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|. THE DEMONSTRATION

A. POLICY CONTEXT

The Nationd Home Health Prospective Payment Demondiration was designed to test whether an
dternative payment system could reduce public expenditures by promating efficiency in the ddivery of
home hedlth care. Thefirgt phase of the demongtration, which ran from 1990 to 1993, tested the effects
of apredetermined per-visit payment rate for the Medicare program. The results from that demonstration
showed that, to achieve subgtantiad cost savings, the payment system for home hedlth had to provide
incentivesto reduce the volume of services (Phillips et d. 1994). Phase |l of the demondtration, which ran
from 1995101998, tested the effects of a predetermined per-episode payment rate. This report discusses
the findings from Phase 1.

The Medicare home hedth benefit grew at a dramatic rate between 1987 and 1995. Medicare
payments for home hedlth care rose from $2.4 billion in 1989 to $16.8 billion in 1997, more than tripling
thedhare of tota Medicare spending on home hedlth (Health Care Financing Review 1998). Nearly al
thisgowthwas due to an increase in the provision of services, which coincided with a dramétic expanson
ininoLery 9ze Beween 1989 and 1997, the number of home health users annualy per 1,000 beneficiaries
rosefrom51 to 109, and the average number of vigits per user per year rose from 27 to 73 (Health Care
Financing Review 1998; and U.S. General Accounting Office 2000). Coinciding with this growth, the
rnumber of Medicare-certified home health agencies rose from 5,700 to more than 10,000 (U.S. Genera
Accounting Office 1998).

Congress had been concerned about the growth in home health expenditures before this period.

However, the dramatic increase in the Medicare home hedth benefit, combined with marked regional

'These figures refer only to Medicare beneficiaries in fee-for-service.
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vaidions in service use and recent investigations into industry fraud and abuse, prompted Congress to
legdate changes to the benefit as part of the Balanced Budget Act of 1997 (BBA97). Changes included
reducing the per-vist cost limits, diminating coverage for patients whose only skilled service was
vaipuncture, and redefining “part time” and “intermittent” care. The biggest change was that, for the first
time, Congress limited the per-beneficiary expenditure on home hedlth services for which Medicare would
pay. BBA97 defined the maximum payment for an agency by using a new agorithm, commonly referred
to as the Interim Payment System (IPS).?

Medicarehomeheslth services decreased dramatically in response to the BBA97 changes. AsFigure
1.1 shows, the average annual number of vigits per home hedth user fell 43 percent from 1997 to 1999.
The number of home hedth agencies fell 25 percent during the same period (Office of Evauation and
Ingoections2000).  Thus, Phase |1 of the demonstration took place during atime of unprecedented decline

in the use of Medicare home hedth sarvices.

B. STRUCTURE OF THE PHASE || DEMONSTRATION

Ninety-one Medicare-certified home hedth agencies in five sates—Cdifornia, Horida, Illinais,
Massachusdtts and Texas—enrolled in the three-year (Phase I1) per-episode demondtration. Forty-seven
waerandomly assgned to the treatment group and received per-episode payment. The remaining 44 were
assigned to the control group and continued to operate under cost reimbursement. One control agency
sbhsequently transferred into the trestment group near the tart of the demondtration, leading to arevised

total of 48 treatment agencies and 43  control agencies.? Each

*This term refersto the fact that the |PS lasted only until the mandated prospective payment system
was implemented, in October 2000.

3The switch was made at the request of an agency that had established a network with two other
agencies assigned to the trestment group. The three agencies planned to merge fully a the end of the
demondiration.



FIGURE I.1

POLICY CONTEXT

Demonstration

Starts BBA97land IPS
80
ORT —p <«
Number of 00
Visits per
PE 40 -
Home Health
User 4_|
20 -
Duggan v. Bowen
O T T T T
1989 1991 1993 1995 1997 1999

Source: Health Care Financing Administration (1999).

ORT = Operation Restore Trust.



agency entered the demondtration and began implementing prospective payment a the start of its fiscal
year. Thefirg entrants to the demonstration began implementing prospective payment in June 1995; the
latest entrants began in January 1996. Demongration operations were planned to continue through
December 1998. (The demondration was extended for treatment group agencies until Medicare

prospective payment was implemented nationally in October 2000.)

1. How the Payment System Works

Agadessedad for the trestment group received alump-sum payment for the first 120 days of home
hedth care, regardless of the number or cost of visits provided.* The agencies were thus “at risk” for the
oodsof care incurred during this period. Only after the 120-day at-risk period and a subsequent 45-day
gap in sarvices had dapsed could an agency receive anew per-episode payment for a given Medicare
beneficiary. For each vist beyond 120 days that did not begin a new episode (referred to as the “ouitlier
period”), trestment agencies recelved a fixed payment rate that varied by the type of vigit. A trestment
agency aso was pad on a per-vist bads for vigts to patients admitted before the agency began
demonstration operations (“phase-in” vigts), and to patients admitted within 120 days of the end o
demondtration operationsin that agency (“phase-out” vists).

Agencies selected for the control group received payments based on the cost-based system in place

at the gart of the demondtration. Specificaly, control agencies were reimbursed for their actua per-vist

“‘Duradlemadica equipment, nonroutine medica supplies, and Part B ambulatory home hedlth services
continuedtobe reimbursed at cost throughout the demondtration.  In addition, if an agency did not provide
orear moredf thesx Medicare services (skilled nursing; physica, occupeationd, and speech therapy; home
hedthades and medica socid worker) during the base year but began to do so during the demonstration,
thenthosevists also were reimbursed at cost during the demonstration, as were the cogts of care for which

Medicare was a secondary payer.



costs, up to 112 percent of the mean cost incurred by dl agencies (for the agency’ s mix of vigts) in the
same geographic area.

Progpective (per-episode) rates for the at-risk period were based on a trestment agency’s costs and
episode profile in the fiscd year preceding its entry into the demonstration (the base year), adjusted for
inflaionand changes in case mix in each evauation year.> The episode profile was the average number of
visits provided by the agency during the 120-day period, caculated for each of the Six types of vidts
covered by Medicare. Payments for outlier, phase-in, and phase-out visits were aso based on the
agency’s base-year per-visit codts (adjusted for inflation).® HCFA's market basket was used to adjust
both the per-visit rates and per-episode rates for inflation. Both rates were subject to HCFA' s statutory
home hedlth cogt limits

The case-mix adjuster classified each patient into 1 of 18 groups on the basis of 12 variables that
described the patient’s preadmission characteristics and hospital stay history. From thisinformation, an
aggapte case-mix index was created for each agency. At the end of each year of the demongtration, an
agay s case-mix index for that year was compared with its case-mix index for the base quarter (the last
quarter of the base year). If the agency’s case mix differed from its base-quarter case mix, then its
aggregate payment was retrospectively adjusted.

HCFA provided a loss-sharing arrangement to encourage participation in the demongtration. It
rembursed trestment agencies for 99 percent of losses occurring during the first demondgtration year, and
for 98 percent and 97 percent of losses during the second and third demonstration years, respectively, as

long astotd payments remained within the demondration cost limits.

*For more information on payment rates under the demonstration, see Phillips et a. (1995).

®Because complete data for episode profiles and settled cost reports were not available for agiven
year until some months after that year had ended, the initid lump-sum and per-vist rates used in the

demondtration were preliminary and were revised after final base-year data became available.
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The key incentive under this payment system was that agencies could earn profits, which they could
not do under cost rembursement. Agencies could earn profitsin two ways. They could lower their cost
per visit, which would reduce their cost per episode. Agencies that took this step could earn profits from
baththeir episode payments and their outlier payments. In addition, agencies could reduce the amount of
services they provided during the 120-day at-risk period by reducing ether the frequency of vists or the
durdionof the episodes. If agencies provided fewer services, and per-unit costs remained the same, then

they could earn a profit from their episode payments.

2. Monitoring the Quality of Care

Somepdicymekerswere concerned that agencies operating under this payment system would provide
lower-quality care in their pursuit of profits. To counteract the incentive to dramaticaly reduce services
a theeqpanse of quality, HCFA required agencies to share with HCFA any profits above specified levels.
HCFA dsoused an outcomes-based, qudlity-of-care monitoring system to monitor agency behavior. The
quality assurance (QA) approach was based on a continuous qudity improvement mode, smilar to the
nationally implemented OASIS sysem. Under the QA approach, home hedth nurses and physica
therapists from prospectively paid and cost-reimbursed agencies collected patient-specific information
(primarily on functiond status and medical condition) at admisson and at discharge or 120 days after
admisson, whichever came fird. The agencies then submitted this information to the Center for Hedlth
Policy Research at the University of Colorado, which developed agency profiles describing the patient
outcomesa eechagency. These profiles, which were returned to the agencies, indicated the areas in which
anagency performed more poorly than other agencies. The agencies then had the opportunity to use the

information to improve the quality of care.

3. Demongration Participants Versus Agencies Nationwide



A range of agencies participated in the demondtration.  Thirty-five of the 91 origind demongration
agaaeswearenonprofit ones operating in urban areas, and 33 were for-profit ones located in urban aress.
Ten agencies were hospital based, and 13 were rurd and freestanding. The average agency provided
80,000 vigts during the year preceding the demondiration. The largest agency provided nearly 1 million
vigts, the smadlest provided only 4,200.

Although the demondiration attracted arange of participants, it did not reflect precisay the range of
agencies ndaionwide in operation a the start of the demongration (Foster 2001).” The typicd
damordraion agancy had more staff and provided higher service volume than did agencies nationwide (see
Teble 1.1). Demonstration participants aso underrepresented the national share of hospital-based and
nonmetropolitan agencies. The underrepresentation of nonmetropolitan agenciesis reflected in the area
characteridtics of the population served; the demondtration agencies counties had a dightly lower
percentage of residents older than age 65 and a higher per-capitaincome. The participants and igible
nonpatidperts had smilar median per-vist costs for five of the sx Medicare home hedlth services, as well
as Smilarly distributed cost-to-cost-limit retios (not shown).

Despite these differences, the demondiration agencies represented other home hedlth agencies well
enoughto guide expectations about nationwide implementation. Many differences were too small to raise
concerns that the results would not be generdizable to the population of agencies. Furthermore, Since
imdemantaion of IPS, smdler, freestanding, for-profit agencies have left the Medicare program at afaster
rate than have other types of agencies, suggesting that some predemondiration differences between the

participants and nonparticipants matter less than when the demonsration was implemented. Findly, as

"The comparison was with dl agencies nationwide that would have been digible to participate in the
demondration. Government-owned agencies that had not operated for three years before the

demondtration were excluded, as were agencies that had been in the trestment group during Phase 1.
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presented in Chapter IV, our findings are consstent across agency subgroups, supporting their

generdizability.



TABLEI.1

CHARACTERISTICS OF DEMONSTRATION PARTICIPANTSAND ALL OTHER
ELIGIBLE NONPARTICIPANTS NATIONWIDE

Higible
Participant Nonparticipants Difference

Provider Characterisics

Hospital Based (Percent) 11.6 32.7 121.1%**
Vigting Nurse Association (Percent) 34.9 11.8 23.1%**
Other Freestanding (Percent) 535 55.5 120
For Profit (Percent) 47.7 46.3 14
Average Number of Hedlth Care Staff 61.8 41.0 20.8**
Average Number of Medicare Vidts 71,491 45,850 25,641**

Medicare Cost Per Visit

Home Hedlth Aide Services 37.60 35.71 1.89
Silled Nursing 81.66 78.25 341
Physical Therapy 90.69 88.14 2.55
Occupationad Therapy 88.50 90.20 11.70
Medicd Socia Services 134.84 112.37 22.47**
Speech Therapy 93.53 91.07 2.46

Service Area Characteristics

Percent in a Metropolitan Statistical Area 84.1 735 10.6**
Percent of County Population Older than 65

Years 12.6 134 10.8**
Annua Per Cgpitalncome (In Dollars) 22,393 21,049 1,344**
Physicians per 1,000 Population 2.4 2.3 0.1

SouRce: Foster (2001).

* Sgnificantly different from zero at the .10 leve, two-tailed test.
** Sgnificantly different from zero a the .05 levd, two-tailed test.
*** Ggnificantly different from zero at the .01 leve, two-talled test.



C. ANALYTIC METHODSAND DATA
1. Analytic Methods

Inour adlyses, we compared the experiences of the treatment and control agencies and their patients
toestimate the impact of per-episode payment. We compared outcomes (1) at the agency level, and (2)

at the individua patient level. Table I.2 summarizes the evduaion and the level of andysiswe used to

investigete them.
TABLEI.2
EVALUATION ISSUESAND ANALYSISLEVEL

Issue Leve of Andyss
Participation Agency
Profits and Losses Agency
Costs per Episode Agency
Revenues Agency
Use of Home Hedlth Individua
Qudlity of Care Individud
Accessto Care Individua
Use of Other Medicare Services Individua

Use of Informa Care and Other, Non-Medicare-
Rembursed Services Individud

Although the building block of the individud-level analyss is an episode of care, we defined our
andyss period as afixed interva of time after admisson. We used this fixed-length interval because an
agency’s treatment status may have affected the number of episodes over which care was distributed.
Because treatment agencies had the incentive to extend care over multiple episodes, using an episode to

ddineaur andysis period might have led to overstatement of certain impacts (for example, in service use).



Despite using random assignment to assign agencies to the trestment (prospectively paid) or control
(cog-reimbursed) groups, we found some differences in agency characteristics and patient characteristics
between the groups (Trenholm 2000a). We used regression analysis to control for these differences, and
to maximize our ability to atidicaly identify impacts of the program. In our agency-level anayses, we
used a fixed-effects modd to control for time-invariant, agency-specific factors.

Ourindvidua-level analyses used regressions with control variables describing the patients, agencies,
and market-aea service environment.  The patient data included detailed information on patient heglth and
fundiaring (see Trenholm 2000a; and Chen 2000). We primarily used ordinary least squares and logistic
regyesson andyss. Because the demongtration was implemented at the agency level and not the patient-
level, we weighted patient-level data so that every agency in the demonstration was given equd weight in
our primary andyss. We aso conducted unweighted andyses for sengtivity tests. In computing our
dandard errors for sgnificance testing, we used SUDAAN software to account for this weighting and for
the fact that our observations were clustered within agencies. For a more thorough description of the

anaytic methods, see Trenholm (20008) or Cheh and Black (2001).

2. Data

The analysis used a number of samples and drew on data from many sources. Most of the agency-
level analyss used data from the three years preceding the demondgtration and the three years d
demonstration operations. The number of agency years varied from 314 to 470, depending on data
avalability.

Individua-level andyses ried on data on home hedlth patients drawn from Medicare bill records.
For theseardlyses, we used afixed time period—typicaly one year fter the initid home hedth admission.
Webroke down the patient year into three trimesters—the 120-day at-risk period, and the 2 four-month
paiodsfdloning the at-risk period. The number of patient-level observations ranged from roughly 52,000

to 114,000, depending on the outcome under investigation.
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Two atherimpartant data sources for the individua-level andyses were the patient survey and the QA
database. The patient survey, conducted by telephone, collected information on a sample of patients
roughly four months and eight months after the start of the patient episode. The sample was drawn during
the second year and early part of the third year of the demondtration. In totd, 2,072 four-month patient
survey observations and 1,883 eight-month patient survey observations were used in the analyses. (For
further details, see Chen 2000 or Phillips 2000.)

The QA datawere obtained from the outcome-based quaity monitoring and continuous improvement
g/demimpamated for the demonstration. These data consisted of at least two assessments of a patient’s
hedlth by agency nurses during the course of the home hedlth episode. The nurses conducted the first
assessment at the initial admission to home care, and the final assessment at discharge or at 120 days,
whdese camefird. The andyss sample for thisanadysis ranged from about 49,000 to 70,000 episodes
of care. Note that, with these large sample szes, the Satistical power of our tests is strong, making it
unlikely that we would fail to detect a true impact.

Quelitative data collected during Ste visits to 63 of the demondiration participants comprised the fina
major data source for the demondration. Each Ste was vidted twice: once in the early part of the
damordration, and the second time in the third demonsiration year but before the agency began its phase-
out operations. We interviewed agency adminigtration staff and caregiving staff on a variety of topics,

including changes in adminigrative structure, cogts, and caregiving behavior.
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I[I. HOW DID PROSPECTIVE PAYMENT AFFECT THE USE OF SERVICES?

The key incentive in the demongtration was the opportunity to earn profits by reducing the cost per
episode below the base-year payment rate. Agencies could lower their per episode costsin two ways:
(1) by decreasing the number of visits per episode, or (2) by decreasing the cost per vist. Asdescribed
in this chapter, many agencies focused on reducing vists, dramaticaly lowering the vigits per episode.

Prospective payment sgnificantly reduced the number of vidtsin the first 120 days of care—the
period covered by episode payment. During this period, control agency patients had an average of 45
Vigts wharesstrestment agency patients averaged 37 vists—adifference of 17 percent (Trenholm 2000a).
Silled nursing services, which were an average of four visits per patient lower, or 19 percent, accounted
for about haf this difference. Home hedlth aide vists were nearly three vigts per patient lower, a 17
percent difference, whereas medica socid worker visits were 0.3 vists lower, a 38 percent difference.
Theavaragenumber of physical, occupationd, and speech therapy visits during the at-risk period remained
the same under prospective payment as under cost reimbursement.

Throughout the demongtration, prospectively paid agencies continued to learn more about ways to
effectively reduce services, and they continued to reduce the number of vigits per 120 days. Inthefirst
year of the demondtration, prospectively paid agencies averaged 38 visits during the first 120 days, but,
inthethirdyes, the average fell to 32 visits (Archibald and Cheh 2001). However, the difference between
the prospectively paid agencies and the cost-reimbursed control group agencies remained unchanged, as
the control agencies reduced their vists at virtudly the same pace. Cost-reimbursed agencies ingtituted
Fviceredudionsin response to various changes in the environment, including implementation of Operation

Restore Trugt (ORT), the growth in managed care, and implementation of BBA97.
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Bvendtea the 120-day at-risk period was over, prospectively paid agencies continued to reduce the
number of vidts rendered (Trenholm 2000a). Compared with the control group, the average number of
vigts during the eight months following the at-risk period was about one-third lower (30 visits compared
with 20 vigts). Reductions in skilled nurses' and home hedth aides' visits accounted for mogt of this
difference. In contragt to the at-risk period, however, vigts by physica therapists and occupational
thergadswere sgnificantly lower, a combined average of about 1.4 vists compared with 2.2 vistsfor the
conrd group.  Prospectively paid agencies provided medica socid worker vistsinfrequently after the at-
rik period had ended; these vists were lower by asmall but gatigticaly sgnificant margin of 0.1 vist per
patient.

Compared with cost-reimbursed agencies, prospectively paid agencies sgnificantly reduced the
avaage number of visits provided over a patient-year by 18 vidits, or 24 percent (see FigureI1.1). More
then 9 paroant of the decrease in trestment agencies visits was due to reductions in vigits by skilled nurses
andhomehedth aides. Thisresult is not surprising, as skilled nurse and home hedlth aide services account
forthe vast mgority of the vists that most agencies provide. Even though the mgority of the decline was
in skilled nurang and home hedth, the overall compostion of a home hedth vist remained the same,
because these services had accounted for almost 87 percent of al the services provided.

The fact that prospectively paid agencies sgnificantly reduced the length of time patients remained in
home health care is a key factor explaining the difference in the number of vigts. Prospectively pad
agaaes dtered thar discharge planning practices in response to the demondtration incentives by focusing

on patiet dischaage from the time a paient enteeed cae (Cheh
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FIGURE II.1

AVERAGE VISITS PER PATIENT IN THE YEAR AFTER ADMISSION,
BY TREATMENT AND CONTROL STATUS

AVERAGE VISITS BY
TREATMENT AGENCIES

(57.6 TOTAL)
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Aides
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Medical Social
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CONTROL AGENCIES
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Aides

Therapists \

Workers.(0.7) (all types) Medical Social
Workers (1.1)
SOURCE:  Medicare claims data.
NOTE: The treatment group mean has been regression-adjusted to account for preexisting differences between

treatment and control agencies.
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et d. 2001). The average episode length was 131 days for the treatment agencies and 98 days for the
control agencies—a difference of more than one month (Trenholm 2000a).* About three-quarters of the
guisodesprovided by prospectively paid agencies ended during the 120-day at-risk period, compared with
twodhirds of those provided by cost-reimbursed agencies. However, the difference in episode length did
not account for the total differencein services. The agencies o provided fewer visits per month (by an
average of oneto two vigts per month) for patients who continued receiving care.

The agencies used a number of different strategies to reduce visits per episode. Among the most
successful dtrategies were to increase supervison of vigting staff, encourage staff to promote patient
independence, improve patient education, and change the timing of visits (for example, to vigt patients more
frequently early in the episode) (Cheh et d. 2001). These Strategies seemed to be most successful when
they were used together or in combination with other gpproaches. To reduce service use, however, the
agencies had to overcome numerous obstacles, including staff resistance, limits on available capitd and
managerid resources, and the demands inherent in providing the QA information. Furthermore,
successtully lowering visits per episode entailed afinancid risk. If the agencies had failed to increase the
numbe of patienisthey served, the decrease in visits per episode could have caused overdl agency volume
to fdl. If the agencies had not taken steps to reduce overhead costs, this decrease, in turn, would have
increased their overhead cost per vist.

Theaganaesoould have reduced service use by limiting patient access. By refusing to accept patients
who had potentidly high codts, the agencies would have reduced the level of services provided, thereby
eaning higher profits. We did find that prospectively paid agencies were seeking more information about

petietsat admission, which they would have been able to use to screen high-cost patients. However, the

'Based on patients who were observed for amaximum of 480 days.
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aganaes explained their actions as away to obtain additiona information to better document patient need
(required due to ORT), and to obtain better payment information (to overcome the increase in coverage
arorsthet acconpanied the growth of Medicare managed care). Furthermore, agencies that had provided
charity care as part of their misson before entering the demongtration reported continuing to do
throughout the demondration, suggesting that they remained committed to serving dl patients regardiess
of thar profitability.

Other evidence a o indicates that the agencies continued to accept dl patients. Patients with serious
medica conditions, limitations in their activities of dally living (ADLS), or other conditions predictive of
highe-then-average service use were as likely to receive care a a prospectively paid agency as at a cost-
rambursed agency (Trenholm 2000b).? The evidence dso shows that patients who might have had higher
rdaive cogts per visit, such asthose from rura areas or non-English speaking aress, were just aslikely to
be admitted to a prospectively paid agency as to a cost-reimbursed agency.

In summary, agencies in the progpective payment group implemented large reductions in service
without trying tosdect patients who needed less care. In response to changesin nationa policy and in local
mearket conditions, agencies that operated under cost reimbursement aso reduced the care they provided,
but they did not make the same substantial, widespread reductions. Thus, in terms of reducing service use

without hampering admissions to care, prospective payment was a SUCCess.

2Among the roughly 1 in 10 patients with multiple episodes of care in the same agency, those
reedmitted to trestment agencies were found to have dightly lower predicted service use (using aregression
mode to make the prediction) than those readmitted to control agencies. Although consgtent with the
incentives to salect alower-cogt patient mix under the demondtration, the difference is more likely due to
anundaedimete of predicted service use by prospectively paid agencies, rather than the result of an active

process to favorably select patients.
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[1l. HOW DID THE DECLINE IN SERVICE USE AFFECT PATIENTS?

Trelarge dedlinein service use raises the possihility thet either the patients quality of care may have
been adversdly affected by the prospective payment system or the burden of care was shifted to other
sources, such as families or charitable organizations. However, we found little evidence to support these

concerns.

A. WHAT HAPPENED TO THE QUALITY OF CARE?

Thelagedecline in vigits had the potentid to adversely affect patientsin a number of ways. Fird, the
Oecressecould have reduced patients' functiona abilities, especidly if patients did not receive therapy they
needed. Second, the decline could have resulted in exacerbations of medica symptoms and outcomes
if petients received insufficient skilled nursing care. Third, it could have resulted in less patient monitoring,
leading to increased use of emergency services or even hospitd admissions. Findly, the declinein vists
could have reduced patients satisfaction with care.

Prospective payment did not have a large impact on patient functioning. We measured both
improvementsin ADLs and tabilization in ADLs. Both measures were the same for prospectively paid
and cost-reimbursed agencies during most of the demonsgtration (Chen 2000). However, in the last
demonstration year, when the number of vidts per episode reached their lowest point, the patients of
prospectively paid agencies were dightly less likely to stabilize on three of the five ADL measures (see
Tade11.1) (Chen 2001). These differences were on the order of atwo percentage point difference and
ranged from two to three percent of the control group mean. (For example, 84 percent of the control
group Sabilized in bathing, versus 82 percent of the trestment group.) These three smdll, negative effects

in the find yexr coud be viewed a subtle dgns of  declines
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TABLEIIL1

SUMMARY OF QUALITY-OF-CARE MEASURES

Number of Significant Differences

Favoring Favoring Cost
Number of Prospectively Reimbursed
Type of Measure Measures Paid Agencies Agencies
Improvementsin Activities of Daily Living® 15 2 0
Stabilization in Activities of Daily Living® 15 0 3
Improvementsin Instrumental Activities of Daily Living® 9 1 2
Stabilization in Instrumental Activities of Daily Living? 9 0 3
Mortality at 120 Days® 3 0 0
Improvementsin Clinical Symptoms? 21 12 1
Stabilization in Clinical Symptoms® 21 1 1
Emergency Care® 9 3 0
Hospital Care® 6 0 0
Patient Satisfaction 19 0 3

“Each year counts as a separate measure.

in patient functioning, reflecting the lowest levels of service use. Alternatively, they could be unrdlated to
prospective payment, as the few isolated effects were observed only on ADL stabilization—there were
no effectson ADL improvement. We are unable to explain why patients would be as likdly to improve
their functioning, but would be less likely to maintain functioning, if quaity of care were to dedline.
Regadessdf how one interprets this fina-year result, we can certainly conclude that prospective payment
did not result in substantid declinesin patient functioning.

Prospective payment adso had no detrimental effects on multiple measures of patients hedth satus.
Thepetientsdf progpectively paid agencies and the patients of cost-reimbursed agencies reported the same
perceptions of overadl hedth status and number of days confined to bed. In addition, the two groups
mortality rates during the year after admisson were virtudly the same.  Furthermore, their rates o
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improvement and of stabilization in eight medical symptoms and outcomes, such as pain, dyspnea, and
uinaty inooninence, were the same for most of the demonstration. However, the patients of prospectively
peid agendeswere mor e likely to improve on four of the eight medical symptoms and outcomes during the
fird year of the demondgtration. These differences were on the order of six to eight percentage points and
represented 9 to 18 percent of the mean for the cost-reimbursed group. Although these sgnificart
dfferances may not be due to the effects of prospective payment, they clearly show that patients were not
made wor se by the decrease in the number of vigts.

With respect to measures of other service use as an indicator of quality, the patients of prospectively
peid agandes were no more likely to be readmitted to the hospital for the same body system conditions or
any other condition than were patients of cost-reimbursed agencies (Chen 2000; and Schore 2000).
Furthermore, they were no more likdly to visit a hospital emergency room or to have an emergency vist
toaphysaansdfice. During thefirst year of the demondgtration, patients from prospectively paid agencies
actudly had a lower probability of having an emergency room visit. By the end of the demondtration,
howeve, thisdffeence had narrowed, and patients from trestment and control agencies were equaly likely
to have had such avidt. These datareinforce the finding that quaity was not compromised—or at less,
that it was not compromised enough to warrant hospital readmissions or emergency service use.

In addition to hedlth outcomes as a key component of quality, HCFA must be concerned about
beneficiary satisfaction.  If patients are highly dissatisfied with home hedlth services, they may chooseto
useamare expensve postacute care option, rather than home hedth care. It seemsintuitive that reducing
saviceusewill result in less patient satisfaction, and indeed, the Channeling Demondiration found that more

home care services led to greater patient satisfaction (Kemper 1988).
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Prospective payment did have a smdl impact on patients satisfaction with interpersona aspects of
cae Lagemgorities (95 percent) of trestment and control agency patients were satisfied with the overal
care their agency provided; virtualy everyone would recommend it to afamily or afriend (Chen 2000).
However, a smdl fraction of patients were dissatisfied with specific aspects of interpersond care, ad
petientsof prospectively paid agencies were somewhat more likely to be dissatisfied than were patients of
control agencies. Six percent of the prospectively paid agency patients felt that staff rushed through their
work, compared with roughly four percent of control agency patients. Eleven percent of prospectively paid
apay petients felt that staff did not encourage them to be independent, compared with roughly 8 percent
of control agency patients. In addition, eight percent of prospectively paid agency patients felt that staff
did not pay attention to them, compared with roughly five percent of control agency patients. Although
these differences are proportiondly large and datisticaly sgnificant, they represent relaively few patients
andwere not accompanied by poorer hedth outcomes. Thus, policymakers may consder the increasein
dsstisfaction an acceptable price to pay for the substantia utilization decresse resulting from prospective
payment.

Insummay, tre empirical evidence demondrates that the large reductions in home hedlth use had little
messrableimpadt onthe quality of home hedlth services. Other factors o lend credence to these results.
g, themog sucoessful methods to reduce home hedlth utilization were to (1) supervise vigting staff more
caefully; (2) encourage staff to promote patient independence; (3) improve patient education; and (4)
change the timing of vigts (for example, vist patients more frequently early in the episode to reinforce
teaching). Thus, agencies were effectively reducing the need for care by using drategies that were likely
to promote better agency care and patient self-care. Second, when asked directly whether they believed

the quality of their patient care had suffered because of their participation in the demonstration, agency

20



menegamat saff uniformly responded that their agency il provided excellent, high-qudity care, and that
they hed merely changed their strategiesto achieve this god (Cheh et d. 2001). Furthermore, most of the
agpncies nurses and physical therapists agreed. Findly, considerable geographic variation in the amount
of home hedlth care provided has dways existed (Schore 1994). Nevertheless, thereis no evidenceto
ugoes thet petient outcomes suffer in the low-use areas. Thus, it is perhaps unsurprising to find that home

health care could be substantialy reduced without affecting the quadity of care.

B. DID PROSPECTIVE PAYMENT AFFECT THE USE OF OTHER SERVICES?

The prospective payment sysem reduced home hedth use significantly, yet the qudity of care
remained unchanged. One possible explanation is that other services subgtituted for the Medicare home
hedthsanvices. Thisissueis an especidly important one for HCFA to consider, as potentialy more costly
sarvices, such as skilled nuraing facility stays, are subgtitutes for home hedth care.

Theredudionsinfome health services did not appear to lead to an overdl increase in the expenditures
for and use of other Medicare services (see Table 111.2). Expenditures for Medicare Part A services,
indudnginetient hospital expenditures, skilled nursing facility expenditures, and hospice expenditures (but
exdusve of home hedth expenditures) were the same for both groups of patients. During the year after
home health admission, patients admitted to a prospectively paid agency incurred $11,124 in Part A
expenditures on average, whereas patientsin control agencies incurred $11,292. Patientsin both groups
enterad the hospita an average of one time during the year after home health admission; nearly 20 percent

were admitted to a skilled nursing facility, and 6 percent were admitted to a hospice.
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TABLEIII.2

SELECTED IMPACTS ON THE USE OF MEDICARE SERVICES

Treatment-
Outcome per Patient, During the Y ear After Home Health Control Control
Admission, for Patients Admitted During Demonstration Y ear 1 Group Mean Difference p-Vaue
Emergency Room Encounters (Number) 127 10.09*** 0.01
Inpatient Hospital Admissions (Number) 1.09 1004 021
Any Skilled Nursing Facility Admission (Percent) 200 101 0.88
Any Nondemonstration Home Health Admission (Percent) 169 2.8** 0.02
Medicare Part A Reimbursement, Exclusive of Demonstration
Home Health (Dollars) 11,292 1168 0.62
Medicare Part B Reimbursement (Dollars) 4,864 137 0.79

Source: Schore (2000).

** Statistically different from zero at the .05 level, two-tailed test.
*** Statistically different from zero at the .01 level, two-tailed test.

Prospective payment did not increase the use of Part B services. Nearly 80 percent of the patients
from both groups of agencies had a hospital outpatient department encounter during the year after home
health admission, often for hospital-based laboratory tests or x-rays. Nearly al (96 percent) saw ther
physician or other practitioners, and more than haf purchased durable medica equipment. Most (%4
percent) aso used other Part B services, frequently for |aboratory tests and x-rays from freestanding
providers. Both groups of patients used these services a the same rates, however, resulting in tota
(regression-adjusted) Medicare Part B expenditures of $4,847 for the patients of prospectively paid
agencies, and of $4,864 for the patients of the control agencies.

Anather dternative to home health care provided under the demongtration was the use of more home
health care from agencies that did not participate in the demondration. Agencies had the incentive to
reduce service use by trandferring patients, especialy high-cost patients, to nondemondtration agencies.

However, patient trandfer rates (patients admitted to another agency within three days of discharge)
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remanedlow and unchanged by prospective payment (Trenholm 2000b).! By one year after home hedlth
admisson, only 3.2 percent of the patients had been transferred from control agencies, compared with 2.9
percent of patients from prospectively paid agencies.

However, patients of prospectively paid agencies were dightly more likely than patients of control
agencies to have had an admisson to a nondemongration agency during the year after home hedth
admisson. Twenty percent were admitted to a nondemonstration agency, compared with 17 percent of
thecontrd agency patients (Schore 2000).  The higher rate of nondemongtration home health admissions
seems to have been related to two factors. First, because prospectively paid patients were discharged
sooner than were control agency patients, they had a larger window of opportunity for an admission to
anotheragaty. That is, patients in control agencies continued to receive home hedth services during their
relatively longer episodes, whereas patients who had been discharged from the prospective paymert
agencies were at risk for an admisson. Second, afew prospectively paid agencies whose patients had
usdly highadmission rates to agencies outside the demonstration (but not unusudly short demondiration
episodes or low numbers of vists) seem to have driven the trestment-control difference.

Thus, we found no evidence to suggest that patients of prospectively paid agencies used more
Medicare-rembursed services to subgtitute for the decline in home health services. However, Medicare
does not pay for a number of the services that could subgtitute for Medicare home hedth. In particular,
informa care from family members and friends, forma home- and community-based services (such as
home-ddivered medls), and forma residential services (such as asssted-living facilities) could subgtitute

for Medicare home hedth.

'Also included are patients who were admitted to another agency prior to discharge from the

demondiration agency.
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Prospective payment did not result in increases in informa caregiving—either the likelihood d
recaving informd care or the amount of informa care received. Furthermore, patients from both groups
o agencies were equally likely to use home- and community-based services during the eight months after
admission to home health care, and they received the same amount of services from these providers
(Phillips2000). The latter result is somewhat surprising, because dightly more prospectively paid agencies
reported that they increased their referrals to home- and community- based programs, an increase they
attributed to prospective payment (Cheh et d. 2001). Cost-reimbursed agencies also increased their
rdfardsto these programs, dthough in reaction to reductionsin service use resulting from BBA97 and the
growth in managed care. Moreover, some cost-reimbursed agencies reported that the constraint on the
supply of community services made it difficult to place patients. Thus, even though prospectively pad
agadesmigt have atempted to move patients into community services earlier and more often, they might
not have been able to do so because the services smply were unavailable.

Progpadivepaymart certainly did not increase the use of forma resdentid services. In fact, it appears
to have reduced the use of thisservice. Thelikdihood of resding in an assisted-living facility apparently
fel by about are-third during the first four months after home health admission and may have been reduced
for eight months, suggesting that admisson to these facilities may have been delayed (Phillips 2000).
Progpedtive payment aso appears to have reduced the average number of days of nursing home care (not
ramburssd by Medicare) by dmost four daysin the first eight months, representing about two-thirds of the
control group average of Sx days. This evidence is week, however. We found little evidence that
prospective payment decreased nursng home days during the first four months of care; the decrease
gopeared inmonths 5 through 8, when most patients are finished with care. Furthermore, we hypothesized

thet thereductions in the use of medica socia worker visits by prospectively paid agencies might have led
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tothe reductions in the use of residentia services because medical socid workers would be available less
often to facilitate resdentid placement. We found no evidence to support the hypothesis, so we have no
upporting evidence about the mechanism that could underlie this gpparent reduction.  However, we can
safely conclude that prospective payment did not lead to an increase in formd fadility use

Thus, we found little evidence to concern policymakers that the large reductions in service use had
negative ramifications for patients, their families, or Medicare costs. Patients were not harmed by
prospective payment, and other service providers did not provide more services to compensate for the
redldionsinhomehedth. We did find dightly lower levels of patient satisfaction with interpersona aspects
of care, but the differences were not large enough to warrant concern. During the last year of the
demonstration, when home hedlth utilization reached its lowest point, we aso found some datistical
dfferenoesin patient outcomes measures. However, these differences suggested that prospective payment

produced both better outcomes and worse outcomes—and the results were wesk in elther case.
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V. WERE THE RESULTS CONSISTENT FOR DIFFERENT TYPES
OF AGENCIESAND PATIENTS?

A. AGENCY SUBGROUPS

IndvidLel agandes may have responded in different ways and degrees to the demonstration incentives,
dgpadingontharindividua characterigtics, and certain types of patients may have been affected differently
by agency actions. Assessing these issues is important because a finding that impacts were sgnificart
aoossmod or dl agency subgroups strengthens the vdidity of the main findings and suggests thet they may
be more easily gpplied to agencies outsde the demondtration. Furthermore, if we were to find that the
impacts on home health service use were larger for certain types of agencies, it would be important to
determine whether these larger reductions in use were related to more negative consequences. Petient
subgroups should be investigated because the overdl results might mask negative consequences of the
cutback in services for asmall segment of the population.

We investigated five agency subgroups:

1. For-Profit Agencies/Nonprofit Agencies. Nonprofit treatment group agencies might have
resisted the incentive to earn as much profit as possbleif their mission focused on the well-
being of patients or their informa caregivers. Thus, we expected for-profit treatment group
agencies to reduce services more than nonprofit agencies, an action that might have led to
more adverse consequences.

2. High-Use/Low-Use Agencies. Agenciesthat had provided ahigh level of services before
the demondtration, contralling for their case mix, probably had a grester opportunity than
low-use agencies to implement larger-scde reductions in vidts before adversaly affecting
patient outcomes.

3. Small Agendes/Large Agencies. Smdl agencies (those providing fewer than 30,000 vists
per year) might have responded differently to the demonstration incentives than large agencies.

On the one hand, smdl agencies might have been able to communicate with their staff more

eedly, and to implement changes in care patterns more quickly. On the other hand, these
agandesmight have been more hesitant about making large cuts because any losses in volume
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could have generated sharp increases in per-vist costs and/or forced termination of Steff.
Large agencies may have been able to handle gtaff reductions through ttrition.

4. Hoxoital-Based Agencies/Freestanding Agencies. Hospital-based agencies have amore
genera incentive to maximize profits for the entire hospital system, so their response to the
demondration might have differed from tha of freestanding agencies. A hospita-based
aganoy thet waas principally concerned about patient or physician satisfaction with the hospital
system might have largdly ignored the incentives of the demongtration to reduce the number
of vigts

5. AgendesAbovethe Cost Limits/Agencies Below the Cost Limits. Prospective payment
provided agencies that were above the cost limitsin their base year avery different incentive
thenthey faoed under cost-based reimbursement. Under cost reimbursement, agencies above
the limits had an incentive to increase vidts per patient in order to raise their overdl volume
andthereby lower per-vigt costs.  Under prospective payment, agencies above the limit (like
those below the limit) had the incentive to reduce visits. Therefore, prospective payment
could have led to greater treatment-control differences for those above the cost limitsin the
base year.

Reative to control agencies of the same type, al five types of agencies substantiadly reduced their
provison of home hedlth services under the demongration (Trenholm 2000a). Agencies of every type
reduced ther totd vigts, skilled nursing vists, home hedlth aide vists and physicd thergpy vists, aswell
asther length of service. In afew service-pecific cases (typically, when there were few observationsin
apaticular subgroup so that we were less likely to detect impacts), the impacts were not significant. For
every type of agency, however, the reductions in tota visits and length of service rdativeto thelevesin
smilar control group agencies were substantia and sgnificant.

During the first two years of the demonstration, agencies with high-use service patterns prior to the
demongtration reduced service use the most. High-use agencies reduced visits more per patient than did
lon-use agencies (relative to the control group mean, areduction of about 24 visits per patient in the year
after admission, compared with a reduction of 12 vists per patient for low-use agencies) (Trenholm
2000q). These differences were similar in percentage terms (about 23 and 26 percent, respectively) and

were attributable primarily to larger decreases in home hedth aide vists. By the third year of the
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demorgtration, however, the difference between high-use and low-use agencies narrowed as the low-use
apadesreducad treir services more than high use agencies, thereby “catching-up” to the high-use agencies
(Archibald and Cheh 2001).

Severa other agency subgroups differences present during the first two years of the demonstration
gopea to have been associated with practice patterns. For-profit agencies made larger cutsin visits than
did nonprofit agencies, but the difference can be explained entirely by the higher proportion of for-profit
agencies with high-use practice patterns before the demonsration. Reative to their counterparts, small
agencies and freestanding agencies dso made greater reductions in vidts. Agan, however, these
dfferenceswere due mogily to the differencesin the proportion of high-use agenciesin the groups of small
aganaesand freestanding agencies. Agencies above the cost limits reduced services about twice as much
(proportionately) as did those below the cost limits, but this difference can be explained by the incentive
d the cogt-reimbursed agencies below the cogt limits to increase the number of visits rendered (Trenholm
20003).

Despite differences in the use of services, we found no differences in the effects of prospective
payment on the quaity of care that different agency types provided (Chen 2000). Moreover, we found
nodffeaencesin the effects on the use of other services, regardless of whether Medicare or another source
pad for those services (Schore 2000; Phillips 2000). Although we did find some Satigticaly sgnificant
differences in the qudity and service use measures, we were unable to discern any consistent pattern for

any type of agency. Therefore, we attributed the individud statistical differences to chance.

B. PATIENT SUBGROUPS
Prospective payment had the potentid to affect particular types of patients differently. We had

hypothesized that agencies would be more likely to sharply reduce the number of viststo patients who

28



were better able to manage their own care (as reflected by the ability to manage ord medications), had
caregivers who were regularly available, or seemed likely to require more home hedlth visits because of
their characteristics. We aso had hypothesized that the latter group might have been particularly at risk
for any adverse effects of prospective payment, as high-use patients typicaly are frail, elderly, and
potentidly at grester risk of developing problems if their services are reduced.

Theagandesredieed the number of visits to patients who had characteristics normally associated with
a high levd of service use by an average of about twice as much asthey did for patients with ardatively
low level of expected service use (Trenholm 2000). However, the difference in impacts (25 vigts versus
13 visits) was only margindly sgnificant. Moreover, the impacts were smilar when measured as a
proportion of the average number of vidts for the corresponding control group patients. Despite the
dffeeenceinthereduction of use, we found no evidence that prospective payment caused high-cost patients
to have poorer functioning, health outcomes, or any other indicator of poor-quality care (Chen 2000). We
aso found no evidence that the medicare service use of high-cost patients was affected any differently
under prospective payment when compared with low-cost patients (Schore 2000).

Theedimated impacts on the use of home hedlth services did not differ for patient subgroups defined
by dality tomenege oral medications or by availability of caregivers. Thus, it is not surprising that we found
bath quelity of care and the use of other services outcomes to be smilar across subgroups defined by these

patient characteristics.

29



V. HOW DID PROSPECTIVE PAYMENT AFFECT AGENCY FINANCES?

The progpective payment system is a fundamentally new approach to agency payment. Under cost-
reimbursement, agencies had the incentive to cover as much of their operating costs as possible by
Medicare; they were limited only by the Section 223 cost limits. Asthey increased the portion of total
operating cogts covered by Medicare, they also increased the opportunity to earn profits in non-cost-
reimbursed aress of their business. Under prospective payment, however, agencies can earn profitson
Medicare patients, so they have an incentive to reduce the costs of Medicare patients by any mearns
feasble. The demonstration payment method gave agencies a clear incentive to reduce the codts of care
during the first 120 days of care. Thisfundamenta change in incentives was expected to affect agency

cogts and profitability.

A. AGENCY PROFITSAND COSTS

Tosaveitshadidaries, HCFA must have indtitutions that are financidly viable. Accessto care could
be harmed if a subgtantiad number of agencies are unable to earn profits under the new payment system.
We found that the typicd agency earned very smal profits on its Medicare services during the
demondration (Cheh and Black 2001). Inthefirst year, the typical agency broke even (earned neither a
profit nor aloss) on its Medicare business. Although some agencies earned profits during the next two
years (see Figure V.1), fewer agencies settled their cost reports, so we cannot tell whether a higher
proportion earned profits. It is clear, however, that agencies earned larger profits over time—the median
profit rate for those with three years of data rose from 2.57 percent (as a percentage of Medicare

revenues) in year 2, to 7.8 percent in year 3.
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FIGURE V.1

PROSPECTIVELY PAID AGENCIES' MEDICARE PROFIT RATES AS A PERCENTAGE
OF TOTAL MEDICARE VISIT REVENUES, YEAR | AND YEARY =
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Agencies earned their profits by reducing their cost per episode by $457, or 14 percent (see Table
V.1). They achieved this reduction by reducing the number of vigts provided during an episode. Indeed,
throughout the demongtration, prospectively paid agencies continued to reduce their vists per episode,
thereby lowering their cost per episode (Cheh and Black 2001). However, this reduction in the cost per
guisodeddnat trandate into greater savings estimates over time. Cost- reimbursed agencies also reduced
tharvistsper episode and cost per episode, but in response to factors external to the demonstration, such

as ORT, the growth of managed care, and the regtrictions imposed by BBA97.

TABLEV.1

SELECTED IMPACTS ON AGENCY FINANCIAL MEASURES

Average Predicted Mean
Annual Impact  Without Intervention p-Vdue
Cost per Episode (in Dollars) 1457 3233 .00
Cost per Skilled Nursing Visit (in Dollars) 12.78 93.91 .00
Cost per Home Health Aide Visit (in Dollars) 402 41.24 .00
Total Medicare Home Health Revenues (in Thousands
of Dollars) 1874 4,360 .00

Source:  Cheh and Black (2001).

The profits earned by reducing the episode costs were offset by an increase in per-vidt cods.
Prospectively paid agencies per-vigt codts for skilled nursing visits rose by 14 percent more than did
conrd group agencies cost for these vidits. Prospectively paid agencies costs for home hedlth aide visits
increased by 10 percent more. (Skilled nursing and home health aide services account for gpproximeately

87 percent of dl home hedlth visits rendered.)
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Why ddthecod per vigit rise more for the prospectively paid agencies? These agencies certainly tried
herdto hdd downther costs. They reduced administrative staff, consolidated office space, invested in new
technology, increased productivity standards, and reduced employee benefits. Despite their actions,
however, two factors thwarted thar efforts. Fird, their volume of servicesfdl rdatively more during the
damondraionthen did that of cost-reimbursed agencies, increasing the cost per vist (because of the fixed-
cost component of home hedth services). Second, strategies that reduced visits (such as increasing
supervison) sometimes increased the cost per visit; some sirategies that reduced the cost per vigit (such
aspaying saff on a per-vidt basis) made it difficult to reduce vists per episode. Thus, prospectively paid
agandes which were trying to achieve both gods, implemented strategies that worked at cross-purposes.
Because they reduced their visits per episode more than did cost-reimbursed agencies, their cost per visit
increased relatively more.

Suprisingly, few prospectively paid agencies redized that their strategies were inconsistent with each
aher. Many demongtration agencies lacked the financid savvy to understand that the more they reduced
thar vidts per episode, the more their cost per visit would rise (because the falling volume would increase
ovaheed cost per vigt). Furthermore, many agencies failed to understand that many techniques they used
to reduce vistsincreased their per-visit costs.

The increase in per-vist costs made it difficult for the agencies to earn profits. They lost money on
thar autlier visits, because they were paid at a predetermined rate based on their predemonstration costs.

These |osses offset somewhat the profits earned from the per-episode payments.
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B. MEDICARE REVENUES

HCFA isconcamed about its costs for home health services. Under cost reimbursement, agency costs
and agancy revenues were nearly the same; they differed only if agencies lost money because their per-visit
costs exceeded the limits. Costs and reimbursement ceased to be linked under prospective payment,
however. Thus, because prospective payment would be a poor policy choiceif it were to result in higher
levels of expenditures for the Medicare program, it isimportant to understand what happens to revenues
under this payment system.

Prospectively paid agencies Medicare revenues fell substantialy during the demondration, primarily
because the agencies reduced vidts during outlier periods. The average prospectively paid agency’ s
Medi care revenue was 20 percent lower than that of the average cost-reimbursed agency. Revenuesfdll
because agencies reduced revenue-generating visits that would have occurred after 120 days as they
reduced their episode lengths. This action resulted in greater savings for the Medicare program.

Thus, athough the agencies survived the prospective payment system, some of them did not benefit
financialy. Many agencies were unaware that their cost per visit was increasing, nor did they understand
why, andthis dampened profits. However, afew agencies had started to understand the Situation by year
3 othar finenad performance should improve over alonger period of time. They should be able to more
fuly adjugt their adminidtrative saff and cogts to their reduced volume of services, some may even merge
with another agency to achieve these economies. Thus, we might expect that, under anationa system,

agencies would be able to do a better job of controlling their costs better than we observed here.



V1. DISCUSSION

A. LIMITATIONS

Degatethesgnificance and robustness of our findings, this study does have some important limitations.
However, none of these limitations casts any doubt on the vaidity of the finding thet, in response to
prospective payment, agencies subgtantially and broadly reduced services without creating discernable
negative consequences for patients.

Perhaps the most important limitation is the extent to which we can generdize our finding to home
health agencies nationwide. As might occur with any study design based on voluntary participation, the
apadesthat partidpated in this demonstration might reflect the group best able (or most willing) to respond
totheincentives of theintervention. Indeed, we did observe some differences between the demonstration
agencies and those digible nationwide. Thus, it is possble that unobserved differences between
demondiration participants and nonparticipants led us to develop estimates that understate (or overstate)
theimpedsthet would occur under anationa prospective payment system. However, we should note that,
dthogh demonstration agencies might have been more responsive to prospective payment initiatives than
agencies nationwide, control agencies might have been more responsive to the environmenta factors that
were reducing services, thus, it is as likdly that our estimated impacts on service use are understated as
overstated.

A key factor suggesting our results can be widdy generdized isthat agencies of dl types sgnificantly
reduced their vigits per episodes without any gpparent negative consequences. Furthermore, most types
o agandes reduced their cost per episode, had higher per visit costs, and had substantia reductionsin the
amount of Medicare revenues they received. (Hospita-based agencies, which enrolled in the

damordraioninvery limited numbers, were the notable exception.) Thus, even though the mix of agencies
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may differ from agencies nationwide, we are confident that our results accurately reflect the expected
effects of progpective payment.

A second limitation, related to the issue of generdizability, isthat the nationa prospective payment
system (begun in October 2000) differs from the one implemented for the demondtration. For example,
thenew payment system will pay for a series of 60-day episodes, thereby diminating the need for per-visit
oulier payment. Thus, the new payment system has different incentives from those of the demondtration.
For exande under the demonstration payment system, an agency was not rewarded for reducing episode
caosts after the 120th day; under the present payment system, they will be rewarded for these reductions.
The differing incentives mean that agencies may respond differently under the national system, especidly
during the outlier period.

Trefind limitation is that the time-limited nature of the demondration may cause effectsto vary from
those that would result from a permanent policy change. For example, agencies operating under the
tamporary peymeat sydem may have hestated to invest in software to help them andyze agency costs more
carefully because the software may not be useful under the permanent payment sysem. In generd,
agencies were less likely to make subgtantid, costly changes in return for a limited opportunity to earn

profits, but we are likely to observe these types of changes more often under the permanent system.

B. POLICY IMPLICATIONS

Prospective payment for Medicare home hedlth can be implemented in away that reduces agency
costs and Medicare expenditures without having negative consequences for beneficiaries. The
damondraiondowed that, given a strong financid incentive, agencies were able to find waysto safdy and
effectively reduce service use. Furthermore, they were able to earn smdl profits while providing care,

suggesting that they aso will be able to benefit from a prospective payment system.
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However, membasd the Medicare home hedlth population are much frailer than are typica Medicare
erollees. Even though agencies did not reduce services to the point of harming their patients, we cannot
guarantee that they will not do so in the future. Thus, HCFA'’s efforts to monitor patient outcomes are
warranted and will have to become an ongoing effort to ensure that the agencies actions to improve
efficiency do not harm this vulnerable population.

Frdlly, two fadtars contribute to the fact that prospective payment will likely continue the consolidation
o thehomehedlth industry that began under the IPS (U.S. General Accounting Office 1998). Firgt, under
prospective payment, agencies are at risk that the cost of serving their patients will exceed their payment
fromMedicae  The more patients an agency has, the lower thisrisk. Second, to keep overhead cost per
gpisode low, very smdl agencies will likely find it beneficid to merge with other agencies. With this step,
theaganaeswill be able to increase the volume of servicesto alevel that will enable them to operate at the
lowes average cost. This consolidation may lead to even greater cost savings, and, at some point, HCFA
may want to share in these savings. However, HCFA will have to carefully consder how lowering
progpedtive payment rates may affect agencies operating in sparsely populated aress. These agencies may
not be able to achieve the levels of service use necessary to capture the economies of scale that agencies

in more populated areas may achieve.
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