE SKILLED NURSING FACILTIES, REHABILITATION HOSPITALS AND
SWING BEDS. ADDITIONALLY, BECAUSE REIMBURSEMENT RATES AND METHODS ARE
DIFFERENT FOR THSE RELATED FORMS OF POST-ACUTE CARE, WE WILL HAVE TO
EXAMINE REIMBURSEMENT PROPOSALS FOR SNFs [ﬁ THE LARGER CONTEXT &f
ALTERNATIVE POST- ACUTE AND LONGTERM CARE.



WHILE 1 CERTAINLY FAVOR THE GOALS OF HEALTH CARE EFFICIENCY AND PRUDENT
GSE OF FINANCIAL RESOURCES, WE MUST ENSURE THAT ANY CHANGES WE MAKE

IN MEDICARE REIMBURSEMENT DO NOT PUT AN UNDUE BURDFN O*}OUR SKILLED
NURSING FACILITIES. WE MUST rNSURE THAT SOME OF IOWA'S FEW SKILLED
NURSING FACILLITY BEDS ARE NOT EMPTIED DUE TO CONGRESSIONAL E&THUS!ASM
TO REDUCE HEALTH CARE COSTS. ANY ALTERNATIVE HEIMBUKSEHENT‘SYSTEM
SHOULL: NOT ONLY ENCOURAGE EFFiCIENCY. BUT INCREASE ACCESS TO SNFs

FOK MEDICARE PATIENTS, PARTICULARLY HIGH COST, HEAVY CARE PATIENTS,

AND REDUCE PAPERWORK REQUIREVMENTS FOR FACILITIES.

MR, CHAIRMAN, 1 LOOK FORWARD TO HEARING THE TESTIMONY FROM THE
ADMINISTHATION ON THIS IMPORTANT ISSUE, AS WELL AS RECOMMENDATIONS

FROM THE NURSING HOME INDUSTRY AND HEALTH CARE CONSUMERS.
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DRAFT DHHS REPORT TO CONGRESS
ON MEDICARE'S SKILLED NURSING FACILITY BENEFIT

1. BACKGROUND

A, Medicare's Skilled Nursing Facility Benefit

Medicare provides coverage for skilled nursing facility (SNF) services
under its Part A Hospital Insurance Program. Coverage is provided for up
to 100 days of care, per benefit period, 1/ and is availabdle to persons who
have had three consecutive days of hospital care and wvho have been admitted
to a skilled nursing facility within 30 days after the hospital discharge.
Such persons must also aeed skilled nursing or other skilled rehadilitation
services on a daily basis for any of the conditions for which the individual
vas receiving idpatient hospital services. 2/ After the first 20 days of
SNF care, beneficiaries wust pay a daily coinsurance charge of one-eighth
the inpatient hosptial deductible, currently equivatent to $50 a day.

Medicare law specifies that SNF services, also referred to as post-hospi-

tal extended care services, must be ordered by a physician and be provided by

1/ A nev benefit period begins when the beneficiary has not been an
inpatTent in a hospital or skilled nursing facility for 60 consecutive days.

2/ The Tax Zquity and Fiscal Responsibility Act of 1982, P.L. 97-248,
allovs the Secretary to eliminate the three-day prior hospitalication require-
ment when he/she determines that such coverage will not lead to an increase in
cost and will not alter the acute care nature of the benefit. To dste the
Secretary has not made any such determination.
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or require the supervision of skilled aursing personnel. As & practical matter,

the care can only be provided to a person on in inpatient basis in s skilled

nursing facitity, or at home if 24-hour nureing, or in a hospital.

SNF services under Medicare include:

)

(2)

3

(8)

)

(6)

(%))

nursing care provided by or under the supervision of s
registered professional nurse;

bed and bosrd in connection with the furnishing of
nursing care;

physical, occupational, or speech therapy furnished by
the skilled nursing facility or by others under atrange-
ments with the SNF;

medical social seivices;

drugs, biologicals, supplies, appliances, and equipment
ordinarily furnished by the skilled nursing facility;

medical s/ vices provided by an intern or resident of a
hospital .th which the skilled nursing facility has an
agreement for a teaching program; and other diagnostic
or therepeutic services provided by the hospital under
this agreemeant; and

such other services necessary to the health of the
patients as sre penerally provided by skilled aursing
facilities.

B, Progrem Statistics

1o calendar year 1983, Medicare SNFP expenditures amounted to $529 million

and accounted for less than one percent of total Medicare expenditures and

slightly less than two percent of total national nursing home expenditures.

Since 1975, both total expenditures and per diem payments for Medicare

SNF care have increased at lover rates than most other Medicare covered serv-

ices. Total Medicare expenditures for SNF care have increased from $278 mil-

lion in 197% to $529 mitlion inf1§8). The aversge annual rate of growth for

total Medicare SNF expenditures between 1975 and 1983 was 8.4 percent. Per
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diem payments increased st an average annual vate of 7.7 percent over the
1975-83 period. Over the same period, the SNF "market basket," a measure of
the cost of food, utilities, nursing wages, etc., used to produce a day of
nursing home care, grew at approximstley the same rate--8.3 percent sanually.
Since 1982, however, total expenditures have been increasing at rates higher
than the market hasket, indicating increases in utilization., 1Ia 1982 and
1983, both total covered days and rates of use increased.

Consistent with the acute-care nature of the benefit, the length of stay
of Medicare SNF admissions is short relative to that of the general nursing
hoae population. The mean number of Medicare covered days per adaission wvas
29.6 days in 1980, A Health Care Financing Administration (HCPA) review of
the length of stay distridbution of Medicare covered days indicates thet in
1980, S0 percent of admisions had less than 21 days of covered care. The
percentage of admissions with 21 to 90 days of covered cacre declines steadily
across ten-day intervals, udtil the final intecrval of 91-100 covered days when
the percentage rises to 6.3 percent of total admissions. This last interval

of 91-100 days accounted for 18.5 percent of all covered days.

C. Medicare SNF Reimbursement Policy

Skilled nursing facilities are reimbursed on the basis of reasonadle costs
actually incurred, sudject to limits. Medicare's final payment to a SNF is
determined retrospectively only after a SNF has itewmized its costs for a full
year on & Medicare cost report. In general terms, the method used to arrive
at the Medicare payment to a SNF consists of determining (1) the SNP's total
of th;i:ypen of costs which Medicare allows, (2) what share of this total is

attributable to Medicare patients, and (3) whether the resulting swount is

“reasonadle."
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Medicare lav (in section 1861(v)(1) and 1888 of the Social Security Act)
authorizes the Secretary to set limits on allowable costs that will be reim~
bursed under Medicare. These limits are to be based on estimates of expenses
for the efficient delivery of needed health services. Under this authority,
HCFA has published limits on SNF per diem inpatient routine costs (for example,
;urling, aeals) since 1979, Capital-related and ancillary costs have been
excluded from the cost limits. Approximately 35 percent of all participating
SNFs have their reimbursements constrained by the limits.

Beginning with the initial implementation of limits on SNF inpatient
routine costs in 1979, separate reimbursement limits were applied to hospitat-
based nnd_freectnnding SNFs, with the timits set higher for the hospital<based
facilities, These limits were derived separately for hospital-based and free-
standing facilities on the dasis of the cost reports submitted by “he two
types of providers. Separate limits were implemented in regulations to take
into sccount the higher incurred costs of hospital-based SNFs due to the al-
location of overhead costs from hospitals required by Medicare reimbursement
principles and higher intensity of care. Prior to smendments i; 1982, these
limits on routine costs were set at 112 percent of the respective mean of the
routine costs for urban 4nd'rur41 hospital-based SNFs and 112 percent of the
respective mean of the routine costs for urban and rural fre;stlnding SNFs.

In addition, adjustmente were made for the differing levels of labor-related
costs among the areas in which SNFs are tocated.

The separate limits vere maintained until tde Tax Equity and Fiscal Re-
spoasibility Act of 1982 (TEFRA), P.L. 97-248, mandsted a single set o} limits
for urban and rural SNFs based on the costs of freestanding facilities, subject
to such adjustments as the Secretary deemed appropriste. This amendment had

been recommended by the Administration on the assumption that hospital-based
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and freestanding facilities provided the same service to the same patients.

The Conference Report for for P.L, 97-248 specified that exceptions could be
msade on the basis of legitimate cost differences in hospital-based facilites
resulting from such factors as a more complex césemix or the effects of Medi-~
care reasonsble cost determination rules. Implementing regulations established
limits at 112 percent of the respective mean of the routine costs of urdban and
rural freestanding SNFs,

The regulations provided for add-on Adjullnents‘to account for certain
higher costs of hospital-based SNFs, HCFA studies had indicated that sose
portion of the cost difference between hospital-dbased and the generally lower
cost freestanding SNFs was attributable to overhead allocations required for
hospital-based SNFs under Medicare reimbursement principles. This factor
accounted for 8.8 percent of the higher routine operating costs of hospital-
baned-ser in urban areas and 7.5 perceat of the higher routine operating
costs in rural areas. Adjustments in the reimbursement for hospital-based
facilities were made according to this finding., HCFA did not routinely adjust
for potential'cost differences due to casemix because of the lack of relisble
data on which to base such adjustments.

The Social Security Amendments of 1983, P.L. 98-2], subsequently post-
poned the effective date of TEFRA's single limit provision from October 1,
1982 to October 1, 1983, in order to give HCFA time to carry out a study to
reevaluate its conclusion that the reimbursement limits for hosptial-based
and freestanding SNPs should be essentially the same. Regulations were never
issued implementing this delay.

The Deficit Reduction Act of 1984 (DEFRA), P,L., 98-369, effectively elimi-

nated TEFRA'e single reimbursement limit by providing that for cost reporting
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periods beginning 9a or sfter October |, 1982, and prior to July 1, 1984, the
cost limits for routine services for urban and rural hospital-based SNFs shall
be 112 percent of the mean of the respective routine costs for urban and

rural hospital-based SNFs.

For periods on or after July |, 1984, DEFRA specifies that separate limits
should continue to be established for freestanding facilities in urban and rural
areas at 112 percent of the mean operating cost of urban and rural freestanding
€acilities respectively. Linmits for urban hospital-based facilities are to be
equal to the urbln‘freeltnnding Eacility limit plus SO percent of the difference
between the freestanding limit and 112 percent of mean operating costs for uiban
hospitat-based facilities. A similar calculation, based on costs of rural
facilities, is made for rural hospital-based facilities. Cost differences be-
tveen hospital-based and freestanding facilities attr&butnb}e to excess over-
head allocntion; resulting from Medicare reimdursement principles sre to be
recognized ss an add-on to the limit for hospitsel-based facilities. The Secre-
tary can also make adjustments for differences in case-mix or for other circum-
stances beyond the control of the facility. 1Implementing regulations for

DEFRA's amendments have not yet been issued.
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I1. REPORTS AND STUDIES ON SKILLED NURSING FACILITIES
REQUIRED UNDER RECFNTLY ENACTED LEGiSLATION

Recently enacted legislation has required the Secretary of Health g¢nd
Human Services to submit to Congress reports and studies on skilled nursing
facility reimbursement.

Section 101 of the Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA), P.L. 97-248, required the Secretary to develop, in consultation with
the Senate Finance Committee and the House Ways and Means Committee, legisla-
tive proposals for prospective reimbursement of skilled nursing facilities and
other providers under Medicare. The Secretary was required to report on these
ptoposals not later than Decemder 31, 1982,

Ta section 605 of the Social Security Amendments of 1983, P.L. 98-21,
Congress required the Secretary to complete a study and report on (1) the ef-
fect which the single reihbursenent limit for SNFs (enacted in TEFRA) would
have on hospital-based SNFs, given the differences (if any) in the patient
populations served and (2) the impact on SNFs of hospital prospective pay-
ment systems, and recomsendations concerniag payment of SNFs.

The Deficit Reduction Act of 1984 (DEFRA), P.L. 98-369, reiterated Cong-
ress’' mandate for the Secretary to submit the above reports and proposals on
SNFs, which at the time of enactment had not been provided. Section 2319 of
DEFRA required the Secretaty to submit by December 1, 1984, the report re-
quired by P.L. 98-21. Section 2319 also required the Secretary to sudbmit to
Congress by August 1, 1?84, & report on the legislative proposals required

by TEFRA for prospective reimbursement of SNFs.
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This section of DEFRA further required the Secretary to submit to Congress
by December 1, 1984, a ceport on the range of optivns for prospective payment
of SNFs under Medicare. This report is to take into account case-mix dif-
ferences between facilities. 1In addition, the report is required to analyze
the feasidility of pemitting payment to be included to hospital-based SNFs
within Medicare's DRG payment system for hospitals.

At this writing, none of these reports, proposals, or recoemendations
have beea sudbmitted to Congress, The Committee, however, has obtained a draft
copy of a DHHS Report to Congress on SNF Care under Medicare, 1Its msjor fiad-

ings have been summarized below.
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LII. MAJOR FINDINGS OF DRAFT DHHS REPORT ON MEDICARE'S
SKILLED NURSING FACILITY BENEFIT :

A draft copy of a DHHS Report to Congress on Medicare's Skilled Nursing
Pacility Benefit, odbtained by the Committee and dated October 1984, indicnte.r
that the final report when released may (1) provide a descriptive analysis of
Medicare's SNF benefit and participating facilities; (2) discuss reimbursement
fssues in the current system; (3) discuss the developmeat of a Medicare SNF
casenix measure; and (4) analyze the differences between hospital-based ond
free-standing SNFs. The report does not provide legislative proposals or
recommendations concerning prospective payment for SNFs, The qéptt report
fndicates that these will be forwarded to Congress in a separate report.

Major findings of the draft report include %he following:

A. Statistics on Medicare SNFs

o A nursing home can be certified in whole or in part to parti-
cipate in Medicare, Medicaid, or both prograss. About 5,000
nursing howes are certified to provide Medicare services,
about two~thirds of sll SNFs, Approximately two-thirds of
all Medicare certified SNPs are proprietary (for profit), —
with the vest about evenly split between zovernment and non-
profit Facilities. Sixty-seven percent of the 5,000 Medicare
certified facilities are urban and freestanding., (The 1980
National Master Facitity Inveatory Survey of Nursing and
Related Howes, & survey conducted by the Nestional Center for
Health Statistics, identified 23,065 nursing homes in the
country, but wost of these do not provide the level of skilled
care required of Medicare participants.)

o For participating SNFs, Medicare accounts for an aversge of
14 percent of patieant days. However, less than 400 SNFs pro-
vide 40 percent of total Medicare days; these facilities are
highly dependent on Medicare patients. The vast majority of
certified SNFe provide very few Medicare days, «
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o The approximately 500 hospital-based facilities are evenly
o divided between urban and ruvral locations. Hospital-based

facilities tend to provide proportionately more care to
Medicare beneficiaries than freestanding SNFs, accounting
for 20 percent of total days while supplying vnly 10 per~
cent of certified beds.

The availability of Medicare certified SNF beds in all types
of facilities varies across States. New York and Californis
account for almost 30 percent of all participatiog facilities,
and six States (California, New York, Pennsylvania, Ohio,
Michigan, and Florida) account for about half of totsl Medi-
care patient days, wvhile the Medicare population in these six
States awounts to )7 perceat of the national Medicare popula-
tion. In FY 1981, Medicare SNF beds per 1000 elderly varied
from a lov of | in Arkansas and Oklahoma to & high of 51 in
North Dakots; the national mean was 18, The use rate of the
Medicare covered SNF benefit also varied across States froa

a lov of one day of Medicare covered SNF care per 1000 el-
derly in Wyoming to a high of 635 in Kentucky, the national
mean vas 310,

The average total cost per day for Medicare SNF services vas
$80 in FY 1983, of which 72 percent was for routine operating
costs, 22 percent for ancilliary costs, and 6 perceat for
capital costs. Nonprofit and urban homes are more expensive
than proprietary and rursl facilities, Hospital~based faciti-
ties are twice as expensive as freestanding facilities, $95
and $48 per day, respectively, However, hospital-based and
freestanding SNFs in vural areas are more similar in costs
than they are in urban localities.

Reimbursement Issues in the Current System

o The curreat retrospective, reasonable cost reimbursement sys-

tem contains no incentives for facilities to admit Medicare

or heavy care patients. Moreover, SNFs with costs above the
reimbursement limits set by statute have strong incentives

to reduce costs dy sdaitting patients who require less careé.
(Thirty-five percent of Medicare SNFs are slready being reiw-
bursed at these limits.) Ia addition, it is often believed
that, because of certain characteristics of the current reim=
bursement system, facilities decline to participate in Medi-
care, creating inadequate access and costly hospital back-up
of patient: awaiting nursing home ptacemeants. Three fre-
quently noted deficiencies of the current system are: (1) the
lack of financial incentives to curb costs and to increasse ef-
ficiency; (2) excessive federal reporting requirements; and
(3) financial uncertainty created by retrospective payment

ad justments.
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0 A prospective payment system has deen advocated as a means to
increase SN? participstion in the Medicare program if it would
i lead to simplified billing and reflect the higher costs of
¥ heavy care patients, Increased SNP participation potentially
could increase the use of Medicave SNF services and decrease
the numder of hospital patients avaiting SNF placements. This
would allow the patieant to move through the system and be cared
for at the medically necessary level. A prospective payment
systes with incentives to take Medicare pstients could promote
access for Medicare beneficiaries., 1ln addition, research on
prospective payment systems for Medicaid financed nursing home
services tends to support the claim that prospective pay-
meat systems are more cost containing than retrospective
payment systeas,

o There are strong indications that local or regional factors
: greatly influence access to and use of Medicare SNF gerv-
ices. For exmple, States with Medicaid reimburseaent
systems providing strong incentives for nursing homes to
become certified as intermediste care facilities (ICFs)
tend to have nursing home industries that are predoainantly
1CF oriented. (Intermediate care is a lover level of care
than skilled care and is aot covered by the Medicere pro-
gram.) Since Medicare constitutes such & small share of
the overall market, it has little leverage to sffect the
availability of SNF level aursing home care,

o Other locsl and regional factors that affect Medicare SNF
participation and the use of Medicare SNF gervices are
variations in local medical practice patterns, the avsila-
bility of home health services as an alternative to SNF
csre, and differences in the interpretation and applica-
tion of coverage rules by fiscal intermediaries in light
of these local and regionsl factors.

o With respect to the prot-lem of the backiog of hospital
patients awaiting aursing home placement, existing evi-
dence suggests that many ave swaiting Medicaid, not Medi-
care, placements. However, hospital prospective payment
may exert a greater influence toward increasing the use
Of Medicare SNF services because it gives hospitals a
strong financial incentive to discharge patients as svon
as ie wedically sppropriate. Thus, hospital prospective
payment way increase demand for Medicare SNF care. It
would, therefore, be desirable to have s paymeat system
that encourages facilities to admit Medicare patients so
they do not get backlogged in the hospital.

o It is important to note that there are constraints on the
ability of the health care system to respond to {ncreased
demand €or Medicare SNF services. Demand for skilled
nursing fecility beds already exceeds supply in most areas
of the country, but most States regulate growth in bed sup-
ply via the “certificate of need" (CON) process and have
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refused to grant many CON approvals for new nursing home
construction or expansion in recent years as a& wmeans of
controlling growth in Medicaid expenditures. Although
exisiting facilities could choose to admit more Medicare
patieats, high demand for beds from Medicaid and private
pay patients may freeze out Medicare patients where Medi-~
care remains a comparatively small portion of the total
market for nursing home care.

0 We can expect the same increased efficiencies from SNF
operations as has heen experienced by changing the hospital
reimbursement system based on historical costs to one based
on prospective rates. Although the current systems for pay-
ing SNFs does not inherently reward provider efficiency,
the need is not as great as it was for hospital payments
because of the relatively small smounts involved and
because the expenditure growth rate for SNF services has
been much lower than that for hospital care, From FY 1975~
83, the annual rate of growth for Medicare SNF expeaditures
was 8.4 percent. This growth rate is essentially the same
4s the growth rate in the anursing home "market basket,” a
measure of the price of the inputs (e.g., food, nurses, etc,)
necessary to produce s day »f nursing home care. Since 1982,
however, total expenditures have ‘been increasing at rates
higher than the market basket, indicating increases in utiti-
zation. 1In 1982 and 1983, both total covered days and rates

a of ute increased.

o Skilled nursing facilities with move than a minimal Medicare

' caseload are required to complete the detailed hospital cost
report. Given the relatively small Medicare caseload in
most facilities, SNFa find this reporting requirement burden-
sume. Some prospective payment systems would reduce the
paperwork requivrements. In addition, prospective paymeat
could eliminate the need for retrospective payment adjustments
wvhich take place under the curreat systeam.

C. Casemix Analysis

o Casemix measurement is a generic term referring to many ap-
prosches for determining differences in resources required
by different classes of patients, Different resource require-
ments to meet different patient needs translate into differ-
ences in payment rates according to patient need., Without a
casemix measure, providers have incentives to accept only pa-
tients requiring lover levels of care. Adjustment of payment
for casemix could enhance access to SNF care for more severely
ill patients decause providers would be paid higher rates
to care for sicker patients., I[f prospective rates are set
without regard to casemix, providers could profit by ad-
aitting only patients with the lowest resource needs.
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o Resesrch specifically on the casemix of Medicare SNF patients
is very limited, primarily because overall they make up such
a small part of the nursing home population., The existing
research on casemix and resource use in nursing homes has
focused on the general nursing home populstion. Thus, these
results may not be directly applicable to Medicare SNF pa-

s tients because they are based on the long-term care needs of
the general nursing hoce population rsther than the short-
term skilled or rehabilitative care Medicare SNF patients
receive. This literature indicates that ltimitations in ac-
tivities of daily living such as bathing, dressing, and
feeding are most important in predicting resource composition
and related costs, Diasgnosis, the only patient-specific case-
mix information voutinely collected on Medicare SNF patieat
conditions, is less important., Analysis of information on di-
agaoses of Medicare patieats shows that there is a great deal
of variation in the costs and lengths of stay among Medicare
SNF patients with the same diagnosis. This indicates that diag-

- nosts alone is not a good casemix measure for distinguishing
among patients accurding to their resource needs,

o In the absence of sufficient data to derive & direct patient~
specific casemix measure for Medicare SNF pstients, an evalu-
ation of existing facility data which might provide a proxy
casemix measure based on facility characteristics was under-
taken, It was found that Medicare days as & percent of total
patient days is directly related to cost and may be used a»

a proxy casemix measure. -Percent of Medicare Jays measures
the extent to which facilities provide care to short-term

- skilled and rehabilitative patients rather than to long~term
care patients. Analysis of freestanding facilities {ndicates
that in 1980 a one percentage point increase in the proportion
of Medicare days in s facility increased the per diem rate
by 16 ceats, For hospital-based facilities, a one percent
increase in the proportion of Medicare days increased per diea
coste by 56 cents, In addition, other analyses prepsred speci-
fically for this report indicate that Medicare patieats have,
on average, more frequent and severe medically-oriented pro-
blems. Thus, vhile not as powerful a casemix measure as DRGs,
percent Medicare days might be used as a limited proxy caseamix
weasure until sufficient data are collected and analyzed to
develop a direct patient specific casemix measure. In dev-
eloping such a casemix measure, various aspectn of Medicare
SNF cases, including disgnosis, disedilities, and specialized
services, will need to be considered,
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D. Differences in Costs Between Hospital-Based
and Freestanding SNFs

o Differences in patient casenix appear to te one resson why
hospital-based SNFs are move costly on average than free-
standing SNFs. Other possible explanations for the cost
difference include differences in quality of care and ef-
ficiency of operation, In addition, for Medicare reim-
bursement purposes, certain overhead or indirect expeuses,
such as adsinistrative salaries, must be 2llocated between
a hospital's acute care unit and subproviders such as the
skilled nursing unit. Approximately 8 perceat of total
routine cost differences between hospital-dased and free-
standing SNFs has been determined to be due to overhead
allocation in hospitsl-based facilities.

o A difference in cssemix between hospitel-dased and free-
standing SNFs is indicated by Medicare utilization and
staffing data as well as the results of most outside
studies., The Medicare data indicated that hospital-dbased
SNPs had on average higher proportions of Medicare patient
days to total days and higher admissions per ded. Both
of these results suggest higher utilization by short-~term
rehabilitation pstieats who are likely to be more costly
to care for than traditional tong~lerm care patiants.

o On average, hospital-based facilities had 19 percent more
nursing hours than freestanding facilities. Hospitel-
based SNFs also provide more rehadilitstion services than
freestanding facilities. While these results suggest that
hospital-based facilitivs are staffed to verve a more severe
casemix, these data are insufficient to precisety isolate
casemix effects €rom inefficiency and quality of care dif-
fevences.

0 Studies on casemix in hospital-based and freestanding faci-
lities vere reviewed for this report. Shaughnessy et al.
(1983) studied case mix in high Medicare utilization SNFe
and found hospital-based patients to be characterized by
wore sever medical problems (e.g., vecovery from surgery,
shortness of breath, intravenous catheters), Patients in
freestanding SNFs tended to have more mental probfenc, ter-
minal {llaess, and urinary tract infections, An anslysis
of casemix using data from the Medicare and Medicaid Auto~
mated Certification System (Sulvetta and Holshan, 1984) found

“that higher proportions of patients in hospital-based than
freestanding SNFs had disadility problems and needed special-
ized services, Three studies of low Medicare utilization
facilities (Cameron and Knauf, 1983; Sulvetta and nulnhan,
1984; and Shaughnessy et al., 1982) found differences in the
casemix of hospital-based and freestandiang SNFs, with most
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of the evidence poialing toward greater severity of hospital-
based patients. Mor and Sherwood (1983) found virtually no
differences in Medicare diagaoses and disabilities between
hospital-based and freestanding facilities in Oregon, and
some differences in Nassachusetts. In both States, hospital-
based patients tend to be more rehadilitation oriented.

o Results from two studies carried out for this report suggest
that casemix accounts for some of the cost differences be-
tween hospital-based and freestanding SNFe, Shaughnessy
(1984) estimated that casemix differences between hospital~
based and freestanding SNFs may explain up to 50 perceat of
their cost differences, while Sulvetta and Holahan (198%)
estimated that 43 percent of the cost differences were due
to casemix and staffing.

E. Major Conclusions

o DRHS analysis of availadle information indicates that iamportant
issues need to de considered defore specific optivns for reim-
bursement reform of the Medicare SNF benefit can be addressed.

A key issue is that ao reliadle and valid patient specific case-
mix measure currently exists for Medicare SNF patients and that
further reseerch is required,

o A second major issue is the effect of hospital prospective pay-
meat on SNFs and other postacute benefits under Medicare., Since
hospital payment under Medicare is on a per case basis, hospitals
will have incentives to keep patients in an acute care setting
only as long as is medically necessary. Thus, some observers
predict that hospitals will discharge more patients to Medicare
SNFs and other postacute units, such as rehadilitation hospitals
and "swing beds," Because the Medicare SNF patieant appears in
many cases to reseadle a beneficiary cared for in a rehabilita-
tion setting and/or a hospital swing bed, the examination of
reimbursement alternatives for SNPs should also take into account
these related forms of postacute care,

o The quality of care for Medicare beneficiaries needs to de en-
sured under any SNF proepective payment system, The Department
is engaged in research and operational {nitiatives that are
intended to isprove our ability to examine patient outcomes
to assure quality of carve,



Iv. [ISSuEs

[\ Legislative Proposals and Recomrendations for
SNF Prospective Payment

As noted sgbove, Congress, since 1982, has requested veports and legisla-
tive propossls and recommendations for prospective payment of SNF care under
Medicare, A copy of a draft DHHS report on SNF care under Medicare indicates
that specific SNF payment reform proposals will be forwarded to Congress in
stitl another report at some ltater point in time. The draft report indicates
that additional research is required specifically on the relationships be-
tween casemix and resource consumption of Medicare SNF patients dbefore speci-

fic proposals can de made.

2.  Research on Prospective Payment for SNF Care
under Medicare

The draft report in&icotet that DHHS is sponsoring additional research
on the telationships between casemix and resource consumption of Medicare SNF
patients. This research includes analyses of the relationship detween hospi-
tal DRCs and SNF contl.\identificltion of SNF resource utilization groups
(RUGS) under which patients are classified according to resources they use
in the SNF, and development of Medicare patient-specific casemix indices.
Questions arise as to wvhether information from these studies will dbe adequate

to construct & national prospective payment system for SNF care. As noted
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above, Medicare SNF patients make up a small part of the nursing home popula-
tion and the vast majority of certified SNFs provide very €ew Medicare days.
These and other factors complicate the development of a uniform prospective
payment system, In addition, HCFA indicates that it has only one major study
undervay which is looking at Medicare SNF patients in five States, Other
questions arise as to when research will yield results to allov implementa-
tion of a prospective payment system. Curreat ves:arch is focused on develop-
ing.l classification system for SNF cave vhich will define the relationship
between casemix and resoutce consumption of Medicare SNF patients. Additional

research will then be required by which to translate this classification system

into a pricing system,

3. lmpact of Medicare's Hospital Prospective Payment System on Medicare
SNF Sexvices

Nedicare's hospital prospective payment system may increase the use of
Medicare SNF services becsuse it gives hospitals a strong financial incentive
to discharge patients as soon as is medically appropriate. It has been noted
that & prospective paymeat system for SNFs could increase SNF participation
and promote access for Medicare beneficiaries in greater need of SNF care.
It should also de noted that patient characteristics using Medicare SNF services
may change with €ull implementation of hospital prospective payment. This has
implications for any research on a casemix measure for SNF care. Questions
arise as to hov DHHS research on SNF prospective payment takes into accouat
the effects of hospital prospective paymeat on SNF patients and their use

of SNF resources,
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4. Proxy Casemix Measures

1€ curreat information is inadequate for developing a prospective pay-
ment system based on casemix, are there ureful steps which can be taken to
provide some of the benefits of a reimbursement system based on casemix.
The draft report indicates that the proportion of Medicare patieat days to
total facility days might be ‘used as a limited proxy casemix measure uatil
sifficient data are collected and analyzed to develop a direct patient lpeci-\
fic casemix measure. HCPA currently collects the information necessary to
construct this variable for all participating SNFs. Questions erise as to
wvhy HCFA has not proposed payment reform based on this proxy measure and how

reform would actually be accomplished with such an adjustment.

The CHAIRMAN. The committee will please come to order. We are
starting this morning on what could be W series of hearings involv-
ing Medicare, Medicaid, and skilled nursing facilities, and other re-
lated issues. It is very clear that skilled nursini’facilities provide
an important component of services provided by Medicare to Amer-
ica’s senior citizens. Given the major changes that we have made
in Medicare, the possibility that we may make more, and the
changes that we are making in the health sector, it is important
that this committee maintain its vigilence over all aspects of the
Medicare program. Specifically, this hearing will allow us to review
the report on skilled nursing facilities, just completed by HCFA, to
hear nursing home industry experts, and consumer comments on
this reeé)ort, and raise and explore other problems that may not be
covered in the report. Our first witness today is Dr. Carolyne
Davis, the Administrator of the Health Care Financing Administra-
tion, and you are accompanied by Thomas Ault and Robert
Streimer.

Are Sou ready?

Dr. Davis. Yes, sir.

The CuaiRMAN. Go right ahead. I very much again appreciate
the witnesses havin§ ﬁotten their testimony in. They will be in the
record in full, and I had a chance last night and this morning to
read all of your testimony, and so we would appreciate it if you
could abbreviate it. Excuse me, Senator Durenberger, do you have
an opening statement?

Senator DURENBERGER. Yes, I do, and I will be brief. I have
argued for a long time that the ultimate goal of health systems
reform is capitation, and for Medicare that means the Federal Gov-
ernment will pay a premium for Medicare beneficiaries to a com-
prehensive health ?an, and the Medicare consumer will choose
among competing plans, but all of that is not going to happen to-
morrow or the day after tomorrow, even though it has started. A
capitated system provides the right incentives—that is the incen-
tives for providers to appropriately substitute lower level care at a
lower cost—and incentives for the enhancement of quality treat-
ment of the Medicare beneficiary, if followed through for an entire
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spell of illness in and out of the hospital. But capitation is tomor-
row's reality. In the interim, I have been supporting a prospective
payment system for hospitals. It seems to be working, certainly
with the help of HCFA and others. And it strikes me that some
form of a prospective payment system with the incentives that we
see operdting on the hospital side would be important as far as the
access of Medicare beneficiaries to skilled nursing. Mr. Chairman, 1
woulc;li ask that the balance of my statement be made part of the
record.

The CHAIRMAN. Without objection, it will be in the record in its
entirety. Senator Dole.

Senator DoLe. Thank you, Mr. Chairman. I would ask that my
statement be made a part of the record. I would just indicate that I
am pleased that we are going to finally have an opportunity to
hear from the Administration on what I believe to be a long-over-
due skilled nursing facility report, and 1 would add that I am quite
disappointed that we do not have before us today administration
recommendations, either legislation or administrative changes that
might result in increased access to these services by Medicare bene-
ficiaries. I think many of us have been interested in this since wa
back in the late 1970’s, and we have made some changes in TEFR
in 1982 and also TEFRA and later what we refer to as DEFRA.
And I think it is fair to say we are going to continue these efforts .
until we have been satisfied that we have in place a realistic p%r-
ment system that assures access to these services by the elderly. Of
course, the need to resolve this issue has become even more press-
ing as a result of the implementation of the DRG system. The draft
report prepared by the department, which is the subject we are
hearing today, contains a great deal of interesting information. It
appears to confirm our belief that hospital based facilities care for
sicker patients. However, it also underscores the lack of informa-
tion available which would permit us to put into place a patient-
specific or even an institution-specific payment system. It may be
that we will have to use some other proxy case-mix measure to let
us make some movement. So, I am very pleased that we are having
the ?earings. I hope it will result in some administration move-
ment.

The CHAIRMAN. What may happen—and you are absolutely
right—is, if we have no administration recommendations, we may
just blunder on ahead ourselves and do the best we can.

Senator DoLE. Better than blundering backward. [Laughter.]

The CHAIRMAN. Dr. Davis, go right ahead.

STATEMENT OF CAROLYNE K. DAVIS, PH.D., ADMINISTRATOR,
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT OF
HEALTH AND HUMAN SERVICES, WASHINGTON, DC

Dr. Davis. Thank you, Mr. Chairman. Let me just briefly sum-
marize my statement. First of all, it is important to remember the
differences between the Medicare skilled nursing facility benefit
and the Medicaid. The Medicare benefit, of course, is a post-hospi-
tal extended care benefit for the lower-cost skilled nursing facility.
It has a maximum coverage of up to 100 days. It is, of course, of ap
acute care nature, and the benefit is relatively small as a part of
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the Medicare total. It is less than 1 percent of our total Medicare
expenditures. -
he CHAIRMAN. It is about $550 million, as I recall.

Dr. Davis. That is right, sir. And it is actually less than 2 per-
cent of the total that this Nation spends on its nursing home care.
The average beneficiary stays in the skilled nursing facility only
about 30 days. About two-thirds of all of these nursing homes are
certified to provide Medicare extended care services. The vast ma-
jority of them, however, provide just a very few Medicare days.

hat contrasts very definitely with the Medicaid benefit which pro-
vides a long-term benefit for patients who are unable to continue to
live independently. The average length of stay for the skilled nurs.
ing facility patient under Medicaid is 456 days, and the total cost of
that part of the ﬁroiram in Medicaid is $8.4 billion. So, in terms of
the contrast, I think it is guite definitely a different benefit pro-

ram. If you look at the differerices between hospital-based and
reestanding facilities, as has already been alluded to, there is cur-
rently a significant difference. At the moment, Medicare reim-
burses the skilled nursing facilities on a retrospective cost basis,
subject to the limits that are applied to the routine costs that are
set prospectively at 112 percent of the average costs for both rural
and urban facilities. I would like to point out that Congress has
changed that policy on the limits three times since 1982.

In 1982 under the TEFRA, a single cost limit was mandated for
all skilled nursing facilities based upon the experience of the lower
cost freestanding facilities. In 1983 Congress delayed the single
limits and required a study. And then in 1984, under the Deficit
Reduction Act, there was a mandate to modify the single limit to
allow the hospital based facilities an add-on of 50 percent of the dif-
ference between the free-standing limits and the 112 percent of the
mean costs of the hospital-based facilities. Looking at the issue of
prospective payment for skilled nursing facilities, we recognize that
the current retrospective anment is indeed unsatisfactory. It
simpil_y doesn’t encourage the nursing homes to admit Medicare
beneficiaries who have a heavy-care need. It does lack the financial
incentives which we have in place in the hospital system to have’
the homes want to control their costs. It requires excessive report-
ing, and it creates some degree of financial uncertainty in terms of
an adjustment retrospectively. And we think that it also contrib-
utes potentially to the possibility of some backlog of patients in the
hospital waiting for an available SNF bed, although I think that is
more inclined to be a Medicaid problem and not a Medicare prob-
lem. Many of the States’ Medicaid programs have moved since 1980
to develop a prospective payment system. A number of their pro-
grams—I think about 38 of the States—now have a prospective
g:yment system. Each one has some unique features, and we have

en studying those, but it is important to remember that the Med-
icare patients are significantly different from the Medicaid patients
because of the Medicare benefit's acute short-term nature; so that
the knowledge that we collect on the Medicaid long-term popula-
tion can’t necessarily be generalized to the Medicare ulation.
Therefore, when we consider a prospective Medicare SN Program,
we have to think about those kinds of variations that we are learn-
ing about across the many States, and then think about the compli-
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cations that might arise in applying the same system to the Medi-
care Program. Medicare costs for the SNF’s haven’t risen at the
same rate as the other Medicare costs have either, and the ability
of the Medicare prospective payment system to influence the
skilled nursing facility overall cost increase would be limited. We
think that there needs to be additional consideration given to the
impact that the hospitals’ prospective payment system would have
on the needs in the skilled nursing facility, and we are looking at
that at this point in time. Likewise, we are also trying now to
devise studies that will follow the impact of the prospective pay-
ment system on the quality of care, both in terms of prospective
payment systems in the Medicaid programs, as well as the impact
of the hospitals’ prospective payment system. In terms of our re-
search, it has shown very clearly and strongly that resource use is
related to patient care needs. In other words, we would need to
have a differential in the system that would be related to casemix
because the relative resources that are used to take care of differ-
ent patients seem to explain somewhere up to 50 percent of the
cost differential. The evidence would suggest then that a casemix
adjustment is an important design element in any Medicare pro-
spective payment system in‘order to address the needs of heavy-
care patients. And it is the heavy-care patient need that we are
most concerned about. So, we have undertaken a number of studies
to develop a casemix classification system. We have three major
studies. Yale has developed a classification system that essentially
looks at the activities of daily living, and we refer to those as Re-
source Utilization Groups, or RUG’s. We believe that those groups
would account for about 38 percent of the variation in resource use
among patients, and they seem to reveal significant variation even
among patients with the same diagnosis. We have a demonstration
in New York State which is looking at refining the classification of
the RUG’s, according to five different clinical categories. And we
believe that might increase the explanatory power up to per-
cent. Because we also have been concerned about the fact that the
Medicare beneficiaries do have different needs, we funded a study
with the Rensselaer Polytechnic Institute to develop a Medicare-
specific case-mix measurement.

We expect the data results from that will be due in this fall.
Meanwhile, we have developed and have identified two possible
proxy measures that would explain the higher costs. It seems that
the Medicare days as a percentage of the total gatient days and the
higher number of admissions per bed explain the higher cost. How-
ever, we are not certain that those measures are sufficient to use
as a prospective payment methodology. There may be other factors,
such as diagnosis, disabilities, and other kinds of specialized serv-
ices that need to be factored in. Once we have a case-mix measure
for the Medicare SNF, we would then have the problem of develo
ing a payment rate for each patient grouping. Our current S
records don’t include the necessary information so we need to de-
velop a method to collect that data, and we will be doing that over
this next year's time. We are also assessing the feasibility of devel-
oping a payment system that combines the hospital’s prospective
gayment rate and a payment for the skilled nurssigg facility care.

hat system, which would be based upon the episode of care, has
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the potential to eliminate the incentives for a hospital to have too
many or too early transfers, and it could encourage the use of more
swingbeds in the hospital. The development of that particular
system has to address a number of complex issues, such as the wide
variation in the skilled nursing facility patient diagnostic catego-
ries, and must look at the number of DRG’s that would need to be
adjusted; whether we would adjust all of them or only certain ones
that have a heavy use of the skilled nursing facility. But we are
developing the data bases that will link the episodes and the hospi-
tal and the post-hospital care. In our analysis, we will consider how
to resolve those issues to construct a budget-neutral payment meth-
odology, for testing in a demonstration. We would expect the dem-
onstration of that bundled concept to begin next year. So, although
we have made a great deal of progress in developing the basic ele-
ments on which we are building this system, we still have man
important questions that need to be answered before we cen devel-
op a national payment methodology. We have given a high priority
in our research program to continuing to develop the methodolo-
gies in this new prospective payment. I think it is important to re-
member that when we developed and tested the prospective pay-
ment system for hospitals, we did that on the basis of 10 years of
research, and we have now had approximately 2 years of research
in the skilled nursing facility prospective payment area. Finally, it
is important to recognize that we need to avoid any premature so-
lution that could cost more money or that in any way could create
{)roblems in terms of access that we would not want to see happen.

think at that point I would say that is the complete summary,
and [ would be pleased to answer any questions.

The CHAIRMAN. Thank you, Dr. Davis.

[Dr. Davis’ prepared written statement follows:]
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STATEMENT OF CAROLYNE K. Davis, PH.D., ADMINISTRATOR, HEALTH CARE FINANCING
ADMINISTRATION

| AM PLEASED TO BE HERE TODAY TO DISCUSS THE MEDICARE
SKILLED NURSING FACILITY (SHE) BEKEFIT AND OUR PROGRESS IM
NESIGHING A PIOSPEITIVE PAYMENT SYSTev 2 SUF a2z, livs
ME TAdAY 1S Me, Roseer Sraziuer, Depury Din RECTOR OF THE
Buzeau CF ELTGIBILITY. REIMBURSEMENT AuG COVERAGE. AND HR.
THoMAs AuLT, Director, OFFICE OF PoLiCY ANALYSIS,

OVER THE LAST SEVERAL YEARS CONGRESS HAS EXPRESSED INTEREST
IN THE DEVELOPMENT OF PROPOSALS PROVIDING FOR PROSPECTIVE
PAYMENT FOR MEDICARE PROVIDERS. INCLUDING SNFs. [N RESPONSE
T0 THESE CONGRESSIONAL MANDATES, WE ARE SUBMITTING A REPORT
THAT SETS THE FOUNDATION FOR THE DEVELOPMENT OF sucH SNF
PROPOSALS, THE REPORT PROVIDES A DETAILED ANALYSIS OF THE
MEDICARE SNF BENEFIT AND THE STRUCTURE OF THE INDUSTRY;
DISCUSSES THE DEVELOPMENT OF A MEDICARE SNF CASE-MIX
MEASURE; ANALYZES THE DIFFERENCES BETWEEN HOSPITAL-BASED AND
FREESTANDING SNFS; AND ADDRESSES OTHER REIMBURSEMENT 1SSUES.
SPECIFIC SNF PAYMENT REFORM PROPOSALS WILL BE ADDRESSED IN A
SEPARATE REPORT. TODAY, | WILL BRIEFLY SUMMARIZE THE REPORT
WE ARE SUBMITTING.

WHEN THE MEDICARE PROGRAM WAS ENACTED., CONGRESS DECIDED TO
PROVIDE A POST~HOSPITAL "EXTENDED CARE" BENEFIT TO COVER
SHORT-TERM, POST-ACUTE CARE NECESSARY TO A PATIENT'S’
RECOVERY, THIS "EXTENDED CARE" BENEFIT PERMITS A PATIENT
WHO HAS BEEN HOSPITALIZED TO CONVALESCE IN A LOWER COST,
QUALIFIED SKILLED NURSING FACILITY FOR UP To 100 pAvs., THE
SNF BENEFIT INCLUDES STRINGENT REQUIREMENTS TO ASSURE 1TS
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ACUTE CARE UATU DL FOY SLAMPLE. COVIRAGT IS LiALTED 7¢
PATIENTS WHO HAVE BEEN IN THE HOSPITAL AT LEAST THREE DAYS
AND NEED DAILY SKILLED NURSING CARE OR RELATED

REHABILITATION SERVICES.,

BECAUSE OF ITS LIMITED ACUTE CARE NATURE. THE MEDICARE SNF
BENEFIT 1S RELATIVELY SMALL. BOTH AS A PERCENTAGE OF
MEDICARE EXPENDITURES AND NURSING HOME REVENUES. [N FlscAL
YEAR 1984, MEDICARE SPENT $545 MILLION #OR SNF BENEFITS --
LESS THAN ONE PERCENT OF TOTAL MEDICARE EXPENDITURES AND
LESS THAN THO PERCENT OF TOTAL NATIONAL NURSING HOME INCOME.
MEOICARE ALSO REQUIRES THAT BENEFICIARIES SHARE IN THE COST
oF SNF BENEFITS AFTER 20 DAYS IN THE NURSING FACILITY. THE
AMOUNT UF THE SNF COINSURANCE IS BASED ON A PERCENTAGE OF
THE HOSPITAL DEDUCTIBLE AND 1S $50 PER DAY IN 1985,

THE LIMITED SCOPE OF THE MEDICARE SNF BENEFIT ALSO MEANS
THAT THE AVERAGE MEDICARE BENEFICIARY STAYS IN A SKILLED
NURSING FACILITY ONLY A SHORT TIME -- A8B0UT 30 pavs In 1983,

IN 1984, ABOUT TWO-THIRDS OF ALL NURSING HOMES OR ABOUT
5,800 SKILLED NURSING FACILITIES WERE CERTIFIED TO PROVIDE
MEDICARE EXTENDED CARE SERVICES. MEDICARE PATIENTS RECEIVED
8.7 MILLION DAYS OF COVERED SNF CARE IN THESE FACILITIES,
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HANTvER, THESE DAYS wERE MOT EJUALLY DISTXIBUTED \NCNG Tut
PARTICIPATING SNFS. Fewer THAn 400 SWFs PROVIDE 40 PERCENT
OF TOTAL MEDICARE DAYS AND THE VAST MAJORITY OF CERTIFIED
SNFs PROVIDE FEW MEDICARE DAYS,

THE AVAILABILITY OF CERTIFIED SNF BEDS VARIES ACROSS STATES,
PARTLY BECAUSE STATES CAN CONTROL NURSING HOME EXPANSION AND
CONSTRUCTION THROUAH CERTIFICATE OF NEED REQUIREMENTS. [N
1981, Mepicare SNF Beps PER 1000 ELDERLY VARIED FROM A LOW
OF 1 IN ARKANSAS AND OKLAHOMA TO A HIGH OF 51 IN NoORTH
DAKOTA; THE NATIONAL MEAN WAS 18, THE UTILIZATION RATE ALSO
VARIES ACROSS STATES FROM A LOW OF | DAY OF COVERED CARE PER
1000 eLDERLY IN WYOMING TO A HIGH OF €12 IN KENTUCKY; THE
NATIONAL MEAN wWAS 31E.

THE MEDICARE SKILLED NURSING BENEFIT CONTRASTS SHARPLY WITH
NURSING HOME BENEFITS UNDER MEDICAID., MEDICAID PROVIDES A
LONG TERM BENEFIT IN EITHER A SKILLED OR INTERMEDIATE CARE
FACILITY, MEDICAID DOES NOT LIMIT SNF CARE TO POST-
HOSPITALIZATION CASES, BUT RATHER TO PATIENTS WHO ARE UNABLE
TO CONTINUE TO LIVE INDEPENDENTLY, [N 1980, THE AVERAGE
NON-MEDICARE SNF PATIENT SPENT 45 DAYS IN A NURSING HOME.
AS MIGHT BE EXPECTED, NURSING HOME COSTS ARE A MUCH HIGHER
PROPORTION OF MEDICAID PROGRAM COSTS, REPRESENTING 42
PERCENT, OR $3.4 BILLION IN 1984,



86

Hogorra-24580 AMD FREZSTANDING FACILITIES

MEDICARE CURRENTLY REIMBURSES SNFS ON A RETROSPECTIVE COST
BASIS SUBJECT TO LIMITS APPLIED TO ROUTINE COSTS, SUCH AS
NURSING CARE AND MEALS. CAPITAL AND ANCILLARY COSTS. SUCH
AS PHYSICAL THERAPY CR LAB PROCEDURES. ARE NOT INCLUDED IN
THE COST LINITS. LINITS ARE SET PROSPECTIVELY AT 112
PERCENT OF THE AVERAGE COSTS OF RURAL AND URBAN FACILITIES.,

IN 1982. tHe Tax EquiTy AND FiscAL RESPONSIBILITY ACT
(TEFRA, P.L. 97-248) MANDATED SINGLE COST LIMITS FOR ALL
SNFS BASED ON THE EXPERIENCE OF LOWER-COST FREESTANDING
FACILITIES, THE SECRETARY WAS AUTHORIZED TO ADJUST THESE
SINGLE LIMITS TO ACCOUNT FOR CASE-MIX OR COST DIFFERENCES [N
HOSPITAL-BASED FACILITIES, WHEN THE REGULATIONS ON THE
SINGLE TEFRA LIMITS WERE PUBLISHED, WE DID NOT INCLUDE A
CASE-MIX FACTOR BECAUSE WE HAD NEITHER THE DATA TO CONCLUDE
THAT THERE WAS A CASE-MIX DIFFERENCE NOR XNOWLEDGE ABOUT HOW
TO CONSTRUCT SUCH AN ADJUSTMENT. [N 1983, CONGRESS MANDATED
THAT THE SINGLE TEFRA LIMITS BE DELAYED AND THAT A STUDY BE
CONDUCTED OF THE NEW SINGLE LIMIT REQUIREMENT, OQur sTUDY
SHOWS THAT CASE-MIX ACCOUNTS FOR SOME OF THE COST
DIFFERENCES BETWEEN HOSPITAL-BASED AND FREESTANDING SNFs,
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Iv 1624, 14e DerictT Renuction Act (P.h, 92-37C) MamnaTed A
MODIFIED SIMGLE LIMIT BASED ON THE COSTS OF FREESTANDING
FACILITIES WITH AN "ADD-ON" FOR HOSPITAL-BASED FACILITIES.,
THE FORMULA INCREASES THE LIMIT FOR THESE FACILITIES 8y 50
PERCENT OF THE DIFFERENCE BETWEEN THE FREESTANDING LIMIT AND
112 PERCENT OF THE MEAN COST OF HOSPITAL-BASED FACILITIES,

PRospecTIvE PAYMENT FOR SNFs

We AGREE WITH THE CONGRESS AND THE NURSING HOME INDUSTRY,
THAT THE CURRENT RETROSPECTIVE PAYMENT SYSTEM FOR SNFs 1s
UNSATISFACTORY, THIS SYSTEM DOES NOT ENCOURAGE NURSING
HOMES TO ADMIT MEDICARE BENEFICIARIES WHO HAVE HEAVY CARE
NEEDS; LACKS FINANCIAL INCENTIVES FOR NURSING HOMES TO
CONTROL COSTS; REQUIRES EXCESSIVE REPORTING; AND CREATES
FINANCIAL UNCERTAINTY BY ADJUSTING PAYMENT RETROSPECTIVELY.
CRITICS BELIEVE THAT THIS PAYMENT SYSTEM IS LARGELY
RESPONSIBLE FOR THE LOW PARTICIPATION OF NURSING HOMES IN
THE MEDICARE PROGRAM AND THE BACK-LOG OF PATIENTS IN THE
HOSPITAL WAITING FOR AN AVAILABLE SNF BED.

PROSPECTIVE PAYMENT SYSTEMS ARE DESIGNED TO PROVIDE
INCENTIVES FOR PROVIDERS TQ CONTROL COSTS BY ESTABLISHING -A
RATE OF PAYMENT IN ADVANCE FOR A DEFINED SET OF BENEFITS.
THROUGH EFFICIENT MANAGEMENT OF PATIENT CARE, PROVIDERS MAY
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COVIX THIIXR C3STS AND RETAIN ANY SA/VINGS TaZv INCUR,
{HPORTANT CRITERIA FOR SUCCESSFUL PROSPECTIVE PAYMENT
SYSTEMS ARE THAT THE PAYMENT “ATE BE PERCEIVED AS EQUITABLE
BY THE PROVIDERS AND THAT QUALITY OF CARE BE ASSURED FOR THE

PATIENTS,

HosT STATE MEDICAID PRCGRAMS HMAVE DEVELOPED PROSPECTIVE
PAYMENT SYSTEMS FOR THEIR NURSING HOME PROGRAMS, THESE
SYSTEMS WERE ADOPTED TO ACHIEVE DIFFERENT GOALS INCLUDING
COST CONTAINMENT, MORE ACCURATE PAYMENT RELATED TO A
FACILITY'S PATIENT MIX. [MPROVED QUALITY, og DECREASED
BACKLOG OF PATIENTS, [DESIGN OF A PROSPECTIVE PAYMENT SYSTEM
FOR MEDICARE MUST CONSIDER A NUMBER OF FACTORS THAT ARE
UNIQUE TO THE MEDICARE NURSING HOME BENEFIT, THESE INCLUDE:

0  MEDICARE PATIENTS ARE SIGNIFICANTLY DIFFERENT FROM
OTHER SNF PATIENTS. THE ACUTE. SHORT-TERM NATURE OF
THE MEDICARE SNF BENEFIT MEANS THAT MEDICARE PATIENTS
ARE IN NURSING HOMES FOR SPECIFIC, RECUPERATIVE
SERVICES. AND NOT FOR THE TYPICAL MAINTENANCE REGIMEN
PRESCRIBED FOR OTHER NURSING HOME PATIENTS. EVEN
THOUGH MEDICARE PATIENTS HAVE MORE SEVERE MEDICAL
PROBLEMS, THEY APPEAR TO BE MORE INDEPENDENT IN THE
ACTIVITIES OF DAILY LIVING, SUCH AS BATHING, OR
FEEDING, THAN THE GENERAL NURSING HOME RESIDENT,
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PooSPECTIVE PAYMENT SYSTEMS QWQYIRE 1\ DETIILED
KNOXLEDGE OF PATIENY CHARACTERISTICS AND RELATED
RESOURCE USE. THE KNOWLEDGE COLLECTED ON THE GENERAL
LONG TERM CARE POPULATION CANNOT BE GENERALIZED TO THE
MEDICARE POPULATION BECAUSE OF THE NATURE OF THE
BENEFITS AND POPULATION SERVED, THUS. 1T HAS BEEN
NECESSARY TO DEVELOP EXPANDED DATA BASES TO PERMIT
ANALYSIS OF SPECIFIC MEDICARE ISSUES, SUCH AS PATIENT
CHARACTERISTICS, DUAGNOSIS., AND SERVICE USE.

THe MepicARE SNF PROGRAM VARIES GREATLY FROM STATE TO
STATE AND ACROSS SNFS, IN TERMS OF AVAILABILITY AND
UTILIZATION. LOCAL FACTORS. SUCH AS VARTATICNS I[N
MEDICAL PRACTICE AND THE STRUCTURE OF THE NURSING HOME
INDUSTRY IN A PARTICULAR STATE INFLUENCE ACCESS AND USE
OF SERVICES, THESE VARIATIONS NEED TO BE BETTER
UNDERSTOOD,

ALTHOUGH DIRECT MEDICARE COSTS FOR SNFS HAVE INCREASED
IN RECENT YEARS (AN AVERAGE OF ABOUT 8 PERCENT EACH
YEAR FOR THE PAST 5 YEARS). THESE COSTS HAVE NOT RISEN
AT THE SAME RATE AS OTHER MEDICARE COSTS OR NURSING
HOME COSTS IN GENERAL., SINCE MEDICARE BENEFICIARIES
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REPITSENT SUCH A SHALL SEGHENT OF THE NuUISINS HOME
TNDUSTRY. THE ABILITY OF A MEDICARE PROSPECTIVE PAYMENT
SYSTEM TO INFLUENCE OVERALL €0STS OF SNFS IS LIMITED.

THE IMPACT OF THE HZSPITAL PROSPECTIVE PAYMENT SYSTEM
ON THE MEDICARE SNF BENEFIT NEEDS TO BE CONS!DERED.
DATA ARE NOT YET AVAILABLE TO DETERMINE FULLY THE
NATURE OR EXTENT OF THIS IMPACT., BUT PRELIMINARY
FINDINGS ARE THAT THE PERCENTAGE OF MEDICARE PATIENTS
DISCHARGED TO SNF CARE HAS REMAINED RELATIVELY
CONSTANT, WE MUST EXAMINE WHETHER THE INCENTIVES IN
THE NEW HOSPITAL PAYMENT SYSTEM MAY RESULT IN INCREASED
DEMAND FOR MEDICARE NURSING HOME BEDS AS PATIENTS ARE
DISCHARGED AS EARLY AS POSSIBLE. AND WHETHER MEDICARE
PATIENTS MAY REQUIRE MORE INTENSIVE SERVICES. WE ALSO
NEED TO ASSURE THAT SAVINGS FROM OUR HOSPITAL
PROSPECTIVE PAYMENT SYSTEM ARE NOT CONSUMED BY
ADDITIONAL SHF SPENDING.,

WE MUST ALSO CONSIDER HOW A PROSPECTIVE PAYMENT SYSTEM
MAY AFFECT QUALITY OF CARE. MEANINGFUL MONITORING
SYSTEMS NEED TO BE DEVELOPED TO ASSURE THAT THE SNF
LEVEL OF CARE 1S APPROPRIATE AND THAT NECESSARY
SERVICES ARE DELIVERED,
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OUR RESEARCH SHOWS THAT RESOURCE USE IN A NURSING HOME (S
STRONGLY RELATED TO PATIENT CARE NEEDS. STUDIES OF THE
HIGHER COSTS OF HOSPITAL-BASED FACILITIES AS COMPARED TC -
LOWER-COST FREESTANDING FACILITIES REVEAL THAT THE RELATIVE
RESOURCES USED BY DIFFERENT PATIENTS MAY EXPLAIN UP TO 50
PERCENT OF THE COST DIFFERENTIAL. FOR EXAMPLE, HOSPITAL-
BASED FACILITIES HAVE MORE LICENSED NURSES. MORE NURSING
HOURS, AND A GREATER ORIENTATION TOWARD MORE EXPENSIVE
REHABILITATION SERVICES, PATIENTS IN HOSPITAL-BASED
FACILITIES ALSO TEND TO HAVE MORE SEVERE MEDICAL PROBLEMS.
HIGHER RATES OF DISABILITY AND GREATER NEED FOR SPECIALIZED
SERVICES,

~~THIS EVIDENCE SUGGESTS THAT CASE-MIX ADJUSTMENTS ARE
IMPORTANT IN THE DESIGN OF A MEDICARE PROSPECTIVE PAYMENT
SYSTEM, WITHOUT PROVISIONS TO PAY HIGHER AMOUNTS FOR
PATIENTS WHO REQUIRE MORE RESOURCES, SNFS WILL NOT HAVE THE
INCENTIVE TO PARTICIPATE IN MEDICARE, OR WILL ACCEPT ONLY
MEDICARE PATIENTS WHO REQUIRE LESS INTENSIVE CARE.
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S <ive TMEREFCZE UNDERTAXEN A MUMBER OF STUDIES TO DEVELOP
A CASE-MIX CLASSIFICATINON SYSTEM THAT WILL MEASURE THE
RESOURCE USE ATTRIBUTABLE TO DIFFERENT MEDICARE PATIENT
CHARACTERISTICS., ONCE THESE MEASURES ARE DEVELOPED.
PROFILES OF RELATIVE NEEDS CAN BE DEVELOPED AS THE BASIS CF
A PAYMENT METHODOLOGY.

FOUR MAJOR STUDIES HAVE BEEN UNDERTAKEN TO DEVELOP MEDICARE
CASE-MIX MEASURES., THE FIRST THREE STUDIES FOCUSED ON
DEVELOPMENT OF PATIENT-SPECIFIC MEASURES, WHILE THE FOURTH
STUDY ASSESSED THE CHARACTERISTICS OF SPECIFIC FACILITIES AS
A SUBSTITUTE MEASURE.

0 AN EARLY STUDY CONDUCTED BY YALE DISCOVERED THAT A
SMALL NUMBER OF PATIENT CHARACTERISTICS., ESSENTIALLY
THE ACTIVITIES OF DAILY LIVING SUCH AS BATHING,
ORESSING., OR FEEDING, ARE THE BEST PREDICTORS OF
PATIENT CARE NEEDS. NINE GROUPS OF PATIENTS WITH
SIMILAR NEEDS WERE CREATED, THESE GROUPS WERE CALLED
Resource UtiLtzation GrRoups. oR RUGS., WHEN APPLIED TO
C3 SKILLED NURSING FACILITIES IN CONNECTICUT, THESE
GROUPS ACCOUNTED FOR 38 PERCENT OF THE VARIATION IN
RESOURCE USE AMONG PATIENTS, THIS PILOT TEST REVEALED
SIGNIFICANT VARIATION IN COSTS AND LENGTH OF STAY
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ANMCNG PATIINTS WITH THE SAME 3113M0SIS. sucs:srtﬁc THAT
DIAGNOSIS MAY NOT RE A USEFUL PREDICTOR OF RESQURCE USE
BY LONG TERM CARE PATIENTS, THE YALE STUDY FINDINGS
WERE INSUFFICIENT TO DEVELOP A CASE-MIX MEASURE FOR A
NATIONAL MEDICARE PROGRAM BECAUSE THE STUDY FOCUSED ON
FACILITIES IN ONE STATE, AND THE SAMPLE INCLUDED ONLY A
SMALL NUMBER OF MEDICARE PATIENTS,

A DEMONSTRATION 1S UNDERWAY [N NEw YORK TO REFINE AND
TEST THE RUGS SYSTEM FOR USE IN A MEDICAID CASE-MIX
REIMBURSEMENT SYSTEM. THE CLASSIFICATION SysTeM, RUGs:
[1. Is NOW COMPLETE., THIS SYSTEM GROUPS PATIENTS
ACCORDING TO 5 CLINICAL CATEGORIES., -=- SPECIAL CARE.
CLINICALLY COMPLEX, REHABILITATIVE, SEVERE BEHAVIORAL.
REDUCED PHYSICAL FUNCTIONING, EACH GROUP IS FURTHER
SPLIT ACCORDING TG THE PATIENTS ACTIVITIES OF DAILY
LIVING CHARACTERISTICS, THE RESULT IS 16 RESOURCE
UTILIZATION GROUPS, THE RUGS Il CLASSIFICATION SYSTEM
WAS APPLIED TO A SAMPLE OF MEDICARE PATIENTS AND
DETERMINED THAT THE EXPANDED GROUPINGS AND THE ADDITION
OF THE CLINICAL VARIABLE INCREASED THE EXPLANATION OF
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YARTATION ACRGSS PATIENTS TG 52 PERCENT OF RESOURCE
USE. AS IN THE YALE STUDY. ANALYSIS OF PRIMARY
MEDICARE DIAGNOSES. €.G.,, CANCER, STROKE, OR HIP
FRACTURE, SHOWED A SIGNISICANT AMOUNT OF COST VARIATION
WITHIN DIAGNOSTIC CATEGORIES, A PAYMENT METHODOLOGY
BASED ON WEIGHTED RUGS [l GROUPINGS IS CURRENTLY BEING
CONSTRUCTED FOR MEDICAID PATIENTS AND WILL BE
IMPLEMENTED IN THE DEMONSTRATION IN 1985,

_BoTH THE YALE AND NEW YORK STUDIES RELY PRIMARILY ON

MEDICAID PATIENT CHARACTERISTICS FOR THEIR CASE-MIX
CLASSIFICATION SYSTEM, HOWEVER., EVIDENCE THAT MOST
MEDICARE BENEFICIARIES HAVE DIFFERENT NEEDS THAN THE
AVERAGE LONG TERM CARE PATIENT SUGGESTS THAT DIFFERENT
CASE-MIX MEASURES AND RESOURCE USE MAY APPLY TO THE
MEDICARE POPULATION., WE THEREFORE HAVE FUNDED A STUDY
WITH RENSSELAER POLYTECHNIC INSTITUTE TO DEVELOP A
MEDICARE SPECIFIC CASE-M1X MEASUREMENT SYSTEM., WORK IS
NOW UNDERWAY TO DEVELOP THE MEDICARE RESOURCE
UTIL1ZATION GROUPS. THIS SYSTEM WILL BUILD ON THE YALE
AND NEw YORK MODELS, BUT WILL ALSO ASSESS THE ROLE
DIFFERENT DIAGNOSES AND TYPES OF SERVICE TREATMENT HAVE
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Of% RISCURCE UTILIZATICON  DATA ASE N0 3EING COLLECTED

In S Srates, THIS STuDY 1S EXPECTED TC PRCDUCE CASE-

MIX WEIGHTS FOR EACH RUG. THAT CAN BE USED IN A MEDICARE
PROSPECTIVE PAYMENT SYSTEM. RESULTS ARE EXPECTED THIS

FALL,

BECAUSE WE REALIZED THAT THE DEVELOPMENT OF A CASE-MIX
MEASURE BASED ON SPECIFIC MEDICARE PATIENT FACTORS
WOULD INVOLVE A COMPLEX AND SOMEWHAT LENGTHY PROCESS.
WE UNDERTOOX STUDIES TO DETERMINE [F WE COULD DEVELOP A
PROXY MEASURE USING FACILITY SPECIFIC DATA THAT COULD
BE USED IN THE INTERIM. WE FOUND THAT MEDICARE DAYS AS
A PERCENTAGE OF TOTAL PATIENT DAYS IS DIRECTLY RELATED
T0 cOST, OUR DATA SHOWED THAT IN 1980 A ONE PERCENT
INCREASE IN THE PROPORTION OF MEDICARE DAYS IN A
FACILITY INCREASED THE PER DIEM RATE BY 1S CENTS FOR
FREESTANDING FACILITIES AND 5% CENTS FOR HOSPITAL-BASED
FACILITIES, WE ALSO FOUND THAT FACILITIES THAT HAVE A
HIGHER NUMBER OF ADMISSIONS PER BED ARE ALSO MORE
LIKELY TO PROVIDE SHORT TERM, REHABILITATIVE CARE.
WHILE MEDICARE DAYS AND ADNISSIONS PER BED MAY BE
USEFUL AS PROXY MEASURES FOR CASE-MIX ADJUSTMENTS IN A
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PROSPECTIVE PAYMENT SYSTEM, THEY ARE NOT SUFFICIENT.
THE METHODOLOGY WILL NEED TO CONSIDER OTHER FACTORS
SUCH AS DIAGNOSIS. DISABILITIES. AND SPECIALIZED
SERVICES AS WELL.

THE SUCCESSFUL DEVELOPMENT OF CASE-MIX MEASURES FOR MEDICARE
SNF PATIENTS IS ONLY THE FIRST STEP IN DEVELOPING A
PROSPECTIVE PAYMENT SYSTEM. THE MORF COMPLICATED PROBLEM IS
HOW TO DEVELOP A PAYMENT RATE FOR £..H PATIENT GROUPING., I[N
THE CASE OF HOSPITALS. WE WERE ABLE TO LINK OUR
CLASSIFICATION SYSTEM (THE DIAGNOSIS RELATED GROUPS) TO
ROUTINELY REPORTED.COST DATA TO DERIVE A RELATIVE COST FOR
EACH CATEGORY. Our SNF RECORDS DO NOT INCLUDE INFORMATION
ON PATIENT FUNCTIONAL OR CLINICAL CHARACTERISTICS OR PATIENT
RESOURCE USE, SUCH AS NURSING TIME. THAT COULD BE MATCHED TO
OUR COST INFORNATION, THUS\ WE WOULD HAVE TO DEVELOP A
METHOD TO COLLECT THESE DATA BEFORE WE COULD DEVELOP A
PAYMENT RATE. THE RELATIVELY SHORT PATIENT STAY AND THE
SMALL NUMBER OF MEDICARE PATIENTS I[N EACH FACILITY PRESENT
DIFFICULT PROBLEMS [N OBTAINING THE NECESSARY DATA. AND IN
DEVELOPING AN ADMINISTRATIVE PROCEDURE THAT 1S LESS
CUMBERSOME THAN THE CURRENT SYSTEM.
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Since THE MEDICARE SNF BENEFIT IS ESSENTIALLY AN EXTENSION
OF THE HOSPITAL ACUTE CARS BENEFIT, THE POSSIBILITY OF
DEVELOPING A PAYMENT SYSTEM THAT COMBINES THE HCSPITAL
PROSPECTIVE PAYMENT AND A PAYMENT FOR SNF CARE APPEARS
ATTRACTIVE. UNDER SUCH AN APPROACH, THE HOSPITAL NOULD
CONTRACT AND PAY FOR NURSING HOME SERVICES ON THE PATIENT'S
BEHALF. AND WOULD ASSUME RESPONSIBILITY FOR MANAGING THE
ENTIRE PATIENT EPISODE OF CARE, SUCH A SYSTEM WOULD GIVE
THE HOSPITAL A FINANCIAL STAKE IN THE EFFICIENT USE OF ALL
ACUTE CARE SERVICES. [T HAS THE POTENTIAL TO ELININATE
INCENTIVES FOR A HOSPITAL TO HAVE "TOO MANY® OR "T00 EARLY"
TRANSFERS TO SNFS, AND COULD ENCOURAGE THE -USE OF “SWING
BEDS" IN THE KOSPITAL IF NURSING HOME BEDS WERE UNAVAILABLE.
OR IF FACILITIES WERE MORE COSTLY.,

HOWEVER. THE DEVELOPMENT OF SUCH A SYSTEM MUST ADDRESS A
NUMBER OF COMPLEX 1SSUES.

THE MOST DIFFICULT PROBLEM WE ARE ENCOUNTERING IS HOW TO
ADJUST THE HOSPITAL PAYMENT METHOD WHICH IS BASED ON
DI1AGNOSIS RELATED GROUPINGS (DRGS). THE EARLY CASE-MIX
STUDIES FOUND WIDE VARIATION IN THE USE OF POST-HOSPITAL
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SERVICES WITHIN Tet SASE DIAGNOSIS. HE ARE LOOKING AT
ADJUSTMENTS THAT MIGHT PREDICT THE USE OF SNF OR HOME HEALTH
SERVICES, SUCH AS FAMILY STATUS OR AGE. A SECOND ISSUE IS
WHETHER WE SHOULD ADJUST PAYMENT RATES FOR ALL HOSPITAL
PATIENTS OR ONLY THE S5 PERCENT WHO USE EXTENDED CARE
SERVICES., THERE ARE ALSC A NUMBER OF COMPLEX OPERATIONAL
ISSUES TO BE ASSESSED. WE ARE NOW DEVELOPING DATA BASES
THAT WILL LINK EPISODES OF HOSPITAL AND POST-~HOSPITAL CARE.
QUuR ANALYSES WILL CONSIDER HOW TO RESOLVE THESE [SSUES TO
CONSTRUCT A BUDGET NEUTRAL PAYMENT METHODOLOGY FOR TESTING
IN DEMONSTRATIONS,

CoNcLusIoN

OUR RESEARCH AND DEMONSTRATION EFFORTS HAVE HELPED US TO
UNDERSTAND THE UNIQUE FEATURES OF THE MEDICARE SNF BENEFIT
AND THE MAJOR ISSUES THAT NEED TO BE ADDRESSED IN DEVELOPING
A PROSPECTIVE PAYMENT SYSTEM FOR SNFS., ALTHOUGH WE HAVE
MADE MUCH PROGRESS IN DEVELOPING THE BASIC ELEMENTS ON WHICH
WE CAN BUILD SUCH A SYSTEM, WE STILL HAVE MANY [MPORTANT
QUESTIONS THAT MUST BE ANSWERED BEFORE WE CAN DEVELOP A
NATIONAL PAYMENT NETHODOLOGY. OUR GOAL 1S A SYSTEN THAT
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PRIVIDES EQUITABLE RATES. INCREASES ACCESS TO GUALITY CaRé
FOR MEDICARE BENEFICIARIES AND IS EASY TO ADMINISTER., WE
HAVE GIVEN A HIGH PRIORITY IN OUR RESEARCH PROGRAM TO THE
CONTINUED DEVELOPMENT OF METHODOLOGIES FOR SNF PROSPECTIVE
PAYMENT,

"M SURE YOU WILL AGREE THAT THE COMPLEXITY OF THE PROBLEM
IS SUCH THAT WE MUST AVOID PREMATURE SOLUTIONS THAT MAY

RESULT IN MORE COST, BURDEN OR ACCESS PROBLEMS THAN UNDER
OUR PRESENT COST REIMBURSEMENT SYSTEM, WE BELIEVE THAT WE

ARE ON THE RIGHT TRACK TO FINDING SUITABLE ALTERNATIVES THAT

ARE COMPATIBLE WITH OUR MUTUAL GOALS FOR REFORM,

| WILL BE PLEASED TO ANSWER ANY QUESTIONS YOU MAY HAVE,
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#TUDY OF THE SKILLED NURRING PACILITY
BENEPIT UNDER MEDICARE

XEC MMARY

This Report rasponds to & congressional mandate concerning the Medicare skilled
nursing facility denefit, First, the Tax Equity and Fiscal Responsidility Act of 1982
(TEFRA) required the Department of Health and Human Services to develop
proposals providing for prospective payment (or Medicare providers, including
skilled nursing facilities (SNFs). Second, the Socisl Security Amendments of 1983
included a requicement that the Department study the effect of implementing the
1982 TEFRA provision requiring single payment limits for both Medicare
freestanding and hospital-dased SNF services Dased on the cost experience of
freestanding [acilities. Third, the Deflicit Reduction Act of 1984 ceiterated
Congress’ interest in the studies specified by TEFRA snd the 1983 Soclal Security
Amendments and provided, further, that the Department should report on the range
of options (or prospective payment of skilled nursing facilities under Medicare.
This report provides a detailed analysis of the Medicare SNF bene(it, analyzes the
structure of this industry, discusses the development of a Medicere SNF casemix
maeasure, and anslyzes the differences detween hospitai-based and (reestanding
SNFs. This report also addresses the reimdursement issues involved in the
Medicare SNF benefit; howaver, &8 required by the 1984 Daficit Reduction Aet,
specific SNF payment reform proposals will be forwarded to the Congress in a
sepazate reporl,

Prepared by George Schieder, Joshus Wiener, Kordin Liv, and Pamela Doty, Olfice
of Policy Analysis, Health Care Financing Administration.
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In preparing this Report, the Depariment conducted a thorough enalysis of internal
administrative dats on Medicare SNF patients and participating facilities, reviewed
the existing Uterature on casemix and costs in nursing homes, and commissioned
four outside studies to assess the casemix diflecences detween hospitel-dased and
freestanding SNFs. The results of this research are peesen'ed in this Report. They
represent the most complete picture of the Medicare SNF industry availadle to
date.

The Report is divided into an introduction and five ehapters:

Introduction

Chapter i: Background and Context

Craptee U Statistics on the Pacilities in the Medicare Program

Chapter [0t The Current Reimbursement System

Chapter [Vi  Analysis of Casemix Measurement in Skilled Nursing Facilities
Chapter Vi Hospital-Based and Freestanding Fecilities

The Department will continue to respond to the Congressional mandate to develop
s proposal for prospective payment (or the SNF Denefit under Medicare and
expacts 10 forward such & propossl in the near (uture. This additional time mll
peovide an opportunity to utilize new information that decomaes available as well ¢
to ensure that the recommended SNF prospective payment system works in concert

with the hospital prospective payment system.
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Background and Context

The Medicare skilled nursing denefit covers short-term (no more than 100 days),
post-acute care for persons needing skilled nursing or rehabilitative services in an
inpatient setting. The Medicare SNF denefit as mandated by statute sets specific
and relatively steingent requirements regarding Lhe level of skilled care necessaty
Jlor Medicare coversge of SNF services.  Hence, Vedicare covered SNF care
differs from the long term care covered by the Medicaid aursing home denafit. In
1980 the avarage Medicare coverage of @ SNF stay was 30 days, m ch less than the
average stay of 456 days for all nursing home peiients.

The Medicara SNF Ddenefit is rctilively small doth as a percentage of Medicare
expenditures and as & proportion of total aational nursing home revenues. The $329
mitlion spent for Medicare SNF denelits in catendar year 1983 constituted slightly
less than one percent of total Medicare expenditures and slightly tess than two
percent of all nursing home expenditures. On the ather hand, in 198) adout 31
percent of Medicaid expenditures were for nursing home care (skilled nursing end
intermediate care facilities), and Medicaid accounted for nearly $0 percent of ali

nursing home expenditures.

Currently, Medicare services in skilled nur;ing facilities ace reimdursed on s
retrompective reasonable cost dasis, subject to Umits applied 10 routine costs (e.g.,
nursing, meals). Ancillary costs such as physical therapy and drugs and capital are
not included in the cost limits. The Limits are set ot 112 percent of the average
costs of urdan and rurel facilities. Prior to October 1, 1982, separate limits were in
affect (or hospital-dased and [reestanding facilities. TEFRA eliminated these dusl

cost limits, mandating single limits based on the lower costs of the freestanding
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facilities subject 10 such sdjustments as the Secretary deems appropriate. The
Deflcit Reduction Act extended the pre-TEFRA dual limits to July 1, 1984, After
July 1, 1934, reimbdursement limits for urdan and rural hospital-based SNFs
repectively, would de set at the corresponding limits for {reestanding SNFs plus S0
percent of the amount by which 112 percent of the hospital-dased SNF costs

exceeded the limit for freestanding SNFs.

As with all benefits under Medicaid, States are free to estedlish thei® own payment
systems. As & result, there is consideradble varistion in SNF reimbdursement
methods under Medicaid. [n constrast 10 Medicare's retrospective reimdursement

system, 37 Stales employ various forms of prospective psyment. Only 10 States

use 8 rewvrospective system similar to Medicare's. Three States use & method that

comdines various approaches.

Statistics on Medicare SNFs

A nursing home can be certified in whole of in part to participate in Medicare,
Medicaid, or both programs. About 5,000 nursing homes are cetlified to provide
Medicare sarvicas, about two-thirds of all SNFs. Approximately two-thirds of all
Medicare certified SNFs are propeietary (for peofit), with the rest adbout evenly
split dDetween government and non-profit [acilities. Sixty-seven percent of the
3,000 Medicare certified facilities are urban and freestanding. For participating
SNFs, Medicare sccounts for an average of 14 percenrc of patient days. However,
less than 400 SNFs provide 40 percent of total Medicare days; these facilities are
highly dependent on Medicare patients. The vast majority of certified SNFs

provide very few Medicare days.
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The approximately 00 hospital-dased (acilities are avenly divided Detween urben
and rural locetions. Hospitsl-dased tacilities tend to provide propottionately more
care 10 Medicare beneficiaries than treestanding SNFs, accounting for 20 percent

of total days while supplying only 10 percent of certified beds.

The availability of Medicare certified SNF beds in all types of focifitiu varies
across States. In FY 1981, Medicaze SNF beds pee 1000 elderly \ur.ied from & low
of 1 in Arkansas and Oklahoms to & high of S1 in North Dakots; the nationsl mean
was 18. The use rate of the Medicare SNF denefit also varied across States {rom &
low of ons day of Medicare covesed SNF care per 1000 elderly in Wyoming to 8

high of 635 in Xentucky; the national mean was 313,

The average tota) cost per day for Medicare SNF services was $80 in FY 1983, of
. which 72 percent was for routine operating costs, 22 percent for ancillary costs,
and § percent for capital costs. Nonprofit and urban homes are moce axpensive
than proprietary and rural [acilities. Hospitsl-based facilities sre twice as
expensive as freestanding tecilities, $9% and $48 per day, respectively, However,
hospital-based and freestanding SNFs in rural sreas are more similar in costs than

they are in urban locslities.

in a multivariate regression analysis, facility charscterisities (e.g., ownership
hospital-based/{reestanding, facility size) explained sbout hall of the fatalaty
variation in routine operating costs. Two proxy messures of casemix, proportion of
Medicare days 10 total patient days and total sdmissions per ded, are associated

with higher 20sts.
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Reimbursement fssues in the Current System

The current retrospective, ressonsdle cost reimdursement system contdins no
incentives for facilities to admit Medicare or heavy care patients. Moreover, SNFs
with costs above the reimdursement limits set by statute have strong incentives to
reduce costs Dy admitting patients who require less care. In addition, it is often
believed thal, Decause of certain characteristics of the current reimdursement
system. facilities decline to participate in Medicare, creating inidoqum access
and costly hospital back-up of pstients awaiting aursing home placements. Three
{requently noted deficiencies of the current systerm are: 1) the lack of financial
incentives to curb costs and to increase efficiency; 2) excessive federal repori.ng
requirements; and J) financial uncertainty created by retrospeclive payment

adjustments,

A prospective payment system has been .ndvocnec as & means to increase SNF
participation in the Medicare program. [ncreased SNF participation potentially
could incresse the use of Medicare SNF services and decrease the numder of
hospital patients awaiting SNF placements. This would allow the patient to move
through the system and de cared for at the medically necessary level. A
prospective payment system with incentives to take Medicare patients could

promote access for Medicare deneficiaries.

There are strong indications, however, that local o regional factors greatly
influence access to and use of Medicare SNF services. For example, States with
Maedicaid reimbursement systems providing strong incentives for nursing homes to
decome certified as intermediate care facilities (ICFs) tend to have nursing home

industries that are predominantly ICF oriented. (Intermediate care is a lower level
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of care than skilled care which is not covered dy the Medicare program.} Since
Medicare constitutes such a small share of the overall market, it has little leversge
%o affect the availability of SNF level aursing home care. Other local and regional
factors that alfect Medicare SNF participstion and the use of Medicare SNF
secvices are variations in local medical practice patterns, the availadility of home
health services as an alternative to SNF care, and differences in the interpeetation
and spplication of coverage rules dy fiseal intermediaries in light of these local and

regional factors.

N;\h respect to the probtem of the backiog of hospital patients awaiting nurs.ng
home placement, existing evidence suggests that many are awaiting Medicsid, not
Medicare, placements. However, hospitsl prospective payment may exert g
greater influence toward increasing the use of Medicare SNF services because it
gives hospitals a strong financial incentive to discharge patients as soon as is
medically sppropriste. Thus, hospital prospective payment may incresse demand
for Medicare SNF care. it would, therefore, be desiradle to have & payment system
that encoursges facilities to admit Medicare patients so they do not get dbacklogged

in the hospital.

Because state certificate of need (CON) requicements Limit the capacity of SNFs
10 cespond to incressing demand Dy increasing Ded supply, it 18 also important to
take into account how alternative reimdursement systems and incentives may
affect the use of other types of postacute care such as rehadilitation hospitals and
swing deds. Under Medicare, rehadilitation hospitals and rehadilitation units of
general hospitals are providers that must be engaged primarily in rehadilitation s
defined, In part, by 15 percent of their patients deing treated for conditions that

typically require inpatient rehadilitation. The swing bed option under Medicare
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allows small hospilals (under $0 beds), operating in rural areas where there is a
scarcity of long-term care deds, to use their deds for either acute or long-term
care services. The expected increase in demand for postacute care implies that
specific options for prospective payment need to provide incentives to allow SNFs
to mansge heavier Medicare caseloads and also to promote the most efficient use
Of SNFs in relation to other postacute denefits under Medicare. Although rehaditi-
tation hospitals and swing deds are currently subject to dilferent reimdursement
rules under Medicare than  SNFs, they may, in some cases, serve similar types of
patients. For example, average lengths of stay in some of these units, like that of
SNFs (29 cays), are relatively short. Both rehabilitation units and cehadilitation
hospitels sverage 22 Cays per stay, while swing bed stays average 13 days. On the
other hand, while SNFs are currently reimbursed at cost up to limits dased on the
average costs of participating facilities, rehadilitation hospitals and units are
reimbursed 8t cost W to Limits based on each facility's base-year costs adjusted for
inflstion. Equally dissimilar are the reimbdursement rules for swing beds used for
long-term care; when 15 swing beds are used for long-term care patients, &
hospital is reimbursed for routine costs at s per diem rate equal td its state's

average Medicaid SNT rate.

We can expect the same increased efficiencies from SNF operations as has deen
experienced by changing the hospital reimbursement system dased on historicel
€0o3ts 10 one dased on prospective rates. Although the current system for paying
SNFs does not inherently reward provider efficiency, the need is rot as great as it
was for hospital payments because the expenditure growth rate for SNF services
has been much lower than that for hospital care. From FY 1975-83, the snnuel rate
of growth for Medicare SNF expenditures was 8.4 percent. This growth rate is

essentislly the same &s the growlh rate in the nursing home “markel dasket", »



RETR

. 57

ma sure of the price of the inpuls (e.g., [00d, nurses, ete.) necessary to produce &
day of nursing home care. In recent years, total SNF expenditures have grown at
rates higher than the marketbasket. From 1981 to 1982 the increase in total
expenditures was 10 percent higher than changes in marketdasket, while the
corresponding compariscn was 128 percent from 1982 to 1983. These incresses

were. due principally to increases in utilization.

Skilled nursing facilities with more than & minimal Medicare caseload sre required
to complete the detailed hospital cust report. Given the relalively small Medicare
caseload in most facilities, SNF3 (ind this reporting requirement durdensome.
Some prospective payment systems would reduce the paperwork requirement. With
respect to retroactive payment adjustments, prospective payment could slleviate

reimbursement rate changes.

Casemix Analysis

The development of a casemix measure is important in the design of & prospective
payment system (or Medicare SNF services. Casemix messurement is & gener:c
term referring to many approsches for determining differences in resources
required Dy diflerent patients. Diflerent resource requirements to meet diflecent
patient needs transiate into differences in payment rates according to patient
need. The central casemix measure under Medicare hospital prospective payment
is & patient mecific one called diagnosis-related groups (DRGs). Under hospital
prospective payment, DRGs which tequire more resources (e.g., longer lengths of
stay, more laboratory tests) are paid st higher amounts. Without peovisions to pay
higher amounts (or puient{ who tequire more resources, hospilals would have

incentives to acecept only patients requiring lower levels of care, making it very
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difficult for severely ill patients to receive hospital care. This same dynamic
applies o SNF services today where, without a cesamix measure, providers have

incentives to treat lighter care patients.

Research specificelly on the casemix of Medicare SNF patients is very limited,
primarily becsuse overall they make up such & small part of the nursing home
population. The existing research on casemix and resource use in aursing homes
has focused on the general nursing home papulation. Thus, these results may not de
directly applicable to Medicare SNF patients because they are based on the long
term care needs of the general nursing home population rather than the short-term
skilled or rehabilitative care Medicare SNF patients receive. This literature
indicates that limitations in activities of aily living such as dathing, dressing, and
feeding are most important in predicting resource consumption and related costs.
Disgnosis, the only patient-specific casemix information routinely collected on
Medicare SNF patient conditions, is less important.  Analysis of information on
diagnoses of Medicare patients shows that there is a great deal of variation in the
costs and lengihs of stay smong Medicare SNF patients with the same disgnosis.
This indicates that diagnosis alone is not a comprehensive casemix measure for

distinguishing among patients according to their resource needs.

In the sbsence of sufficient data to derive a direct patient-specific casemix
measure for Medicare SNF patients, an evaluation of existing facility dsta ahich
might provide a proxy casemix measure dased on facility characteristics was
undertaken. 1t was found that Medicare days as a percent of total patient days is
directly related to cost and may de used as & proxy casemix measure. Percent
Medicare days measures the extent o which facilities provide care to short-term
skilled and rehadilitative patients cather than to long teem care patients. Analysis
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of freestanding facilities indicates that in 1940 a one percentage point increase in
the proportion of Medicare days in & facility increased the per diem rate by 1§
cants. For hospital-based facilities 8 one percent increase in proportion Medicare
increased per diem costs by S cents. In addition, othee analyses prepared
soecifically for this Report (Shaughnessy et al., 1983; Sulvetta and Holahan, 1984)
indicate that Medicares patients have, on average, more (requent and severe
medically-oriented prodlems. Thus, while not as powerful 8 casemix measure &3
DRGs, percent Medicare days might be used as & limited proxy casemix measure
until sufficient data are collected and anslyzed to develop & direct patient specific
casemix measure. [n developing such a casemix measure, various sspects of
Medicare SNF cases, incl;ldihl diagnosis, disadilities, and specislized services, will

need to de considered.

Hospital-Based and Freestanding SNFs

That higher costs of hospitsl-dased SNFs relative to {reestanding SNFs may be due
to diferences in casemix tetween the two types of providers has been & major
issue in reimdursement policies for Medicare SNFs. The absence of empirical
evidence to resolve the issue resulted in different policies for reimbursing hospital-
based SNFs at different times and a mandate (rom Congress to investigate the
extenl to which the higher costs of hospital-based SNFs are atwridutadle to hesvier

care patients.

Sufficient information is currently not available to definitively quantify the
proportion of the existing cost differences that can de sttributed to the various
factors such as unmeasured casemix, quality of care, and inefficiency. Percent

Medicare days, & proxy messure for casemix, is essociated with higher costs and,

.
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on aversge, hospital-dased SNFs have higher percent Medicare days than free-
standing SNFs. Medicare program dats on stalfing patterns indchu that hospitai-
based SNFs have more nursing hours, more licensed nurses, and 8 greater
orientation toward cehadilitation that freestanding SNFs, suggesting o different

casemix between the two types of facilities.

Shaughnessy et al. (1983} studied casemix in high ‘edicare utilization SNFs and
found hospital-dased patients lo e characterized by more severe medical prodlems
(e.g., recovery f~om surgery, shortness of breath, intravenous catheters). Pstients
1 freestanding SNFs tended to have more mental status problems, terminal iliness,
and urinary tract infections. An anglysis of casemix using data {rom the Medicare
and Medicsid Automsted Certification System (Sulvetta snd Holahan, 1984) found
that higher proportions of patients in hospital-Dased than freestanding SNFs had
disadility problems and needed specialized services. Three studies of low Medicare
utilization fscilities (Cameron and Knauf, 1983; Sulvetta and Holahan, 1934; end
Shaughnessy et al., 1982) found differences in the casemix of hospital-dased and
freestanding SNFs, with most of the evidence pointing toward greater severity af
hospital-dased patients. Moe and Sherwood (1983) found virtuslly no differences in
Medicare diagnoses and disadilities belween hospital-dased and freestanding fecili-
ties in Oregon, and some differences in Massachusetts. In both States, hospital-

based patients tended to be more rehabdilitstion oriented.

Results from two studies carried out for this Report suggest Lhat casemix aceounts
for some of the cost differences detween hospital-based and freestanding SNFs.
Shaughnessy (1984) estimated that casemix differences between hospitsl-based and
freestanding SNFs may upluln up 10 $0 percent of their cost differences, while
Sulvetta and Holahan (1984) estimated that 43 percent of the cost dilferences were

due to casamix and stalfing.
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Conclusions

The Department conducted a thorough analysis of internsl administrative data,
teviewed existing literature and commissioned outsicde studies to provide the most
complete picture currently availadle on the Medicare SNF industry. Our analysis
of the availadle information indicates, however, that important issues need to de
conndered defore specific options for reimdursement reform of the Medicare SNF

benefit can be addressed.

A key issue is that no relisdle and valid patient specific casemix measure presentiy
exists for Medicare SNF patients. While the research presented in this ceport
deseribed the state of knowledge on the relationships between casemix and
resouwrce consumption of “ledicare SNF patients, it is clear that further work is

required.

A second major issue is the effect of hospital prasgective payment on SNFs and
other postacute benefits under Medicare. Since hospital peyment under Medicare
is on & per case dasis, hospitals will have :ncentives to keep patients in an acute
care setting only as long as is medically necessary. Thus, some odservers predict
that hospitals will discharge more patients to Mecicare SNFs and other postacute
units, such as rehadilitation hospitals and “swing deds.” Because the Medicare SNF
patient appears in many cases 1o ressemdle & deneficary cared for in a cehadili-
tation setting and/or 8 hospital swing bed, though sll three types of post acute care
are currently reimbursed ot different rates and according to different rules, the
examination of reimbursement alternatives for SNFs should also take into account

these related forms of postacute care.

Finally, the quality of care for Medicare beneficiaries needs to de ensured under
any SNF prospective payment system. The Department is engaged in research and
operational initlatives that are intended t0 improve our ability to examine patient

outcomas to assure quality of care.

Results from our current research and operstionel initiatives should provide
additional information to address meny of the unanswered questions. This
additionsl information will de incorporated in our analysis of specifi'e SNF payment
ceform proposals which, as required Dy the 1984 Deficit Reduction Act, wiil de

forwarded to the Congress in a separate report.

B-3W 0-X5——38
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The CHAIRMAN. Your report points out the problem of access to
skilled nursing facilities being experienced in many areas of the
country right now. One, in your judgment how serious is the prob-
lem?oAnd two, if serious, what can be done about it in the short
term?

Dr. Davis. As I mentioned in my testimony, it seems that it is
only scattered in terms of access and that most of the studies on
hospital backup indicate that it is not related necessarily to pa-
tients seeking Medicare placement.

The CHAIRMAN. You say it is only scattered?

Dr. Davis. It is only scattered, and the majority of time, it is
Medicaid placement that is the holdup. The fact that there is low-
bed availability and low use rates in some areas of the country, I
think, probably correlates most specifically with the certificate of
need process.

The CHAIRMAN. Are you saying basically that as far as Medicare
is concerned, you don't think therc is a serious access problem
except in a few isolated areas?

hDr. Davis. That is right. Tnat is what our data so far have
shown.

The CHAIRMAN. Dr. Davis, almost all reports including this one
that we requested from your agency are months, and on occasion
years, late. I obviously cannot hold you responsible for the sins of
your predecessors, but as chairman, I am very concerned. We ask
for these reports, and the deadlines we give are based upon a
schedule we would like to keep. It causes us either to delay takin
actions that we think we might need to take, or we go ahead an
do it without the report. Why—and this is especially true in your
agency historically—are the reyorts late, and what can you do to
increase the timeliness of them?

Dr. Davis. We do try to é)]ace a very high priority on getting our
reports out on time, Mr. Chairman. I think the lateness is due to
several factors. The volume of reports required at any one time has
grown rather significantly. When we recently looked at our re-
search agenda, we found that whereas in 1981 or 1982 we only had
a few reﬁprts due to Congress, we now have about 40 percent of re-
search effort that is specifically for congressional reports. And that
is a significant increase over time. The volume that is required at
any one time has been fairly great. I think it has been predomi-
nantly related to the Social Security Amendments ur' 1983 when we
actually initiated the hospital prospective payment system. There
were 11 reports that were given to us at that time, and then the
DEFRA contained another 16 reports. Unfortunately, they all seem
to come due at once, too. I can understand that because we are
making major changes, particularly in relationship to the hospitals
prospective payment system, we needed to study that and make
some refinements and adjustments. Sometimes, the timeframes are
too short for us to actually collect and analyze the data. Let me

ive one example of that. t year the DEFRA legislation asked
or a study to be reported on September 1, and I believa the legisla-
tion wasn’t signed until July. That was a very complex study,
asking us to look at the degree of variation in the in-patient cost
within each DRG. That is a significant workload that would take
us about a year to do. So, I think sometimes there is a need to be
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more realistic in terms of deadlines. At other times, it is an area
where we get into, and then we find the complexity of issues as
they begin to be looked at means that we have to go even further
in terms of our research activities. A good example of that is the
whole development of a skilled nursing facility casemix index.

The CHAIRMAN. How soon do you think we can get your report
on the options and recommendations for reimbursement reform of
skilled nursing facilities? -

Dr. Davis. On the skilled nursing facilities, as [ mentioned in the
testimony, we will be having some of our reports coming in this
fall, including the report from the Rensselaer Institute in relation-
ship to the development of what we call the resource use—relative
utilization groupings or the RUG’s groups for Medicare patients.
We will have our first data base this fall on that. Now, that will
give us some idea as to whether or not the RUG system will work.
We then will need to take that data—since it is only based on 1,500

atients in 5 States, and 1 think 40 facilities—and apply that more
roadly for a national representative sample. We will need to do
some adjustments in our cost report in order to get that data. So, it
will take us probably an additional length of time in order to
¥ather that data and use it to actually implement such a program.

think once we have the data reports in this fall, we will be in a
better position to assess whether it is realistic to even expect that a
RUG system would work.

The CHAIRMAN. Let me ask you this. One of the arguments we
will often get, or defenses we often get, is something like: We sent
it to HHS several months ago, and nothing has happened to it. Or
they will say: We sent it to OMB 32 months ago, and it hasn't
come back yet. What would you think if we were to require reports
from you of simé)ly when you sent the re'port along and to whom? I
d?n't mean inside HCFA, but when you finally send it to somebody
else.

Dr. Davis. Since all of these reports are secretarial reports, it is
of course important that each one of the staff offices that support
the Secretary have an opportunity to look at them and comment.

The CHAIRMAN. I have no objection to their commenting. My ob-
jection is that when we call up the Secretary of the department,
she will say, HCFA had that for 62 months and we have only re-
ceived it, and we haven't had a chance to review it. This kind of
answer is almost endemic to any agency that you are asking.

Dr. Davis. I think you might find the results of some interest,
but I am not certain it would help speed up the process. Some of
the issues are rather complex, and we find that although we have
had a report that has been sent forward, occasionally once it moves
to the next level, there is a need for verification of data or there
may be a need for clarification of a section so that it is returned to
us for a rewriting. Those are the kinds of things that do go on.

The CHAIRMAN. One last question because I want you on the
record once more. Some of the subsequent witnesses may question
it. Do you think there is no access problem by and large in skilled
nursing facilities for Medicare patients except on a random geo-
graphic area basis and therefore not an overwhelming problem.

Dr. Davis. It does appear from our data to be that way. I think it
is important to recognize that in the small rural areas, we have
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had a very large increase in our swing bed requests and approvals.
There are now, I think, up to 456.

The CHAIRMAN. Senator Durenberger.

Senator DUR:NBERGER. Carolyne, many of the nursing homes cite
the cost reporting requirements as one of the major deterrents for
participation in Medicare. Can you tell us why the cost reporting is
a burden and what we can do to ease up the cost reporting load?
And then, in connection with the information—the cost-related in-
formation—that is being generated, would some of it be helpful? Is
more of it needed in developing a prospective payment system?

Dr. Davis. I think the reason why it is such a heavy burden is,
remember, that although many of the fucilities are approved for
the Medicare program, very few patients in each one of those facili-
ties do actually get paid from that account, except tor approximate-
ly 400 where there is the heaviest load. So, many of the facilities
feel that they are filling out the cost reports for a very small
number of dollars and a very small number of patients. And I can
understand that from their point of view. That is an additional
burden for a very small amount of money. I think from our point
of view the data is necessary, however, particularly at this crucial
point in time when we are trying to collect the data. Indeed, we
may have to ask for some additional facets of information as we
move to collect all of the data for a ycar or two to move towards a
truly resource-oriented use type of system. So, I am afraid that, if
anything, we woulc probably find the need for more data for a
short period of time.

Senator DURENBERGER. With regard to resource utilization as ap-
plied to specific kinds of treatment?

Dr. Davis. That is right.

Senator DURENBERGER. Is there anything that we are requiring
now that you think we shouldn’t be requiring? Are we part of the
burden—that is part of my question.

Dr. Davis. We would have to take another look at the report. [
don’t know of anything specific. I would be happy to go back and
look at it. I think we probably would.

Senator DURENBERGER. Let me ask you another question about
fiscal intermediaries—the wide variation according to the report—
in how they interpret the Medicare SNF benefit and coverage deci-
sions. Is there a reason why the SNF benefit is difficult to adminis-
ter? Will the proposed regulations to eliminate the waiver liability
for claim denials be still a further deterrent to SNF participation?

Have you thought about reducing the number of fiscal interme-
digrieg for SNFs, similar to what we are doing for home health pro-
viders?

Dr. Davis. I'll answer the last question and then move back-
wards—there were a number of questions there. I don’t think we
have really thought necessarily about the need to move to concen-
trate the fiscal intermediaries who are handling this skilled nurs-
ing facility benefit. I suppose it could be done for the freestandings.
For the hospital based, we probably would find that they would
want to be definitely using the same intermediaries as they did for
the hospital part. Otherwise, it would be an excessive reporting
burden for them. We can certainly take a look at that. I think your
question in relationship to the waiver of liability and would that
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impact on the access problem—we don’t believe it will because ac-
tually all we are doing in that waiver liability regulation is to sug-
gest that we would need to review it under a claim-by-claim proc-
ess, rather than to simply pay for claims that are not appropriate.
It seems to us at this point in time when we are looking for every
dollar of savings, that it is not appropriate to pay for services in
the areas where the individuals are expected over time to be famil-
iar with the appropriateness of placcment. However, we do have a
work group. I just recently formed a task force inside my agency to
look at the variation that we might need to consider in relationship
to that waiver of liability as it applies to the different provider
groups. It may well be that different provider groups have different
problems. So, we will be looking at that before we make any final
decision on that waiver of liabilitg. .

Senator DURENBERGER. All right. You have said it is difficult to
develop a prospective payment system SNF, but I need just a little
bit of an idea in a very brief time what kind of thinking you are
doing already on prospective payment. Have you laid some ground-
work by thinking how it would affect the current distribution of
the SNF benefit or the behavior of the nursing home industry? In a
general way, are you able to say that it really isn’t worth thinking
abog)t. or yes, we ought to explore it, or that it is sort of an impera-
tive? .

Dr. Davis. Oh, I think it is worth exploring. It is very clear from
our point of view in exploring it that you have to have some meas-
ure of the heavy case.-And the way to do that is our major puzzle
at this point in time. As I indicated to you, we have two different
tracks really. We have the development of the RUG's measure-
ment, and then we are also considering bundling of the payment
into the hospital DRG. And we will be goin%:ut to explore and to
test both of those. We have the report with Rand right now, which
is one of our policy centers, to develop the policies around which
we would then move to implement a demonstration on the bun-
dling of the SNF payment into the DRG system. There are some
complex questions there, too.

Senator DURENBERGER. Thank you. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Mitchell.

Senator MitcHeLL. If I may follow up, Dr. Davis, on Senator
Durenberger’s line of guestioning. do I understand that we will
nave’the report on SNF payment reform proposals some time this
year’

Dr. Davis. In relationshiﬁ to our specific recommendations for
the next phase? Is that what you are referring to, because the
regzrt did come in yesterday?

nator MitcHrLL. Yes, I understand that, but although it dealt
with reimbursement issues——

Dr. Davis. It did not contain recommendations.

Senator MiTcHELL. Right.

Dr. Davis. Because we felt we needed time yet to analyze where
we should move in the future on that. Clearly, once we have seen
the data that comes in this fall, we will be in a better position to at
least make some other assessments, but in terms of which system
to actually recommend, I don’t believe that we would be in a Kosi-
tion to do that this year. I think that would depend very much on



66

our wanting to do some test demonstrations rather than to simply
accept an idea that is as yet untested and move to implement it.

Senator MitcHELL. When might we expect recommendations on
pagment?

r. Davis. If you move to implement the demonstrations on the
bundled hospital payment and the skilled nursing facility payment,
it would probably take 3 to 4 years before we would see any defi-
nite results in terms of that kind of a bundle concept. Looking at
the development of the RUG's——

Senator MiTcHELL. I am not clear on this. Are you saying it will
take 3 to 4 years before you are in a position to make any recom-
mendations on payment reform?

Dr. Davis. I am saying that it would take 3 to 4 years before we
would be certain enough as to the outcomes—the impact on qual-
ity, the impact on access, all those things—to fcel comfortable rec-
ommending a specific prospective payment system that takes into
account casemix index in some measurable way, either through a
bundled program such as we have talked about to integrate the
skilled nursing facility payment into the hospital payment DRG or,
alternatively, a separate payment system that has what we call a
resource utilization grouping. In other words, it pays differentially
according to the amount of resources that you use to take care of
that payment. That does seem to make a difference, but we have
only seen it in a very small sample at this point in time. And
before we would feel comfortable moving to a nationwide system,
we would feel the need to definitely demonstrate that.

Senator MitcHELL. | was going to recommend to you a number of
factors to include in your consideration of a prospective payment
system, but I am afraid that since it is 3 or 4 years off, you will
forget them by then.

r. Davis. What we could report on, Senator, is the success as of
late fall or early winter in terms of where we are—the status on
both of those. We would be happy to do that. It would be an inter-
im type of report, however. It would not be, I think, possible for us
to take a position that we should favor a nationwide implementa-
tion of one versus the other without having done some further
studies. But we certainly could clearly report further on what we
know about the s.ccess, keeping in mind that the development
phase—the development of the RUG's, or the resource utilization
groups—would only be based on 40 facilities and 1,500 patients,
and that is not enough to give us confidence to implement a system
nationwide. I think it is important to remember that whatever we
do in moving to a prospective payment system, hopefully in the end
what we are trying to get to is a system that would recognize that
different degrees of illness do maedy different amounts of resources.
To not recognize that, I think, would really mean that we are not
answering one of the major problems that we have right now, and
that is that the heavy duty type patients are the ones that some-
times are not welcomed because——

Senator MiTCHELL. One of my recommendations is going to be
that you consider including an acuity factor in establishing this. I
gdath;ar from what you say that you think that would be a good
idea?
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Dr. Davis. Yes, I do, and that acuity factor is in effect what we
are trying to measure as we look at the whole issue of resource uti-
lization %:-oups. That is what the research is getting at. It seems to
us that the major thing that seems to impact, as we have looked at
the studies, has been the activities of daily living—whether or not
you need to have somebody help you with your feeding, whether or
not—you know, all of those types of activities. They seem to impact
much more than the diagnosis itself.

Senator MitcHELL. | would also like to suggest that you take into
account the situation in the States that are rural with no dense
concentrations of population where you have a lot of facilities, both
hospital-based and free standing, that are small in the number of
beds and which cannot take advantage of the economies of scale of
larger units. The same r;‘)roblem. of course, is being encountered in
the DRG system for such hospitals, and I hope you will look at that
very carefully.

Dr. Davis. We will certainly do so. Again, I think that stresses
_ the need for demonstrations, to make certain that any system that
wi put in place would not unduly penalize one group versus an-
other.

Senator MitcHELL. As well as regional differences involving
weather, heating requirements, and so forth. My time is up. Than
you.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman. Dr. Davis, I would
like to follow up on the last point Senator Mitchell made, particu-
larly about the need in rural areas. It is more and more difficult
for {Jeople in rural areas these days, and it is not only because of
health care access. The administration also proposes that cuts be
made in other kinds of services and that makes it even that much
more difficult to decide on health care. So, I urge you very strongly
to follow up on rural considerations. I was interested in your state-
ment that so far your data shows that there is not much of a prob-
lem with Medicare patients getting access to skilled nursing facili-
ties. It is my understanding that some skilled nursing facilities
cannot take Medicare patients. This is partly because Medicare
pays less, and the Medicare patients tend to be less sick, and also
private plans ﬁay a little more than Medicare. I am wondering if

ou could flush out for me where you see some problems of access
or Medicare patients to skilled nursing facilities and where not. If
you could just expand that a little bit, please.

Dr. Davis. I will have to submit for the record in terms of specif-
ic geographic areas because I can’t name any——

nator Baucus. If you could just give me some of your general
imBr&ssions
r. Davis. Let me give you some general impressions.

Senator Baucus. Surely.

Dr. Davis. First of all, I think it is important that, as you know,
many of the rural areas do have swing beds, and we have seen an
enormous growth in swing bed facilities.

Senator Baucus. That is right. I have talked to a lot of adminis-
trators at some of these facilities, and they appreciate that.

Dr. Davis. There has been a very dramatic increase, from I think
130 before prospective payment, to 450-some now, but it is impor-
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tant to recognize that Medicare only has a very small component of
patients in most facilities, manhof your facilities prefer to take—in-
the nursing home area—the Medicaid patient because they are
staffed for the Medicaid patient. Although Medicare in general
tends to pay more, it is true that the typical Medicare patient also
demands more services—more rehabilitation services, more medi-
cal-type services, and services of that nature. I think that when you
look at-the variation in the use rate of Medicare benefits around
the country, there is an enormous variation pattern.

Senator Baucus. Now, what explains that _variation? 1 have

heard statements that there are fewer than 400 facilities that pro-
vide 40 percent of the total Medicare days and the vast majority
pr(I)‘\")ide the fewest Medicare days. What is the reason for that vast
gulf?
Dr. Davis. I think there are probably several. No. 1, [ think there
is an enormous variation in practice patterns, patterns of referral
into nursing homes. Some areas of the country believe that it is an
important benefit, and they construct more nursing homes than
others. That gets us back to the degree of tightness, if you would,
in a certificate-of-need process. Some States have certificate-of-need
processes and others don’t. For those States that have a very re-
strictive certificate-of-need process, it may be that it is less easy for
them to invest in new facilities.

Senator Baucus. But doesn’t that suggest that there is an access
problem?

Dr. Davis. It depends. If the practice patterns in that area mean
that they are accustomed to taking care of their people at home, or
through homes and community-based services or through home
health care or something like that, they may not feel they need
those beds, whereas in another area of the country, they may need
more. And we see that if ,y"ou look at the use, the pattern of usage
is quite different around the country.

nator Baucus. Finally, 1 wouldy like to just voice some frustra-
tion. I understand it takes a long time to get thinﬁs done the right
way. Anything worth doing is worth doing well, but I am a little
perplexed why you have been working at this for several years and
why it is going to take several years more. I know the prospective
payment system took some time to develop. After all, though, I
think that PPS has probably provided some experience in this area
to some degree. You have the benefit of that. You don’t have to go
back and totally cover all that ground. So, I would j’ust encourage
you to try to push forward a little faster than 3 or 4 years, may
crank it down to a couple.

Dr. Davis. I would be happy to provide interim reports as we go.

Senator Baucus. That would help, too. Thank you.

The CHAIRMAN. Senator Grassley.

Senator GRAssLEY. My question touches somewhat as a natural
follow-up of what Senator Baucus just said, and that is if you go
the direction of an alternate reimbursement system, whether or
not we can avoid those pitfalls in the inequities that maybe you
would see more in the Midwest and mountain regions between the
rural and urban facilities. And we had those problems with the
hospitals, and they have been addressed a little bit by HHS, but
nothing from my standpoint like I think they should. I think there
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is still a terrible inequity between urban and rursl hospital reim-
bursement, and so the extent to which you can avoid that in the
case of skilled facilities, do you think it can be avoided, or maybe
you don’t accept the fact that there is an inequity between the
rural and urban hospitals? But if you did—or maybe there could be
in the case of skilled facilities—can that be addressed so we don't
have that inequity?

Dr. Davis. I think we did clearly learn several things as we im-
ﬁlemented the prospective payment for hospitals. As you well

now, the area wage index was one of the things which we had
used before, and we simply continued to use it. We discovered that
once we were using it as a more finite measure, there were differ-
ences that needed te be corrected related to part-time and full-time
employees, and we have just completed that report. Clearly, we
would learn from that. I doubt tﬁat we would have that same
degree of utilization of part-time and full-time employees in the
nursing home industry. We can clearly look at that ahead of time,
but I think equally important to remember is that when we sent
the report to Congress on prospective payment for hospitals, we did
not have a differential. We did not have any recommendation that
spoke to the difference between urban and rural That was some-
thing that | believe was a congressional decision. So, it does take
our mutually working together as we explore these kinds of move-
ments. And that is why I think it is important for us to do demon-
strations to make certain, before we would apply a nationwide
casemix index system. We need the time to analyze whether or not
there are differences between the use patterns in rural and urban
areas and whether or not the diagnosis makes a more significant
difference than what we can determine at this point in time. The
internal analysis that we have done—and we have only been work-
ing on it admittedly for a couple of years time—would indicate that
the DRG alone is not enough to make a determination in terms of
the use of resources in the skilled nursing facility part. I think it is
important, too, to remember that since Medicare skilled nursing fa-
cility payments are only 1 percent of our total dollars, of necessity
we gave much more time and attention over the first few years to
the development, design, and implementation of prospective pay-
ment for hospitals. Once we got that started, we then shifted our
emphasis and are now beginning to apply some of our resources to
the development of a Frospective payment system for skilled nurs-
ing facilities, but it will take time.
nator GrassLEY. Thank you. When you made your statement
that it was Congress and not the proposal from the administration
that caused this to end up with a rural-urban differential, then are
%ou saying that if there is an alternate proposal, then you wouldn’t
ave a rural-urban differential, and the suggestion from the admin-
istration?

Dr. Davis. In relationship to?

Senator GrassLEY. Skilled nursing facilities.

Dr. Davis. I think we would want to take a look at that rroposal
when it came in. I can't speak ahead of time for that. 1 simply
don't have the data to make a decision just yet.

Senator GrassLiY. All right. Then, I guess 1 would leave you
with this thought: If you do, then we have the hospital trial balloon
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to learn from, and maybe even if you would suggest that there
shouldn’t be, for whatever reason, Congress decided to put one in
in the case of the hospitals, they may decide to do it for the skilled
facilities and help us to avoid any pitfalls as well. Mr. Chairman,
in closing, could I have permission to put a statement in the
record?

The CHAIRMAN. Without objection. Senator Long.

Senator LoNG. No questions, Mr. Chairmaan.

The CHAIRMAN. Senator Durenberger, any other questions?

Senator DURENBERGER. Just one, if I may, Mr. Chairman, while
Carolyne is here. 1 just read in one of the many health newsletters
around that you are contemplating a regulation to limit direct
medical education expenditures under Medicare as of July 1 and
that you are going to use a 1983 base—the cost report data base—
which seems to me that it would not. First is this true? And to use
1983 cost data, it seems to me you are not freezing or rolling
back—do you know anything about this?

Dr. Davis. I know about it. I don’t think there has been a final
decision in relationship to the data base year.

Senator DURENBERGER. But you are coming up with a regulation
that would freeze——

Dr. Davis. We will be looking at a way to contain the costs under
the direct, t)5es. That is part of the proposal that we——

Senator DURENBERGER. Are you looking at a freeze?

Dr. Davis. Yes.

Senator DURENBERGER. Are you going to try to reduce costs?

Dr. Davis. That is our ho‘)e, yes.

Senator DURENBERGER. All right.

The CHAIRMAN. Are there any other questions?

No response.]

l;:e CHAIRMAN. If not, Dr. Davis and gentlemen, thank you very

much.

Dr. Davis. 'l‘hanl;\'you.

The CHAIRMAN. Next we will have a panel of Mr. David Glaser,
the executive vice president of the Jewish Institute for Geriatric
Care, on behalf of the American Association of Homes for the
Aging, and Dr. Paul Willging, deputy executive vice president of
the American Health Care Association. Mr. Glaser, why don’t you
go first? Again, your testimony will be in the record in full. We
would appreciate it if you would abbreviate it. If you will notice the
lights, when the yellow light goes on you have a minute left.

STATEMENT OF DAVID H. GLASER, EXECUTIVE VICE PRESIDENT
OF THE JEWISH INSTITUTE FOR GERIATRIC CARE, ON BEHALF
OF THE AMERICAN ASSOCIATION OF HOMES FOR THE AGING,
WASHINGTON, DC

Mr. GLaser. Thank you, Senator. Geod morning. I am David
Glaser, and I am the executive vice Bresident of the Jewish Insti-
tute for Geriatric Care in New Hyde Park, NY. It may interest you
to know that this not-for-profit skilled nursing facility—freestand-
ing facility—averages 28,000 Medicare days per year, and dis-
charges home about 65 percent of its admissions, and these are
Medicare admissions. With me today is Mr. Howard Bedlin, on my
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right, reimbursement policy analyst for the American Association
of Homes for Aging. For those skilled nursing facilities that have
problems dealing with the current system of retrospectivity, the
Government should not view this system as inflationary. Since
1967 SNF expenditures have decreased to point where they are
now less than 1 Klercent of Medicare spending. It should also be
noted here that SNF costs have been rising at a rate below that of
inflation in the industry. I believe this committee should be ad-
dressing itself to what I see as a national crisis in the making, and
that is the impact that the hospital DRG's are having at the skilled
nursing facility level. The DRG's have indeed had a desired impact
on hospital cost containment but at what human expense at the
skilled nursing facility level? Statistics contained in our prepared
statement clearly show a dramatic shortage of SNF Medicare beds
across this country. Skilled nursing facilities are now not only con-
fronted with a reimbursement system that fails to meet current
needs, but are asked to admit patients with an increasing number
of medical problems. Several studies show that DRG patients are
leaving hospitals in a sicker state of health than before and with
fewer nursing home beds available. Medicare patients are being
discharged into a vast no-care zone without access to appropriate
care. In examining the skilled nursing facilities low participation
in the Medicare program, several reasons come to mind. Congress
intended that section 223 cost limits would impact relatively few
institutions. HCFA has reported that 35 percent of the SNF’s in
the country were hitting these limits in 1984. I think this is con-
trary to congressional intent. The cost limit exception and appeals
process is arbitrary, unreasonably restrictive, and characterized by
excessive delays. I can personally attest to my own still-unresolved
experience with this process. The current cost reporting system for
most homes is unreasonably excessive and complex for the majority
of homes with relatively few Medicare patients, and this is the
reﬁort that we must fill out at the end of each year, if you want to
take a look at it—it is horrendous. Medicare coverage determina-
tions are very inconsistent and imprecise and biased. If a recent
proposed rule which would eliminate a favorable presumption of
waiver of liability is issued in final form, I am concerned that pro-
viders would shift costs to beneficiaries. The fact that so many pro-
viders are losing money for every day they treat a Medicare pa-
tient presents the greatest obstacle to participation. In general, one
of the best methods by which access can be advanced to a reim-
bursement system is to make a:ﬂustments for casemix. Since differ-
ent patients have different needs, it is essential that a prospective
Fayment system for skilled nursing facilities account for these dif-
erences and allow for quality patient care by varying rates accord-
ing to resource needs. Without casemix adjustments, providers
would have incentives to take only the lightest care patients.
Whatever payment system is ultimately adopted, it is essential
that it not reward low quality. In this regard, AAHA is opposed in
the strongest terms to a system which pays flat rates for services
‘or items which affect the quality of patient care. Prospective case-
mix adjusted ceilings must be set within homes should be reim-
bursed for actual costs incurred. It is equally important how vari-
ous items and services are paid for within such a structure. Items
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directly related to quality patient care ought not have the same
ceilings and incentives as other services having little or no effect
on patient care. We encourage a system with four cost centers—
direct nursing care, other patient care, administrative and general
services, and capital. These cost centers are detailed in our pre-
pared statement. Unfortunately information is not yet available to
implement the patient-based casemix reimbursement system. How-
ever, data is being collected at this point, which should be avail-
able, as we heard, this fall. We can’t wait until next year to ad-
dress the many serious problems discussed. We must act now in the
best interests of the elderly. The only logical prospective system we
could adopt immediately is one in which it pays faciliti~s according
to their historical costs, adjusted by an inflation fac.wor. Such a
methodology would promote cost containment and would not pro-
vide incentives for providers to reduce quality care to the extent
that a flat rate would. Another advantage of this proposal is that
many homes are already familiar with working under such a meth-
odology. May I conclude in another 10 seconds?

The CHAIRMAN. Yes.

Mr. Graser. Members of AAHA, all or not-for-profit agencies,
exist for only one purpose, and that is to serve the frail elderly. It
is difficult for us now to meet the needs of this population. Intro-
ducing a prospective payment system that does not adequately pay
for patients’ more acute care needs at the SNF level will drive
many providers either completely out of the program or will result
in drastic reduction in beds, services, and quality patient care.
Thank you.

The CHAIRMAN. Thank you. Dr. Willging.

[Mr. Glaser’s prepared written statement follows:]
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STaTEMENT BY Davio H. Graser

The Armerican Association of Homes for the Aging (AAHA) acpreciates this
opportunity to eapress its views on prespective payment for skilled nyrsing
facilfties {SNFs) uncer the Medizare program, As the national representative
of 2,300 ncnprofit skilled aursing facilities, intermediate care facilities,
housing, other health-related facilities and community services for the
elcerly, AHA is vitally concerned about the SNF Medgicare program, Qur
members are spcnsored by religious, fraternal, labor, private and jovernmenta)
organizations committed to providing quatity services for their residents and
for elgerly cersons in the community at large.

The current SNF Medicare program is seriocusly flawed, creating problems of
crisis preportions. The post-hospital healthn care needs of America's elderly
pooutaticn are not teing met, and the situation is grewing rapidly worse:
harsh disincentives %o participatica abcund at 3 time when ccnsumer demand s
escalating 1t an unprecedented rate beciuse of <emographic trends and the
impact of the new hospital DORG prospective payment system, The ccncern of
both providers and beneficiarfes is heightened because many states adopt

Medicaid reimbursement systems based on Medicare principles.

JACKSRCLNG

ahile tre Tax Squity ang Fisca' Respcnsidility Act of 1582 [TEFAA,;
directed he lepartment of Health and Auman Services (HHS) to develcp
recormerdatiang 3n Medicare orospective payment systems for doth hospitals and
nursing ncrmes by Cecemter 31, 1982, only the hospital report was delivered at
this time. The SNF rescrt was lelayed for jocd reason: relevent information
was Scverely lacking, Cespite more than two yedr's aaditional preparatioan

time, whe recort does little mcre than dessride characteristics of tne
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current SNF Medicare program. Although the report contains extensive and
usefyl data, it does not provide sufficient knowledge to move ahead with 3
DRG-11ke payment system which could be applied to the Medicare SNF
population. Unlike the situation for hospitals, diagnosis by itself is not 3
stgnificant fndfcater of costs in the nursing home industry. A great number
of nursing home residents have myltiple diagnoses, many of which are unrelated
to the diagnosis necessitating hospital admission, This makes it impossidle
to apply fairly the hospital payment system to nursing home patients,
Research is currently underwdy to collect the kind of information that gould
lead to an equitable prospective payment system for Medicare skilled nursing
facilities. This patient specific data is likely to be available in rough
form by Fall of this year.

The orlgin;l motivation behind the request for these reports was the
legitimate concern about the predicted dankruptcy of the Medicare trust fund.
In early 1982, health care economists were projecting that the trust fund
would de depleted dy as early as 1987, Alarming incresdses in Medicare
hospitsl expenditures in excess of the general inflation rate, spurreqd
{nterest in new methods to reduce spending and save the trust fund.
Thankfully, the new DRG system ts working and projections on the insoivency of
the Trust Fund have deen extenced ten years.

Even defore the ORG system wds enacted, hawever, nursing home costs never
contributed to the Medicare cost containment prodiem. Expenditures on nursing
nomes ncw constitute less than one percent of total Medicare spending--cown
from §.2 percent in 1967--significantly lower than payments to physicians or
heme health agencies uncer the program, anc even lower than the error rate in

payments 0 hospizals, Acditionally, unlike hospitals, increases fn Medicare
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expenditures and per diem costs for SNFs have been consistently delow the rate

of inflation in the industry, Without question, cost containment has not been

3 problen in the SNF Medicare benefit,

Since the present system is not inducing unnecessary cost inflation, AANA
does not believe that retrospectivity by ftself is the primary prodlem with
the present payment methodology. Although some research has shown that
prospective systems tend to contain costs more than retrospective systems, the
current methodology 1s holding down costs through the use of very restrictive
caps, known as Section 223 cost limits., 4hile the ideal system certainly
shouls promote the efficient delivery of quality services, the cost limits are
arbitrarily capping the rates of over one-third of all SNF Medicare providers;
motivating them to deny admission to heavier care patients (“cream-skim"), to
avoid incurring the costs necessary to provide quality care, and to reduce
thef;wgéggcare census decause of the losses incurred, thereby reducing access
to needed services., The primary fssues, therefore, are not cost containment
or prospectivity, but improving access and quality care without permitting

wiste, fnefficiency, and excess profits,

ACCESS TC SNF MEDICARE SERVICES

The data reveals that sericus access preblems exist for older Americans.

SNF Medfcare covered 2ays per 1,000 elderly bdeneficiaries declined dy aver 2)

percens detween 1975 and 1982, dropping from 413.84 o0 324,19 covered days.

Since the number Jf jeérsons over age 65 has risen significantly fn that time,
with an expected concemitant increase in cemdnd, the reduction in covered SNF
Medicare Jays suggests that availability of these services has zeclined at an

alarming rate. Another shecking statistic reveals that total covered days
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were reduced dy over one-half between 1969 and 1877, dropping frem 13,4 20 7))
aillion days, Without darriers %0 access, Medicare beneficiaries' covered
days surely wculd have increased.

The shortage of SNF Meditare Beds is even more severe in certain parts of
the Unfted States. In 1982, 32 states had fewer than ten nyrsing homes wish
3n average census of at least 16 Medicare patients; 10 states had less han
five such Medicare-oriented factlities; wnile twelve states had no such
facilities. 1In 1980, one-half of the ncn-metropolitan :sounties and 17 percent
of the metrcpolitan counties lacked any certified skilled nursing facilities,
In that year, over half the elcerly population in Five states {lowa,
Louisiana, Neoraska, New Mexico, and Cklahoma) lived in counties withcul SNFs;
in another efght states more than one quarter of the elderly were in sinilar
circumstances. The proportion of the elderly living {n rural areas without
SNFs exceeceq 5C perceni in eleven states ang over &0 sercent in four stites.

These figures revea) only a small part of this dangercusly increasing
Jncersupply of neeced services. Cf major new concern is the skyrocketing
demand for SNF Medicare services that nas arisen 3s 3 resyl: of the new
hospital JRG prospective payment system., 3y providing incentives for
hospitals to gischarge patients much earlier than defsre, the JRG system nas
¢aused a tremendous facrease in deneficiaries’ need far jost-rospitad
renadbilitative SNF Med!icare services. OJRGS are werking, 3s length of stas *n
hospitals has fectined from 3.5 days %¢ 7.4 33ys in %ne ;ast sear. Thre
studies Mave socumented the greater sressure tWrsing Acces 3ce nCw under %O
acmit 41scharged hospital patients.

The National {enter for Health Services Research found, 'Ascut 7O perzent

of discharges to nursing ncmes stayed teycna the average for their CRGS
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their QRGS compared to cnly 48 percent patients with 3 reqular discharge
pericd, Elcerly Medicare patients needing long term care services weuld
account for about nine days of unreimbursed care per discharge compared %0
three days for a patient discharged to self care.™ The report documents that
many patients discharged to nursing homes required a longer than average stay
in the hospital and, therefore, woul& have deen financial "lasers® for the
hospital, Clearly, such pattents are owch more likely to de discharged
prematurely.

A second recently released study, conducted by the U.S. General Accounting
NEfice at the request of the Senate Special lommittee on Aging, reports
“patients are deing aischarged from hospitals after shorter lengths of stay
and in 3 poorer state of health” than tefore DRGs were {n place. The report
also noted that, with scme exceptions, nursing home beds for early hospital
discharge are not readily available, The study ccnclydes, “We believe that
tne'issues daiscussed in this report are sufficiently faportant to warrant HHS
studfes that will assess prodblems in access %3 and quality of post-nospital
services supported dy Medicare."

Finally, 3 survey conductec dy the Hcuse Select Scrmittee an Aging found
that patients are leaving hospitals sicker and 3re requiring more
pos~nosoital care since the enactment Of the CRG system. espcadents o the
survey, 'ong term lare Jmbudsmen ‘n ali IC states, indicated by an
Jverwnelaing maryin of 77 cercent %nat patients nave deen leaving tescitals i
sicker congiticn since tre enactment of tne ORG jayment system. 71 jercent 3f
these reszonc ng alsc saic :nhat ‘more %0 many ucre’ liscrarged patients

require skil’ec aursing care after leaving rospitais.
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Trese three studies Zocument 3 situation of jreat urgency: elderly
Medicare patients are deing discharged in%0 3 riapidiy expaniing no-care zcre;
cenyrng access to tre king of tealth care they need, if Congress fails %o ace
quickly, literally thousands of elcerly Arertcans will be denieq sthe services
they were 3ssures under the “edicare program, Sheould hospitals be squeezed to
3 greater legree by the denfal of reascnable fnflation adiustments [as has
been suggested Tn the current Medicare dudget freeze preposal! their incentive
to discharge patients priématurely will only increase. The logical response 20
this skyrccketing cemand is to increase incentives for nursing nome

participation in the Vedicare program, Cyrrently, such incentives simply do

not exist,

BARRIERS T3 PARTICIPATION - VEDICARE'S BRCKEN PRCMISE

Provicers simply have no reason to participate in the SNF Vegicare program

decause of numercus, Marsh disincentives, The SNF Medicare pragram is an

11lusion; a droken promise which cannot honestly be referreq to 3¢ 3

“benefit®. There are ten valid reascns «hy providers are discouraged from
participation, They are:

(i) Cost Limits--Despite tre fact that leingress, in enacting the Sectisn
223 cost limits, stated that the iimits would apply “%0 2 relatively Qquite
smal! aumber of !nstizutions™ and only {a ‘zases with axtraordinary expenses”,
the Heaith Care Financing Acministration [HCFA) nhas repcrted tnat 35 percent
Of the SNFs ‘n the U.S. were hitting these iimits in 1584, This percentige
will, no soubt, te nigher tnis year Jue tO the nMigher Cost Jf care needed dy
patients 3ischdrged uncer the hespital LRG system, Sucn a droad applicatian

of Sect‘on (23 15 clearly contrary to Congressional intent,
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1<) Cost Averaging--The current reimbursement system is essentially an
averaging process of per diem costs of each provider's overal) patient
gopulation, including residents being reimbursed under the Medicaid program,
Since this method averages fn the lcwer routine costs for treating Medicaid
patients, homes are reimbyrsed for significantly less than the amount ft costs
to treat Medicare patients.

(3) Impact of DRGS--SNF Medicare reimbursement rates have not been
adjusted tc realistically reflect the more expensive care required by the
sicker patient population being discharged under the DRG system, These very
different beneficiaries have an yrgent need for post-hospital care.

{4) Exceptions and Appeals--The cost Vimit exception and appeal process

s unreiscnably restrictive and characterfzed by excessive delays which often
serious cash flow prodlems decause years pass defore exception or appeal
determinations are made. Standards for formulating peer groups are unwritten
and often arditrarily determined,

{S) Cost Reporting--The cost reporting hurden, particularly for the large
mjority of homes with relatively few Medicare patients, is unreasonsbly
excessive relative to program denefits, Failure to meet precfsély these
complex ang volumincus reporting requirements also provide reason to deny
payment for insufficient documentation,

(6) Coveryge--Mediciare coverage deterninationg are grossly inconsistent,
imprecise and diasea. [atermediaries have financial incentives %06 deny
coveryge, Frequent cenials of days submitted for coverage can leave providers
at risk for payment. (f 3 recently proposed rule td eliminate a favoradble
presumption of waiver of 11ability is issued in final form, this problen will
be grossly exacerdated, Providers would have incentives aot to submit claims

andg to shift costs to deneficiaries.



80

{7) Retrcactive Denials--A rasn of retroactive denials occurred between

1969 an¢ 1977, forcing aver half of the nursing hcmes in the ccuntry 0 drop
out of tne Me<icare prsgram.  These retroactive genials imposed severe
financial penaities for homes and resulted in substantial losses which left a
Jasting impression an many ncw snwilling o “risk” participation, Confidence
‘in the prcgram has never leen he saTe,

{8) C{cnsumer lgnorarce--A large najority of beneficiaries falsely believe

that the SNF Megicare benefit provices full payment af 10C days of care. in
reality, an averige cf only 29 cays is covered, and from the 215t 43y to the
maximum 1CCth 49y denefiziaries are charjed with 3 $50 copayment [over two
times jreater than the approximately $20 Mecicare pays for services during
that time;, Many providers strongly obiect to being placed in the position of
having to inforn disheartereq resicents cf these coverage restrictions and
cut-of-pocket charges.

(3) Warting Lists--Becsuse cemand far exceeds the supply of avaflable
wrsing rocme deds, waiting lists average 32 perscns. This makes it extremely
fficute for nost skiitec nyrsing facilities to admit 1n 3 timely manner
Megicare pacients ready for ncspital discrarge.

137 Orior Hospitair2ation Reguirement--The three day prior

hospitaiizaticn requirement restricts flexidility and {s ynnecessarily
burienscre, In certdfn {nstances, the requirement unnecessarily delays
Icmissicn %o the nursIng neme and jererates aveidadle paperwork in the

sransfer process.
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Unless these considerable problems are acdressed, provilers will refuse to
participate in the SNF Medicare program and access to needed services will be
severely restricted. ~he nc-care zone following 1 nospital stay will alzost
surely expand; inhibiting patients' renadilitaticn, putting uncue pressure on
families forced to render care they are ill-aquizped %5 provide, ang
necessitating piacement fn more expensive settings, thereby increasing total
Medicare expenditures.

The fact that sc qany provizars are, or wculd de, losing money for every
day they treat a Medicare patient is certainly %ne jreatest obstacle to
participation. A prospective system which Jdces not address this fundamental
problem will perpetuate trends toward aiminishing access to needed services.
Merely redistriduting funas within the same dollar constraints will have no
erfect on improving access for beneficiaries.

AAMA urges Congress to review its original intent in enacting SNF Medicare
cost limits and to consider adjusting payments for the more intensive care
needs ¢f patients discharged earliier unger the new DRG systenm.

Budgetary consicerations shoulq de viewed in the context of total Medicare

spending, not solely SNF Medicare spending. Expansion of tne SNF Medicare
benefi® will almoset surely result in recuctions in total Medicare spending;
primarily for three reasons. First, 1f hospitals are unadle to discharge
patients appropriately, they are likely to keep the patiant in the acute
setting until 2 dea for discharge deccmes availadble, As the NCHSR study
showed, such patients are likely %o beccme cutliers, resulting in Medfcare
payments far abcve the rates paid to nursing nomes uncer the program, Second,
the rospitals may discharge the patient to an alternative setting, such as a

rehadiiftation nospital or a renadilitation unit within a hospital., Again,
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such facilities, which are exempt from the DRG system, are significantly nore
expensive than skilled nursing care, and are a cost inflating alternative.
Finally, Medicare savings will be realized when the DRG system is redased
according to new cost data collected, Present rates were calculated on
pre-DRG experience. I[f hospitals are able to quickly discharge patfents to
accessidle skilled nursing factlities, hospital length of stay will be even
more substantially reduced, resulting in concomitant dudget savings upon
recalculation of the rates, Alternatively, 1f access to post-hospital care fs
restricted, the new rebased rates will be unnecessarily high and fewer
Medicare dollars will be saved.

Reducing the cumbersome cost reporting burden will certainly fmprove
access for Medicare beneficiaries. Simplified cost reports have always been
considered one of the primary benefits of a prospective system., A special
short-form cost report for providers with infrequent Medicare utilizatfon
would be particularly bdeneficial, although it should include sufficient data
to hold the industry accountable and to allow ongoing research. wWe strongly
reconnendfghﬁt a task force be formed of representatives from HCFA, the
industry, and consumers to achieve a balance fn a design of a short-form SNF
Medicare cost report,

A timely and consistent exception and appeal process would definitely
{oprove access for deneficiaries, Exceptions and adjusiments should be
peraftted for atypical needs of patients or other changes deyond the nursing
homes' control, Adjustments made in response to the hospitals ORG system
should de recognized, such 3s the aadition of a signfficant number of staff,
programs or services that were not previcusly in existence. Special

consideration should de given to faciiities with formal rehadilitation or 3
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relatively nizh proportion of full-time medical staff. Relevant criteria and
statistical infarmation used for comparative purposes should be provided =0
the facilities witnin 60 cays of filing. 2Requests for any and all facilisy
documentation should e made within 50 days of receipt of the application for
exceptions. A geternination should be rendered within 150 days of filing.
Feer groupings for exceptions and appedl agiudicaticn should be constructed on
the basfs of bed sire, Medicare cart A utilization, and similar jeographic
areas along the lines of the surrent Medicare wsaje indicies.

The prodblen 3% ‘nconsistent ind imprecise intermediary coverage cecisions
must de addressed, Most importang, the presumpticn for waiver of 1fability
must be retained. There should de a3 pericdic official pudblication cf the
facts ang coverage rationale far a representative sample of cases {n the
“grey” areas, including observation, assessment, and overall management 3f
patients with multiple prodblems., This information should be made availadle 20
the general public. Statistics on the aaministration of the skilled care
benefit by inafvidual Medicare intermediaries should also be compiled %o help
facilitate intermegiary performance review by MCFA, ln addition, there should
be a3 standardized program of training for intermeaiary personnel who perform
these reviews 20 ensure that reviewers and thefr supervisors completely
understand the criterta for coverage and he way these criteria are applied.
We also urje that HCFA put togetrer & task force t3 address the fnconsistent
adninistrazion of tre SNF Medicare Senefit ang %0 help clarify what s and ‘s
not covered., Incentives for {ntermediaries tc deny coverage shculd de
eliminated. written guidelines snculd de as specific as rossidle ana
intermedfaries should be enccuraged %o make firm prospectfve determinations of

coverage, Coverage shcula formall, De approved for specified perfods of time
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on or shortly after a patient's acdmission, C(ases should be reviewed again
when inftial coverage periods expire. Such an approach might de similar %9
the “presumptive coverage® for a specific diagnosis that Congress authorized
in 1972 legislation but was never required of Medicare intermediaries.
Finally, an expedited review and appeals process should give, irmediate
consideration to appeals of admission denfals.

AAHA recommends that 3 public information campaijn be conducted to inform
olde Americans of the 1imits on SNF Medicare covered services, Copayments
should be reduced so that Medicare pays 3 greater amount than beneficiaries o
from the 21st to the 1C0th day. The prior hospitalfzaticn requirement shculd
be elimfnated when it ts nefther necessary nor cost effective.

In general, one of the best and most fmportant methods by which access can
be advanced through 3 reimbursement s}stem is to make adjustments for
case-mix. Since different patients have different needs and characteristics,
tt is essential that a prospective payment system for SNFs acceunt for
differences detween fndividual patients by varying rates according to rescurce
needs. Csse-mix adiustments will fncrease access to SNF care for those
patfents in greatest need of care because providers would de paid higher rates
to admit sicker Medicare heneficiaries. Without case-mix 3ajustments,
providers have incentives to take only the lightest care patients. According
to the Urdan Institute, well-known for fts nursing home exper:ise, ‘Unless tre
reimbursenent mechanism takes differences in patient conditions {nto acccunt,
nhomes are particularly likely to reject patients requiring exgensive attenticn
ang treatment, ' If patients are %o receive the services they needa, the SNF
Medicare re‘mbursement system must acjust for case-mfx and adequately jay for

the costs fncurred in rendering quality care,
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PRCMOT ING QUALITY THRCUGH REIMBULRSEVENT

Despite siznificant imprevements in the quality of care cver the past
decade, tre perception of the nursing hcme as an altermative 3f last resers
persists. iUndoubtedly, Guality of care varies to a much jreater legree ina
nursing homes than in hospitals, «hile health care experts agree that most,
1f not all, nospitals proviZe excellent Cars, these sare experss w~ill atsest
to the fact that quality of care in nursing nomes varies from superlative %o
abominable. In fo~mulating any new =methodology for reimbursing nursing hemes,
incentives to prcmote quality of life and quality of Care must be foremost an
our minds. Siace reimburesment inevitably structures fncentives, {2 is
essential that the system does not reward poor guality,

it {s of utmost importance that nursing hcmes not be reimbursed dy a flat
rate system which fafls to reflect the wide range {n the type of patients
served and the qualf:y'of services cffered, A flat rate system wculd provide
perverse incentives %0 deliver the lowest ccamon dencminator of care,
seriocusly harming the health and well defag of older Americans. As 3 General
Accounting Qffice report stated, "Allcwing 3 nursing home a fixed amount which
daces not consider the actual cost of cperation may gererate economi¢ pressure
on the nursing heme (1) tc reduce costs by sacrificing the quality of care
provided or (2] %0 avoid incurring tne increised costs necessary 20 ‘morove
the level or auaiizy of zare.” The Urban (nstitute has 21sd stated,...'flat
r3te reiTburserent tends %o reward the sacrifize of quality ia cursuit of
Tower ¢asts.” A flat rate system wculd 3150 overcemgensate ing subsidize the
Tewest qualisy facilities at cudlic expense while forcing tne best nomes s
efther ¢rop cut of the Medicare program or shift costs onto private paying

patients. Aditicnally, flat rates mignt pay for services ana items that hemes
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are not providging. This difference between what is paid for because it s
expected to be provided, and what is actually proviced by the hcme, could de
substantial and unrecessarily increazse feceral expenditures. AAMA is

adamantly opposed ta 3 $ystem which pays flat rates for services or items

which affect the quality of patient care,

AANA believes that one advantage of retrospective reimbursement is that it
provides gredter incentives to incur costs necessary to provide quality care,
The ideal way to premcte incentives for efficiency and quality is to comdine
aspects of both prospective and retrosgective refmbursement. AAHA strongly
recommends that the advantages of each of these systems be incorporated by
reimbursing retrosgectively within the constraints of prospectively set
ceflings. Such 2 system would be simflar to the Ohfo and West Yirginia
Medicaid methcdolegies. Cost containment and efficiency would be encouraged
by case-mix adjusted prospective ceilings on reimbursement rates, while
quality of care would be encouraged by only payiang for services actually
delivered. Additionally, different services and exhenses should not be
treatea similarly for purposes of reimbursement. [tems directly related to
the qualfty of patfent care should not be sudbject to the same ceflings and
incentives for efficiency as other services which have little or no effect on
patient care,

W@ encourage <evelcoment of 3 system with four cost centers: Jirect
nursing care, other jatfent care, adminfstrative and general services, and

capital,

Direct Nursing Care--3y far the most irgortant cost center is the one

including direct hands-on services and therapfes. This s the cost cenler
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that is inflyenced by and must be adjusted for case-mix differences between
facilities. The system must be patient-based so that providers will have
ifncentives to admit heavier care patients.

At this time, information is not available to emadble us to articulate
precisely which factors should be used to develcp the case-mix system, Until
patient-specific data is collected and homogenous resource censumption groups
are formed, it s difficult %o project what criteria to use in formulating
case-mix categories. We speculate that significant factors might bde
dependencies fn activities of dafly living and the need for special services
and therapies, such as decubitus ulcer care, tudbe feeding, ostomy care, [.V,
care, suction/tracheotcmy, oxygen-2erosal therapy, chemotherapy, dialysis
care, wound irrfgation, fntake/output, dlood transfusions, and/or certain
ancillary services,

Payments should be made on the basis of per diem costs and providers
should not de permitted to keep any of the difference between the case-mix
adjusted prospective ceilings and their actual incurred costs. ![f providers
were permitted to keep part of this difference, they would have incentives to
reduce quality in this most important area.

Other Patient Care--Items and services not constituting direct nursing

care, dut still significantly influencing patient care, should be reimbursed
‘n a manner which does not discourage qualfty. Again, {f such services are
reimbursed under 3 flat rate system, incentfves will exist to reduce quality
by rewarding cuts in an effort %o increase profits, ltems which should de
fnclucec in this cost center are religicus and soctal services, activities,
dfetary and raw focd, staff training, medical director expenses, pharmacy,

housekeeping, utilities, and plant maintenance.
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Argunents mfght be made tha: some tre items included here mignt more
appropriately be reimbursed with efficiency incentives inclyged. For example,
many progrietary homes woulg generally orefer to have gietary and raw focd
costs, housekeeping, utilities, and plant myintenance reimbursed under a flat
rate system. As 2 recent survey of 350 nursing home residents by the National
Citizens' Coalition for Nursing Heme Reform found, environmenta! factors were
determined to be the second most impertant ccmponent of quality care (staffing
was first), with fand ranked third, activities fourth, and cleanliness six%h,
Clearly, food, housekeeping, utilities, ang plant maintenance contribute 2
great deal to the aualtfty of life within a nursing home. The taste aad
nutritional value of tne fcod eaten dy residents are extremely important to
their health, happiness, and satisfaction. Too many homes smell of urine and
feces, have paint peeling off the walls, poor temperature control, and neglect
to premptly change soiled ted sheets. Allcwing SNFs to make 3 profit on these
essentfal cempenents will orovide fncentives 0 skimp on these ftems and
residents' quality of 1ife will surely suffer,

Other patient care costs should De reimbursad on 3 ser diem dasis for
actudl costs incurred, limited by facility-specific ceilings.
Facility-specific ceilings would take into account characteristics influencing
costs in this center which are often deycnd the hcme's control, including
different wage 'evels, square fcotage, bed size, air conditicning
requirements, facility age, and residents’' special qietary needs.

Administrative and Senery! Services--These services 30 70t have 2

subs2antial affect on the gquality of patient care ang, therefsre, represent
the jreatest potential for cost containment. They include acminfstraticn,

medical records, operations, capitalized organization and starteup costs. 7o



89

motivate efficiency in these areas, reimbursement should be made according to
class rates on the basis of median costs for similar facilities,

This is the only cost center in which provicers should be permitted to
retdin a3 part of the difference between the reimbursement rate and the cost
actuaily incurred, Facility-inderendent payments based on 3 percentage of
median costs will provide stable, certain rates and will induce cost
containment,

Capital Costs--Property costs shculd be reimbursed by 3 fafr renta) valye
system using a gross rental concept. This arrangemeﬁt 31lows the value of
assets to fncrease with market conditions and is advantagecus decause it
permits appreciation of the capital asset in an inflationary economy without
requi=ing sales, refinancing, or leasas: provides incentives for cwners to
seek efficient financing arrangement; and encourages long term cwnership which
will enhance quality of care,

In response to the reasonadble 1imits placed on asset valuations in Section
2314 of the 1983 Cefircit Reduction Act, many states are implementing fair
rentd) value capital reimdursement systems. AAHA fully endorses this new
dfrection and encourages Congress to follcw the states' lead dy ‘mplementing
such 3 system for Medgicare.

AAHA strongly believes that ncnprofit nomes shculd te permitted a capital
mafntenance allcwance uncer the progerty component Of the SNF Medicare
reimbursenant system, while the neen for SNF Vedicare services ‘rcreases 3t 3
rapid rate, jrowth in the nonprofit seclor hes deen suffocated by restristisns
on surplus accumuiation, tack of return on ‘nvestaent, and zantral on
expansicn,  &ith limitec opporsunities %0 ac:iumulate needed ‘avesiment for

capital reoiacement ana expansion, or the recoupment 3f CO0ss asscciated with
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present investment opportunities, the nonprofit sector is at 3 severe
disadva-tage in continuing to serve the elderly thrcugh the Medicare program,
Unless nonprofit providers are permitted scme form of capital maintenance
allowance, an increasing number of nursing home beds will be controlled by

conglomerate corporate entities.

In general, AAHA nas emphasfzed, throughcut fts history, the importance of

the social ccmponents of care fn the dalivery of services to the elcerly.

8roadly defined, the social components are arrangements whicn allow and
encourage older pecple to fully realize themselves 3s both ingividuals with
persona) dignity and as members of the lome's community and the larger
comunity in which the home fs lccated. Several examples of specific sccial
components of care are discussed above in the “other patient care" category.
The reimbursement system should recognize and encourage the socfal components
of care s0 that the Qquality of 1ife for resfdents will be enhanced.

Finally, the reimbursement system should encourage quality through lirkage
with patient care management and outcome Ieasures, KHS should fund
demonstraticn projects to test the research done by Robert Xane of the Rang
Corporaticn on outcome-based reimdursement, Serfous consiceration shoula also
be given %0 encouraging quality through r!wards based on early discharge of
patients to their homes, staffing patterns, inspection, survey and

certification processes, and 3 measure of patient satisfactisa,
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INTERIM PRCPOSALS )

Unfortunately, information ts not currently availadle to implement a fair
patient-based, case-mix adjusted reimbursement system for the Medicare SNFf
population. Data on 1,500 patients is ncw being collected by researchers at
the Renssalaer Polytechnic Institute which we hope will bde available in scme
form by this fall, This new data may enable us tc move ahead in ceveloping 3
case-mix payment system which promotes efficiency, access, and quality of
care. However, we cannot wait until next year to address the many sericus
prodlems articulated here. Congress must act now to ensure that Medicare
beneficiaries receive the post-hospital services they need, hospitals are adle
to discharge patients as soon as it is approgriate, and significant Medicare
savings can be realized when DRG rates are rebased. «We now must detemire
what reforms will Relp meet older Americans' needs for services they have bdeen
promised,

Although no formal recommendaticn was made in the SNF report, HCFA
previously raised the possidility of basing the payment system on the
percentage of Medicare patients in tre facility. AAHA and 2] other members of
the Leacership Counctl on Aging Crganizations have expressed strong cpposition
to such a plan, The Leadersnip Council noted that such a flat rate systen
woyld engender sericus harm to the health ind well-deing &f older Americans dy
providing strong fncentives to reduce the Guality of care in nursing ncmes ang
to deny admissicn to those in jreatest need of skilleg care, while snifting
spending from patient care 0 wincfall profits, ae refterate dur spgositicn
to this overly simplistic noticn,

Anotrer interim system would 1ink the SNF Medfcare rermburserent rite %o

each state's Medicaid nursing ncmes rate, AAHA strengly ogposes this
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suggestion, SNF Medicare patients are quite different from Medicaid nursing
home patients, as cocumented in the HCFA report and in a *4arch 1983 stuady
concducted by the Cniversity of loloradc Center for Health Services Researzh,
The acute care-oriented rehadilitative needs df SNF Megicare patients wouls
not be accounted for in any Medicald system which nas been :zanstructed %0 pay
for treatment of patients having primarily chronic {1inesses and custodial
care needs, Medicaiq reimburcement ts already inadequate ‘n most states,
paying approximataly 15 percent telow the actual costs of providing care to
Medicaid nursing hcme patients, Medicaid saymeﬁ:s fcr the more exzensive
treatnent of Medicare patients would de even firther below costs, resulting ia
losses for virtually every participating provider. Given the same rate of
payment, homes would be extremely reluctant to admit 3 Medicare patient if
they were able instead to admit 2 Medicaid patient with much 1ijhter care
needs, Finally, Medicaid rates vary widely across states, therefore, there
would de no uniformity in the reim ,rsement system and facflities and
beneficiarfes in states with poor Medicatd programs wouid suffer
disproportionately. Tying Nedicare reimbursement 20 the Medfcaid rate would
be extremely unwise, as providers would nave even less incentive than at
present to participate in the SNF Medicare progran,

Another tentative proposal has been to add some jercentage an to the
hospitd) DRG payment fn order %0 permit nospitals %5 contract for Medicare SNF
services. AAHA opposes such 3 system as it s acministratively unfeasadle at
this time ang potentially could de subject to abuse., The hospital QRG 1s not
indicative of SNF Medicare costs, 3s the fCFA report reveals, explaining anly
§ percent cr less of the variance in SNF Megfcare charges. Since there ¢s ao

correlation besween CRG ang SNF Medicare costs, JRGs are not an appropriate
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prosy c3se-mic =easyre, FCFL woyld be forced to f3y hospitals a flat race
uncer such 2 system, resulting in the arorementicred quality and access
prob?essl Clearly, U2Gs cannot sulstisute €or 3 Jase-mix medsure which
applies scec1ficaliy 20 3NF Medicare patients., Such 3 system would encourage
hospital-based sare over free-standing cire, unrecessarily increasing SNF
Medicare spending because hossital-based facilities are 1CO percent mcre
costly than free-standing facilivies, Tre oreposal, trerefare, would de ¢ost
fnflating, not cost containing, Fina'ly, hospitals could nave {ncentives %o
“gare" the system by retaining the funds recefved and’/or ‘maccurately
characterizing those ;atfents who are eligible for such payments. Clearly,
such 3 system wculd not anly bde cost inflating but would also te impossidle to
implerent 2t this time,

without questicn, the only logica) prospective system we ccould adept
{mmesiately s sne wnich pays facilities according to thefr Ristorical costs,
trendec forward dy an inflation factor, Such 3 metnodolicgy weuld promote cost
containment withcut providing the kinds of incentfves to cream-skim or reduce
'quaiizy of care, 25 fnnerent in the other alternatives., Another advantaje of
this pregesal is that providers sre already familiar with working ynder such a
methacology, since thirty states reimturse nursing nomes for Mecfcaia ¢a this
aanner, The system would account for each facility's patient mix, feor
qiffererces between hospictal-dased and free-stinding factlities' costs, and
for ynigue structural an¢ jeographic characteristics, Facility-scecific
proscective rates curreantly are 3 por%isn of the JRG system's phase-~ia
process .t Takes perfact sense t3 apply 3 similar system td SNF Megicare
providers, ariie eventiaily chasing 'n 3 new patiens-Dased, case-nfx system
when it deccmes cperaticnal. Such 3 strategy nas bDroad support €rem doth the

acacemic and provider Semmunities,

.
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In conclusion, senfor citizens will soon be facing a ¢crisis of epic .
proportions unless Congress enacts changes in the SNF Medicare benefit to
improve access for patfents needing post-hospital care. Presently, the
disincentives to participation are staggering. A new system must de developed
which addresses these many problems; encourages quality care through
patient-based, case-mix adjusted payments; reimburses for actual costs
‘incurred within the constraints of prospective ceilings which promotes
efficiency and cost containment; and fnit1afes an interim system using
faci!ify—specific reimbursement as soon as poss!b!e} Unless such reforms are
ehacted. thousands of elderly citizens will be tossed out into a vast no-care
zone and government spending on health care will significantly increase. AAHA
strongly urges Congress to quickly insitute changes as we have suggested so
that older Americans wil) be able to receive the SNF Medicare services they

need and have been promised,

STATEMENT OF PAUL WILI‘GING, PH.D., DEPUTY EXECUTIVE
VICE PRESIDENT, AMERICAN HEALTH CARE ASSOCIATION,
WASHINGTON, DC

Dr. WiLLGING. Thank you, Mr. Chairman. I am Paul Willging,
deputy executive vice president of the American Health Care Asso-
ciation, and I am accompanied by Dr. Robert Deane, vice president
for research and planning at the American Health Care Associa-
tion. The AHCA does represent the vast majority of American
nursing homes, and we appreciate the opYortumty to testify on this
very critical issue, Mr. Chairman. I would have to take strong ex-
ception to Dr. Davis’ contention that the system is not broken.

he CHAIRMAN. I'm sorry—not what?

Dr. WiLLGING. That the system is not broken. We would contend
that the system is broken as far as the SNF Medicare benefit is
concerned, and we think it has been broken for a number of years.
Certainly, the DRG system has exacerbated that problem. Quite
frankly, despite what the statute says, despite the Medicare eligi-
bility of a number of America’s elderly, they simply do not in many
States have a benefit called skilled nursing care. I read the same
data that Dr. Davis reads, and I draw quite the contrary conclu-
sions. If indeed we are to say that the problem of access exists only
in isolated pockets, I can only assume we are talking about an iso-
lated pocket being an entire State, or perhaps whole groups of
States. Indeed, of the skilled nursing facilities in this country, one-
third of them do not participate at all in the Medicare program. In
20 States the numbers of beds per eligible go?ulation have actually
been reduced over the years 1978 to 1982. In a State like Texas
with 1,000 facilities, only 29 have chosen to participate in the Medi-
care program. In a State like Oklahoma or Arkansas, in the entire
State, there is only one facility participating in the Medicare pro-
gram. The system is clearly skewed. Ten percent of skilled nursing
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facilities provide 40 percent of the care, and in six States over half
the facilities participating in the Medicare program are housed. We
have a benefit now which is geared for urban——

The CHAIRMAN. I did not hear that.

Dr. WiLLGING. Fifty percent of the facilities providing the Medi-
care benefit are just in six States, Mr. Chairman. We have a
system which is oriented—which is geared—for urban areas, for
high-volume, high-cost facilities, and if the Medicare beneficiary is
unfortunate to live in rural America, the benefit available in the
statute quite frankly is not there. We think that there is a solution
to the problem. We do not think that we can afford to wait for the
3 to 4 years before the Health Care Financing Administration
comes up with a recommendation, another year for enactment of
legislation, and conceivably 2 to 3 years before it can be imple-
mented. We do agree with the Health Care Financing Administra-
tion that the system we need is an acuity-based sg'stem. The system
we need ultimately is a casemix system. We do agree with the
Health Care Financing Administration that the data base is today
not there. What we aré suggesting, however, is that the system cur-
rently in place is so inadequate to the needs, the problems are so
serious in terms of access that if we don’t do something today, we
are going to have a benefit which, 5 or 6 years from now, will be

- limited to very small parts of this country in very high cost facili-

ties. We would suggest that the solution is not exclusively related
to the reimbursement system. There are multiple problems which
lead to limited access, but core to many of those problems is the
reimbursement system—retroactive adjustments, incredibly archaic
interpretations of coverage determinations owners’ cost reporting,
the lack of flexibility inherent in a cost reimbursement system.
And the system quite frankly in terms of the level of payment ori-
ented toward the lowest common denominator within the facilityo
namely the Medicaid f)atient, recognizing that the Medicare pa-
tient has a higher level of need, requires more reimbursement, not
the same level of reimbursement. DRG’s have exacerbated the
problem. The President’s proposal to freeze the Medicare SNF
rates will further create a problem. As Mr. Glaser suggested, 35
percent of facilities are currently at those limits. In those 6 States
with the heaviest concentration of Medicare facilities, up to 65 per-
cent of the facilities are already at that level. We would suggest
that a system can be put in place immediately, built on the exist-.
ing structure, trending forward the existing rates, making them
prospective. We would say that as a %art of that proposal, we would
also make special efforts to deal with the needs of the low volume
facility in rural areas. We would suggest that below a certain
threshold that the low volume facility not have to go through the
cost reporting mechanism but simply be provided the average rate
in that region so as to bring in more and more facilities at the low
level of participation. We think the system could be implemented
immediately. It does not in fact require any change in existin

processes or data bases or cost reporting mechanisms. It would dea

with the problem of access in the short run. It would be transition-
al and that it could and indeed would eventually be changed when
we get to a casemix reimbursement system, but I think that it
would be much better than what we have today. It would go a long
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way toward dealing with some of the most basic problems inherent
in the existing system while we all work together to develop that
ultimate system which will probably take 4 to 5 years. Thank you
very much.

The CHAIRMAN. Thank you.

[Dr. Willging's prepared written statement follows:)
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STATEMENT ofF PauL WiLLcING, PH.D., DEPuTY FXECUTIVE VICE PRESIDENT,
AMERICAN HEALTH CARE ASSOCIATION

Mr. Chairman and Moaders of the Committee:
' N\

1 u|: PaAul Villg!ng. Deputy Executive Vice President of the American Health Care
Association. AHCA is the' largest associstion of Medicare nursing home providers.
This Committee has acted responsidly iln reforming the Medicare payment method
for hospitals. You moved hospitals off retrospective, cost reimburseaent in
1982 to a target rats program and then in 1983 to a 3 year phase-in of the diagnostic-
related group {DRG) prospective payment system. I urge you to begi’n the 1ogx'ca1
step of implementing a similar phase~in of a prospective system for Medicare

skilled nursing facflities (SNFs).

The evidence is overwhelming that the Medicare SNF system is broken, but it
can be fixed. There is an increasing need for action on SNF prospective payment
and initial, important changes can be made now to improve the situation for
beneficiaries, taxpayers, and providers., The problems of patfent access to
needed SNF services, already acute in many areas of the country, are worsening
becauss of DRG impacts and an outmoded payment methodology. Even before DRGs
were begun for hospitals, we urged action on implementation on a prospective
paymeny system [or SNFs. That step is increasingly important as the DRGs are
phased-in not only because of the {ncentives for more patient transfers to SKFs,

but because of earlier transfers involving sicker patients.

I would like to highlight the major failings of the present syatem and then
suggest what can be done now so as to 1iy the groundwork for achieving the benefits

of an ideal system.
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The major failings can be summarized as the following:

QObatacles to Patient Access to Services

] Low provider participation in Medicare. Less than 1/3 of the nursing
homes have even sought Medicare certification. A major reason for
provider reluctance i{s the complexity of Medicare reimbursement.

Many providers initially in the program have terminated participation.

° Geographic disparities in Medicare SNF availability:

. Only 25% of the SNFs are in rural areas.

U 308 of sfur pat{ent days are concentrated in 2 states, 501 in
6 states,

L 9% of the SNPs provide fully 30% of patient days and ¥0% of the
SNFs provide only 9% of the patient days.

. Beds average 18/1000 elderly beneficiaries, ranging froa 1 (Arkansas
and Oklahoma) to 51 (North Dakota).

L4 Patient days average 310/1,000 elderly bgneflcxlrles, ranging

f.-om 1 day (Wyoming) to 635 days (Kentucky).

. Increasing demand for SNF beds. This is a direct impect of DRG incentives

for hospitals to discharge patients in greater numbders to SUPQ‘.

[} Financial disincentives for admission of *heavy care® patients. This
longstanding problea is worsening with the DRG fncentive for earlier

tospital discharges.
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Obotacles to Delivery of Seryices Cost-Effectively
. No fncentives for provider efficiency.

. Unnecessary payments, even with DRGs, for patients "backed=up® in

hospitals awaiting SNF placement.

To those who suggest that nothing should be done ‘thxa year about SNF payments,
I would remind them that the Administration is suggesting sonetbl'ng should de
done this year. Unfortunately, their suggestion is the counter-productive step
of freezing SNF reimbursement. The possibility of Congressional approval of
the Administration's SNF payment freeze, even for one year. will inevitadly
worsen patient access and undermine DRG success. With such possibilities, ve
canmt afford to wait until all the research questions are answered.

¥hat we offer is a constructive and cost-effective way to deal with the SNP
payment method probleas, To those who claim that there ars not sufficient data
and experience to change, I would say “irst that there are sufficient data and
experience to know that the present method fails everyone. We know enough t9
begin to move now! A transitional program is an axpeditious way to develop

the precision and refinements of an ideal systea.
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If Congress {s to exercise its responsibility $n establishing nursing home refadb-
urse;ent policy and introducing concepts of cost contaimment and improved patient
access, it should act now. Considerable experience is availadle from state
Medicaid nursing home reimbursement systeas to determine which system features
will work and which will not. While Medicaid and Medicare patients are different,
we know enough from our Medicai{d system to structure ;n improved and workable
interim system for Medicare. Medicare-specific patient data are only now being
acquired by HCFA, This transitf{onal prospective system can then be modified

as the findings of the ongoing research become available,

Proapective payment has successfully served as the foundation o} Medicaid nursing
home reiabursement for many years and Medicald pays for 30 times more nursing
home patient days than does Medicare. We share your frustration that the Health
Care Financing Administration has ignored the Congressional mandates for reccmmen-

dations on a prospective payment plan for the auch amaller Medicare SNF progru.'

I can appreciate that members of this Committee may have ideas on how they would
struoture such a system; we have our ideas as well. While I believe there is
general agreement that the ultimate system should relate reimbursement to individual
patients' needs, I would agree with the Departaent that data are not availabdle
at this time to adopt the "perfect™ plan. The transitional approach recommended
by the American Health Care Association maintains the flexidility necessary
for Congress to make adjustments without delaying the first steps toward a prosp-
ective system. Our transitional approach establishes a very solid base upon
which a final aisten can be built. The Medicare DRG payment for hospitals under-

scores the need to adopl a transitional prospective systex for SNFs now, rather
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In brief, AHCA's recommsnded trapsitional system features the following:

Prospective rates covering 31l operating and most direct patient care
expenses. Rates would be based on a facility’s reported costs, indexed
forvard, up to a ceiling fixed by the costs of comparadle facilities.
The ceiling concept is siaflar to the existing "Section 223 limits

on routine c‘oata.

Per unit paysent for a small number of special anollfary services
(e.g., therapies) with high cost and highly variable utilization.

Currently, certain services are separately pald.

Efficiency incentive payaents for keeping costs below the ceiling.
A facility would receive a proportion of the difference betwuen the

ceiling and its prospective rate, limited to a percentage of the celling.

The prospective rate and ceiling computations would include actual
capital costs paid plus a simple percentage add-on for growth and

return on investaent.

For the many facflities with low Medicare vou-e./nus would be set

at the ceiling, rather than reported costs.

Simplified cost reports for those above a Medicare volume threshold

and the bdurden of cost reports eliminated fur low volume facilities.
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A more full desoription of the tn‘nuuoml systes recommended by the American
Health Care Assoofation and the ate‘ps necessary to arrive at a final system
are presented in the Appendix., The present discussion, however, will concentrate
on several of the more fmportant outcomes that can be expected from expeditious

Congresaional action on a transitional spproach.

More ocgst-effective services and the opportunity for serving more Medicare patients

at current expenditure levels would be achieved by the f{ntroduction of fixed
rate payments and provider efficiency incentives, This clea_rly has been the
reason for the success of the hospital DRG payment method. The current retro-
apective, ‘coabbasod reimbursement system contains few incentives to restrain
costs, sinca providers are reiabursed for their t.tual experditures up to the
cost limits. In other words, the current method provides no financial reward
for efficiency in controlling cost since reductions in cost result .ln ocorresponding

reductions in payments.

We recoamend an incentive approach that provides a continuing reward for efficient
operations which is propor:tlonu to the degree of efficiency achieved and allows
the facility to respond to the impaots of DRGs, This incentive would allow
facilities to keep some portion of the difference between their prospective
rates and the cefling. These incentive payments would support expected increases
in the intenaily of servioces which would be expected in the short-run with adaissions
of heavier care patients. The incentives, however, are limited to discourage

cost reductions which would result in an adverse impact on quality of ocare.
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Improved access for "heavy care® patients would be achieved during the transition

by the separate payment of certain ancillary services. This is a oritical area
for refinement in progreasing to a final system and of increasing importance
because of the DRG incentives. Medicare reimbursement provides no incentives
for admitting patients with heavy care needs. Its cost averaging method does
not differentiate for the higher costs sssociated with pro‘uding\carc to patients
with greater than average service needs. Unfortunately, heavy care patients
often remains backed-up {n the hospital at a substantial cost to Medicare, even
under DRGs, Until better case-mix measures and data are available, at least
the higher costs of specilal services should be recognized and providers allowed

the flexibility, dy means of incentive payments, to increase staffing, eto. to

meet the more costly needs of these patients.

Malntenance of quality gare would be assured by the continued separate payment
of certain ancilliary services and the limitatiun on provider incentive payments.

Until hetter case-mix measures and data are developed, it is important to identify

a select number of services and therapies, which are fairly standsrdized and

directly related to patient care, and pay for these services aa they are utilized.

Thus, the provider has no incentive to withhold or otherwise reduce the utilization

of tha service by the patient. With professional review of service appropriatensss,

this feature will go far in maintaining quality care under conditions of efficienoy.
e

A reimbursement system can ensure that resources are availadle for quality care;

it cannot ensure quality care. On the other hand, the reiabursement systenm

can be designed to minimize the conflict between providing quality care and

generating exceas revenues.
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The most obrious way {s to limit the incentive payments so that "cost contain-

ment® below a certain level no longer generates incentive payments. We propose
incentive payments be limited to a percentage of the ceulns.‘ A more ef_fectlvo
way of resolving the dilemms, which {s suggested for the "final® system, {s

to separate-out those costs which are for direct patient care from consideration

for efficiency incentives payments and to pay these costs dy prospective patient-
based rate:." ‘ ‘ )

. \
Ianiroved patient _access, even more critical because of DRCs, will be achieved
by making Medicaré participation more attractive for SNFs, leading to an increase
in the beds avali'abla tor Medicare SNF patients. 1In the long run an adequate
bed supply will develop because returns on investments in nurslngrhonn will

be competitive with other investments.

AHCA's transitional program would achieve major gains in the number of Medicare-
certified beds by greatly reducing barriers to participation for the many facilities
which only haye small numbers of Medicare patients, For instance, 1400 of the
participating SNF; have less than 1000 patient days per year. A threshold of
Medicare volume would be set, beluw which a SNF would be offered the prospective
cefling as its rate. Once the threshold utilization level is reached, the facility's
prospective rate would be dased on its own reported costs, In addition, providers
with less than the threshold Medicare utilization level would not be required

to file the Medicare cost report.
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Lastly, an atteapt must be made to reduce Medicare's unnecessary lmolvucn}
in the administrative details of nursing home operations by reducing paperwork
burdens, federal reporting, regulations, and accounting requlreuenta.\ ure;dy
mentioned is the elimination of cost rep..ts for those facilities delow the
participation threshold, but cost reports can be greatly simplified for those

above the threshold as well.

In conclusicn, I cannot but note the irony of our consideration today of fssues
relating to access to nursing home beds, quality care and provider reimbursemant
under Medicare -- a program which affects only three percent of the patient
pop:nauon in nursing homes -- when next week you will be asked to consider
a freeze on Meaicaid -~ which ilpaot\a on over 60 percent of the patients in
aursing homes -- and its conversion from an entitlement to a block grant prograa.
The immediate impact on services and quality care of the Medicaid cap will bde
sa'vore; its impact, as the elderly population expands, will be devastating.
It's not simply a matter of dollars or fairness, its whether the nedieal_ly poor
will bde able to receive benefits to which they are now entitled. Purthersmore,
a block grant program that also calls for elimination of federal miniaum reimbur-
sement standards is certain to have an effect on the quality of the services

as states reduce payment rates and providers are forced to reduce the number

or level of services.
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AMERICAN HEALTB CARE ASSOCTATION

Eadicare SNF Relaburssmentt
Iranaitional Proposal

Three primary goals are to be achieved by a change in the SNF Medicare
reinbursement methodology. The first {s to improve patient acceas to care,
particlarly "heavy care® patients. The second, but related, goal is to increase
the participation level of long term providers {n the Medicare progras. The
third goal is to provide a potential for significant cost contaimment in the
long-run. All of these goals are intended to bring SNP reimbursement principles
in line with -the new hospital PPS and to anticipate and date the quences
of FPS for skilled nursing facilities.

Short~Rug

It is felt that for the short-run, a facility-dased prospective system
could be implerented almost immediately that would represent a significant step
toward meeting these three primary goala., Prospective rates would be established
annually on the dasis of reported costs (indexed forward) of each faxflity.

These prospective rates would be subject to a ceiling dased on the median of
reported costs in the geographio region (possidly, the current regisns used
for establishing Section 223 limits) plus a percentage as yet to be detsrmined,
but of about 10-15 percent., 4 median plus a percentage is suggested so that
prospective rates will be limited by a reasonadble, stable ceiling that would
permit all efficiently operated facilities to have their costs reimbursed.

For facilities beneath some threshold level of participation {n the Medicare
préy-n (e.g., 3,000 to 3,000 annual Medicare patient days), a prospective rate
would be determined in each geographic region as a percentage of the geographic
median rather than from the reported costs of each facility. These prospeotive
flat rates should be sat high enough (90 to 100 percent of the geographic ceiling)
to provide an {ncentive for facilities to enter the Medicare program, increase
their levels of participation, and rise above the threshold level of participation
30 that facility-specific rates can be established from their own costs. Faoflities
below the threshold would not have to submit Medicare cost reports at all, while
the cost reports for those above the threshold level should be greatly simplified.
The complexity of the cost report would be a funotion of the degree of specifiocity
desired for the cost indexing process when setting facllity-specific prospective

rates,

in order to introduce continuing cost containment, an incentive payment
should be made to all facilities above the threshold level of partioipation
that is proportional to the difference between the prospective rate and the
geographic ceiling. The size of the proportion must still be determined, but
should be around 0.5 so that it i3 large enough to be meaningful to the provider
and yet small enmough to allow the govermment (the taxpayer) to share meaningfully
in the efficiencies introduced. Total incentive payments should also de limited
to some percentage of the ceiling (e.g., 10 percent} in order to prevent draconian
cost containsent which may negatively affeot patient care.
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A great deal of care aust be exercised in the establishment of the prospective
rate geographic ceilings, the threshold level of partioipation for geographic
prospective payment, and the geographic prospective payment rate for those beneath
the threshold. If current budgetary considerations become overriding so that
these system parameters are set too low, the entire system design will have
been frustrated and none of the three goals of improved patient access, increase
provider participation, and long-run cost contajirment will be met. :

The capital costs for each facility should initially be folded into its
prospective rate and included in the computation of the ceiling for all the
facilities in the geographic area, and the rate of return on equity replaced
with a small fixed percentage add-on (e.g., 6 percent) to the sum of the other
facility-specific capital costs (i.e., depreciation, interest, insurance, and
taxes). In other words, a facility's capital costs plus 6 percent will dbe included
in its prospective rate, This procedure will avoid the complexity of the equity
computation and provide for equitable treatment of all facilities regardless
of ownership. Since Medicare is such a small part of the total market, this
procedure should not impact negatively on thé debt/equity decisions of irvesters.

The only cost elements not to be covered by the prospective rate descrided
above are ancillary costs (i.e., therapies, drugs, x-ray, and laboratory).
These expenditure iteas are costly and highly variadle as the patient-mix of
the facility changes and cannot be adequately anticipated by a prospective flat
rate. Therefore, thess expenditure items should bde reimdursed in a manner siamilar
to that currently being used under Medicare Part B and should not be included
in the computation of the ceilings, the below-threshold prospective flat rates,
or the facility-specific prospective rates for those above the participation
threshold.

long-ken

For the long-run, the short-run systea could be modified in stages to produce
a final system. These modificatiuns are:

1. Introduce patient acuity into the reimburseament for those facilities
above the participation threshold by converting part of the operating
costs (namely, all nursing service costs plus rav food, activities,
nursing supplies, and socifal/religious services) to a cost-based, -
patient-related prospective payment system on the order of that currently
being developed for Minnesota. Under this systez, patient classes
are assigned weights in each geographic region based on the values
of the resources required in their care. The values of these weights
are then established on a facility-dy-facility basis from dase year
cost reports and indexed forward each year between base years. Patients
are classified each month as part of the invoicing process and the
facilities are paid accordingly. Verification of the invoices can
be handled on a sample basis by the intermediary. Research is now
underway by HCFA to establish the appropriate set of patient classes
so that fmplementation may begin as soon as this research is completed.

2. Introduce & fair value rental system for capital costs using a gross
rental concept. A rental pald on the current value of the total assets
(land, bduilding, fixed squipment, and moveable equipaent) is paid
in 1ieu of all property costs (return on equity, depreciation, interest,
insurance, and taxes). The rental rate should be based on historical
money rates of return plus a risk preaium, but should also consider
the potential profit in the form of incentive payments from operating
efficiencies. This element of the long-run systes could be implemented
as soon as agreement is reached on how the current value of the total
asset is to be established. i

3. In order to reinforce tha incentive to provide access for heavy care
patients, it may be necessary to retain the provision to pay for scme
or all of the ancillaries in a manner similar to that ourrently used

in the Part B prograsa.
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The CHAIRMAN. Mr. Glaser, do you want to comment on Dr.
Davis’ statement that Medicare access is a sporadic problem, and
not widespread?

Mr. GLASER. | don’t share that same view. I am not sure how cur-
rent her data is. Under the DRG system, from word of mouth, from
what I hear from my colleagues across the country, there is indeed
an access problem. People are not—Maedicare-eligible patients are
not getting into skilled nursing facilities.

The CHAIRMAN. Now, you say because of DRG. Is that because
people are being discharged quicker-and you are being hit with a
glut of sicker patients that you had not projected before DRG and
are not prepared to handle?

Mr. GLASER. At the typical facility across the country, yes, sir.

Senator DURENBERGZ=R. Are you going to be able to prove that?
The word “glut™?

The CHAIRMAN. I used that word.

Senator DURENBERGER. I know. He afreed with you. [Laughter.}

The CHAIRMAN. All right then. I will change the word: a great
many—a lot more than you expected because of the DRG system
are suddenly being discharged. In your judgment, perhaps, they
would have been better served to have st?ed another day or two
or three in the hospital, but are being discharged and you are
being asked to take them and are not prepared to?

Mr. GraAser. That is correct, sir.

Mr. BEDLIN. Senator, if I might state, there are three studies that
have documented the greater pressure that nursing homes are
under to admit sicker DRG patients. Even prior to the DRG
system, I think that the statistics show a vast undersupply of beds.

otal da%'s covered have dropped by over 50 percent between 1969
and 1977. Total days covered per 1,000 beneficiaries have dropped
by 21 percent between 1976 and 1982. If you also look at various
States that don’t have facilities that are oriented toward Medicare
you will find that 42 States have fewer than 10 nursing homes with
an average census of less than 16 Medicare patients. Thirty States
have less than five such Medicare oriented facilities, and 12 States
have none of them. So, I think that I agree that Dr. Davis is under-
stating the serious access problem that has existed and is only get-
ting worse. -

he C:aiRMAN. Mr. Glaser, why not start moving toward a na-
tional rate as we have with the prospective payment systems for
hospitals? -

r. GLaseR. I would like to put you into the head of an adminis-
trator in a hypothetical facility as an example, and I think that
will answer that question, or if not, we will at least have a healthy
exchange at the end. May I do that?

The CHAIRMAN. Yes.

Mr. GrAseR. Whether this administrator is working for a volun-
tary facility that has to have a balanced budget for his board of di-
rectors or working in a proprietary facility where they may have to
show some profit for investors, the typical skilled nursing facility
with the kind of patients that we care for under Medicare may be
diabetic patients, may be cardiac patients, stroke patients, frac-
tured hip patients, amputees, or dementia patients with aggregate
services requiring Medicare services. Now, let’s assume that for in-
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tensity of care purposes at the low end, that the diabetic patient
may cost $50 a day, and on the high end the stroke patient may
cost $100 a day. Let's give HCFA the benefit of the doubt and
assume that they will give more thought into a national rate
system than they have under the 223 limits, and they come up
with a rate of, let’s say, $70 a day. That administrator is goinF to
look at his patient population when he has two admissions—let’s
say a diabetic and a stroke patient—and he is going to look at this
patient population, or she will look at her patient population, and
say, gee, I have so many $100 a day patients—$80, $90 a day pa-
tients—I can’t afford to take in that heavy-care stroke patient. I
had better take in that diabetic patient for $50 a day at cost, and I
will make some money. Then, this administrator is going to wake
up and realize that he can be a hero for his board or for his inves-
tors and say: I don’t have to take in any heavy-care patients. I can
start making some money if 1 admit low-care or light-care patients
at $50 or $60 a day and being reimbursed at $70 a day. So, I think
the system would be gamed and will not be an advantage to the
beneficiaries who need services from hospital levels.

The CHAIRMAN. Do you think that the prospective payment and
the DRG system is working for hospitals?

Mr. Graser. Oh, clearly, it is working for hospitals, but I just
don't think that it is——

The CHAIRMAN. And working for the benefit of the country?

Mr. GLASER. To the country, financially. To the patients, I have
some question in my own mind whether the patients—the elderly
patients who are being discharged under the DRG system—are re-
ceiving the post-acute care services that they really need, whether
it be at the SNF level or the home care level, I have some question.
I can’t back it up, but it is a feeling that these people are being
discharged into no-care zones.

The CHAIRMAN. And you have-the same misgiving that this situa-
tion would result from any prospective system where we said to

ou, to the hospitals, or anybody else: You will get x amount of dol-
ars per patient. Do you think that has to lead inevitably to a de-
cline in the quality of care?

Mr. GrLaser. Under a national rate. Prospective rates, I think,
have some promise if it deals with casemix variations.

The CHAIRMAN. Senator Durenberger?

Senator DURENBERGER. I wonder if both of you can reply to the
question which is the second half of the Chairman’s first question,
or at least your regly to the Chairman’s first question. If half or
something close to half of the Medicare SNF work is being done in
six States, what is happening to the folks in the other States?
What harpens in Oklahoma and Arkansas where there aren’t any
SNF facilities? -

Dr. WiLLGING. I think a number of things are happening, Sena-
tor. One of the interesting pieces of the HCFA report was the data
~ with respect to back-up days in hospitals. They provided a fairly

precise range of 1 million to 7.2 million Medicare patient days paid
for in the hospital setting because the placement was not possible
as far as the skilled nursing facility bed is concerned. I do agree -
with Dr. Davis that that is not always waiting for a Medicare SNF
bed. Many of these patients would not meet the coverage defini-
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tions and would be more likely to end up on the Medicaid rolls, but
I think we do have a serious hospital back-up problem, and indeed
the dollars accounted for by that hospital back-up problem have
been built into the DRG. So, there is a lot of care being provided in
the acute care setting paid for through the acute care reimburse-
ment mechanism for patients who more appropriately belong in a
SNF. I am sure that many of them are being transported large dis-
tances so as to be able to get into one of those facilities that do par-
ticipate. I suspect that many of them are also quite frankly being
discharged prematurely to the home setting where what they
really need is an additional 7, 8, or 9 days of skilled care.

Senator DURENBERGER. Is part of it possible—and I want Mr.
Glaser’s reponse, too—because of the regional variations in the cost
of hospitalization? Is it possible that in your high cost hospitaliza-
tion areas, there are more SNF facilities because there is more in-
centive to move people to a less expensive treatment mode. Where-
as, Oklahoma, Arkansas, the South generally, where hospitaliza-
tion per diem is fairly low, maybe they can keep the patients in the
hospital longer. Is that any factor in this?

r. GLASER. You put your finger on it, Senator. Pre-DRG's, hos-

itals kept patients in their beds for lonﬁer periods of time so that
y the time they were discharged to the skilled nursing facility
level, they were not eligible for Medicare benefits at all. That was
a terrible problem faced by nursing homes-—admitting people, ex-
pecting them to be covered by Medicare, and finding out that they
are not indeed. So, I think that matters whether it is Oklahoma or
New York or Pennsylvania or wherever. Pre-DRG—I considered
that -a major problem, even in New York where I am a high
volume user. Under today’s system, I just don’t think the providers
have seen the full impact of the DRG system as yet.

Senator DURENBERGER. And the closer we get then to national
averaging, the more we are rewarding the low cost States, which
are largely in the South and some other areas. And in these areas,
for one good reason or another, they have kept the costs down,
making it more difficult in the high cost States to use the hospital
as a means of providing certain set of services. So, we are increas-
ing the need for nursing home, or skilled nursing, alternatives in
one part of the country and not increasing the need in another
part. Is that part of the problem we are talking about?

Mr, Guraser. I think so, and complicating the problem even fur-
ther, hospitals are discharging these people into rehab hospitals or
rehab units that are exempt from the DRG’s and are still at a very
high cost per day service level.

nator DURENBERGER. Thank you.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Gentlemen, why would Dr. Davis read the data
differently than you do? I know different people have different
points of view, and it all depends upon the eyes of the beholder, but
you all seem to be saying that it is so glaringly different from what
she represented that it is not really a question of interpretation.
Why would she be reading it differently than you do?

Dr. WiLLGING. Senator, I guess I could speak from the perspec-
tive of one who used to represent the executive branch often at this
table, and I can tell you why I would have read the data different-
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lg. If the executive branch were to read the data as I and Mr.
laser read it, it would imply as we have implied, that we have a
critical problem that requires a solution now—not a solution 3 or 4
or 5 years from now but today.

Senator Baucus. But why did she not read it that way? Why did

-she say let’s get better data and wait several years? It is somewhat
of a problem but it is not enough of a problem to do anything for 3 . .. .

or 4 years. Why did she say that?

Dr. WILLGING. Look at the program from the perspective of the
Health Care Financing Administration—$100 billion budget, the
vast proportion of which is hospital. Serious problems in terms of
growth rates and home care. Now, this is a small potatoes program
from the perspective of the Health Care Financing Administration.
It is a program that has not essentially grown. In fact, per diem
rates to nursing homes of the last 10 years in real dollars have ac-
tually declined .3 percent per year. It is not a program that con-
sumes a lot of energy on the part of the Health Care Financing Ad-
ministration, and I can understand that. It is 1 percent of the Med-
icare budget. They have lots of fish to fry and from their perspec-
tive fish that are much more critical than this one. From our per-
spective, I guess, as well one could say, well, why do we care? 1
mean, Medicare is only 2 percent of nursing home revenues. This
industry can quite frankly survive without the Medicare program.
As one-third of the skilled nursing facilities have shown, they
choose not even to participate in the Medicare Program.

Senator Baucus. Then why do you care?

Dr. WiLLGING. We care because there is an access problem, and
quite frankly in this industry, when there is an access problem, the
finger pointing is often to the industry itself. Somehow we discrimi-
nate against Medicare patients. We won't take them, and the prob-
lem warrants resolution because the beneficiaries have an entitle-
ment to that benefit, and it is, I think, to our interest to see that
they do get that benefit.

Senator Baucus. Why wouldn’t the same reasoning be valid for
HCFA then? Even though it is small potatoes and it is small pota-
toes for you, if there is an access problem and the finger is pointed
at you, why wouldn’t that same reasoning apply to HCFA?

Dr. WiLLGING. I suspect it would, but once again, there are 24
hours in a day. They have an incredible number of issues they
have to deal with, and I think one does have to set priorities. They
have not set this at as high a level as we would.

Senator Baucus. Do you think that the best argument you can
give us is that HCFA should set this at a higher priority now as
compared with other fish that it has to fry? :

Dr. WiLLGING. The argument that [ would give, Senator, is that
in putting the DRG system in place, Congress fixed half the equa-
tion, provided incredible incentives to hospitals to discharge pa-
tients quicker and sicker, provided no incentives whatsoever to the
other half of the equation so that skilled nursing facilities would
accept those patients. I think what Congress should do is look at
the system in terms of its totality, that both sides of the equation
should be in sync, in balance, and in doing so, the DRG system
itself in the hospital sector will work better. One will be able to
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pull down those back-up days and back-up dollars being paid for
within the hospital sector. )

Senator Baucus. But what other fish in particular are now
frying that you think they should not fry?

Dr. WiLLGING. | probably won’t respond to that one, Senator.
" {Laughter.]

—...Senator Baucus. I .am asking you if you can just give us some
clues. I mean, logically, you are putting us in a box. You say that
there are 24 hours in a day and they only havea certain number of
fish to fry and you are small potatoes. I think the logical extension
of that is: We shouldn’t put a lot of pressure on them. So, I am
asking you where should HCFA spend a little less time perhags?

Dr. WiLLgiNg. I think what I am suggesting, Senator, is that
HCFA is, in terms of the ultimate system, doing what it should be
doing. The casemix reimbursement S{stem we all want, which
makes sense, which has to be put in place, will take analysis, will
take more data, will take more research—they are doing that.
What we are suggesting is the transitional system which would not
require a great burden as far as HCFA is concerned. We have de-
signed it so that it is based on the existing processes, would require
no more intermediary efforts, no more analytic effort, would deal
with a good number of the problems—not all of them but enough of
them to make this benefit more widely available. And that is, I
think, something that would allow HCFA to deal with the issue
without having to expend great amounts of new resources. Since I
don’t want to suggest that anything they are doing they shouldn’t
be doing, I would like to Suggest that they can do something that
won’t force them to make choices.

Senator Baucus. Thank you.

The CHAIRMAN. Senator Long.

Senator LoNG. I was just looking at a chart here that indicates
that Louisiana has nine of these facilities, which works out to
about one in every congressional district, if you want to just aver-
age them out so they were evenly distributed. And I asked my staff
assistant here why there are so few, and he said that Louisiana has
more than 9 facilities, but they are not satisfied with the reim-
bursement that they get under Medicare and therefore they prefer
not to participate. Does that make sense to you, Dr. Willging?

Dr. WiLLGginG. That makes a lot of sense, Senator. The way the
system works, and it perhaps works well for hospitals—the cost re-
imbursement system—in the sense only that Medicare patients
make up such a large proportion of hospital patients. But in the
skilled nursing facility, the average number of Medicare patients
among 100 is about two. So, what happens is the cost reimburse-
ment systems averages the cost for aleatients, and then pays for

. the Medicare patient based on that average. So, as Mr. Glaser sug-
gested, the system almost guarantees that for every Medicare pa-
tient who comes in the door, the facility loses money. Is that a fair
statement, Mr. Glaser?

Mr. GLASER. Absolutely.

Dr. WiLLGING. And altruistic as we can be in the nursing indus-
try, bankruptcy is not an alternative we look forward to. And so, it
is best not to accept that Medicare patient, not to participate in the
program if it is a guaranteed loss.
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Senator LonG. Now, let me get that straightened out. Are you
saying that under the program you have right now each time you
accept a Medicare patient, you tend to be taking a loser?

Dr. WILLGING. For those facilities that do not have a high enough
volume—that they have distinct parts or are primarily Medicare—
yes, you lose money. -

Mr. Graser. | have volume, Senator, and I am losing $25 a day
for every Medicare patient, and 1 have 28,000 Medicare days a
' iyear. Since the beginning of the 223 limits, I-have lost over $3 mil-
ion since 1980 because of the 223 limits. And I have been trying to
appeal through the HCFA process to try and obtain relief, and |
now have to go before the PRRB and probably take HCFA to litiga-
tion, just in order to serve patients.

Senator LonG. I am one who wouid be sympathetic to your prob-
lem then because you may recall that 1 was the one who insisted
they put an amendment on one of those bills some years ago to say
that we will pay a reimbursement rate that would permit the hos-
pitals under Medicare and Medicaid to make about the same kind
of income as the average for manufacturing. It just seemed to me
that we ought to be in a position to attract capital on a competitive
basis with others out there in the economy if we wanted the facili-
ties built. And so, that was my amendment. Now, some thought
that would cost us some money. My feeling was that if you want
the hospitals and the nursing facilities, you ought to do that. I see
you are nodding. That makes sense—just so they can compete for
capital. I mean, basically, how are you going to build private hospi-
tals and nursing homes if you can’t compete for the capital to build
them with? If you have a need for a facility somewhere, someone
has to pay to get one built. Now, I would think that this nursing
home shortage must be costing us money, that the people are
trying to stay in the hospitals because, if they leave the hospital,
they will not have nursing home care available. The Medicare pro-
gram was intended to make it possible for these kinds of patients
to be moved into a skilled nursing facility for a few days until it
was safe to distharge them. I should think we might save money by
spending a little more to make additional skilled nursing facilities
available to Medicare patients so that they could be moved into
them rather than keeping them in the hospitals.

Dr. WiLLgING. Certainly we would accept that argument. This
concept of budget neutrality is a funny animal floating around
town the last few years. If you look at the SNF benefit in terms of
budget neutrality and say that you don’t want to spend one more
dollar for SNF care, that is one way of looking at budget neutrali-
ty. But if you look at the total Medicare system on the part A side
and recognize that there are dollars being spent on the hospital
side because of back-up problems and look at budget neutrality
within that broader concept, then you are right, Senator. One can
actually save money by using the lower cost alternative.

Senator Long. If you had somebody at home who was reasonably
well qualified and knows something about looking after sick people,
that is one thing. But if you don’t have that competence at the
home, then to discharge a patient who still needs some very close
care is really a disservice, I would think. It is failing to look after
the citizen the way you should. Now, I was for the DRG system. I
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thought it would help to get people discharged and make the hospi-
tals more efficient, but it seems to me that when we are economiz-
ing on these skilled nursing facilities here, we might be making a
grave mistake, both with regard to the beneficiary and the tax
paying public. And also just in terms of cost, I think that any
doctor who has any human kindness in him would be reluctant to
discharge a patient as early as he could if the patient needed
skilled nursing home care and the doctor knew that there was
none available out there.

Mr. Graser. | applaud your insight, Senator. You are right on
target.

nator LoNG. I guess you agree with that, too, don’t you, Dr.
-Willging?

Dr: WiLLGING. I think there is a cliche, Senator: pennywise,
pound-foolish. And I think that is what we see with respect to this
configuration of the two benefits—the hospital and the nursing
home benefit.

Senator LoNG. Could I explore just one other item, Mr. Chair-
man, for a moment? Dr. Glaser——

Mr. GLASER. Mr. Glaser.

Senator LonGg. Mr. Glaser made available to us this worksheet
that you have to work from: “Institutional Costs for Skilled Nurs-
ing Facilities and Health Care Complexes.” I have just glanced
over it, and I would gain the impression, Dr. Willging, that the pur-
pose here is to try to have a uniformity of bookkeeping so that,
when the Government goes to audit these things that they would
all be completed on the basis of the same, uniform accounting pro-
cedures. Does that account for much of what is here?

Dr. WiLLGING. That accounts for some of it. I think that if the
Federal and State Governments are involved in paying for a serv-
ice, they have a right to reasonable amounts of data to assure. that
their fiduciary responsibilities are being handled well. I would sug-
gest as one looks through that cost report, however, one finds that
it goes well beyond what the Federal Government needs in terms
of its fiduciary responsibility. I find it intriguing when going
through a nursing home cost report, some of the things that admin-
istrators like Mr. Glaser have to do, such as allocating the costs
from one’s nursery. Most nursing homes don’t have nurseries, yet
it is there because essentially what HCFA did is it took the hospi-
tal cost report and with very nonsignificant alterations applied it
to nursing homes. It talks about allocating the costs from one’s gift -
shop to the Medicare program. Most nursing homes don’t have gift
shops. That report could probably—and under our system, we
would propose—be reduced to about one-third of its present level,
still allow the Health Care Financing Administration the data it
needs. Most of that stuff is piled on desks and in bookshelves in the
Government. It is never used for anything. \

Senator LonG. Might I suggest to our chairman here that you,
Mr. Chairman, take the lead in seeing that our staff work with
these people and also with the Administration to see if this thing
can’t be shortened to maybe about one-third of what it is. It looks
to me as though you would save the Government a lot of money.
Do you want to save the Government some money? There is a good
chance right there.
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The CHAlrRMAN. You know, that is intriguing. This is the first
time we have ever had a complaint about the length of these forms.
{Laughter.]

Senator LonG. I can recall when I was on the Small Business
Committee—and that has been many years ago—when the staff
didn’t have anything else to do—-whici: was most of the time—
[Laughter.] They would be working on this voluminous annual

_ report, and it would be voluminous whether there was a great deal
to report or not—the size of the report was supposed to justify the
size of the committee staff. And I thought it my duty to read
through that thing when I got to be a regular member. I think I
was probably the only member of the committee who did. I thought
it was an outrage to make the taxpayer pay for all that. So, I took
just one person out of my own office staff, and we sat there and we
rewrote this fool thing and got it down to where it was about one-
quarter of its former size. And then I had t¢o reach a compromise
with the committee chairman because he thought that reducing
the report to one-quarter its size might lead to a reduction in staff.

The CHAIRMAN. Let the record show that that was the Small
Business Committee staff. [Laughter.] '

Senator LoNG. It was. This staff doesn't do that, Mr. Chairman.
This staff doesn’t have to make work.

The CHAIRMAN. This committee doesn’t issue annual reports.
[Laughter.]

Senator LoNg. That is right.

The CHAIRMAN. We cut it to nothing.

Senator LoNG. This is the kind of thing, Mr. Chairman, that is
costing the Government a ton of money-—unnecessary bookkeeping
and all sorts of unnecessary reports to fill out. Perhaps we should
the people responsible for all this paperwork put the costs in their
budgets—because in the last analysis the taxpayer is paying for all
these reports. That is all I have.

The CHAIRMAN. Let me ask you both this question. I take it you
think the present system is so bad and the reimbursement system

~ is so poor that you are prepared to proceed regardless of HCFA. We
should forget the report and not worry about any further studies
on prospective payment for hospitals—they probably wouldn’t work
for nursing homes. Some change must be made, however. Do I read
you right, Mr. Glaser?

Mr. GLASER. Absolutely, Senator, I think it is important and it is
a way of providing more access. The current system is not working.
We are suggesting an interim step until clearer investigation is
ﬁonducted and completed, and we may unclog the backlog a little

it.

Dr. WiLLGING. The industry is in agreement on that.

The CHAIRMAN. Let me come back to you, Mr. Glaser, in terms of
Medicaid. You say that Medicaid reimbursement is 15 percent
lower than the costs for Medicaid patients.

Mr. GrLASER. Yes, sir.

The CHAIRMAN. And nearly half of all nursing home reimburse-
ment comes from Medicaid.

Mr. GLaSER. Correct.

The CHAIRMAN. How do the large majority of nursing homes
manage to stay in business, given that situation?
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Mr. GLAseR. I can only speak for the voluntary sector. Fortunate-
ly, I have a board of trustees that raises money and we are able to
survive. The Medicaid patient—it is an average cost—is a less in-
tensive level of care than the Medicare patient.

The CHAIRMAN. But you lose money on them anyway?

Mr. Graser. We lose money. I happen to have a little bit more
favorable reimbursement, but I am losing approximately 5 percent
on every Medicaid patient I have.

The CHAIRMAN. So, you are-making it up out of charitable contri-
butions? .

Mr. GrLaser. Correct, sir.

The CHAIRMAN. Now, Dr. Willging, how are you doing it?

Dr. WiLLGING. It is a serious problem in the industry, and unfor-
tunately, it is a problem which has led the industry to be accused
of having to discriminate against Medicaid patients.

The CHAIRMAN. Would the average of 15 percent be average for
your homes?

Dr. WILLGING. It depends upon my homes—the ones I represent
are across the entire country—in 50 States. It depends upon the
States. There are some States that do adhere to the provisions in
the statute which say that the reimbursement under Medicaid
should be sufficient to cover the costs of the efficiently managed
home. In other States, quite frankly, the States are not coming
close. There are States which pay in the low $30’s—$31, $32 a
day—for a 24-hour skilled nursing day, three meals, recreation. We
won’t go into hotel rooms at $30 a day much less a nursing home.

The CHAIRMAN. But where are you making it up? Mr. Glaser is
making it up on charitable contributions.

Dr. WiLLGING. The way we are making it up in most facilities is
that they have to balance the census between the Medicaid patient
and the private NFa patient. The private pa?' patients are charged
more than the Medicaid rate. That is the only way facilities with a
ng*iz_:\:y Medicaid volume can in effect maintain their financial sta-

ility.

The CHAIRMAN. Apparently, on the average you can't pick it up
out of Medicaid anyway. You don’t have enough of a Medicare load
proportionate to your total population.

Dr. WiLLGING. So, we have to make it up out of the private pay
patient. That is the only way to maintain fiscal solvency.

Mr. BebLIN. Senator, may I just add that the problem that is cre-
ated when one is forced to increase charges to private pay pa-
tients—what happens is these patients spend down their income at
a much quicker rate because they are paying more into facilities,
and therefore they become eligible for Medicaid much sooner than
they should. So, in the end, I think it does cost the Government
more.

The CHAIRMAN. Senator Baucus.

Senator Baucus. No more questions. Thank you.

The CHAIRMAN. Senator Long.

Senator LonNGg. No, Mr. Chairman.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. No. No questions.

The CHAIRMAN. Thank you very much.

Dr. WiLLGING. Thank you, Mr. Chairman.
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Mr. Graser. Thank you, sir.

The CHAIRMAN. | am going to switch the next two witnesses. Ms.
Jones has to catch a plane at 11:50, so I am going to ask her to
testify now. Ms. Clarice Jones represents the American Association
of Retired Persons.

STATEMENT OF CLARICE JONES, CHAIRMAN, BOARD OF
DIRECTORS, AMERICAN ASSOCIATION OF RETIRED PERSONS,
WASHINGTON, DC ’

Ms. Jones. Thank you, Mr. Chairman. My name is Clarice Jones,
and I am from Lansing, MI. I serve as the chairman of the national
board of directors of the American Association of Retired Persons. |
am grateful for this opportunity to state the American Association
of Retired Persons’ views concerning the development of a prospec-
tive payment system for skilled nursing facilities participating in
the Medicare Program. The association is indeed pleased to set
forth our views on the kinds of issues that must be considered as
Congress moves toward establishing a prospective payment system
for SNF’s. My testimony this morning will outline the issues AARP
believes make a difference in the efficacy of a prospective payment
system for SNF’s to assure appropriate high quality care, as well as
contain nursing home costs. ’Iphe development of a prospective pay-
ment system for SNF’s is desirable for several reasons. The current
Medicare SNF benefit is not reliable because of a wide variation in
coverage decisions. It makes good policy sense to treat all Part A
services on a consistent basis to avoid unbundling of services and to
prevent perverse payment and level of care decisions. DRG’s are
pushing Medicare patients out of hospitals sooner and sicker. A
stronger Medicare SNF benefit is necessary to help meet the in-
creased demand for skilled nursing services created by the DRG’s.
In contrast to the acute care setting, there are tremendous gaps in
the data available on nursing homes and nursing home residents.
Policymakers need more information and analysis before a stable
and reliable prospective system for SNF’s can be constructed and
implemented. AARP favors the combination flat rate and casemix
approach to establish the basis of the prospective payment. Failure
to relate payment to the resource needs of the patient will result in
skimming and foreclosure access in nursing home care for heavy
care patients. In other words, the light load is taken first and pref-
erably. Diagnosis alone is not a sufficient indicator of resource use
to be a reliable variable for measuring casemix differences. The
casemix system must be grounded on realistic verifiable evalua-
tions of residence care needs, including behavior and dpsychosocial
quality of life factors as well as nursing care needs. Payment
should be at a level sufficient to provide good care. Capital costs
must be under the prospective payment system. The objectives of
capital galx\’yment policy should be to assure an adequate supply of
quality SNF nursing home beds over time and to maintain as much
as possible a continuity of nursing home ownership over time. We
went through that sale business before. An adequate certification
of need criteria including a better understanding of the balance be-
tween institutional care and community and home based care must
be developed to guide the construction of additional nursing home
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beds. And I am a fan of continuity of care, long-term care needs
including respite care, adult day care and assistance to people to
keep them in their own homes. So, when I talk about community

" needs, I am thinking about that also. Even the very best payment

system cannot do all that is necessary to assure consistent, accessi-
ble quality nursing home care. A strong regulatory system is essen-
tial to assure that nursing home residents receive the care they

-need. There must be a strong link between the SNF (s)a‘yfﬁeﬁt

system and nursing home standards of care, licensing, and regula-
tory enforcement. I served on a complaint committee for nursing
homes in Michigan, and I am very strong for the supervision of the
nursing home and the care it gives. Medicare’s chanfge from a cost-
based system of payment to a prospective system of payment dra-
matically alters the potential liability of Medicare beneficiaries.
Under a prospective payment system, beneficiaries face new finan-
cial liabilities and access to care issues that were not present under
the cost-based reimbursement system. The Medicare appeals proce-
dures must be improved to adequatel{dcheck and balance the pro-
spective payment system. Thank you, Mr. Chairman.

The CHAIRMAN. You arc prepared to move to a prospective pay-
ment system even though there is no serious conclusion yet as to
how well it is working in hospitals, other than it is cutting costs for
llnls a bj,t? You are ready to go ahead and try it anyway for nursing

omes?

Ms. Jones. I think we can do that if we utilize the regulatory en-
forcement and the supervisory tactics that are necessary in any
case.

The CHAIRMAN. You lost me there on that answer. What do you
mean? \

Ms. JoNEs. I mean that we cannot use the prospective payment
system as a substitute for regulation and enforcement and supervi-
sion.

The CHAIRMAN. All right. I %uess what you are saying, then, is
that they can’t discharge ‘Peop e too early or they have got to fill
some kind of an obligation?

Ms. JoNEs. Yes.

The CHairRMAN. Now, you talked about certificate of need. What
chang?es do you want to make in the present certificate of need pro-
gram?

Ms. JoNEs. I would like to strengthen the enforcement of the cer-
tificate of need, and that has varied so much in so many places or
has not been applied or has been worked around so that they didn't
follow the recommendations.

The CHAIRMAN. When you say strengthen, do you mean give the
States more power?

Ms. JoNEs. No, enforce what they have.

The CHAIRMAN. You have lost me again. What are they not doing
that you would like to see changed?

Ms. Jones. May Mr. Christy answer that?

The CHAIRMAN. Yes.

Mr. Curisty. What we are trying to do——

The CHAIRMAN. Would you identify yourself?

Mr. Curisty. Yes. My name is Jack Christy. I work on health
issues for the federal staff of AARP. What we are trying to do, be-
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cause the certificate of need is different in each State—there are 19
States in the country that have put an absolute moratorium on
new bed construction—so what we are trying to do is to get an in-
formation system in place that will give us the knowledge to bal-
ance what our community needs are and trying to keep as many

: Keo(i)le in the community as possible against the need for néw beds.
n

we know with the demographics that are coming that we are

" “going to need new skilled beds. But we don’t have a good handle as
- yet on what the balance is between community's long-term care

and the institutional long-term care.

The CHAIRMAN. What 1 sensed from reading your testimony is
that you would like the system changed slightly so that fmore beds
would be built.

_Mr. CHristy. We are going to need more beds. That is correct,
sir. .

The CHAIRMAN. So, if any State has a certificate of need system
that, in your judgment, results in fewer beds being built than you
think ought to be built, you want to reform the system.

Mr. CHristy. Not a reform of the system but a very important
component. Something that Oregon is exemplary on is the balance
they are achieving between their community system and their in-
stitutional sgstem. And the progress that has been made in Oregon
is not spread around the country.

The CHAIRMAN. But basically your frustration is that you don’t
think they have reached the right conclusion.

Mr. CHRisTY. About building?

The CHAIRMAN. Yes.

Mr. Curisty. In some places, they have. Take bhio for example,
they have a plethora of beds and they are building more. It is going
to end up to be a very expensive system. They haven’t made any
attempt to see if there is a balance between the in-home and the
community-based care relative to the institutional care and that is

the kind of considerations that have to go into the certificate of

need deliberation.

The CHAIRMAN. Let me ask you this. What kind of risks do you
think there are in proceeding with prospective payment before we
are very well versed with the system? You seem to share, at least,
the concern of the two previous gentlemen who don’t like prospec-

. tive payment. They agreed that the system at the moment is so

poor that something needs to be done. I assume you share that con-
clusiox‘l’, but you are willing to try to go ahead with prospective pay-
ments?

Mr. CHristy. I think that there are definite problems that are
coming up in this new system of prospective payment, but I don’t
think that that throws the experiment out. If we could get consist-
ency in the commitment to maintaining quality within this system,
we could achieve the results that we want—high quality care—and
the results that the Government wants—a savings in costs. But
when you have the alternative policies criss-crossing for example
the elimination of the waiver—the proposal to eliminate the waiver
of liability presumption—it just cuts against your prospective be-
cause what you are doing is making it so much more difficult for a
skilled nursing facility operator to offer a post-acute care bed to
somebody that is being pushed out under your policy of DRG that
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they slam into each other. If we can get some consistency and
moving in the same direction with those kinds of DRG and post-
acute policies, then the DRG system with the prospective pavment
system could run a lot more smoothly.

The CHAIRMAN. Senator Baucus.

Senator Baucus. No questions.

The CHAIRMAN. Senator Long. :

Senator LoNG. I was just looking at the number of skilled nurs
ing facilities in each State, and 1 see that California has 585 com-
pared to Louisiana with 9, just to make one comparison. Louisiana
is on the bottom of the list where you have Oklahoma, and Missis-
sippi, where I guess the situation is about the same. How could you
justify so many in California and so few in Louisiana? How could I
explain that to my people in Louisiana, that we have so few com-
pared t;) California, or compared to the national average for that
matter’

Mr. Curisty. Skilled nursing beds? -

Senator LoNG. Yes.

Mr. Curisty. I think it is a function to a great extent of State
attitudes. I mean, certificate of need is controlled at the State level.

Senator LoNG. One reason may be that we had a very elaborate
health care system in Louisiana prior to the time the Federal Gov-
ernment got into it, and most of the care was provided at State ex-
pense. And it may be that we are still providing enough hospital
care at State expense that they don’t need that much in the way of
skilled nursing facilities, but even if that’s the case it wouldn’t ex-
plain the parallel problem in Oklahoma and Mississippi. And I am
told that one of the big reasons for the lack of medicare nursing
facilities is that most of the facilities we have down there are not
under Medicare because, apparently, they don’t think they get paid
enough under Medicare. Do either one of you know about that?

Mr. CHristy. We are not familiar with Louisiana, sir.

Senator LoNG. I see. In these States that havé a much smaller
percentage of the Nation's skilled nursing facilities than their per-
centage of the U.S. pOﬁulation can, it seems to me, make almost a
prime facie case that they need additional facilities. Looking at this
chart, for example, if Louisiana has almost 2 percent of the elderly
population and we only have one-quarter of 1 percent of the facili-
ties, then it seems to me as though if someone wanted to put one
in, just on the face of it, you would have 2 case for an additional
skilled nursing facility, wouldn’t you?

Mr. Curisty. We don’t have that data in front of us.

Senator LoNG. But this chart I was just looking at shows we have
nine facilities, and that is 0.26 percent—one-quarter of 1 percent—
of those facilities in America, while we in Louisiana have about 2
percent of the population. It seems to me as though we could justi-
fy 10 times what we have. i

Ms. Jones. I can’t answer that directly, Senator, but I have read -
some studies on hospital use in contiguous counties in Michigan,
and they vary in their use from 800 average days to 1,200 average
days, and there is a feeling that there is not any reason for this
because the explanation is not apparent through the diagnoses of
patients, the types of people that live in these counties, the climate
even in Michigan, an<Fthe general environment. So, there are vari-
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ations in health care services across the country and a variation in
the way those services are used that are not explainable.

Senator LoNG. Thank you very much.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman. In your testimony,
you say, Ms. Jones, on page 2: The Medicare DRG system is push-
ing beneficiaries out of hospitals sooner and sicker. Is that true?
What do you have to base that on? And [ am not taking an oppo-
site point of view. | am just curious as to where you got this infor-
mation because, as you know, I thought the jury was still out on
that, but you have come to a conclusion.

Ms. JoNgs. In actuality, I think a jury has to be still out on
DRG’s. Nevertheless, what happens to be—what you see happening
is people being dismissed or discharged from the hospital and the
nursing home industry, giving us information about their problem
in meeting the demand for service, some rather unfortunate things
have been occurring and, because I was active in an organization
known as Citizens for Better Care, which had an onwards approach
to the nursing care industry, I was able to get the information
about some of these things where people had been discharged and
had found difficulty in getting access. I also worked on a task force
for nursing home reimbursement under Medicaid and learned then
of some discriminations against Medicaid and Medicare patients to
the point where we recommended that they be required—that
nursing homes be required—to utilize a percentage of their beds for
Medicare and Medicaid patients in our State. It is not a new prob-
lem but it is exacerbated by the early discharge of patients, and I
am not sure that that is due to the DRG system. I have certain
kinds of feelings that if we had ethical concerns for the well being
of patients, we wouldn’t be saying you have to leave because your
DRG has run out, and that has been said to some patients because
that isn’t true. The DRG system does not require that the hospital
have the patient leave. It only will pay so much, and it is based on
an average. And I think looked at adequately that the DRG system
would not be under that kind of comment which I perhaps unfortu-
nately made.

Senator CHAFEE. All right. Fine. Thank you. Thank you, Mr.
Chairman.

The CHAIRMAN. Are there any other questions? Thank you very
much. I hope you catch your plane.

Ms. Jonks. Thank you, Mr. Chairman

The CHAIRMAN. Now, we will conclude with Mr. Lawrence Bart-
lett, the president of the Health Systems Research, Inc., in Wash-
ington. Mr. Bartlett?

[Ms. Jones’ prepared written statement follows:]

el B
|
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PREPARED STATEMENT OF THE AMERICAN ASSOCIATION OF RETIRED PERSONS

Thank you, Mr, Chairman, for this opportunity to state the
American Association of Retired Persons' views concerning the
development of a prospective payment system for skilled nursing
facilities (SNFs) participating in the Medicare Prcgram. The
Association is indeed pleased to set-forth our views on the kinds
of issues that must be considered as Congress moves towards estab-
lishing a prospective payment system for SNFs. My testimony this
morning will outline the issues AARP believes make a difference in
the efficacy of a prospective payment system for SNFs to assure

appropriate, high quality care as well as contain nursing home costs.

Why Prospective Payment for SNFs

AARP has long been an advocate of prospective payment for the
health care sector of the economy. Prospective payment systems
contain costs by sharing the financial risk of medical treatment
more appropriately between patient, insurer and provider. Thus,
despite the Association's strong reservations that the federal DRG
system applies only to Medicare patients, the Association supported
the implementation of PPS for Medicare beneficiaries needing hospital
care. Similarly, the Association supports the development of a pro-
spective payment system for nursing home care. A prospective pay-

ment system for skilled nursing facilities participating in Medicare
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is desirable for several reasons:

* The current Medicare SNF benefit is n~t reliable.
There is such a wide variation in the interpreta-
tion of the criteria for Medicare coverage in a
skilled nursing facility that patients with identi-
cal problems too often do not receive equal coverage.
The small level of Medicare expenditures on nursing
home care is probative of this point. Grounding a
new prospective payment system on clear standards of
eligibility for SNF coverage would be a vast improve-
ment over the current system.

* It makes good policy sense to treat all Medicare Part
A services on a consistent basis to avoid unbundling
of services and to prevent perverse payment and level
of care decisions.

* The Medicare DRG system is pushing beneficiaries out
of hospitals sooner and sicker. Medicare patients
need a place to go upon discharge from the hospital
to fully recover. Skilled nursing faciljties and
home health services must be made commensurate to the
demands placed upon them by the DRG system. A well-
conceived prospective payment system for skilled
nursing facilities will help assure that beneficiaries

have a place to receive quality nursing home care.

Making Choices

Developing a prospective payment system for SNMFs is an exercise
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of choices. Should the system have a flat rate per case, for
example, determined {ndependently of the facility's costs or
should the rate be cost based, facility specific? How should the
rate base be determined? By a fixed method that favors the
"system” over time, or by a progressive base that favors the facil-
ity over time? wWhat aré the incentives created by the choices
available? Unlike the acute care sector, the data upon which to
make informed choices about many important issues concerning nurs-
ing home care is often lacking. Policymakers need a great deal
more information and analysis about nursing homes and patients be-
fore a stable and reliable prospective payment system for SNFs can
be constructed and implemented.

A basic question facing policymakers is whether payment rates
should vary with facility and patient characteristics. AARP favors
a combination flat rate and case mix approach to establishing\the
basis of payment. The Association fears that failure to gear case
payment to the actual resource needs of the patient will result in
nursing homes skimming light care patients and foreclose access to
nursing homes for heavy care patients.

Choices must also be qede about the variables by which case mix
is to ke measured. In the nursing home setting, diagnosis alone is
not a sufficient indicator of resource use to be useful as a basis
of payment. The case mix system must be grounded on realistic,
verifiable evaluations of residents' care needs that include behavior
and psychosocial/giality of life factors, as well as nursing care

needs. Payment should be at a level sufficient to support good care.
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Improving Patient Information Systems

For case mix to work, the entire system of care within the
nursing home and the regqulation of that care must focus on the
actual care individual residents need and receive. Thus, before
Medicare patients invest their confidence in a prospective payment
system for skilled nursing facilities, a reliable patient care
management system and a system for measuring outcomes must be
developed. Such a system must be able to effectively measure:
quality, appropriateness, medical necessity, and the utility of
nursing care provided. The Inspection of Care (IOC) process could,
for example, be improved to measure both the appropriateness of
residents' care classifications and the quality of care they re-
ceive. (I0C findings should be utilized by the survey agency in
making its recertification determinations.) It does little good
to finally have “heavy® care patients admitted to nursing homes,.
if nursing homes do not staff up to provide "heavier care". A
stronger Inspection of Care process could assure that SNFs are
actually providing the level of care appropriate to the nursing

home resident.

Capital Costs and a wWorkable Con Process

A prospective payment system for skilled nursing facilities
must include payments for capital. The objective of capital pay-
ment policy should be to assure an adequate supply of quality SNF

beds over time and to maintain, as much as possible, a continuity

47-338 O—83——35
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of ownership over time. The well-documented trafficking in nursing
homs has not served nursing home residents and other payers of
cite well,

The Omnibus Deficit Reduction Act of 1984 begins to address
the "step-up” upon sale problem by limiting capital related costs
to the new owner to the lessor of the cost to the original owner
or the purchase price. Despite this improvement in Medicare,

AARP believes that the traditional method of paying for capital -
allowances for interest and depreciation -~ will not provide the
SNF beds necessary to meet the needs of an aging population.

The Association is interested in the "fair market rental”
concept used to pay nursing home capital costs in Maryland and
West Virginia. AARP is cautious, however, of the cost of this
capital payment methodology over time - especially for nursing
homes built in a period of high inflation. Any nursing home
capital payment method must be fair to both investors and to the
payers of nursing home care. Full recognition of all issues sur-
rounding capital payment is a necessary prerequisite to developing
a good capital payment mechanism for Medjcare.

Closely related to capital piyment is the development of an
adequate certificate of need criteria to guide the construction of
additional bed gapac&ty. Such criteria must include a better under-
standing of the relationship between institutional care and community
and home based care. Only then will policymakers be in a position

to assess the real need for more institutional beds. The federal
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government could make a major contribution towards achieving th.s
understanding by lcosening the requlatory constraints on the

Medjcaid, Section 2176 waiver program.

Prospective Payment System - Relation to the Regulatory System

A well-conceived pro;pective payment system for SNFs can
provide incentives that will enhance both access to and the gquality
of nursing home care. But even the best payment system cannot do
all that is necessary to assure consistent, accessible, quality
nursing home care. A strong regulatory system is essential to
assuring that nursing home residents receive the care they need.
This point was graphically made during a hearing by the Senate

Special Committee on Aging, titled: Quality Assurance Under Pro-

spective Payment Systems held in February 1983, The Association

believes there must be a close link between nursing home payment
and the regulatory system. We shall seek legislation that relates

payment to the standards of care, licensing and enforcement.

Appeals

Medicare's change from a cost-based system of payment to a*
prospective system of payment dramatjically alters the potential
liability of Medicare benefjiciaries. This is true under the DRG
system and is likely to be true under a prospective payment system
for skilled nursing facilities. Hence, it is essential that the

appeal procedures available to beneficiaries be enhanced to reflect
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their greater liability under the prospective payment system.
At a very minimum, the basis of decisions concerning eligibility
for care and financial liability for services must be recorded and

available to the public.

Conclusion

On behalf of the 18 million members of the American Associ-
ation of Retired Persons, I want to thank you again, Mr. Chairman,
for this opportunity to testify about this important area of pub-
lic policy. As consumers of nursing home services and as taxpayers,
our members have a vital interest in this subject; We look forward
to working with you, the Administration and the nursing home industry,
to develop a nursing home payment system for Medicare that will mest

our country's nursing care needs at an affordable price.
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S'I‘ATEMEL T OF LAWRENCE R. BARTLETT, PRESIDENT, HEALTH
SYSTEMS RESEARCH, INC., WASHINGTON, DC

Mr. BarTLerT. Thank you, Mr. Chairman and members of the
comniittee. I would like to add my name to the list of individuals
who have come before you tcday and stated that in their belief
there is in fact an access problem with the Medicare SNF benefit—
a very serious problem. HCFA’s own data in their report indicates
that there is great variation in the utilization of this benefit across
the States, ranging from a high of 635 days per thousand elderly
Medicare beneficiaries in the State of Kentucky to a low of only 1
day per thousand elderly beneficiaries in Wyoming. If that data
doesn’t indicate that there is an access problem somewhere in the
United States—in at least one State in the Union—then I don’t
know what access problems really are. In addition, although the
jury is still out in terms of the eventual impact of the DRG system
in terms of the demand for nursing home care, I think economic
theory and perhaps gut feelings indicate that it may increase the
demand for post-acute care services. If so, this will only push the
problem of access further.

I would like to spend the majority of my time ticking off the un-
derlying causes of these access problems and spend a little bit of
time talking about what the range of possible solutions might be to
this problem. I guess the bottom line that I would arrive at is that
focusing solely on prospective reimbursement for the Medicare
SNF benefit may be putting all your eggs in one basket and may
not really solve your access problem.

If we go back to the reasons for the current access problem—and
you have heard them from other witnesses today—I would say that
they fall into three categories. First, as you have heard, current av-
erage costs of Medicare reimbursement may in fact not be suffi-
cient to cover the costs of Medicare patients who may have more
intensive care needs.

Second, the interpretation of the Medicare SNF coverage policies
is by no means consistent across the Nation. The erratic adminis-
tration of the SNF benefit by the different Medicare intermediaries
requires nursing homes to guess about whether Medicare patients
will eventually be approved for coverage by their intermediary.
The penalty for guessing wrong is possible financial exposure for
the nursing home. There was a study done several years ago by Rill
Scanlon and Judy Feder that tried to provide a sense of the varia-
tion in making consistent coverage definitions. They developed
records on nine hypothetical cases and gave these cases to 12 Medi-
care intermediaries, 5 PSRO’s, and a representative from HCFA's
Office of Direct Reimbursement. They asked these parties to deter-
mine if these cases were eligible for Medicare SNF coverage or not.
What they found was substantial variation. Three of the reviewers

said that they would cover only three or four of these cases. Eight -

said that they would cover eight or perhaps all nine of the cases.
And even in the gray area where several reviewers agreed on the
same absolute number of cases, in fact they picked different cases.
While several reviewers might say yes, we would cover four of
these cases, they each picked different cases.
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This finding really highlights the fact that there really is no con-
sistent interpretation. The Medicare eligibility criteria are very
complex, but the fact of the matter is that the intermediaries hold
all the cards in the final decision and a nursing home up front has
to guess whether or not coverage is going to be granted. The op-
tions are to: take their chances and perhaps try to recoup funds
from the patient if the intermediary denies coverage, push for Med-
- icaid coverage, or go directly for private pay.

The third major problem with access to the Medicare SNF bene-
fit is due to the fact that Medicare is really small potatoes in the
nursing home field. It is State government-—through its role as a
Medicaid program administrator—that is really the E.F. Hutton of
the long-term care world—when they talk, the nursing homes
listen. They must attempt to control Medicaid long-term care costs
and deal with the inconsistencies that the Medicare intermediaries
force upon the States—in the sense that you gentlemen in 1977
passed legislation requiring a common definition of SNF <overage
criteria and certification requirements between Medicare and Med-
icaid. But a number of States have responded to cost containment
pressures and these inconsistencies by moving away from SNF cov-
erage. Senator Long asked the question why Louisiana has so few
SNF facilities participating in Medicare. Senator, your problem is
the same as Senator Dole’s problem in Kansas in that more than
35 percent—I think in your case I believe it is 98 percent—of all
the nursing home care that is provided in the State of Louisiana is
ICF level care. There are very few days of care that are paid, either
for Medicaid or Medicare patients, that are SNF care. If you try to
figure out why, it is perhaps because the State tried to keep down
its reimbursement rates and recertified homes from SNF to ICF
level care to break this link with Medicare which may have been
causing problems for them. It is very gdifficult for a State to justify
providing Medicaid SNF benefits to a patient who has just been
denied SNF coverage by a Medicare intermediary. Some States
have dealt with by saying, OK, we are just not going to confront
that issue, and we will move off to ICF coverage. As a result of this
and cost containment measures, there are also States in the Union
which have 98 percent of all their nursing home beds certified to
ICF level beds. There are also States in the Union.that have 98
percent of all their nursing home beds classified or certified as
SNF level beds. So, there is a great disparity in terms of access to
SNF level beds across the Nation that has nothing to do with Medi-
care policies. It is the result of State level policies concerning long-
term care and cost containment.

If we see these as the general rcasons for the Medicare SNF
access problems, let me just suggest that a prospective payment
system may not really handle all these problems. It will certainly
address the first cause, which is the fact that reimbursement levels
may be unduly low and may not cover the cost of caring for Medi-
care patients. I would argue that several other things are neces-
sary, and they should be explored as possible solutions. The first
would be the standardization and perhaps centralization of the
Medicare SNF coverage determination process. And if I can just il-
lustrate for a moment——
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The CHAIRMAN. I am going to have to ask you to wind down. I
don’t want you to provide us with numerous illustrations.

Mr. BARTLETT. Certainly.

$e(;1ator Long. I would like to hear that illustration, if you don’t
mind.

" Mr. BARTLETT. Let’s assume that it costs $30 to care for a Medi-
care beneficiary, and that under your current reimbursement
system you are paying $25. If you jump it up to $30, you will be
providing additional funding for those Medicare SNF patients that
would otherwise be accepted because the nursing home is fairly
comfortable that they would need to meet the Medicare coverage
criteria and they will-get Medicare reimbursement. But there are
patients in gray areas for which the nursing home is really not
sure whether or not they will get coverage. For these, let's say it is
a crap shoot—it is 50-50—whether the intermediary will come
back and say, yes, they are eligible for coverage, or no, they are
not. If you are paying $25 now and the probability is 50 percent
that they will get money back froin Medicare, then the effective
return that they can anticipate is $12.50 for that gray area patient,
nol enough to make them take them. If you raise it to $30 and
don’t deal with the problems of the uncertainty about the retro-
spective determination, you still have that 50-50 probability. Then
it is $30 times 0.5 probability, which gives you an anticipated pay-
back of $15. They are still not going to take those gray area pa-
tients. So, I would argue that you have to look at the issue of the
great variation in the eligibility determination process as well. You
might want to look at dual participation requirements and several
othel: options which I describe in further detail in my written re-
marks.

[Mr. Bartlett’s prepared written statement follows:]
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PREPARED STATEMENT OF LAWRENCE R. BARTLETT

Dear Mr. Chairman and Members of the Subcomnittee:

)
My name is Lawrence Bartlett and I am director of Health

Systems Research, Inc., a wWashinyton, D.C. consulting firm that
works closely with state and federal government on Medicaid and
long-term care issues. Prior to this | served as staff director
of the State Medicaid Directors Association. 1 am pleased to
have the opportunity to share with you my views on the Adminis-
tration's study of the Medicare skilled nursing facility (SNF)
benefit and the proposal to establish a prospective. reimbursement
system for this benef1it

1 found the Administration's report to contain a wealth of
information concerniny the Medicare SNF benefit and -- in keeping
with the mandate set forth in TEFRA, the 1983 Social Security
Amendments, and DEFRA -- to focus on the need for a better method
of reimbursement for this benefit.

However, it was perhaps because of the vast amount of data
presented in the report as well as its emphasis on reimbursement
changes, that as 1 read 1t 1 was drawn back to a few very basic
questions: “wWhat are the problems with the Medicare SNF bhenefit
that need to be fixed? Wwill a prospective reimbursement system
solv; these prcblems?

Unlike our experience with the Medicare inpatient hospital
benefit, {t appears that the interest in moviny toward a pros-
pective reimbursement system for Medicare SNF care is not driven
by overwhelming and unacceptable cost increases in this benefit.

Per diem payment levels increased at an annual rate of 7.7%
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between 1975-1983, below the 8.3%1 rate of yrowth in the cost of
nursing home inputs. Total Medicare SNF expenditures during this
period increased at about the same rate as the costs of inputs,
this is due in part to a rise i1n the nunber ot covered days
during 1981-1983. However, even with this recent increase in
utilization of the SNF benefait, covered days per 1,000 Medicare
beneficiaries in 1983 were nearly 15% below 1973 utilization
levels.,

The problem we seeh to address in the Medicare SNF benefit
is one of access. Althrugh every Medicare beneficiary in the
United States is entitled to up to 100 days of post-acute SNF
coveraye per spell of 1llnevss, th¢ reality 1s that these benefits
are not available to Meticare beneficiaries in many parts of this
country. In effect, Medli1care beneficiaries 1n these areas do not
have the coverage they 'hought they had -- they're not getting
what they thought they paid for. ’

Understandably, our anxiety over this situation is exacer-
bated by the feelinj that the Medicare inpatient hospital pros-
pective payment systerm will provide hosjiatals with strong incen=-
tives to discharge Medicare patients to less intensive settings
as early as possible. <rould this occur, as anecdotal evidence
suggests it is, the dwv-ant for SNF care for Medicare benefici-
aries will increase. !nf..rtunately, there may be few nursing
homes willing to accept Medicare reimhursemnent for these
individuals., The end result may be that =ome Medicare benefici-

aries who would most appropriately be treated in a SNF would:
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) remain in the hospital;

° be sent home prematurely, perhaps with some Medicare-

funded home hesith benefits; or

) te forced to enter a nursing home as either a private

‘pay or a Medicaid patients, 1f they were-eligible,

At the risk of repea2tiny points you nay already have heard
in the testimony of earlier witnesses, I would like to summarize
the main reasons these atcess problems exist, They include the
following:

1. Medicare's current reimbursement methodology may not

> g
generate rates sufficient to_cover the cost of caring for

Medicare beneficiaries., Although in mcst states, Medicare SNF

rates exceed those paid under the Medicaid proyranrn, evidence
suggests that the Medicare's reimbursement for "average® costs
may not cover the cost of caring for Medicare patients who may
have higher than averaye care needs. Additionally, the retro-
spective, cost-based nature of the Medicare approach offers no
incentive for nursing homes to be efficient in the treatment of
patients. :

2. The administration of Medicare's SNF benetit makes the

adnission of Medicare ;at:ients unattractive to skilled nursing

facilities, The manner 1n which the Medicare SNF benefit is
administered places a considerable burden as well as a consider-
able amount of risk on SNF's. As wes pointed out in a 1981 study

of the Medicare SNF benefit conducted by Judith Feder and William
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scanlon, now at the Georgetown University Center for Health

Policy Studies, this occurs in several ways:

a.

Certification requirements may be more stringently

enforced for Meoicare than for Medicaid. In spite of

the fact that 1972 legislation (P.L. 92-603) requirea
Mecdicare and Medicaid to have identical definitions and
certification reguirements, Medicare's enforcement of
these reguirerents particularly staffing requirements
may be .more stringent that those under some state
Meaicaid progrars, Thus, a facility's decision to
participate in Medicare in addition to Medicaid might
reguire 1t to increase its costs, without necessarily
having these costs fully coverea by Medicare's
reimbursement ratcs.

Determination of eliyibility for Medicare coverage may

be delayed. A nursing home that admits a Medicare-
eligible patient is required to contact its MNedicare
intermediary to determine that the patient has not
exhausted the number ot days 1n his/her current benefit
period or sjiell of 1llness. The intermediaries will

check with HtFA central office concerning the number of

6NF days billea to date and will report back to the

nursing home on the number of days remaining in the SNF
benefit, While intermediaries report that the turn-
around time for this information is usually within one

week, some nursing homes i1ndicated they typically must
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wafit 30 days or longer for the receipt of this infon-
mation. Given the short average length of stay for
Medicare beneficiaries in SNFs, many of these patients
may have already been discharged before this informa-
tion on benefit availability is received from the
intermediary.

Wide variations exist in the interpretation of

Medicare's SNF coverage criteria. An even greater

cause of uncertainty for nursing homes is the very
uneven manner i1n which intermediaries interpret
Medicare's definition ot when skilled'nursing'tacility
care is appropriate., These juidelines 1nvolve very
complex coverage criteria =-- such as determining
"rehatilitation potential®™ and a "high probability, as
opposed to possibility” of complications of conditions
-=- that are suhject to widely different interpretations

by Medicare 1ntermediaries.

As evidence ot this problem, Feder and Scanlon cite the
results of a stucy tn which clains reviewers in a dozen
Medicare 1nturaeadiares, five PSKQO's, ana Medicare's
Office of Direct Reimbursement were asked to review 9
cases designest ta test the consistency ot their juag-
ments. They fcunad that the reviewers made very differ-
ent coverage cecisions when reviewing the same cases.

Three of the reviewers would have covered only three or
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four of the nine cases. Eight of the reviewers would
have covered sevenor eight of the nine cases. 1In addi-
tion, revievers who covered similar numbers of cases

did not cover or deny the same cases,

Clearly, this degree of inconsistency would make nurs-
ing homes hesitant to admit Medicare patients because
they may find themselves at financial risk as the
vayaries of intermediary decision-naking. According to
Medicare requirenents, nursing homes are denied payment
for erroneous or aenied cases if the nunber of these
days exceeds 5t of the total number of Medicare days

covered in the jrevious guarter., *

3. The nursing \home market is driven by Medicaid policies

- Medicare plays a very minor role. Skilled nursing facility

operators might be willing to put up with possibly low Medicare
reimbursement rates and the unpredictability of \nterméaiary
coverage decisions and the attendant financial risks if Medicare
patients represented a substantial portion of their business.
However, Medicare expenditures for SNF care represent less
than 2% of. all payments made to nursing homes =-- a fact of which
we shouldvnot lose sight., [In contrast, Medicaid program payments
account for approxinately 43% of total nursing home revenues,
Because of jts size, Medicaid considerations drive the

nursing home market. 1In many jurisdictions, state actions taken
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to control Medicaid expenditures or avoid confrontations around
flip-flopping intermediary decision-making may have further
exacerbated problems with the SNF Medicare benefit. These

include:

® In an effort to control rising Medicaid expenditures,

nany states have moved to constraih the supply of
nursing home becs, some having established noratoria on
the construction of new beds. Admission delays caused
by a shortage of beas and waiting lists are likely to
affect the shorter-stay Medicare beneficiary more seri-
ously than longer-stay Medicare patients. By the time
a bed opens up, the Medicare beneficiary may no longer

qualify for the Meadicare definition of SNF care,

o Perhaps as the result of efforts to reduce per diem
levels and/or avoid the possibility of federal fiscal
disallowances for providing Medicaid SNF coverage for
patients who had earlier been denied Medicare coverage
by the intermediary under theoretically joint Medicare-
Medicaid coveraje stanadards, i1n some states the vast
majority of nur<in, home beds (and therefore care) have
been classifiec as lower level intermediate care
facility (ICF) <ervices and not SNF care, 1In Oklahome,
Kansas, and {>u:isi1ana, over 95% of all nursing home
care providea 1s ICF level care. In these states, the

availability, and theretore the utilization, of SNFs by
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either Medicare, Medicaid or private pay patients, is
very low.

1f we agree with this assessment of the causes of the SNF
access problem, then we must ask ourselves if this report is
proposing a solution that will really remedy the prodblem, 1
think not. The developrent of a prospective payment system for
the Medicare SNF benefit may nake the Medicare patient marginally
more attractive to nursing homes. By itself, however, it will do
very little to address the other problems 1 haQe igentified --
such as the delays and 1nconsistencies in intermediary eligibil-
ity and coverage determinations, and the shortage -- not only of
Medicare-certified SNFs -- but of any type of SNF beds in many
parts of the country.

Therefore, if our goal is to provide a valuable post-acute
care nursing home benefit that is truly available to all Medicare
beneficiaries nationwide, | would suggest that the following
avenues also be exploren:

[} The standardizaticn, and perhaps centralization, of the
Medicare coveraye determinatton process. Standardiza-
tion would 1nvelve more intensive training of inter-
mediary clains reviewers to develop yreater accuracy
and consistency 1n hakinyg coveratge determinations.
Centralization of this process at HCFA Central Office
or some other site would likely reduce the variability

in decision~makiny that presently exists across the
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approximately 80 Medicare intermediaries and related

groups,

Review of waiver l:ability provisions to gevelop a more
balanced approach tha leaves SNFs less exposed to the

vayaries of intermediary decision-making.

The establishrment of a dual participation mandate that
would require SNFs participating in Medicaid to also
participate 1n Medicare. This may improve access
Medicare SNF care in certain states, particularly it

coupled with the changes described above.

Review the validity of the SNF-ICF distinction for
Medicare reimbursement purposes. Requiring dua{
participation will not substantially improve access in
these states in which nearly all their beds are certi-
fied for ICF care. It is difficult to imagine that the
needs of these states’ populations are so territorily
different from those in states with nearly all SNF
beds. Careful study of the real distinctions between
SNF and ICF care should be undertaken to determine what
can be done about Medicare SNF access in predominantly

ICF care states,
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The CHAlrRMAN. You indicate that we may have a solution to the
problem; that is you recommend that if you take Medicaid patients
you must take Medicare patients. What are the up and the down
sides to that?

Mr. Bartiert. If you did solely that, Senator, 1 think the argu-
ment can be made that certain facilities—You might exacerbate
the access problem, in that with all the requirements, with all the
uncertainty, there may in fact be skilled nursing facilities that
might in fact change their status or sort of drop down to ICF cover-
age—if in fact dyou don’t do anything in terms of the great risk that
th%y are placed at because of the retrospective determinations.

he CHAIRMAN. They would drop down to the ICF and still skip
the Medicare?

Mr. BArRTLETT. And still skip the Medicare. Yes.

The CHAIRMAN. Just attempt to keep their status and keep what-
ever Medicaid money they had coming in ICF?

Mr. BarTLETT. Yes, and | guess that is my final point in terms of
the kinds of things to look at—would be to just explore this whole
notion of SNF versus ICF distinction for the purpose of Medicare
reimbursement. 1 find it very difficult to imagine that the health
care needs of the population in Oklahoma or Louisiana, which get
98 percent of the care at the ICF level, is that different from the
health care needs of the population in California where 98 percent
of the nursing home care is SNF level care.

The CHAIRMAN. I have to confess I have never figured out why
we have left out the ICF. We go down to home health care to take
care of part of that, skip the ICF’s, go up to the skilled nursing fa-
cilities, up to the hospitals. It is as if you have left out a part of the
building block for no apparent reason.

Mr. BArTLETT. The ICF benefit was somewhat of a late-comer to
the Medicaid Program. .

The CHAIRMAN. Yes, I understand that. | ‘

Mr. BarTLETT. And I guess when you have access problems, per-
haps you don’t have as bad a cost problem as you might, and per-
ha'Fs it is left out for that reason.

he CHAIRMAN. Senator Long?

Senator LoNG. I was manager of the bill to put Medicare and
Medicaid into effect. Back at that time, we had witnesses testifying
before us about how the program should work, and it all sounde
very simple. Of course, they were talking about what an ideal
system ought to be, and so you Fut the person in the hosrlital, and
when the person needs a convalescing period, you move him from
the hospital over into the nursing home. It is all very simple. There
is nothing to it. Now, of course, after we passed the bill—the first
ycar after—we had a cost explosion that went far beyond what
anybody anticipated. Really, I think lack of foresight is the prob-
lem. There is no reason why anybody should have failed to antici-
pate that when the Government starts paying for all this, you are

oing to have a lot more people that ask for the service than you
ad before the Government was paying. If the Government will
pay it, all kinds of ogle are going to apply who wouldn’t be there
if they had to pay gfo a day for it, or a lot more than that. If we
had been able to anticipate the cost to begin with, it might have
been a far more sensible approach to put a program into effect that

17-588 O=8i——86
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moved the patients from the hospital over into the SNF and into
the lower level of nursing homes. And it is sad to find us talking
about a situation where needed facilities aren’t being built. In my
State they are not available, and I guess there is a shortage in
more than half of the States. And the testimony that I am hearing
here today tells me that all over the country the administrators see
the people come and apply for admission, and these administrators
have to sit there and think in terms of cost and how much will be
paid. “Do you think we will make money on this one or do you
think we will lose money? If we are not going to make money, I
think we ought to turn this person down”. That is a tragedy—a
human tragedy for people when you think of pitiful, suffering souls
out there who can’t get the care that they ought to have. It makes
me think if we started all over again, we could have done a lot
better, even if only by requiring people who can afford to pay some-
thing to pay for part ofe&eir cost. Anyway, if you have some more
ideas, I wish you would let us know.

Mr. BARTLETT. | think the basic problem is that the statute per-
haps very eloquently tries to set up standards or parameters for
provision of this coverage, but the failure is really in the way the
benefit is administered. It may be different in Oregon as compared
to Florida. On paper we supposedly have a national benefit—100
days of SNF care—but because the way it is being implemented,
folks in your State may not be able to touch it. That's why I think
it is as much a failure in execution, perhaps more so, as it a failure
in program design. And I think it can be addressed.

Senator LonG. Thank you very much.

The CHAIRMAN. Your testimony, which I read this morning, was
excellent. I appreciate it. It is very cogent. You obviously know this
subject well.

Mr. BArTLETT. Thank you, sir.

The CHAIRMAN. Thank you. We are adjourned.

[Whereupon, at 11:25 a.m., the hearing was adjourned.]

[Dr. Davis’ answers to .questions from Senators Durenberger and
{)ole] and the statement of the American Hospital Association fol-
ow:
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Doar Mr, Chairman: ’

Fnclosed are responses to questions submitted to me by Senators Dole and
furenberger for inclusfon in the record of the April 17 hearing on
prospective payment for Modicare skilled rursing facilities, 1 appreciate
the oprortunity to present the Adninistration's views on these issues.

Sinverely yours,

Carolyne K. Davis, Ph.D.
Bixclosure
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Questions Submitted for the Record
by Senator David Durenberger

Many nursing homes cite the cost reporting requirements as one
of the biggest deterrents for participation in Medicare.

-- Why is the cost reporting such a burden to providers?

-- What can we do to ease up the cost reporting load yet still
- get the information we need?

-- What information do we need to collect in order to
implement a prospective payment system for SNF providers?

For several years, HCFA has been using a "one-form-for-both-
hospital-and-SNF" cost report concept. This approach was in
response to concerns from the hospital and SNF industry that the
cost report be compatible for use by both institutions.

However, this cost report now requests much more information
than necessary from freestanding SNFs. Consequently, we have
been developing a separate cost report which is more suitable for
freestanding SNFs and expect it to be available later this year.

As part of the revision to the SNF cost report, we are also
considering possible reductions in the data items requested on the
cost report. We are also considering the transfer of data
electronically to eliminate the preparation of volumnious hard

copy reports.

Regarding the information necessary to implement a SNF
prospective payment system, the data requirements will vary
depending on the type of systein. Any prospective payment
system with casemix-adjusted rates would probably require
collection of ADL. (activities of daily living) dependency scores on
all Medicare SNF beneficiaries. Such data are not currently
collected. Before inplementing such a system, we would need to
know whether the improveients to be gained from a casemix-
adjusted prospective payment system would be sufficient to
justify the administrative burden and cost - ~ collecting these
additional data.
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Fiscal intermediaries have a wide variation in how they interpret
the Medicare SNF benefit and coverage decisions.

-- Why is the SNF benefit so difficult to administer?
--  Will the proposed regulations to eliminate the vaiver of

liability for claim denials be a further deterrent to SNF
participation?

"--  Has the Administration thought about reducing the number of

fiscal intermediaries for SNFs similar to what we are doing
for home health providers? Would this help in administering
more uniform benefits?

In examining the administration of the SNF benefit, it is
important to look at the statutory requirements that forin the
framework of the benefit. The SNF benefit is not intended to be
a long tern nursing home benefit but covers the need for
relatively short ter:n skilled nursing care following an episode of
hospital care. In addition to the statutory requiremnents that an
individual have a qualifying three-day prior hospital stay and be
adinitted to a SNF within thirty days of hospital discharge, there
are other statutory requirements as well that make the
administration of the benefit more complicated than may be
apparent upon first examination.

The focus of the benefit is that the care received in a SNF be
skilled in nature. [n order to make the deterinination of whether
skilled care is being furnished, the care rendered an individual
must imeet the following conditions: (1) the care must be provided
on a daily basis, (2) the skilled nursing care or other skilled
rehabilitation services must be for any of the conditions for which
the individual received medically necessary inpatient hospital
care, or for a condition which arose while an inpatient of the SNF,
and (3) such services can be provided, as a practical matter only
in a SNF. All of these requirements must be met before an
individual can be said to require skilled nursing facility care.

On a practical level, each SNF case must be judged on its own
nerits. That is, it is necessary to look at each case separately
and determine whether within the framework of the statute and
regulations the individual in question does indeed require SNF
care. It has been our experience, since the inception of the
program, that these decisions require a close balancing of
nedical, nursing, and social factors. t would also add that
reasonable people can differ in their judgements.

I do not believe that the proposed regulations concerning the
waiver of liability provision will deter SNFs from participating in
the Medicare prograin. It is important to note that the
regulations would not eliminate the waiver; they would eliminate
the presumptions under which it is currently administered. That
is, payment could still be made for noncovered care if the SNF did
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not know or have reason to know that payment would be denied,
however; we would not presume that it did not know, as we do
now, on the basis of a low denial rate.

As a result of the current mode of administration, SNFs have
developed a good sense of what is covered and most SNFs are
highly successful in idéntifying cases which Medicare will cover. 1
realize that the industry is soinewhat insecure about our proposed
change, but believe that it will not create the problems some
critics anticipate. However, | have designated a task force within
HCFA to review the waiver of liability regulation and concerns
raised by the industry.

We do not believe that the consolidation of SNF intermediaries
should be made without an analysis of the need for such a change.
Because of the relatively sinall number of SNFs, a reduction in
the number of intermediaries would on its face appear advisable.
However, we need to study if the nature of SNF coverage
decisions would require consolidation for uniforrmity, which was
the purpose of reducing the number of HHA intermediaries. If
such a course is decided upon, it would require legislation to
eliminate the SNF intermediary nomination process.
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How would a prospective payment system affect the current
distribution of the SNF benefit and the behavior of the nursing
home industry? How soon can we implement a prospective
system? What is your opinion of the industry's proposed
"transitional" prospective payment system for SNFs? Do we have
the information needed now to imp)lg_meht such a system?

HCFA believes that the effects ¢ f Medicare SNF prospective
payment on the distribution of the Medicare SNF benefit and the
behavior of the nursing home industry would be modest. While
prospective payment would likely provide some incentives for
greater Medicare participation, it must be remembered that
Medicare represents only 2 percent of the nursing home market.
Thus, in States where the Medicaid program is heavily oriented
toward ICF-level care, there would probably still not be enough
potential Medicare patients to induce a substantial increase in
nursing homes to offering skilled nursing services.

A prospective payment system based on individual facility-
specific rates up to the cost limits as proposed by the industry
could be implemented in a few months' time. Any more
substantial reform involving casemix adjusted payments or some
sort of DRG add-on must be thoroughly researched to determine
its feasibility and, thus, could not likely be implemented in less
than three years.

-

HCFA is currently conducting cost analyses to estimate the

impact of the American Health Care Association (AHCA)

proposal. OQur preliminary evaluation of the plan is that the
overall approach proposed does not address many of the issues we
would need to see in a prospective payment system, such as
incentives to admit heavy-care patients.

No new information would need to be collected to implement
individual facility-specific prospective payment.
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The SNF report talks about the need to further understand the use
of other post-hospital Medicare services like rehabilitation
hospitals, rehabilitation units and swing beds before changing the
SNF benefit.

-- Is the administration curreantly studying the use of these post-
hospital services and how they relate to hospital PPS?

-- Is there any information on use of these services by
diagnosis?

In September 1984, HCFA awarded a cooperative agreement to
the Medical College of Wisconsin (MCW) to investigate the
feasibility of a case-mix classification systern for Medicare
reimbursement of rehabilitation hospitals and units. Working with
the Rand/UCLA Health Financing Policy Research Center, MCW
will obtain rehabilitation patient-record and cost data from
approximately 8,000 medical charts at 100 rehabilitation hospitals.
and units nationwide. As part of this study they will cxplore the
feasibility of using diagnosis as a component in a case-mix
system. The findings from this project will be included in a
Deceinber 1985 report to Congress which will include a section on
incorporating exempt hospitals (such as rehabilitation hospitals)
into the Medicare prospective payment systein.

An evaluation of the rural swing-bed program is being carried out
by the University of Colorado to meet the mandate of the
Omnibus Reconciliation Act of 1980 (P.L. 96-499). This study
(due .in mid-1986) will address the following issues: (1) the impact
of the swing-bed program on access to long term care services in
cural areas; (2) the quality of care furnished to long term care
patients in a hospital setting; (3) the effects on costs at the case,
hospital, and program levels; and (4) the administrative costs of
monitoring and administering the program. We are currently
considering the feasibility of expanding this study to evaluate the
impact on the swing-bed prograin of the Medicare prospective
payment system for hospital services.

In addition to the information on diagnoses and service use in the
above studies, there are data on these variables in the Medicare
statistical system.
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[ understand that the last regulations published concerning SNF
payment were publishcd September of 1982, These regulations
established the single rei'nburse.nent rate for hospital-based and
freestanding SNFs. However, the single rate was delayed and
subsequently replaced by the dual limits established by DEFRA
yet no further regulations have been published.

--  How are the 30 fiscal intermediaries paying for SNF care
today? Under what authority?

We have issued interim instructions for our interinediaries to use
for payment-of hospital-based SNFs in compliance with the
NDeficit Reduction Act. The cost limits for freestanding SNFs as
published in September 1932 have not been revised. We are
developing a notice to finalize the cost linits for hospital-based
SNFs required in DEFRA.
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Questions Submitted for the Record

by Senator Robert J, Dol;e

What is the status of your report containing specific
recommendations regarding changes in our reimburse.nent for
SNFs?

On April 16 we submitted to Congress a report on the "Study of
the Skilled Nursing Facility Benefit Under Medicare." The report
presents analyses of the current benefit, the structure of the
industry, differences between hospital-based and ireestanding
SNFs and reimbursement issues. The report's key conclusions
were that no reliable and valid patient-specific case mix measure
presently exists for Medicare SNF patients that can be used in
developing a prospective payment system, and changes in
\Medicare SNF reimburseinent are not likely to have a large
impact on nursing homes since Medicaid dominates the nursing
hoine industry.

We have commissioned research on the feasibility of various
options for prospective payment for Medicare SNFs which might
be recoinmended. For example, HCFA has funded two projects
researching the applicability of "RUGs" (resource utilization
groups) as a cascinix measure that could serve as the analog to
DRGs in a prospective payment system for SNFs. Final results
from these studies will be available in the late fall of 1985.
HCFA has also contracted with the Rand Corporation to design a
demonstration of an add-on to the hospital DRG payment for
Medicare skilled nursing facility care. This approach will take at
least 5 years to yield results. Clearly, HCFA cannot produce a
report recominending either of these options until their feasibility
has been rescarched.
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What do we know about the impact of the new DRG systein has
had on the type of patient being cared for in a skilled nursing
facility? Are there more discharges to SNFs?

We do not have any information on whether the type of patient
cared for in SNFs has changed as a result of hospital prospective
payment. However, we have solicited projects to study the
impact of prospective payment on long-term care needs and
services and expect to fund projects by September.

In addition, the Office of the Assistant Secretary for Planning and
Evaluation of the Departinent has a contract with the Urban
Institute to develop an evaluation strategy for investigating the
impact of PPS on the long term care population and the long term
care system. This study will examine the extent and the manner
in which implementation of PPS has altered demand, utilization
and expenditures for long term care services. The contractor will
also develop methodologies for examining the impact of those
changes. Their report is expected in June 1985.

During Fiscal Year 1984, the first year of implementation of the
prospective payment system, there was a very small (1 percent)
increase in SNF adimission notices processed by-HCFA.
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There seems to be a great deal of confusion as to how SNFs are
being reimbursed today. Can you tell us what payment
methodology is being used? Are separate rates being paid to
hospital-based facilities?

SNFs are reimbursed under Medicare for the "reasonable cost" of
services furnished to Medicare beneficiaries rather than being paid
on a rate basis. "Reasonable cost” of an individual provider is
determined on a retrospective basis. Estimates of the reasonable
cost of services are paid to SNFs during their fiscal year and
retroactive adjustments are made at year-end based on a cost
report submitted by the facility. While there are generally no
limitations on the reasonable cost of ancillary services provided by
a SNF, there is a limitation on the amount that Medicare will
reimburse for the general routine inpatient services, such as room
and board and nursing services. However, a SNF may request an
exception to this limitation when additional costs are incurred for
circumstances beyond its control or as the result of the atypical
nceds of its patients.

Separate routine cost limitations are being applied to freestanding
and ho<>ital-based facilities based on the costs of each group.
However, under regulations to be issued for cost reporting periods
starting on or after July 1, 1984 the routine limits for hospital-
based facilities will be equal to the freestanding facilities limit
plus 50 percent of the difference between the freestanding limit
and 112 percent of the mean per diem routine rate of hospital-
based facilities for urban and rural areas respectively. Hospitat-
based facility limitations will also include an "add-on" amount to
recognize excess overhead allocations resulting from the
Medicare principles of reimburseinent.

Though clearly a very small part of the solution to the access
question, can you tell us what is taking place with respect to the
swing-bed provisions which allow small rural hospitals to
temporarily utilize their acute care beds to provide skilled nursing
hotne care? The program is quite popular in Kansas as you know.

In rural areas, the swing-bed provision allows small hospitals to
provide long term SNF care in their acute care beds. There
continues to be a high rate of growth in hospitals receiving swing-
bed approval. As of April 15, 1985, 472 hospitals have been
approved for swing-hed services. This should serve to ease access
problems in rural areas. '
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5. Q. Given what 1 understand to be your interest and ours in a
prospective payment system, what is the next obvious step for us
to take? Are there administrative steps you could take? Are
there models we could test out nationwide?

A. We agree that the current retrospective payment system for
skilled nursing facilities (SNFs) is unsatisfactory. This system
does not encourage nursing homes to admit Medicare beneficiaries
who have heavy care needs, lacks financial incentives for

—providers to control costs, requires excessive reporting, and
creates financial uncertainty by adjusting payment
retrospectively. A well designed prospective payment system
should overcome these problems.

Our research shows that Medicare SNF patients are significantly
different from other SNF patients in that they appear to have
more severe medical problems and are more independent in the
activities of daily living than the general nursing home patient.
Our research also shows that resource use in a nursing home is
strongly related to patient care needs. Therefore, we have
undertaken a nurnber of studies to develop a case-mix
classification system that will measure the resource use
attributable to different Medicare patient characteristics. These
studies are being conducted by Yale and Rensselaer Polytechnic
Institute to develop patient classification groupings based on
earlier work at Yale which produced the Resource Utilization
Groups (RUGS) classification system. However, the successful
development of case-mix resources for Medicare SNF patients is
only the first step in developing a prospective payment system.
We must also develop systems to collect the necessary data to be
used in computing the payment rates.

We currently are conducting Medicaid demonstrations in New
York and Texas using the RUGs classification system as a basis
for a prospective payment system. While the purpose of these
demonstrations is to design Medicaid nursing home payment
systems, both States will be collecting data on facilities with high
Medicare utilization. Data from these demonstrations will be
used to study different approaches to prospective payment for
Medicare SNF patients. .

While we proceed with these research efforts, we are also
studying the possibility of developing a payment system that
combines the hospital prospective payment and the payments for
Medicare-covered SNF and home health care. Under such an
approach the hospital would contract and pay for nursing home
and home health services on the patient's behalf, and would
assume the responsibility for managing the entire episode of care.
Such a system would give the hospital a financial stake in the
efficient use of all acute care services. We are currently funding
a contract with the Rand Corporation to study the feasibility of
this approach. During the next several months, Rand will develop
the necessary data bases that link the hospital and post-hospital
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episodes of care and carry out analyses that will enable us to
decide how to best design a demonstration and set the rates for
payment. We expect to make initial payment under such a
demonstration by fall 1986.

We have aiso included in our recent grant announcement a priority
area for demonstration programs to test alternative financing for
long term care, including patient-related or case-mixed based
prospective payment systems.

I'm sure you will agree that the complexity of *"ie problem is such
that we must avoid premature solutions that may result in more
cost, burden or access problems than under our present cost
reimbursement system. We believe that we are on the right track
to finding suitable alternatives that are compatible with our
mutual goals for reform.

Among our witnesses today is Or. Willging, representing the
American Health Care Association. He will be presenting a plan
proposed to alleviate a number of deficiencies identified in the
current skilled nursing facility benefit. Theirs is a transitional
plan designed to move us toward a prospective payment model.
Are you aware of their proposal and, if so, could you please
comment on your impressions of the plan.

We are currently conducting analyses to estimate the impact of
the AHCA proposal. Our preliminary evaluation of the plan is
that the overall approach proposed of an individual, facility-based
reimbursement system does not address many of the issues we
would need to see in a prospective payment system, such as
incentives to admit heavy-care patients.

What is being done, if anything, to ease the reporting burden?

HCFA is considering several ways to address this concern. One
approach would be a revision to the SNF cost report to reduce the

number of data entries presently on the cost report. Another
approach is the transfer of data using electronic media such as

magnetic tape or direct data transfer. This would eliminate the
need to prepare voluminous hard copy cost reports.
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Have you contracted out for any studies to monitor quality of
care in skilled nursing facilities?

The Health Care Financing Administration is currently funding
three projects which have as their focus improvement of the
procedures for reviewing quality of care in nursing homes. A New
York State project tests the simplification of the periodic medical
review/independent professional review processes in nursing
homes, and combines the process with the annual facility survey.
Surveyors use 11 sentinel health events (SHE), such as accidents,
decubitus ulcers, and medication regimen to determine if nursing
home patients are receiving quality care. Facilities found to have
fewer than average problems in these areas receive a less than -
full facility survey. A Massachusetts project uses statistical
quality control techniques to determine appropriateness of care
and placement without review of all Medicaid patients. The third
study, conducted by Mathematica Policy Research, evaluates the
New York and Massachusetts demonstrations and an earlier
demonstration in Wisconsin. A draft final repart is under review
and should be available in the near future.

The draft report indicates that 35 percent of skilled nursing
facilities are at the limits of reimbursement. Do we know what
kinds of facilities these are? Are they hospital-based,
freestanding, urban, rural? How many of the 400 skilled nursing
facilities providing the majority of skilled nursing facility care
are at the payment limits?

Under the DEFRA cost limits, which will be effective
retroactively to July 1, 1984, 48 percent of urban hospital-based
facilities and 35.9 percent of rural hospital-based facilities were
at the payment limits as compared to 22.9 percent of urban
freestanding and 23.2 percent of rural freestanding facilities. We
have no information available on the percent of facilities at the
payment limits by volume of Medicare services provided.

How has the phenotmenon of "reaching the limit" affected skilled
nursing facility participation? Do they reach the limit right away?
Then drop out? Or do they continue?

We have no information that would suggest that facilities at the
limits have dropped out of Medicare. Some facilities that provide

special services at high cost (e.g., very intensive rehabilitative
services to a specialized clientele) have applied for and been
granted exemptions to the cost limits.
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Were we to put into place a prospective systein, how do you
imagine that we could monitor and assure quality of care in
skilled nursing facilities?

HCFA does not envision that special quality assurance monitorin,
in addition to the current survey and certification processes wou%d
be necessary. If we were to implement a SNF prospective
payment system with casemix adjusted payments, such a payment
methodology should provide financial incentives to provide better
quality care to heavy care patients than the current payment
syste:n.

To what extent are outliers a function of a lack of SNF beds?

We do not know. Under the current law, we consider inpatient
hospital care to be medically necessary when a hospitalized
patient requires transfer to SNF care and a SNF bed is not
available. Such days have always been treated as inpatient
hospital days and have never been reported separately. Under the
prospective payment system, the cost of these days was included
in the base.

How common are retrospective denials in SNF reimbursement?

Currently, review of SNF claims is done by the intermediaries on
a retrospective basis and virtually all SNF denials occur after the
care has been rendered. SNFs themselves, however, usually
evaluate a Medicare patient's condition carefully before admission
to determine whether the patient's condition and the level of care
required will warrant Medicare payment. When it does not appear
that covered care is required, the SNFs advise the patient
accordingly. Thus, although the claims denials ar« retrospective,
patients are generally forewarned as to the ultimate disposition of
their claims.
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To what do you attribute the enormous disparity in the
availability of skilled nursing home beds from State to State?

We believe that this disparity is principally due to the strong
influenze of State Medicaid programs in shaping the kinds of
nursing home services available in a State. In many of the States
with low Medicare SNF bed availability and/or low rates of use of
the Medicare SNF benefit, the State Medicaid program is heavily
oriented (over 80 percent) toward ICF-level care. Because
Medicare represents only 2 percent of nursing home financing
nationally, whereas \Medicaid represents 48 percent, facilities
have fewer incentives to offer SNF services in States where the
great majority of Medicaid patients are certified at the ICF-level
of care. Conversely more Medicare certified SNF beds and higher
use of the Medicare SNF benefit tend to characterize States
where there are greater numbers of Medicaid SNF patients.
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The American Hospital Association (AHA), on behalf of its more than 6,100
member hospitals and health care institutions that annually provide services
to more than 10 million Medicare beneficiaries, welcomes this opportuaity to
express its views on reform of Medicare payment for skilled nursing facility
(SNF) services. The past two years have seen major changes in tae financing
of health services, both in the Medicare program and in the private :zector.
The unifying theme of these changes has been reliance on financial incentives
to motivate changes in the organization, delivery, and production of health
services. The response to these changes has been overwhelmingly positive, but
tempered by a concern with the longer-term consequences of some of the

specific policies that have been implemented. Within the Medicare program,

A the Association is currently looking for ways of bringing to completion the

reforms that were initiated by the adoption of the prospective pricing system
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for inpatient acute care services. The goal of further reforms must be the
creation of a system of mutually reinforcing incentives that will assure the
availability and delivery of needed services to Medicare beneficiaries. Such
incentives should foster the use of appropriate levels of care and delivery
settings, and should reward hospitals and other providers adequately and

fairly for the appropriate and efficient use of health resources.

The next developmental step is likely to be more difficult than the first for
several reasons. First, we know considerably less about the non-acute care
services covered by the Medicare benefit. These services reflect very
different patterns of utilization than do acute inpatient services and, as
noted in the study of the Health Care Financing Administration (HCFA), these
utilization patterns are poorly understood. Little research and demonstration
activity involving these services has been conducted, leaving large gaps in

. our understanding of the consequences of alternative financing arrangements.
In fact, we are just now reaching the point of knowing the correct questions

to ask in developing alternatives to current financing policies.

The second barrier to the development of responsible reform proposals is the
complex--and poorly defined--nature of '"long-term care" services and the
“long-term care" delivery system. Long-term care includes a wide range of
services, only some of which are covered by Medicare. While hospital services
can be defined by the fact that they are provided in hospitals, long-term care
services are often defined, mistakenly, as all services not provided in a

hospital. The vast majority of hospital services do fall within the scope of
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the Medicare benefit, but the majority of long-tem care services are not
covered by Medicare. Further complicating the picture, long-term care
services are often--and mistakenly--viewed as substitutes tfor one another or
for other types of services. The major challenge in the area of long-term

care is the development of mechanisms that:

¢ pronote the efficient production of services while recognizing

legitimate differences in the costs of services of difterent providers;

8@ promote both the appropriate use of various settings and providers; and

® promote the coordination of care across settings and providers.

Finally, the goals of long-term care are somewhat different, and more diverse,
than the goals of inpatient acute treatment. By its nature, acute care tends
to be episodic and to have as its goal the prevention of long-term injury or
death. Long-term care may have many different goals: recuperation,
rehabilitation, or long-term maintenance. These goals are not the exclusive
province of long-term care providers, but they may serve to distinguish the
various types of providers of long-term care services. Any reform in the

financing system must recognize these differences.

The effort to reform the financing of long-term care services will be neither
simple nor quick because the issues are many and complex. A “quick fix" to

reduce Medicare expenditures is likely to create as many problems as it
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solves. A financing system is needed that minimizes the total per capita cost
of Medicare covered services while maximizing the well-being and independence
of Medicare beneficiaries. Such a goal can be achieved only if the payment
system assures the availability of the services needed by Medicare

beneficiaries.

POLICY QUESTIONS
The study on the Medicare skilled nursing benefit, recently completed by HCFA,
provides a wealth of information. Even more importantly, the report
highlights the extent to which current knowledge is insufficient to support a
major reform of either the skilled nursing benefit or skilled nursing payment

policies. The key findings of the report are:
@ The availability of skilled nursing beds varies widely across states.

® The use of skilled nursing services also varies widely. In fact, the
variation in the use of skilled nursing services is by far greater than
the variation in the use of hospital services.

AN

® The cost of skilled nursing services also varies widely, in large
measure in response to differences in the types of patients treated in
different facilities., However, factors determining the need for
skilled nursing services are not the same as factors determining the
need for or cost of acute hospital services. Most importantly, there
are no widely accepted, validated measures of hospital case mix that

can be used as the basis for a payment system,
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® Much of the difference between hospital-based and freestanding skilled

nursing factlities is attributable to differences in case mix.

® The criteria for approval of skilied nursing benefits also vary widely
across regions, demonstrating the absence of uniform, widely accepted

indicators for use of skilled nursing services.

The HCFA report was not intended to serve as the basis for a prospective
pricing system for skilled nursing services. However, several statements and
omissions in the report merit comment as they highlight the questions that
must be answered before any further reform of the skilled nursing bayment

system is undertaken.

First, the report does not explicitly address the differentiation of various
types of long-temn care services. In fact, at several points, the report
appears to further blur the distinction between acute and long-term services.
Specifically, the report makes reference to "skilled nursing and
rehabilitation services, without distingushing between the rehabilitation
services provided in SNFs and the rehabilitation services provided in
rehabilitation hospitals and rehabilitation units of general hospitals. It is
important to recognize that patients in need of intensive rehabilitation
services are treated in acute hospitals and that these services are covered
under the hospital, and not the skilled nursing, Medicare benefit. An

important question that also needs to be addressed is the feasibility amt
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advisability of prospective pricing for rehabilitation services.

Consequently, this issue should be kept separate from the discussion of a
skilled nursing prospective pricing system. Une of the important issues to be
addressed during this discussion, however, is how the two types of services

should relate to one another.

Second, the report devotes considerable attention to the question of case-mix
differences among SNFs and the extent to which such differences account for
differences in costs among facilities. This is an extremely critical
question, and one that is still largely unanswered. Considerable progress has
been made in the development of our understanding of case-mix differences
among skilled nursing pati‘ents. but research has not, to date, yielded a case-
mix system that might serve as the basis for a prospective pricing system.
Because any case-mix system E;)r skilled nursing services will be experimental,
any such system must be thoroughly tested before it is actually used as part

of Medicare prospective pricing.

The report primarily approaches the question of case-mix adjustment from the
perspective of the ability of any system to distinguish among different
facilities. An equally important, but unexplored, question is the ability of
a case-mix system to yield a stable stream of revenue which is matched to the
costs incurred by a facility in treating its Medicare patients. .Research
addressing the volatility of SNF case mix is essential before adoption of a
prospective pricing system for skilled nursing services. Of particular

interest is the extent to which any case-mix system recognizes the prevalence
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of outlier cases--or patients requiring more care than the average patient in

a given diagnostic category--in skilled nursing facilities.

Another area that is inadequately dealt with in the report is the important
function performed by swing beds. The swing-bed program was created as a
means of efficiently meeting the skilled nursing needs of patients in rural
comuni'ties in which SNFs are in short supply. The swing-bed program
primarily address the need for relatively brief long-term care by patients
recuperating from acute illnesses. AHA is committed to this program,
believing it is performing an increasingly valuable function in the current
Medicare financing system. Any effort to reform the skilled nursing benefit
or payment system must give explicit attention to the special needs of these

facilities and the patients they treat.

Finally, the report does not discuss distortions in estimates of the cost of
skilled nursing services that may be created by traditional Medicare cost-
finding techniques. Throughout the report, the potential benefits of
prospective pricing are emphasized, without acknowledging that the realization
of these benefits is dependent both upon a system that accurately recognizes
differences in the types of patients admitted to SNFs and upon a system that
adequately compensates providers for the cost of the services actually used by
skilled nursing patients. BEqually important, the report focuses on
differences in the per-case or per-day cost of skilted nursing services,
without looking at the per-capita cost of services used by the skilled nursing

population. The per-capita measure, when combined with indicators of patient



165

well-being and independence, may be the more important indicator of the

adequacy of Medicare's payment and benefit policies.

CONCLUSION
The issues raised by this hearing and addressed in the first phase of the HCFA

report on the skilled nursing benefit are extremely important. Considerable

time and effort have already gone into understanding the use and cost of
skilled nursing services. It is easy to become impatient with both the pace
of the required research and the inadequate level of our knowledge. However,
it is critical that a firm basis be developed for any changes in policy,
because the impacts of fundamental reforms will be felt for many years. The
type of research that is necessary extends well beyond the economic analysis
of cost differences. It must include alternative methods of delivering
services to the Medicare population, particularly the frail elderly who are
most likely to need long-term care. Hospitals have been active in developing
such innovative programs, and hospital interest in these activities continues
to grow. The AHA is prepared to work with the Subcommittee and the Department
of Health and Humgn Services to facilitate the search for a system to promote

the efficient and effective delivery of care to the Medicare population.
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"Mr. Chairman and Members of the Committee:

Thank you for the opportunity to share our views with the
Finance Committee relative to the need to significantly improve
access to Medicare skilled nursing facility benefits.

The Southwest Pederation of Health Care Associations is a
regional organization of some 800 nursing homes in the states of
Louisiana, Arkansas, and Oklahoma which serve 65,000 elderly
patients daily.

The overwhelming majority of these institutions are
privately-owned intermediate care facilities (ICPs) serving
Medicaid-supported and private paying residents. The
predominance of ICP8s reflects the fact that the Medicaid
programs in each of the three states have emphasized that level
of care to the virtual exclusion of high intensity, shorter term
skilled nursing services. At the same time, however, it must be
noted that such an emphasis by the states is partly, perhaps
greatly, influenced by the relative absence of nursing howmes
that have been willing to become certified as SNPs to

participate in Medicare,

BACKGROUND

The present concern of the Committee over the lack of
Medicare SNP gervices is not new., Indeed, in 1978, a member of
the Committee, Sen. Gaylord Nelson, sought to address the
problem directly by aimply compelling SNPs to participate in
Medicare as a condition of accepting Medicaid patients. The
nursing home industry understandably opposed the Nelson

anendment as a simplistic and coercive measure that ignored the
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underlying reasons why few nursing homes have opted to take
Medicare patients. Sen. Nelson ultimately withdrew his own
amendment on the floor in favor of a 6-month study when it
became clear that an amendment filed by Sen. Richard Schweiker
to delete the mandatory participation provision was likely to be
adopted. Sen. Schweiker's observations on the Nelson amendment
remain instructive:

. *"Mr. President, frop.all indications the reason for
declining participation (by skilled nursing
facilities) in Medicare ... 1is unmanageable
paperwork, slow collection on claims, and a host of
other administrative difficulties relating to red tape
and bureaucratic¢ inconvenience. 1t seems to me that
it would be far more effective to aim reform efforts
directly at those problems rather than try to coerce
SNP participation with this kind of all-or-nothing
condition, Because these deterrents to participation
will not be removed by the amendment, I also doubt
that it will work. My amendment would delete this new
provision in hopes that a more constructive approach
to the problem can be found."

‘ Hon. Richard Schweiker
Congressional Record, 9/11/78
$14906
Unfortunately, Mr. Chairman, Sen. Schweiker's hopes for a

more constructive approach have not been realized, and the

access problems properly identified by Sen. Nelson have become

more pervasive and will continue as long as the root causes are

not dealt with.

Prior to the advent of the hospital prospective payment
system, Medicare could spend its way around this problem by
simply allowing patients to stay on in hospitals when an
alternate placement could not be found. That option is no
longer available. If the DRG program is’ to work properly,
skilled nursing facility, home health, and other post-hospital

placement options must be provided.
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In the case of skilled nursing facility services, no real
solution is possible that does not directly address the need to
reform the payment system. The Southwest Pederation views this
matter as one of increasingly urgent priority. Happily, we are
persuaded that a simple and straightforward reform of Medicare
payment policy can be enacted and implemented in a reasonably
short perfod of time. Though the failure of HCPA to provide the
Congress with specific recommendations for paynentlreforn as
required by the Deficit PReduction Act of 1984 is regrettabdble,
this failure need not prevent the Pinance Comaittee from moving

forward. o

We are mystified that the Administration seems content to
deny the existence of a problem that HCFA's own recent report sn
clearly illustrates. To say that Medicare services are
adequately available except in certain isolated pockets of the
United States flies in the face of HCPA's findings, and consigns
entire states such as Arkansas, Louisiana, Oklahoma, Texas,
Montana, Kansas, Oregon, and Minnesota to the category of
*isolated pockets." Mr. Chairman, the fact that Medicare SNF
ser;ices appear to be widely available in New York and
California and in some urban areas elsewhere does not make for a
national program.

In a similar vien, though we understand the desire of HCPA
and other students of long term care to develop at some future
date a payment system that is scientifically related to
individual variations in patient care needs, we are‘quite sure
that such an "ideal systeam® is many years off at best, a?d there
is no gquarantee that a case-mix methodology will not be ;o

impractical to administer as to be self-defeating. Thus, we
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cannot join those who counsel inaction in the face of clear
evidence that the present Medicare system is seriously flawed,
especially when concrete improvements can be made now. Let
research continue, but not at the expense of a continuing denial
of Medicare benefits to those elderly patients who need and are
entitled to receive them.

SPECIPIC RECOMMENDATIONS POR PAYMENT REPORM

The Pederation recommends that the Committee take as its
starting point the twin realities that (1) most SNPs now in the
Medicare program provide relatively few annual Medicare-covered
patient days, and (2) the same is likely to be true for new SNPs
that could be induced to enter the Medicare program in those
geographic areas where the need is most critical. N

It would seem, therefore, that an uncoamplicated prospective
pricing system for low volume Medicare SNPs is a logical first
step that could be {mplemented with minimum administrative
effort and would have a high probability of success in providing
enhanced access relatively quickly. The information necessary
to estabish initial per diem prices is readily available to
ACPA in the form of data that is continuously generated through
the §223 cost limit procedures, This data is broken down on a
SMSA and non-SMSA basis, and contains local vage adjustement
factors and a market basket index for SNP services. Data is
also available to estabish standard prices for ancillary
services which, because they are not routinely used by all

patients, must be billed separately as under the current systea.
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The Pederation strongly urges the Committee to legislate, at
aminimum, a low volume optional standard paywent provision that

sets fixed rates for youtine services on a geographic basis.
We are aware of and support additional teco-nondatlbng

presented to the Committee by the American Bealth Care
Association that would also establish a prospective payment
method for higher volume Medicare SNFs on a facility-by-facility
basis subject to geographic ceilings. The AHRCA proposal seeks
the cost containment incentives of prospective rate-setting
while ensuring equitable treatment of providers with variable
cost structures and patient mix, a consideration which becomes
more important as Medicare volume increases.

We commend the Committee for its interest in this area of
Medicare program reform and urge you to translate that interest
into specific legislation during the current legislative

session,

Bruce D. Thevenot
Director

wWashington Office



