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DRAFT: HEALTH BUDGET -
October 31, 2000

Highlights of Health Priorities in the FY 2001 Budget:

v

CREATING FAMILY CAREGIVERS PROGRAM. The budget invests $125 million in
a new program, championed by Vice President Gore, to help families provide long-term care.
State area agencies on aging would receive Federal funding to provide respite care and other
essential services that both improve the quality care and make it easier for families to
continue its caregivers (e.g., respite care, classes on caregiving). This is a critical piece of
the President’s long-term care initiative.

INCREASING ACCESS TO HEALTH CARE FOR THE UNINSURED. The budget
invests 8125 million in the Community Access Program (CAP) to improve health care access
for the uninsured by coordinating systems of care, increasing the amount of services

" delivered, and establishing accountability in the system to assure adequate patient care. This

is a $100 million increase over the 2000 pilot and will help fund the overflow of strong
coalitions that applied last year. The budget also provides consolidated health centers
(CHCs) with'a $150 million increase (15 percent) for 2001 to assist CHCs in contlnumg to
provide primary health care services to almost 10 million patients.

PROMOTING COMMUNITY—BASED CARE FOR AMERICANS WITH
DISABILITIES. The new $50 million in system grants will allow states to develop
infrastructure that supports community-based care for people with disabilities, giving them
real choice in where they live and the types of services they receive.

ENSURING NURSING HOME QUALITY. The budget builds on the successful Nursing
Home Initiative by providing a $15 million increase (8 percent) or $90 million for more
rigorous inspections of nursing facilities; improved federal oversight and enforcement of
nursing home quality; and increased funding for the Department Appeals Board and Office
of Civil Rights to more rapidly review and enforce current protections. This is part of a $35 -
million increase (16 percent) increase for $244 million budget for survey and certification.

EXPANDING BIOMEDICAL AND OTHER HEALTH RESEARCH. This year, the
National Institutes of Health will receive $20.5 billion, a $2.7 billion increase (15 percent)
over last year to broaden research on diseases such as diabetes, cancer, and brain disorders,
and disease prevention strategies and vaccines. NIH resources have doubled in the Clinton
Administration from $10.3 billion in FY 1993. In addition, the Agency for Healthcare
Research and Quality received a §71 million increase (36 percent) and the National Center
for Health Statistics received a $12 million increase (11 percent). ‘

INVESTING IN RESEARCH INTO ENVIRONMENTAL CAUSES OF DISEASE. The
budget provides $40 million increase (120 percent) increase, to expand CDC’s

"biomonitoring activities, which will assist states and communities investigating unusual
1incidence of cancer or other diseases; identify regions with increased risk of dangerous



exposure to toxic substances; and help ensure rapid evaluation of the.impact of public health
emergencies. This initiative was championed by the First Lady.

PREPARING FOR AND PREVENTING BIOTERRORIST ATTACKS. The budget
provides $29 million increase (16 percent) to stockpile vaccines, antibiotics, and other
medical supplies to deploy in the event of a chemical or biological terrorist attack.

EXPANDING AIDS PREVENTION, CARE, AND RESEARCH. Building on the historic
reauthorization of the Ryan White CARE Act, the President and Congress continue their
strong partnership to address the AIDS epidemic with substantial increases in funding. The
budget includes: :

°  Domestic HIV preventlon $105 million increase (15 percent) for domestic CDC,

° . Ryan White CARE Act: $228 million increase (14 percent) to help provide primary care
and support for those living with HIV/AIDS;

Minority AIDS Initiative: 898 million increase (39 percent) to expand existing programs
serving African-Americans, Latinos, and other racial and ethnic minorities that are '
disproportionately impacted by HIV/AIDS;

°  Global AIDS Initiative: $81 million increase for CDC to fight AIDS internationally.

Since the beginning of his Administration, the President has increased funding for HIV/AIDS
by 126 percent, to $12 billion government-wide.

FUNDING FOR THE RICKY RAY HEMOPHILIA RELIEF TRUST FUND. The
budget provides $105 million towards the $750 million authorized for the Ricky Ray
Hemophilia Relief Trust Fund. This Fund provides one-time payments of $100,000 to
hemophiliacs who were infected with HIV by transfusions during the 1980s or their families.
The President is continuing to fight for the remaining fundlng in the Medicare /Medicaid bill.

CONTROLLING THE SPREAD OF INFECTIOUS DISEASE. The bill prov1des a $43

million increase (24 percent) for infectious disease activities, including West Nile virus

- prevention and education, and to improve disease surveillance systems. -

EXPANDING SCREENING AND ACCESS TO TREATMENT FOR BREAST AND
CERVICAL CANCER. The bill provides a $19 million increase (11 percent), advocated
for by the First Lady, to expand funding for state screening programs, which could increase
the number of women eligible for the new state option to provide Medicaid to low-income,

uninsured women diagnosed through these programs.

PREVENTING CHILDHOOD DISEASES. The budget provides a 395 million increase
(19 percent) to improve childhood immunization rates nationwide through vaccine purchase
and state infrastructure activities, including education and outreach and to help eradicate
polio worldwide.

IMPROVING MENTAL HEALTH SERVICES. The bill provides a $145 million
increase in mental health services, including a $64 million, 18 percent increase for the
Mental Health Block Grant that will increase states' capacity to serve the severely mentally



ill. It also fully funds the request for $30 million for new Targeted Capacity Expansion
grants for early intervention and prevention services, as well a$ local service capacity
expansion. This builds on the recommendations of the Surgeon General’s recent report on
mental health and the Clinton-Gore commitment to increasing mental health services.

EXPANDING SUBSTANCE ABUSE PREVENTION AND TREATMENT. The budget
continues the Administration’s commitment to expanding substance abuse prevention and
treatment with a $170 million increase in funding to $2.1 billion, a 37 percent increase since
1993. This includes an additional $70 million for Targeted Capacity Expansion grants to
help communities address gaps in substance abuse services for emerging areas of need.
Combined with an additional $110 million (7 percent) for the Substance Abuse Block Grant,
the budget will provide treatment for more than another 25,000 individuals.

PROVIDING QUALITY HEALTH CARE TO NATIVE AMERICANS. The Interior
bill provides $2.6 billion, a record $214 million increase (9 percent) for high-quality health
care services on American Indian and Alaska Native reservations:

e Clinical Services. Provides $1.77 billion, $138 million over FY 2000 enacted, including
funds for additional services at IHS ho,spitals and clinics, and to purchase additional basic
~ and specialty health care services through Contract Health Services.

o Indian Health Care Improvement Fund. Within Hospital and Clinics, provides $30
million to address funding disparities by targeting increases to tribes most in need.

"o Facilities. $364 million, $47 million over FY 2000 enacted, to make 1mpr0vements to
IHS' infrastructure for the delivery of health care services to patients.

e Contract support Costs. Provides $249 million, $20 million over FY 2000, to support -
- tribes as they assume responsibility for providing direct health care services.

- REDUCING RACIAL DISPARITIES IN HEALTH STATUS. The budget provides a
310 million increase (33 percent) for health research and prevention activities to better
understand and address health disparities among minority populations.

REDUCING VIOLENCE AGAINST WOMEN. The bill includes the requested $5 million
increase (22 percent) within CDC's injury prevention and control line to expand its violence
against women prevention and research activities.

EXPANDING FAMILY PLANNING. The President won $274 million in FY 2001 for
family planning, a $35 million increase (15 percent). This will allow family planning clinics
to provide reproductive health services and clinical care to over 5 million underserved
Americans, including testing and treatment for sexually-transmitted diseases, cancer
screenings, and HIV prevention and counseling. Title X Family Planning funding helps
prevent over one million unintended pregnancies per year through comprehensive services,
including programs to discourage adolescent sexual activity and contraceptive counseling.



EXPANDING HEALTH PROFESSIONS TRAINING. The budget provides a $13
million increase (11 percent) for National Health Service Corps to encourage health
providers to practice in underserved communities. It also includes the President’s requested
$10 million increase for the Health Careers Opportunity Program and Centers of Excellence
that aim to increase the diversity and cultural competency of the nation’s health workforce.

SUPPORTING GRADUATE MEDICAL EDUCATION AT CHILDREN’S -
HOSPITALS. The budget provides $285 million to fully fund this program to reimburse
freestanding children’s hospitals that train and educate physicians who care for children.
Supported by the First Lady, this is a major increase over last year’s $40 million budget.

REDUCING MEDICAL ERRORS. The bill includes §50 million to fund patient safety
research and demonstration projects through the Agency for Healthcare Research and
Quality. The Agriculture bill includes 438 million for adverse event reporting at the Food
and Drug Administration, an increase of 23 percent over 2000. This funding will support the
Administration's continuing efforts to reduce medical errors which, according to a 1999
Institute of Medicine report, may cause 44,000 to 98,000 deaths each year.

MAKING OUR FOOD SAFER. The President achieved his entire request of $422 million
for food safety in the Agriculture bill, a $68 million increase (19 percent). These resources
will support enhanced and expanded inspections, outbreak responses, research, risk
assessment and education activities. It will also fund bioscience research and begin
implementing the Egg Safety Action Plan adopted by the President's Council on Food Safety.

IMPROVING WORKER SAFETY. The bill includes additional funding for effortsto
improve worker safety at the National Institute for Occupational Safety and Health (NIOSH).
It will receive a $40 million increase (19 percent) to expand worker safety research under the
National Occupational Research Agenda (NORA), while the Agency for Healthcare
Research and Quality will receive the requested $10 million to fund worker safety research in
health care orgamzatlons

ENFORCING CIVIL RIGHTS AND PRIVACY. The bill provides $28.1 million for the
Office for Civil Rights (OCR), a $5.5 million increase (25 percent). This funding will allow
OCR to begin implementation of the Administration's medical records privacy rule and
manage work resulting from the Supreme Court's Olmstead decmon that promotes health
care in the most 1ntegrated setting.

EFFICIENTLY MANAGING MEDICARE, MEDICAID AND CHIP. The enacted bill
fully funds the President's request and provides $163 million increase (8 percent) for the
administrative costs of the Health Care Financing Administration (HCFA). This includes
funding for the National Medicare Education Program which educates beneficiaries, enabling
them to make informed health decisions on toplcs like managed care, long-term care and
supplemental insurance. :
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FOR YOUR INFORMATION

TO: Jane Horvath
Chris Jennings
Dan Mendelson

. Rich Tarplin

FROM: Bonnie Washington

DATE: June 10, 1999 _

SUBJECT:  Testimony - Senate Finance Committee Hearing on the Impact of the BBA FFS
Provisions '

I thought you would be interested in the attached testimony. Please do not hesitate to let me
know if you have questions or need assistance.
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Chairman Roth, Senator Moynihan, distinguished committee members, thank you for inviting us
to discuss the impact of the Balanced Budget Act.on Medicare fee-for-service beneficiaries and
providers. The BBA includes important new preventive.benefits and payment system reforms that
promote efficiency and prudent use of taxpayer dollars. These reforms are critical to
strengthening and protecting Medicare for the future. The Medicare Trust Fund, which was
projected to be insolvent by 1999 when President Clinton took office, is now projected to be .

solvent until 2015.

We have implemented more than half of the BBA’s 335 provisions affecting our programs,
including the new preventive benefits such as diabetes education, and a prospective payment
system for skilled nursing facilities. In most cases, the statute prescribes in great detail the
changes we are required to mak_é. We are committed to affording providers maximum flexibility

within our limited discretion as we implement the BBA.

Change of this magnitude always requif_eé adjustment. It is not surprising that market corrections
would result from such significant legislation. Our first and foremost concern has always been
and will continue to be the effect of policy changes on beneficiaries’ access to affordable, quality
health care. We are proactively monitoring the impact of the BBA to ensure that beneficiary
access to covered services is not compromised. Our regional offices are gathering extensive
information from around the country to help us determine whether specific corrective actions may
be necessary. We should be cautious about making chahges to the BBA until we consider
information and evidence of problems in beneficiary access to quality care. |

It is clear that the BBA is succeeding in promoting efficiency and extending the life of the



Medicare Trust Fund. However, the BBA is only one factor contributing to changes in Medicare
spending. Our actuaries tell us that low inflation from a strong economy and aggressive efforts
to pay correctly and fight fraud, waste, and abuse are also having an impact on total spending.

We have significantly decreased the number of improper payments made by Medicare. And, for
the first time ever, the hospital case mix index is down due to efforts to stop “upcoding,” the
practice of billing for more serious diagnoses than patients actually have in order to obtain higher
reimbursement. It is also important to note that sor.e of the slowdown in spending growth results

from slower claims processing and payment during the transition to new payment systems.

The BBA also is only one factor contributing to provider challenges in the rapidly evolving health
care market place. Efforts to pay right and promote efficiency may mean that Medicare no longer
makes up for losses or inefficiencies elsewhere. We are concerned about reports about the
financial conditions of some providers. ‘However, it is essential that we delineate the BBA’s
impact from the effects of excess capacity, discounted rates to other payers, aggressive

competition, and other market factors not caused by the BBA.

New Preventive Benefits -

One set of significant changes brought about by the BBA is coverage of key pfeventive health

‘beneﬁts. We have:

> expanded coverage for test strips and education programs to help diabetics control their
disease; A
> begun covering bone density measurement for beneficiaries at risk of osteoporosis;
S begun covering several colorectal cancer screening tests;
> expanded preventive benefits for women so Medicare now covers a screening pap smear,

pelvic exam and clinical breast exam every three years for most women, and every year for
women at high risk for cervical or vaginal cancer; and,

> begun covering annual screening mammograms for all women age 40 and over, and a one-
time initial, or baseline, mammogram for women ages 35-39, paying for these tests

whether or not beneficiaries have met their annual deductibles.



Payment Reforms

The BBA made substantial changes to the way we reimburse providers in the fee-for-service

»

>

program. We have made solid progress in implementing these payment reforms. For example,

we have:

modified inpatient hospital payment ’ﬁiles;

established a prospective payment system for skilled nursing facilities to encourage
facilities to provide care that is both efficient and appropriate;

refined the physician payment system, as called for in the BBA, to more accurately reflect |
practice expenses for primary and specialty care physicians; and |

initiated the development of pr;)specti\}e payment systems for home health agencieé,

outpatient hospital care, and rehabilitation hospitals that will be implemented once the

Year 2000 computer challenge has been addressed; and, -

begun implementing an important test of whether market forces can help Medicare and its

beneficiaries save money on durable medical equipment.

Monitoring Access

The payment reforms have created change for many of our providers, even though the percentage

of providers who signed Medicare participation agreements increased by more than 6 percent to a

record 85 percent for 1999. As mentioned above, our first and foremost concern continues to be

the effect of policy changes on beneficiaries’ access to affordable, quality health care. We are

proactively monitoring the impact of the BBA to ensure that beneficiary access to covered

services is not compromised. In addition to these efforts, we are systematically gathering data

" from media reports, beneficiary advocacy groups, providers, Area Agencies on Aging, State

Health Insurance Assistance Programs, claims processing contractors, State health officials, and

other sources to look for objective information and evidence of the impact of BBA ¢hanges on

access to quality care.

We are examining information available from the Securities and Exchange Commission and Wall



Street analysts on leading, publicly traded health care corporations. This can help us understand
trends and Medicare’s role in net.income, revenues and expenses, as well as provide indicators of
liquidity and leverage, cccupahcy rates, states-of-operation, lines of business exited or sold by the

company, and other costs which may be related to discontinued operations. -

We are monitoring Census Bureau data; which allow us to gauge the importance of Medicare in
each health service industry, looking at financial trer.ds in revenue sources by major service

sectors, and:track-ing profit margin trends for tax-exempt providers.

We are monitoring the Bureau of Labor Statistics monthly employment statistics for employment
trends in different parts of the health care industry. Such data show,.for example, that the total

number of .hburs worked by employees of independent home health agencies is at about the same
level as in 11993;6. That provides a more useful indicator of actual home health care usage after the

BBA than statistics on the number of agency closures and mergers.

We are being assisted by our colleagues at the HHS Inspector General’s office. They have agreed
to study the impact of the BBA’s $1500 limits on outpatient rehabilitation therapy. They have
also agreed to interview hospital discharge planners as to whether they are having dif’ﬁculty

" placing beneficiaries in home health care or skilled ﬁursing facilities. Results of that siudy should
‘help provide information in addition to surveys done for the General Accounting Office and the
Medicare Payment Advisory Commission of home health agencies. And, because home health

| beneﬁciaries are among the most @lnerable, Vwe have establishgad a workgroup to develop an

ongoing strategy for monitoring beneficiary access and agency closures.

Specific BBA Provisions : ‘

Home Health: The BBA' closed loopholes that had invited fraud, waste and abuse. For example,
it stopped the practice of billing for care delivered in low cost, rural areas for care from urban
offices at high urban-area rates. It tightened eligibility rules so patients who only need blood

drawn no longer qualify for the entire range of home health services. And it created an interim

4



"ipayment system to be used while we de\}élop a prospective payment system. We expect to have
the pros'pectivépaymenf system in place by-the October 1, 2000 l:s‘.tatutory deadline. We expect to
publish a proposed regulation this October so we can begin receiving and evaluating public |

comments, and a fmal rule in July 2000

The interim payment system is a ﬁrs.t. stép toward giving homé health agencies incentives to
provﬁde care efﬁcienﬂy: ‘Before the BBA, reimbursement was based on the costs they inéilrred in
providing care, subject to a per visit limit, and this encouraged agencies to provide more visits ahd
to increase costsiu'p to their limit. The interim system includes a new, éggregate per beneficiary
limit 'dvesigned to provide incéri{ives for efficiency until the prospective payment system can be |

implemented.

Lasf year Congress raised the limits on costs somewhat in an effort to help agéncies under the
interim system. We are also taking steps to help agencies adjust to these changeé; and in March
we ‘held a town hall meeting to hear directly from home health providers about their concerns.
We are giving agencies up to a year to repay overi)ayments resulting from the interim payment
system. And, effective July 1, we are endiﬁg the sequential billing policy-that had raised cash flow -
concerns( for some agencies. This rule was designed to help facilitate the transfer of payment for
care not related to inpatient hospital care from Part A to Part B, but we have determined we can
accomplish the transfer through other means. At the same time, we are implementing the
Outcome and Assessment Information Set (OASIS)- OASIS fulﬂ Is a statutory mandate for a
“standardized, reproducnble home care assessment instrument. It will help home health agencies
determine what patients need. It will help improve the quality of care. And 1t 1s essential for

accurate payment under prospective payment,

To date, evaluations by us and the GAO have not found that reduced home health spending is
causing quality or access problems. However, as mentioned above, because home health
beneficiaries are among the most vulnerable, we are planning for ongoing detailed monitoring of

beneficiary access and agency closures.
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Skilled Nursing Facilities: We implemented the new skilled nursing facility prospective payrhent
system called for in the BBA on July l,v 1998. The old‘p'ayment system-was based on actual costs
and included no incentives to provide care efficiently. The new system uses mean-based prices
adjusted for each patient’s clinical condition and care needs, as well as geographic variation in
wages. It createe incentives to provide care more efficiently by relating payments to patient need,

and enables Medicare to be a more prudent purchaser of these services.

Tﬁe BBA mandated a per diem prospective payment system covering all routine, ancillary, and
capital costs re]ated to covered services provided to beneficiaries under Medicare Part A. The law
requlres use of 1995 as a base year and implementation by July 1, 1998 with a three year |
transition. It did not allow for exceptlons to the transmon carvmg out of any service, or creation
of an outlier policy. We are carefully reviewing the possibility of making administrative changes

to the PPS, but we believe we have little discretion.

We held a town hall meeting earlier this year to hear a broad range of provider eoncerns. There
were concerns that the prospective payment system does not fully reflect the costs of non-therapy
ancillaries such as drugs for high acuity patients. We share these concerns and are conducting
research that will serve as the basis for refinements to the resource utilization groups that we
expect to implement next year. And we fully expect that wewill need to periodically evaluate the
system to ensure that it appropriately reflects changes in carepractice and the Medicare
population. We are concerned about anecdotal reports of problems resulting from the prospectlve

payment system. As stated earlier, we have asked the HHS Inspector General to evaluate the

situation.

Outpatient Rehabilitation T herapy: The BBA impoéked $1500 caps on the amount of outpatient -
rehabilitation therapy services that can be reimbursed. We continae to be concerned about these
limits and are troubled by anecdotal reports about the adverse impact of these limits. Limits on
these services of $1500 may _nét be sufficient to cover necessary care for all beneficiaries.

Because of our concern, our HHS Inspector General colleagues have agreed to’-study the impact . .



of the BBA’s $1500 limit on outpatient rehabilitation therapy to help us judge whether and how

any adjustments to the cap should be made.

Hospitals: We have implemented the bulk of the inpatient hospital-related changes included in
the BBA in updated regulations. We have implemented substantial refinements to hospital
Graduate Medical Education payments and policy to encourage tréining of primary care physicians,
promote training in ambulatory and managed care where beneficiaries are receiving more and more

. services, curtail increases in the number of residents, and slow the rate of increase in spending. We

* have implemented provisions designed to strengthen rural health care systems. And we froze
inpatient hospital payments in fiscal year 1998, as required under the BBA, resulting in substantial

savings to taxpayers and the Medicare Trust Fund.

The BBA also called for a prospective payment system for 6utpatient care, which we expect to

: 'implemenf next year. The outpatient prospective payment system will include a gradual '
correction to the old payment system in which beneficiaries were paying their 20>percent. .
copayment based on hospital charges, rather than on Medicare payment rates. Regrettably,
implementation of the prospective payment system as orig‘inalliy scheduled would have required
numerous complex systems changes that could substantially jeopardize our Year 2000 efforts.
We are working to implement this system as quickly as the Year 2000 challenge allows. We -

| issued a Notice of Proposed Rule Making in Septerhber 1998 outlining plans for the new systém
-so that hospitals and others can begin providing éomments and suggestions. We are making data
files available to the industry, and we have extended thé comment period until June 30, 1999 so

the industry and other interested parties will have sufficient time and information to comment.

We do have greater concern for rural, inner city, cancer, and teaching hospitals because our
analysis suggests that the outpatient prospective payment system will hé?e a disproportionate
impact on these facilities. We are reviewing the many comments we have received on the
proposed regulation and we are continuing to develop possible modifications to the system for

inclusion in the final rule.
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Physicians: As directed by the BBA, we have begun implementing the resqurce—based system for
practice expenses under the physician fee schedule, with a transition to full implementation by
2002ina budget-neutrél fashion that will raise payment for some physicians and lower it for
others. The methodology we used adﬂresseg many concerns raised by physicians and meets the

BBA requirements. We ﬁﬂIy expect to updé{e and refine the pracﬁce expense relative value units
in our annual regulations revising the Medicare fee schedule. We plan to include the BBA-~

- mandated resource-based system for malpractice relative value units in this year’s proposed rule.

‘ We welcome and encourage §th8 ongoing contributions of the medical commumity to this process,
and we will continue to monitor beneficiary access to care and utilization of services as the new

system is fully implemented..

We also are seeking legislétion to refine the BBA’s Sustainable Growth Rate. for physician |
payment. Medicare payments for physician services are annually updated for inflation and
adjusted by comparing actual physiciah spending ig a national'target for physician spending. The
BBA replaced the former physfcian spending target rate of growth, the Medicare Volume
Performance Standard, with the Sustainable Growth Rate (SGR). T:he SGR takes into account.
price changes, fee-for-service enrollment changes, real gross domestic product per capita, and

changes in law or regulation affecting the baseline.

After BBA was enacted, HCFA actuaries discovered that the SGR system is unstable, and wou_ld

result in unreasonable fluctuations from year to year. Also, the SGR target cannot be revised to

account for new data. The President's fiscal 2000 budget contains a legislative proposal to deal

with these issues.

' CONCLUSION | |
The BBA made important changes to the fee-for-service Medicare p’regram to strengthen and
protect it for the future. These changes, along with a strong economy and our increased efforts to

combat fraud, waste, and abuse, have extended the‘iife of the Trust Fund until 2015. Change \of ‘

~—r



the ma‘gnibtude encompassed in the BBA inevitably requires adjustment and fine tuning. It is not
surprising that market corrections would re’éult from such significant legislation.
A; always, we remain concerned about the effect of policy changes on beneficiaries’ access to
affordable, quality health care. - We are proactively monitoring the impact of the BBA to ensure
that beneficiary access to covered services is not compromised. Our regional offices are gathering
extensive information from around the country to. help us determine whether specific corrective
actions may be necessary. And we welcome the opportunity to look at any new information
regarding beneficiary access to quality care. We are committed to looking at possible refinements
to the BBA that are within our adminis,trative‘authority. However, we should be cautious about
making changes to the BBA until we consider information ai:d evidence of problenis in beneficiary
access to quality care. We look forward to continuing to work with this Committee to identify
issues or concerri, and we will keep you up to date on the status our of implementation of fhe
BBA. I thank you for holding this hearing, ar{d I am happy to answer your questions.

# # #
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MrT Cha’urman and Members of the Committee, I am pleased to represent the
Congresiéional Budget Office (CBO) at this hearing on the fee-for—ser-vice portion of
the Medjifcare program. After many years of rapid increases, the growth of Medicare
spendiné has slowed sharply in the past two years. | My statement discusses the
reasons ft,:br that slowdown and présents CBO’s assessment of future trends. I will

make three main points:

o The greater-than-expected slowdown in the growth of Medicare
spending stems mainly from successful efforts to combat fraud and

from delays in payments to health care providers.

éf With one exéeption, CBO’s estimates of the effects of Fhe Médicaré
provisions of the Balanced Budget Act (BBA) of 1997 still appear
; | reasonable. CBO did not anticipate how home health agencies would
implement the interim payment system for home health services,

however, and may therefore have underestimated its savings.

6 The factors that are holding down the growth of Medicare spending
r will be played out in the next few years, and more rapid growth will

then resume.




" TRENDS IN MEDICARE SPENDING

Between 1980 and 1997, Medicare spending increased at an average rate of 11
percent a year and expanded from 5 percent to 12 percent of the federal budget.
Total outlays for Medicare rose by only 1.5 percent in 1998, however, and may
decline in 1999. Part of that slowddwn was anticipated; the Balanced Budget Act
lowered the projected growth of Medi;:are spending by an estimated 4 percentage
| points in 1998. The BBA reduced payment rates for many services and restrained
the update factors for payments through 2002. Both fee-for-service providers and

Medicare+Choice plans are experiencing lower increases in payments as a resulit.

But the actual rate of spending growth is considerably slower than the BBA
_provisions alone were expected to produce. Other factors appear to have contributed '
to the sudden flattening of Medicare expenditures, including greater compliance with

Medicare payment rules and a longer time for processing claims.

Widelyipublicized&effons to clamp down on fraud and abuse in the program
.have resulted in greater compliance by providers with Médicare’s payment rules.
Those efforts include more rigorous screening of claims by Medicare contractors and
tougher enforcement of Medicare laws by the Departments of Justice and Health and
Human Services. Through inveétigations and lawsuits, those agencies have pursued
a wide range of providers—including hospitals, teaching f)hysiéians, home health

2



agencic:s, clinical laboratories, and prdviders of durable medical equipment—as well
as Me'di;:are contractors themselves. AIth'ough thetotal reductionin séending growth
_ attributzible to the improved comﬁliance cannot be quantified, CBO estimates that
one res%;bonse alone’ tq recent enforcement efforts—less aggressive billing by

hospitals—lowered growth in Medicare spending by 0.75 percentage points in 1998.

':I‘he average time for processing Medicare claims rose draxnatiéallﬁf in 1998.
Expandgd compliance activities, combined with major efforts to prepare computer
systemsi;for 2000, contributed to longér payment lags, which can have a’ substantial
effect oi; M\edicare ouﬂéys. An increase of one week, for example, in the average |
time fo;g processing claims reduces’ Medicare outlays for the fiscal year by
2.3 peréent. But that reduction is only temporary because the delay merely moves
outlays ii:nto the ﬁext fiscal year.

i

éBO expects that improved compliance with payment rules and longer

f
i

claims-iﬁrocessing times will have little or no effect on the rate of growth of Medicare

i

spendin;g in the léngcr’ run. Our projections assume that péyment lags will begin to
retﬁm to more tyi)ical levels late‘ in 2000, With a catch-up in spending and a
resumpitjion of ﬁonnal spending growth in 2001 and 2002 (see Table 1). Most of the
projectéd increase over the next few years reflects rising expcnd‘itures per enrollee.
The leafiing edge of the postwar baby boom will not reach age 65 until after 2010.

it
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TABLE 1. MEDICARE OUTLAYS (By selected fiscal year)

1990 1998 1999 2004 2009
In Billions of Dollars
Gross Mandatory Outlays

Benefits 107 210 212 298 443

Mandatory administration and grants® b _1 _1 1 1

Total 107 211 213 300 444

Premiums ‘ a2 =21 21 -34 =53

Mandatory Outlays Net of Premiums 96 190 192 266 391

Discretionary Outlays for Administration _2 _3 3 4 _4

All Medicare Outlays Net of Premiums 98 163 195 269 396

Average Annual Growth Rate from Previous Year Shown (Percent)

Gross Mandatory Outlays 8*8‘ | 1.1 7.1 8.2

Premiums 75 34 9.7 9.3
Mandatory Outlays Net of Premiums 9.0 08 6.7 8.0 .

Discretionary Outlays for Administration 1.5 14 47 4.0

88 6.7 8.0

All Medicare Qutlays Net of Premiums

0.9

SOURCE: Conéressional Budget Office.

a. Mandatory outlays for administration support peer review organizations, certain activities against fraud and abuse, and

grants to states for premium assistance.

b. Less than $500 million.




Prol'ectfbns of Spending and Enrollment in Medicare+Choice

Paymer;is for Medicare+Choice plans in CBO’s baseline soar from $3? billion in
1 999 to;$141 Billion in 2009 as emollﬁlent in those plans continues to‘exﬁand. The
spendinig increase also reflects the expected growth in expenditures per enrollee.
CBO pr;oj ects that risk-based plans will account for 16 percent of Medicare enrollees
In 1999,; ‘22 percent in :’2004, and 31 percent in 2009, assuming that the second phase

of risk éaj ustment is implemented on a budget-neutral basis.

Projectiéns of Spending and Enrollment in the Medicare Fee-for-Service Program

CBO prgj}jects that spending in Medicare's fee-for-service program will increase from
$175 billion in 1999 to $302 billion in 2009 (see Table 2). That growth will ocour
despite ;hrinkage in fee-for-service enrollment, which will decline by 1.5~milli0‘n
over theineﬁt decade, and cuts in the growth of payment rates for many services.

s-: -

;

Spénding growth for different sérviées w111 vary gonsiderably over the same
period. The extent of the recent sloiifdown in spending has also varied by type of
service, Ealthough spendir{g for all seﬁices has been affected by the 1.9 percent drop
in ’fee-f(;f-service enrollment that occurred in 1998 and the further 0.8 percent decline
: expecteélf in 1999.

|
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TABLE 2. OUTLAYS FOR MEDICARE BENEFITS, BY SECTOR (By fiscal yea)

1999 2000 2001

2002 2003 2004

Sector 1998 2005 2006 2007 2008 2009
In Billions of Dollars -
Medicare+Choice® 32037 41 49 48 60 70 “'s§ 88 108 < 124 141
Fee-for-Service . . . . . L .
Skilled nursing facilities 13 713 13 14 14 15 16 17 18 9. 21 22
- Home health 15 15 17 16 17 18 20 21 23 . 24 26 28
Hospice . 2 .2 2 2.3 303 33 3 4 4
Hospital inpatient®" 87 8 91. '95 99 104 108 112 117 123 129 135
Physicians’ services - 32 32 33 3¢ 35 3 37 38 .39. 40 4. 43
Outpatient facilities 17 . 16 - 17 187 20 . 21 23 25 26 28 30 33
Other professional and . I o L
outpatient ancillary services 12 12 14 .15 17 20- 22 25 28 31 34 38
Subtotal 178 175 186 - 194" 205 217 228 241 255 269 285 , 302 .
Total 210 212 228 -243 253 277 298 328 343 378 409 443
“Annual Growth Rate (Percent)
Medicare+Choice’ 263 140 117 180 13 250 167 247 08 228 146 134
Fee-for-Service C S . : . o ,
Skilled nursing facxhtles 89 -38 1.7 53 5.1 6.4 6.0 6.4 6.5 6.4 6.4 6.4
* Home health . -149 08 103 58 101 66 72 19 718 74 68 66
Hospice 10 25 86 63 46 57 53 57 58 57 58 58
Hospital inpatient® 25 <15 57 47 45 47 39 41 45 46 49 48
Physicians’ services - 3.0 0.6 42 2.3 2:4 3.4 -26 28 30 3.0 33 3.5
Outpatient facilities -55 66 84 .85 71. 17 712 .- 74 7.3 7.3 76 19
Other professional and . ‘ Lo s . o
outpatient ancillary services 0.7 0.6 140 13.0° 125 132 123, 123 121 110 107 102
" All Fee-for-Service - 21 -4 .64 44 55 58 52 55 58 58 59 59
All Medicare Benefits 14 1.0 41 95 44 84 82

7.3

6.8

7.7

10.0

- 10.1

SOURCE Congressmnal Budget Ofﬁce

a lnc] udes spending for health mamtenancc orgamzanons paidona cost baSlS, certain demonstrat!ons and hea]th care prepaymcnt

- plans, whsch are pald on a cost basis for Part B services.

b. Includes subsuiles for medical education that are- pald to hospltals that treat patlents enrolled in MedlcarefChmce plans




Postacute Care Serv1ces Growth in payments for skilled nursmg fa0111ty (SNF) and
g
home health servxces—-—the fastest—gromng areas of fee-for-service spendmg in

Medicare during the decadelp‘rcceding passage of the Balanced Budget A'ét-—sloWed
C sigﬁiﬁca{otly in 1998. The most dramatic change was in spending for home health "

care, Which actually feli by 14.9 percent in 1998. SNF expendimfes, by contrast,

R
A

continued to fise but at less than half the rate of growth in 1997—8.9 percent
:comparod with 21.1 percent. The slowdovm in spending reflects the implementatior.l
of new pfOSpective payment}sy'stems'arid in.éffease}s in the time for processing claims.
}
;The transition to prospeciive payment syétoms isexpected to hold down the

average énnual rate of growth in thése categories of ‘spending through 2001, -

Spending%i.is then projected to increase"t'hrough 2009 at an average annual rate of
6.2 perccrit for SNF services and 7.5 percent for home health services. .

h

i

Inpatient Hospltal Services. Medicare payments for inpatient hospltal services fell

i

25 percent m 1998, to $87 billion: The factors contributing to that drop include a
decline 1n<:€the volume of services prov1dod (reﬂe_ctmg\,_the drop in fee-for—somce'
' enrollmozljft) and‘several provisions m tile BBA that Afroze -payment rates for »roost
Voperating ’costs, reduced capital-related payment rotos by 17.8 percent, and cut
subsidies for medical education. In additioo, tﬁe oasej—mix in_déx——a measure 'oft.hé
relative costliness of the casesvtreated; in-.hospitaiﬂ's p;ﬁd lu}rllde;r the prospective

" payment ‘si/stem—fell 0.5 percent in.1 998 'Much‘o.f that unprecedented drop in the

L .‘ -’ -




index is probably attributable to widespread adoption by hospitals of less aggressive

billing practices following antifraud initiatives that focused on those practices.

For most hospitals, the BBA limits cumulative increases in payment rates
for operating costs to about 6 percentage points below inflation over the 1999-2002
period.ﬁ CBO projects thaf the limit on rat;e increases, in combination with declining
fee-for-service enrollment, will resultin a 1.5 percent drop in payments for hosﬁital
inpatienf services in 1999. Those payments are prloj’éc'tec‘i to begin rising in 2000,

with annual growth rates averaging 4.5 percent from 2000 through 2009.

Physicians’ Services. Medicare payments for physicians’ services rose 3.0 percent
: p

in 1998, to $32 billion. Payments are projected to remain flat in 1999 and to grow
at an average annﬁal rate of 2.8 percent' over the next deca&e, reaching $43 billion in
2009. Thgt growth rate is a result of payment formulas enacted in the BBA that tie
the growth ﬁf per-enrollee expenditures for physicians’ services to the growth of
gross domestic pr_odﬁct per capita. Those formuias generate annual rate lchanges that
oscillate widely around a smooth trend. CEO projects stable growthrates, however;

because the timing of those oscillations is impossible to predict.

Qutpatient Services. Payments to outpatient facilities—such as hospital outpatient '
- departments, dialysis facilities, and rural health clinics—fell by 5.5 percent in 1998
and are projected to decline another 6.6 percent in 1999. Those reductions result

8



~ largely from lower payment rates accompanying the transition to a prospective
paymerit system for hospital outpatient services. Outpatient payments are projected
to reboi;nd in 2000 and grow at annual rates of 7 percent or more for the rest of the

H

decade.

Spending for outpatient therapy services and other outpatient aﬁcillary
serviceséi—including pharmaceuticals, durable medical equipment, and chiropractic
care—-.ro:s;e only 0.7 percent in 1998 as a result of reductions in payment rates and a
cap on %}i)ayments for therapy services performed outside hospitgls. Projected
paymen£s for nonphysician professional services and outpatient ancillary services
will gro‘:v only slightly in 1999 before taklng off again in 2000. Annual spending |
growth i 1s expected to average 11.3 percent from 1999 through 2009.

;;

b

i

EFFECTS OF THE BALANCED BUDGET ACT

In January 1997, CBO prOJected that net mandatory outlays for Medicare would
grow from $189 billion in 1997 to $288 billion in 2002. That January 1997 baseline
was the basis for CBO’s estimate of the savings from the BBA. CBO estimated that
the BBA:would reduce net mandatory. ‘s.pending for Meciicare by $6 billion in 1§98,
$41 billi(}én in 2002, and $112 billion 6ver the 1998-2002 period. 'Aé a resul; in its
August i997 analysis of the BBA, CBO projected that net mandatory outlays for

9




Medicare would grow to $247 billion in 2002, rather than the $288 billion projected

the previous January (see Table 3).

CBO_’S current baseline,  prepared ’in : Marcﬁ 1999, proje'cts that ,n)et.
mandatory Medicare spending will grow from $192 ;billi(;h in 1999 to $227 billion
in 2002. Those figures are $18 billion and $20 billion, respectively, below the levlels'l |
projeéted in August 1997. V' |

A

TABLE 3. COMPARISON OF AUGUST 1997 AND MARCH 1999 PROJECTIONS OF NET
MANDATORY OUTLAYS FOR MEDICARE (By fiscal year;.in billions of dollars)

1997 1998 1999 2000 2001 2002

January 1997 Projection 189 206 226 250 261 288

Minus Effects of Balanced Budget Act 0 _6 -16 -29 -20 -41
August 1997 Projection 189 200 210 220 241 247
March 1999 Projection ' 187 190 192 206 219 227
March 1999 Projection Minus August 1997 Projection -1 9 -18 -15 -22 -20

SOURCE: Congressiona! Budget Office.

NOTE: Numbers may not add up to totals because of rounding.
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Why the Projections Have Changed.

Each yééar CBO updates its budggt'préjectidﬁs to account for Iegislatiye changes,
: upc'la-(eéi'_ economic assurhptions, and othe-r new information. Since the enactment of
the BBA,, the only noticeable legislative effect on Medicare spending has been the
modiﬁégtion of home health payment rates included in last yearfs omnibus
'appropriation bill (Pub1i§ Law 105-277). CBO estimated: ﬁlat ‘legislation will
increase Medicare outlays by $2 billion in 2000 and reduce them by $1 billion in
2001. C.u C’s current projections of inflation rates are slightly 'lower than they were

in January 1997. Those lower inflation rates account for about $3 billion of the

annual diffefences between the Auguéf 1'997 and March 1999 projections. |

‘ ;i}rfost of the .difference.: betw;een,the t:vmx~ sets of projections is attributaSIe to
new mfpﬁnation—most notably the unanticipated slowing of spending growth in A
1997 and 1998 r;csuléing from improved cofnpliance with Medicare payment rules.
In ess)eq;:g, the 1997 projections were tog high because CBO did not anticipate the
full eﬁ'e;ts of Operation Réstore Trust—Medicare’s program to combat fraud. CBO
als;> didi not 4f0res'ee the increasing lag in 19§8 .and 1999 between when services are
ﬁmﬁshéd and when payment is made and irnplementation of adj usuﬁents to
paymen\‘_'ts .to Medicare+Choice plans on the basis of risk in a manner that will reducé

:
spendiné.

1




CBO has not revised its estimates of the effect of the BBA on Medicare
- spending. With one possible exception, CBO believes that its estimates of 'thé; ‘

‘Balanced Budget Act were reasonable.

Spending for Home Health Services

The one policy for w}ﬁ;h CBO may have signiﬁcanﬂy undere'stiméted savings is the
interim payment system for home health agencies. CBO’s current projectfﬁh of
outlays for home health services is much lower than i)rojected in August 1997.
Those lower préj ections are largely attrit;utablé to new information about the effe.cts
of Operation Restore Trust and other antifraud initiatives and to increases in the lag
between wheﬁ services are furnished and when payment is made; they do no’t‘fully; .

incorporate our revised assessment of the effects of the interim payment system.

Lower payments for home health services also explain most of the shortféil‘
in Medicare épending so far this year. Some 6f the drop in home health spending
stc;ns from 10ng¢g'paymeﬁf .Iag_s I'eSl‘llﬁr-lgf from a new method of p_rocessingv claims'
known as sequential bill:ing, :i'nvwhich a éléim is paid only if all prior clairé;s hav'eit
been procéésed. | Mcdicare wiu suspend that billiﬁg process in July, which ’s‘hould
increase sﬁendipg during the l.aét quarter of the fiscal yéé.r. In addition, the use of
home health servi'ce‘é seems to hgve dropped substantially, prc_nbaBly as a result of

12
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'both' aniifraud activities and an unexpectedly cautious response by home health
'; 'agencie; to the per;beneﬁciary limit under the interiﬁm ﬁayment systérn. That limit
applies to aggregate payments: payments for individual beneficiaries may exceed the
limit as iong as the avefage payment for»all beneficiaries seryéd bf an agency does
nof excécd the per-benéﬁciary limit. .'Sqme égéncies, however, apparently believe
. _that the ijmit applies to each beneﬁci@ and are cutting off services to patients who

have reached the per-beneficiary limit. Thus, the average payment per beneficiary

1s well bélow the allowable amount.

i
0

CONCLUSION

" CBOis §mently updating its projections of Medicare spending and will release them
on July 1, as called'for in the budget résolution. Be(;ause the rate of Medicare
gpendiné through May of this year has been lower than CBO estimated in March (and
- about 2‘/2 percent below the rate for.the first eight months of last year), the July

| projectioins of Medicare spvending, in 1999 and 2000 will probably bg sgvéral billion

dollars lower than the March estimates.

P
N

\

: Medicare will replace the interim payment system for home health services -

witha pfospective payment system in 2001. Because that system will remove much

\ .
r N

of the uncertairity about payments that has contributed to the current apparent drop

i

in utilizétion, spending for home- health services could rebound in 2001 and

13




subsequent years. Therefore, CBO does not now anticipate significantly revising its
projections of spending on home health services—or other categories of
services—beyond 2000. CBO expects that total Medicare spending will resume

growing at an average rate of 7 percent to 8 percent a year in the decade after 2000.
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Good morrjiing Chairman Roth, Senator Moynihan, members of the Committee. I am Gail
Wilensky, chdnr of the Medicare Payment Advisory Commission (MedPAC), and I am pleased to ‘

be here to discuss the implications of the Balanced Budget Act (BBA) of 1997 for beneficiaries

~and providers in Medicare’s traditional fee-for-service program.

My testimony today focuses on what we know about the effects of payment changes for

five types;bf services—inpatient hospital, Ouipatient hospital, skilled nursing, home health, and

1

physici’:'m—f'—-»that have been the subject of much discussion this spring. It draws on MedPAC’s

i
:

March report to the Congress, which presented the Commission's recommendations on Medicare
payment policy, and our June report, issued last week, which discusses our recommendations on

arange of issues in Medicare, including quality of care and access to care.

]

A greater than expected slowdown in Medicare spending began in fiscal year 1998 and
has centihued this year. Unfortunately; we cannot draw definitive conclusions about what in

Medicaré:’s fee-for-service sector is generating this slowdown. Data for the BBA period are
extremely limited, and we cannot easily isolate the effects of the BBA from other changes.
Hospitals, for example, have argued that the changes in Medicare payments stemming from the

< b .

"BBA arf;‘?‘reducing their margins and impinging on their ébility to provide quality care. But the |

most reéént complete information we have for the Medicare program is from fiscal year 1997, the
year bef:(;;e the BBA took effect. For-home health services, we have seen lower than expected

outlays, closures of home health agencies, and declines in the use of services. But our

i
! b
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~ interpretation of these findings is clouded by other policy changes, notably efforts by the Health

- / . :
Care Financing Administration (HCFA) to cut down fraud and abuse in.the home care industry.

- The BBA ‘had an ambitious objective for Medicare’ fee-for-service program: modernizing

1

payment systems and slowing the growth in spending while preserving Medicare beneticiaries’

access to high-quality health care. To expect legislation as sweeping as the BBA to achieve this

-objective flawlessly is unrealistic and, as I discuss, in a number of instances targeted changes-in

statute or in regulation could improve Medicare’s payments and access to care for beneficiaries.
But providers’ complaints notwithstanding, we have no evidence that wholesale changes in the
BBA are either necessary or desirable.

v

Provisions of the Balanced Budget Act affecting fee-for-service providers

The BBA enacted the most far-reaching changes to the Medicare program since its inception. In
Medicare’s fee-for-service sector, it made changes to a number of payment mechanisms for

inpatient hospital services. The law established, or directed to be established, new prospective

‘payment systems for services provided by hospital outpatient departments, skilled nursing

facilities, home health agencies, and rehabilitation hospitais‘, and units. It introduced a new
mechanism for updating fees for physician services. Finally, it reduced payment updates or

otherwise slowed the growth in payments to virtually all fee-for-service providers.



(Thié changes enacted in-the BBA and implemented by thé Health Care Financing
Adﬁiinistr;’ltion reduced Medicare spending relative to what it would have been otherwise and,
not surprisiingly,v have generated concemls among providers about their effects. These concerns
arise fromﬁpereeptions that the effects have been more harsh than what the Congress’ int¢ndéd, or

that the effects, while intended, have nonetheless imposed burdens on providers, and that there

3

‘

are specific problerﬁs with how HCFA has implemented the law.

,Prdvi‘ders’ concerns are clearly relevant to any assessment of the BBA. But at the same
time, we must remember that the primary objective of the Medicare program is to maintain
access to high-quality care for beneficiaries. Assessing the implications of the BBA should

f . .

therefore focus on whether access to or quality of care has been hampered and, if so, what can be
done about it.
In evaluating the impact of the BBA, two issues seem especially important. One is
whether the case-mix adjustments used in the new payment systems adequately reflect
predictable differences in patient care costs that result from differences in patients’ health status.

This issue is important because inadequate case=mix adjustments create financial incentives for

providers to deny access to care or undertreat identifiable groups of patients.

1
H
iy

A second critical issue is how payment policies for different services may interact to

affect providers’ incentives to furnish efficient, high-quality care. Some providers, such as many
!‘ . . . . . : " :

hospitals, furnish most types of services. Consequently, they must consider and respond to the




H

combined effects of policy changes that have altered payments for virtually every service they

provide.
Inpatient hospital services

The BBA changed _paymenis for inpati'ent hospital services in a number of ways. For hospitals
undér Medicare’s pfospéctive payment system (PPS), the law provided for no update to operating
payments in ~fis'cal‘ year (FY) 1998 an'd‘limited updates in FY 1999 through FY 2002. It phased in
. reductions in the p‘(er;case adjustments for the indirect costs of .medical education and for:
hospitals serving a disporpoftionate share of low-income patients. And it instituted a néw
transfer policy for 10 high-volufne diagnosis related groups (DRGs), reducing the paymeﬁt rates
When hospitals discharge patients in these DRGs to post-acute care facilities following unusually

short stays.

.In formulating its re'cohmmen’dati‘ons for the; FY 2000 update,'iMedPAC 'notéd that
‘hospitals havé responded to an increasingly competiti.ve, market by improving their productivity
“and shifting services to other sites of care. These two responses generated substantially ldwer

rates of growth in inpatiéht costs—with c<:>sts per case actually faliing every year between 1994
and 1997—and sharply higher Medicare Ainpat‘ient margins. Hospitals; average Medicare

inpatient margin in 1997—17.1 percent—was the highest it had been since the inception of the

PPS.
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At ?the same time, MedPAC recolgnized several factors pointing to the need for caution in
specifyingéfuture‘ updates, includiﬁg emerging evidence that the decade-long trend in rising case -
mix complexity, which automatically increases PPS payments, may be slubsiding. We also
questioned?}whether the unusually low rafe of hospital cost inflation observed in recent years can
be sustainé;i withoﬁt advérse effects on quélity of care. With these factors in mind, we

: . J . ) .
concluded jthat the operating updaté for FY 2000 enc ted in BBA—1.8 percentage points less

than the;increase in HCFA’s operating market basket index—will provide reasonable rates.

(Under current forecasts, that would be an update of 0.9 percent.) MedPAC’s recommendation

~“took into account part, but not all, of the cumulative reduction in costs per case due to shifts in

the site of c?hre.

Sinée MedPAC made its recommendation in March, the hospita} industry has issued
severgl rgpgns projecting the impact of the BBA oﬁ'hospital revenues and margins. These
reports conztain new projections but no new data. In response to congressiohal requests,
MedPAC staff have analyzed these studies and found that all of them proje'ct a more adverse
impact of tl}e BBA than we believe to be}{the case. Some present a parti.cularlyl inaécurate picture
of the impa%@:t in FY 1998 by assuming a rate of increase in costs that substantially exceedé what
weé already‘?know has occurred. vData from the American Hospital Association’s National
Hospital Pz;nel Survey suggest that when complete Medicvar‘e cost report data becorﬁe available,

we will again see a decline in Medicare cost per-discharge for FY 1998, the fifth year in

succession.:




‘ zf\lthough we believe that these réports.overstéte'tp slor%le‘deg;ree the impact the BB‘A will
have on Hospitgl ma;gins; the jdverﬁllvdirectién of that‘ixihpact 1s corr:%ect;' The law has thus
revérsed{a-si};—ysa’r ‘trend of Medicare payments risin g mbré rapidly t:han the costs of tyeatin g
Meaicaré payments. But éii;zlnges in total margins also rleﬂect dev;zlépmenté in the private sector,
where HVMOS' aﬁd other péyers have coﬁtinucd to e,"(ert‘sirong downward préésure on hospital

revenue flows. As Medicare tightened its payment policies in 1998, 'the combined pressure on

revenues has caused the financial distress that hospitals are currently experiencing.

Préjections of margms élso neec} to be interpreted with caution. Becausé hqépitals w111 :
respohd to financiél pressures, MedPAC views pi;ojected maréirzé only as a gauge of the pressure
that Medi;:are payment‘policiés will impose on ﬁospitals but not as a i)redictidn of wh‘at will

» ‘ : i
oceur.” Evaluating whether those responses affect quality a,nd‘acce’ss té care will be just as
imporfa?xt as (r;easuring financial éerformancé. MedPAC;has seen no evidence that the (':ha‘ngesh

to date have affected either quality.or access in the inpatient sector, but we will continue to

monitor developments.

Outpatient hospital services

In addition to changes in payments for inpatient services, the BBA also enacted major 'ch'angesfin

Medicare’s payments for services provided in hospital outpatient d'epz‘mments“ It eliminated the
so-called formula-driven overpaymient-under which-Medicare’s payments did not correctly take

into account the effect of beneficiaries’” cost sharing and extended the reduction in payments for

6
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services p‘:élid on a cost-related basis. The law .lso directed the Secretary to establish a’
. :f . PR . ; .

prospecti\?e payrnelnt system for éervices that previously had beer paid under a blend‘of fees and

o

" cost-based reimbursement.

i
{

~In iﬁ:ontrast to the payment changes for inpatient services, hospitals have not yet felt the

full impacit: of the BBA provisioné‘ affecting outpatient services. MedPAC estimate‘sr that
eliminaﬁegﬁ of the formula-driven overpayment, whichtéok effect in FY 1998, reduced payments

by about 8:percent. However, the PPS that was to have gone into effect in January 1999 will not
' ¥ :

"be put in place before neit spring. HCFA originally estimated that the PPS would reduce

payments by 3.8 percent; the agency recently revised its.estimate to 5.7 percent.

I
4

I\_/IeidPAC’s principal concern witvhvthe‘ PPS proposed by HCFA is that it s too aggregatéd.

In basing pfjciyments-'on' groups of services instead of individual services, the system is.likely to

!

_overpay foi"i some services and u‘nderpay,‘for oktherAs. This could lead to access problems for .

be‘neﬁciari%:s needing services whose paymenté fall short of costs. In our March report, MedPAC

i

L. S ’ ‘ . .
recommended that the PPS be based on the costs of individual services. -

a
1
f

R Iinﬁlementing the outpatient PPS will reduce payments for virtually all hospitals but
could havej’;lmuch, larger effects on specific types of hospitals. For example, based on HCFA’s

original estimates, small rural hospitals would seea 10 percent decline in payments, and

payments to cancer hospitals would drop almost 30 percent. Given the magnitude of these

changes, h{edPAC recommends that the S¢cr’etdry closely monitor the use of hospital outpatient

}




« services to ensure that beneficiaries’ access to appropriate care is not compromised.
Consideration should also be given to phasing in the new payment system to help us detect any

problems before they become sevgre.

Services in skilled nursing facilities : .

The BBA enacted a prospecti\?e payment system for services prévidf;d in skilled nursing ‘faciliti’es
(SNFs). These services had previously been paid on the basis of costs, subject to certain limits.
Under the new system, patients in SNFs will be clﬁssified under the Resourﬁ:e Utilization Group
syétem, verston I (RUG-IIT), which groups patien&s.by their clinical characteristics for
determiraingn per diem‘payments. Payments are intended to cover the routine, ancillary, and
capital costs incﬁfred in treating a SNF patient, including most itemsj and services for which
payment was previéusly made under Part B of Medicare. The PPS is being phased in over a
three-year period; during the phase;in, payments are based on a blend of federal rates-and

facility-specific rates.

InduStry representatives and others have asserted thﬁt the SNF f’PS does not adequétely'
account for the cqsts of high-acuity patients,* which may impair access for these people. Thet
RUG-III classification system is based on the_time providers spend furnishing nursing and
therapy services. But SNF patients can vary significantly in their use of ancillary serv‘ice}s and

supplies, such as respiratory therapy, lab tests, imaging services, drugs and biologicals, and



{-
transportation. Variation in the use-of these services is reflected in the RUG-III system only to

the extent (\t"hat their use is correlated with the use of nursing and therapy services.
P

Alfhough anecdotal, early evidence indicates that some Medicare patients are in fact

’

having dif:ficulty accessing care in SNFs. The problem is hot the PPS by itself, but the mismatch
between pélyments and costs for patients-who require relatively high levels of nontherdpy

ancillary sérvices and supplies. Accordingly, the Commission recommended in our March report

that the Secretary continue to refine the classification system to improve its ability to predict th¢
use of non;‘herapy services and supplies.. Aﬁ improved classification system would match
payments rjpore closely to beneficiaries’ néeds for services and help to avoid access prob]ems
among me%lically complex patients.

i

!
!

Home health services

Before the';BBA, home health agencies were paid on the basis of éosts, subject"to limits based on

per-visit costs. The BBA directed the Secretary to implement a prospective payment system

effective Q:ctober 1999 and established an interim payment system (IPS) to control the growth in

.
ey

spending u:ntil the PPS was implemented. The IPS reduced limits based on costs per visit and

\

added an a&erage per-beneficiary cost limit based on a blend of agency-specific costs and average

per-patient costs for agencies in the region. Home health agencies are now paid the lower of

3

their actua]1 costs, the aggregate per-beneficiary-limit, and the aggregate per-visit limit.
N ‘ »




Following a dec.ade of ;:'xtremely rz;pid growth, outlays for home health services actually
fell -in 1998, the first year o'f .the IPS. The home healtk} industry contéﬁds that the IPS has been
responsible for large numbers of agenéy closures and that it has adversely affected care.
Beneficiary advocates have echoed these sentiments. In response to'such concerns, the Congress
last fall directed MedPAC to examine thevimpact of the IPS on Qccess to home health services.

Our analysis is contained in our June 1999 report.

MedPAC found that fewer Medicare beneficiaries are receiving hom?: health care than in
the recent past, t,hie_ .n_gm.ber _Qf visits per user has decreased, and the n:umber of agencies haéﬂ
declined. Based on-a survey of home health agencieé conducted for MedPAC by Abt /!%ssocihtes,
Inc., we found t-hat some agencies report they no longer accept, or are likely to discharge earlier,
“certain types of patients because of the payment changes. We also C(;nvened a paﬁel Qf experts
familiar with beneficiaries’ problems\accessin g ﬁomé health serv‘ices‘. The panel inaicated that
some beneficiaries are having more difficulty ob‘tainiﬁg services to which they believe they are

entitled under Medicare’s home health benefit.

These findings are consistent with the claim that the IPS;has hampe;¢a access, but they do
not te‘ll the whole story. First, numerous concur'rentvpo]icy changes have co‘ntributed to the |
changes we obsgrved. These policies include efforts by HCFA to reduce fraud ana ab’use.._-by |
stepping up oversight of home health care providers, impdsing a fourl-month moratorium on the
certiﬁcatidr; of new agencies in ea;ly‘ 1998, and adopting a new bill-processing policy.

Concurrent policy changes also include enactment by Congress of a much stricter per-beneficiary

10



limit for‘nf%w‘home agencies. The new limit has probably reduced entry into the home health

care market significantly.

Changes in the use of home health services may also reflect confusion about the [PS on

the part of home care providers. Anecdotal evidence suggests that some home health agencies

have interpreted the per-beneficiary limits to apply to specific Medicare beneficiaries, not to the

‘agency’s average cost per beneficiary as intended by the BBA. Thus, some agencies may be

failing t recognize that costs for beneficiaries who use a large number of visits can be balanced

_against the'costs of short-stay users.

i

. Fini{lly, it is impossible to determine whether the changes in use of home health services

that have béen observed during the past two years are appropriate. It is difficult in part because

Medicare’s standards for eligibility for and coverage of home health services are too loosely

defined. MedPAC recommends in our June report that the Secretary should speed the

development of regulations that would outline home health care coverage and eligibility criteria

based on the clinical characteristics of beneficiaries and that she should recommend to the

Congress the legislation needed to accomplish the implementation of those regulations.

i

i
i
i

MedPAC is also concerned that the timetable for implementing prospective payment for
home health services is very tight. Accordingly, we recommend in our June report that Congress
explore the§ feasibility of establishing a process for agencies to exclude a small share of their

i

patients—say 2 percent—from the aggregate beneficiary limits. Under our recommendation,

o




Medicare would reimburse care for excluded patients based on the lesser of actual costs or the
P

aggregate per-visit limits. MedPAC believes that such a policy should be implemented in a

budget-neutral manner. . »

Physicians’ services

‘The BBA réplaced the volume performance standard system that hz{d been used to update
physicians’ fee:;; with a ’new sustainable gréwth rate (SGR) systerﬁ. Under the SGR, the annual
update each year depends on how Medicare’s cumulative actual fee-for-service spending from
1997 to the update );ear compares with cumulative allowed spendi‘ng for the same period.
Cumulative allowed spending reflects actual and projected fees for physicians‘\services,
anticipated Part B feé-for-service‘ enrollment, projected real gross do‘m'estic product per capita,

and changes arising from laws and regulétions other than the SGR system.

Two technical aspects of the SGR system have come under criticism: the Secretary’s lack
of authority to correct for projection errors and the potential for oscillations in fee updates.

MedPAC concurs with these criticisms and recommended in its March report that Congress enact

legislation to address them.

Because the SGR is cumulative, uncorrected projection errors affect all subsequent
updates. This happened in 1999, when an unexpected slowdown in Medicare+Choice enrollment

| growth led to a smaller than projected deqlirie in Part B fee-for-service enrollment. To addres$

/

g 12
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this problefn, MedPAC recommended in its March report that the Congress require the Sé'cretary

to correct estimates.used in SGR system calculations every vyear.

<

j , :
The potential for oscillation in fee updates arises from problems with the data and
methods used to calculate the Lipdates, These problems are likely to lead to extreme positive and
negative up'dates. MedPAC recommends legislation to correct these problems and modulate

swings in updates.

i
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Mr. Chairman and Members of the Comm ttee:

I am pleased to be here today as you discuss the effect of the Balanced Budget
Act of 1997 (BBA) on the Medicare fee-for-service program. The BBA set in motion
significant changes that attempted to both modernize Medicare and rein in spending.
The act’s combmatlon of constraints on provider fees, increases in beneficiary
payrments, and structural reforms is projected to lower program spending by $386
billion over the next 10 years. Because certain key provisions have only recently or
have not yet been phased in, the full effects on providers, beneficiaries, and taxpayers
wrought by the BBA will not be known for some time.

My cqinments focus on the payment reforms for providers under the fee-for-

- service portion of the program. T will concentrate on the changes made to skilled

nursing facility (SNF) and home health agency (HHA) payment policies. Although the
BBA mandated similar reforms for other types of providers, the SNF and HHA changes
are, at this time, farthest along in their implementation. These provisions were
enacted in rQsponse to continuing rapid growth in Medicare spending that was neither
sustainable nor readily linked to demonstrated changes in beneficiary needs. These
provisions represented bold steps to control Medicare spending by changing the
financial incentives inherent in provider payment methods to promote more efficient
service delivery. Yet the Congress is coming under increasing pressure from providers
to revisit these reforms. As additional BBA provisions are implemented, and other
providers feel the effects of the mandated changes, calls for modifications may -
continue or even intensify. How responsibilities to current and future seniors, the
American taxpayer, and the health care provider community are balanced will shape
the resulting responses. Achieving the appropriate balance will require recognition of
legitimate concems about beneficiary access and the ability of prowders to adjust to
the new payment methods.

Calls by providers to moderate the effect of BBA changes come at'a time when
federal budget surpluses and smaller-than-expected increases in Medicare outlays may
make it easier to accommodate higher Medicare payments. Indeed, many provider
groups contend that BBA changes produced more savings than originally intended. The
Congressmnal Budget Office has revisited and lowered its estimates of Medicare
spending since BBA enactment. As a result of the lower projected spending, the
estimated savings from the BBA provisions will represent a proportionately larger
share of Medicare expenditures. Lower projected Medicare spending, however, does
not necessarily mean that the effect of the BBA changes was greater than intended.
Rather, it mereély raises again issues of how much the federal government should pay
for health care for the elderly and what payment levels are appropriate for the various
provider groups

v
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The BBA miandated the continued movement of fee-for-service Medicare away
from cost-based reimbursement methods and toward prospective payment systems
(PPS). The goal is to foster more efficient provision and use of services to lower
spending growth rates, replicating the experience of acute care hospitals after a PPS
" was implemented, beginning in the mid-1980s. The BBA mandated such payment
systems for SNFs, HHAs, hospital outpatient services, and certain hospitals. On July
1, 1998, SNFs began a 3-year transition to a PPS.! An interim payment system (IPS)
for HHAs was phased in beginning on October 1, 1997, and a PPS is scheduled to be
. implemented for all HHAs on October 1, 2001.2

In brief, both SNFs and HHAs have felt the effect of the BBA provisions, and
both industries will need time to adapt, but the calls to amend or repeal the new
payment systems are, in our view, premature. The SNF PPS was implemented with a~
3-year transition to the fully prospective rates, and facilities are phased into this
transition schedule according to their fiscal year; thus, the adjustment time has been
built into the PPS schedule. Current concerns that the PPS is causing extreme
financial pressures for some SNFs need to be systematically evaluated on the basis of
additional evidence. Several factors suggest that the problem may be less severe than
is being claimed by providers. Nevertheless, certain other modifications to the PPS
may be appropriate because there is evidence that payments are not being
appropriately targeted to patients who require costly care. The potential access
problems that may result from underpaying for high-cost cases will likely result in
beneficiaries' staying in acute care hospitals longer, rather than forgoing care. This is
a safety net for beneficiaries while modifications are made. The Health Care '
Financing Administration (HCFA), which has responsibility for managing the Medicare
program, is aware that payments may not be adequately targeted to high-cost
beneficiaries and is working to address this problem.

As a result of the swift implementation of the home health IPS and the lack of
a transition period, the BBA's impact on home health agencies has been more
noticeable. -The number of participating agencies declined by 14 percent between
October 1997 and January 1999, and utilization has dropped to 1994 levels, the base
year for the IPS. However, since the number of HHAs and utilization had both grown
considerably throughout most of the decade, beneficiaries are still served by over
9,000 HHAs—-approximately the same number that were available just prior to the

'The SNF PPS will be phased in on the basis of facility cost-reporting years. During
the transition, payment rates will be a blend of a declining portion of a facility-specific
historical amount and an increasing portion of the national prospective rate.

The BBA required the HHA PPS to be in place in fiscal year 2000. Subsequent
legislation delayed the implementation by 1 year and eliminated the phasing in of the
system. '
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recent declines. Our interviews with HHAs, advocacy groups, and others in rural
areas that lost a significant number of agencies indicated that the recent decline in
HHAs has not impaired beneficiary access. While the drop in utilization does not
appear to be related to HHA closures, it is consistent with IPS incentives to control
the volume of services provided to beneficiaries. In short, after years of substantial
increases in home health visits, the IPS has curbed the growth in home health
spending. Some of the decline in utilization appears to involve greater sensitivity to
who qualifies for the home health care benefit, with some who do not qualify, but who
may have been previously served, not receiving services now. ' There are indications,
however, that beneficiaries who are likely to be costlier to serve than the average may
have more dlfﬁculty than before in obtaining home health services because the
revenue caps imposed by the IPS are not adjusted to reflect variations in patient
needs. This problem should be ameliorated with the implementation of the PPS. In
designing the PPS, it will be essential that HCFA adequately adjust payments to
account for the wide differences in patient needs.

To date; the principal lessons to be drawn from the SNF and HHA payment
reforms and thew implementation are that

- the particulars of payment mechanisms largely determine the extent to which a
reform option can control excess government spendmg whﬂe protecting
beneficiary access to care and

- révisiipns to newly implemented policies should be based on a thorough
assessment of their effects so that, at one extreme, policies are not-unduly
affected by external pressures and premature conclusions and, at the other
extreme, policies do not remain static when change is clearly warranted.

BACKGROUND

Medicare is the nation’s largest health insurance program, covering about 39
million elderly and disabled beneficiaries at a cost of more than $193 billion a year.
The sheer size of this program during a pericd of particular concern over government
spending made it the target of spending reforms. That Medicare was growing faster
than the overall economy and the Medicare Hospital Insurance Trust Fund was facing
imminent depletlon only heightened attention on this program. Medicare expenditures
had been rising at an average annual rate of 10.1 percent between 1985 and 1995 (see
fig. 1). While the outlook for the federal budget has changed, with projected surpluses
replacing deficits, the importance of ensunng that Medicare is an efficient purchaser
of health services remains. :
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Figure 1: Average Annual Rate of Growth in Medicaré Expendit.ures’, 1985-95, by Type
of Provider '

‘

All Providers
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Departments |
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Home Health Agencies
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. Despite significantly lower projected spending due to BBA reforms, there is a
growing consensus among experts, including the trustees of the Medicare Hospital
Insurance Trust Fund, that additional reforms are needed. As the baby boomers reach
retirement age, the pressures on Medicare program spending will intensity. Fueled by
medical technology advancements that allow more and better treatments for a larger
portion of the elderly, Medicare spending growth will continue to be an important
budgetary issue. The Congressional Budget Office projects that by 2009 Medicare’s
expenditures as a portion of the gross domestic product will rise almost one-third.
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INDUSTRY AND OTHER CONCERNS ABGUT
SNF PPS REQUIRE THOROUGH ANALYSIS

Prior to the PPS, SNF's were paid the reasonable costs they incurred in
providing Medicare-allowed services. Although there were limits on the payments for
the routine portion of care-that is, general nursing, room and board, and
administrative overhead—payments for other costs—primarily ancillary services such as
rehabilitative therapy—were virtually unlimited. Because higher ancillary service costs
triggered higher payments, facilities had no incentive to provide these services
efficiently or only when necessary. Thus, growth in ancillary costs far outpaced the
growth in routine service costs between 1992 and 1995 and drove up overall Medicare
payments to SNFs (see fig. 2). Moreover, new providers were exempt from even the
routine caps.for their first 4 years of operation, which encouraged expansion of the
industry. . IR :

Figure 2: 'Péréentage Growth in SNF Routine and Ancillary Costs per Day, 1992-95
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Under the new PPS, facilities receive a payment for each day of care provided
to a Medicare-eligible beneficiary. This per diem rate is based on the average daily
cost of providing all Medicare-covered services, as reflected in facilities’ 1995 costs,
adjusted to take into account the nature of each patient’s condition and expected care
needs. By establishing fixed payments and including all services provided to
beneficiaries under the per diem amount, the PPS attempts to provide incentives for
SNFs to deliver care more efficiently and judiciously.

The PPS represents a major change to the previous incentives of cost-based
reimbursement and, as a result, Medicare treatment patterns that were influenced by
the previous payment method will need to be modified. Previously, SNFs benefited
~ from providing more ancillary services, without regard to the price paid for those
services, since Medicare’s payment was based on each facility’s actual costs. SNFs
that boosted their Medicare ancillary costs—either through higher use rates or higher
prices—will need to make more modifications than those that did not. Scaling back
these services, however, will not necessarily affect the quality of care. There is little
evidence to indicate that the rapid growth in Medicare spending was due to a
commensurate increase in Medicare beneficiaries' needs. Further, practice pattern
changes may not be very disruptive because Medicare patients constitute a small share
of most SNFs' business. And, blending facility-specific costs with the national PPS
rates during the transition will ease the adjustments for facilities that have a history of
providing many ancillary services.:

+ Recent industry reports, however, have questioned the ability of some
organizations operating SNF chains to adapt to the new PPS. Indeed, claims of
pending bankruptcies have been linked to the Medicare payment changes. It is likely,
however, that a combination of factors has contributed to the poor financial
performance of these businesses. For example, many of the organizations have other
lines of post-acute-care services—including the provision of outpatient rehabilitation
~ therapy and ancillary services to affiliated SNFs as well as independent SNFs. The
PPS may have affected the demand for these services, but other BBA provisions likely
have had an effect as well.® In addition, some of these organizations invested heavily
in the nursing home and ancillary service businesses not long before the enactment of
the PPS, both expanding their acquisitions and upgrading facilities to provide higher-

%The BBA applied a per beneficiary payment cap of $1,500 for outpatient physical and
speech therapy and a $1,500 cap for outpatient occupational therapy, although neither
cap is applicable to services provided through a hospital outpatient department. These
limits will not apply to Medicare beneficiaries during a Medicare-covered SNF stay,
but could affect Medicare SNF residents if their stay is not covered by Medicare. This
provision, in combination with consolidated billing for all services under the PPS,
could limit some providers’ ability to sell therapy and other ancillary services to other
SNFs. :
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intensity services. Yet HCFA had been developing a PPS for some time that would
curtail unnecessary growth in ancillary payments. We are studying these issues and
will pri:)vidé more details later this year on the effect of the PPS on solvency and
beneficiary care.

; .

Whiié we think that industry concerns about the financial viability of SNFs
operating under PPS have not been substantiated and may be premature, we have
identified three key PPS design issues that may affect Medicare’s ability to realize
program savings and may limit beneficiaries’ access to care. First, we are concerned
about the SNF case-mix adjusters, which are needed to ensure that facilities serving
patients w1th more intensive care needs receive adequate payments and, conversely,
that SNFs are not overcompensated for patients with lower care needs.- The current
case-mix adjusters preserve the opportunity for SNFs to increase their compensation
by supplying potentially unnecessary services. A SNF can benefit by manipulating the
services provided to beneficiaries, rather than increasing efficiency. For example, the
payment for a patient who requires 143 minutes of therapy care daily is $286 per day,
compared with $346 for a patient who requires 144 minutes (see table 1). Thus, by
providing an excaa few minutes of therapy to certain patients, a facility could increase
its Medlcare payments without a commensurate increase in its costs. Rather than
improving efﬁ(:lency and patient care, this might only raise Medicare outlays. We
believe that HCFA needs to continue its research into a classification system that is
less dependent on service use and more closely tied to patient characteristics and
needs. It also.must provide adequate oversight to ensure that providers properly
classify paments and do not manipulate service provision to take advantage of the
classmcatlon system

Table 1: Comnanson of Length of Average Daily Therapy and per Diem SNF Payments
for leferent Rehabilitation Case-Mix Groups

4

| Rehabilitation’ case- Length of avérage daily Per diem payment (federal
mix groups therapy (for 5 days per week) | unadjusted rate for urban
: i : facilities)

“Ultra high 144+ minutes $346
Very high 100 to 143 minutes ‘ 286
High 1 65 to 99 minutes ] 250
Medium : , 30 to 64 minutes | 239
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Our second concern is whether the system adequatelv identifies the most
expensive patients and adjusts payment rates accordingly. This concern emanates
from limitations in the data HCFA had available to establish the case-mix groups and
the rates. The classification system was based on a small sample of patients and,
because of the age of the data, may not reflect current treatment patterns. As a result,
the classification system may aggregate expensive patients with widely differing needs
into too few groups to distinguish adequately among patients’ resource needs. In
addition, the classification system does not take into account varying nontherapy
ancillary service needs and is likely to overpay SNFs for treating patients with low -
service needs and underpay those SNFs treating patients with high service
requirements. These design weaknesses could result in access problems or inadequate
-care for some high-cost beneficiaries. Hospitals have reported an increase in
placement problems due to the reluctance of some facilities to admit certain
beneficiaries with high expected treatment costs, which will increase hospital lengths
of stay for these patients. HCFA is aware of the limitations of the case-mix adjusters
and is working to refine these measures to more accurately reflect patient differences.

Finally, we are concerned that the cost reports submitted to Medicare for the
year on which payments are based (1995) include unreasonable costs and may
establish payments levels that are too high. Most of the data used to establish these
rates have not been audited and are likely to include excessive ancillary costs,
because the prior system had no incentives to constrain such costs. Moreover, it is
likely that the base year includes too many services and that the costs per service
were inappropriately high.

HHA CLOSURES AND DECLINING
UTILIZATION SIGNAL IPS IMPACT, BUT
THERE IS LITTLE EVIDENCE OF IMPAIRED ACCESS

Medicare spending for home health care rose at an annual rate of 25.2 percent
between 1990 and 1997. Several factors accounted for this spending growth, most
notably the relaxation of coverage guidelines. In resporse to a 1988 court case, the
benefit was essentially transformed from one that focused on patients needing short-
term care after hospitalization to one that serves chronic, long-term-care patients as
well.* Thus, Medicare may now be covering services that would previously have been
paid for by Medicaid or by beneficiaries themselves. The loosening of coverage and
eligibility criteria contributed to an increase in the number of beneficiaries receiving
services. Between 1990 and 1997, the number of Medicare home health users per
1,000 beneficiaries increased from 57 to 109.° Associated with the increase in

‘Duggan v. Bowen, 691 F. Supp. 1487 (D.D.C. 1988).
These numbers reflect Medicare fee-for-service beneficiaries only.
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Abeneﬁmarles being served over this period was the near doubling of Medlcare-certlﬁed
HHAs to 10,5624 by 1997.

Also:contnbutmg to the historical rise in spending were a payment system that
provided few incentives to control how many visits beneficiaries received and lax -
Medicare oversight of claims. Between 1990 and 1997, the average number of visits
per user climbed from 36 to 73. HHAs could boost revenues by providing more
services to 'more beneficiaries, a strategy that could actually help HHAs avoid being
constrained by Medicare’s limits on payments per visit." There is evidence that some
HHAs provided visits of marginal value. For example, as we noted in a previous
report, even when controlling for diagnoses, substantial geographic variation exists in
the provision of home health care.”. In 1996, the average number of visits per user in -
the West South Central region (Arkansas, Louisiana, Oklahoma, and Texas) was 129,
compared with 47 in the Middle Atlantic region (New York, New Jersey, and
Pennsylvania). While the precise reasons for this variation are not known, there is no
reason to assume that it was warranted by patient care needs. Evidence indicates that
at least some of the high use and the large variation in practice represented
inappropriate care.® Medicare oversight declined at the same time that spending
mounted, contributing to the likelihood that inappropriate claims would be paid. The
proportion of claims that were reviewed dropped sharply, from about 12 percent in
1989 to 2 percent in 1995, while the volume of claims almost tripled.

To control spending while ensuring the appropriate provision of services, the
BBA mandated expeditious implementation of the IPS while the PPS was under
development. Prior to BBA, HHAs were paid on the basis of their costs, up to
preestabhshed limits. The limits were set for each type of visit but were applied in
the aggregate for each agency; that is, costs above the limit for one type of visit could
still be pald if costs were sufficiently below the limit for other types of visits. The IPS
lowered th¢ visit payment limits and subjected HHAs to an aggregate Medicare

6Agencles could avoid the payment lmuts by lowering their per visit costs in two ways .
by serving less expensive patients with shorter visits and by providing more visits-and
thereby spreadmg fixed costs over more visits.

"Medicare: Home Health Utilization E}_qgands While Program Controls Detemorate

(GAO/HEHS-QG—IG Mar. 27, 1996).

8Medicare: “Imnroper Actmtxes by Mid-Delta Home Health (GAO/T-OSI-98-6, Mar. 19,
1998) and Department of Health and Human Services, OIG, Variation Among Home
Health Agencies in Medicare Payment for Home Health Services (Washington, D.C.
HHS, July 1995). Our 1997 analysis of a small sample of high-dollar claims found that over
40 percent of these claims should not have been paid by the program. See Medicare: Need -

to Hold Home Health Agencies More Accountable for Inapprop_rlate Billings (GAO/HEHS- 97— .
108, June 13, 1997)
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revenue cap based on a historical per beneficiary amount that factors in both agency-
specific and regional average per beneficiary payments. The purpose of the cap is to
control the number of services provided to users. The blending of agency-specific and
regional amounts accounts for the significant differences in service use across
agencies and geographic areas. For new HHAs, without historical cost data, the caps
are based solely on the national median. Because per beneficiary limits are tied. to
fiscal year 1994 payments, the new payment limits will be more stringent for agencies
and areas that experienced significant growth in the number of visits per user between
1994 and 1997. Notably, the growth in Louisiana, Oklahoma, and Texas, where 1994
utilization levels were approximately twice the national average, greatly exceeded the
average increase nationally. - By comparison, utilization levels declined in one-fifth of
the states with utilization levels below the national average in 1994, making it easier
for HHAs in those states to cope with the cap.

In contrast to the SNF PPS, the IPS had a more immediate effect on-the
operation of providers because there was no gradual transition to imposition of the
revenue cap. The IPS was phased in according to an HHA's cost reporting year—-61 -
percent of agencies came under the IPS by January 1, 1998, and the remainder by
September 30, 1998. Moreover, unlike the situation with SNFs, Medicare beneficiaries
represent a substantial proportion of the patients served by HHAs. The closure of a
significant number of HHAs occurred after the IPS was implemented. Between
October 1, 1997, and January 1; 1999, 1,436 Medicare-certified HHAs stopped serving
Medicare beneficiaries. However, because of the growth in the industry since 1990,
there were still 9,263 Medicare certified HHAs in January 1999-only 500 fewer than in
October 1996. (See fig. 3.)
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Figure 3: Change in Number of Medicare-Certified HHASs, October 1, 1995, Through
January 1, 1999
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Forty percent of the closures were concentrated in three states that had
experienced considerable growth in the number of HHASs and had utilization rates
((visits per user as well as users per thousand fee-for-service beneficiaries) well above
the national average (see table 2).. Furthermore, the majority of closures occurred in
urban areas that still have a large number of HHAs to provide services. The pattern of
HHA closures suggests a response to the IPS. The IPS revenue caps would prove
pamcularly stringent for HHAs that provided more visits per user, for smaller
agencies, for those with less ability to recruit low-cost patlents and for newer
agencies. In fact, HHAs that closed had provided over 40 percent more services per

1
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user than agencies that remained open. Closing HHAs were also about half the size of
those that remained open, and they had been losing patients before the
implementation of IPS. .

Table 2: Decline in HHAs and Chang.es in Utilization Nationally and in Three High-Use
States :

HHA closures as Number of Pecple served per 1,000 Visits per user

a percentage of Medicare- Medicare fee-for-service :

active agencies, certified ‘ enrollees

Oct. 1, 1997 -HHAs, Jan. 1,

1999
1994 | 1997 | Percentage | 1994 | 1997 | Percentage
, change change

Nationwide -14.0 9,263 | 94.2 | 109.2 159 | 66.0 72.9 10.5
Louisiana -21.6 407 | 138.6 | 1573 135 | 126.8 | 161.0 28.0
Oklahoma -23.2 269 | 108.9 | 1319 21.1 ] 106.7 | 147.0 39.1
Texas -20.1 1,580 | 106.9 -] 133.7 25.1 | 974 | 1410 44.8

Despite the widespread attention focused on closures, the critical issue is
whether beneficiaries who are eligible to receive services are still able to do so.
Utilization rates during the first 3 months of 1998 are consistent with IPS incentives to
control costs. Home health utilization in the first quarter of 1998 was lower than
during a comparable period in 1996 but was about the same as during a comparable
period in 1994—the base year for the IPS. Moreover, the sizeable variation in
utilization between counties with high and low use has narrowed. In counties without
an HHA, both the proportion of beneficiaries served and the visits per user declined
slightly during the first 3 months of 1998, compared with a similar period in 1994, but
~ these counties’ levels of utilization remained above the national average. Our

February 1999 interviews with officials at HHAs, hospital discharge planners, advocacy
groups, and others in 34 primarily rural counties with significant closures indicated
that beneficiaries continue to have access to services. Some of the decline in
utilization appears to be for beneficiaries who no longer qualify for the home health
care benefit. However, these interviews also suggested that as HHAs change their
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operations in response to the IPS, beneficiaries who are expected to be costlier than
average to treat may have increased difficulty obtaining home health care. The '
pending 1mplementat10n of the PPS, which will adjust payments to account for costher
patients, has the potentlal to amehorate future access problems.’

CONCLUSION

The BBA made necessary and fundamental ‘changes to Medicare’s payment
methods for SNFs and HHAs to slow spending growth while promoting more
appropriate beneficiary care. Further refinements are required to make these systems
more effective. However, the intentional design of these systems is to require
inefficient providers to adjust their practice patterns to remain viable.

The very boldness of these changes has generated pressure to reverse course.
In the current environment, the Congress will face difficult decisions that could pit
particular interests against a more global interest in preserving Medicare for the long
term. As PPSs are implemented for rehabilitation facilities and hospital outpatient
services, and as SNF's continue their transition to full PPS rates, provider complaints
about tight payment rates and impaired beneficiary access will continue to be heard.
It is important that the implementation of these new payment mechanisms is
monitored to ensure that the correct balance between appropriate beneficiary access
and holding the line on Medicare spending is being achieved. Our work suggests that
it would be premature at this juncture, however, to significantly modify the BBA’s
provisions without thorough analySIS ora f:«ur trial of the provisions over a reasonable
period of mne

Mr. (?hairman, this concludes my prepared statement. I will be happy to
. answer any. questions you or other Members of the Committee may have.

GAO CONTA_CT AND ACKNOWLEDGMENTS

!

- For future contacts regarding this testimony, please call William J. Scanlon at
(202) 512-7114. Individuals who-made key contributions to this statement mclude
Carol Cart;er and Walter Ochmko

(101855)

®*For addiﬁ(;nal information on the impact of the home health IPS on beneﬁciary

access, see: Medicare Home Health Agencies: Closures Continue With Little Evidence
Beneficiary Access Is Imnalred (GAO/HEHS-99-120, May 26, 1999). °
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Testimony before the U.S. Senate Finance Committee

Mr. Chairman and Members of the Finance Committee, thank you for inviting the
Federation to testify today. The Federation represents almost 1700 privately-owned and
managed hospitals nationwide. Within our membership are a large number of specialty
hospltals including rehabilitation fac1lmes an area which will receive spec1al attention in

my testlmcmy
ITwill fq;:us briefly on four topics this morning:

1. Thej 1997 BBA cut Medicare spending by almost $200 billion over five years —
almost $100 billion more than was expected when it passed in October 1997.
Medicare had been growing at an average annual inflation rate of 10% in the
‘90’s. The goal of the BBA was to slow that growth to about 5.5% a year. Last
year, the first year under the BBA, Medicare hospital spending actually fell, and
all Medicare spending increased just 1.5%. For FY ’99, Medicare spending will
fall lby 1.6% and Medicare Part A spend.ng will fall by 5.2%.

2. Recent studles have shown that these cuts are having a significant negative
lmpact on hospital margins and hospital operations. Rural hospitals have been
impacted most dramatically.

3. Prif)rities for BBA Repair. While many services have been hit hard by the 1997
BBA, the Federation has prioritized three areas where Congress could most
effectively address hospital policy and reimbursement problems:

},

. Fix Unplanned and Unfair Outpatient PPS Cut of 5. 7%, or $900 mx!lwn per year

- Repeal Hospital Transfer Policy

* Restore Excess Cuts in Bad Debt Reimbursement

4. Prospective Payment for Rehabilitation Hospitals. HCFA is crafting
rehabilitation hospital PPS rulés, as directed by the BBA, for release in FY 2000.
This system must be a per discharge base system (like DRGs) similar to that in
place for acute care hospitals, and not a per diem system (like RUGS) similar to
what has been adopted for nursing facilities.

i. The BBA Far Overshot Its Savings Targets. The Budget Process That
Pﬁroduced This Result Is Fundamentally Flawed
The goals of the 1997 Balanced Budget Act were laudable, and hospitals and the
communltles they serve are pleased that the federal budget is balanced and that
significant surpluses were created. Still, the fact is that Medicare provider payments
were far and away the largest contributor to deficit reduction in the 1997 BBA, with $103
bxlllonvm net Medicare savings, as it was scored at passage. In real terms, however, the




1997 policies far overshot the mark for Medicare savings in the BBA. Real Medicare
savings from the BBA are now likely to exceed $200 billion from FY98-FY02.
Unfortunately for health providers, budget reductions are a “one way ratchet”. When
HCFA and the CBO underestimate the impact of budget reduction policies, the “extra”
money that is saved is gone — forever - into the great beyond of the budget surplus.

The 1995 Budget Reconciliation Bill that was vetoed contained a “look back™ provision
that would have ensured that only the intended level of Medicare spending reductions
took place. Under the 1995 provisions, Medicare policies could have been adjusted
periodically to ensure that the Medicare program hit the targeted savings in the bill. As
we all know, that bill was vetoed. Unfortunately, the 1997 BBA included no such
provision. So when the actual savings from the 1997 BBA far exceeded those projected
by CBO and HCFA, health care providers had no recourse -- nor did Congress. The
money is gone. It certainly helps the surplus. But, it also certainly is unfair to health
providers and the seniors they care for.

If we look at FY99, in March, CBO projected that Medicare would spend almost $20
billion less than was expected under the BBA when it passed. Actual spending :cw
appears likely to be over $25 billion less than targets in the BBA. Pre-BBA, Medicare
was projected to spend $248.2 billion in FY99. The BBA was expected to reduce that
number to $233 billion, but based on actual spending from the Treasury, Medicare
spending will actually be about $208 billion for FY99. This is 825 billion less than
anticipated in the legislation Just 18 months ago. (See Attachment “A”)

For hospitals, under the BBA, Medicare spendmg was expected to be held to $107.3
billion for FY99—about a 1.5 growth rate. Reality is that Medicare hospital spending is
now expected to be just $101.4 billion, a 2.3% real reduction from FY98, and over $6
Billion less for FY99 than was projected only 18 months ago. For most hospitals, there is
no way to handle negative 2.5% spending trends without an 1mpact on patient care. It is

simply not possible.

How could this happen? There are many factors, and I would be happy to address the
details in the question period. But the vast bulk of these traumatic spending reductions
resulted from policy changes in the BBA -- policies whose impact was not fully
understood and thus were significantly underestimated at the time the BBA was crafted.
Contrary to what others might argue, enhanced fraud and abuse and inflation differences
are a very small piece of the $100 billion scoring difference in the last 18 months. This
isn’t CBO’s fault, or HCFA’s. They do the best scoring they can, at the time they are
asked. It is a fundamental structural flaw in the budget process. CBO is asked to project
~ or “guesstimate” - the impact of major policy changes in the behavior of health
providers over a five-year period -- a multi-billion dollar snap shot in a rapidly changing
system. In past Reconciliation Bills in 1987, 1990 and 1993, they had over-estimated the
savings impact of many Medicare proposals, and were frustrated when spending did not
fall. Butin 1997, partly due to that historical experience, they massively underestimated
the impact on virtually all providers — hospitals, nursing homes, home health, and
Medicare risk contractors. It is a virtually impossible task to project accurately. Still,



sadly, the government’s contractors have to try to live with the 'very unpleasant results of
a very inaccurate science. There are better ways — the model in the vetoed 1995 BBA is
just one example.

So, whatz;is the-impact of the 1997 Medicare BBA policies?

ii. Two major recent studies have shown that there is a significant and growing
negative impact on hospitals, and that pain is growing. For rural hospitals the
lmpact is most damaging,

In recent months, two comprehensive studies have been completed analyzing the impact
of the 1997 BBA, one by Ernst and Young and HCIA, and another by the Lewin Group,
commlssmned by the AHA. Guy King, HCFA’s former Chief Actuary, now working
with Ernist and Young, oversaw the study commissioned by the Federation, “4 ,
Comprehensive Review of Hospital Finances In the Aftermath of the Balanced Budget Act
of 1997°.  The studies had similar findings, with both finding very negative margin
impacts across virtually all care settings, as a result of the BBA.

A summary of the “Key Findings” of the Ernst and Young/HCIA is attached to thls

testlmony (See Attachment “B”) Among the findings:

 Medicare hospital margins have declined to .1% in 1999.

e Medicare outpatient margins are negative 17% now, declining to negative 2.8% by
2002 under the BBA. And this is BEFORE the additional 5.7% unanticipated
reductlon in the new Outpatient PPS Regulation crafted pursuant to the BBA.

e Total margins for small. rural hospitals will fall from 4.2% in 1998 to negative 5.6%
in 2002 largely due to the BBA.

The lmpact of the BBA has been severe across all sectors of health care, regardless of
type of provider or their capital structure. The bond and stock markets have certainly
taken note of the impact the Balanced Budget Act is having on health care concerns.
Moody’s Investors Service, in its February 1999 report, noted the negative credit health
of health systems and said that it expects high rating volatility and deteriorating credit to -
continue, largely due to the BBA. For the first time, Moody’s noted significant credit
difficulties for Aa-rated hospitals. As credit ratings decline, the cost of capital increases
~ which puts additional pressure on hospital operating margins. Health care stocks have
plurriméted over the course of the last 18 months, with many sectors, including hospitals,
droppin“g 40% in value. (See Attachment “C") This, at a time when the rest of the market
is reachmg new highs. Health care has been the worst sector of the economy for the past
two years Why? The BBA

Hospltals invest heavily in capital and assets to finance improvements.in their
infrastriicture and technology. The ability to borrow capital to finance equipment
purchases to maintain and improve patlent care is key to maintaining the health care
quality-of patients in commumnes across the nation. :

J




So. if the BBA went too far, what should Congress fix?

iil.

Priorities for BBA Repairs. The BBA reduced spending by almost $100 Billion
more than intended, yet we know Congress will not restore that level of spending.
There are easily $25-30 Billion, over 5 years, of legitimate BBA fixes that are
needed, but understanding that a package of repairs is more likely to be in the $10-
$20 Billion range, we have strictly prioritized our concerns:

a) Outpatient PPS

Outpatient payment policy has been flawed for many years; the chief flaw being
that beneficiaries were paying too much for their share of the cost of the services
they received in outpatient settings. Over the course of a number of years,
HCFA, hospitals and beneficiary groups worked together to fashion a remedy that
was based on sound policy that was fair and that involved compromise of all
parties. The essence of that policy was included in the 1997 BBA, and was
clearly intended to be implemented in a package that was budget neutral. Budget
savings totaling $7.2 billion were included as part of the BBA through a number
of outpatient related. provisions, including the elimination of the so-called
“formula-driven overpayment.” While these BBA payment reductions clearly
have serious financial implications for hospitals, hospitals accepted those cuts in
good faith, as a painful but necessary step toward a more rational prospective
payment system (PPS) that was budget neutral and included no additional cuts.

The language in both the House and Senate versions of BBA that were voted on by,
both chambers and went to Conference were identical versions of the OPD PPS
system. In the final drafting of the Conference language, technical changes were
made to the provision. When the bill was signed into law, both HCFA and
hospital groups believed the final language had the same budget neutral effect as
what was included in the House and Senate bills. It wasn’t until August 1998,
when HCFA began drafting the implementing rule, that the agency discovered the
minor formula change in the Conference Report language governing budget
neutrality. HCFA estimates that its interpretation of that language will cost
hospitals an additional $900 million per year or $4.5 billion over five years -
a totally unexpected, unfair and massive additional cut.

Allow me to elaborate. The way the Secretary of HHS was instructed to calculate
the total amount of beneficiary co-payments was ambiguous. HCFA, in its
interpretation of the statutory language, has proposed in its rule that hospitals, due
to the technical change made in the final drafting process, would be expected to
shoulder an additional 5.7% cut in their outpatient payments. The 5.7% is an
average, across all hospitals; rural hospitals are estimated by HCFA to face an
additional 7.4% cut. We believe strongly that HCFA’s interpretation is
fundamentally inconsistent with Congressional intent. Never was there a
discussion among Members, or with HCFA, of the technical change in the
language or the intent behind the change. T‘here is no mention in the Conference
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Report of any intention to further reduce paymenis for services in outpatient
settings to achieve additional savings. There is no mention anywhere in the
legislative record or any analysis of the provision of this additional cut aimed at
hospitals. The provision was never reviewed by CBO for scoring purposes.
Basically, hospitals have been “sucker-punched” with a new and totally
unexpected $900 million per year cut. And this is just the latest estimate of
overall impact -- when this was discovered last summer the impact was estimated
to be 3.8% or a $450 million cut on hospitals. Earlier this year that figure was
revised to 2.8%, then just a few weeks ago that figure was revised upwards to
5.7%. Clearly this uncenainty adds enormously to the angst hospitals already
feel from the BBA. But more importantly, Mr. Chairman, how can we be certain
that the cuts will not run even higher?

Hospltals and outside legal experts believe that HFCA is not required to follow its
current narrow reading of the language of the statute. We believe it has the
flexibility to adopt a rule reflecting Congress’ clear intent. Moving to outpatient
PPS was intended to be budget neutral policy — and $900 million additional
¢ut to hospitals’ bottom lines is not neutral to their budgets!

- Qutpatient margins have been estimated to fall to a negative 27.8% by 2002, even
without the additional cut. Adding this cut would push hospital reimbursement
for outpatient services even further into the red. (See At!achment “D”)y Thisis
bad for hospitals and worse for patients.

;We believe that HCFA has the ability, under the statute, to change its proposed |
rule and initial interpretation. -We hope Congress will clarify its intent to HCFA
tto restore budget neutrality and fix this clear inequity.

b) Repeal Hospltal Transfer Policy

As part of the BBA Congress enacted what is commonly known as “transfer
pohcy This policy cuts hospital payments for patients who are discharged to
;post-acute settmgs such as rehabilitation centers, nursing homes or to their home
when they receive home health care. This policy is ill advised and is
" fundamentally inconsistent with the essence of a prospective payment system.
© The foundation of PPS is to reward hospitals for efficient behavior, one indicator
" of which is shorter hospital stays. Transfer policy undermines the incentive to act
- efficiently because hospitals suffer a financial penalty for doing so.

. Even more important, transfer policy turns its back on advances in patient care.

© One of the key advances of this decade with regard to patient care is the ability of

| hospitals to be responsive to each patient’s medical needs and treat those needs in

| the most appropriate care setting. Clearly, it is in patients' interest to move them
“to less intensive care settings where appropriate.




In addition, transfer policy creates an administrative nightmare for hospitals.

They are now required to keep track of what happens after a patient is discharged
to another setting. An illustration: A patient is discharged with no plan for further
treatment. Several days later the patient’s physician decides that they should
begin receiving home care, but does not notify the hospital. The hospital is now
at financial and legal risk. The original payment must now be adjusted to reflect
the per diem methodology rather than payment based on the DRG. This creates a
nightmare for hospitals by making them track patients post discharge and requires
them to constantly go back and readjust their charges. '

Finally, it is unfair to areas of the count y that have shorter than average lengths
of stay. Even when a patient is transferred for Jegitimate treatment purposes,
these hospitals are penalized with lower reimbursement simply because they have
better practice patterns and shorter lengths of stay. '

Medicare Bad Debt |

Under federal law, hospitals, as part of their contract with communities aqd
patients, treat all patients, regardless of their ability to pay. Until the enactment of
BBA, hospitals were fully reimbursed for Medicare-based bad debt, once a
hospital could show they exercised due diligence to collect the unpaid bill from
the patient. BBA cut that reimbursement to 55%.

As you know, there is a hefty $768 deductible charged to Medicare beneficiaries
for in-patient hospitalizations as part of the Medicare program. Almost 80% of
seniors are covered by Medigap insurance, which helps defray the costs of the
deductibles and co-pays. About 10% of seniors are poor enough to qualify for
Medicaid, which covers these costs. The remaining 10% of Medicare recipients —
the near poor — often cannot and do not pay their Medicare hospital deductible. It
is this population that accounts for the bulk of Medicare bad debt. The bottom line
is these patients do not have the money to pay, no matter how much time and
resources a hospital expends in attempting to collect the money.

This is a government program — hospitals that care for near-poor seniors should
not be financially disadvantaged for serving these deserving patients. Full
Medicare reimbursement for bad debt is essential to the survival of many
hospitals, particularly those with a high percentage of near poor Medicare
patients. Without this reimbursement, areas with a high concentration of elderly
poor patients, such as many rural areas, could be faced with reduced access to

services.

This policy was intended to impact all Part A providers in 1997, but due to a
drafting error, it unfairly singled out hospitals. Congress should restore
reimbursement for Medicare bad debt, as well as equity in its application to all
Part A providers. While there is a limited impact on the federal budget —
approximately $100 million per year — this funding is critical to the financial



health of hospitals that provide quahty care across this nation to low income
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Prospec}ive Pavment System for Rehabilitation Facilities

Some provisions of the BBA have yet to take effect, such as implementation of a

. prospective payment system (PPS) for rehabilitation facilities, which are currently paid
under a cost-based method. The BBA requires the Secretary of Health and Human
Services to develop a prospective payment system for rehabilitation hospitals and units
by October 1, 2000. The Federation has supported this move to a PPS. However,
whether the new PPS is a win for the program, taxpayers and Medicare beneficiaries
depends largely upon the choice of payment unit and patiént classification system.
Congress did not specify a particular approach when it enacted the BBA.

Rehabilitation hospitals and units provide medical care and intensive physical,
occupational and speech language pathology services and other rehabilitation therapy
services to patients, who because of disease, injury, stroke or similar conditions are
physmally and cognitively impaired. Because many of these conditions are associated
with aging, Medicare beneficiaries account for about 70% of admissions to rehabilitation
facilities. As such, it is critical that the Secretary design a PPS that accurately reflects the
duration and intensity of services needed by, and provided to these patients. If the PPS is
flawed, patient access to quality rehabilitation services will suffer.

To avoid adding rehabilitation services to the list of BBA problems, we support the PPS
approach recommended by the Medicare Payment Advisory Commission (MedPAC) in -
its March 1 report to Congress. The Commission has recommended a per- dxscharge
payment unit that classifies patients based upon functional status, diagnosis and age and
resourcés needed to lead the patient back to optimal functional recovery -- often referred
to as functional-related groups, or FRGs. In making this recommendation, the
Commission rejected a per-diem or daily payment approach.

: , K
We are concerned, however, that the Health Care Financing Administration (HCFA) may
be considering a per diem approach that would closely rely on the patient classification
system used for skilled nursing facilities, known as resource allocation groups or RUGs.
We beheve strongly; as does MedPAC, that such an approach is misguided for several
reasons. First, it would not adequately account for the range of patients served by
rehabilitation providers. Second, it would result in longer lengths of stay, thereby
penalizing the most cost-efficient facilities. Last, but not least, it would lead to higher
costs, without improving quality of care. A per discharge PPS has worked for acute care
hbspits{ls and is far more appropriate for rehabilitation facilities than is a per diem, or
RUGS-’Iikﬁt system. :

Given the important role rehabilitation providers play in meeting the health care needs of
our senior citizens, we urge Congress to direct HCFA to developa per-discharge PPS
based on function-related groups. We also believe that the new PPS should not be fully
implemented until a final rule has been adopted.




Conclusion

The Federation of American Health Systems and its member hospitals worked closely
with Congress to enact legislation to balance the federal budget. Many of the policies
were, frankly, hard for hospitals to swallow. Estimates of the impact of legislative
provisions contained in this bill were just that, estimates. They have been proven by the
government’s own spending reports to be woefully inaccurate. Congress voted on $103
billion in payment reductions to the Medicare program; it did not vote on the $220 billion
plus in cuts that is the more accurate impact today.

Hospitals across the country are feeling the imnact of these cuts. In fact, more than one-
third of all hospitals are facing bottom lines in the red due to BBA — a 55% increase. (See
Attachment “E”) So, clearly, tough choices are being made every day about whether
there will be enough capital to buy new technology that is needed to serve patients,
whether there needs to be staff layoffs, or whether to cut back on services. A hospital’s
mission is to serve and to heal patients. It is a fact of life that the bulk of a hospital
administrator’s time now is spent navigating a myriad of complicated regulations and
payment cuts arising from the BBA.

The Federation has prided itself in the past on working with the Finance Committee to
craft effective hospital policies and payment reforms. I doubt any Member of the
Committee foresaw the full impact of the BBA when it passed in 1997. We would hope
to work with you again to identify fair and rational policies that can address these issues,
while meeting our shared goal of providing high quality care at a reasonable cost that
protects patients and the Trust Funds.

Again, thank you for this opportunity, and I’d be happy to try and answer any questions
that the Committee may have for me. ,



Attachment “A”

Medicare Spending $91.7 Billion Less Than Projected (FYs 1998-02)

Medicare Spending Estimates
{in Billions}

$320

BBA Savings Nearly Double Original Estimate

5300

el Pre-BBA Spending

e BB A Estimate (12/97)

wemtym= Revised BBA Estimate (3/99)

—® = Actual Spending, Ireasury Report

$280 -

$260

///

$240

//

Projections Pre- and Post- ~ : Five -Year
BBA (in billions) FY 1998 FY 1999 FY 2000 FY 2001 FY 2002 | Difference
Pre-BBA spending estimated $227.0 $248.2 $273.0 $285.6 $313.7 -
Estimated spending reductions
under BBA (12/97) ) (6.9) (15.5) (27.6) (17.1) (35.9) ($103.0)
Estimated spending under BBA - -
(12/97) 220.1 232.7 245.4 268.5 277.8 -
Additional spending reductions
per revised estimate (9.1) (19.4) (16.5) (23.8) (22.9) ($91.7)
Revised estimated spending

. |under BBA (3/99) 211.0 213.3 228.9 244.7 254.9 -

TActual Spending Treasury 5 o T N e TLoT . -

Report ‘ "211.0 207.7 - - - -
Real Additional Spending
Reduction 0.0 (5.6) - - - -

Sources: CBO, “An Analysis of the President's Budgetary Proposals for FY 2000: A Preliminary Report™, March 3, 1999; CBO, *

Budget Act of 1997, "December 1997, *}’}easwy 3/31/99 Estimates Projected to Entire Year.

Budgetary Impiica:‘?ons of the Balanced




Attachment "B"

REPORT ON HOSPITAL MARGINS FOLLOWING
IMPLEMENTATION OF BBA 1997

Last Fall, the Federation of American Health Systems Board of Directors retained Ernst &
Young and HCIA to attempt to measure the impact of the BBA on the hospital industry. The
analysis used current cost reports and MedPAC’s methodology to project the impact of BBA

provisions from 1998-2002.

Key Findings and Other Issues

he purpose of this document is to provide a comprehensive, accurate picture of the current and anticipated state of
the hospital industry’s financial health. Key findings of hese analyses are highlighted below.

o Total hospital Medicare margins are expected to decline from 4.3 percent in FY 1997 to only 0.1 percent in
FY 1999. These margins are projected to remain below 3 percent through FY 2002, the duration of the Balanced
Budget Act (BBA) payment reduction provisions.

o Total hospital margins are projected to decline 48 percent in just five years, from 6.9 percentin FY 1998 to 3.6
percentin FY 2002. While total hospital margins for all hospitals would have decreased even if the BBA had not been
enacted, these margins are significant' smaller under the BBA and cecrease at a much faster rate ~:7ing the five-year

period (see page 13).

o Total hospital margins for small, rural hospitals are expected to fall from 4.2 percent in FY 1998 to negative 5.6
percent by FY 2002, a decline of 233 percent.

o  Findings on hospital Medicare inpatient margins are consistent with MedPAC. While these findings—which
revealed that hospital Medicare inpatient margins decreased from 16.9 percent in FY 1997 to 16.5 percent in FY
1998—are consistent with those of the Medicare Payment Advisory Commission (MedPAC), they represent only a
portion of the overall fiscal picture for hospitals. A

o Hospital outpatient margins are already negative 17 percent in FY 1998, and are projected fo get substantially
worse, dropping to negative 27.8 percent by FY 2002. The BBA has significantly reduced outpatient payments,
payments that were already inadequate. This analysis modeled the impact of the elimination of the formula-driven -
overpayment (FDO), but not the impact of the outpatient prospective payment system (PPS). The PPS would reduce
margins another 3.8 percent, according to HCFA’s impact analysis that was published in a September 1998 proposed
rule. As outpatient revenues continue to increase as a portion of total hospital revenues, the impact of these negative
margins will be even more injurious to hospitals. ’

o The BBA’s transfer payment policy reduces hospital inpatient payments by approximately two and a half times more
than original estimates. The transfer policy reduced inpatient payments between $500 and $800 million in FY 1998,
.and by approximately $3 billion between FY's 1998 and 2002. The Congressional Budget Office (CBO) had estimated
a $1.3 billion five-year budget impact when the BBA was enacted in 1997.

The magnitude of these reductions in margins and Medicare payments must be considered in light of two other significant
outcomes attributable largely to the BBA:

o The CBO projects Medicare spending to be $88.5 billion lower than anticipated when the BBA was enacted. Recent
CBO spending estimates for Medicare project total spending to be $191.5 billion less than original estimates for FYs
1998 through 2002. CBO’s estimate of Medicare spending reductions at the time of BBA enactment was $103 billion.

o BBA cuts have shaken confidence in the health care industry and have lead to numerous downgrades in bond
ratings for community hospitals. Many analysts are attributing much of the precipitous drop in health care bond
ratings to the impact of the BBA. Lowered bond ratings ultimately impair a hospital’s ability to access capital to
finance technological and facility improvements which, in turn, negatively affect patient access to, and quality of, care.



Attachment “C”

Health Care Stock Performance, 1997 and 1998

1998

01997

006 d%S |
J
i

ﬂm:&mom
|

aosﬁ_:_mmﬁm

"
i
;

] juswaBeuew -

aonoel]

i

juanyed-inQ

# areo wa,mzmz

it

|

3 o1ed wiayduo

Percent stock price from previous year

7 ;, 7 e _;;ﬁ},-gm‘ql; o

4

60 % —

40 %

20% -

0%

-20%*/

-40%

-60% - &3 .~

!
S9DIAIDS

uojewWIOu]
1
yijeay QWO

]
i

SUIAl] PaISISSY

&y dnoi8 aoraias

3 Iaplaol



Attachment “D”

Medicare Outpatient Margins
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Testimony
of the :
American Hospital Association
before ihe
Committee on Finance
of the
United States Senate
on - ~
The Balanced Budget Act of 1997
June 10, 1999
Mr. Chairman, I am Charles M. Smith, M.D., president and CE:O'of Christiana Care Corporation
in Wilmington, DE. Iam here today on behalf of the American Hospital Association (AHA) and
its nearly 5,000 hospitals and health systems, nctwofks and other providers of care. We
appreciate this opportunity to present our views on an issue that is critical to our members and

~ their communities: the need for relief from the unintended consequences of the Balanced Budget

Act of 1997,

-~ Christiana Care is ‘a not-for-profit, coérdinatcd health care syétém that provides heal_th care
services to a four-state area. In addition to many other services, Christiana Care includes two
teaching hospitals with 1,100 licensed beds and 225 residents and fellows in training; a long-
term care fability; a preventive medicine and rehébilitation institute; a home Héalth care
company; a primary physician network aﬁd a wide vérieiy of other outpatiént services including

) Washington, DC Center for Public Affairs
Chicago, Illinais Center for Health Care Leadership

tiberty Ploce, Suite 700

325 Seventh Street, NW.
Woshington, D{ 20004-2802
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school and i;senior wellness center's_..chhe Balanced Budget Act of 1¥97 and the changes it has
brought about in Medicare relmbursement affect all of our services.

i g
The Balanced Budget Act was the btggest reform of the Medicare program ever undertaken

during the past 30 years. lt was a major p1ece of leg1slatlon encompassmg approxunately 350

changes that have 51gn1ﬁcant 1mp11cat10ns and consequences for the program, for caregivers, and

:;

for the people we serve. Hospltals and health systems are greatly affected by those changes. l
urge the eommlttee to sertously evaluate the consequences of the Balanced Budget Act —
- intended or iumntended.. Such consideration will lead to the conclu310n that change is needed as

soon as possible.

i

UNINTENDED CONSEQUENCES

Balancing Amerlca S budget shouldn t deprtve Amerlcans of the health care they need and
!3 ’
- deserve. But that s exactl-y what s happenmg across the natlon even though two-thlrds of the‘

cuts have yet to take effect Today s hospltals and health systems encompass all elements of
| A.health care dellvery affected by: the Balanced Budget Act: home health skllled nursmg,

outpatient and mpauent hOSpltal and health plans This makes the act S changes partlcularly
; .

‘ burdensome' and the worst is yet to come, as a new analysis from The Lewin Group, a hlghly

respected health care consulting firm, makes clear
{[ .

v ; : A
The Lewm Group was asked by the AHA to foreeast the Balanced Budget Act 8 tmpaet through

!,
the year 2002 on payments for hospital serwces mcludlng 1npat1ent outpatlent hospltal based

?
r’

home health rehab111tat10n long-term care, psychlatrlc and cancer services. The Lewin Group

2




report shows that the actual cost of the Balanced Budget Act for hospitals will be $71 billion
over five years -- $18 billion more than was anticipated when the bill passed. Further findings

from the analysis:

e For all hospitals, total Medicare margins are projected to be between negative 4.4 percent and

negative 7.8 percent in 2002.

* Already in the red when treating Medicare patients, rural hospitals’ total Medicare margins
may plummet to between négative 7 percent and negative 10.4 percent in 2002 as a result of
'BBA payment cuts. Urban hospitals’ total Medicare margins in three years are predicted to

range from negétivé 3.9 percent to negative 7.3 percent.

e Outpatient service margins also are expected to drop. Medicare outpatient margins — already
negative in' 1999 — are estimated to be negative 28.8 percent if costs increase at the historical

rate of growth; and negative 20.3 percent if hospital costs increase more slowly.

o Injust one year, margins for hospital-based home health services are predicted to drép
dramatically from negative 4 percent in year 2000, to negative 11.6 percent margin'ih 2001.
Fifty percent of hospitals now provide home health care.

The new report contributes to the growihg evidence that hospitals and their communities are

facing hardship. A report released in April by Moody’s Investors Services stated that U.S. not-

fdr-proﬁt hospitals’ credit deteriorated at a faster clip in the first quarter of 1999 than the entire

3



previous yeér. Moody’s cited the fiscal pressures of the Balénced Budget Act as one of the
reasons for t}lﬁie downward slide. And other recent analyses by Ernst & Young and HCIA Inc.
and the Association of American Medical Colleges echo that hospital margins and, therefore,

their stability, will be greatly eroded.

CHRISTIAI%IA’S STORY

At Christian;;Care, the post-hospital care part of tﬁe system cannot provide adequate care to
home health and ﬁursing patients because Qf the Balanced Budget Act’s r_eductions in
reimburseme;}it for those services. Asa resvult, a genuine “Catch-22" has been created: Hospitals
are unable to Eclischarge Medicare patients when acutc care is completed and nursing home
placement or bome heath support is needed. At the same time these hospitals are being
penalized by the éystem for‘not discharging vthese}patients.‘ We now have an ever-increasing

- number of patiiients in the hospital awaiting élacement. Recently, this number reached 80 — as

B

opposed to abjout 25 prior to the Balanced Budget Act.
This creates several significant problems. The most important is that hospitalization of the
elderly, when not needed for acute care reasons, is bad patient care. Older people may manifest

dramatic physical and mental deterioration during periods of hospitalization, and some may

never recover their previous functional state.
|
It’s also a problem for the operation of the hospital. We now have beds filled with patients who

'~ do not need to be in the hospital. The fact that these beds cannot be used for the care for which
o

»




they were intended interrupts the normal flow of patients through the hospital, from more acute

to less acute settings, creating what might be termed “medical gridlock.”

The financial consequences of all this is an unintended and unnecessary increase in health care
costs. Of course, these costs are largely uncompensated and will result in losses to hospitals

because Medicare, quite appropriately, pays only for necessary hospitalization.

The medical education programs at Christiana Care are very .important for providing medical
manpower in our state. We have developed a special program to introduce our medical residents
to underserved areas in Delaware, and as many as 43 percent of our graduating primary care
residents stay in the state to practice. Without our residency programs, it would probably be
impossible — certainly much more expensive — to continue providing the enormous amount of
uncompensated care that we provideAnow to the underprivileged and uninsured. We are the only
level one trauma center in the state and Wiihout our residents we could not retain that de;signation
.and trauma care would be disrupted. As a result, we are very worried about the already
implemeﬁted, as well as future, BBA reductions in support for medical education and the irimpact

they will have on our community.

"Because‘ Christiana also provides so much outpatiént care, we also are worried about the changes
in the prospective payment system for Medicare outpatient services. Currently, Medicare
outpatient payments do not cover our costs, and these changes will make the situation worse.
And because‘ we provide 50 much care to low-income people, we are very concerned about

changes in Disproportionate Share Hospital payments.
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WHAT CAN BE DONE?
America’s Bospitals, and the pétients and communities they serve, must have relief from these

unintended:vconsequences of the Balanced Budget Act. We need both administrative and

legislative ff:;olutions. Medicare should be treated like Social Security: a p‘ortion of the federal

budget s‘urﬁlus should be used to address the Balanced Budget Act’s unintended consequences

becauseijMedicare is Social Security. |

Relief froné the Balanced Budget Act shbuld include:

. Repeal‘:;of the Balanced Budget Act’s unreasonable-transfer provision, as proposed in H.R.
405 and S. 37, as proposed by Senator Grassley. The transfer provision redefined discharges
to post}:’-acute‘care as transfers for up to 10 types of cases (with authority for the HHS

secretary to add more), in effect perializing hospitals for providing efficient care in the right

setting.

» Easiné the reductions in the proposed Médicare outpatient prospective payment system
tPPS)i.‘ The new outpatient PPS greétly reduces and redistributes payments for services, and
includcs a “volume cap” that penalizes hospitals for adopting new technolog;v. It also
inclu;ies a formula for setti.ng paymént rates that, contrary to Congress’ in‘t‘entg cuts payments
by aﬁj'additional 5.7 percent. Our solutions: Establish a transition for implementation of
outpgtient PPS that ensures that no facility will receive redﬁctions of more than 5 percent per
year;. ' repeal the volume cap, and encourage the Health Care Financing Administration
(HCFA) to revisit its demsxon to further reduce outpatient payments by another 5.7 percent,

whmh it has the administrative authority to do..
‘ 6
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Increase the Medicare inpatient hospital service update by 0.5 percent, as recommended by
the Medicare Payment Advisory Commission, to reflect the costs hospitals are incurring to
prepare for Y2K. This would help offset some of the Balanced Budget Act’s cuts, as well as
‘ease the sting of the nearly $8.2 billion hospitals nationwide are expected to spend to make

sure the change to the Year 2000 does not affect health care services.

Relief from reductions for teaching hospitals and academic medical centers. The Balanced
Budget Act limits payments for “indirect medical education,” causing signiﬁcanf hardship for
teaching hospitals ana academic medical centers, many of which are the only place for
America’s urban poor to feceive care. AHA thanks Senators Moynihan and Kerrey for

introducing S. 1023, which would freeze these payments at current levels and prevent future

scheduled cuts.

Repair the damage the Balanced Budget Act has caused to America’s small and rural
hospitals. Ensure that a portion of the federal budget surplus is devoted to providing relief to
- small and rural hospitals through repeal of the transfer provision of the BBA, and prevention

of deep losses on the outpatient side.

Restore adequate reimbursement for skilled nursing facilities (SNF). The new SNF PPS does
not adequately account for the high costs of treating medically complex cases. [t also
penalizes newer skilled nursing facilities, causing many to limit services or shut doyvn

completely. In the short term, a pool of funds should be established from which additional
7
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paymeri}s can be made available to hélp offset the cost of caring for medically complex SNF

patients;i In the long run, SNF PPS must be revised.

Redress for inequities in home health care services. Address both the short-term inequity in
the interim payment system, which has severely diminished the availability of these services,

and the scheduled 15 percent cut in payments for home health services.

“Carvegput” disproportionate share héspital (DSH) payméntsi For providers participating in
Medicé;e managed care, Medicare DSH payments are made to Medicare+Choice plans
withou& requiring that the payments be passed on to the providers who actually incurred the
costs 0% caring for large numbers of the poor. AHA thanks Senators Moynihan and Kerrey
for mtroducmg S. 1024, which would mandate that these payments be made by HCFA

dxrectly to those providers, not to the plans.

Encoufage HCFA to develop a rehabllltatlon PPS that uses a per-discharge payment method
rather than a per-case method. HCFA is contemplatmg usmg the SNF PPS per-case model
for rehabxhtatlon PPS, but the SNF PPS model may not adequately recognize the umque

elemer;‘ts involved in providing rehabilitation care. AHA believes that HCFA should adopt

MedPAC s recommendation that the Secretary develop a discharge-based PPS for rehab

patients based on the Functional Independence Measure-Function Related Groups.

1
i

Remove barriers to expanded Medicare options through Medicare+Choice.




CONCLUSION

‘Mr. Chairman, the environment for hospitals and health systems today is filled with uncertainty —
financial pressures in the private market, mergers and consolidations, the ebb and flow of*
managed care, implementation of the Balanced Budget Act, unsiable Medicare revenue streams
that result, and the specter of even more change on the horizon. For many hospitals, Medicare
has been an anchor in choppy waters. It has been a major and relatively stable source of revenue

that has allowed hospitals to provide the care their communities need.

The Balanced Budget Act has changed all that. Hospitals today are struggling to make up for the
shortfalls caused by the Act. They refuse to compromise the quality of services they provide, but
they can’t afford to continue providing those services if their costs aren’t even covered. As a
result, commﬁnities are losing access to vital health care services even as Washington debate_s

how to spend a federal budget surplus of billions of dollars.

This is a trend that must be reversed, now. When the government acted to reduce Medicare
spending to help balance the budget, no one was certain what effect such enormous reductions

~would have. Now, the evidence is pouring in from all over the country: the Balanced Budget Act
is causing réal pain for real people. We look forwgrd to working with you to repgir these

unintended consequences of the Balanced Budget Act.

#Hith
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The American; Medical Association (AMA) appreciates the opportunity to present to this
Committee ‘ouir' views concerning improvements to the Medicare sustainable growth rate
(SGR) sys‘tem%for physicians’ services, and apprecia.tes the Committee’s focus (:;n this
important issué.‘
?

In its March 1999 Report to Congress, the Medicare Payment Advisory Commission
(MedPAC) ide;r:xtiﬁed serious problems in the SGR system and recommended significant
improvements ito the SGR. The AMA and the natiénal medical specialty societies share
VMedPAC’s cox%éems and believe that improx;ing the SGR is a critical component of efforts to
ensure that the ‘;85% of Medicare be‘neﬁc.iarié"s who are enrolled in the fee-for-service program

i

continue to réc{:ive the benefits to which they are entitled.

Specifically, thé physician community is concerned that the growth limits in the current SGR

system are so sfringent that they will have a chilling effect on the adoption and diffusion of




innovations in medical practice and new medical technologies. Also, the Health Care

ﬁ inancing Administration (HCFA) did not revise the estimates it used in the 1998 SGR when
data proved HCFA erroneous, ﬁor will it corfect 1999 SGR errors without a congressional

' n:landate. These errors have shortchanged payments by $645 million in 1999 alone. The SGR

could also cause future payments to be highly volatile and fall well behind cost inflation.

MEDICARE PHYSICIALN PAYMENTS AND THE BALANCED BUDGET ACT
Medicare payments for physicians’ servicéé are updated annually by H‘CF A. Payment rates
are basefi on a relative value scale system, enacted under OBRA 89, that reflects the physician
work, 'prac(ice expense and professional liabiiity insurance costs involved in each service.,

The relative value for each service is multiplied by a dollar conversion factor to establish |
actual payment amounts. The conversion factor is required to be updated each calendar year,
which involves, in part, establishing an uédate adjustment factor (UAF) that is adjusted

annually by the SGR.

The SGR system was intended to slow the projected rate of growth in Medicare expenditures

for physicians’ services.

MedPAC recommends that Congress revise the SGR system as follows—

¢ The SGR should include a factor of growth in real gross domestic product per capita plus
an allowance for cost increases due to improvements in medical capabilities and
advancements in scientific technology;

e The Secretary should be reqmred to publish an estimate of conversion factor updates by
March 31 of the year before their implementation;



¥
o The timé; lags between SGR measurement periods should be reduced by allowing
calculatibn of the SGR and update adjustment factors on a calendar year basis;
« HCFA should be reduircd to correct the estimates used in the SGR calculations every
year; and ” - - ;

e The SGR‘ should reflect changes in the composition of Medicare fee-for-service
enrollment. '

]
i

THE SUSTAINABLE GROWTH RATE SYSTEM

i

The SGR sysitem was enacted under the BBA and replaces the Medicare Volume Perfonnahce
Standard systi%:m, whic‘h had been the basis ffor setting Medicare conversion factor updates
since 1992. %he SGR sets a target rate of speﬁding growth based oﬂ four factors: changes in
~ payments fori;physician sérvices before legislative adjustrﬁents (essentially inflation); changes
in Medicare f%@for—service enrollment; changes in real per capita gross domestic product
(GDP); and aﬁ allqwaﬁce.for'legislative and regulatory factors affecting physician
expenditures. ir%lGrowth in real p‘er capita GDP ;epreseﬁts tﬁe formula’s allowance for growth
m the utilizati;n of physician services.

“The target gro;vth rate of spending growth is calculated each year and is designed to hold
annual growth;:.in utilizaﬁon of services per beneficiary to the sarh¢ level as annual GDP.
;‘Physicia‘n payr;xent updates depend on whetﬁer utilization growth exceeds or falls short vof the

" targetrate. If utilization growth exceeds GDP, then payment updates are less than inflation. =

-+ If utilization is;'less than GDP, payment updates are above inflation.

I

1

'Although real i_;er capita GDP grdwth has varied from as low as —3 percent to as high as +6

percent, averag!é growth is only about 1.6 percent per year. At 5.9 percent, average annual per




beneficiary growth in utilization of physicians’ services ;vas threé to four times higher than
GDP grow& from 1981-1996. The BBA placed limits on annual changes to the Medicare
conversion factor under-tﬁe SGR. The‘ cdnversion faétor update in any year can be no greater
ti}an inflation (as measured by the Medicare Economic Index, or MEI) plus 3%, and the
update can be no Iowér than inflation minus 7 percent. An “update” of MEI minus 7
percent would mean that, in a single year, physician payments were reduced by 7

percent below the rate of inflation in the costs of medical practice.

PROBLEMS WITH THE SGR SYSTEM

There are two major types of problems with the SGR system. The first set of problems arises
from thelway in which the current system is beiné administered by HCFA. To address these
problems, MedPAC recommends that Congress direct HCFA to correct the errors in its SGR
estimates when actual data are available. HCFA does not believe that it currently has the
legislative authority to make such corrections. The second set of problems clearly requires a
legislative solution to refine the way the SGR system was designed in the BBA: GDP growth
alone is inadequate; a variety of factors will lead to tremendous instability in Medicare
payment levels over time; and there is not currently any means for anticipating and

responding to problems in the updates before they occur.

Unlike some other Medicare payment issues, the problems with the SGR system and their
solutions are a matter on which the physician community is unified. National organizations
representing diverse medical specialties, including surgeons, primary care physicians and

others, as well as organizations representing medical colleges and group practices, have been -
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working closély together with the AMA to address these complex issues. On behalf of the

entire physician community, we are asking Congress to take the steps necessary to assure that

we can contir{he to afford to provide our Medicare patients with the best medical care

available in th:e world.
b

The Projectién EI:I‘OF Problem
The SGR fom;ula requires HCFA to make ﬁrojections about the factors used to calculate the
SGR. *Althoug;ih HCFA initially had indicated it would correct any projection errors once’
actual data ha;l become available, the égencﬁ/ now asserts it does not have the auth nri’ty to
make such coxjfections. We adamantly believe these projection errors must be corrécted, If
not, the SGR \i{ifill continue to be based on erroneous projections that result in shortages in the
payment Ievelg that the law requires be paid to physicians. This problem is seriously
compounded by the fact the SGR system is cumulative. Thus, any projection errors that are
left uncori’ecfe%fi will.carry over from year to year.
!

| | » |
Even if HCF Als. projections were to be based on the best available data, methods, and
judgment, becz?use of the unceﬁainty that wiH always exist at the particular time period when
_ the statute requ%;ires the 'projections to be made, they will nearly always be w*rong.A -AsAa result,l

- , i |
actual changes iin these factors will differ from what was projected.

7
Although HCFA initially stated in a Federal ’Register notice it would correct its projection
. errors in subsequent years when actual data becomes available, it currently is asserting that it

;' .
does not have the statutory authority to make such corrections. We believe HCFA has the
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authority to correct its projections errors, and that it is imperative to do so. Failure to correct

projection errors has and likely will continue to result in severe underpayments to physicians.

HCFA has already established an SGR for 1998 and 1999 that are based on erroneous
projections. That is, to determine the 1998 SGR, HCFA, in late 1997, made projections of
‘GDP growth and changes in fee-for-service enroliment. Because HCFA did not correct the
error in the 1998 SGR, the 1999 conversion factor update of 2.3 percent is too low.
Specifically, HCFA projected only 1.1 percent growth in real per capita GDP for fiscal year .
1998, whereas actual growth was closer to 2.8 percent, according to federal government
estimates. When combined \}vith' other, smaller projection errors in the 1998 SGR, HCFA
made a net underestimate in the 1998 SGR of 15 percent. With Medicare spending on

physician services currently at about $43 billion annually, the projection errors led HCFA to

set the payment update for 1999 about $645 million lower than is otherwise required by law. -

In additioﬁ, HCFA has already made at least one major error in estimating the 1999 SGR by
projecting that feé-for-service enrollment would decline by 4.3 percent in 1999. Such a
decline would require Medicare+Choice enrollmemvto increase by 29 percent dming the same
time period. In fact, with the exception of one mbnth, the percentage rate of increase in
Medicare managed care enroliment has already been declining every month since November
1997 through May 1999, anud in December 1998 and January 1999, managed care enroliment
actually decreaseﬂd.' Moreover, information from the first quarter of this year suggests

HCFA’s projection of GDP growth for 1999 will also be significantly understated. Over time,

due to the cumulative nature of the SGR, even if HCFA made no further projection errors,



)
simply leaving the 1998 and 1999 projection errors uncerrecied wiould shortchange physician
service payments by billions of dollars.

4

If the SGR system is to work at all, HCFA’s projection errors must be corrected. Indeed, the
statute was b.%;sed on recommendations by the Physician Payment Review Commission

(PPRC), an afdvisory body to Congress (and predecessor to MedPAC). In its 1995 and 1996

3.

Reports to Congress, MedPAC recornmenaed that projection errors in the factors used to
caiculate the $GR be corrected in subsequent years. In 1996, it stated that “[o]ver time, more
Medicare beﬁ"eﬁciarie.s are expected to enroll in risk contract arrangements. This will make it
harder to projéct fee-for-sextvice Part B enrollment growth. The resulting errors in projection
could becom:e substantial, significantly affecting the accuracy of the conversion factor
updates.” To?address these problems, the PPRC stated that “[a]ny revision to the Volume
Performance ;Standard system shoﬁld annually correct for any projection errors in the target
growth rate fj;om prior years:..This limitatién [projection errors] could be reédily addressed by
incorporatingij an adjustment into the sustainable growth rate that corrects for prev‘ious eITors
in the project:ion.”

b

Because the SGR system was adopted at the PPRC’s recommendation, we believe it is

- reasonable to conclude that Congress intended for HCFA to correct projection errors when

i

actual data afe available instead. Since HCFA has refused to do so, however, we strongly

agree with MedPAC’s recommendation that Congress should require HCFA every year to

i

correct its pré?jection errors made when calculating the SGR.




Specifically, to further implement MedPAC’s recommendation, the AMA believes that
Congress should require that HCFA immediately, or as soon as practicable in the case of 1999

projections—

¢ Adjust its SGR estimate for fiscal year 1998 to reflect actual data on real per capita GDP
growth and Medicare enrollment changes, as well as estimates of allowed expenditures for
physician services impacted by these erroneous SGR calculations;

o Correct the 1999 conversion factor to reflect the corrected SGR; since the correct 1999
‘conversion factor should have been implemented on January 1, 1999, HCFA should
“prorate” the conversion factor correction so that total payments for physician services
this year will equal the total amount of payments that would have been made over the
course of the year had the conversion factor been implemented correctly on January 1; and

e Revise the 1999 SGR, as well as estimates of allowed expenditures for physician services,
to reflect available data on GDP growth and enrollment changes prior to computing the
update adjustment factor to be used in establishing the 2000 payment update.

The SGR Must Allow for Technological Innovations and Other Factors Impacting

Utilization of Health Care Services

MedPAC has also recommended that Congress revise the SGR to include a factor of growth

in real gross domestic product per capita plus an allowance for cost increases due to

improvements in medical capabilities and advancements in scientific technology.

The system is currently designed to hold annual utilization growth at or below annual GDP -
growth. A common method for policymakers to evaluate trends in national health
expenditures is toﬁl(‘mk at growth in health spending as a percentage of G‘DP, but this approach
is replete with problems. There is no true relationship between GDP growth and health care
needs. Indeed, forecasts by Congressional Budget Office and the U.S. Census Bureau

indicate that real per capita GDP growth will average about 1.5 percent per year over the next



decade. Thisi{is far below historical rates of Medicare utilization growth. If history is any
guide, then hélding utilization gfowth' to the level of GDP growth virtually guarantees that |

Medicare physician payments will decline. -

A primary reason for this lack of congruity Bet@een GDP and h&edicaré utilization is that

i : -
AGDP does not; Ztake into account health status trends nor site-of-service changes. Thus, if there
were an econc;%;mic downtﬁm with ﬂneg‘ati,ve GDP gromh at the same timé that a serious ﬁealth
threat struck a:j’large proportion of Medicare benéficiaries, £he consequencés ;ould be
disastrous.
Secondly, GDP §oes not take into account te:chnoiogivcal innovationé. The only way for ’
technological {‘Znnovations in medical care to:really take root and irﬁprove stémdafds of care'is
for physicians £o invest in those technologies and incorporate them vinto their regular clinical
practice. The ihvention of a new medical deﬁce cannot, in and of itself, vimprove health
care—physicia?ps must take the time to learr.x‘about the equipment, practice using it, train their
staff, integrate 1t into their diagnosis and treatment plans and invest significant capital in it. -
Yet physician siiaending is the only sector of Medicare that. is held to as stringent a growth
standard as GDP and that faces a real possibility of payment cuts of as much as S percent each‘
year. Ke.eping iixtilization growth at GDP growth will hold total spending growtﬁ for

'

physician services well below that of the total Medicare program and other service providers.
To address thié problem, as recommended by MedPAC, the factor of growth under the
SGR relating tb GDP must be adjusted to allow for innovation in medical technology.

We believe to ir}mlement adequately MedPAC’s recommendation, the SGR should be set at

}
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GDP + 2 percentage points to take into account technological innovation, as discussed further

below.

Ix} addition, we urge that Congress consider a long-term approach to setting an appropriate
growth target that takes into account site-of-service changes, as well as health status and other
differences between Medicare’s fee-for-service and managed care populatiohs that lead to
differential utilization growth. Thus, we believe; that the Agency for Health Care Policy and
Research (AHCPR) should be directed to analyze and provide a report to MedPAC on one or
more methods for accurately estimating the economic impact on Medicare expenditures for
physician services resulting from improvements in medical cépabilities and advancements in
scientific techn&ogy, changes in the composition of enrollment of beneficiaries under the fee-

for-service Medicare program and shifts in usage of sites-of-service.

Technological Innovation

Congress has demonstrated its interest in fostering advances in medical technology and

- making these advances available to Medicare beneficiaries through FDA modernization,
increases in the National Institutes of Health budget, and efforts to improve‘Medicare’s
coverage policy decision process. The beﬁeﬁts of these efforts could be seriously. undermined
if physicians face disincentives to invest in new medicai technologies as a result of inadequate

expenditure targets.

As first envisioned by the PPRC, the SGR included a 1 to 2 percentage point add-on to GDP

for changes in medical technology. Ever-improving diagnostic tools such as magnetic
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resonance im?ging, new surgical iechniqués including laparoscopy and other minimally-
iﬁvasive appr;)aches, and new medical treaéments have undoubtedly contribut{?d to growth in
utilization pf ‘iﬁhysician services aI;d the well-being of Medicare beneficiaries. For example, a
recent paper p;ublished by the National Academy of Sciences indicated that from 1982-1994

the rates of cﬁionic disability among the elderly declined 1.5 perceht annually.

With GDP prSjected to grow by 1.5 percenf annually, the failure to allow an additional 110 2
percentage po;in'ts to the SGR for technological innovation means that the utilization target is
only half the rate that was orlgmally planned. Technological change in medicine shows no
sign of abatmg, and the SGR should include a. tec}mology add-on to assure Medicare

beneficiaries gontmued access to mainstream, state-of-the art quality medical care.

Site-of-Service Shifts

1

Another concem that should be taken into account by the GDP growth factor is the effect of

the shift in care from hospital inpatient settmgs to outpatient sites. As MedPAC has pointed
out, hospxta]s have reduced the cost of mpat@nl care by reducing lengths-of-stay and staff ;md
moving more ;ervice.s to outbatient sites, including physician offices. These declines in
mpatlent costs however are partially. offset by mcreased costs in physmlan offices. Thus, an

add-on to the SGR target is needed to allow for this trend.

Beneficiary Characteristics
The SGR shomild also be adjusted for changes over time in the characteristics of patients

enrolling the fée-for-service program. A MedPAC analysis has shown that the fee-for-service



pupulatién is older, with proportions in the oldest age groups (aged 75 to 84 and those age 85
and over) increasing, while proportions in the younger age group (aged 65-74) has decreased

as a percent of total fee-for-service enrollment. Older beneficiaries likely require increased

i
]

health care seﬁvices, and in fact MedPAC reported a correlation between the foregoing change
in composition of fee-for-service enrollment and increased spending on physician services. If
. those requiring a greater intensity of service remain in fee-for-service, the SGR

§

‘utilization standard should be adjusted accordingly.

i

Stabilizing Péyment Updates under the SCR System

The AMA stro?ngly agrees with MedPAC’s further recommendation that Congress should

" stabilize the SGR system by calculating the SGR and the update adjustment fac;,tor on a
calendar year téasis.

Instability in axfmual payment updates to physicians is another serious problem under the SGR
system, as has :been acknowledged Sy HCFA. Projections by the AMA, MedPAC and HCFA
show the SGR ?formula producing alternating periods of maximum and minimum payment
updates, from ifnﬂation plus 3 percent to inflation minus 7 percent. Assuming a constant
inflation rate, ti:lese alternating periods could produé¢ payment decreases of 5 percent or more
for several congecutive years, followed by increases of similar magnitude for several years,
only to shift baéék again. These pfojectioné are based on constant rates of inflation (2 percent),
enrollment chaqges, GDP growth and utilization growth. There is a serious problem when

constant, stable rates of change in the factors driving the targets lead to extreme volatility in

‘payments that are entirely formula-driven.

i




A primary reason for this instability is the fact that there is a time lag in i’neasurement‘ periods
fér the SGR. Specifically, while physician payment updates are establisﬁed ona c‘ale'ndar
year basis, SGR targets éré established on a federal fiscal year basis (October 1 through -
September 30) and cumulative spending (used to calculate the SGR) is established on an April
1 th:ough.March 31 basis. These tim.e periods must all be consistent and calculafed‘on a

calendar year basis to attempt to restore some mod.cum of stability to the SGR system.

Simulations by the AMA and MedPAC have also shown, ho*évever, that the change to a
calendar year system will not, by itself, solve the instability .problem. Add{tional steps would .
be nee&éd. The wide range of updétes that are possible under the current system, from
inflation + 3 percent to —7 percent, is one reason for the instability. The lower limit is also
unacceptably low, and, assuming an MEI of 2 percent, representg an actual 5 percent cut in
the conversion factor iﬁ a single year. These levels of payment cuts would be highly \
disruptive to the market, and likely would have the “domino‘eAffect” of impacting t}le"entire
industry, not simply Medicare fee-for-service. Many managed .care plans, ir;cluding
Medicare+Choice and state Medicaid plans, tie their physician payment ﬁpdates to Medicare’s
rates. ‘Thus, payment limits under current law must be mociified to assist in stabilizing
the SGR system. We recommend that the current limits on physician payment updates
(MEI +3 percent to MEI -7 percent) be rep1aced with new, narrower limits set at MET -

+2 percent and MEI -2 percent.
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Finally, use of the GDP itself also contributes to the instability of the payment updates since
GDP growth fluctuates from year to year. Thus, we recommend measuring GDP growth

"on the basis of a rolling S-year average.

Payment Preview Reports
Finally, MedPAC has also recommended that Congress should require the Secretary of the
Department of Health and Human Services to publish an estimate of conversion factor

updates prior to the year of implementation. We agree.

When the SGR system was enacted to replace the previous Medicare Volume Performance
Standards, the requirements for énnual payment review reports from HCFA and the PPRC
were eliminated along with the old system. Without these repc')rts,’ itis impossibie to predict
what the payment update is likely to be in the coming year, and it is impossible for Congress
to anticipate and respond to any potential problems that may ensue from an inappropriate

update or a severe projection error.

Changes in Medicare physician payment levels have cénsequences for access to and-

utilization of services, as well as physician practice management. These consequences are of
sufficient importance that the system for determining Medicare fee-for-service payment levels
should not be left unattended on a kind of “cruise control” status, with no “brake” mechaﬁism

available to avoid a collision.
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The AMA, therefore, urges that the payment preview reports be reinstated. Specifically,
we believé that HCFA should be required to provide to MedPAC, Congress and organizations
representi‘hg physicians quarterly physician expenvditure data and an estimate each spring of

the next yéar’s payment update. MedPAC could then review and analyze the expenditure data

and update preview, and make recommendations to Congress, as appropriate.

PRACTICE EXPENSE REFINEMENT

With stroﬁg AMA support, the BBA directed HCFA to revise its resource-based practice
expense p}oposa! for the Medicare physician payment schedule. HCFA issued a June 1998
proposed %ule and November 1998 interim final rule. In developing the new relative values,
HCFA is E;ISO required, among other things, to “develop a refinement process to be used-

during each of the 4 years of the transition period.”

The AMAiis available and willing to work with HCFA in this refinement process. We are in
thé proce;s of developing a new survey :of medical practice cost data, to be pilot-‘testéd ip late
summer 0;” 1999 and implemented in 200C. Many experts and potential‘ users of the data are
being con%ulted in the development of this survey. We are also planning to meet with HCFA .

staff to discuss bpoten'tial use of AMA survey data to refine and/or update specialty practice

- .n - .

expense data.

1

Finally, we applaud the General Accounting Office (GAO) for its cooperation and oversight
of this process, as embodied in its two reports on HCFA’s development of the resource-based

practice expense values. GAO’s efforts have been enormously helpful, and we appreciate its
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contributions to this process. For example, the GAO recommended in its February 1999
réport that HCFA develop plans for updating the practice expense relative value units that
address “how to (1) assign practice expense [relative value units] to new codes, (2) revise the
[Felative value units] for existing codes, and (3) meet the legislative requirement for a
comprehensive 5-year reviewui. ..”" The AMA agrees that such a plan for the refinement and
updating process is critical and, because ’the curren. methociology relies significantly on data
collected by the AMA, we have expressed to the HCFA Administrator our willingness to

| work cooperatively with the agency in developing a comprehensive plan for future data

collection and refinement.

The GAO has also recommended that HCFA “use sensitivity analysis to identify issues With
the methodology that have the greatest effect on the new practice expense [relative value
units] and to target additional{data collection and analysis efforts.” The AMA agrées. We
h‘ave noted particular specialty society concern over the approach used by HCFA in its interim
final rule for assigning relative values to technical component services, as well as HCFA’s
failure, to date, to incorporate corrections in the data into the relative values. Some of thc;se

corrections have been provided to HCFA on multiple occasions.

CONCLUSION

Enactment of the SGR system improvements recommended by MedPAC and completion of
the practice expense refinements recommended by the GAO are critical to the continued
ability of our nation’s physicians to be able to offer our Medicare patients the benefits of the

finest medical care available in the world. If these improvements and refinements are not put
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i place, the SGR system could lead tb'éevere payment cuts in the Medicare physician fee
séhedule and payments for services that do ﬁot accurately reflect their costs. ﬁe cuts
resulting ifom both the statutory desigﬁ,of the SGR system and administration of the system
by HCFA?would be in addition to more than a decade of cuts in physician payments. For
example, ;n the six years from 1991-1997, overall Medicare physician payment levels fell 10.

percent behind the rate of growth in medical practice costs. Many individual services and

procedures faced even deeper cuts.

Recent su%vey data from the AMA’s Socioeconomic Monitoring System indicates that these
payment cjhanges are having very significant effects on the practice of ;*nedicine. | 0f2,450
randomly ;elected physicians that were ;meyéd from April-Augusf 1998, 35 percent
reported t}}iey are not renewing or updating equipment used in their office, are postponing or
canceling ;'aurchasing equipment for promising new procedures and techniques, or are
performiné many procedures in hospitals that were formerly performed in the office. Three
quarters ot;these physicians reported that Medicare payment cuts were an important factor in
their decisions to defer or cancel these investments in capital. |

;
With theseifkinds of changes already taking place in response to previous payment changes,
we have gr%.ave concerns about the effects of the further reductions that could take place due to
the SGR or incorrect practice expense values. In ordér for the medical innovations that will
come fromiiCongress’ enhanced fu'ndingrof bi‘omed'ical research, FDA modermization, and

better Medicare coverage policies to translate into ever-improving standards of medical care,.

physicians must be able to adopt these innovations into their practices. It is already clear that
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Medicare payment cuts are threatening continued technological advancement in medicine, and
this is a threat that affects all of us, not just Medicare beneficiaries. Clearly, reversal of the
trend to move services away from inpatient sites into ambulatory settings could also have

severe consequences for health care costs, as well as patient care.

We appreciate the efforts of the members of this Committee to explore the problems
presented by the SGR system, as well as the opportunity to discuss our views on this
extraordinarily important matter. | We urge tﬁis Committee and Congress to consider
MedPAC’s recommendations and the recommendations we have discussed today, and are
prepared to engage fully in detailed di;cussions with this Committe‘e and Congress as we

work to achieve a workable and reasonable solution.
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Thaﬁk you, Chairman Roth and Members of the Senate Finance Committeé, for
tfxis opportu:hity to share the concerns of skilled nursing facility (SNF) providers as we
navigate ou; way through {he recently implemented prospective payment system (PPS) --
and otﬁer clglanges bfought about by the Balanced Budget Act of 1997 (BBA).

" Let ;r'ne state for the record that my name is Susan Béilis, and I am the co-
chairman arjl,d co-chief executive officer of a company that develops innovative healfh
| ~care sér\/icé?s and provides consulting with a specialty in eldercare. I have overseen the
operations of nursing homes and SNFs with 5,000 beds fﬁr more than 13 years. T have
served on le;'oPAC — the predecessor to the Medicare Payment Advisory Commission --
and I am alsf‘o a clinical social worker. I speak today on behalf of the American Heal%h
Care Assoc:'ibation (AHCA), a federation of 50 affiliated associations reﬁrésenting over
11,000 noniproﬁt and for-profit assisted living, ﬁuréing facility, and subacute préviders
. nationwide:i

.Mr. };Chairman, ‘let me express our sincere appreciation for the opportunity to share
with j;ou 'Ol,:ir concerns regarding the implementation of the SNF PPS and its impact on
residep;ts fcfr whom we have the privilege to care. Controlling Medicare si)ending isa -
laudable géél, but the unintended consequences of the most recent cuts in M’edicare have
beén severe;'j. A chanée from cost-based reifnbursement to a prospective payments system
(PPS) has l;cen -- by definition -- dramatic. With a transformation of that magnﬁude, the
nged for coﬁective adjustments along the way is inevitable. Hearings like this one

i :

demonst'ratie this Committee’s willingness to recognize that Congress must redress some
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of the unintended probléms that have emerged from the BBA. In‘that same spirit, I come
before you today to relay our concerns -- and more important, fo propose solutions. -

Comprehensive daté has been difficult to come by Becau,se the PPS is relatively
n'ew.-' However, based on recent data collected among the SNF eommunity by Muse and
Associates — a Washington, D.C.-based research ﬁrm -- oee staz;tling fact has emerged,
and that is that SNFs have experienced an average reductiop in their daily Medicare
: eayments of $50 per déy per patient. The stﬁdy also shows that Medicare b’eneﬁeiary use
of skilled nursing facilities has dropped by more than 10 percent, and patiept length of
:stay has decreased by nearly 15 percent. These numbers tell an important story. Nursing .
homes are reevaluating the extent to which Medicare resources will allow them to
appropriately care for the sickest patients. The result is a very real access problem to
skilled‘nursing’services, which is causing' backups iﬂ hospitals tiaroughout ihe country.
This squeeze has put SNFs in a difficult situation, and we are con‘cemed about the 'impac‘t
it will have onvMedicare beneﬁciariee - speciﬁcally high-acuity patients. Naturally,
SNFs will be hard-pressed to continue to prdvide service when Ipatients; coets of care
exceed ihe resources available.

I want to share with you a few examples of the difficulties SNFs are experiencing
" under PPS - repvérts from the front-lines, if you will, in the skilied nursing field -- to
illustrate the seriousness of the pfoblems we face, and fhe real threat of reduced access to
skilled care.

In Floride, Mrs. Y (89 years of age) arnved at a Lakeland SNF on March 25" to
recover frofn pneumonia and a ch{onic urinary tract infection. Due to her weakened

condition she needed respiratory, physical, occupational and speech therapy plus IV



antibiotics to gain the étrength she needed to go ‘Home. Mrs. Y returned to her‘home on
May 17" th?fanks to the excellent care she received at the skilled nursing facility; however,
the Medicaée system failed to reimburse the skilled ﬁursing facility $20,000 worth of
direct and a?ﬁcillary care that ‘were Aprovided to Mrs. Y, so that she could return to health.
This includ:@d $3,000 of pharmacy costs alone. And even ﬂlough Mrs. Y was in a high
Medicare réimbgrsement category, she cgns'umed over $350 more ‘a day in respiratory, IV
and other. tlierapies than Medicare paid for. Yet, if shé did not get that care, §he would
have.used Uip her Medicare aays, then flipped to Medipaid and probably stayed in the
home in‘cleffmiteiy. Staff at the center report that nearly half of their Medicare discharges

! ‘
Ina typicalf‘month consume an average of $8,000 to $10,000 worth of services and

supplies rm;)re than the center receives in compensation. Since their policy; is to take all

Medicare récipients regardless of acuity Iével, the center’s ‘viability is continuing to be

severely imz;acted by the BBA. |

In Iéela;vare, Mrs. D, an 85 year oid woman‘, who was recently rec_:oyering from .

an infectior; and heart problems in é Delaware hospital found out ab*out'the shﬁnking
number of ﬁfledioare beds in her state. She was ready for nursing home plaqément but,
given Medi;‘care’s inability to provide adéqua}te resources, she had difficulty locating a

" SNF, and, é.s aresult, she had no choice 1t‘)'ut to stay in the hospital an extra two Weqks. |
Eventually;; a provider offered to take her to a centex; in neighboring Maryland despite the
fact that shfe’ needed aﬁ expensive IV antibiotics at a cost bf $410 a day. Her Medicare
level dictat;d the center would only be compensated $260 a day for her care. Since then

her doctor iias prescribed a $1,700 knee brace that the center will provide as part of her

routine care costs.
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In the state of Washington,a locally-owned and managed independent provider
operates a 30-bed skilled nursing fgcvility with a nearby hospital. “The facility primarily
serves short-term (usually less than 20 days) high-acuity patients — many of whom were

patients in the hospital’s oncology départment.‘ The facility enabled patients to be treated

‘by the hospital’s doctors and eliminated the need for these very sick patients to travel

between facilities.

The result of 'PPS on this facility is unmanageable losses of between $20,00_O and
$40,000 per month. The unit is well-managed and has provided uninterrupted high
quality care, i)‘ut it cannot ovércome Athe fact that $O many of its patients are very ﬁigh
écuity and require, in inany cases, expensive treétments and medications that are not
c‘ompensatgd for by the PPS rate. If the financing s&stem is not changed, the facility

anticipates it will be left no choice but to close its doors creating access problems for its

~ local Medicare beneficiaries. Additionally, its functions will have to be assumed by

another facility several miles away.

The Medicare cuts that are denying Medicare beneficiaries access to care are not
just affeéting Medicare beneficiaries, but also affectiﬁg our employees as well. TheAbleak';‘
outlook for SNFs — the “open—seasbn on caregivers” mentality that seems to prevail in
some quarters -- is turniﬁg away high quality professional staff. These deep cuts have
forced layoffs of tens of thousands of empioyees. Mr. Chairihan, the job of skilled cére
staff is challenging under any circumstances — but I 'can say with certainty that these .
dramatic reductions add a new degree of difficulty in providing access to‘high-quality ‘

care that Medicare beneficiaries expect and deserve.
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Asfyou know, we are concerned that the situation has worsened to the point that
S S :
many facilities will opt out of Medicare altogether. These cuts are forcing both

independef;t providers and large national corporations to make difficult choices of

whether to provide services in a system that does not provide adequate resources for care.

i

‘This mean’s that Medicare beneficiaries will have less access to quality care. If you think

it

things are ?bad now, imagine how much more the situation will deteriorate if 1,000-plus
facilities géo out of business. Congress and the Admiﬁistration should not stand by --
forcing our states io make contingency plans for the care of hundreds of thousands of
elderly res:idents neediéséiy uprooted from the facilities and the caregivers they’ve come
to know. ’i“his would create a logistical nighn:nare,‘ the most pressing problem being .
transfer ‘Atr%uma'-- which has been proven to increase‘ mortalityv rates among the elderly.

: The examples I've cited ‘today show that the PPS, for a whole host of reasons, is
threatenin}g quality, continuity of care, and access — the very goals we share for the
elderly anél infirm Americans for whom we cafe. Mr. Chairman, the bottom line is that
- the deep c'iuts in Medicare create a clear and present danger to the well-being of oﬁr
nation’s e}lderly. The problems are critical and require immediate attention. To that end,
I would lijl%:e to outline what we believe to be fair solutions to four critical challenges —

" solutions :’fhat take into account the constrain%é of Congress and HCFA in implementing
change. 1 : |

Fi}frst, we propose that HCFA replace the current market basket update for SNFs
with an o?utput economic indexA that better reflects the changes in intensity and mix of
rgsider}t szérvices., Simply put, HCFA should replace the. current inflation rate update

factor for'SNFs with a more accurate measurement of the cost of services they are




réquired to provide. This current market basket grossly understafes the actual market
conditions for SNFs because it inderstates the annual chénge 1n the costs of providing an
app;opriate mix of goods and services producéd by SNFs, S‘NFS have changed
d'ramatically the services we provide and the acuity levels of the patients we care for.
Additionally, this more accurate index exists within the Bureau of Labor Statistics. This
change could be made by HCFA under existing law. Using the new index would restore
funding back into the system and would help to alleviate the crisis SNFs gré |
experiencing. HCFA has the authority to make this change, and Congresg should
encourage them to do so. |

Second: Congress, HCFAVand MedPAC all recognize that the new payment
systém f;)r SNFs -- Résource Utilization Groups III [RUGs III -- fails to account for
certain Medicafe beneficiaries with medically cémplex conditions. ;I‘hat is especiall}; true
for patients with high utilization of non-therapy ancillary services, such as prescriptions,
respiratory care, IV antibiotics and chemotherapy. AHCA has proposed a patient-
condition based payment modifier targeted to those patients most likely to fall outside the
reimbursement system. In other words, if a patient comes into a SNF with a condition,
such as ventilator care needs Vor advanced stage pressure u’lcers, the facility treating that
" patient would be eligible for additional reimbursement to compensate for providing the
requiréd high cos:t servic¢s. This is the measure that we suﬁport, but we would certainly
entertain dther solutions.

Third, PPS -rates are based on cost rebo;t's that date all fhe way back to 1995.
Providers should have the option-of maintaim;ng thé current blended rate for the second

year of the PPS transition --currently 75% facility specific/25% federal -- or elect to



move to .;h% full federal rate immediatelyi."‘ This would prevent faci]itieé that changed the
t;/pe and v;:lume of Medicare ;ewices after 1995 - the PPS base year — from being
disadvanta;ged by the transition rate. Again, this is a matter of equity, and a means of
easmg the 'transmon to PPS. We believe this can be done admmlstratwely by HCFA.
Fourth and finally, residents wou]d beneﬁt if Congress would address the
problems Aposed by the imposition of $1,500 annual caps on Part B outpatient
rehablhtatmn services. The BBA 1mposed these arb1trary and capricious caps without the
benefit of data or ofhearings. Mr. Chairman, I assure you — speakmg from the front-lines
of the sk1Hed care community, no one ‘who was part of this process could have intended
this cap to écreate the k;nd of patlent 1mpz;ct we’re seeing. Lurge this Committee to
support S. j1}72, legislation sponsored by Senators Grassley and Reid, whicﬂ would create
criteria to trigger exceptions to the caps fdr the sickest and most vulnerable Medicare
beneﬁciariias. Let me express our appreciation to Senators Grassley, Conrad, Hatch,

[

Robb, Mack and Graham — for being early supporters of this legislation. But let me also

L

challenge this Committee to translate that early support into immediate action.

Mr Chairman, as | cénclude my remaiks, I would like to convey to the
Committec;: that we know thé constraints that exist. That is why we’ve worked so hard to
“put fofWar?d solutions that are reasonable and consist'er{t with the aim of the BBA. Each
of the four? actions I've outlined today is realistic, responsible — and within reach. Each ,
of the actici)ns we recommend Wouki restore funding that would ensure cont‘inued.’quality

and access to Medicare beneficiaries. And that is why each of the actions we

recommend should be adopted — for the sake of the patients entrusted to our care. These -




~solutions can only be achieved in a bipartisan fashion, and we 1§ok to your leadership.
Our nvation"s seniors expect and deserve no less.

Mr. Chaifman and Members of the Committee, I thank you for the opportunity to
E;é here today. On behalf of AHCA, I want to make clear our commitment to‘providing
high quality care to Arr@elica’s frail and elderly. The situation is critical, but it will get
worse unless Congress and the Administration work with providérs to fix the system.
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Thank you for the opportunity to present testimony today on issues relating to the
Medrcare ihome health benefit. My name is Mary Suther. I am the Chairman and CEO of the
Visiting Nurse Association (VNA) of Texas. I am also chairman of the Board of Directors of
the Natiorlal Association for Home Care (NAHC). :

: NAHC is the largest national organization representing home health care providers,
hosplces and home care aide organizations. Among NAHC’s nearly 6000-member
organrzatlorrs are every type of home care agency, including nonprofit agencies like visiting
nurse ass(})yciatio’ns, for-profit chains, hospital-based agencies and freestanding agencies.

NAHC is deeply appreciative of the attention the Chairman and Members of this
Committee have shown to the problems created by the home health provisions of the Balanced
Budget Act of 1997 (BBA97) and the regulatory burdens imposed by the Health Care Financing
Admmrstratlon (HCFA).

RECENT REPORTS ON HOME HEALTH ACCESS

The Medicare home health benefit has undergone tremendous change as the result of the
BBA97 and recent program requirement changes. Home health providers are finding it
"increasingly difficult to serve the same population of beneficiaries they served even two years
ago. Many}‘providers have left the Medicare program, and those remaining have reduced clients,
staff, service areas, and made other changes in an effort to remain financially viable. These
dramatic changes have compelled providers, beneficiaries, and their advocates to press for relief.

In response, the Congress has sought the input of both the General Accounting Office
(GAO) andi'the Medicare Payment Advisory Commission (MedPAC) to determine the scope of
the problem in home care and to make recommendations for needed changes. In recent weeks
both of thes'e advisory bodies to the Congress have reported on their findings.

Whrle in general, both of these studres convey the sense that whatever problems exist
in home care are not of crisis proportions, we would urge that members of the Committee take
a closer look at their findings: Both GAO and MedPAC found that beneficiaries are losing access
to home care services. Both have indicated that the number of visits per patient, the number of
admissions, ,and the number of agencies participating in Medicare have gone down significantly.
Both reports confirm that the beneficiaries who are most costly to treat are at risk for losing
access to care.

Perhaps of greatest importance for you as policy makers to consider is that the home
health utilization findings of GAO and MedPAC are based, for the most part, on data from the
first quarter.of calendar year 1998. During this period of time many agencies had not yet
transitioned to the interim payment system (IPS). Additionally, agencies that were on IPS had
- not yet received notices of their per beneficiary limits. Yet the data indicate that the home health
program had' already gone back to 1994 utilization levels. Given there is no indication that the
deceleration |in home health utilization is "leveling off", the current situation is much more
severe. We believe that the GAO and MedPAC findings must be trended forward in order to get
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an accurate picture of the devastatxon that is occurring to the home health benefit and in the
home care ﬁeld oo

’I‘he home care community has experienced the same difficulty that GAO and MedPAC
have had in attempting to precisely quantify the impact of BBA97 on beneficiaries and providers
and isolate that from other programmatic changes.' However, we’ve received reports from home
care providers, beneficiaries, and from media throughout the nation' that have showcased
individual cases where access to care has become a serious problem." Real people who are in
need of and eligible for home health services are going without care. We have attached some
examples of these reports to our tcstrmony

We understand the need for Congress to make prudent decisions with respect to changes
in the Medicare program. We also believe that the highest priority must be to target resources
to ensure that beneficiary access is protected, and that the vital -home health infrastructure be
stabilized so that it is positioned to respond to future needs of the disabled and elderly.

We believe that the concerns expressed-in the GAO and MedPAC reports closely mirror
our own and those of our member agencies. For this reason, we have put a high prrorrty on
'legrslanve relief for the home health program that would: '

1. Target specific resources through -some type of outlier provision to. high-cost,
- heavy needs patients to ensure that ehgrble beneflmarles maintain access to needed
home health services;

2. Eliminate the 15% additional cut scheduled for October 1, 2000; and

3. Provide relief from financially disabling overpayments in order to preserve the
home health infrastructure so that it may help address future care needs.

These proposals, which will be discussed in depth later in our testimony, are.in keeping
with the concerns that the GAO and MedPAC have outlined and that led members of this
Committee and othérs in the House and Senate to reexamine the home health program changes
in the first place. We are grateful for your leadership, and look forward to working with you
in these and other unportant areas.

REDUCTION IN MEDICARE HOME HEALTH EXPENDITURES PROJECTED TO
BE NEARLY THREE TIMES GREATER THAN EXPECTED UNDER THE BBA

BBAO97 was expected to reduce Medicare home health spending by $16.1 billion over five
years. Although home care represents only 9% of Medicare, it was slated for about 14% of the
reductions in Medicare spending. The 1999 Congressional Budget Office (CBO) analysis of
anticipated Medicare program expenditures showed a dramatic, unintended reductron of the
Medicare home health program



.
At the time of BBA97’s enactment, CBO reported that the effect of BBA97 would be to
reduce home health care expenditures by $16.1 billion between fiscal years 1998 and 2002.
CBO’s revised analysis now projects those reductions to exceed $47 bxlhon——nearly three times

- the anncnpated budgetary impact.

thn Congress passed BBA97, Members believed they were voting for a modest
reducnon in the rate of growth of home care, not slashing the benefit itself. Over the last two
years, more than 2,000 home health agencies- (HHA) across the country have been forced to

.close, and hundreds of thousands of Medicare beneficiaries are no longer receiving home health

services. | The changes enacted by Congress in 1997 have had a serious, unintended result of
severely reducing access to the Medicare home health benefit.

[

% CBO projected that home health expenditures in 1998 would be $20 billion, and in fact

‘those expenditures ended up at less than $15 billion. Congress now has the hard evidence

necessary, to take action to put an end to the dismantling of the home health benefit. °
INTERIM PAYMENT SYSTEM

The most devastating change for HHAs under BBA97 has been the enactment and
implementation of IPS. The severe payment reductions under IPS coupled with other HCFA
initiatives have had sevére repercussions for home health providers and beneficiaries alike.
Thousands of agencies have gone out of business, jeopardizing access to needed home care
services. ' Agencies who have survived have, in many cases, been forced to refuse to take on
patients with more intensive care needs, lest they risk financial ruin. Despite some measure of

* relief in the last Congressional session, severe problems remain, which must be dealt with in this

Congress to ensure the continued viability of the home care program.

1. Médically cofnplex'pzitients o

~A 1998 study conducted by The Lewin Group entitled "Implications of the Medicare
Home-Health Interim Payment System (IPS) of the 1997 Balanced Budget Act" and a 1998 study
by -the Center for Health Policy Research of the George Washington University entitled

"Medicare Home Health Services: An Analysis of the Implications of the Balanced Budget Act
of 1997 for Access and Quality" both found that IPS curtails access to covered services for the

sickest, most frail Medicare patients. Under IPS, HHAs have strong financial disincentives to
care for patlents with more intensive care needs because takmg on these patients could threaten
the f1nanc1al stability of the agency.

HCFA has taken the position that there is no statutory authorization for exceptions to the
annual aggregate per beneficiary limit. Since the base year for the per beneficiary limits is fiscal
year 1994, agencies are using data from .1993 as their base year. Many agencies have
experienced significant changes in case mix and services provided since that base year.
Currently, no adequate case mix adjuster exists which reflects the characteristics of patients
served that influence cost. IPS uses agency-specific data in establishing the per beneficiary
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limits as a proxy for case mix under the theory that an agency’s case mix does not vary

significantly from one yedr to the next. The validity of this assumpnon is severely tested when

utilizing base year data that is four to" fwe years old.”

Technologica] advanees in recent years have vastly expanded the scope of services that
can be provided to Medicare beneficiaries in their homes. Services such as parenteral and

~enteral nutrition, chemotherapy and care of ventilator/trach-dependent patients, which used to

be provided only on an inpatient basis, can now be provided in the home, thus reducing the need
for more costly hospitalization. These services are costly for the home health agency to provide,
however. © These services often require nursing staff who have had additional training in
administration of drugs and procedures, as well as patient monitoring. In addition, such services
require prolonged visits in the patients’ homes, as well as high standby costs, extensive case
management, transition. dlscharge plannmg and other activities that add further to the cost per
visit. .
A type of outlier provision is needed for purposes of recognition of the higher cost of
serving certail; jatients who qualify for Medicare homé health services.

2. Per beneficiary limits

CBO, in estimating savings that would result from implementation of IPS, used an
unprecedented 2/3 behavioral offset. What this means is that CBO directed Congress to cut $48
billion to yield $16 billion in savings over five years. To yield $48 billion in savings, Congress.
was forced to go all the way back to FY94 data for the base year in determining per beneficiary
limits. It is now painfully clear, given recent CBO data, that this was completely unnecessary.
But this mistake has had devastating consequences. The per beneficiary limits, based on 1993-
94 data, clearly do not reflect changes that have occurred in the population served by home care
or the types of services agencies are providing today. Further, IPS fails to distinguish between
efficient cost-effective HHAs and providers that have high visit utilization and per-visit costs.
In some circumstances, the use of a per beneficiary limit based upon agency-specific data
perpetuates Medicare expenditures for overutilization. The lack of an effective case mix adjustor
which distinguishes patients based upon needs and service costs prevents IPS from properly
setting reimbursement limits. As a result, historically efficient HHAs may pave lower payment
limits than historically high cost providers. Agencies who serve a greater- number of medically-
complex patients may have limits insufficient to care for those patients, despite higher per
beneficiary limits.

3. Per visit limits

- BBA97 reduced the per visit cost limits from 112% of the mean to 105% of the median
per visit costs by freestanding agencies. As a result, agencies have been forced to dramatically
reduce the costs of delivering home health services. In many cases, agencies are reducing
expenditures by reducing the number of visits they provide. However, as the number of services
provided in a visit increases, costs per visit go up. Given the reduction in the per visit limits
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under BBA many providers, in an attempt- to stay within the per beneflclary limit, are being
caught byz the per visit limit.

Uhder the 1998 Omnibus Consolidated and Emergency Supplemental Appropriations Act
(OCESAA) the per visit limits were raised from 105% to 106% of the median. This 1%
increase was insufficient to help HHAs who are operating under cost limits that have been
reduced from 14-22% under BBA97. The current cost limits are inadequate to cover the costs
of providing care and to account for the mcreased administrative costs of participation in the
Medicare’ program.

Reduced per visit cost limits jeopardize patients’ access to necessary home health
services. | Under IPS, many HHAs have been forced to be more selective about the patients they
accept; especially with respect to patients in rural or inner-city areas and those who have special
needs-and require more intensive care. Especially vulnerable have been individuals who need
therapy services to restore their ability to care for themselves and inner-city residents for whom
caregivers may require security escorts and language translators. Agencies in rural areas have
been particularly hard hit by reductions. - Their costs tend to exceed national averages because
of Ionger travel times between visits and higher wages resulting from the lingering personnel
shortages in rural areas.

4. Oyerpayments

BBA97 did not require, HCFA to publish information on calculating the per visit limits
until January 1, 1998, even though the limits went into effect beginning October 1, 1997.
Likewise, HCFA was not required to publish information related to calculation of agencies’
annual aggregate per beneficiary limit until April 1, 1998, despite an October 1, 1997, start
date. More than a year after IPS began, many agencies had not yet. received notice from their
Fls providing the visit and per beneficiary limits under which they were expected to operate.
Some agencies were operating for more than a year under IPS before they recelved information
regardmg their hmlts

. In’; other cases, where agency limits were provided, the FIs’ calculations of agencies’

limitsswere wrong due to the use of faulty data. Additionally, most of the FIs never modified
agenciesi’:‘ payments to reflect the IPS reductions; rather, they continued to pay. agencies
according’ to the previous year’s levels, resulting in significant overpayments to many HHAs
across the country. -

The BBA97 home health reductions were so deep and occurred so quickly that many
agencies ‘were not aware of the full impact the cuts would have on their reimbursements,
particularly since most agencies did not even know their reimbursement limits until months after
care was ‘delivered. More importantly, most agencies continued full access to care within the
scope of the Medicare benefit rather than terminate care to patients.
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FIs have been 1ssumg notices of overpayments to agencxes and demanding repayment

The IPS reductrons make it near, 1mp0531ble for agencies to provide high quality, appropriate
care to Medicare beneficiaries and to comply with repayment requests. These overpayments are
~ not the result of abuse or inefficiency. Rather, most overpayments have occurred because HHAs
continued to serve high-cost patients within the scope of Medicare coverage and the payments
have already been used to provide légitimate needed care to eligible beneficiaries. Without some
_ relief from these overpayments, it can be cxpected that agency closures and the attendant access

: 'problems will accelerate .

p i

¥

5. Mandatory 15% reduction in home health limits

Under the BBA97, expenditures under a prospective payrnent system (PPS) were to be
equal to an amount that would be reimbursed if the cost limits and per béneficiary limits were
- reduced 15%. Even if PPS was not ready to be implemented on October 1, 1999, the Health~
and Human Services Secretary was'required to reduce the cost limits and per beneficiary limits
- in effect on September 30, 1999, by. 15%. The OCESAA delayed the 15% reduction for all
HHAS until October 1, 2000. , Ny L ‘ ‘

IPS already significantly reduces the reimbursement rates for providers. On average,
agencies are receiving 31% less in relmbursement under IPS than they did previously. HCFA
has projected that nearly all HHAs under IPS will receive reimbursements that are lower than
their actual costs of providing care. Given CBO’s estimates of outlay reductions far in excess
of those anticipated (nearly $48 billion as opposed to the expected $16 billion), further cuts to
home health of 15% would be devastating to providers, severely jeopardize the ability of _
benefrcrarles to access care, and restrict the level of care benefrcrartes could receive:

6. Proration

, ‘BBA97 stipulates that the per beneficiary limit will be prorated among agencies when a
patient receives services from more' than one agency.- This provision 1s unnecessary and too
comphcated for routine admrmstratron of the payment system

. The per beneficiary limit is calculated from the 1994 fiscal year where patients were also

served by more than one ‘agency. - Therefore, the per beneficiary limits already account for
patients bemg served by more than one agency and prorating of fees is unnecessary. However,
it is recognized that one: method of circumventing the per beneficiary limits would be to transfer
patlents to another agency. HCFA should ‘have a mechanism to deal Wlth these srtuattons if they
arlse : : :

The trackmg requlred to comply w1th this provrsmn would be problematrc for both
prov1ders and-HCFA. HHAs do not have.access to the 1nformat10n that would allow them to
sufficiently track beneficiaries’ use of other home health services and do not have control over
where patients receive services before and after the home care they provide. Prorating becomes
even-more complicated given that agencies have different limits and fiscal years over which

et
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“those l1m1ts are apphed Further ‘proration of the llmltS would interfere with a pat1ent S rlght

of chmce of an HHA and potential access to'care. A patient prevxously served by another
prowder Jmay bring hlgh~cost care needs and a reduced payment limit, thereby discouraging the
patient’s’admission.

., ) o ‘
7. Reriodie interim payments (PIP)

Medlcare allows for perlod1c interim payments (PIP) for many Medicare providers in

_order to maintain a steady cash flow for services rendered on behalf of. Medicare beneficiaries.

PIP payments to HHAs are based on volume experience which is adjusted on a quarterly basis.

BBA97 eliminated PIP for HHAs effective for cost reporting periods beginning on or
after October 1, 1999, a date intended to coincide with implementation of PPS for home health.
OCESAA extended PIP fo fiscal year 2001, elumnatmg it for portions of cost reportmg periods
occurrlng on or after October 1, 2000

Under IPS mamtalmng PIP is more 1mp0rtant than ever in allowmg agencies to serve
Medlcare beneficiaries effectively.” The cash flow generated by PIP is critical to the financial
viability ! of small HHAs that do not have large cash reserves to support delayed payments from
HCFA. 'Congress should maintain PIP or, at a mlmmum extend it at least one year beyond
1mplementat10n of PPS..

' VENIPUNCTURE

il

Effectlve February 5, 1998 a’ pr0v131on included in the BBA removed blood drawing

A (vempuncture) as a qualifying service for the Medicare home health benefit. Before this date,

if a beneficiary needed venipuncture and met all other' home health criteria, he or she could

receive \}enipuncture from a home health nurse along with other Medicare-covered home health

services, including home health aide services, ordered by his or her phys1c1an Under the new

~ policy, if venipuncture is the sole skilled service needed, Medicare will only cover vénipuncture

orovided! by lab technicians under Part B, and homebound beneficiaries in need of blood
monltormg will lose eligibility for home health services.

Benef1c1ar1es who qualified for home health ser\uces based on venipuncture are some of

“the oldest and most disabled Medlcare benef1c1ar1es many with multiple diagnoses 1ncludmg

diabetes,’ heart disease, -stroke and clinical depression. Many homebound individuals with
chronic. cond1t1ons and complex medication regimens no longer receive nurse assessments for °
purposes .of preventing-acute epxsodes and hospitalizations. The home health aide services that
were sometimes provided by the agencies in conjunction with blood monitoring made it possible

for beneficiaries to remain in stable condition and at home. Without such services; many of -

these individuals are admitted to long -term care facilities. NAHC has received hundreds of
phone calls and letters from consumers, physicians, providers, and other organizations raising
concerns about the severe impact on patients resulting from the removal of venipuncture as a
qualeymg service under the Medicare program..
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BBA 97 required that claims for home health services on or after. July 1, 1999 must
contain a code that identifies the length of time for each service visit, measured in 15-minute
increments. HCFA issued instructions to the FIs on February 18, 1999, directing them to
* Initiate necessary steps to implement this new billing requirement for all HHAs pamcxpatmg in
" the Medicare programs (Transmittal No A-99). N

This new administrative burden imposes a complex time-keeping requirement for agencies
to stop the in-home clock when an interruption in active treatment occurs. The HCFA transmittal
defines the "time of service visit" to begin at the beneficiary’s place of residence, when delivery
of services has actively begun. Agencies must count the number of 15-minute mtervals but
cannot report services lasting less than 8 minutes. ‘

Since the time counted must be actual treatment time, providers are expected to discount
time spent on non-treatment related interruptions during the in-home visit. For example, if a
beneficiary interrupts a treatment to talk on the telephone for other than a minimal amount of
time (less then 3 minutes), then the time the beneficiary spends on the telephone and not engaged
in therapy does not count in the amount of service time.

In-home time represents only a portion of the total time invested by an agency in caring
for a patient. Numerous activities required by the Medicare Conditions of Participation and
needed to ensure effective patient care are often times performed outside the home, including
communication with physicians and family members, coordination of services with other home-
health personnel and community agencies, care planning, and clinical documentation. In order
for home care treatment time-to be meaningfully quantified, visit time must be better defined and
recognized as only part of the resource cost involved in providing home care services.

Neither Congress nor HCFA has indicated how this information will be used. Its value
is questionable in light of the ongoing move from a per-visit reimbursement system.to a
prospectively set per-episode of payments that are not tied to number of visits or visit length.
In light of the substantial financial and administrative strains already being experience by
agencies, we urge you 1o revisit this requirement. :

- CONCLUSION | g

Thank you again, Mr. Chairman, for the opportunity to present our views. You and the
Committee have our thanks for bringing home health issues to this level of consxderanon We
look forward to working closely with you to resolve these issues.

'

Attachments
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Medicare's drive to cut costs forces many compames to go
belly up :
Home health care compames die en masse

Economic survival ss the theme at the Virginia Association for Home Care's annual
conterence. which begins today at the Hotel Roanoke and Conterence Center.

By SANDRA BROWN KELLY
THE ROANOKE TIMES

Interim Home Health of Roanoke Valley this month became one of the latest
casualties of a financial tidal wave in the home health care industry that was one
consequence of the drive 1o balance the federal budget. ‘

The 18-year-old companyhad recently cut its full-time employees from 44.t0 22.
Now, it has filed a Chapter 11 petition for debt reorganization in U S. Bankruptey
Court.

Inthe Galux-HiAllsville area, Deerf'neld Home Health Care in Mouth OfWiIson and
Tri-County Home Health in Hillsville are completely bankrupt.

This rend is why survival is the theme of the agenda for the Virginia Association
for Home Care’s annual conference, which begins today at the Hotel Roanoke and

" Conference Center, said Bobbye Terry, director of legislative affairs.

The conference program includes speakers on the financial effect of Medicare
changes, wavs agencies can be more efficient, zmd how they can retain staff during a
perxod of turmonl

A (emporary capped payment plan Medicare set up for home heaith agencies has
driven more than 1,000 of them into bankruptcy or out of business since last
October, according to data collected from 23 states by the National Association for
Homeé Care. When all states report in, the association expects the number of agencies
lost to reach 2,000, about 20 percent of the U.S. total:

“The home health industry has been under the gun for a year and a half," Terry
said.

Most of what has happened can be traced to the Balanced Budget Act of 1997,
which included a dictumn that Medicare trim home health payments by about $16
billion over four years (Medicare is a federal program that pays for some health care
services for people older than 65 or disabled.) To do this, the Health Care Financing
Administration (HCFA), which runs Medicare, had to figure out a new way of
reimbursing for home health services. In the meanwhile, it placed home health
agencies on a temporary payment system based on the agencies’ 1994 expenses. In
April 1998, HCFA gave each agency an annual cap per patient and made it retroactive
to0 1996. ‘

-if a company was really efhcxem in 1994 or provided less expensive services, it
got a lower per-patient cap than another company that might have been less efficient

- or was delivering more complicated services. Because of these caps, which in this

area average about $3,000, agencies must have the right mix of patients to stay in
business. The cap amount gets paid whether a patient is seen twice overall or twice a
day, so the ideal is to have lots of patients who get well within a few visits to offset
the cost of caring for patients with more intensive and long-term needs.

W
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The cap amount is not guaranteed income. Medicare might decide atter an audit that
a company's expenses don't warrant that level of reimbursement.

Services provided by home health agencies vary greatly by agency. Most employ a
combination of remste:ed*and licénsed nurses and home health aides. Others also
have therapists on staff. The services are intended to be short term and designed to
help a patient go home from the hospital as seon as possible and become
selt-sufticient. An agency might offer therapy to a patient who has had a knee
replacement, care for wounds, or prowde a companion for someone who temporarily
cannot be alone.

" Housecall Home Healthcare in Salem, one of the area’s largest agencies, offered a
broad range of services..including physical therapy, and had a lot of patients in 1994,
so its per-beneficiary cap is higher than some other agencies' cap, administrator Joe
Hearst said.

Hearst said he expects Housecall to grow larger at the same time "the cap is wiping
out small agencies.”

"I heard a consultant say that at least 4.000 agencies are out of businéss and don't
know it because they haven't yet gotten their bills for overpavments,” Hearst said.
"We're going to be one of the survivors.” ; -

“It's a bad time to be in hdme health. though,” he said.

Donna Peery of Galax knows thut for sure. She and her husband, Tom Peery,
recently filed Chapter 7 debt liquidation for Tri-County Home Health, which they had
operated since 1994,

“"We couldn't provide the qua ity of care wuh a per-patient benenmaw limit below
$2.,800," Donna Peery said. "It was all well and good if somebody had surgery and
just needed a couple of days of dressing changes. We had patients who needed
dressings changed twice a day and patients needing daily insulin injections.”

When the Peérys officially closed Feb. 12, they faced an $87,000 bill from
Medicare for overpayments. Both are nurses. He now works for a hospice, and she
draws unemployment.

In addition to the pressure put on agencies. Peery anticipates that patients who
need longer-term visits will eventually be shunned by agencies.

"Home health care gotto be more than what it started out 1o be, and people have
become dependent on it,” she said.

Kimberly Wilson, a former Tri-County Home Health employee who opened
Southwest Virginia Home Health Care Inc. in Galax in July 1997, doesn't know if
she can stay in business.

“I've yet to-take an income home,” Wilson said. She owes money back to
Medicare. maybe as much as $25,000, which she hopes to be allowed to pay over
time. .

Wilson says the government has been too strict on what it will pay for. For
example, since February 1998, it has refused to pay for a home health worker t0
draw blood samples for a patient taking the blood thinner Coumadin, although too
much of the drug can cause dangerous bleeding.

Her home area has a number of W!dOWS who don't drive who need the Coumadin
blood checks, she said.

When Medicare eliminated payments for blood withdrawals; calied venipuncture,
many agencies lost large numbers of patients. The home health service run by the
Roanoke Health Department lost 50 percent of its patients, said Linda Hudgins,

- director of the program.

-~

Some of the patxents were kept on through the health department’s free services,
she said.
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| The annual payment cap pressures the health department's program just as much as
it hits the private companies. said Hudgins, who considers some of Medicare's
. expectations unrealistic. .

g For example, she said, Medicare expects a home health worker to wean away a

N patient who needs dressings on a wound changed by teaching family members or the
i patient to change the dressings. Her agency has a patient who has a back wound that
g the patient can't reach, and no family members are available to provide the care.

i "We will lose money on that patient,” Hudgins said.

L The cost pressures on home health are driving health departments’ home health
services out of the business, too, she said. Thirty health departments in the state used
to provide the services, but only nine do now, she said. ’

j Home health has had fraud and abuse in it, Hudgins said, but she argues that home
" care also has been instrumental in keeping people in their home and out of nursing
v homes, which cost the government more than home health visits.

Leland Sigmon, who owns the Interim franchise in Roanoke, said he expects to
pay his bills and stay in business, but said he needed the protection of the courts
] ‘ while he revamps. His company operated at a loss in 1998 for the first time since it
: ‘ o opened, Sigmon said.

i In addition, he just paid $38,000 back to Medicare for overpavments in 1996, and
7 he expects he will owe more to the government once his books are audited for 1997
and 1998. Because of the complexity of the Medicare reimbursement system, it's not
X unusual for home health agencies to owe money back after an audit. But the

i repayment coupled with a drop in reimbursement amounts proved 1o be too much.

i Sigmon said.

- "The unknown is what's difficult to deal with,” Sigmon said.
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200 protest cuts that threaten home care

® Elderly Rhode Islanders, visiting nurse groups, home health aides and politicians rally
against Medicare cuts that have forced some agencies to close.

By JONATHAN SALTZMAN
Journal State House Bureau '

WOONSOCKET -- As Roland Trude! lay dying of brain cancer five years ago, his wife of 48
years made him a promise: She would strive to keep him-out of a nursing home so he could
die at home.

To help make good on her pledge, Alice Trudel turned to the Visiting Nurse Service of
Greater Woonsocket. The agency sent a nurse or nursing assistant to the couple's house
daily to bathe Roland Trudel, give him medication and ease his pain.

When the 75-year-old retired Texas Instruments mahufacturing worker died in late 1994, he
was home, in his living room, surrounded by cherished photographs of their three children,
four grandchildren and one great-grandchild.

"It would have broken my heart if I had to break my promise,” said Alice Trudel, 77. " But
if they didn't come, I would have had to put him in a nursing home.”

Yesterday, Trudel joined more than 200 elderly Rhode Islanders, home health workers, civic
leaders and politicians at a spirited rally to protest federal cutbacks in Medicare
reimbursements that threaten home care agencies.

The cuts, which are squeezing agencies across the country, led to the recent closing of two in
Rhode Island that provided home health aides.

Meanwhile, visiting nurse associations throughout the state are laying off scores of. workers,
or considering merging or reorganizing in the face of enormous losses.

One of the hardest hit agencies has been the Visiting Nurse Service of Greater Woonsocket.
An agency official said it has lost 130 workers through layoffs or attrition in the past year.

This 1s something that's very real, very now, and directly hurting people,” said former Lt.-
Gov. Roger N. Begin, a Woonsocket native who hosted the event in a packed dmmg room
of the Woonsocket Senior Citizens Center.

Elected officials at the rally, all of them Democrats; traced the problems to the 1997 federal
Balanced Budget Act passed by Congress and signed by President Clinton. The act reduced
the growth of Medicare, the health insurance program for the elderly, but had what detractors
describe as disastrous consequences on home health care.

It led to enormous cutbacks in reimbursements to visiting-nurse agencies, reductions in the
number of visits that Medicare would finance and the amount it would pay for each visit.

The new formula for relmbursement was based on past spending, and in the Northeast --
where costs have typically been low -- agencies wére hard hxt Some closed; all had to cut
back sharply. , .

Patients who could no longer get care through Medicare turned to the state. Some were
eligible through the Medicaid program for the poor; others qualified for a state program that
subsidizes home care for people whose incomes are just above the cutoff for Medicaid.

But the network of 35 home health agencies in the state was already struggling with a
shortage of qualified home health aides.
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These employees have less training and earn less than visiting nurses. In Rhode Island, thev
are particularly low- paid. Home health agencies get a base rate of $10.94 an.hour for an
aide's services compared with $19.60 in Massachusetts and $20.22 in Connecticut. After
paying for costs such as overhead and worker's compensation insurance, the agencies
typically have 36 to'$7 an hour left to pay their workers.

The low pay and tight labor market have left many agencies strapped for workers. When a
small health agency.in Providence, Advanced Home Care, closed recently, its owner cited-an
inability to find qualified employees.

Rep. Parick J. Kennedy, one of the key speakers at the-senior citizens center, said that when
he voted against the Balanced Budget Act, critics called him a big spender.

But, he said, he kneéw the measure was ““penny-wise and pound-foolish.” Cuts in home
heaith care have forced elderly Rhode Islanders to go to hospitals or nursing homes, he said,
usually paid for by the state at many times the cost of home care.

Apart from the burden on taxpayers, he said, the cuts have taken an intangible toll on patients
who would rather stay home, and families who would prefer to have them there.

Kennedy said he-understands that desire from his own experience. His grandmother, Rose
Fitzgerald Kennedy, was the ““real glue” in his family, he said, and he was grateful she
could live out Lier final days at home. She died in 1995 at the age of 104.

Sen. Jack Reed, another speaker, said the Balanced Budget Act may have been well
intended, but* solvency is no justification for runnmg a program that's insufficient.”

" Heand Kennedy vowed to lobby Congress to mcrease the Medicare payments to home

health agencies.
The issue is headingﬁ( for debate at the State House as well.

Republican Govem:(f)r Almond, who did not attend the rally, said in a recent statement that the
Balanced Budget Act was “"landmark legislation” that stoked the economy. But he conceded
that it had “"unintended consequences” on health care programs such as home health care.

He has earmarked $350,000 in the state budget that begins July | for home health care. He
has promised to add $1.65 million, assuming May estimates of state revenue remain
optimistic.. The. nea:ly $2 million would enable the state to increase hourly reimbursements of
home health aides by $2.50, according to the Almond administration.

But Lt. Gov. Charl es J. Fogarty, a Democrat and vocal proponent of improving the
long-term-care system, said that's not enough.

He has asked two Democratic legislators in the General Assembly to introduce bills that
would increase state aid by $3.6 million. That would enable the state to raise the

rexmbursement rate to $16 an hour.

“It's really economxcally foolish for us to underfund home health ;:are because the direct

- result will be people going to more expensive care in institutions,” Fogarty said.

By increasing the reimbursement rate, he said, the state will be able to expand the pool of
home health workers before the situation becomes dire,

" As agencies are reducmg services and some are closing their doors,” he said, “"it's
becoming more and more apparent that this is not a problem -- 1t s a crisis, and we have o
deal with it."

i

Add Your two cents'% on this topic
to to ‘ : N

Copyright © 1999 The Providence Journal Company
Produced by www.projo.com
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Utah Has Lost About Half of Home Health Agenmes

Due to Cuts
. ' t
BY NORMA WAGNER
THE SALT LAKE TRIBUNE . . @
Utah has lost about half of its home health-care ageﬁcies in the past two years because of benefit E:[.”t_?‘.'?‘il
cuts in the Medicare program. An '.*T
cle.

"We had over 112 at one point and our latest count is around 55 [agencies]." said Allan Elkins.
who oversees inspections and centifications for agencies that care for Medicare and Medicaid -
patients.

Small agencies were forced out of the business as were some larger ones in rural Utah and along
the Wasatch Front.

The Columbia hospital chain divested its home health services across the nation. including seven
agencies in Utah. Intermountain Health Care (IHC) no longer houses its home health-care services
in some of its rural hospitals.

"We've had to reduce overhead. administrative services. brick and mortar.” said Boyd Woolsey.
spokesman for IHC home health services. "But we're still offering the services to the patients in
those areas.’

"And we've had small ones close who had 50 fe\\ chents it was no longer [ﬁnanc1ally] beneficial
to stay in the program.” said Royal Simpson. manager of the state Health Department's hospital
and ambulatory-care survey section.

‘Elkins. also of the Utah Department of Health. said the drop is amazing to us. We're “hoping
‘there's adequate agencies left out there to meet the consumers’ needs." .

aa

© Copyright 1999, The Salt Lake Tribune
All material found on Utah OnLine is copyrighted The Salt Lake Tribune and associated news services. INO material may be reproduced or
reused without explicit permission from The Salt Lake Tribune . ' ' )

Contact The Salt Lake T.rib‘x‘.lrne or Utah OnLine by clicking here.
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Lawmakérs Scrambling to Fix Medicafe.

Spending cuts' have severe impact on home health-care industry

'BY LARRY WHEELER . S

GANNETT NEWS SERVICE @
WASHINGTON -- A budget-balancing law Congress approved in 1997 was supposed to slow ET”;'*O”

federalispending on Medicare home heaith services. Instead, it resulted in the largest benefit cut in A “Ll,

Medicare history and lawmakers are scrambling to fix the problem. ricle

More than 1,400 Medicare home health proxtders have closed since the Health Care Financin ng
Administration. the agency that administers the Medicare program, began 1mplementmo a new
payment system last year, agency records show.

The nation’s largest home health industry trade association estimated the cuts have left 700.000
Medicare beneficiaries without home health-care services. but some experts challenge that estimate
because of weaknesses in Medicare data.

What is not debatable is that mounting anecdotal ewdence points toward an extensive impact.

In Florida. where the state has a well-developed safety net for retirees. state agencies are seeing
significant increases in demand for homebound personal-care services. an increase they attribute

drectly to Medicare benefit cuts.

And an Illinois visiting nurse agency recentlv decided to discharge 25 patients whose care was
50 costly the agency said it faced certain bankruptcy if it continued to care for the patients.

Similar stofies can be found across the country.

The Congressional Budget Office. which predicted cost-cutting measures would reduce :
Medicare home health spendm0 b\ $16 billion. now estimates the cuts will exceed $47 billion over
a five-vear period.

Last. year. Medicare spent 514.9 billion to provnde home health services to more than 3 nullion
elderly. and disabled patients. the first time in the history of the Medicare program that spending -
declined from the previous vear.

"This is clearly the laroest cutback that we have seen.” said Barbara Markham Smuh senior
researcher at George WashmOton University Center for Health Policy Research “The nature of
this particular cutback is pretty much unprecedented.”

President Clinton announced Tuesday that the latest Medicare trustees report extended the
prOJected solvency of the Medicare trust fund from 2008 1o 2015. The extra seven years were due
in part: 10 savings generated by cutting the home health benefit,

Home health i industry officials. patient advocates and some lawmakers believe the new payment
systemand other cost-culting measures have been a disaster both for elderly patients and the small
businésses that send nurses and aides to care for the homebound Medicare beneficiaries.

Medicare managers and government auditors say they have detected no adverse impact on the
Medicare populanon

The cost-cutting measures, which include increased audits and more stringent screening of
providers, are difficult but necessary reforms. said Robert Berenson, director of Medicare's Center
for Health Plans and Providers.

"Wé are loekino very carefully at whether beneficiaries are losing access to needed services.”
Berenson said. "As of now, we don’t have any information that beneficiaries who need home
health care are not receiving it.”

Despue the alarming number of agency closures since 1997. there still are more than 9,000
active :Medicare home health prov1ders nationwide, which Berenson said appears to be an adequate
numbér

I\ext year. the interim payment system will be replaced with a prospecme payment system
desxgncd to repay home health agencies based on the nature of a patient’s illness rather than based
on hxstonc spending patterns in a particular county.

"The prospective payment svstem will be better for everyone. Bercnson said. "Patients who
have more health-care needs will get substantiallv more pavment.”

But the law Congress passed requiring the prospective payment system also dictates that home
health spending will decline another 15 percent in addition to the cuts already under way.

Senators and House members aren't waiting for official confirmation for a problem they already
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know exists.
“A lot of people are trying to deny nothing bad is happening.” said Sen. Russ Feingold. D-Wis.
"But the reality is we have lost a lot of agencies crucial 1o prowdmo home care for o Ider people and
those with disabilities.”
Feingold successfully amended the recently’passed Senate budget resolution with language that
calls on the Senate to alter the new payment system and other changes that have had a "negative
impact” on Medicare home health delivery.
A similar amendment was included in the House budget resolution.
With 55 of his state’s 150 Medicare home health agencies out of business, an alarmed Sen. Jeff
Bingaman, D-N.M;, summoned Health and Human Services Secretary Donna Shalala to his
office.
Following the meeting, Shalala dispatched a special team to New Mexico, to investigate. Since

- then, the investigation has grown to include other states, but the group has not reported its

findings, Bingaman said.

"We were getting lots of complaints from providers essentially advnsmo us they were havmc to
fire their employees, go.out of business and terminate their services. Bmgaman said. "After you
hear that from several sources, you begin to think thisis a problem worthy of attention.”

At least four government and academic studies are under way in an attempt to measure the
impact of the Medicare home health reforms.

Home health-industry representatives are cautiously optimistic that senators-and House members
will be able to repair some of the damage.

"We recognize the world of the budoet is such that monies aren't readily available toAbrmc about
significant ﬁxes Dombi said. "At the same- time, our cautious optimism is iggered by the 1 many
visits our indystrv members have had with their members of Congress where the member says.

*We know we aian't fix all the problems and we have to rewsn i

< >

© Copyright 1999, The Salt Lake Tribune
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By April M. Washmgton

Balanced Budget Act a bitter plll for some

. GRAND PRAIRIE - Janis Fisher awoke from emergency surgery in an Qak CIiff hospital 35 years ago paralyzed from the waist

down. The Grand Prairie rgsident broke her back in three places when'she flew out of the back seat of a 1956 Ford convertible and
smacked into a uuhty pole on Santa Fe Road in Duncanville. She was 16 years old, in the prime of her young life.

‘The nephew of her stepfather drank one too many beers before pxckmg up Mrs. Fisher from her best friend's house. On the way
home, he sped around a sha:p corner and lost control of the car. She barely knew the boy.

. Since the accident, the 52—year—old Mrs. Fisher estimates she has been operated on more than 20 times. Her greatest fear is being

forced out of her’ ‘modest duplex built in the 1940s.

"I just want to refnain mmy own environment - just me and my cats,” said the wheelchmr-bound Mrs Fisher. "Just thinking about
being in a nursing home.scarcs me out of my mind.”

Medicare decided Mrs Fisher's home health care wasn't a medical necessity earlier this monﬂWneﬁt moving her one
step closer to the nursing home she dreads.

- [ thought it was an April Fools' Day joke," she said.-"I really rely on the care the nurses give me.

She's not alone. Thousand; of chronically 111 and elderly patients are losing some or all of the home- hcalth care services once covered
by Medicare.

Last summer, Congréss passed legislation as a part of the broad-sweeping 1997 Balanced Budget Act that limits the amount of
payments home- health agencies can receive for taking care of homebound pauents

Lawmakers took acuon to curta:l exploding home-health-care costs and rampant fraud, waste and abuse,

Once a small componcm of Medicare, spending for home health care soared in | the last decade, said U.S. Rep. Joe Barton, a
Republican whose Dlsmct 6 mcludes parts of Arlington.

The costs to care for homebound anents quadrupled, from about $3 million in 1990 to $17 billion in 1996 said Mr. Barton, who
supported the new guxdchnes _

- For that reason, Congress imposed a cap on the amount of funds Medicare reimburses home-hcalth -care agenc1cs per year for the care

they provide to peoplc like Mrs. Fisher.

Under the old guxdchnes. health care providers had no incentive to streamhne their costs, said Mr, Barton, chairman of a
congressional ovemlght subcommittee conducting Medicare hearings around the country.

As aresult, many bilked the Medicare system for services not covered by the law, he saxd

"While you had a lot of good health care-providers, you also had a number, if not fraudulent, that were wasteful in spending
taxpayers' dollars," Mr. Barton said. "The system started out as a Iess expensive way to let people out of the hospital to receive
short-term medical care in their homes.

“Then people started going into thc home supposcdly to treat medical conditions. Instead, they were cooking, cleaning and giving
panents baths and chargmg Medicare.

"That's what's going to come to an end. The people who really need home health care are going to get home health care.”
Mrs. Fisher received notification about the elimination of her home health care benefits April 1.

No joke

]

"I'm afraid they (lawmakets} didn't understand how much damage the changes were going to have on a lot of people like me who
live alone and havc no family close enough to take care of them.”




X

"There were some concerns about fraud, and I think Congress overreacted in trying to address that.” |
»” . . .

I8l

Poor blood circulation forced doctors to amputate Mrs. Fnshers right leg in 1975. S

Just fast year, a nurse who visits her home once a week treated Mrs. Fisher for eight kxdney mfeeuons and taught the woman how to
care for sores that develop from smmg for extended periods. -

She has grown to depend on the care she receives fromArhngtonh-based Cuidado Casero Home Health Care Services.

“I get so sick sometimes that I can't.even get out of bed to dress myself, to'get on a bus, or call a taxi to get to the doctor," Mrs,
Fisher said. .

Complaints from distraught beneficiaries like Ms. Fisher have flowed into the congressional ofﬁces of Mr. Barton and Democratic
U.S. Rep. Martin Frost, D«Dallas the other congressman who represents parts of Arlington and Grand Prairie.

Like Mr. Barton, Mr, Frost voted for the far-reaching health care changes. But unlike Mr. Barton, he has since had a change of hm
He now wonders whether Congress acted too hastily. o , -

"We were trying to bnng;t.hc deficit down," said Mr. Frost, who recently co-sponsored iegxs ation that would delay the new payment
system until Congress caft reassess ns effect.

"The home-health-ca:e provision needs to be looked at again.and changed. People ought t:o be able gét as much help as possible.
First-hand =xperience

The 20-year incumbent said he began realizing the severity of the cost-cumng changes after his mother fell and broke her hip about -
two months ago. ,
Mr. Frost has had to make several trips to San Antonio to look after his 79-year-old mother's medical needs.

"P've been down there quite a bit,” he said. "She's had to pay quite a bit out of her pocket for some of her ho.me health care.

““It's so much, she can't afford to pay as much as she needs. This is an issue that's hit close to home."

U.S. District 24 GOP challenger Shawn Terry assailed Mr. Frost for suppomng a bill he argues unfairly cuts the medical care of
consﬁmenfs‘hke Mrs Fisher.

"Mos. Fisher is a classic example of:someone who doesn't need to live in a nursing home, but under the current system might be
forced into one,” said the Dallas management consulrant, who met the Grand Prairie resident after accompanying a nurse to her home
last month.

"Frost voted for a bad bill that doesn't take into account the fact that people have different medical needs and requirements. I think

" home health care can save this country money. It can avoid unneccssary hospitalization that some find troublesome and expensive.

"We can't have a blanket, one-size-fits-all approach to health care. We have to strike a balance

i

A day before Medicare terminated Mrs. Fisher's benefit, Cuidado Casero Home Health Care Servicés owner Carmen Santiago
learned her agency would be limited to a maximum of $3,310 per year to care for. minor to critically.ill patients.

That's a drop in the bucket compared to the average $8,100 the Health Care Financing Adrmmstmnon paid agencxes annually per
patient, according to the Texas Association for Home Health Care. The health care administration oversees Medicare.

Business groups protest

Mrs. Santiago, who estimates Medicare payments represent about 95 percent of her company's income, said "that's what it costs us

to take care of really sick patients in one week.

"We take care of patients that are totally bedridden, bhnded by diabetes, paraﬁyzed They take a lot of care,” she said. "A nurse has to
go out twice a week to care for them.

“The $3,310, that won't cover the gas or supplies.”

Mrs. Santiago and the state’s home health care association insists the new payment cap penahzes reputable agencies, forcing some out

of business and their chronically ill patients into nursing homes.

For now, Mrs. Santiago's multimillion-dollar agency is able to survive the cutbacks. Some longtime friends with other agencies



{
aren't so lucky, she saiH

"It's sad to watch people you've worked with for years, knowing they have farnilies to support and take care of, go by the wayside
because of all these homble changes Mrs Santiago said. A -

The Texas Association for Home Care and Rockwall Home Hcalth Inc., filed a lawsuit last month seeking an mjuncnon 1o prevent
the U.S. Department of Health and Human Services from implementing the new paymcnt caps.

The class-action lawsuit, filed in the U.S. Northern District Court in Dallas, contends the new limits inadequately cover the cost of
caring for homebound patients, particularly those like Mrs. Fisher with multiple medical needs.

" The association, which represents more than 1,200 home-health-care agencies throughout the state, also charges that more than half
of the 3,000 such busmess::s in Texas will go bankrupt if the changes are allowed to stand.

Devastatxon assailed
, ‘
"Realistically, these cuts are so severe that Texas home-health agencies cannot continue to care for most of their hi gher-cost anents "
said Sara Speights, director of government affairs for Texas Association for Home Care. "They are really underestimating the
devastation it caused to some human beings.

e

"They have blown a lot of isolated cases of fraud out of proportion and created a whole new system that verges on the insane."

Cuidado Casero rcprcscniauves have trekked to Washmgton D.C., ir: recent months, attcndmg a series of hcanngs and forums to
implore lawmakers to rev;se the changes. \

"They've done this to,balance: the budget,” said Gloria Carrillo, Cuid2do Casero's director of human resources. "But they've
balanced the budget on the backs of the elderly and the chronically ill."

U.S. Rep. Greg Ganske, R-Iowa, 2 member of Mr. Barton's oversight committee, accused home-health-care providers of
exaggerating the threat of reduced services.

"Faced with new poltéxes to eliminate fraud, some home care agencies have tried to frighten their patients into becoming advocates
against the reforms," smd Dr. Ganske, who operated a private medical practice before he was e]ected to Congress in 1594,

"The servxcc will suli bc there, but will costa lot less. And it won't be an opportunﬂy to exploit the program for unncccssary
services.” ! .

Mrs. Santiago said lawmakers hkc Dr Ganske just don't get it.

"They only see the oumde They dont know what we go through to make sure our patients are taken care of, whether it's paying ior
a patxent s prcscnptlon gas bills or toys for thClI' kids out of' our own pockets.”

(Copyright 1998) ;f
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-Medlcare cutbacks strand housebound poor, elderly

By EVE ROSE
Dally News reporter -

Karen Jones has been going to
Emitt Soldin’s home for two ycars
to sample his blood and make sure
the steroids he takes have not
caused him to bleed internally:- -

~ Soldin’s arthritis has left his
hands and feet defermed, making
it painful for the:74-year-old An- .
chorage man to walk the few feet *
from his bedroom to the kitchen.

Last week, Jones showed up at

Soldm’s home the same as always

The only difference this time was

that she was not getting paid.
Jones is/ one. of ‘an unknown

number of nurses, aides and oth- -

er health care workers across the
city who are ‘continuing to pro-
vide their services for free out of
fear their elderly and disabled

patients who receive care at -
“had to cut back on the amount of -
. care they provide to Medicare pa-

home will get sicker or even die if
they donot, "
They say major cuts in federal

-

’fundmg have forced them to
. make the difficult choice of leav-
ing patients to fend for :them-

selves or continuing to care for
them without pay. §
‘In the last two months, three An-

.chorage ftirms providing home
. health care for the poor and elderly
- have shut down, one has changed

hands and the four remaining have

tients, according to home health

P ad

-

.care mdustry officials.

Many in the industry fear that

in the long term, the cuts could -
severely limit the poor's access to
home health care — long praised °
for improving the quulity of life
of the old and disabled by en-
abling them to be at home instead-

_of housed in institutions.

The cuts and other changes

that took effect in.October are

Please ses Back Pagé, CA?E
4

FINAL EDITION
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- the result of the 1997 Balanced Budget Act in
which Congress slashed billions from
Medicare funding in an attempt to hold down
federal spendmg on the service, which’ had

skyrocketed in the past seven years, said Pam, o
strugglmg to survive with less fundmg from
R == the government.
‘Home health care visits — in wlnch nurses i
and others do everything from’ admmlster !

...Negri, .a health insurance spec1ahst for
”Medicare in Seattle. : :

chemotherapy to change bandages on foot ul-
~cers — can cost $150 to $200 per Visit%,
+The old system, which allowed alinost unlm
ited visits, gave agencies little incentive to cut °
costs and opened the door to mdespread fraud,
Negn said. The new rules put a cap on the num-
ber of some visits and eliminate some services.

'While many in the local health care indus-
try believe there was fraud in the Lower 48,
they do not think it extended to Alaska.

"“One bad apple tends to make everyone look
bad,” said Roxanne Thygeson, director of clin-
ical services for Geneva Woods Home Health.
;- ;With agencies shutting the doors, hundreds,
of. Anchorage patients are scrambling to find
care. The four remaining agencies in Anchor-
age are picking up many of the patients and -
say they can handle more.

.In some cases, however, patients are no

longer covered under the new rules. For ex-
ample, the federal program no longer covers
the cost of taking blood tests in a person’s
home. If the patient can get to a lab or doc-
v tor's office, Medicare will cover the service, .
- but for some that is impossible or risky. -

. For Soldin, a former Bush pilot who can no
longer walk down the stairs of his home, the
tnp would be extremely painful and danger-
ous to his health, Jones said. Soldin could pay
the $150 per visit cost himself, but. Jones,
feared it would be too hard on him financial-’
1y, which is why she contmues to prowde the
semce for free.

+ Some health care workers said they feared
for some patients who are simply falling
through the cracks — people who can’t make
it to the doctor’s office for blood work, can't
" afford to pay the cost of someone coming to
their home or simply won't make the trip.

' *‘There are a lot of old, stoic pioneers out
there who aren't going to go to the doctor’s of -

'

I ig ce.or the hospital to get the1r blood checked

ut-they would take the care from someone
commg to their home,” said Cindi Swarts, ad-
“ministrator of Alascare, who shut down her
Medlcare home-health arm this week because
of thecuts. - ,
- Meanwhile, agenmes that are still open are

. Pacific Home Health has had to lay off a
few administrative workers and cut nurses’
benefits; said Margo LaChapelle, the agency’s
administrator. “We are committed to main-
taining the quality of care ds best we possﬂ:ly
can,” she said.

But some in the mdustry fear the cuts wﬂl

"end ‘up putting pressure on agencies to cut.

back on the number of visits, pushing people’
back into hospitals for longer stays or mto
nursmg homes.
- “The government is gomg to see tha ¢
come full circle and won’t have saved " any
:money in the process,” LaChapelle said. <% -

Kathy Lum, director of Providence: Alaska
Medlcal Center’'s home health care operation,
the largest in the city, hopes the government
will ‘see how shortsighted some of the
changes are and the “pendulum will swmg
back again.”

Ron Cowan, a supervisor with the state s
health facilities and licensing bureau, said his
‘agency has not received any complamts from
patients, but he has heard from area health
care providers about their concerns.

“If it’s having this kind of ripple effect, I
would hope the federal government would
change the policy. I can't believe we would
cut oif our nose to spite our face,” he said.

Meanwhile, people like Danita Fischbach
plan to spend their own money to fill the gap.

Fischbach, an owner of Professional Infu-
sion Pharmacy, was so concerned about a few
of her patients she’s decided to pay for them
to continue to receive care from their nurses.
They could have gone to another provider, but
it would be too traumatic for them, she said.

“Right now, I can’t go tell that little old man
that he’s not going to see his nurse anymore.
Morally, I can’t do that.”

J Reporter Eve Rose can
erose@adn.com.

- be reached at
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Funding cuts leave home care facilities in poor
health

‘By CHUCK ERVIN World Capitol Bureau
11/18/98

OKLAHOMA CITY -- More than 100 home health-care agencies in Oklahoma have gone out of
business in the past year because of cuts in federal funding, and state senators expressed concern
Tuesday that people could be forccd into nursing homes because of that.

The number of private agencies providing health-care services.to homebound patients has fallen
from a peak of 531 in July 1997 to the current level of 428,

Nearly half of the agcnmes that closed were in metropolitan areas.

The largest number of closures were in Oklahoma County, with 32. Tulsa County is second w:th
eight, and Cleveland County is.third with seven, .

Gary Glover, a state Health Departmcnt official, said home hzalth care still is available in all 77
counties.

“If the closures continue, it could be a problem,” he said.

Despite assurances from Glover that most of those clients served by agencies that have gone out
of business are receiving similar services from other agencnes several senators expressed concern
that many peop le have fallen through the cracks. -

i ¢ suspcct many have been cut off and don't kncrw what to do about it,” said Sen. Gene Stipe,
D-McAlester, the chairman of a special committee studying the problem.

.Glover said the problem was an outgrowth of the federal Balanced Budget Act of 1997. He said
funding declined from an average of $7,000 per beneﬁcuary to $2,600 after the legi lation took
effect. _ , :

““They don't know anything about the Balanced Budget Act,” Stxpe said of people wanting home
care. ~“They just know they need care. and they aren't getting it.”

He said home health care allows many Oklahomans to remain at home at a relatively low cost
rather than have to go to more expensive nursing home care.

Glover concurred, but he said there has been some abuse, in which services have been provided:’
to patients who are not truly homebound

Glover said the federal government is scheduled to start a new payment system next year, whlch
may xmprovc the s:tuanon

-

- Chuck Ervin can be reached at (405) 528-2465

Tul 54 World
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Vermont Business Magazine
06/01/1998 ’

Main Topics: IPS; Méqicar;e: Vermont; agencies; health care
By Anonymous ’

Home healtli care: The interim payment system

The treatment was a success, but the patient died. That sums up the state of affairs for Vermont's 13 non-profit Medicare cemﬁed home health
agencies. Because of recent federal government mandates. they are beginning a battle for economic survival that will be played out in the homes
of frail, elderly and disabled Vermonters as well as in the courts. The agencies are trying to preserve home health care benefits for Medicare
recipients in the face of some of the most severe budget cuts to hnt the program. Most home care 1ndustry insiders not only see the cuts as
Draconian but also ill conceived and unconstitutional. . :

In order to understand the complexity of the problem one needs to Iook at the recent history of the Medncare home health benefit.

Over the past few, years greater numbers of Medicare beneficiaries have been receiving home health care provided by nurses; therapists, social
workers and home health aides. It is care that has helped people remain at home without the need for more costly institutional care.

This is a national: trend that is reflected in Vermont statistics. In 1990, 7,100 Medicare patients were served by Vermont home health agencies.
That number nearly doubled to 13,463 in 1997. While Vermont's overall numbers are not high, what is impressive is the fact that over this-
period of time Vermont's average cost per visit has been the lowest in the nation at $42-$45. -

During this period of tapid growth in the utilization of the Medicare homz health benefit. the Health Care Financing Administration (HCFA),
the agency that runs Medicare, helped to create the Operation Restore Trust (ORT) program. ORT has been a federal initiative executed by the
Office of the Inspector General (OIG) to weed out wasteful, fraudulent and abusive over-utilization of the Medicare home health benefit.

The reasoning behind the creation of ORT was the assumption that the Medicare home health program must have a lot of fraud and abuse in it if
it is growing at such 4 rapid rate. Home health providers are quick to point out that the program has grown so rapidly because people are living
longer and they are de‘ciding that they prefer to receive health care in their homes when possible.

As the ORT initiative; proceeded fraud and abuse was found in states such as Tennessee, Texas and Florida. Not a single a case of fraud and .
abuse was found in Vermont

Whenever the ORT inspectors found fraud and abuse it made headlines, and the public as well as federal legislators started to see the Medicare
home health benefit as something rife with fraud and in need of change. So it was logical that when the Balanced Budget Act (BBA) was
passed in the summer pf 1997 it included a change in the Medicare home health benefit payment system.

Prior to the BBA, home health agencies were reimbursed by Medicare based on their actual cost per visit; a cost-based reimbursement system.
During the years of a cost based system, non-profit Visiting Nurse Associations (VNAS) still struggled for economic survival, but they were
able to recapture the cost of doing business.

Unscrupulous agencies inflated their cost per visit and made more visits than honest agencies and they were able 10 rake in millions of dollars in
the process. There was minimal oversight of this system in the early 1990’s prior to ORT.

The' BBA of 1997 changed the payment system to one which i imposes a yearly payment cap on agencies. That cap was determined by looking at
agency COsts across the nation during 1993 and 1994, when most of the fraud and abuse was going unchecked.

This means that an agency in Tennessee that may have been operating inefficiently and possibly unscrupulously in 1993 will be rewarded for its
fiscal irresponsibility whlle agencies in Yermont 1hat were keeping their costs the lowest in the US will be punished.

This new payment system is called the Interim Payment System (IPS). It is supposed to be in effect for two years and is projected to save the
Medicare program $3.1 billion doltars, according to Congressional Budget Office (CBO) estimates. IPS was put in place without any pubhc
hearings and lmplemented in record time for any government program.

Medicare and the US home health industry have been working on a plan to implement a Prospective Payment System (PPS) similar to the
Diagnosis Related Group (DRG) system put in place in hospitals in 1983. All parties have agreed that as long as a PPS system reimbursement
is fair, that they can hve with it. The IPS came as a surprise and a shock to many in the home health industry looking forward to a PPS.

As home health agenaes in Vermont look at their reimbursement under IPS they are realizing they have been discriminated against for keeping
their per visit costs low for so many years. Under IPS, the average statewide Medicare reimbursement limit for Vermont will be based on 1993
or 1994 figures, setting it at $2,696 a year. Tennessee's average will be based on $6,500 per person. That means that patients in Tennessee will
have more of their wsus pmd for than patients in Vermont even though benefits for all Medicare beneﬁcxanes are identical under Medicare
regulations. ;

Vermont agencies will have to keep track of each patient's account in teams of how close they come to meeting or exceeding the yearly.cap. The

reality in Vermont and across the nation is that the health care needs of people at home are more intense and complex than they have ever been.
Patients continue to be discharged from hospitals sicker and quicker. In addition, Vermont has cut back on the number of nursing home beds in

i
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an effort to funnel more care into people's homes under Act 160.

* Home care paticnts tend to have periods of intense illness that repeat cyclically over the course of years. One visit a week in July may meet a

patient’s needs, but when bouts of worsening heart failure or progressive chronic lung disease occur in January, it may take two, three or more
visits a week (o keep that patient at home and in a near functional state. A typical home care patient such as this could run up a yearly visit cost
of over $6.000. meaning the home health agency would Have to.dbsorb a foss in éxcess of $3,000.

Under TPS, every time¢ a Vermont home health agency sees a patient with complex needs, usually at a greater cost.than the Medicare
reimbursement, they put their financial future on the line: It i is expectcd that Vermont's home health agencies wnll ose $5.1 million dollars a
year under IPS. ' . .

The comments of Peter Cobb, executive director of the Vermont Assembly of Home Health Agencies, reflect the statewide frustration over [PS.

“This (IPS) is crazy. Vermont has had the lowest costs in the nation for years and we get rewarded with the lowest payments, The cap is highly
discriminatory against the péople served by low cost, not for profit home health agencies,” Cobb said. )

. N
Commenting recently on IPS, Vermont Governor Howard Dean said, "T van understand why the federal government wants more efficiency and |
I support that, but to attack the states that are doing a good job with the same vigor which you're attacking the states that are doing a bad job is
mindiess nonsense.”

Dean has called IPS an atrocity and said that he would be sending a letter to Washington asking that Vermont be granted a waiver of exemptf'bn
from IPS. Department of Social Welfare Commissioner Jane Knchel echoed the goveror's sentxments and uroed that Vermont's Washington
delegation support leglslatlon to correct the IPS. x
‘ {
Betsy Davis, CEOQ of the Visiting Nurse Alliance of Vermont/New Hampshire, has emphasized that the overall mission of her organization will
not change despite the fiscal uncertainties that lie ahead. She emphasized that agencies such as hers will, "need to look to the community for

.more support, not only fundi”* =t volunteer helpsuch as providing support services for patients.”

She does admit however that in the longer term, if there are no changes, home health agencies may have to say to hospitals that, "We cannot
take care of your sickest patients.” That means that all of the health care providers in the state will be affected by IPS. and Davis believes they
will all work together to find common solutions to probiems they are facing.

Thecurrent IPS problem in Verm(')nt has a uniquely regional twist in the sense that there are two roads diverging and the home health agencies
in the state will most likely travel one of them. It will not be a matter of choice, but something that will be dictated by circumstance.

One road wiil take two years to travel. It will be the worst case situation in which the IPS stays in place for the mandated two ;;fears while home
health agencies struggle for survival. Some agencies w:ll survive and some will not. Many hves ot frail, elderly and disabled peop!e will be
adversely affected.

The other road is shorter and offers more hope. The Vermont Assembly of Honﬁe Health Agencies has filed papers in the US District Court in
Burlington seeking an injunction to the IPS in Vermont, based on the belief that IPS violates the Fifth Amendment of the United States
Constitution that protects people from arbitrary, irrational and discriminatory action by the federal government. The motion for preliminary

* injunction also addresses issu es of lack of due process, the rewardmg of-fraud and abuse and the assurance that, "no good deed shall go

unpunished.”
The court date has been set for June 1.
The shorter road also has a detour that could solve the IPS problem without the need for a court in_idn'étiori‘: There are bills in Congress, one the
so-called Collins Bill, that if passed would change the IPS mequmes by vsing a combined national and regional blend formula to determine
rexmbursement to home health agencies. . i
The short-term treatment prescribed by Medicare to preserve its budget is the Interim Payment System. It will save money, but will Vermont's
13 non-profit Medicare certified home health agencies survive the treatment? These agencies will be forced to react to the changing political
climate and hope that communities rally to their support to preserve an essential service for Vermonters ****** Copyright Lake Iroquois
Publishing, Inc. d/b/a Vermont Business Magazine Jun 01, 1998 :
{(Copyright UMI Company 1998 All rights reserved.)
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The Palm 'B‘ach Post

Home health-care firms struggling after cuts in Medicare

By -Phil Galewitz
Palm Beach Post Staff. Writer

SHARE THIS STORY
The federal government's cuts in Medicare ' '

payments to home health-care businesses this P Send this page to a local business person
year has caused 10 percent of the businesses in

Florida to stop operating and has forced others . MORE_BUSINESS STORIES

to lay off workers and reconsider how they can . : o
afford to treat patients needing long-term care. B p, tart ot ig

. . mg-_lﬂ_i-ﬁm' -ci I

Forty-five of Florida's 450 Medicare home SRR o

health-care businesses have given up their ¥ Able Telcom restructures proposed deal for '
MES

Medicare licenses since January, according to

‘the state Agency for Health Care »
Administration. In-Palm Beach County and on ® Ruth's Chris staking ogt mere space
the Treasure Coast, two companies have closed

some of their offices and laid off employees.

" Nationwide, about 800 of the nearly 10,000 Medicare-centified home-health éaenaes have

closed, according to the National Association for Home Care, a Washington, D.C. trade
group.

Until now, the home-health industry has soared in the 1990s, with hospnals having the
financial incentive to get patients out quicker and home-care businesses having better
technology to make it easier to provide care at home. Home health care means medical’
services delivered at a person's home; it-does not include home assistance such as
delivering meals or helping the ill or elderly bathe.

The costs of home health care have grown, too. Medicare this year will spend-about $20
billion on home health care - seven times what it spent in 1990.

After years of hearing from government investigators about how much money Medicare

- ~squandered from unnecessary care, Congress last year finally did something about it.

Rather than continuing to pay home-health businesses a fee of $63-$88 per visitto a
patient, Congress placed limits on how much Medicare would pay businesses annually
for each patient. In Florida, the average cap is about $3,100 a patient. The range is from
$2,000 to $5,000 per patient.

The home-health industry says the government went too far. Industry officials say not
only will the changes force many companies to leave the Medicare program, but it will
leave many chronically i!l patients without care.

Fort Pierce-based RN Home Health last month closed its Medicare offices in Boca Raton
and West Palm Beach. It maintains offices in Martin, St. Lucie and Qkeechobee counties.

Redi-Nurse, a West Palm Beach-based chain of home-health agencies, closed its
Medicare office in northern Indian River County. It still operates from Boca Raton to
Vero Beach.

Redi-Nurse also laid off 33 of its 136 staff members this year to prepare for the cuts, said

controller Kenneth Healy. "I've been in this business for 24-years, and-this is the worst
I've ever seen it," he said.

The National Association for Home Care estimates the Medicare changes resulted in
businesses geming an average of 31 percent less for each patient.
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Industry analysts also complain that rates are inconsistent, varying from company to
company because the rate each company is paid now is based in part on its average
charges in 1994 The companies that charged Medicare more in 1994 are receiving more
today, analysts say. They say such a system rewards inefficiency and penalizes agencies
that worked to keep costs down.

The companies hurt the most by the change are small, not-for-profit home-health chains,
such as the Visiting Nurse Association of Florida, which covers the Treasure Coast. Such
companies generally rely on Medicare for much of their business, and the only business
they do is home health care. Other business such as hospitals have other lines of business
to subsidize their home health-care operations. :

'I'he VNA this year reduced its administrative staff by 10 percent. It also switched most of
its nurses from full-time employees to per diem, which meant they lost benefits such as
health insurance from the VNA. :
“The systcrﬁ Medicare has now does not make any sense," said Bob Quinn, director of
opcrauons of the VNA. "Why would you want to drive the most econémical people out of
busmess" : ‘ ‘“

A spokcsman for the Health Care Fmancmg Admlmsr.rauon whlch oversees.Medicare,
said the industry should have known the changes were coming. He said the new payment
system is a result of Congress trying to rein in. runaway home-health spending.

Anne Menard, manager of the home health-care unit at the Florida Agency for Health Care
Administration, said her agency has received more than 70 complaints this year from
patients worried they may lose their home health care. When.a Medicare home-health
company leaves the business it is supposed to make arrangements for its patients, but
there are no guarantees. . :

“I worry there are very sick patients falling through the cracks,” Menard said. The

number for the AHCA is 888-419-3456.

. Originally pubhshed in The Palm Beach Post on Salurday July 11, 1998.
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Some state residents already
- affected by congressional cuts

By MANNix PORTERFIELD
REGISTER-HERALD REPORTER

Like a mighty steamer
" sinking in the ocean, the bal-
anced budget movement is
leaving many homebound
patients to fend for them-
selves with neither life pre-
server nor’lifeboat to reach
an island of safety.

Already in West Virginia,
since Congress began cur-
tailing home health services,
some 3,000 lost benefits
when the venipuncture pro-
gram was altered.

v And that, one official
warns, could be only the tip
of the iceberg.

The veénipuncture pro-
gram now only covers blood
work if another primary ser-

vice is performed in the -
home, such as dressmg a

through Medi

R/ o worlnn w;th a‘
AT e R

-~ Primn her BecKley ofﬁce
Violet Burdette is monitor-
ing the spiraling effects of
the rollbacks in her role as
president of the West Vir-
ginia Council of Home
Health Agencies.

Burdette's group is seek-
ing to enlist the help of West
Virginia's congressional del-
egation. The council is
attempting to learn effects of
the cuts and invites agencies
and patients alike to call

Burdette at 252-2146, or the
state headquarters in Mor-
gantown at 1-800-210-4663.
Such data will help arm the
council in taking its case to
Congress.

The group represents
about 60 of the 113 providers
in this state. Cuts in
Medicare forced two out of
business this year, and Bur-
dette fears others may fol-
low..

State lawmakers sought
to soften the blow in the
venipuncture program by
covering the service via- Med-

“1caid.

“So they're paymg a nomi-
nal amount for people to be
able to continue to receive
services in their home under
Medicaid,” Burdette said.
“But if they have Medicare,
they won’t cover it. Only-

caid
“Burdette sees two other

major Setbacks“to” Home--

health promders neETE

One is a requirement for'.
$50,000 surety bonds to par-:
ticipate in Medicare and
Medicaid. ‘

“Home health agenc1es
don’t have a lot of physical -
assets,” Burdette said. “They
provide services, so you'll see
them rent spaces. They don’t
own buildings.

See HEALTH on Page 12A
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“It wasn't the ﬁntent‘ of Con-

sgress for everyone to have to
- have bonds, actually,” she said.
%It was the intent that new

. providers or providers that had
" problems with fraud and abuse,
~and other issues, would be
- required to have bonds.
“When the regulation was.

written by Mechcare, it includ-

' ed everybody.™

The other setback, which
will have the greatest impact,

- is in the payment system, she

said.
“Medicare has decided that

‘the payment structure for

»home health is wrong, and
~ that’s probably true, because

e,
w1t

~~st-based reimbursed,”

¢ Burdette said.

“There was not a lot of incen-
tive for providers to keep down

costs as long as they kept them

+down to a certain degree. So
" now, they're going back and

« saying,

‘We shouldn’t have
reimbursed like that.” And

"+ they're going to a perspectwe
- payment system ..

This means payment is

based on the types of patients’
: needs.

“They’re going to pay home

" health providers based on what

their costs were in 1993 or
1994,” Burdette said. “They're

© not taking into consideration .

that the patients’ needs have
changed, or they're sick, or any
of those kinds of things.

" “That’s the one that’s start-
ing to really harm providers at

= this point.”

- If an agency handled 1,000

» patients five years ago for a
< combined $200,000, it would be

allowed $2,000 for each under .

the new system.

“That's an aggregate,” she
said. “If it cost you $1,000 for
one patient, and $5,000 for
another patient, they'd still pay

. you just the $2,000. That's an

. aggregate. They don’t pay you

the $1,000 and the $5,000."
Rxpples are evident within
the public health sector, as
well. Witness thé demise of the
West Virginia Family Home
Health Agencies, with 16 units
that operate such agenczes
“They're disbanding,” Bur-

. dette said. “They’re eliminating

- that group. One is going to try
" to make it on their own. They
' can’t make it under.this new
: payment system as a unit.”

Elimination of the venipunc-
ture service alone translates
into a $4.9 million loss this
year for the publlc agencies,

she said.

““Now, with this additional
cut, based on this new reim-
bursement system, many of
those agencies may go out of
busiress,” Burdette said. .

“This state, I think, has -
‘some concerns that other states

don’t even have because we
dont have backup systems. If
we don’t have home health,
where is the service going to be
provided? There is just not a
backup to that.

“A lot of people are starting
to recognize that this system is
probably not working. That’s
the whole crux of the problem.
Instead of just saying the gov-
ernment can'’t afford to meet all
of your needs, so we're going to

- cut this benefit, they disguised
) that cut in terms of provider

paymen..”
Albert “Mac” Tieche, former
administrator at Beckley Hos-
pital, sees a disturbing old
trend manifesting itself.
“They're doing the same
thing to home health care
agencies that they did to hospi-
tals 20 years ago,” he said. -
“They start off and say, ‘All
right, we're going to do cost-

based reimbursement. Every-

body have a good time.” Then
they turn around and say,
‘We're going to go to perspec-
tive payments.’”

In the switch to perspective
payments, based on a state or
national average, the govern-
ment claimed cheaters would
get hurt and responsible
providers would be helped,
Tieche said.

The idea was to keep more
efficient providers in the mar-
ket to absorb the service of Iess
efficient ones.

“Se you were efficient and
you get penalized for it,”
Tieche said. “The inefficient

.ones get rewarded for that

because they had built-in gaps
there.

“They can back up three or
four years. They can cut
enough costs to survive until
the next round and figure out
another way to get by. It'sa
terrible way to do things. And
they continue to do it.”

Tieche scorned such tactics
as “an election-year bonanza”
when voters are dished out
something that appears “really
big and really great.”

“And then we go privately
and quietly ream pcople or cre-

ate victims that are silent vie-
tzmz,, that are not voting vie-
tims,” Tieche said.

“These are minority people
that get home health. And the
workers. They don’t have a big
lobby like the teachers or the
veterans.”

In 10 states to date, 350

agencies have thrown in the |

towel, Burdette said.

“This is one of the cases
where they have kind of
thrown out the baby with the
bath water,” she said.

“They recognized home
health was the fastest growing
industry in the health care
industry. Well, it should have
been. We were putting people
out of hospitals and we were
pushing them into the home
environment, which is more
cost effective.”

Val Halamandaris, presi-
dent of the National Assoda-
tion for Home Care, recently
pointed out that 1995 marked
the first time in the nation’s
history that more people died
of chronic illness than acute ill-
ness. .

“By definition,” he said, “this
means a greater need for home
care services.”

Echoing this sentiment,
Burdette said many West Vir-
ginians face years of chronic
illness with black lung and

heart diseases. Many enrolled.

in home health care are seeing
a decline in services. ;
“You're going to start seeing
patients who need a lot of care
having difficulty finding home

health agencies that will be :
willing to take them at the’

beginning of their care,” she
said.

Many of the 3,000 eliminat-
ed from home health care in
February wound up in nursing
homes, meaning that Medicaid
is picking up much of the tab.

“Unfortunately, when it
comes to reimbursement,
there’s a lot of it that makes no
sense,” Burdette said.

Burdette produced a
Medicare statistic showing 93
percent of home health care
providers will get reimbursed
below costs.

“If you're running a business
and 93 pcreent of the business-
es are getting less than the
costs, who's going to be left to
provide the services?” she
asked.

“This is truiy the first time [ |
believe we're in danger of los- |
ing an entire service, an enmre :

part of the continuing care.”
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Health Matters

Business of health care is a human and

humamtarlan endeavor

John W. Rodat_

Just by looking at the header of this section--"Strategies"--you can tell that this

* column is mostly about the business and organizational aspects of health care.

This is, after all, the Business Peview. But as we enter the holiday season. it's
worth reminding ourselves how the health care "business” is not just comnmerce.
So here are a coaple of stories. As usual, some names have been changed.

Health care professionals

Joe Doolittle tells a story of four nurses in the continuing-care department of a
health maintenance organization receiving a bouquet of roses from a 61-year-old
pauent. The pancnt had died two weeks earlier.

But the card was addressed to each of them, signed in the patient's own hand and
read, "Thank you for all that you did for me.”

These nurses will tell you that they didn't do ali that much for her. Well, yes,
they had known her since her initial diagnosis two years prior, and had been with
her through her surgery and chemotherapy. Since the patient lived alone, they
had made sure there were rides for her, and people to be there with her.

As time passed, they saw a lot of her a* home and in and out of the hospital.
Despite the fact that these nurses didn't think they had done much, the patient
obviously thought differently; they had done a lot for her. She'd planned ahead to
say thank you to people who had become an unponant pan of her life.

- For these professionals, it may have seemed all in a day's work But to the

patient, it was far from routine. It was valuable enough to be recognized at the
end.

Health care organizations

Jane is a 47-year-old grandmother. Because her daughter has a drug prob]em,
Jane has taken in her grandchild, who is about 8 years old. Painfully, thisis a
pretty common, story thcse days.

What makes Jane's story even more wrenching is that she herself has multiple
sclerosis.

Each day, staff from a visiting nurse organization help Jane get up and into her
wheelchair, take her medlx.auons and take care of her catheter. Under new federal

rules, this agency’s payments for Jane's care are based on an average number of
Juies, is agency s paymen
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visits far below whe''s required for Jane's care and far below what's necessary
for her to hve independently.

This agency is going to lose money on Jane and it had reswned itsélf to that fact.

However when J ane was hospuahzed a few months ago, she was discharged
from the agency's care. Of course, when Jane was ready to leave the hospual
she wanted to return home. Under both federal and state rules, nothing required
the agency to take her back. It did anyway.

Knowing it was going to lose money (and probably a lot), this agency promised -
to continue the services that allow Jane to continue living at home and caririg for
her grandchild. Absent those services, Jane likely would have spent the rest of
her life in a nursing home, and her grandchild would have spent the rest of his
youth in foster care.

A mneighbor

" Pat was in her late 20s whenishe died of cancer. After'15S months of-trying just

about everything, her physnc;ans finally told her there was nothmo eft ‘they could
do, and she went home : ,_

Her last few weeks were JUS[ what you would expect painful for her and her
family. Pat lived in a rural community with no hospice. She had gouen-
extraordinary hospital care during her illness (despite being uninsured), but
during her last few weeks, the organizational supports pretty much disappeared.

Mary was a nurse who lived down the road. She knew Pat, but really onl.y
enough to say hello when they passed on the road. When Pat went home for the

.last time, Mary simply arrived, having heard about Pat’s plight.

During those last week\é; Mary went to see Pat every morning before she went to
work, every afternoon after she returned, and every night before bed. She often
left work during her lunch hour to drop by.

* Mary was the one who gave Pat her pain medication, who called the doctor when
~ it was time to increase the dosage, and who remained a steady presence during

those last weeks. She never asked for anything.

After Pat's death, her family offered to.pay Mary, but she shrugged it off. "Yes.
it's my profession, but I'm a neighbor,"” she said. "My profession simply enables
me to do things that I couldn’t otherwise.”

Every day, thousands of professionals, family members, friends, neighbors.
volunteers and just folks share in the joys of a healthy newborn and the relief of a
recovery from illness or injury. Every day, these same folks struggle with the

“issues that arise in the most intimate, vulnerable and painful moments of our

lives.

At'the end of the year, it's worth remembering them and reminding ourselves that
every day, they do it with skill, energy, generosiry and grace.

So in this month's column, we'll i 1gnore business strategy, the economics of -
health insurance, government regulation and whatever the latest aggravation is.
Instead, we'll salute and thank all of those folks and remind ourselves that the
real core of the health care enterprise is both human and humanitarian.

Rodat is president of Signalhealth, a Delmar firm that specializes in health care
strategies and analysis. He can be reached at 439-5743, or by e-mail at
Jwr@signalhealth.com. .
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