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Preface

Senate Joint Resolution 180, passed during the 1991 legislative session,
requested the Joint Legislative Audit and Review Commission (JLARC) to conduct a
comprehensive study of Virginia’s Medicaid program. Medicaid is a program designed
to provide health benefits to persons who are poor.

This study mandate was passed in response to the escalating costs of Medicaid
in Virginia, which have more than tripled since 1980. Currently, the State spends more
than $1.2 billion, annually on the program, which extends benefits to more than 400,000
recipients.

Medicaid-financed long-term care services are reviewed in this report. Over the
last ten years, the management of these services has improved considerably. Problems
with the lack of adequate cost controls in the State’s reimbursement system have been
addressed through policies which encourage a more efficient delivery of health care.
However, the State now faces problems with expanded eligibility policies, the rising cost
of institutional care for the mentally retarded, and an underutilization and sometimes
inappropriate targeting of community care services.

Given the changing composition of the State’s population, it is critical that
policies which have the potential to contain the cost of the program be given serious
consideration by the General Assembly. Recipients of long-term services constitute just
10 percent of the Medicaid population, but they are already responsible for more than 56
percentofits costs. With projected increasesin Virginia’s elderly population, the demand
for many of the services funded through Medicaid is expected to increase.

However, even if some of the cost containment measures recommended in this
report are adopted, difficult decisions will have to be made to significantly control long-
term care costs. While federal law does give the State the necessary discretion to reduce
the size and scope of its long-term care program, implementation of these options will
create hardships for many elderly citizens who live at the economic margin.

On behalf of the Commission staff, I wish to acknowledge the support and
cooperation by staff at the Department of Medical Assistance Services and the various
long-term care service providers in the preparation of this report.

Philip A. Leone
Director

December 17, 1992



JLARC Report Summary

‘Audit and Review
\ Commission

Senate Joint Resolution 180 (1991) di-
rected the Joint Legislative Audit and Re-
view Commission (JLARC) to conduct a
comprehensive study of the State’s Medic-
aid program. The study resolution was
passed in response 1o legislative concem
about the rapidly increasing costs of Medic-
aid in Virginia. For example, in 1980, total
expenditures under Medicaid were just over
$374 million. By 1991, although the number
of recipients increased by 46 percent, the

cost of the program had more than tripled to
$1.2 billion.

This report presents an analysis of the
implementation of Medicaid long-term care
services in Virginia. These services, which
are primarily targeted to persons who are
elderly and disabled, inciude nursing home
care, institutional care for persons who are
mentally retarded, and a diverse array of
community-based services.

JLARC previously reported on the sta-
tus of long-term care in Virginia in 1978. At
that time, there were serious concems about
the quality of care in nursing facilities, the
Medicaid payment rates were found to need
revision, and there was a lack of adequate
cost controls. In addition, the 1978 study
found that rapid growth in the nursing home
industry had been fostered at the expense of
efficiency in many cases.

Since 1978, the growth has continued,
with the number of licensed beds increasing
from about 14,500 to more than 30,000 in
1991. However, the issues in long-term
care now are notthe same as those in 1978.
The creation of the Department of Medical
Assistance Services (DMAS) to administer
the Medicaid program has promoted a stron-
ger focus on improved management of the
program. The issues facing the Common-
wealth today relate to problems with ex-
panded Medicaid eligibility policies, the in-
creasing costs of care for persons who are
mentally retarded, effective use of commu-
nity care, and the reimbursement system for
community-based care.

Concems about theseissues are height-
ened because of the changing demograph-
ics of the State’s population. With projected
increases in the Virginia's elderly popula-
tion, the demand for many of the long-term
care services financed through Medicaid is
expected to increase.



This study explores a number of op-
tions for reducing the overall costs of Medic-
aid funded long-term care services. As a
result, the study focuses on fiveareas: (1) an
assessmentof the factors influencing trends
inthe State’s Medicaid long-terin care costs;
(2) ananalysis of the impact of the program’s
eligibility policies on Medicaid costs; (3) an
assessment of Virginia's reimbursement
policies; (4) a review of the Medicaid-sup-
ported community care services; and (5) an
assessment of DMAS’ cost audit and utiliza-
tion review procedures. Within these areas,
the following issues were addressed:

» What are the major factors that ap-
pear to be associated with the rising
costs of Medicaid long-term care ser-
vices? :

What particular cost avoidance strat-
egies can the State pursue through
altering current eligibility criteria and
service options for Medicaid?

Are the current reimburse-

Long-Term Care Services Account
for Half of All Medicaid Expenditures

Expenditures on services that can be
characterized as long-term care have al-
ways been amajor component of Medicaid’s
total budget. Payments to providers of long-
term care services have generally accounted
for approximately one-half of the medical
care expenditures for the program. In FY
1980, 51 percent of the $374 million spent
for Medicaid was used to pay for long-term
care services. By FY 1991, this percentage
had decreased, but this type of care still
represented 47 percent of total program
spending.

When all of the Medicaid expenditures
forlong-term care recipients are considered
(i.e., pharmacy expenses, inpatient hospital
care), the data show that this population
represents only 10 percent of the total num-
ber of Medicaid recipients, but they account
for 56 percent of program costs. Thismeans
that the costs of serving this group is almost
11 time greater than for other Medicaid
recipients (see figure below).

ment methodologies used
to pay for institutional and
community-based ser-
vices appropriately de-
signed to provide access
to quality care at the low-
est possible cost?

Is community-based care
adequately and appropri-
ately used to reduce reli-
ance on institutional ser-
vices?

Are DMAS’ utilization re-
view and cost audit pro-
cesses adequatetoensure
thatthelong-term care ser-
vices supported through
Medicaid are both neces-
sary and appropriate?

Expenditures by Type of Service

NUMBER OF RECIPIENTS
4,715

Medicaid Recipients and

EXPENDITURES




Institutional Care Dominates Medicaid
Long-Term Care Expenditures

Despite changes to federal statutes
which are designed to encourage greater
use of community-based care, almost nine
outof every 10 dollars spent by Medicaid on
long-term care in Virginia is still used to
supportinstitutional-based services (see fig-
ure below). Payments for nursing home
care constitute the largest proportion of ex-
penditures on long-term care. in FY 1991,
DMAS paid nursing homes more than $312
million — 55 percent of the total expendi-
tures on long-term care. Another 25 percent
of the payments ($145 miillion) can be attrib-
uted to the services that were provided per-
sons in State and privately operated inter-
mediate care facilities for the mentally re-
tarded (ICFs/MR).

Conversely, just over $29 million was
used to provide non-medical, personal care
services to infin and disabled Medicaid
recipientsin FY 1991. More than $15 million
was spent on home health care services.
Finally, just over $19 million was used to
provide community-based care for the men-
tally impaired.

Reasons for Medicaid Long-Term
Cost Increases Vary by Service Type

Since 1983, the average growthin over-
all expenditures for long-term care has aver-
aged slightly more than 11 percent. Among
the institutional services funded by Medic-
aid, expenditures for State-operated facili-
ties for the mentally retarded have grown at
the fastest rate (approximately 13 percent.)
These increases are due almost entirely to
sharp rises in the cost of providing a day of
institutional care, due primarily to increased
federal regulations.

For nursing homes, average annual
spending growth has been slightly more
than nine percent. More importantly, this
increase appears to be partly related to the
fact that Medicaid is paying for a greater
number of days of nursing home care due to
growth in the number of recipients.

The fastest growing long-term care ser-
vices are those provided in the community.
Both personal care and home health expen-
ditures have experienced substantial in-
creases. In these programs, increases in
the number of recipients have significantly
outpaced the amount of spending per recipi-

ent. Still, the impact of

Nursing Home Care
$312,520,400

88%

........

Medicaid Long-Term Care Expenditures
by Type of Service, FY 1991

Personal, Respite, and
Aduit Day Care

the Mentally Impaired

Home Health Care

these increases on total
Medicaid spending is not
as great because the ser-
vices are delivered at a
much lower cost than
those provided in institu-
tions.
$29,423,000
Difficult Decisions
Will Be Necessary to
Control Long-Term
Care Costs

The federal laws
which are the basis for

Community Cars for
$19,012,646

$15,190 408

TOTAL LONG-TERM CARE

Medicaid’s eligibility
ms.s:;;:;'zyom intermediate Care for EXPENDITURES: I guidelines give the states
e g e s considerable discretion in

deciding who is served

by the Medicaid program



and what benefits they receive. As a result,
the most effective methods for cost avoid-
ance in Medicaid are to restrict the number
of persons who have access to the program
or limit the range of benefits that will be
provided.

In Virginia, a substantial portion of the
long-term care costin the State is due to the
extension of benefits to persons for whom
Medicaid coverage is optional. In FY 1991,
more than haif of the 44,000 Medicaid long-
term care recipients established eligibility
for program benefits through provisions
which were implemented at the option of the
State. The total medical care expenditures
for this group of recipients exceeded $370
million.

Similarly, more than half of Virginia's
Medicaid expenditures for long-term care
were for services which the State is not
required to provide. The total cost of these
optional services in FY 1991 was more than
$366 million. This equals almost one-third
of the total amount spent on Medicaid ser-
vices in the State.

These data clearly demonstrate that
the State has the discretionary authority to
reduce the size and cost of its Medicaid
program. However, the outcome wouldbe a
reduction in services to many elderly citi-
zens who either live at the economic margin
or rely almost exclusively on Medicaid for
support of their basic health care needs.

The Reimbursement System Used for
Nursing Homes Has Been Improved
When JLARC conducted a review of
the Medicaid program in 1978, the State
was using a retrospective cost-based reim-
bursement system for nursing homes. This
system was criticized as inflationary be-
cause nursing homes were reimbursed 100
percent of their allowable costs. As a result,
recommendations were made to establish a
reimbursement system which encouraged
efficiency in the delivery of nursing services.

Iv

Since that time, DMAS has made a
number of improvements to the reimburse-
ment system. Nursing home rates are now
established prospectively with payment ceil-
ings to limit the amount of reimbursement a
facility can receive from the program. In
addition, to enhance access for those Med-
icaid recipients who have substantial care
needs, an adjustment is made to each nurs-
ing home’s Medicaid reimbursement rate
based on theintensily of the fadility’s case mix.

This study found that the current reim-
bursement system is well designed and ap-
propriately considers most of the key factors
which influence cost. Moreover, one effect
of establishing payment ceilings has been to
slow the growth of nursing home expendi-
tures. Presently, Virginia’s Medicaid nurs-
ing home expenditures per elderly resident
rank among the lowest in the country.

Stitl, three problems were found with
the current system. First, the payment ceil-
ings are not based on measures of effi-
ciency in the nursing home industry. Sec-
ond, the system does not adequately ac-
count for the higher operating costs faced by
smaller nursing homes. And third, the reim-
bursement rates do not reflect the costs
nursing homes face due to legislation requir-
ing criminal record checks and protection of
employees from bloodborne pathogens.

Recommendations to improve the re-
imbursement system follow:

» The Department. of Medical Assis-
tance Services should make adjust-
ments toits reimbursement system to
account for the higher indirect costs
that smaller nursing facilities experi-
ence. The Secretary of Health and
Human Resources should report the
details of the adjustment methodol-
ogy and its impact on Medicaid nurs-
ing home expenditures to the Joint
Commission on Health Care prior to
the 1994 session of the General As-
sembly.



e TheJoint Commission on Health Care
may wish to consider ensuring that
current efforts to develop efficiency
standards for the nursing home in-
dustry are coordinated so that the
work of the Department of Medical
Assistance Services is not duplica-
tive or at odds with the findings being
developed by the Virginia Health Ser-
vices Cost Review Council,

e The Department of Medical Assis-
tance Services should develop a
methodology fordetermining the costs
of Virginia’s requirements regarding
the use of criminal records checks
and protection of nursing home em-
ployees from bloodbome pathogens.
This methodology should be used to
determine the amount of any rate
adjustments required. These find-
ings should be reported to the Secre-
tary of Health and Human Resources
by March of 1993.

No Cost.Containment Incentives in
Reimbursement System for ICFs/MR

Unlike for nursing homes, the reim-
bursement system for State-operated insti-
tutions for the mentally retarded contains no
cost containment incentives. As a result,
Medicaid pays virtually 100 percent of the
cost for what has become the most expen-
sive form of long-term care in the State. In
FY 1991, Medicaid paid the five State facili-
ties an average reimbursement of $169. At
this rate, the annual cost of care for a Med-
icaid recipient with no resources to pay for
these services could be more than $61,000.

Still, if DMAS were to lower the rates for
these facilities, the State would either have
to ignore national trends and consolidate
these operations, or use general fund dol-
lars to replace the revenues lost due to the
reduction in Medicaid payments.

Personal Care Services
Could Be Better Targeted

Medicaid provides states with a num-
ber of options for developing community
care programs through Section 2176 of the
Omnibus Budget Reconciliation Act of 1981.
One requirement of this provision is that the
costs of services provided in the community
do not exceed the cost of institutional care.
Specifically, states are required to target
services provided under the 2176 waiver
program to only those people who are at-risk
of institutional placement.

This study found that, in almost all cir-
cumstances, the waiver services are less
expensive than costly nursing home care.
However, the local screening committees
which are responsible for recommending
personal care services, have not success-
fully restricted these placements to persons
who are at imminent risk of institutionaliza-
tion. Specifically, personal care services for
57 percent of the current recipients appear
to be mistargeted. This has increased Med-
icaid spending by more than $16 million
annually.

Another way in which targeting can
affect the overall cost to the State is when
people who should be offered personal care
are instead steered into a nursing home.
Because personal care is a more cost-effec-
tive form of care than nursing homes, these
services should be offered as an altemative
whenever possible.

It appears from this study that hospital-
based screening committees have aninher-
ent bias towards placing people in nursing
homes rather than in personal care. After
accounting for the availability of social sup-
port and the individual's functional status,
hospital screening committees are still 25
percent more likely than community-based
committees to place long-term care appli-
cants in a nursing home.

The following recommendations are
made:



* The Department of Medical Assis-
tance Services should evaluate the
feasibility of contracting with commu-
nity-based screening committees to
conduct either all or part of the hospi-
tal screening functions. If the agency
determines that some screening func-
tions should remain with the hospi-
tals, it should also conduct a study to
ensure that there are not other poten-
tialinconsistencies in the way in which
hospitals conduct screenings.

* The General Assembly may wish to
reduce general fund appropriations
for personal care. This reduction
should be between $2 million and $8
million depending on whether
changes are made to personal care
rates and the ability of hospital-based
screening committees to divert more
people to personal care. The Gen-
eral Assembly may wish to direct the
Department of Medical Assistance
Services 10 prepare a full analysis of
alternative levels of reduction for the
personal care program, including the
potential impact on recipients.

Community Programs for the Mentally
Retarded Have Developed Slowly

While the federal waiver authority has
been used to divert the aged and disabled
from nursing homes to a less expensive
form of care over the past decade, the same
has not been true for the mentally retarded.
Although the 1981 federal legislation that
authorizes waivers for the elderly and dis-
abled also allows similar services to be
targeted towards the mentally retarded, the
State’s use of this authority has lagged. Not
untit 1991 was the State able to obtain
approval for the waiver and begin imple-
menting a program that is designed to divert
people from care in institutions to commu-
" nity programs. '
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Yet it is difficult to determine what im-
pact the State’s lack of participation in the
waiver has had on overall Medicaid expen-
ditures for the mentally retarded. Available
data does not suggest that a more timely
development of a waiver program would
have led to further reductions in the number
of recipients in need of institutional care.
Since the early 1980s, the census in State-
operated ICFs/MR has declined steadily as
most residents who are moderately retarded
were placed in community programs.

Further, it is current State policy to limit
all non-emergency admissions in these fa-
cilities to persons who are severely or
profoundly retarded. As a result, the major-
ity of residents in these facilities have com-
plex problems which cannot be easily metin
the community. Presently, there is no evi-
dence to indicate that the range of services
that would be needed by these individuals
can be provided more cost-effectively in the
community. '

Recommendation: The Depart-
ment of Mental Health, Mental Retardation,
and Substance Abuse Services should con-
duct a pilot study to determnine whether com-
munity-based waiver services could be cost-
effectively used to meet the needs of per-
sons who are severely or profoundly men-
tally retarded.

Reimbursement System for Commu-
nity Care Needs to be Reexamined

Although Medicaid expenditures for
community-based care represent a relatively
small portion of total program expenditures,
spending on these services has been grow-
ing at a rapid rate of more than 70 percent
since 1983. Partly as a result of this increas-
ing trend, there is a heightened interest in
the policies used by DMAS to establish
reimbursement rates for both home health
and personal care services.



A primary concem is whether these
policies ensure patient access to commu-
nity-based care while encouraging a cost-
effective delivery of services. Currently, the
State reimburses providers of home health
care based on a fee for service system.
However, the methodology used by DMAS
to establish the prospective rates does not
appropriately consider the key factors which
influence home health costs. Also, fees may
have been set too low to ensure patient
access to these services in the future. In
addition, the decision to pay hospital-based
agencies higher rates for providing the same
service as other operators does not appear
justifiable. ,

The following recommendations are
made:

e The Department of Medical Assis-
tance Services should eliminate the
distinctions made for hospitals when
establishing fees for the delivery of
home health services. In addition,
the Department should only autho-
rize payment of a higher fee to hospi-
tals if there are no freestanding agen-
cies which will agree to accept the
home heaith care referral.

The Department of Medical Assis-
tance Services should use a revised
statistical approach for setting the
fees in each peer group.

The Department Has Strengthened
Its Utilization Review Activities

As part of its overall efforts to contain
Medicaid long-term care spending, DMAS
conducts utilization review activities. Ultili-
zation review serves as a control mecha-
nism for the amount and type of long-term
carethatis provided. Control of utilization is
necessary to ensure that the Commonwealth
pays only for those long-term care services
that are necessary and appropriate.

Vil

Over the last several years certain as-
pects of utilization review have been strength-
ened. Home health agencies are, for the
first time, receiving scrutiny. Nursing home
and personal care admissions continue to
be evaluated to ensure that only persons
who meet non-financial as well as financial
eligibility criteria receive the services. Still,
some improvements are needed.

For example, utilization review activi-
ties for personal care recipients need to be
improved to ensure that these continue to
be individuals who are at imminent risk of
nursing home placement. Also, utilization
review activities in the ICFs/MR rely on
procedures which are not adequate forevalu-
ating the existence of active treatment. The
defectsin the process raise questions about
the validity of the findings produced by the
inspections of care.

The Cost Settiement and Audit Pro-
cess is Not Timely or Comprehensive

Cost settilement and audit serves as a
financial control mechanism for Medicaid
reimbursement. Financial control is neces-
sary to ensure that the Commonwealth pays
only for those costs explicitly allowed under
the established principles of reimbursement.
Financial controls are also necessary to
ensure the reliability of a provider's reported
cost information.

in 1991, the Auditor of Public Accounts
found that cost reports were not settied in a
timely manner. DMAS recently enacted
emergency regulations to lengthen the
timeframe for setting interim reimbursement
rates from 90 days to 180 days after receipt
of a nursing home’s cost report. Still, due to
an increased workload, it often takes DMAS
longer than 180 days to establish a new
reimbursement rate and settle a cost report.
This can adversely affect a provider’s cash
flow.

Regarding the actual audits, more than
80 nursing homes, or about a third of all



those participating in the Medicaid program,
have not had a field audit since at least FY
1986. This raises questions conceming the
extent to which DMAS is able verify the
accuracy of cost reports.

DMAS recently began to conduct addi-
tional field audits. Nursing homes are se-
lected based on length of time since last field
audit, amount of Medicaid utilization, and
whether the provider's costs are below the
payment ceiling. Despite this, 43 nursing
homes which have not been field audited
since FY 1986 have costs which are below
the ceiling. However, only two of these
providers were selected for audit by DMAS
during FY 1992. These 43 nursing homes
received, on average, $2.3 million in Medic-
aid reimbursement during FY 1990

Two recommendations are made to
strengthen the audit process:

* The Department of Medical Assis-

tance Services should take the nec-
essary steps to expedite the cost
settlement process. In addition, the
Department should reconsider the
regulatory change that lengthens the
timeframe for setting interim nursing
home reimbursement rates.

The Department of Medical Assis-
tance Services should analyze its
most recent field audit and payment
datain orderto select additional nurs-
ing homes for discretionary field au-
dits. The Department of Medical As-
sistance Services should ensure that
nursing homes selected for discre-
tionary field audits meet, to the great-
est extent possible, established se-
lection criteria.

Vil
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I. Introduction

Senate Joint Resolution 180 (1991) directs the Joint Legislative Audit and
Review Commission (JLARC) to study the Medicaid program. Established in 1965,
Medicaid is a health care program jointly financed by the federal government and the
states to provide a range of medical care services for the poor.

The impetus for the study resolution stems from concerns by the General
Assembly regarding the rapidly increasing cost of Medicaid. For example, in 1980, total
expenditures under Medicaid were just over $374 million. By 1991, though the number
of recipients increased by 46 percent, the cost of the program had more than tripled to $1.2
billion.

JLARC previously reported on the status of long-term care in Virginia in 1978.
At that time, there were serious concerns about the quality of care in nursing facilities,
the Medicaid payment rates were found toneed revision, and there was alack of adequate
cost controls. In addition, the 1978 study found that rapid growth in the nursing home
industry had been fostered at the expense of efficiency in many cases.

Since 1978, the growth has continued, with the number of licensed beds
increasing from about 14,500 to more than 30,000 in 1991. With projected increases in
Virginia’s elderly population, this growth can be expected to continue (Figure 1).
However, theissuesin long-term care now are not the same as those in 1978. The creation
of a separate agency to administer the Medicaid program has promoted a stronger focus
on improved management of the program. The reimbursement system for institutional
care is greatly improved and the necessary cost controls have been implemented. More
importantly, quality of care issues now receive considerable attention.

The issues facing the Commonwealth today relate to problems with expanded
Medicaid eligibility policies, the increasing costs of care for persons who are mentally
retarded, effective use of community care, and the reimbursement system for commu-
nity-based services. These and other issues are addressed in this report.

The system of long-term care in Virginia today is comprised of a diverse array
of basic health, medical, and professional therapy services which are typically provided
to persons who are either elderly, disabled, or mentally impaired.

Some of the major providers of this type of care include nursing homes,
professional home care agencies, and State-operated institutions for the mentally
retarded and mentallyill. In 1991, these providers delivered Medicaid-funded long-term
care services to more than 44,000 persons at a cost of over $550 million.

This report presents an analysis of the organization and implementation of
Medicaid long-term care services in Virginia for the purpose of evaluating program



Figure 1

Projected Growth of Virginia's
Elderly Population (65 and Over)
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implementation and specific cost containment policy options available to the State.
Included in this review is an assessment of the State’s eligibility policies for long-term
care, reimbursement strategies for different service providers, and an evaluation of
Virginia’s use of the community care system for Medicaid recipients.

OVERVIEW OF THE MEDICAID PROGRAM

In 1965, federal legislation authorized the Medicaid program under Title XIX
of the Social Security Act. The Health Care Financing Administration (HCFA), which is
part of the U.S. Department of Health and Human Services, has oversight responsibility

for the program.

Federallaw does not require states to participate in the program. For those that
do, however, the federal government shares in the costs by matching state general fund
expenditures at a rate that varies based on each state’s per-capita income. Virginia,
which began implementing the Medicaid program in 1969, currently receives a 50
percent match of the total general fund dollars it spends on approved health care services.

The State agency responsible for the implementation of the Medicaid program
in Virginia is the Department of Medical Assistance Services (DMAS). As with other
services paid for by Medicaid, DMAS makes payments for a specified range of long-term



care services when this care is delivered by approved providers on behalf of persons who
meet the program’s eligibility requirements.

Basic Eligibility Requi :

With the exception of certain basic requirements, states have considerable
discretion in deciding who will benefit from the program and what services they will
receive. In terms of eligibility, three groups of people can be covered by Medicaid: the
categorically needy, optional categorically needy and the medically needy.

Categorically Needy. Persons who either receive, or otherwise meet the
requirements for eligibility under the Aid to Families with Dependent Children (AFDC)
or the Supplemental Security Income (SSI) Programs are considered categorically needy.
As such, these individuals are automatically eligible for Medicaid.

Optiongl Cqtegorically Needy. Medicaid eligibility also allows states to ex-
tended benefits to persons considered optional categorically needy. In Virginia, this
group of recipients include persons who establish eligibility through the State’s use of a
special income standard for persons who are institutionalized.

Medically Needy. The medically needy are persons whose income meets a
higher established limit for program eligibility either before or after their medical
expenses are deducted from their income. Unlike the categorically needy, coverage for
this group is not required.

Medicaid provisions for the medically needy are particularly important to
persons in need of long-term care. Because of the expense associated with some forms
of this care (e.g. nursing homes), these individuals may have too much income toestablish
eligibility for Medicaid, but not enough to pay the monthly cost of nursing home care. The
medically needy provisions allow these people to enter a nursing home as private payers
ineligible for publicly-financed health care and “spend down” their income thereby
requiring Medicaid to pay any remaining nursing home costs based on a lower publicrate.

Service Onti

While the Medicaid program mandates states to provide certain benefits to
recipients based on whether they are categorically or medically needy, federal law
considers a substantial number of services to be optional. This flexibility allows states
to customize their program benefit plans to reflect the goals they wish to pursue in the
provision of health care to the poor.

The best example of this is the mix of mandated versus optional services for the
medically needy. Medicaidlaw requires those states which offer benefits to the medically
needy to provide prenatal care and ambulatory services, among other benefits. However,
one of the most expensive benefits — nursing facility care — is not required. Whether



a state chooses to provide this care is usually based on funding concerns as well as the
policy goals for its system of long-term care.

MEDICAID SPENDING ON LONG-TERM CARE SERVICES IN VIRGINIA

Expenditures on services that can be characterized as long-term care have
always been a major component of Medicaid’s total spending. As illustrated in Figure 2,
payments to providers of long-term care services have generally accounted for approxi-
mately one-half of the medical care expenditures for the program. For example, in FY
1980, 51 percent of the $374 million spent for Medicaid was used to pay for long-term care
services. By FY 1991, this percentage had decreased but this type of care still represented
47 percent of total program spending.

To better illustrate the cost differences associated with providing Medicaid
supported health services to recipients of long-term care, it is important to consider the
per recipient cost of health services for this population. Because most long-term care
recipients are elderly or disabled, they often experience numerous health care problems
or have long-term support needs which require extensive and expensive forms of medical
care.

In FY 1991, for example, there were slightly more than 44,000 Medicaid
recipients who benefited from the array of services provided under the general category
of long-term care (Figure 3). This constitutes just 10 percent of the 428,000 Medicaid
recipients who participated in the program that year. However, when total medical care
expenditures for long-term care population are considered (i.e. pharmacy services,
inpatient hospital care), these recipients accounted for 56 percent of the program’s
expenditures. On average, this means that the cost of providing Medicaid services to
recipients of long-term care ($14,838 per person)is almost 11 times higher than for other
recipients ($1,365 per person).

These cost differences have even larger implications when the changing demo-
graphics of the State’s population are considered. Since 1980, there hasbeena 31 percent
increase in the number of persons in the State who are at least 65 years old. Based on
improvements in life expectancy, this age group is expected to grow at an even faster rate
in the next 10 years. Because a number of these individuals will likely need publicly-
financed health care, Virginia, like other states, will be forced to make a number of
difficult policy decisions about the size and scope of the long-term care services it provides
through Medicaid. '

The next sections in this chapter discuss how the State currently distributesits
Medicaid funds within the broad category of long-term care, followed by a description of
each of these types of services.



Figure 2

Comparison of Long-Term Care Expenditures
and Total Medicaid Budget, 1980-91
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Figure 3

Medicaid Recipients and Expenditures
by Type of Service
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The F f Medicaid Funding for Long-Term Care in Virgini

There are several types of providers in Medicaid’s system of long-term care in
Virginia. In general, these providers can be classified into two distinct groups: (1) those
whodeliver health and medical care in an institutional setting, and (2) those who provide
similar types of care to recipients while they remain in the community. Despite changes
to federal statutes which are designed toencourage greater use of community-based care,
almost nine out of every 10 dollars spent by Medicaid on long-term care in Virginia is still
used to support institutional-based services.

As illustrated by the data presented in Figure 4, payments for nursing home
care constitute the largest proportion of expenditures on long-term care. In FY 1991,
DMAS paid nursing homes more than $312 million — 55 percent of the total expenditures
on long-term care. Another 25 percent of the payments ($145 million) can be attributed
to the services that were provided persons in State and privately operated intermediate
care facilities for the mentally retarded (ICFs/MR). Amuch smaller amount ($39 million)
was spent on institutional care for persons with mental illnesses.

In terms of community services, although waivers allowing for this type of care
have been in place since 1981, the amount of Medicaid funds spent on these activities
remain relatively small. Just over $29 million were used to provide non-medical,
personal care services to the infirmed and disabled in FY 1991. More than $15 million
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was spent on home health care services. Finally, just over $19 million was used to provide
community-based care for the mentally impaired.

Nat ¢ Institutional Services S ted by Medicaid

AsFigure 4 indicates, the institutions which currently receive Medicaid funding
in Virginia are licensed private and public nursing facilities, intermediate care facilities
for the mentally retarded (ICFs/MR), and State-operated hospitals for the mentally ill.

Medicaid-Supported Nursing Home Care in Virginig. Nursing homes are
institutions which provide residential services and basic health care to individuals who,

because of their diminished mental or physical capacities, need assistance with the basic
activities of daily living. The type of care provided can range from services as basic as
assisting residents with personal hygiene, teeth and mouth care, and toileting, to more
complex invasive therapies such as tube feedings and catheter irrigations.

Before any Medicaid payments can be authorized for nursing home care, a local
committee of health and social services staff or hospital staff must conduct a screening
of the applicant. The purpose of the pre-admission screening is to evaluate the medical,



nursing, social, psychological, and developmental needs of the individual; to analyze
what specific services the individual needs; and to evaluate whether a service is available
to meet those needs. If the committee determines that the level of care provided in
nursing homes is needed and cannot be provided in the community, approval for an
admission is granted.

One of the major factors assessed by the screening committees is the applicant’s
ability to perform seven basic activities of daily living (ADL). These include bathing,
dressing, toileting, and the applicant’s ability to control bowel and bladder functions. In
each category, the committee determines if the applicant is completely independent or
whether some type of assistance is needed.

[C At any given time,
there are more than 18 000 mdlwduals recewmg Medxcaxd to pay for either a portion or
all of their nursing home costs. The data in Table 1 underscore the fragile nature of this
population. The typical nursing home resident receiving Medicaid is single (usually due
to the death of the spouse), 79 years old, female, and requires assistance with more than
five of the basic ADLs. In four of the categories defining activities of daily living —
toileting, dressing, bathing, and eating — at least 80 percent of the residents required
some type of assistance. Many of the characteristics of present nursing home residents
" are similar to those identified by JLARC in its 1978 report on long-term care.

. iyegs . . In Virginia,
long—term care services for the mentally retarded have tradmonally been mstltuhonally-
based. Currently more than 90 percent of Medicaid funds spent on residential care for
the mentally retarded are disbursed to State-operated ICF/MR. The remaining 10
percent is spent on persons who receive their care from small privately-operated ICFs/
MR.

As with nursing homes, ICFs/MR must be federally certified by the Virginia
State Department of Health before Medicaid can be billed for the services provided.
These facilities can be operated without federal certification but they cannot bill the
Medicaid program for services provided to otherwise eligible recipients.

According to federal regulations, residents in the ICFs/MR should require a
program of “continuous active treatment” in order to develop the skills necessary to
function in the least restrictive environment. In order to Letter target the services
provided in these institutions, each facility resident is classified according to their degree
of impairment as measured by their intelligence quotient (1.Q.). The following classifi-
cation defines the various levels of mental retardation:

¢ 1.Q. of 50-55 to 70 indicates mild retardation.

* 1.Q. of 35-40 to 50-55 indicates moderate retardation.
¢ 1.Q. of 20-25 to 35740 indicates severe retardation.

* 1.Q. of below 25 indicates profound retardation.



Table 1

Characteristics of Nursing Home Residents
Receiving Medicaid, December 1991

Resident
Sex
Male 26
Female 74
Average Age 79
Marital Status
Widow 58
Single 18
Married 14
Divorced 7
Separated 3
Percent Dependent In ADL
Bathing 99
Bladder 63
Dressing 95
Toileting 82
Transferring 78
Eating 80
Bowel 55
Average Number of Dependencies 5.5

Total Residents 18,781

Notes: Missing data are not reflected in the calculation of the frequencies and mean values reported in this table.

Source: JLARC analysis of data from the Department of Medical Assistance Services’ Long-Term Care Information
System.

Care in facilities for the mentally retarded requires planned programs to
address the habilitative needs and/or health-related services which exceed basic custo-
dial care. Examples of services provided in these facilities include training in the
activities of daily living, task-learning skills, socially acceptable behaviors, basic commu-
nity living programming, or health care and health maintenance.

As a part of the assessment process, a multi-disciplinary team of doctors, nurses,
and therapists performs a comprehensive resident evaluation and develops a treatment
plan which outlines a strategy for the delivery of care. Depending upon the results of the



resident assessment, these plans could describe strategies for addressing various
medical needs as well as any speech, psychological, or physical problems.

Characteristics of Residents in ICFs/MR, Over the last ten years in Virginia,
most of the residents in ICFs/MR with mild or moderate levels of mental retardation have

been returned to the community. Moreover, it is the current practice of these facilities
to limit most non-emergency admissions to adulis who have severe and profound levels
of mental retardation. As a result, 86 percent of the residents currently in the five State-
operated institutions are either severely or profoundly retarded (Figure 5).

Persons with these types of mental deficits pose a number of challenges to
treatment staff. Most are unable to understand simple commands, communicate their
basic needs, or independently perform fundamental tasks such as dressing or toileting.
Further, a substantial minority of these residents are considered multiply handicapped
with complex medical problems ranging from disorders of the central nervous system to
severe physical disabilities. These medically fragile persons often require 24-hour care.
To effectively serve this population, staff at the ICFs/MR must be equipped to deliver a
specific range of therapy and behavior adjustment programs under the general rubric of
active treatment.

Institutions for Mental Disegses. The other institutions that receive Medicaid
funding are the State institutions for mental diseases (IMD). Medicaid will only
reimburse the State for care it provides through IMDs to mentally ill persons who are
under the age of 21 or over 65. '

Figure 5

Level of Mental Retardation for
Residents in Virginia's Five Intermediate

Care Facilities, 1991
3% Mildly Retarded 0% M y
21% Severely
Retarded

65% Profoundly Retarded

. Source: Department of Mental Health, Mental Retardation, and Substance Abuse Services.
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Three criteria are used to determine if a facility qualifies as an IMD. First, the
facility must be primarily engaged in providing diagnosis, treatment, or care of persons
with mental diseases. Second, the institution must contain at least 16 beds. Third, more
than 50 percent of the patients in the institution must require inpatient treatment for
mental illness according to their medical records.

Nat f Medicaid C itv Care Servi

The community services which are authorized through Medicaid can be catego-
rized as home health care, personal care, and a variety of rehabilitative or developmental
training programs for persons who are mentally retarded. Home health care involves the
delivery of medically-related services to persons who are considered homebound. Per-
sonal services are basic maintenance and support activities which should be
targeted to persons who are at risk of entering a nursing home. Similarly, the
rehabilitative training programs are generally designed toimpart arange ofindependent
living skills to help persons at risk of institutionalization develop the capability for
community living.

Home Heqlth Care. Almost since its inception, Medicaid legislation has
required states to provide home health care as a mandatory service for eligible recipients.
The goal of Medicaid’s home care program is to provide the medical services necessary

_ to restore the patient to a certain health status. In Virginia, these services are provided
by private agencies, hospitals, and local health departments.

Some of the services that can be provided include skilled nursing, physical
therapy, occupational therapy, and speech therapy. These services are provided in the
recipient’s home by specialists employed by the home health agency. Persons receiving
home care can also be approved for non-medical home health aide services (e.g. meal
preparation) as long as the basis for the services is a medical condition. For example, a
person who is on a puree diet may receive a home health aide to prepare the meal.

Before Medicaid will reimburse home care providers, a physician must certify
the patient for the prescribed care by completing a treatment plan. This plan must be
reevaluated and signed by the physician every 60 days. Further, if the recipient is not
receivinga skilled service, it is the responsibility of the home care provider to send anurse
to the patient’s home every two weeks to assess the progress of the treatment plan.

In FY 1991 Medicaid paid for more than 277,000 home health visits (Figure 6).
The majority of these visits were made by nurses to provide skilled care (e.g. implement-
ing invasive therapies), supervise the work of home health aides, and monitor the
progress of the patient. Nearly one of every three home health visits was made for the
purpose of supporting the patient’s non-medical needs. As described earlier, this could
include preparing meals and assisting the patient with some of the basic activities of daily
living.

11



Figure 6

Medicaid Home Health Visits Made
During FY 1991 by Type of Visit
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28% Home Health Aid
(Non-Medical)

1% Other

Source: JLARC staff analysis of automated claims data from the Department of Medical Assistance Services.

Personal Care. Prior to 1981, the scope of community care under Medicaid was
limited to only those services that could be defined as medically-based. In 1981, the
Congress passed legislation waiving this requirement, thereby allowing the expansion
of home care to include non-medical or personal care services. The explicit goal of the
waiver was to allow states to provide long-term maintenance services in the home of the
recipient as an alternative to admission to an institution, like a nursing home or amental
health facility. The federal government has enacted legislation which will make personal
care a mandatory service in Virginia in FY 1994.

In Virginia, most of the personal care providers are the same agencies that
participate in the home health prcgram. Through the use of aides, these agencies provide
arange of services including assisting the patient with dressing, grooming, bathing, and
toileting. Before a recipient can be authorized to receive any type of personal care, a
screening committee must evaluate the case and approve the service.

Characteristics of Personal Care Recipients. As of December 1991, there were

more than 4,400 Medicaid recipients of personal care in Virginia. Assessment data
completed for a portion of this group reveal some of their basic characteristics (Table 2).
The average age of those receiving persona! care was 75. Only 22 percent of these
recipients were married.

This population’s need for assistance to conduct basic ADLs is similar to those
‘Medicaid recipients in nursing homes. On average, personal care recipients needed
assistance in performing about five basic activities of daily living. At least eight out of
every ten recipients needed assistance bathing, dressing, and eating.

12



Table 2

Characteristics of Medicaid Personal Care Recipients,

December, 1991
Resident

Characteristics Percent
Sex

Male 22

Female 78
Average Age 75
Marital Status

Widow 48

Married ' 22

Single 19

Divorced 7

Separated 4
Percent Dependent In ADL

Toileting 84

Bathing 99

Dressing 98

Bladder 50

Transferring 75

Eating 83

Bowel 31
Average Number of Dependencies 5.2
Totg] Residents 2,953

Notes: There were a total of 4,462 recipients of Medicaid personal care services as of December 31, 1991. At the
time the file was created for this analysis, assessments had not been conducted on 1,509 recipients. Missing
data are not reflected in the calculation of the frequencies and mean values reported in this table.

Source: JLARC anzlysis of data from the Department of Medical Assistance Services’ Long-Term Care Information
System.

Community Programs for the Mentally Retarded. Community care programs for
the mentally retarded are organized by the Department of Mental Health, Mental
Retardation, and Substance Abuse Services (DMHMRSAS). Presently, Medicaid funds
two types of community care programs for persons who are mentally retarded. The first
are called State plan option services and they can be provided to any person who is
mentally retarded regardless of their actual risk of institutionalization. The thrust of
these services are day health and rehabilitation services and case management.
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The second group of services are provided under the Medicaid community care
waiver authority. Unlike the State plan option services, DMHMRSAS must demonstrate
that serving these individuals in the community helps prevent growth in the ICFs/MR.

Because of the complex needs of this population, states have been given
considerable discretion in defining the precise nature of the services that can be offered
under the waiver. This flexibility was provided in recognition that the services
authorized under the 1981 personal care waiver were typically provided to address the
physical limitations of the elderly and disabled, not problems stemming from mental

impairments.

Nonetheless, in requesting waiver authority for developmental or training
services for the mentally retarded, states must plan to structure these services so that
they assist this population in acquiring various socialization and adaptive learning
skills. Based on these guidelines, DMHMRSAS submitted a service plan to HCFA in
1990. HCFA approved this request in January of 1991.

The service delivery system for both the State plan option and waiver services
is coordinated by a network of forty community services board (CSB) agencies. For the
services delivered under the State plan option, only the CSBs are considered by
DMHMRSAS to be qualified providers. Generally, each CSB acts as a service broker
while assuming some case management responsibilities to organize a wide range of
programs for the mentally retarded. Included among these services are residential care
programs in small group homes, day support services, case management, prevocational
training, supported work programs, and therapeutic consultation.

STUDY MANDATE

In 1991, the Virginia General Assembly passed Senate Joint Resolution 180
(Appendix A). This resolution directs JLARC to study Virginia’s Medicaid program and
other indigent care programs supported through appropriations to State teaching
hospitals. The General Assembly’s interest in Medicaid is consistent with those of an
increasing number of states acroes the country that are lookmg for ways to arrest the
spiraling growth of the program.

The mandate for this study directs JLARC to assess how cost savings might be
achieved in the Medicaid program through the use of policies which limit the scope and
duration of optional services. The mandate also requests that JLARC examine the
effectiveness of DMAS’ reimbursement methodologies in controlling the cost of the
program while assuring access to quality care. Finally, through a separate resolution —
Senate Joint Resolution 91 — JLARC was directed to support the Joint Commission on
Health Care in reviewing Medicaid recipients’ use of asset transfers to qualify for the
program (Appendix B).

14



STUDY APPROACH

The framework for this study was designed to explore a number of options for
reducing the overall costs of Medicaid funded long-term care services. As a part of
building this framework, it was first necessary to determine what factors have the most
significant impact on Medicaid costs. Next, based on these factors and an assessment of
the options available through Medicaid law, JLARC staff could determine if alternative
service strategies exist for long-term care that could produce cost savings for the State.

Based on these objectives, the study focuses on five areas: (1) an assessment of
the factors influencing trendsin the State’s Medicaid long-term care costs; (2) an analysis
of the impact of the program’s eligibility policies on Medicaid costs; (3) an assessment of
Virginia’s reimbursement policies; (4) a review of the Medicaid-supported community
care services; and (5) an assessment of DMAS’ cost audit and utilization review
procedures. Within these areas, the following issues were addressed:

¢ What are the major factors that appear to be associated with the rising costs
of Medicaid long-term care services?

e What particular cost avoidance strategies can the State pursue through
altering current eligibility criteria and service options for Medicaid?

¢ Are the current reimbursement methodologies used to pay for institutional
and community-based services appropriately designed to provide access to
quality care at the lowest possible cost?

¢ Is community-based care adequhtely and appropriately used to reduce reli-
ance on institutional services?

* Are DMAS'’ utilization review and cost audit processes adequate to ensure
-that the long-term care services supported through Medicaid are both neces-
sary and appropriate?

In addition, a separate review was conducted to evaluate recipients’ use of
federal asset transfer laws and the potential benefit of establishing an estate recovery

program in Virginia.

A number of research activities were conducted to addresseach study issue. The
next section of this chapter provides a brief discussion of some of the activities which were
conducted io address several of these issues. Greater detail regarding the methods used
for each issue is provided in the remaining chapters of the report.
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Before specific cost containment options can be given serious consideration, it
was necessary to examine how Virginia's Medicaid long-term care system has grown over
the last few years. The general focus of the analysis was on determining whether
Medicaid cost increases are due primarily to an expansion of services or an increase in
the unit cost of health care. To complete this analysis, summary data were collected on
Medicaid recipients and program cost. This information was supplemented with
interview data.

Recipient and Cost Data. For each type of long-term care service, JLARC staff
collected data on the total medical care expenditures, the number and characteristics of

Medicaid recipients who received specific types of long-term care, the amount of care
provided (i.e. total days, visits, or hours), and a relevant inflation measure. These data
were collected from staff at DMAS and DMHMRSAS.

Structured Interviews. In order to gain additional insight into the factors that
are related to the observed expenditure trends for the different categories of long-term
care, JLARC staff interviewed key central office staff at DMAS and DMHMRSAS.
Further, to get the perspectives of those who deliver the care, structured interviews were
conducted with nursing home administrators, professional home care staff, and the
administrative staff at Virginia’s five ICFs/MR.

Analvsis of Reciient Eligibilit 1P ¢ Dat

Amajor portion of this study included an analysis of Virginia's eligibility policies
for Medicaid long-term care. The purpose of this analysis was to determine how the
flexibility in Medicaid eligibility law could be used by DMAS to reduce the cost of long-
term care. The research activities conducted for this portion of the study were structured
interviews and an analysis of recipient eligibility and payment data.

Structured Interviews. Several structured interviews were conducted with staff
at DMAS regarding the agency’s eligibility policies for long-term care. The general focus
of these interviews was on determining the agency’s goals in establishing these policies.

Analysis of Recipient and Payment Datg. This analysis involved the use of
DMAS’ recipient files and claims database. The recipient file contains data on each

individual’s eligibility status and the types of long-term care services received. The
claims files contain information on the total amount that DMAS paid the relevant
providers on behalf of each recipient.

By merging these files, JLARC staff were able to determine the total Medicaid
costs for serving particular groups of recipients. Morecver, the opportunity for calculat-
ing projected savings associated with any proposed changes to Virginia’s eligibility

criteria was made possible.
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Analvsis of DMAS Reiml . Methodologi

There are three different reimbursement methodologies used by DMAS to pay
for long-term care services. The study resolution specifically directs JLARC to determine
if the resulting reimbursement rates are both adequate to encourage a cost-effective
delivery of service and sufficient to promote quality care at the lowest possible cost.

Fornursing homes, State-operated ICFs/MR, and home health agencies, JLARC
staff conducted structured interviews with DMAS’ cost audit staff and the respective
providers of the care. Also, quantitative analyses of the factors which impact costs were
conducted for each of these service types.

DMAS does not collect cost data on the providers of personal care. These rates
are set in the Appropriations Act. Therefore, to develop an understanding of how these
rates were established, the appropriate staff at DMAS were interviewed.

Structured Interviews. The initial step in the analysis of reimbursement rates
was the implementation of structured interviews with DMAS staff and the various
providers of long-term care. These interviews were conducted for two reasons. First,
because states have considerable flexibility for establishing reimbursement rates,
JLARC staff had to question DMAS to determine what funding and service goals were
pursued when the rates were set. Interviews were also conducted with a sample of service
providers to listen to their views on the adequacy of the reimbursement rates and the
process used to determine these rates.

Second, to facilitate a quantitative analysis of provider costs, JLARC staff had
to identify what factors should be considered in an analysis of the costs associated with
particular types of long-term care. This involved talking with DMAS staff and providers
that were knowledgeable about the costs of delivering certain types of care.

Quantitative Analysis. The objective of the quantitative assessment of provider
long-term care cost varied somewhat based on the particular type of care. For nursing
homes and home health agencies, the objective of the analysis team was toidentify which
factors most strongly influenced observed differences in program cost. Based on this
descriptive analysis, JLARC staff determined whether all of the key indicators which
impact cost were appropriately considered by DMAS when the rate setting methodology
was established.

DMAS' rate setting process for State-operated ICFs/MR is completely different
from the methodology used for nursing homes. These facilities are reimbursed on a cost
basis to maximize the federal match for Medicaid.

Therefore, for this study, JLARC staff examined the methods used by

DMHMRSAS staff to allocate costs to the Medicaid program and conducted an analysis
of the major factors that affect costs in the ICFs/MR.
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The Use of Community Care

A magjor portion of this study was a review and analysis of how the community
care system is used by the State for Medicaid recipients. The general purpose of the
analysis was to determine if these services are being targeted to the appropriate groups
of recipients. A separate analysis was conducted on the costs of community-based
personal care services relative to the care provided in nursing homes. JLARC staff also
conducted interviews with several State agencies and local providers concerning the
organization of community care for persons who are mentally retarded.

The research activities completed for this part of the study included structured
interviews, a telephone survey, and a longitudinal study of the costs of community care
versus nursing home care.

Structured Interviews. A number of structured interviews were conducted with
DMAS staff who have oversight responsibility for the pre-admission screening process.
These interviews were designed to provide the JLARC staff with an understandmg of
DMAS’ policies governing the screening process.

As a part of the field work for this study, JLARC staff interviewed screening
committees in 14 different localities. In general, these interviews focused on whether the
screening process is consistently implemented across the State.

Telephone Surveys. One requirement of federal law is that personal care
services be provided to only those persons who are at imminent risk of institutionaliza-
tion. This law is designed to prevent the use of personal care as a supplement to, rather
than a substitute for, nursing home care. To evaluate whether the screening process
adequately makes this distinction, JLARC staff conducted telephone surveys with
individuals who receive the assistance of personal care aides in providing support to a
family member or friend.

Longitudinal Study of Community Care Costs. A key issue regarding commu-
nity services is whether this type of care can be provided at a lower cost to the State than
institutional care. To evaluate this question, all persons who entered either a nursing
home or began receiving personal care in 1986 were identified. Using DMAS claims files,
JLARC staff analyzed data on the total amount of medical care expenditures made on
these groups behalf from 1986 to 1990. To account for differences in the severity of the
patients’ care needs, information on each recipient’s level of dependency was collected
from DMAS'’ long-term care information system.

Interviews Concerning Services for the Mentally Retgrded. In the ten-year

period from 1980 to 1990, there was no major initiative to provide community care for the

mentally retarded through the Medicaid program in Virginia. JLARC staff interviewed

staff at DMAS, DMHMRSAS, and community services boards to obtain their perspec-

tives on this issue. The questions from these interviews focused on why the waiver
- provisions of Medicaid were not used for community care until 1991.
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Ad f DMAS’ Utilization Review P

Federal law requires DMAS to establish and coordinate a utilization review
process to ensure that the care paid for by Medicaid is appropriate, necessary, and of
sufficient quality. One of the final issues examined in this study was a review of how the
utilization review process operates. Some of the research activities conducted by JLARC
staffincluded a review of federal utilization review and quality assurance requirements,
structured interviews, and observation of utilization review activities.

Review of Utilization Requirements. Evaluation of the utilization review
process was complicated somewhat by the fact that the process differs for each type of
long-term care service. To develop an understanding of these requirements, JLARC staff
reviewed the appropriate documents and examined several reports on the goals and
objectives of Medicaid utilization review.

Structured Interviews. During the study, several interviews were held with
staff at DMAS, the Department of Health, and providers of each type of long-term care.
In these interviews, both the staff and providers were asked to describe the process and
assess any inherent strengths and weaknesses. Also, DMAS staff were asked to describe
what they found to be the most common problems identified through utilization review.

Observation of Utilization Review Field Visits. JLARC staff accompanied
DMAS utilization review analysts and staff from the Department of Health on visits to
anursing home, home health agency, personal care provider, and an ICF/MR. This was
done to observe the utilization review process for the different components of long-term
care. During these visits, JLARC staff had the opportunity to ask the analysts questions
about the objectives and rationale of particular review activities.

REPORT ORGANIZATION

The remaining chapters in this report present the results of an analysis of the
organization and implementation of Medicaid long-term care services. Chapter II
provides an analysis of service utilization and expenditure trends for Medicaid long-term
care. Chapter I1I discusses the impact of Virginia’s eligibility policies for long-term care
on total Medicaid costs. Chapter IV presents the results of an analysis of DMAS’
reimbursement methodology for institutional service providers. Chapter V examines the
appropriateness and adequacy of the community care system for Medicaid recipients,
while reimbursement for community care providers is reviewed in Chapter V1. Finally,
Chapter VII presents a review of DMAS’ utilization review and cost audit procedures.
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II. Trends in Medicaid Long-Term
Care Expenditures

Because expenditures on long-term care are almost half of the total Medicaid
budget, policy discussions concerning ways to contain the cost of the program must give
considerable attention to these services. However, before this can be done, it is necessary
to examine how Virginia’s Medicaid long-term care services have grown in terms of the
recipients they serve and the cost associated with funding their care.

Since 1983, the average growth in overall expenditures for long-term care has
averaged slightly more than 11 percent. Increases in the number of long-term care
recipients is a key factor in the rising cost for these services. However, these figures mask
important differences in expenditure and utilization patterns for the different types of
long-term care services.

Among the institutional services funded by Medicaid, expenditures for State-
operated faciliiies for the mentally retarded have grown at the fastest rate. These
increases are due almost entirely to sharp rises in the cost of providing a day of
institutional care. For nursing homes, average annual spending growth has been slightly

-less than ten percent. More importantly, this increase appears to be partly related to the
fact that Medicaid is paying for a greater number of days of nursing home care due to
growth in the number of recipients.

The fastest growing long-term care services are those provided in the commu-
nity. Both personal care and home health expenditures have experienced substantial
increases. In these programs, increases in the number of recipients have significantly
outpaced the amount of spending per recipient. Still, the impact of these increases on
total Medicaid spending is not as great because the services are delivered at amuch lower
cost than those provided in institutions.

The results from an analysis of utilization and expenditure patterns for most of
the long-term care services funded by the Medicaid program are discussed in this
chapter. In analyzing these trends, a common line of inquiry was pursued. Specifically,
JLARC staff examined the extent to which the observed increases in long-term care
expenditures were driven by a growing demand for the services or were the result of the
rising costs of health care.

NURSING HOME EXPENDITURES AND UTILIZATION

Medicaid nursing home expenditures are, by far, the largest portion of long-
term care spending. DMAS reimburses providers of nursing home care based on a per
diem rate. From 1983 to 1990, Medicaid expenditures, net of patient pay, based on these
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rates increased appreciably, growing from $159 million to $261 million. During this
period, the Medicaid program became the single largest source of payment for nursing
home care in Virginia.

In general, the analysis indicates that both increased nursing home utilization
and rising costs associated with providing a day of care have played a role in the growth
of Medicaid spending for nursing home services. More importantly, the major factor
behind the increase in utilization has been a persistent growth in the number of Medicaid
recipients who are in nursing homes.

Since 1983, Medicaid spending on nursing homes has been driven upward at an
average annual rate of nearly ten percent. The key factors behind this increase have been
the amount of program spending incurred per day for nursing home care and the number
of nursing home days paid for by Medicaid. Both of these factors have increased at an
average annual rate of approximately four percent (Figure 7). :

Expenditures per Day of Care. An increase in the cost of a day of nursing home
- care can be caused by a number of factors including general inflation, increased
regulation, management inefficiencies, or changes in the health care needs of the facility
residents. Forexample, in the latter case, if a facility’s resident population becomes more

Figure 7

Medicaid Nursing Home Expenditure and
Utilization Trends, 1983 - 1990
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Assistance Services, Cost Settlement and Andit Division. Inflation data collected from Data Resources Inc.




debilitated, the amount of staff needed to provide proper care will increase, thereby
driving up the marginal costs of the services.

Because Medicaid is the largest payor for the nursing home services that are
provided in Virginia, it is important to understand why the costs of a day of care are
increasing. If, for example, the increases are due to management inefficiencies or the
industry’s efforts to increase its operating margin (profits), then the State should take the
necessary steps to ensure that Medicaid does not pay a higher reimbursement in support
of these practices. The most direct and effective cost containment strategy in this case
would be to reduce the amount of the Medicaid reimbursement for nursing homes.

If on the other hand, the increases are beyond the control of the nursing homes
{(e.g. due to inflation) then it would be expected that changes in Medicaid expenditures
for a day of nursing home care would reflect the impact of inflation.

It appears from data in Figure 7 that the increase in the Medicaid expenditures
per day of nursing home care is largely attributable to inflationary pressures. As a
measure of nursing home inflation in this study, JLARC staff used the Virginia Nursing
Home Market Basket (VNHMB) indicator. VNHMB is developed by Data Resources
Incorporated (DRI} using national data on key inflationary indicators for the nursing
home industry. DRI adjusts this measure to reflect changes in key inputs in Virginia —
nurses’ wages, food, utilities — which directly impact the cost of a day of care in anursing

- home.

As indicated by Figure 7, the average annual increase in VNHMB was slightly
higher than the growth in Medicaid spending per day for nursing homes. This suggests
that many non-inflationary factors which can increase the daily cost of care in a nursing
home have not had an impact on the expenditures made by Medicaid. Moreover, because
nursing homes have little control over the impact of inflation on operating costs, this
argues against any downward adjustments on the State reimbursement rate as a means
of lowering total Medicaid expenditures for nursing home care.

Nursing Home Dgys. The four percent growth in the number of days of care that
Medicaid has paid for can be due to two different factors. One possibility is that this

growth simply reflects an increase in the number of individuals who are relying on
Medicaid to pay for their nursing home care. Under these circumstances, the State could
consider changing its eligibility policies to reduce program costs.

Another possibility is that roughly the same number of people are receiving
benefits but, for any number of reasons, Medicaid is paying for increasingly longer
periods of their nursing home care. With this scenario, the State has fewer options for
reducing costs. If, for'example, Medicaid recipients were experiencing longer nursing
home stays because they were living longer, the increased cost to the State would be
simply unavoidable.

Figure 8 illustrates the average annual growth in these two measures since
1983. This shows the rate of increase in the number of recipients is almost three times
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Figure 8

Factors Related to Medicaid Expenditure and
Utilization Trends in Nursing Homes, 1983-1900
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Source: JLARC staff analysis of HCFA Form 2082 recipient data for nursing homes.
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as high as the increase in the days of care per recipient. This means that the average
annual increase in the total days of care paid for by Medicaid shown in Figure 7 appears
to be due primarily to a growing number of Medicaid recipients in nursing homes.

DMAS staff attribute much of the recipient growth to a temporary lifting of the
~ State’s current moratorium on new nursing home beds. Established as a part of the
Certificate of Public Need Program, the moratorium was designed to control nursing
home costs by limiting the construction of new bedspace.

According to DMAS and the Virginia Department of Health (VDH), lifting the
moratorium resulted in an immediate increase in the number of new beds. From 1985
to 1990 alone, the number of new beds increased by almost 28 percent. During this same
time period, the number of Medicaid recipients in nursing homes increased by approxi-
mately 14 percent.

Most of the nursing home administrators interviewed by JLARC staff for this
study felt that the increase in the number of days of care was the result of longer nursing
home stays for Medicaid patients. The reason most often cited was Medicare’s switch to
a Diagnosis-Related Group (DRG) payment system for hospitals.

The DRG system pays hospitals a flat fee for providing care to a recipient. The
fee varies depending on the patient’s diagnosis but not the length of the hospital stay.
Therefore, for any given diagnosis, a hospital receives the same amount of money for ten
days of care as it does for one day. Consequently, it is in the hospital’s financial interest
to treat and discharge patients as quickly as possible.

According to these administrators, many of those hospital patients are being
discharged to nursing homes. As a result, Medicaid patients frequently enter nursing
homes in poor physical condition requiring longer and more extensive periods of care.
While this may indeed be one impact of the DRG system, the relatively minor changes
in the number of days of care provided per Medicaid recipient since the system was put
in place suggest that it only impacts a minority of those receiving nursing home benefits.
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The findings presented in this section do not support policies aimed at lowering
nursing home costs through reducing the Medicaid reimbursement rate. Such strategies
are appropriate when it appears that the rate paid by Medicaid is supporting non-
inflationary growth in the daily cost of this type of care. However, because a key factor
behind increased nursing home expendituresis a growing number of recipients, the State
will need to reexamine its policies concerning who gets access to these benefits in order
to reduce expenditures on nursing home care.

Although Virginia's Medicaid costs are supported with a 50 percent match of
federal funds, the program’s federal legislation grants states considerable discretion in
deciding who will be served by the program. States can generally limit coverage for
nursing home benefits to most program participants by establishing more restrictive
income guidelines or, using more drastic measures, states can refuse to provide these
benefits for large groups of recipients. These options are analyzed and discussed in more
detail in Chapter III of this study.

EXPENDITURES AND UTILIZATION IN ‘
INTERMEDIATE CARE FACILITIES FOR THE MENTALLY RETARDED

Virginia’s five State-operated intermediate care facilities for the mentally
retarded (ICFs/MR) account for the second largest component of Medicaid long-term care
spending. As with nursing homes, DMAS pays these facilities for each day of care they
provide Medicaid recipients. From 1983 to 1990, the amount of money spent by Medicaid
on the services delivered in these institutions grew from $61 million to $115 million —
an average annual increase of slightly more than 12 percent. This expenditure rate
exceeds the observed increases for all other types ofinstitutional care supported through
Medicaid.

In general, the analysis of these trends indicates that spending increased at
these facilities despite a decline in the number of days of care provided to Medicaid
recipients. Thus, substantial increases in the cost of providing a day of care was the
overriding cause of the growth in Medicaid ICF/MR expenditures. Primary reasons for
the increase in Medicaid spending per day are costly federal regulations and fixed
overhead costs.

Medicaid Spendi Day in ICF&/MR Has G Substantiall

Figure 9 indicates that since 1983, the total Medicaid spending in State-
operated ICFs/MR increased at an average annual rate of almost 13 percent. While the
amount of Medicaid spending climbed, far fewer days of care were provided by these
facilities. In fact, the number of days that Medicaid paid for decreased by nearly 15
percent during the same time period that expenditures were increasing — an average
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Figure 9

ICF/MR Medicaid Expenditure and
Utilization Trends, 1983-1990

Average Annual Growth

Expenditures inflation
Per Day Rate
Days of Care of Care

Source: JLARC staff analysis of Medicaid expenditure and utilization data from the Department of Mental
Health, Mental Retardation, and Substance Abuse Services. '

annual drop of slightly more than two percent. The result of this is that the cost for a day
of institutional care in the ICFs/MR increased by more than 17 percent.

To determine the impact of inflation on the increased daily cost of ICF/MR care,
changes in the VNHMB indicator were compared to the growth in expenditures per day
of care. As shown in Figure 9, Medicaid spending per day in ICF&/MR grew, on average,
three and half times faster than the rate of inflation.

This finding raised a number of important questions for this study. Namely,
why has the daily cost of care provided by ICFs/MR increased at a rate which substan-
tially exceeds inflation? What implications do these reasons have for future Medicaid
spending on the type of care provided in these facilities?

To address these questions, JLARC staff interviewed budget and cost account-
ing staff at the Department of Mental Health Mental Retardation and Substance Abuse
Services (DMHMRSAS) and the administrative and program staff at each of the State’s
five ICFs/MR. The general consensus among those interviewed was that high cost of a
day of care is driven by stringent federal regulations, the inherent difficulty in reducing
fixed overhead costs, and an increase in the proportion of facility residents who are either
severely or profoundly retarded.
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Federal Regulations. Federal regulations and regulatory enforcement for ICF/
MR Medicaid certification have been intensified in recent years. In order for an ICF/MR
to receive payment for the services provided to a Medicaid-eligible resident, the facility
must first be certified to participate in the program. These requirements are extensive,
detailed, and often complex.

Medicaid certification requirements concerning staffing levels and active treat-
ment programs have been particular problems for the ICFs’/MR. Prior to 1974, federal
regulations for these facilities only required that they provide basic custodial care — a
general focus on the housing and feeding of residents. Since that time, the regulations
have moved ICFs/MR away from custodial care to more of a treatment-oriented approach
to care. In 1988, federal regulations were promulgated which required ICF&/MR to
develop and implement programs which ensure that all of the residents’ physical,
psychological, emotional, and social needs are being addressed through a continuous
program of active treatment. It should be noted that Virginia had monitored active
treatment long before the 1988 regulations were issued.

To facilitate the implementation of these plans, federal regulations specify
minimum ratios for the number of residents per staff member. However, the same
regulations require that the ICF/MR provide “sufficient direct care staff to manage and
supervise clients in accordance with their individual program plans.” This language
permits federal regulators to impose staffing standards that actually exceed the mini-
mum ratios specified by the regulations.

During the 1980s, the Health Care Financing Administration (HCFA) con-
ducted “look-behind” inspections to ensure that certification requirements were being
met. These federal inspections are made in order to monitor the accuracy and thorough-
ness of the Medicaid certification inspection conducted by the Virginia Department of
Health (VDH). In other words, the HCFA inspection is done in an attempt to verify the
findings of the VDH inspection. As the following case examples demonstrate, HCFA
found the ICFs/MR to be deficient in many areas despite the facilities’ relatively low
resident to staff ratios.

Southside Virginia Training Center received 80 pages of deficiencies as
aresult ofa 1985 inspection. Problems included an insufficient number
of direct care treatment staff, inadequate laundry facilities, and inad-
equate transportation. However, at the time of the inspection, the
facility had 4.3 residents per direct care staff member.

* ¥ %

Northern Virginia Training Center was also cited for numerous defi-
ciencies in 1985. Problems included inadequate active treatment
programs, inadequate therapy programs, and inadequate staffing in
disciplines such as recreation, physical and occupational therapy,
Dsychology, speech, and resident living. At the time of the inspection,
the facility had 4.6 residents per direct care staff member.
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In 1991, this facility was cited for deficiencies by the U.S. Department
of Justice. Problems included inadequate medical care and an insuf-
ficient number of adequately trained staff.

* * X

HCFA cited the Southwestern Virginia Training Center in 1988 for a
continued lack of sufficient numbers of direct care staff to manage and
supervise residents during the evening shift. The facility was alsocited
for failure to properly maintain electrical appliances. At the time of the
inspection, the facility had four residents per direct care staff memniber.

As a result of these federal inspections, the ICFs/MR were required to prepare
corrective action plans for HCFA. The plans had to explain the actions that would be
taken in order to bring the facilities into compliance with federal regulations. Essen-
tially, the plans called for more staff positions. Additional State funding was provided
in order to hire the staff necessary to implement the corrective action plans. Forexample:

* Northern Virginia Training Center was found torequire an addmonal 47 staff
as a result of the 1985 HCFA inspection.

* Southwestern Virginia Training Center was required to hire 21 additional
staff as a result of its 1988 inspection.

¢ Central Virginia Training Center had to hire 60 additional staff as the result
of a 1984 inspection.

The combination of HCFA look-behind surveys and stricter active treatment
requirements has forced administrators at the ICFs/MR to hire additional staff to provide
the specialized care for its residents. Consequently, since 1983, the number of direct
treatment staff increased by six percent despite a 21 percent decline in total resident
population. Asillustrated by Figure 10, due to the combined effect of increased staff and
a decreased number of residents, these facilities are consistently lowering the ratio of
residents to staff.

Fixed Costs in Facilities. One of the major categories of expenses in ICFs/MR
are indirect or overhead costs. These non-patient care expenses are incurred for such

services as general administration, buildings and grounds work, laundry, and food
services, including the salaries of personnel responsible for these institutional functions.

Currently, overhead costs account for almost 40 percent of total Medicaid
spending in ICF/MR. DMHMRSAS accounting staff point out that these facility
overhead costs are essentially fixed and therefore not sensitive to periodic decreases in
resident levels. For example, if it costs $1 million to manage the building and grounds,



Figure 10

ICF/MR Residents per Direct-Care Staff Member
per Shift, FY 1983 - 1991

Number of Residents

Note: Direct care staff includes all staff except support services.
Source: JLARC staff analysis of staffing data for State-operated ICF/MR.

these costs do not change if the number of residents decline. As one staff person stated,
. “the same amount of square footage in the building has to be heated, cooled, and cleaned.”

However, as the number of residents decrease through death or discharge, there
are fewer recipients to whose care the fixed facility costs can be allocated. As Figure 11
indicates, overhead costs in these facilities have increased at an average annual rate of
almost nine percent since 1983 despite a decrease in the number of recipients.

Figure 11

Changes in Total and Indirect Costs for
State-Operated ICFs/MR (1983-1990)

. Total Indirect Indirect
Costs Costs Recipients Costs per
Recipient

Source: JLARC staff analysis of cost report data and recipient data collected from the Department of Mental
Health, Mental Retardation, and Substance Abuse Services.
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This obviously increases the per-patient day expenditures for Medicaid recipi-
ents. Specifically, from 1983 to 1990, the indirect costs per patient in these facilities has
increased at an average annual rate of more than 14 percent. Until the point is reached
at which some portions of the facilities can be closed, overhead costs will continue to grow
as a proportion of total spending in the ICFs/MR.

Impact of Caring for Persons with Severe Problems. Somewhat less convincing
is DMHMRSAS’ contention that the increased severity of its residents are driving costs

upward. The five State-operated ICFs/MR have assumed the role of providing care and
treatment for persons with severe and profound levels of mental retardation. Moreover,
many of these same residents have multiple physical disabilities and sometimes extreme
behavioral problems. According to facility staff, this is an especially difficult population
to care for. The range of physical and mental deficits suffered by the residents often
require extensive professional services, such as occupational, physical, and speech
therapy. Many of these recipients require individualized, one-on-one attention in order
to perform the basic activities of daily living.

The availability of community-based care for persons with disabilities of this
nature has always been limited. These services are provided in Virginia through a
network of 40 Community Service Boards (CSBs). One role of CSBs has typically been
to support Statewide efforts aimed at reducing the size of its institutions by providing
care to those individuals who are mildly or moderately retarded and have the ability to
live independently in the community.

Staff at the ICFs/MR and CSBs stated that the CSBs do not have the resources
to provide care for significant numbers of severely and profoundly mentally retarded
individuals. As a result, these individuals tend to remain institutionalized, in some
cases, for all of their lives. Data on the average length of stay of ICF/MR residents
indicates that the length of institutionalization has grown by an average rate of four
percent since 1983 (Figure 12). Presently, residents typically remain in these facilities
for an average of 17 years.

Over the last 10 years, many mildly and moderately retarded residents were
discharged from the State ICFs/MR in order to be cared for in community settings. At
the same time, other persons in the community with this same profile who had never been
institutionalized were admitted to community-based treatment programs as opposed to
entering the State ICFs/MR. This not only reduced the number of individualsin the ICFs/
MR but itincreased the proportion of residents in these facilities who were either severely
or profoundly retarded (Figure 12).

However, the actual number of severely and profoundly retarded residents in
the ICFs/MR has decreased. In 1983, there were 2,699 severely and profoundly retarded
residents. That number declined t0 2,360 by 1990. Although the reduction in the number
of these residents occurred at a slower rate than the reduction in the ICF/MR population
as a whole, overall there still were fewer residents left for staffto care for in these facilities
by 1990. -
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Figure 12

Changes in Length of Stay and Levels of
Mental Retardation for Residents of ICFs/MR (1983-1990)

Source: JLARC staff analysis of resident characteristics and length of stay data collected from the Department
 of Mental Health, Mental Retardation, and Substance Abuse Services.

This fact weakens the argument that an increase in the proportion of severely
impaired residents is a key factor driving the observed cost increases. If overall patient
levels had remained constant while the number of severely impaired residents increased,

“ this would undoubtedly increase the expenditures at the margin for a day of care. As it
stands, any cost increases due to an increase in the proportion of severely and profoundly
retarded residents is likely to be small.

As stated earlier, when the rate of Medicaid spending per day for a particular
type of service substantially exceeds inflation, the State should consider looking to its
reimbursement system as a means of lowering its per diem expenditures for that service.
However, in the case of the State-operated ICFs/MR, there are compelling reasons to
refrain from this strategy.

First, it appears that much of the increased cost in these facilities, though non-
inflationary, is still outside of the control of agency administrators. The stringent federal
regulations and persistent overhead are factors which cannot be manipulated by
management staff.

In addition, the difficulty associated with restructuring the larger facilities to
reduce fixed costs means that these expenses will likely remain even as resident levels
are slowly decreased through attrition. Under these circumstances, any reductions in
Medicaid reimbursements below the maximum amount allowed by the federal govern-
ment will effectively be a loss of revenue for the State.
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Given these limitations, the State will need to reexamine both the role of the
State in providing this form of care and the current structure of ICF/MR services if cost
reductions are desired. Two other chapters in this report examine the possibilities for
developing cost savings through the reimbursement system and expanding community
care services. However, as will be discussed, the disadvantages associated with these
strategies raise questions about the potential for generating the desired savings.

HOME HEALTH EXPENDITURES AND UTILIZATION

Although the amount of Medicaid spending for home health care is relatively
low in comparison to other types of long-term care, expenditures for this service had the
second highest growth rate of all long-term care services. Medicaid home health
payments are made to approved providers based on the number of visits they conduct for
each recipient of this care. From 1983 to 1990, total Medicaid home health expenditures
increased from $3 million to more than $13 million.

Although there has been a slight increase in the amount of Medicaid spending
per visit, the primary reason for the observed growth in home health care expenditures
. appears to be a rise in the number of Medicaid recipients who are receiving this service.

Since 1983, the total Medicaid expenditures for home health care increased at
an average annual rate of almost 50 percent (Figure 13). Relative to other factors, it does
not appear that increased spending per visit has played a key role in the growth in
Medicaid expenditures for home health care. While the average annual increase in
Medicaid spending per visit did increase by almost 10 percent, the growth rate for total
number of visits approached 25 percent.

Increased Spending Per Visit. Although there are a number of factors which
could have influenced the 10 percent increase in Medicaid spending per visit, it appears
that inflation was the major reason. As Figure 13 illustrates, the average annual rate
of inflation, as measured by the U.S. Home Health Agency Market Basket, was almost
six percent. This accounts for more than sixty percent of the average increase in Medicaid

spending per visit.

When considering the reasons for the increase not explained by inflation, it is
important to understand how home health providers were reimbursed by DMAS during
the time period. Prior to 1991, DMAS used a cost-based reimbursement system. Using
Medicare principles, DMAS defined what costs would be allowable and providers were
required to submit end-of-year cost reports detailing what their expenses were for the
visits that were conducted. After reviewing these reports, DMAS reimbursed the
providers retrospectively based on their allowable costs.
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Figure 13

Medicaid Home Health Expenditure and
Utilization Trends (1983-1990)

Average Annual Growth

- Expenditures Visits Expenditures Inflation
per Visit Rate

Note: DMAS cost report data for visits were unaudited and therefore may not be completely accurate.
Source: JLARC staff analysis of data from cost reports of home health agencies.

This type of reimbursement system has been criticized as inefficient and lacking
in incentives to control costs. As long as the home health agencies worked within the
allowable cost categories and stayed below the Medicare upper payment limits, they were
reimbursed their reported costs. This creates a number of scenarios too numerous to
discuss in this study which could have led to increased Medicaid spending per visit above
the levels suggested by normal health care inflation.

Increased Recipients. Clearly the key reason behind the increase in home health
expenditures is the growth in number of recipients (Figure 14). From 1983 to 1990, the
number of Medicaid recipients receiving home health care increased at an average
annual rate of more than 20 percent. However, the number of visits per recipient
experienced only minimal growth. Therefore, the entrance of additional Medicaid

recipients into the home health program was the major factor behind the increase in total
visits and total spending.

There are two general factors that were responsible for the increased number
of home health recipients. First, the pool of home health providers has greatly expanded
since 1980. This growth was primarily a response to the growing popularity of, and pent-
up demand for, home care. During this same time period, the Medicaid program with its
generous retrospective, cost-based reimbursement system attracted more providers and
became widely known throughout the home care community. In fact, the number ofhome
health agencies in Virginia doubled in the seven years from 1983 to 1990.
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Figure 14

Factors Related to Medicaid Expenditure and
Utilization Trends for Home Health Care (1983-1990)

Average
Annual
Growth

+0.7%

Recipients Visits per
Recipient

Source: JLARC staff analysis of HCFA form 2082 recipient data for home health agencies provided by the
Department of Medical Assistance Services.

The second factor was the DRG hospital payment system. As previously
discussed, this system creates incentives for the faster release of Medicare hospital
patients. In response to these incentives, it is widely believed that many hospitals began
to discharge patients before they were fully recovered from their illnesses. Recognizing
this, physicians began to use home care to give their patients continued access to the
supervised treatment they needed to fully recuperate.

Home health providers realize that they are gaining more and more patients in
this manner. One provider said that “the DRGs are pushing the patients out of the
hospital quicker and sicker.” Home health agencies, as a result, are now having to
provide care to patients with chronic medical conditions. Agencies report that they are
now providing skilled medical services such as:

¢ intravenous drug injections,
¢ feeding tubes,

e catheter irrigations,

e wound care,

e ventilator therapy, and

* chemotherapy.

The findings presented in this section do not fully support policies aimed at
lowering home health costs through restricting the number of visits that a recipient can
receive. While such strategies can result in some cost savings, they ignore the major
factor responsible for the increase in spending — a rising number of new entrants into
the program. The data in this study indicate that while the increase in the number of
visits per recipient has been negligible, the number of recipients has increased at an



average annual rate of more than 20 percent. As will be discussed in Chapter VII, DMAS’
recent establishment of utilization review activities for home health care is a more
effective method for controlling home health cost without creating problems of access and
cost shifting.

PERSONAL CARE EXPENDITURES AND UTILIZATION

DMAS offers personal care services for persons who are at-risk of being placed
in a nursing home. Agencies that deliver these services are reimbursed at an hourly rate
for the total hours of care provided. Personal care expenditures have grown at the fastest
rate of all long-term care services. From 1984 to 1990, total expenditures increased from
$3 million to more than $25 million.

In general, this increase in expenditures was due entirely to growth in the
number of hours of personal care provided. Furthermore, the expansion of services was
primarily the result of an increase in the number of persons approved for this type of care.

Figure 15 summarizes the changes that have occurred in Medicaid personal
care spending since expenditure data were first collected in Virginia in 1984. As
indicated, total Medicaid spending for this type of care has increased by 107 percent
annually. The annual rate of growth for the hours of care provided — 108 percent —
mirrors the change in spending for these services. Conversely, the rate of change in
Medicaid spending per hour of care has experienced no change.

Medicaid Expenditures per Hour. The cost to the Medicaid program for an hour

of personal care is essentially the amount of hourly reimbursement paid for the personal
care aide. While the number of hours of care delivered by providers of this care since 1984
hasincreased rapidly, the State has made only minor changes to the reimbursement rate.

For example, from 1984 to 1990, there was only one rate increase for personal
care services. For providers in Northern Virginia the rate was increased from $7.00 to
$8.50. The rate for personal care providers in the rest of the State was increased from
$7.00 to $8.00. These limitations on rate increases have effectively contained Medicaid
expenditures per hour of care.

Todetermine whether the personal carerate increases kept track with inflation,
JLARC staff used the U.S. Home Health Agency Market Basket inflation indicator.
While this is not a specific measure of inflation for personal care, it was used as a proxy
because many of the factors which influence home health costs also affect personal care.
As Figure 15 shows, inflation increased at an average annual rate of five percent. This
was higher than hourly wage increases that were granted during this time period.
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Figure 15
Medicaid Personal Care Expenditure and
Utilization Trends (1984-1990)
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Source: JLARC staff analysis of expenditure and utilization data provided by the Department of Medical
Assistance Services.

In 1992, the State took steps to address this problem by increasing the personal care rate
to $11.00 for Northern Virginia and $9.00 for the balance of the State.

Increased Hours. The rapid increase in the number of hours of care being paid
for by Medicaid is due almost entirely to growth in the number of persons receiving
personal care. As Figure 16 demonstrates, recipients receiving personal care increased
substantially from 1984 to 1990, growing at an average annual rate of nearly 60 percent.
At the same time, the number of hours of care per recipient grew by less than ten percent.

As with home health care, any concern about the growth in personal care
services must be tempered by the fact it is less expensive than the form of care —nursing
homes — it is designed to replace. However, personal care services are not cost-effective
if they are targeted to persons who are not at imminent risk of nursing home placement.
In such cases, rather than avoiding future nursing home costs for the State, personal care
becomes a supplement to existing long-term care services thereby increasing total
aggregate Medicaid spending.

Toensure the cost-effectiveness of these services, it isimportant that the State’s

policies governing who gains access to these services are appropriately designed and
. implemented. This issue will be addressed in Chapter V of this study.
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Figure 16

Factors Related to Expenditure and
Utilization Trends in Personal Care (1984-1990)
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Source: JLARC staff analysis of personal care recipient data provided by the Department of Medical Assistance
Services.

CONCLUSIONS

The majority of Medicaid funding for long-term care services is spent on
institutional care provided in nursing homes and facilities which offer treatment for
persons who are mentally retarded. Medicaid spending on nursing home care has grown
primarily due to an increase in the number of recipients who are relying on the program
to pay for these services. The expenditure increases observed for the care provided by the
ICFs/MR is primarily the result of growing costs associated with providing a day of care
in these facilities.

Medicaid spending on community care has grown at the fastest rate of all long-
term services. The primary reason for the growth of both home health and personal care
services is an increase in the number of people who are receiving care in the community.

The varied nature and purpose of each of these long-term care services have
implications for any cost containment strategies that the State may wish to pursue. For
these reasons, methods for controlling long-term care expenditures should be carefully
considered based on an examination of the State’s objective in funding these different
types of care through Medicaid. For example, are there cost containment policy changes
which can be made to the State’s long-term care eligibility guidelines without undermin-
ing the basic intent of the program? Does the Medicaid reimbursement process contain
sufficient components to contain spending? Is community-based care used efficiently?
Are utilization review and cost audit performed effectively? These questions are
addressed in the remainder of this report.
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III. Medicaid Eligibility and Services for
Long-Term Care

The federal laws which are the basis for Medicaid’s eligibility guidelines give the
states considerable discretion in deciding who is served by the Medicaid program and
what benefits they receive. As a result, the most effective methods for cost avoidance in
Medicaid are to restrict the number of persons who have access to the program or limit
the range of benefits that will be provided. How states use this discretion when designing
eligibility and benefits options for long-term care services is particularly important
because of the expensive nature of this care.

In Virginia, a substantial portion of the long-term care cost in the State is due
to the extension of benefits to persons for whom Medicaid coverage is optional. In FY
1991, more than half of the 44,000 Medicaid long-term care recipients established
eligibility for program benefits through provisions which were implemented at the option
of the State. The total medical care expenditures for this group of recipients exceeded
$370 million.

Similarly, more than halfof Virginia’s Medicaid expenditures for long-term care
were for services which the State is not required to provide. The total cost of these
.optional services in FY 1991 was more than $366 million. This equals almost one-third
of the total amount spent on Medicaid services in the State.

These data clearly demonstrate that the State has the discretionary authority
to reduce the size and cost of its Medicaid program. However, the tradeoff would be a
reduction in services to many elderly citizens who either live at the economic margin or
rely almost exclusively on Medicaid for support of their basic health care needs. Other
strategies which can be pursued toslow the growth of long-term expenditures include the
implementation of an estate recovery program and tighter federal restrictions on the
ability of applicants to gain access to Medicaid eligibility by sheltering assets.

Medicaid eligibility guidelines and service options for long-term care recipients
are the subjects of this chapter. Based on these policies, possible strategies for containing
costs are presented.

CATEGORIES OF ELIGIBILITY FOR MEDICAID LONG-TERM CARE

The rules governing Medicaid eligibility are extremely complex and even more
difficult to understand if all possible variations across states are considered. In general,
however, this complexity can be reduced by distinguishing those categories of persons
who must be served from those for whom the extension of program benefits is completely
optional. Once this is accomplished, the possibilities for reducing the size and cost of the
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Medicaid program through altering the State’s eligibility policy or service plan can be
given serious consideration.

This study found that more than half of the recipients of Medicaid long-term
benefits in Virginia receive this care at the option of the State. Most of these individuals
are either over the age of 65 and having difficulty performing basic activities of daily
living, receiving care through a State-operated ICF/MR, or participating in Medicaid
because they are considered disabled according to federal law.

The first section of this chapter describes the eligibility criteria used by Virginia
to target the long-term care health benefits it provides and analyzes the costs of these
policy decisions. To some extent, the discussion of eligibility requirements has been
simplified. Actual eligibility determination for individual recipients can be substantially
more complex than represented in this chapter.

In order to be eligible for Medicaid long-term care services in Virginia, an
individual must be classified as either: (1) categorically needy, (2) categorically needy
non-money payment, or (3) medically needy. Two other categories of recipients — the
medically indigent and refugees — can also receive Medicaid benefits. However, because
they are represented in such small numbers among long-term care recipients, these
groups were not considered in this analysis.

The Categorically Needy. The early emphasis of the Medicaid program was on
providing services to those considered “categorically needy.” This term was and is still
used to identify those persons whose eligibility in Medicaid is based exclusively on their
participation in two other federal public assistance programs — AFDC and SSI. Because
these programs are targeted to people who are impoverished, linking participation in
Medicaid to these cash assistance programs was seen as a way to expand health care
services for the poor.

Categorically Needv Non-Money Payment. A second eligibility classification
used for Medicaid in Virginia is often referred to as “categorically needy non-money
payment.” With this category, Virginia is required to serve certain groups and given the
option of extending benefits to others. For example, the State must provide long-term
care services to individuals who are deemed to be receiving SSI benefits.

Other mandatory recipients in this group include so called “protected cases.”
These are individuals who do not meet the program’s current eligibility criteria, but
because of their special circumstances are considered federally “protected.” For long-
term care, many of the “protected cases” are individuals who would have been eligible for
SSI payments except for increases in their Social Security benefits which pushed their
incomes above the SSI income limits.
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Another group of persons that the State considers as non-money payment
recipients are those who meet a special income limit. Generally called the 300 percent
rule, this guideline allows the State to extend Medicaid payments to persons who are
either institutionalized or at-risk of institutionalization and have incomes which are
greater than the State’s limits for SSI but lower than 300 percent of the SSI level.
Virginia uses the 300 percent rule to determine eligibility for individuals who are
receiving care in the home and community-based care waiver or in state IMDs and ICFs/
MR.

According to DMAS'’ eligibility specialists, one objective of the State in adopting
the 300 percent rule was to encourage families to utilize community care as an alternative
to the more expensive services in institutions. Without this standard, all applicants
whose income exceeded the Medicaid limit would have to “spend down” by incurring
medical expenses in sufficient amounts before the community care could be provided.

“Spending down” in Medicaid can be a complex process that requires applicants
to accumulate medical bills, meet with the eligibility workers to have them verified, and
then be approved for benefits. These same individuals could, however, be admitted to an
institution and actually begin receiving services in anticipation of “spending down” their
income based on the large monthly costs of this type of care. Therefore, without the
income standard, DMAS felt that more persons who could be served in the community
would instead rely on institutional care to avoid service delays and the complexity of the
“spend down” process.

The Medically Needy. Many State residents who cannot establish eligibility on
the basis of any of the previously mentioned categories can gain access to Medicaid
benefits as medically needy. This includes individuals who have too much income to meet
the financial eligibility requirements of the SSI and AFDC programs, but not enough
resources to pay their medical bills.

Virginia is one of 36 states that have provisions for the medically needy. The
State adopted this program in 1972 so that the nursing home benefits that were being
paid for with State general fund dollars in the Auxillary Grant Program could be partially
replaced with federal Medicaid funds. Unlike the other categories, there is no cap on the
amount of income medically needy persons can have, as long as their medical bills exceed
their income. '

Eligibility CI s for Cost Savings Should F Optional G

To examine the State’s options for lowering Medicaid cost through changes to
the program’s eligibility policies, JLARC staff focused its efforts on identifying persons
for whom participation in Medicaid is completely optional. This does not mean that
Virginia is unable to make Medicaid eligibility more restrictive for mandatory groups.
Instead, it is a recognition that the criteria defining which types of recipients are
mandatory are already quite restrictive. Further tightening these guidelines would in
all likelihood have a greater and more adverse impact on many low-income, non-elderly
Medicaid recipients.
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For example, the mandatory link between participation in the State’s Aid To
Dependent Children Program (ADC) and Medicaid can be manipulated by tightening the
income restrictions governing access to ADC benefits. However, because this would
likely exclude more low-income adults and children from ADC than it would the non-poor
elderly from Medicaid, this option was not considered.

With regard to SSI, the other cash assistance program linked to Medicaid, states
can deny benefits to certain SSI recipients through the use of more restrictive criteria.
However, Virginia already uses this option by applying more stringent guidelines
governing how much continguous property an SSI recipient can own and still receive
Medicaid. Furthermore, any other option that Virginia uses to make eligibility more
restrictive for SSI recipients had to have been a part of the State’s medical assistance plan
prior to 1972. :

To the extent that cost savings can be realized through the implementation of
tighter eligibility guidelines for any group of potential recipients, basic principles of
equity dictate that this should come at the expense of persons who, relative toothers, can
most afford it. This requires a focus on persons for whom Medicaid coverage is optional.

Eligibility for Most Long-Term Care Recipients Is Optional

The flexibility in Medicaid eligibility policy provides states with a number of
options for designing eligibility guidelines to govern access to long-term care benefits.
Examining the distribution of recipients according to these categories is a first step in
determining the policy focus of the State’s long-term care system for Medicaid.

Figure 17 presents the distribution of Medicaid long-term care recipients across
the three major categories of eligibility in the State. As shown, the majority of these
recipients are medically needy. This optional group accounts for 44 percent of all
Medicaid long-term care recipients.

A key factor influencing the prevalence of these recipients is the Medically
Needy rule permitting deduction of incurred medical expenses from iixcome. As noted
earlier, there is no limit on the amount of income persons can have and still receive
Medicaid benefits under this provision as long their income is less than their medical
expenses. This is most important to the elderly who need nursing home care.

Todetermine the medical expenses for this group, the State uses the private rate
of the facility. Because these rates average more than $2,200 per month, elderly persons
with considerable amounts of income can still “spend down” to Medicaid coverage if their
income is less than the private rate. The following hypothetical case example illustrates
the application of this particular policy.

Ms. Jane Doe, who retired in 1990, was living in Northern Virginia on
a retirement income of $2,500 per month. This income was composed
of $500 in Social Security benefits and a $2,000 pension. Two months
after her retirement she was diagnosed as having Parkinson’s Disease.
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Figure 17

Virginia Medicaid Recipients of Long-Term Care Services
by Eligibility Category, FY 1991

"Medically Needy

. "‘]‘]“19;514' (44%) y Categorically Needy
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6,746 (15%)

Other
492 (1%)

Note: Based on their monthly incomes, a substantial number of persons who are medically needy could also
establish eligibility through provisions for the optional categorically needy non-money payment.

Source: JLARC staff analysis of Medicaid eligibility claims files from the Department of Medical Assistance
Services.

With no one to regularly care for her, Ms. Doe’s son sought to place her
in a nursing home in Northern Virginia. The daily private rate for this
facility was $111.74. This meant the typical monthly cost of her care
would be $3,402. Because she only had an income of $2,500, Ms. Doe
applied for Medicaid nursing home benefits. After assessing whether
she met the level of care criteria, Ms. Doe was approved for Medicaid
because the cost of nursing home care exceeded her income by more than
$900. Mrs. Doe’s income will be applied to her cost of care in the nursing
home and Medicaid will pay the difference. Therefore, although Ms.
Doe was not considered poor, she was eligible to receive benefits from
Medicaid to assist her with the cost of nursing home care.

It is important to emphasize that not all of the recipients who benefit from
Virginia’s extension of services to optional groups are medically needy persons in nursing
homes. To fully assess the impact of the State’s use of optional eligibility criteria, it is
necessary to consider those non-mandatory recipients who gain access to program
benefits through provisions for the categorically needy non-money payment group. This
would include all those recipients who are not considered “protected” or deemed to be
eligible for SSI or AFDC benefits.

When this is done, éligibility for more than half (55 percent) of the long-term
care recipients in the State in FY 1991 was optional (Figure 18). Approximately 80
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Figure 18

Virginia's Medicaid Recipients of Long-Term Care by
Eligibility Status (Mandatory or Optional), FY 1991
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Source: JLARC staff analysis of Medicaid eligibility and claims files from the Department of Medical Assistance

Services.

percent of these 24,474 optional recipients established eligibility for Medicaid through
provisions for the medically needy. The remaining 20 percent were mostly individuals
who established eligibility as “non-money payment recipients.”

DMAS staff point out that many of the medically needy also meet the criteria
established for the optional categorically needy using the 300 percent rule. Therefore,
if an attempt is made to identify the true cost of serving the medically needy, those who
are dually eligible would have to be separated. However, because both of these eligibility
categories are optional, JLARC staff did not feel this adjustment was necessary for this
study. ‘ _

Characteristics of Optional Recipients. In addition to meeting the financial

requirements for Medicaid long-term care services, program beneficiaries must also
satisfy a separate set of guidelines which define level of care criteria. In effect, the level
of care criteria are an indication of the particular problem that program beneficiaries
have which require the services that are paid for by Medicaid.



For example, in order tobe approved for nursing home or personal care services,
otherwise eligible applicants must be sufficiently dependent in many of the basic
activities of daily living (ADL). This might include being non-ambulatory, incontinent,
or mentally incompetent. Also, before an individual can receive home health services, a
physician must indicate that the person has a medical condition which requires super-
vised treatment. This might include services such as wound care or tube feedings.

_'The majority (69 percent) of long-term care recipients established eligibility for
Medicaid services because they were 65 years old or more, and either needed assistance
performing ADLs or had medical problems which required supervised treatment (Figure
19). Eligibility for another 19 percent of these recipients was based on their mental
impairments. In most cases, these persons are either severely or profoundly retarded and
received treatment in State-operated ICFs/MR. A smaller proportion of these individu-
als are mentally ill and use Medicaid to pay for the care they receive through state
institutions or various mental health clinics.

Only 10 percent of the long-term care recipients established eligibility for
~ Medicaid based on the federal definition of disability. Generally, persons are considered
disabled by SSI regulations if they are unable to engage in any substantial activity
because of a physical or mental impairment that lasts at least 12 months, or is expected
to result in death.

Figure 19

Optional Long-Term Care Recipients According to
Non-Financial Eligibility Factors, FY 1991

Notes: The category of "Mentally Impaired” may include a small number of persons whose eligibility is based on
unrelated medical problems.

Source: JLARC staff analysis of Department of Medical Assistance Services’ Medicaid eligibility and claim files,
FY 1991.
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MEDICAID COST OF SERVING OPTIONAL RECIPIENT GROUPS

The total Medicaid cost of Virginia’s policies which extend benefits to optional
groups is substantial. In FY 1991 :he State paid providers more than $646 million for
Medicaid services (including hosnital and pharmacy services) to long-term care recipi-
ents. Approximately 57 percent ¢f these expenditures — $370 million — were made on
the behalf of persons whose eligibility was optional (Figure 20).

Among those optional recipients, services to the medically needy accounted for
70 percent of the $370 million in Medicaid expenditures. The largest proportion of these
resources (83 percent) were used for services provided to individuals who were 65 years
or more and met the level of care criteria for the particular long-term care service they
received. Undoubtedly a disproportionate amount of these expenditures were made for
elderly persons in nursing homes who relied on Medicaid to pay for some or all of the costs
of their care.

Optional recipients who were categorized as non-money payment received
services that cost the Medicaid program more than $112 million. Most of this money (74
percent) was spent on persons who were mentally retarded. The largest share of the
remaining $29 million was used to provide a range of services to persons who were
mentally ill.

Cost Savines Solely 1 h Eligibility Changes Would Create Hardshi

Clearly the State can achieve substantial cost savings by tightening the criteria
governing access to Medicaid for optional groups of recipients. Another often-cited
criticism of Medicaid is that it provides long-term care benefits to growing numbers of
middle-income citizens, perhaps at the expense of low-income residents for whom the

program was originally intended.

The most obvious way to address this situation in Virginia would be to change
Medicaid eligibility policy by placing caps on the amount of income that a person can have
and still receive benefits. However, because Virginia has a medically needy program with
more restrictive income guidelines for SSI-related recipients, it must permit persons who
are considered medically needy to “spend down” their income to the program’s eligibility
level by deducting medical expenses. Thus, even if a person is middle- or upper-income,
they are entitled to Medicaid long-term care benefits when their medical expenses either
exceed their income or reduce it to the medically needy income level.

This requirement leaves the State with two strategies for reducing the number
of optional recipients who are eligible for Medicaid: (1) eliminate the medically needy
program; or (2) eliminate or reduce the number of recipients who gain access to program
benefits as optional categorically needy. If either or both of these strategies are pursued,
they will, however, impose severe hardships on those affected by the more restrictive
eligibility guidelines.
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Eliminate Coverage for the Medically Needy. The most effective method to
reduce the future cost of the program would be to eliminate coverage for the medically

needy. In a presentation to the Senate Finance Committee in 1991, DMAS stated that
the elimination of coverage for this group would result in $10 million in savings. This
assumes that many of those affected by the elimination of the medically needy program
would be able to establish eligibility as optional categorically needy recipients.

However, if in conjunction with eliminating coverage for the medically needy,
the income standards for the optional categorically needy were lowered to the SSI level
for mandatory recipient groups, all of the medically needy would lose eligibility for
Medicaid benefits. Under these circumstances, Medicaid spending would be reduced by
more than $257 million — the total medical care expenditures on the medically needy in
FY 1991. This amounts to 20 percent of total Medicaid spending.

There are twomajor disadvantages to this approach for cost savings which could
offset the apparent benefits. If the medically needy program is eliminated, it would
impact all such recipients, not just those receiving long-term care. This would effectively
eliminate access to health care for many individuals who are not eligible for the State’s
ADC program — the link to Medicaid eligibility for low-income residents — but are still
" considered poor.

For example, the ADC income limit for a family of two in Virginia is $257 per
month. Asnoted in the JLARC interim report, Review of The Virginia Medicaid Program,
this is the third lowest income limit in the country. With the medically needy program,
persons only marginally above this limit can easily “spend down” to the medically needy
income limit of $308 and receive Medicaid-supported health care. Without this choice,
many of these individuals would either receive no medical care, including cost-effective
preventative health services, or rely on various emergency rooms around the State for
their basic health care. Because they donot have the means to pay for these services, the
cost would be ultimately paid by the State.

Also, not all persons who receive Medicaid nursing home benefits through this
provision have substantial incomes. The actual medically needy income levels for SSI-
related recipients are still considerably less than the federal poverty level. Thus it is
possible for a person to have too much income to be eligible for Medicaid without
“spending down,” but not enough income to live above the federal povertylevel. As DMAS
staff note, if the medically needy program were eliminated, these individuals who live at
the economic margin would lose coverage for the long-term care services they need.

The other group of
recipients for whem Medicaid coverage is optional are persons who have access to
treatment for mental impairments based on the State’s use of a higher income standard.
If Virginia exercised its discretion by eliminating eligibility for this group, it could reduce
Medicaid expenditures by $112 million.

The problem with this approach is that more than $80 million of these savings
would come from a reduction of benefits for persons who receive care in the State-



operated ICFs/MR. This would leave the State with two options. First, it could replace
the Medicaid funding with State general fund dollars and subsidize the treatment for the
affected individuals at a cost of more than $40 million.

Alternatively, it could requn'e the families of these patients to pay the cost of
care or be faced with a loss of service. With costs in the State-operated institutions
exceeding $150 per day, it is unlikely that these families would be able to pay for this care.

" Aless drastic cost containment strategy would be to lower the income standard
for this group of recipients. The current standard — 300 percent of the SSI benefit —is
the maximum level which states are allowed to use. There are no federal restrictions
preventing states from lowering this standard to any amount between the SSI monthly
benefit and 300 percent of that benefit.

The limitations of this approach are similar to those associated with complete
elimination of the optional categorically needy group. More important are the questions
this strategy raises about equity in distributing benefits for persons who are mentally
impaired. To further restrict the number of mentally impaired who have access to
Medicaid benefits while continuing to provide coverage for any medically needy person
irrespective of income, undercuts the basic principle of equity which should guide the
distribution of program benefits for social welfare programs.

While it is recognized that restricting services through a general tightening of
eligibility will create some unavoidable hardships, the potential impact of these options
seem especially severe. To avoid this, the State may have to consider some combination
of eligibility restrictions and service reductions which will slow the growth of Medicaid
while minimizing, as much as possible, the associated hardships. One such strategy is
discussed in the next section of this chapter.

MEDICAID LONG-TERM CARE SERVICES

Medicaid legislation authorizes a broad range of long-term care services that
states can include as a part its benefit package. As with eligibility, some of these services
are required and others are optional depending upon the particular recipient group that
is being served. This gives Virginia the flexibility to design a long-term care benefits
package that reflects the goals it wishes to pursue in the provision of health care to the
elderly, balanced against what can be funded given the limitations of the State’s budget.

This study found that the State spends more than $360 mthon on services that
1t is not required to provide. The two most important and expensive of these are nursing
home benefits for the medically needy and institutional care for persons who are mentally
retarded. A significant reduction in the Medicaid spending for long-term care services
is not possible unless expenditures on one or both of these services are limited.
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To understand the long-term care service requirements under Medicaid, it is
important to consider the program relative to its federal counterpart, Medicare. The
Medicare program was authorized as an acute care program for the elderly in the 1960s
and thus contains only limited provisions for coverage of non-acute long-term care
serviceslike nursing home care. Forexample, Medicare will pay 100 percent of a patient’s
nursing home costs for only 20 days when the stay is related to an illness for which the
patient was hospitalized.

One assumption behind this approach was that all elderly needed to be
protected from catastrophic costs that could be related to the onset of problems which
required acute care (e.g. heart attacks, strokes, cancer), but that middle- and upper-
income elderly would be able to provide for their own long-term care needs.

When Medicaid was authorized, it was designed as the major third party payor
for all of the health care needs of the poor including both acute and residential care. The
assumption here was that whatever the cost ofhealth care services, persons who are poor
simply cannot afford to pay for them. As a result, all states who participate in Medicaid
- must provide a comprehensive benefit package to program recipients who are automati-
cally eligible — the categorically needy. However, for other groups of recipients who are
considered optional, states are not required to provide any of the services that are
considered as long-term care in this study.

Yirginia’s Long-Term Care Benefit Package. Table 3 illustrates the long-term

care benefits that the State pays for each of the three major recipient groups in the
Medicaid program. Distinctions are made between those services which are required
versus those which are mandatory. As shown, the State offers all of the benefits it is
required to provide to persons who are categorically needy. This includes nursing facility
services and home health care for persons entitled to institutional care. In addition to
these, the State pays for personal care services delivered to the categorically needy
recipients in their homes and for the treatment this group receives in ICFs/MR.

For both of the optional groups — medically needy and categorically needy non-
money payment — Virginia provides a full range of long-term care services even though
the services are not required. For example, Medicaid law generally requires that states
with medically needy programs provide the following services:

¢ prenatal and delivery services for pregnant women; and

* ambulatory services for children under 18 and those entitled to institutional
services.

According to DMAS staff, the provision of a full range of benefits for persons in
need of long-term care reflects a deliberate policy goal of the State. Because of the fragile
nature of the elderly and the sometimes severe limitations of persons who are mentally
impaired, the State has consistently worked to ensure that these vulnerable populations
have access to the care they need.
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Table 3

Medicaid Long-Term Care Services
Provided in Virginia by

Eligibility Group

Eligibility G Services Provided Service Required
Categoﬁcally Needy Nursing Home Care Yes
ICF/MR Services No
Home Health Yes
Personal Care No
Categorically Needy Nursing Home Care Yes
Non-Money Payment "ICF/MR Services No
Home Health Yes
Personal Care No
| Medically Needy Nursing Home Care No
ICF/MR Services No
Home Health No
Personal Care No

Notes: As discussed, the State is not required to extend Medicaid coverage to persons who are optional categorically-
needy. However, once eligibility is extended to this group, those services which are mandatory for the
categorically needy are also mandated for the optionally categorically needy.

Source: Based on interviews with staff at the Department of Medical Assistance Services and a review of various
documents on the Medicaid program.

PAYMENTS FOR MEDICAID LONG-TERM CARE SERVICES

Because of the expense of long-term care, any decisions made by the State to
provide these benefits as an option will carry substantial implications for the Medicaid
program. Figure 21 shows the total Medicaid expenditures made for each type of long-
term care service according to the three major categories of recipient eligibility. As
shown, of the almost $500 million of Medicaid expenditures for long-term care that could
be identified, 64 percent was used to pay for nursing home care. Services provided in
ICFs/MR accounted for one-quarter of total spending. About 10 percent of funding for
long-term care was spent on community services.

As expected, when these expenditures are separated by categories of recipient
eligibility, a different pattern emerges. Virtually all of the $213 million that was spent
for persons who were medically needy in FY 1991 was for nursing home care. This
substantially exceeds Medicaid nursing home spending for any other group of eligibles.
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Figure 21

Total Medicaid Payments for Optional and Mandatory
Long-Term Care Services by Eligibility Group, FY 1991

Kay to Types of Care
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TOTAL CATEGORICALLY NEEDY
$492,525,094 $164,913,617

: CATEGORICALLY NEEDY
MEDICALLY NEEDY NON-MONEY PAYMENT
$213,551,775 $114,053,702

Notes: The figures for total long-term care expenditures were developed from the Department of Medical Assis-
tance Services' claims file. This file does not reflect the payment adjustments made as a result of the cost

settlement process. As a result, these figures do not match the expenditure data in Figure 4, which are
from the agency's internal management reports.

Source: %ly.ARC staff analysis of Department of Medical Assistance Services' Medicaid recipient and claims files,
1991.
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Medicaid expenditures for ICF/MR services accounts for over half of all spend-
ing on recipients who are considered categorically needy non-money payment. The other
 large outlay for this service was made for persons in the mandatory eligibility group of
categorically needy.

2 I ﬁ Q In ls . !' s] I Inl

" In order to determine the fiscal impact of those long-term services that are
provided at the option of the State, JLARC staff identified the total Medicaid payments
made for these services in FY 1991. These figures are reported in Figure 22.

As shown, the total cost to Medicaid for these optional services was more than
$360 million. This amounts to almost one-third of the total medical care payments
distributed by DMAS. As expected, most of Medicaid funds that were used to support
optional services were spent on nursing home care. In FY 1991, 56 percent of Medicaid
- spending on optional services was made on behalf of recipients who were in nursing
~ homes. Approximately one-third of the spending on optional services was for care

provided in the ICFs/MR.

Figure 22

Medicaid Expenditures on Optional
Long-Term Care Services, FY 1991

SHOWN BY TYPE OF SERVICE SHOWN BY RECIPIENT GROUP

Medically Needy
5213,821,170

| TOTAL EXPENDITURES = $366,221,357

Source: .;'Iy.ARC staff analysis of the Department of Medical Assistance Services' recipient and claims files,
1991.
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The largest beneficiaries of the State’s optional benefit package was the
medically needy. Almost 60 percent of Medicaid spending on these services was paid out
on behalf of this group. The remaining forty percent was equally split between persons
whose eligibility was mandatory (20 percent) and those who were a part of the optional
categorically needy (22 percent).

The implications of these findings for Medicaid cost savings should not be
understated. These numbers indicate that if the State wants to lower Medicaid spending
on long-term care, a decision must be made to reduce expenditures on nursing home care
for persons who are medically needy.

The most equitable method for reducing nursing home expenditures for the
medically needy would be to cap the amount of income that a person can have and still
receive Medicaid benefits. Because of the restrictions the State faces by operating a
medically needy program, two strategies must be pursued to establish the income
standards. These are: (1) eliminate coverage for nursing home benefits for the medically
. needy; and (2) establish a policy which extends nursing facility care to all persons who
have an income below a predetermined level.

If income restrictions are adopted, this policy should not be viewed as a panacea
for the rising costs of long-term care. Instead, it represents one strategy that could slow
the growth of the program while allowing the majority of program recipients continued
access to nursing home benefits. o

iminati ; 3 1 Underthecurrent
Virginia program DMAS must allow all pemons who have income above the program’s
limit to “spend down” by deducting their medical expenses. This effectively prevents the
State from establishing an income standard on which it can base eligibility for nursing:

home benefits for the medically needy. The State could elect to drop its medically needy -

program but, as discussed earlier, the adverse effects of this approach would ll.kely
outweigh any of the benefits of potential cost savings. '

To address this problem, the State could use its discretion to eliminate the
nursing home benefit for the medically needy. Thus, persons who were medically needy
would still be eligible for all other services that Medicaid covers but they would no longer
receive payment for nursing home care. Once this was done, the State would thenbe able -
to establish a nursing home benefits package for the optional categorically needy that
contained limits on the amount of income a person could have and gain access to these '
benefits. .

r 3 . In establishing an income
standard, federal law for Medicaid nursing home benefits requires that it not exceed 300 -
percent of the SSI monthly benefit for one person. States are free to set the standard at
any level between the 300 percent of the SSI monthly benefit and the actual benefit. In



1991, the monthly benefit for SSI for one person was $407. If the 300 percent rule were
used the income standard in Virginia would be $1221.

DMAS staff presented this as a possible strategy to contain costs to the Senate
Finance Committee in 1991 and estimated that approximately 2,500 individuals would
no longer be eligible for Medicaid if the income standard were set at 200 percent of the
SSI level (Figure 23). The total reduction in Medicaid spending would be $14 million.

 Possible Consequences of Income Standard. The proposed income standard does
create problems for those who would lose eligibility under this provision. Specifically,

these would be persons whose income is above the Medicaid standard, but not sufficient
to pay the monthly private costs of nursing home care. In such cases, these individuals
would be forced to rely on family members or friends for support, seek care through
nursing homes operated by local governments, or survive on their own. Also, privately
run homes with low occupancy rates might be willing to accept a payment from these
persons which covers a portion of the care rather than carry an empty bed for an entire
month.

Recent studies indicate that 20 states either use an income cap to determine
eligibility for nursing home care or do not cover the aged in their medically needy
programs. One such study concluded that persons who are ineligible for nursing home
care because of the income standard “receive inadequate medical care, and their primary
caregivers face tremendous financial and emotional burdens with little hope for relief.”

Figure 23

Number of Medicaid Nursing Home Recipients
Who Would Lose Benefits at
Different Income Standards

Standard] Number of Recipients Losing Benefits

300% of SSi Leve!

200% of SSI Level

100% of SSI Level

9,500

Key: Medically Needy  Optionally Categorically Needy

Source: .II?I{’ARC presentation of analysxs conducted by staff at the Department of Medical Assistance Services,
1991.
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This finding indicates the dilemma that Virginia faces as it searches for ways
to slow the growth of Medicaid expenditures on long-term care. While many of the
persons who will nolonger be able to receive Medicaid benefits are middle-income elderly,
they will not be able to consistently pay for their long-term care needs. At the same time,
if tighter restrictions are not placed on eligibility for program benefits, long-term care
costs will continue to grow as a proportion of an expanding Medicaid program.

In summary, two major options for cost containment are available to the
General Assembly for curbing the rising expenditures for nursing home care. First, the
General Assembly could eliminate coverage for medically needy recipients and lower the
income standard for the optional categorically needy to the SSI level. This would save
the State more than $200 million. A less drastic alternative would be to eliminate
nursing home benefits for the medically needy and lower the income standard for the
optional categorically needy to 200 percent of the SSI level. Estimated savings for this
approach are $14 million.

-MEDICAID ASSET TRANSFERS AND ESTATE RECOVERIES

There is a growing concern that a number of Medicaid recipients in Virginia are
using “loopholes” in federal and State laws to gain access to the program’s benefits while
preserving resources for their heirs. These strategies, while legal, effectively undermine
the basic intent of Medicaid — to increase access to health care for persons who are poor.

Unrelated to this are federal Medicaid laws which require states to exempt the
real property of applicants at the time they initially apply for nursing home benefits. This
allows more than a third of all program applicants to be approved for care even though
they may have substantial resources.

Inresponse to this concerns, JLARC was directed by Senate Joint Resolution 91
to determine the extent to which people use asset transfers laws to establish eligibility
for Medicaid nursing home benefits in Virginia. In addition, a separate analysis was
conducted to determine the potential benefits of developing an estate recovery in

Virginia.

The details of the study are presented in a separate JLARC report entitled,
Medicaid Asset Transfers and Estate Recovery. This study found that about one-quarter
of those who apply for Medicaid nursing home benefits transfer assets either prior to or
just after enrollment in the program. However, the majority of these transfers are
conducted by applicants to pay medical expenses or a portion of their care.

A small number of applicants are using “loopholes” to shift the cost of their care
to the taxpayers while preserving assets for their heirs. If this practice is to be stopped,
both the State and federal government will have to change the laws and regulations
which govern asset transfers.
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Regarding estate recovery, the lack of a proactive program has prevented
Virginia from achieving the savings reported in other states. The results of JLARC staff’s
analysis show that 16 percent of the Medicaid recipient’s terminated from nursing homes
in Virginia own property. It appears that as much as two-thirds of the cost of providing
nursing home care to these recipients could be eventually recouped through estate
recovery. JLARC staff estimate that the State could recover almost $10 million an
effective estate recovery program. According to DMAS staff, approxiamately $2.6 million
could be recovered annually.

Some of the recommendations made by JLARC staff based on the findingsin the
report are listed below:

* To ensure that the property owned by Medicaid applicants will be completely
disclosed, the General Assembly may wish to require the Clerks of the Court
to conduct property checks for all persons applying for Medicaid benefits.

* The Department of Medical Assistance Services should use the discretion
recently provided by HCFA to adopt a State regulation permitting eligibility
workers to count multiple transfers as a single transaction.

* Because Medicaid applicants are beginning to purchase high cost term life
insurance policies as a means of protecting liquid assets for their heirs, the
General Assembly may wish to adopt legislation giving the Department of
Medical Assistance Services the authority to count the resources as a part of
these recipients available assets.

* In order to defray the cost of nursing home care, the General Assembly may
wish to consider requiring the Department of Medical Assistance Services to
implement a proactive estate recovery program.

* In order to enhance Virginia’s ability to recover benefits paid on behalf of
institutionalized Medicaid recipients, the General Assembly may wish to
consider revising Section 63.1-133.1 of the Code of Virginia to allow liens to be
attached to the real property of Medicaid recipients of nursing home benefits.

CONCLUSIONS

The rising Medicaid expenditures for long-term care services in Virginia are
directly related to the eligibility guidelines and service policies that the State uses in
distributing program benefits. More than one-half of all the persons who have access to
Medicaid-funded long-term care services receive these benefits at the option of the State.
In addition, the State spends more than $366 million on optional services.
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If Medicaid spending for long-term care is to be reduced, the State will have to
alter its eligibility and program benefits package for the medically needy who receive
nursing home coverage. In FY 1991, more than 56 percent of the optional benefits that
were paid by Medicaid were used for nursing home care. At the same time, almost 60
percent of optional program recipients established eligibility through the program’s
medically needy provisions. The most equitable method for restricting services to this
population would be to establish fixed limits on the amount of income a person can receive
and still be eligible for Medicaid nursing home benefits.

Limiting certain types of asset transfers and establishing a formal program to
recover Medicaid nursing home expenditures from the estates of recipients can also be
used to slow the growth in long-term care spending. While Virginia must depend on the
federal government to provide the major restrictions on applicant asset transfer,
Medicaid laws do permit states to develop estate recovery programs. With a properly
implemented program, it is estimated that Virginia could recover almost $10 million
dollars. Approximately $2.6 million could be recovered on an annual basis.
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IV. The Reimbursement Process
for Institutional Care

Federal law gives the states a great deal of flexibility in determining how to
reimburse providers for the institutional services covered by the program. While the law
requires that states reimburse nursing homes based on the reasonable cost of an
efficiently operated facility, it prescribes no particular method for doing so. In light of
this, a key concern in Virginia is whether the reimbursement policies established by the
Department of Medical Assistance Services (DMAS) for institutional care are sufficient
to contain spending while encouraging a cost effective delivery of these services.

The two primary forms of Medicaid-supported institutional care in Virginia are
nursing home services and intermediate care for the mentally retarded. In 1990, DMAS
substantially modified its payment system for nursing homes. These changes were made
to more equitably distribute Medicaid reimbursements and increase nursing home
access for recipients with heavy care needs. A review of this new system indicates that
itis well designed and appropriately considers most of the key factors which influence the
cost of nursing home care.

However, when the actual rates were set under this system, it was assamed that
payment ceilings based on the cost experiences of the typical nursing home were
adequate measures of nursing home efficiency. Concerns about this assumption have
prompted DMAS to conduct research on alternative measures of efficiency. Not until this
work is complete can the State be certain what the cost impact of the State’s modified
reimbursement system for nursing homes will be.

The reimbursement system for State-operated institutions for the mentally
retarded contains no cost containment incentives. As a result, Medicaid pays virtually
100 percent of the cost for what has become the most expensive form of long-term care
in the State. Still, if the Department were to lower the rates for these facilities, the State
would either have to ignore national trends and consolidate these operations, or use
general fund dollars to replace the revenues lost due to the reduction in Medicaid

payments.

This chapter presents the results from an assessment of the State’s reimburse-
ment policies for institutional care, including an analysis of the appropriateness of the
reimbursement system. Also, a review of the methods used by the State to determine
actual nursing home payment rates is presented.
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THE EVOLUTION OF VIRGINIA’S NURSING HOME
REIMBURSEMENT SYSTEM

Prior to 1982, nursing homes that participated in Medicaid received payments
based on the principles of reasonable cost reimbursement. Under this approach, all
providers were required tosubmit financial reports detailing the cost incurred for serving
Medicaid patients. These reports were used by the State to identify those costs which
were allowable under Medicaid and the facility was reimbursed 100 percent of these
costs.

These principles of reimbursement were changed in 1981 because they were
perceived as inflationary with no incentives for promoting the efficient delivery of
nursing home care. The catalyst for this change was the 1981 Omnibus Budget
Reconciliation Act. One provision of this statute, referred to as the Boren Amendment,
changed Medicaid law by requiring states to pay facilities rates “which are reasonable
and adequate to meet the costs which must be incurred by efficiently and economically
operated facilities....”

Since the passage of the Boren Amendment, Virginia’s Medicaid program has
used two different systems for reimbursing nursing homes. From 1982 to 1990, the State
used a prospective system of reimbursement. In 1990, the State modified this system to
provide incentives for nursing homes to admit a greater number of Medicaid recipients
" who have heavy care needs.

The data examined for this study indicates that DMAS has been reasonably
successful in controlling nursing home spending. The use of alternative reimbursement
system appears to have been a key factor in slowing the growth of these services.

One year after the Boren Amendment was passed in 1981, the State developed
a prospective system of reimbursement for nursing home providers. With this system,
DMAS established four regional peer groups with separate distinctions for nursing
homes that provided skilled and intermediate care. During this time period, HCFA
differentiated between nursing homes according to the licensed staff requirements.
Because they provided a higher level of care, skilled nursing facilities were required to
have more licensure hours.

To reflect this requirement in its reimbursement system, DMAS used the
following peer groups for categorizing nursing homes:

¢ Intermediate care facilities in Northern Virginia,

e Intermediate care facilities in the balance of the State,
e Skilled nursing facilities in Northern Virginia, and

» Skilled nursing facilities in the balance of State.
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Within each of these peer groups, payment ceilings were established based on
the median per diem operating rate for the nursing homes in that group. Once this rate
was established, DMAS made annual adjustments to each peer group ceiling using an
inflator that was linked to changes in the Consumer Price Index.

Each year, DMAS staff calculated the actual per diem cost of care for all nursing
homes and then compared this rate to the respective ceiling for the peer group. Nursing
homes were paid the lesser of the facility’s actual per diem operating cost or the ceiling.

As Figure 24 indicates, nursing home care as a percentage of total Medicaid
spending has on average been decreasing over the last nine years. This suggests that the
State’s reimbursement policies may have been somewhat effective in containing the
growth in Medicaid nursing home expenditures in comparison to other services. For
example, in 1981, one year prior to the establishment of the prospective flat-rate system,
nursing home expenditures accounted for 33 percent of total Medicaid spending. In 1990,
the last year DMAS used the flat-rate system, nursing home expenditures as a percent
of total Medicaid spending had dropped to 26 percent.

Figure 24

Trends in Medicaid Nursing Home Spending
: 1981-1990

NURSING HOME CARE AS A PERCENTAGE OF TOTAL MEDICAID SPENDING

1981 1982 1983 1964 1985 1986 1987 1988 1989 1990

AVERAGE ANNUAL GROWTH RATE, 1961-1990

Total Nursing
Medicaid Home Care

Source: Department of Medical Assistance Services' internal expenditure report.
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When the rates of increase for all Medicaid services and nursing home care are
averaged over this nine year period a similar pattern is observed. Total Medicaid
expenditures grew at a rate of approximately 14 percent. By comparison, the average
annual growth in Medicaid nursing home expenditures was less than 10 percent. This
indicates that Medicaid payments for other services increased at a faster rate than
nursing home expenditures during the time period that DMAS paid providers through
aflat rate. Nationally, Virginia’s per capita Medicaid expenditures for nursing home care
ranks it among the lowest in the country (Table 4).

The rate that DMAS pays nursing homes is also considerably lower than the
prices these facilities charge persons who do not have a third party payor (Figure 25). In
1990, DMAS purchased more than six million days of care. For both intermediate and
skilled care, the private pay rate was at least $20 higher. If the State had purchased the
same number of days based on the private rates at these facilities, Medicaid spending for
nursing home care would have been $126 million greater.

Figure 25

Nursing Home Rates Paid by Medicaid in 1990
Compared to Private Rates

Intermediate
Care Rates  Privi

Skilled
Care Rates | p

Source: Data on private rates collected from the Virginia Health Services Cost Review Council. Medicaid rates
collected from the Department of Medical Assistance Services, Cost Settlement and Audit Division.

While the prospective flat-rate system successfully provided the State greater
control over nursing home expenditures, DMAS staff were concerned that patient access
problems were beginning to develop in Northern Virginia. Because the system did not
account for the applicant’s care needs, it was recognized that nursing homes had no
incentive to admit patients that required intensive services. To address this problem,
DMAS made three major modifications to the payment system. These three changes are
described below:

* First, nursing home operating costs were separated into two components —

direct patient care and indirect costs — and per diem rates for each of these
two categories were developed.
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State Medicaid Nursing Home Expenditures

Table 4

Per Elderly Resident
Medicaid
Nursing Home PSpeé)lgin
Expenditures er erly
(in millions) Resident
State 1991 1991
Alaska $ 374 $170
Washington D.C. 121.0 151
Connecticut 643.2 141
New York 3,3455 140
Massachusetts 1,150.3 138
Maine 206.8 126
Rhode Island 166.2 110
Minnesota 600.5 109
New Hampshire 129.5 100
Ohio 1,241.9 89
North Dakota 711 87
Wisconsin 550.5 85
Indiana 574.2 83
New Jersey 836.2 78
Vermont 52.2 78
Louisiana 328.7 68
Hawaii 87.1 ‘68
Maryland 358.8 68
West Virginia 175.0 66
Washington 355.8 64
Georgia 428.5 63
Mississippi 204.6 62
Delaware 50.7 62
Nebraska 135.8 61
South Dakota 60.6 60
Tennessee 373.6 59
ennsylvania 1,073.8 59
Montana 59.2 59
Colorado 181.7 56
Arkansas 201.2 56
Kentucky 261.1 56
Wyoming 226 54
North Carolina 4265 52
New Mexico 84.7 51
Texas 899.6 51
Oklahoma 214.1 50
California 1,563.2 49
Missouri 3464 48
Iowa 193.1 47
| VIRGINFA - oo 8187 46 |
Idaho 53.7 46
Nlinois 666.8 46
Alabama 227.7 43
South Carolina 170.1 43
Kansas 1474 43
Nevada 45.0 40
Michigan 417.1 38
Oregon 132.7 36
Flonida 776.8 32
Utah 195 14
Arizona 9.4 2
U.S. Total $20,798.8 $ 66

Source: Unpublished data from Systemetrics based on 1991 HCFA 64 data.




* Second, for direct operating costs, DMAS reconfigured the State into three
peer groups. For indirect costs, two peer groups were established.

* Third, to account for the severity of the patient’s needs, an indicator of casemix
was developed for each facility and used to adjust direct costs. This system is
described as the Patient Intensity Rating System (PIRS).

Direct Versus Indirect Costs. According to DMAS staff, before consideration
could be given to rewarding nursing homes for serving heavy care patients, amechanism
had to be in place to identify the costs of direct patient care. To facilitate this, DMAS
defined direct care costs to include such expenses as nursing salaries and benefits,
expenses for contract nurse services, nursing service supplies, and the salaries and
benefits of staff that provide ancillary services (e.g. physical therapy.)

Indirect costs were primarily defined as general administrative overhead and
operating expenses. This included such expenses as administrative salanes telephone
charges, office supplies, and liability insurance.

Reconfiguration of Peer Groups. The use of peer groups is based on the principle
that a portion of the costs of nursing home care can be attributed to factors that facilities

cannot control. In other words, facilities with certain characteristics are thought to face
higher average cost curves which could be mistaken for inefficiency if compared to other
nursing homes which are not similar. Therefore, to account for any disparities in costs
based on these factors, facilities which are similar should be classified in the same peer

group.

DMAS modified its peer grouping system based on two factors. First, the
Congress passed major nursing home reform legislation in 1987 which eliminated the
distinction that had existed between skilled and intermediate care facilities. This
allowed DMAS to drop the peer group distinctions which had been made for these types
of facilities under the flat-rate system.

Second, using the results from a consultant’s study, DMAS decided that three
separate peer groups would be needed to account for differences in direct patient costs
and two for indirect costs. For the former cost category, DMAS used Northern Virginia,
Richmond-Petersburg, and the remainder of the State. For the latter category of indirect
costs, distinctions were made only between Northern Virginia and the rest of the State.

Patient Intensity Rating System (PIRS). A key aspect of this new system is the
method used by DMAS to account for the severity of each nursing home’s casemix. With

PIRS, a measure of the patients’ care needs was derived based on an assessment of their
ability to independently perform the basic activities of daily living (ADL). This
evaluation was used to rate the patient’s health care needs on a scale ranging from zero
(light needs) to 12 (severe or heavy needs). Based on this assessment, patients were
grouped into the following three classes of care:

(1) Class A - Routine 1. This category is used to describe patients whose level
of impairment is considered light due to an ADL score of O to 6.
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(2) Class B - Routine II. This category is used to describe patients whose level
of impairment is considered moderate due to an ADL score of 7 to 12.

(3) Class C-Heavy Care. This category is used to describe patients whose level
of impairment is considered high due to an ADL score of 9 or more and the
presence of any of five special care needs.

Once these classes were defined, DMAS calculated a relative cost index by
determining the average relative cost of care for each class of patient. According to DMAS
staff, a time and motion study conducted in Maryland indicated that the cost of care for
Class A patients is, on average, equal to 67 percent of the daily nursing costs for the
average nursing facility patient. For Class B the rate is 109 percent. The cost of care for
Class C patients is 164 percent of typical nursing costs.

Using these resource figures, DMAS created a service intensity index for each
provider. Each facility’s service intensity index was then normalized by an average
resource measure for the entire State. This determined whether the patients in a given
facility were more or less costly to care for than the State average. With the normalized
index, DMAS staff adjusted the direct care peer group ceilings and the nursing home
direct cost operating rate. The facility was then reimbursed at the ceiling or the adjusted
operating rate, whichever is lower. '

IMPACT OF VIRGINIA’S REIMBURSEMENT POLICIES

Under DMAS’ reimbursement system, each facility’s actual payment rate is
ultimately constrained by the cost experiences of all homes in the peer group. This
provides an incentive for nursing homes to keep costs below the ceiling and a retain a
portion of the difference as an “efficiency incentive payment.” Current State policy is to
pay nursing homes that contain costs below the payment ceilings a “bonus payment” of
up to 25 percent of the difference between operating costs and the peer groups ceilings.

At the same time, however, a given nursing home can only indirectly affect the
payment ceiling for a peer group. Therefore, if the nursing home is unable to keep
operating costs at rates that are consistent with most other facilities in the peer group,
the ceiling will cap its Medicaid payment below the costs of providing care to program
recipients. '

One objective of this study was to assess differences in the cost of care for
- different types of nursing homes and evaluate how providers were affected by the
recently established PIRS. The general findings indicate that there are five major types
of nursing homes that participate in Medicaid. Many of these facilities are low cost,
profit-oriented homes that successfully recover from the State most of the cost incurred
by serving Medicaid recipients. A smaller number of facilities are non-profit homes and
hospitals that have substantially higher costs. Although these facilities receive adjust-
ments to their Medicaid payment based on the heavy care needs of the residents, the total
amount of the reimbursement covers only a portion of reported costs.
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For-Profit Nursing Homes Have Lower Costs

In 1990, there were five types of nursing homes that participated in the
Medicaid program. Each of these different facility types are described below:

¢ For-profit chains are private nursing homes that are managed by a corpora-
tion. The smallest chain that participated in Virginia’s Medicaid program
consisted of two homes. The largest contained 28 homes.

¢ Sole proprietary nursing homes share the same characteristics of for-profit
chains — private, profit-oriented — except that they are individually owned.

* Non-profit chains are a group of homes managed by one organization but they
are not operated for the purpose of making a profit.

¢ Individual non-profit homes are similar to non-profit chains in there orienta-
tion but they are owned privately by individuals or an organization such as a
church.

» Hospital-based nursing homes are owned by a hospital. Whether these
facilities are profit-oriented or non-profit usually depends on the status of the
affiliated hospital.

As Figure 26 indicates, for-profit chains constitute the largest proportion of
nursing homes that participate in the Medicaid program in Virginia (47 percent).
Historically, these nursing homes have been able to deliver care at a relatively low
average cost. The average costs data in Figure 26 indicate that these facilities had the
second lowest costs for a day of care in the State.

The second largest group of homes in the Medicaid program are sole proprietary
facilities (16 percent). The average operating costs of these facilities is actually the lowest
in the State.

Approximately 14 percent of the homes that participated in Medicaid were
individually operated non-profit facilities. Included among this group are nursing homes
operated by local governments. The average per patient day operating costs of these
facilities is at least $10 higher than profit-oriented homes.

The two highest cost providers in the State are the non-profit nursing homes
which are either managed by a chain or those facilities which are linked to a hospital. In
1990, 12 percent of the nursing homes that participated in Medicaid were non-profit
chain facilities and the cost of a day of care at these homes was $63.68. The average cost
at the 23 hospital-based nursing homes was even higher — $105.38.
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Figure 26

, 'ly.pesvand Operating Costs of Nursing Homes Which
o xPartig‘ip"ate in Virginia's Medicaid Program, FY 1990

Average Per-Diem Operating Cost $105.38

for Each Type of Facility
ss731 0368

Nor-Profit NN
rofitll Chains - Hosm
gl ox N
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A key issue in this study was whether certain types of nursing homes are better
able to recover the cost of care for serving Medicaid patients under the current
reimbursement system. Thisis an importantissue because it hasimplications for patient
access. If alarge number of facilities have difficulty delivering nursing home care within
the constraints imposed by DMAS'’ new reimbursement system, future Medicaid recipi-
ents may be given the lowest priority in the admissions process.

To examine this issue, JLARC staff calculated two different indicators of the
industry’s performance within the Medicaid payment system. The first was called a
“coverage rate.” This variable is defined as the nursing home’s total Medicaid payment
for operating costs — direct and indirect — as a percent of the facility’s total Medicaid
operating cost. To account for the impact of PIRS, the data used in the analysis included
the actual payment adjustment that nursing homes received in 1990 based on the
severity of their casemix.

The second indicator was ameasure of the proportion of facilities with direct and
indirect operating cost which were above the ceilings established by DMAS. For those
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facilities with low coverage rates, this measure pinpoints the particular area of operating
costs which is the source of the problem.

According to DMAS staff, nursing homes that are above the direct cost payment
ceiling are spending more resources on patient care than Medicaid is responsible for
reimbursing. Conversely, those who are above the indirect cost ceilings are viewed as
sacrificing patient care by spending too much for administration and overhead. Nursing
homes that exceed both ceilings are regarded as generally inefficient.

Coverage Rate. On average, the reimbursement system used by DMAS pays
nursing homes at a rate which covers almost 90 percent of allowable Medicaid costs
(Figure 27). However, there are sharp differences in the comprehensiveness of these
rates based on type of facility. As Figure 27 shows, the reimbursement rate provided to
for-profit facilities covers virtually all of the allowable costs associated with providing a

~Figure 27
Medicaid Coverage Rates and Impacts of Payment Ceilings

TYPE OF
HOME

MEDICAID
COVERAGE |>
RATE

OverBoth ____
Ceilings

Over Direct
Cost Ceiling

Over indiroct ——ami
Ceiling

Notes: The coverage rates reported in this figure were determined by dividing the sum of each nursing home's
direct and indirect Medicaid per-diem rates by the sum of its direct and indirect per-diem costs. For some
facilities, 1990 data were used. For others, 1991 cost figures were used.

Source: Data on Medicaid payments and ceilings provided by the Department of Medical Assistance Services,
Cost Settlement and Audit Division.
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day of carein these homes. On average, chain-operated nursing homes recover 95 percent
of the allowable Medicaid costs. Similarly, sole proprietary facilities are able to cover 96
percent of allowable costs with the reimbursement provided by Medicaid.

The coverage rate begins to decline when examined for non-profit nursing
homes. Individual non-profit facilities are more successful than others in this category
as they typically recover 86 percent of Medicaid costs. The reimbursement rate
established for non-profit chains covers just under three-quarters of their costs. Hospi-
tal-based nursing homes experience the most difficulty with the State’s reimbursement
system. The prospective rate established for these facilities in 1990 covered approxi-
mately half of their reported Medicaid costs.

Impact of Direct and Indirect Cost Ceilings. When data on nursing facility costs
and the State’s separate payment ceilings for direct and indirect costs are examined, for-

profit chains (47 percent) were more likely to be below both of these payment ceilings By
comparison, only a small number of non-profit or hospital-based nursing homes had costs
for Medicaid patient care that were below both ceilings. More important, these facilities
typically exceeded the payment thresholds set by DMAS for both categories of operating
cost.

For example, 71 percent of non-profit chains and 61 percent of non-profit
nursing homes that were individually operated exceeded both the payment ceilings
established by DMAS. Almost nine out of every 10 the hospital-based nursing homes (87
- percent) reported Medicaid costs for both direct and indirect categories which exceeded
the program’s limit. Conversely, only 13 percent of these facilities were able to provide
nursing home care to Medicaid patients at costs that were below both payment cgilings.

Questions gbout Reimbursement Policy. These findings raise a number of

questions about nursing home costs and the State’s policy for reimbursing these facilities.
Specifically, what factors explain the observed cost differences by type of facility? Does
the reimbursement model appropriately consider the key factors which influence nursing
home costs? Are there other cost factors associated with the delivery of nursinghome care
that should be considered by DMAS when establishing payment rates for providers?
These are some of the questions which are addressed in the next section of this chapter.

ANALYSIS OF THE NURSING HOME REIMBURSEMENT SYSTEM

To be considered effective, a reimbursement strategy for nursing homes should
control program spending for services while promoting an efficient delivery of care.
DMAS has attempted to address these issues with its current reimbursement system by
using peer group payment ceilings to control ccsts and a casemix adjustment factor to
increase access for heavy care patients.

The objective of this portion of the study was to identify the key determinants

of nursing home costs and assess whether they are appropriately considered in the State’s
current reimbursement system. It has been suggested by providers that the system is
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inequitable because it produces rates that are too low to adequately compensate those
nursing homes which provide a higher level of care and serve more residents with
intensive service needs.

Theresultsof the JLARC reviewindicate that the current reimbursement policy
does appropriately consider most of the key factors which influence nursing home costs.
Further refinements should be made to account for the diseconomies of scale that small
nursing facilities experience. However, the higher operating costs faced by non-profit
and hospital-based providers appear to be the result of management decisions to provide
a higher level of nursing home care. Additional analysis indicated that this level of care
exceeds the amount that Medicaid is required to purchase.

There are a number of factors that affect the cost of providing nursing home
services to persons in need of long-term care. Because of differences in the geographic
location of nursing homes, type of ownership (public versus private), facility size, and
patient casemix, developing a methodology to sufficiently reimburse providers for the
~ cost of their services is a complex undertaking.

Since the Boren Amendment requires states to compensate nursing homes for
the reasonable cost that an efficiently run facility must incur, Medicaid reimbursement
systems should be based on those factors which impact costs.

To address this issue, a cost function analysis was conducted for the nursing
homes that participate in Medicaid. This analysis was based on the standard economic
theory which holds that a nursing home’s operating costs are a function of the price of its
inputs. This theory further assumes that nursing homes will produce a certain level of
output according to two factors: input prices (e.g., nursing wages) and the revenue which
can be generated from each unit of output (patient days). Given this assumption, nursing
homes can be expected to choose the combination of inputs to outputs which minimize
costs and maximize profit.

However, as noted earlier, not all nursing homes that participate in Medicaid
have the same profit maximizing goal. For example, administrators of non-profit
facilities may choose to provide a higher level of care at a greater cost to the nursing home.
Moreover, these facilities may alsobe less selective in the type of patients they admit and
extend care toa higher proportion of persons whoneed intensive services. This would also
increase facility costs.

Because of this, other nursing home cost factors were considered in this analysis
through the use of multiple regression. They included type of ownership, facility size,
occupancy rate, patient casemix, and geographic region. In specifying this cost function,
models were developed which quantified the relationships between the dependent
variable — average costs per day — and these independent cost factors. Using the results
of this analysis, the appropriateness of the State’s reimbursement system for nursing
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homes was evaluated. (A separate technical appendix explains the methods used to
conduct this analysis in greater detail and is available from JLARC upon request.)

A major question surrounding DMAS’ selection of peer groups is whether they
should be expanded by establishing separate groups for hospital-based and non-profit
nursing homes. Because a number of non-profit facilities are operated by local govern-
ments or linked to hospitals, they do not have the same discretion in setting wage levels
for nursing and support staff. Thus, while for-profit nursing homes can contain costs by
controlling wage levels, many non-profit facilities must pay their personnel according to
the usually higher wage structure of the hospital or local government.

Also, non-profit facilities and hospitals traditionally admit a larger proportion
of patients who require intensive services. An example of this is illustrated by the State’s
service intensity index (SII) for the different types of nursing homes. A facility’s SII score
increases with rises in the proportion of heavy care residents. Data on the average SII
scores for 1990 indicate that hospital-based and non-profit nursing homes serve a higher
percentage of heavy care patients (Figure 28).

Although the State’s reimbursement system adjusts each facility’s direct
operating cost based on patient intensity, several of the providers interviewed for this

study contend that the adjustment does not cover the costs of care these patients need.
.

Figure 28

Differences in Measures of Service Intensity
According to Facility Type

1.1

Service
Intensity 10
Index

09

For-Profit Sole Non-Profit
Chains  Proprietory  Chains

Notes: An index of 1.0 represents the resource needs of patients in the average Virginia nursing home. Thus, the
service intensity index of 1.143 for hospital-based nursing homes means that the patients in these facilities
are 14.3 percent more costly to care for (1.143 minus 1.0) than those in the average nursing facility.

Source: Data on patient acuity levels collected from the Department of Medical Assistance Services, Cost Settle-
ment and Audit Division.
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DMAS staff stated that establishing separate peer groups for non-profit facili-
ties was not considered. They feel the costs differences for these nursing homes are the
result of decisions to provide higher levels of care. They further point out that federal law
only requires the State to pay the reasonable costs that nursing homes must incur when
delivering services to Medicaid recipients.

: ; . The cost differences that exist
between facility type were examined through the specification of several regression
models. The goal was to determine if the differences associated with facility type could -
still be observed after other factors were explicitly considered. If these differences
persist, this could be an indicator of general inefficiency or management decisions to
provide more care than is required by the program. In either case, this should not be
rewarded in the reimbursement process.

If, however, the differences by facility type are diminished through the introduc-
tion of other cost indicators, then those factors should be examined to determine if they
merit formal consideration in the State’s reimbursement system. :

To conduct this analysis, a series of variables were created to represent the
. different types of nursing homes. The variables used are listed in Exhibit 1. When the

Exhibit 1
Factors Used In Analysis of Nursing Home Cost
Yariables Yariables
Locality Characteristics Type of Facility
Northern Virginia For-Profit Chains
Richmond-Petersburg Sole Proprietary
Southeast Virginia Non-Profit Chains
Northern Neck Virginia Sole Non-Profit
Shenandoah Valley Hospital-Based
Southside Virginia
Southwest Virginia
Urban/Rural Indicator
Facility Characteristics 'Patient Factors
Total Beds Casemix Indicator
Occupancy Rate Percent Medicaid
Management Factors
Nursing Hours

Source: Data for this analysis was collected from the Virginia Health Services Cost Review Council and the
Department of Medical Assistance Services’ Cost Settlement and Audit Division.
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regression model is extended in this manner, it is possible to evaluate the difference in
costs for each type of nursing home. To determine whether these cost differences by
facility type were independent effects, other variables measuring geographic region,
facility size, occupancy rate, patient casemix, and amount of nursing hours provided per
patient day were added to the model.

The results of this analysis do not support the use of separate peer groups for
facility type. Before other factors were considered, the statistical relationship between
averagecost per day and type of ownership was strong. The amount of variation in costs
per day explained by ownership type alone was 21 percent.

When variables measuring facility size, occupancy rate, patient casemix, and
geographic region were added to the model, the amount of variation explained in the
dependent cost variable increased to 63 percent. Still, the effect of ownership type was
substantial.

However, after the total number of nursing hours per patient day were
considered in the model, the R?increased to almost 80 percent and the effect of ownership
* type was substantially diminished. This indicates that previously observed cost differ-
ences for type of facility actually reflected decisions by management in hospital-based
and non-profit homes to provide more hours of care per patient day.

Figure 29 more clearly illustrates the differences in the amount of care
according to ownership type. On average, hospitals provide 4.7 hours of nursing care per
patient day. This is 80 percent higher than the amount of care provided by sole
proprietary and for-profit chains. The differences between for-profit and non-profit
chains, although not as great (20 percent), are still substantial.

Figure 29

Differences in the Number of Nursing Hours
According to Facility Type

5+

Nursing 4
Hours
per
Patient
Day

All For-Profit Sole Non-Profit  Non-Profit Hospitals
Statewide Chains Proprietory - Chains

Source: Data provided by the Virginia Health Services Cost Review Council, FY 1990.
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As DMAS staff point out, Medicaid is required to pay for this higher level of care
only when it represents the reasonable costs that must be incurred by an efficient and
economically-operated facility. JLARC staffexamined whether the level of care provided
by non-profit facilities and hospitals is necessary by analyzing data from the Virginia
Department of Health on nursing violations. If the care provided by the for-profit homes
is substandard due to insufficient staff, these facilities should be disproportionately
represented among the homes cited for nursing violations.

This analysis revealed that in 1990 none of the for-profit chains in the State were
cited by the Virginia Health Department for nursing violations. Further, less than three
percent of the sole proprietary homes received this type of violation.

These findings do not provide a basis for making judgments about the adequacy
of the State’s reimbursement rate for nursing homes. Rather they simply indicate that
a separate peer group to recognize the differences in costs for type of nursing home does
not appear to be necessary.

Another key feature of the State’s reimbursement system is the separate peer
grouping used for certain geographic areas. To complete the evaluation of the State’s
reimbursement system, JLARC staff focused its evaluation on two major questions:

(1) Should the reimbursement system be modified to account for facility size?

(2) Are the geographic peer groups used for both direct and indirect cost
appropriate?

Impact of Facility Size. One concern that has been expressed by the Virginia
Health Care Association (VHCA) regarding DMAS’ reimbursement system is that the
system does not account for facility size when setting the payment ceilings for indirect
operating costs. According to staff at VHCA, smaller nursing homes face a distinct
disadvantage when compared with larger facilities because they are unable to achieve
similareconomiesin the operation of the home. Therefore, to provide these facilities some
relief for the higher average costs they face, the State should make some adjustment in
indirect cost reimbursement rates to account for facility size.

When developing the current reimbursement system, DMAS chose not to make
adjustments for facility size based on the recommendations of its consultant. In a report
summarizing Virginia’s options for establishing reimbursements, the consultant stated
that indirect costs were not adjusted for patient days under the assumption that
Medicaid days should not influence costs.”

To test this assumbtion, a mode] was developed to isolate the impact of facility

size on per diem indirect costs. Table 5 shows some of the results of this analysis (for more
details see the technical appendix). Asindicated, facility size does have a significant
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Table 5

Impact of Several Nursing Home Factors
On the Indirect Per Diem Cost of Care

Standardized

Yariable Coefficient Impact
Type of Facility

For Profit Chain -.348 Strong

Sole Profit -.262 Strong

Hospital-Based 229 Strong
Facility-Specific

Total Beds -.320 Strong

Occupancy Rate | -.227 Strong
Patient-Specific

Intensity Index -.007 Weak
Locality-Specific

Urban Area .136 Moderate

Northern Virginia 292 Strong

Richmond-Petersburg .037 Weak

Southeast Virginia 074 Weak

Shenandoah -.001 Weak

Northern Neck .098 Weak

Southside Virginia .001 Weak
R? .603
Total Cases 145

Notes: The dependent variable for this analysis was total nursing home indirect operating cost per patient day. The
standardized coefficients reported for each independent variable represent the impact of these factors on the
dependent variable minus the influence of all other factors in the model. Data on indirect costs for 1990 were
not available for all nursing homes. However, additional analyses indicated that the characteristics of this
subset of nursing homes were not significantly different from those for the universe of all nursing homes in
the State’s Medicaid program.

Source: Data for this analysis were collected FY 1990 from the Virginia Health Services Cost Review Council and the
Department of Medical Assistance Services Cost Audit Division.

effect on indirect costs after other factors are considered in the model, including
occupancy rate, geographic location, and facility type.

More importantly, the value of the coefficient for facility size is negative. This
means that there is an inverse relationship between facility size and indirect costs. More
specifically, smaller nursing homes tend to have higher indirect operating costs than
larger facilities after other important factors are considered. Further, because the State
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has a moratorium on the construction of new nursing home beds, these facilities do not
have the option to expand and benefit from the same economies as larger facilities.

DMAS staff point out that some money was included in the reimbursement
system to recognize the higher costs for small homes when the payment ceilings were
initially established in 1990. However, they acknowledge that further adjustmentsare
needed.

Recommendation (1). The Department of Medical Assistance Services
should make adjustments to its reimbursement system to account for the
higher indirect costs that smaller nursing facilities experience. The Secretary
of Health and Human Resources should report the details of the adjustment
methodology and its impact on Medicaid nursing home expenditures to the
Joint Commission on Health Care prior to the 1994 session of the General
Assembly.

Geographic Peer Groups. The final issue concerns the appropriateness of the
State’s reimbursement model related to the geographic peer groups that DMAS devel-
oped when the system was modified in 1990. As noted earlier, the primary goal of this
type of classification system is to place nursing homes with similar characteristics in the
same group so that equitable payment ceilings can be established.

In interviews with DMAS staff, it was indicated that some providers were not
pleased with the classification system. The general complaint has been that nursing
home costs in Southeast Virginia are higher than the other areas which are included in
the peer group. Those providers who express this view feel that a separate peer group
for this portion of the State should be established for direct and indirect costs.

JLARC staff examined this issue by specifying two different nursing home cost
functions. Each of these models was designed to isolate the effect of geographic region
on direct and indirect per-diem operating costs for nursing homes that participated in
Medicaid (Table 6). In all cases, separate statistical controls were implemented for
facility casemix, total beds, occupancy rate, and ownership type.

Based on this analysis, there is little evidence to suggest that the current peer’
group classification for geographic region should be modified. For direct costs per day,
the current system uses three peer groups — Northern Virginia, Richmond-Petersburg,
and the rest of the State. As the model indicates, after other factors are accounted for,
cost differences for regions outside of Northern and the Richmond-Petersburg area are

imimal. .

The cost function for indirect costs supports the current peer grouping system
as well. DMAS has established one peer group for Northern Virginia and another for the
rest of the State. These are precisely the cost differences by geographic region which are
observed when indirect costs are regressed on each independent cost factor.

A key factor influencing these findings is the variable measuring ownership
type. Before differences in the type of nursing homes were accounted for in both models,
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Table 6

Impact of Several Nursing Home Factors
On the Per Diem Cost of Care

Standardized Standardized
. Coefficient For Coefficients For
Yariable Indirect Costs Direct Costs
Type of Facility _
For Profit Chain -.348 -.309
Sole Profit -.262 -.153
Hospital-Based 229 434
Facility-Specific
Total Beds -.320 -.063
Occupancy Rate =227 -.161
Patient-Specific
Intensity Index -.007 .115
Locality-Specific
Urban Area .136 .165
Northern Virginia .292 418
Richmond-Petersburg .037 212
Southeast Virginia 074 022
Shenandoah -.001 022
Northern Neck 098 .106
Southside Virginia .001 112
Rz .603 .766

Total Cases = 145

Notes: The dependent variables for this analysis were total nursing home direct and indirect operating cost per
patient day. The standardized coefficients reported for each independent variable represent the impact of
these factors on the dependent variable minus the influence of all other factors in the model. Data on direct
and indirect costs for 1990 were not available for all nursing homes. However, additional analyses indicated
that the characteristics of this subset of pursing homes were not significantly different from those for the
universe of all nursing homes in the State’s Medicaid program.

Source: Data for this analysis were collected for FY 1990 from the Virginia Health Services Cost Review Council and
the Department of Medical Assistance Services Cost Settlement and Audit Division.

nursing homes in Southeast and Southside Virginia appeared to have significantly
higher costs than those in other regions. However, when differences in ownership type
were added to the models, these effects diminished.
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This indicates that a disproportionate number of high cost non-profit facilities
are located in Southeast and Southside Virginia (Figure 30). Apparently this has caused
some providers in the industry to mistake the high costs which are associated with the
operation of non-profit homes as an effect of providing care in a particular region of the
State.

FEDERAL REQUIREMENTS FOR NURSING HOME RATES

Apart from the question regarding the factors the State considers in devising its
reimbursement system is the issue of the methods which are used to establish the actual
payment rates. When setting rates, federal law generally requires the State to ensure
that its rates are adequate to reimburse efficient facilities for the cost they must incur
in providing reasonable access to health care. Further, the State is expected to adjust
these rates to reflect the cost impact of federal regulatory requirements. This section of
the chapter reviews the methods used by DMAS to set base payments for nursing homes
and adjust these rates to account for changing regulations in the nursing home industry.

Figure 30—

Percent of High-Cost Non-Profit Nursr g Homes
in Southsxde and Southeast Vlrglma e

Southside and
“Southeast’ /| 43% »
j ofState -

Source: Dataon Medlcaxd payments and eellmgs provided by the Depamnent of Me Assxstance Se
v COst Settlement and Audit Division. - : ’

The results of this review indicate that DMAS used peer group medians as
measures of efficiency when the base payment rates for PIRS were established in 1990.
However, DMAS is concerned about recent court rulings questioning the validity of using
medians as the primary basis for establishing nursing home payment rates. Conse-
quently, the Department has sponsored an initiative to develop efficiency measures for
the nursing home industry as a means of validating its payment ceilings, but has not
coordinated this effort with similar work bemg conducted by the Virginia Health Services
Cost Review Council.
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Also, DMAS has systematically evaluated the impact of federal nursing home
reform requirements and adjusted the payment rates to account for the impact of this
law. Since that time, however, the State has imposed additional standards which need
to be considered when setting future payment rates.

When Congress established the requirement that reimbursement rates be tied
to the costs of efficiently operated nursing homes, it stopped short of defining efficiency.
As a result, since 1981 Virginia has been free to develop its own definitions as a part of
the rate-setting process. In implementing this process, federal law requires the State to
make findings and assurances that the rates meet the requirements of the Boren
Amendment. As noted earlier, the Boren Amendment requires states to establish rates
which are sufficient to reimburse nursing homes the reasonable costs that must be
incurred by an efficient and economically-operated facility.

In this case, findings represent the work that is conducted to ensure that
payment ceilings established by DMAS reflect rates that are sufficient. There are no
requirements that these findings be in writing, and they are not submitied to the Health
Care Financing Administration (HCFA) for review. When the reimbursement rates are
changed, DMAS must submit assurances to HCFA that the & - rates are adequate.

Using the discretion granted by federal law, DMAS first adopted payment
ceilings for nursing homes in 1982. Later in 1990, the ceilings were recalculated as the
State moved to a patient intensity rating system. The payment ceilings for both of these
systems were created based on 106 percent of the median allowable direct costs and 105
percent of the median indirect cost.

Payment Ceilings as Efficiency Measyres. While the findings previously

discussed support the basic structure of the peer group system, there is some uncertainty
regarding the adequacy of the approach DMAS has used for setting payment ceilings for

each peer group.

As noted earlier, the payment ceilings that were in place in 1989 were actually
established in 1982. In each of the following years, these ceilings were inflated to
establish the maximum allowable payment for the relevant year. According to DMAS
staff, when the system was rebased in 1990 the following steps were implemented:

* First, the payment ceilings were reevaluated using 1989 cost reports adjusted
forward to reflect inflation in the industry for 1990. With inflated cost figures,

- each nursing home was ranked from the lowest to highest cost using separate
peer groups for direct and indirect costs. Based on this ranking, the median
cost provider was identified.

* Second, an analysis of the effect of the rebasing indicated that a number of
providers that were operating below the peer group ceilings which existed
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prior to rebasing, were now over the median payment ceilings established for
1990. Therefore, to “preclude this unintended consequence of a change in
reimbursement methodology, a budget neutral adjustment of $7.1 million was
added to the median-based payment ceilings.” This resulted in peer group
ceilings for direct costs that were 106 percent of the median and ceilings for
indirect costs that was 105 percent of the median. According to DMAS staff,
these higher ceilings were established to recognize the management efficien-
cies that the industry had produced since 1982.

* Third, due to a 1991 mandate by the General Assembly requiring the
Secretary of Health and Human Services to achieve $5 million dollars in
savings through changes to the reimbursement methodology for nursing
homes, each provider’s payment rate was reduced by 1.2 percent for FY 1992.
This allowed the State to “share in the management efficiencies” of the
industry without actually lowering the payment ceilings.

DMAS staff explained that when establishing the payment ceilings, they looked
for evidence of patient access problems and examined whether any providers were
leaving the program. However, specific indicators of efficiency were not considered.
When the median cost (or in this case a percentage of the median) for nursing homes is
used as a payment ceiling without comparing them to measures of efficiency, the implicit
assumption is that the home operating at this cost level provides the threshold for
efficiency. 4

When statés began to establish prospective payment ceilings in 1982 there was
widespread use of mathematically determined payment ceilings as a measure of an
efficiently operated nursing home. Recently, however, this notion has been challenged:
by the nursing home industry in several courts. The results of these challenges, while
varied, have usually been decided on procedural issues and not the adequacy of the
reimbursement rate. However, in a few cases, the rulings have raised questions about
the use of a median as the primary measure of efficiency.

For example, in Idaho, the State Medicaid agency uses the 80th percentile in the
peer group to cap the costs that it will reimburse unless it can be demonstrated that
excess costs were beyond the control of the provider. When one nursing home challenged
this system, the case was eventually appealed to the Idaho State Supreme Court.

The Court upheld the State’s right to use a percentile cap. However, in doing
$0, it ruled that the nursing home did successfully prove that it was efficiently operated
but was found inefficient by the State solely because its costs exceeded the cap. Because
the State’s presumption of inefficiency had been rebutted, the Court reversed the decision
of the district court and required Idaho’s Medicaid agency to prove that the nursing home
was inefficient.

In a case involving the State of Alaska, the Supreme Court enjoined the

" Medicaid agency from applying its payment ceiling because it failed to meet the
procedural requirements to support the assurances which Alaska made to HCFA.
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Moreover, in making this ruling the Court made the following comments concerning the
use of payment ceilings:

The findings of the State Medicaid agency must identify and determine
... efficiently and economically operated hospitals.... The findings must
be objective. They must be based on empirical evidence of such
matters.... Further, the findings must be more than mathematical
calculations that appear adequate.... Any reasonably principled analysis
will include consideration of the Boren Amendment economic and
efficiency standards.

In other cases, the courts have upheld states’ reimbursement methodologies
because adequate findings were made to support the payment caps. In the State of
Washington, the Court ruled that the reimbursement system was not in violation of the
Boren Amendment because the State could demonstrate that adequate findings were
made tolink the percentile caps it used to the cost of an efficiently operated nursing home.
These findings demonstrated that the State had considered measures of efficiency
through methods other than the use of mathematically-derived payment ceilings.

- Efficiency Megsure Being Considered. DMAS staff are aware of the judicial
trends pertaining to the validity of payment ceilings as efficiency measures. At the time

this concept was pursued in Virginia, DMAS staff stated that the use of a peer group
median “seemed logical.” It was pointed out that many of the couri decisions which “are
hurting the states” were recently decided and therefore could not be considered when
Virginia was developing its payment ceilings.

As one staff member stated, “it was not envisioned that the courts would
interpret Boren as requiring states to specifically identify those nursing homes that are
efficiently and economically operated and determine the specific costs that these
facilities must incur.” However, in light of these recent court rulings, DMAS officials
report that they are pursuing the development of efficiency standards.

These issues underscore the importance of the efficiency standards that DMAS
is presently having developed. If the resulting measures suggest that the State’s
payment ceilings are too low, adjustments could be required that would increase
Medicaid spending for nursing homes. If, however, the efficiency standards are less than
the payment ceilings, the State may be able to reduce Medicaid expenditures for nursing
home care. '

Coordination of Work on Efficiency Standards. In addition to the efficiency
standards DMAS is having developed through a consultant, the Virginia Health Services

Cost Review Council (VHSCRC) has been directed by the General Assembly to develop
a seriesof indicators for the nursing home industry. Given the implications of this issue,
it is important that DMAS and VHSCRC work together to produce one set of indicators
for the industry. According tostaffin these agencies, there has been no such coordination
to date. While VHSCRC has provided information to DMAS regarding the methods it is
considering to measure efficiency in the industry, the agency has not been made aware
of specifics of DMAS’ work on similar indicators:
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Recommendation (2). The Joint Commission on Health Care may wish
to consider ensuring that current efforts to develop efficiency standards for
the nursing home industry are coordinated so that the work of the Department
of Medical Assistance Services is not duplicative or at odds with the findings
being developed by the Virginia Health Services Cost Review Council.

In 1987, based on a report by the Institute of Medicine, the Congress passed the
most significant nursing home reform legislation in the history of the industry. This
legislation — the Omnibus Budget Reconciliation Act (OBRA 87) — was designed to
improve the quality of life for nursing home residents by changing the basic procedures
used by facilities for providing custodial care. To ensure that the reforms would be
implemented, the law required states to adjust payment rates for nursing homes prior
tothe October 1, 1990 (the date the law took effect) in anticipation of increased costs that
facilities would face.

To comply with this law, DMAS analyzed the changes required by OBRA 87 in
light of existing State regulation of the industry. Based on this analysis, DMAS staff
" worked with the VHCA to develop a payment adjustment for all nursing homes in the

Medicaid program.

The Focus of OBRA 87. Prior to the passage of OBRA 87, most nursing homes
were oriented towards providing basic custodial care to their residents. After OBRA 87
was enacted, nursing homes were required to shift from focusing on basic maintenance
or custodial care to an emphasis on restorative services. In other words, the reform
legislation requires a greater focus on patient outcomes. As one nursing home adm1ms-
trator explained:

Before OBRA, quality of care was defined as: "Did you prevent a
decline in your resident’s functioning?” After OBRA, quality of care is:
"Did the resident improve?"

Under this new system, nursing homes must first conduct a comprehensive
assessment of the resident. Then based on this assessment, the nursing home must
develop and implement a written plan of care. This plan must describe the activities and
services that will be provided to residents to allow them to reach their highest level of
functioning in the least restrictive environment.

To accomplish this, nursing homes were forced to reduce the use of drugs which
effectively sedated residents for extended periods of time. Moreover, the facilities were
required fo implement activities that are designed to help residents become independent
in as many of the basic activities of daily living as possible.

The Cost of Nursing Home Reform in Virginig. To determine the costs of OBRA

87, HCFA required all states to develop a comparison of the differences between its
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certification requirements and the new law. According to DMAS staff, OBRA 87 did
increase the cost of nursing home care in Virginia but not as much as in some other states.
The reason for this was that the State already had many of the requirements which
involved increased costs in place. This view was generally shared by the VHCA.

The actual comparison of existing State requirements with those of OBRA 87
was conducted by the Virginia Health Department. Based on this analysis, those factors
that involved increased cost were considered by DMAS and adjustments were made to
bring the reimbursement rates in line with the requirements of OBRA 87. (The table in
Appendix C shows how OBRA 87 differed from previously existing Federal law. This
table was developed by a national research firm for HCFA shortly after the law was

passed.)

The State identified three areas in which the new law had a cost impact: the staff
requirements for social work; increased staffing requirements for a registered nurse; and
requirements that hospital-based facilities hire a licensed nurse administrator. Working
with the VHCA, DMAS staff determined that OBRA 87 requirements added 44 cents to
the cost of a day of nursing home care in Virginia.

One source of disagreement between the industry and DMAS regarding the
impact of OBRA 87 is the effect of the federal Minimum Data Set (MDS) assessment tool.
A nursing facility must conduct a comprehensive assessment using a standardized
assessment of each patient’s functional capacity at various times. At the same time,
DMAS has its own assessment form that nursing staff must complete for PIRS. The
industry contends that “considerable nursing staff” is required to complete these
assessments. The MDS form consists of 16 sections with more than 100 items to be
completed. In some cases, these are the same items for which data are requested using
the State’s assessment form.

One way to reduce some of the burden of the paperwork associated with this
process is to eliminate the duplication of effort required to complete the federal form and
the State’s PIRS assessment. When MDS was being developed, DMAS thought that the
agency would be allowed to modify MDS toinclude some items from PIRS, thus requiring
only one assessment. HCFA, however, did not allow this.

According to DMAS staff, the agency has conducted extensive reviews of the two
forms and concluded that major changes in the method for calculating PIRS would have
to be made if MDS were used. To reduce the burden on the industry, DMAS has
eliminated some of the information requested on its PIRS assessment form.

Also, the agency is monitoring the progress of several studies which are
examiping how a casemix indicator can be calculated from the federal MDS form. Staff
acknowledge that other states use indicators which make more distinctions in the level
of care, but add that this makes the system more difficult to administer and monitor. One
staff person stated, “With three levels of care, there has to be a substantial change in the
resident’s condition to move to a higher level of care. This reduces the ability of nursing
homes to play games with the system.”
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The 1992 Virginia General Assembly passed legislation which may have cost
implications for the nursing home industry. One such law relates to federal standards
on occupational exposure to bl~odborne pathogens such as the Hepatitis B Virus.
Included among the requirements of the standards is the mandate that all nursinghomes
offer Hepatitis B vaccinations to all employees who have occupational exposure. State
law also requires all nursing homes to request criminal records checks on all new
employees.

According to DMAS, the agency recently discussed these new requirements
with the VHCA and the costs could be significant. Staff from VHCA informed DMAS that
the cost for each Hepatitis vaccination is $80. In addition, the criminal records checks
costs $10 per employee. Presently, the nursing home industry in Virginia has more than
22,000 employees. VHCA staff point that the turnover rate is “thought to be around 50
percent.”

Because nursing homes are not free to set their own prices for Medicaid patients,
any additional costs imposed on this industry due to State regulation must be considered
in the Medicaid reimbursement rate. DMAS indicates that these issues are being
discussed. Currently however, neither the VHCA or DMAS has defined a method for
quantifying the impact of these regulations.

Recommendation (3). The Department of Medical Assistance Services
should develop a methodology for determining the costs of Virginia’s require-
ments regarding the use of criminal records checks and protection of nursing
home employees from bloodborne pathogens. This methodology should be
used to determine the amount of any rate adjustments required. These
findings should be reported to the Secretary of Health and Human Resources
by March of 1993.

MEDICAID PLANT COST REIMBURSEMENTS

Virginia’s nursing home reimbursement system provides a separate payment
rate for plant costs. Unlike operating cost rates, all nursing homes in the program are
reimbursed for 100 percent of their allowable plant costs subject to limits established by
Medicaid. This section briefly analyzes trends in Medicaid plant costs expenditures and
reviews the State’s policies governing reimbursements for these expenses.

DMAS has implemented a number of policies to limit Medicaid plant costs
expenditures. As a result, capital-related expenditures by the program have been
reasonably contained. In light of this, there appears to be no reason to develop policies
- to further limit these expenditures.



Under Medicaid, allowable plant costs include depreciation expenses, interest,
rent, lease payments, and certain types of debt financing costs. The Medicare program
provides the general guidelines for state agencies to follow when defining allowable plant
costs. However, states are free to provide more specific controls when determining how
certain expenses will be treated.

The growth in Medicaid plant cost since 1984 has been just under five percent.
At the same time, average annual growth in the amount of Medicaid spending per
nursing home has been less than six percent.

As a percent of total Medicaid spending on nursing homes, physical plant costs
have actually dropped. In 1984, physical plant costs represented 16 percent of total
nursing home expenditures. By 1990, this amount had decreased to 14 percent. This is
an important finding. During this time period, all other nursing home costs were capped
by payment ceilings based on the median costs of nursing home care. However, plant
costs faced no such ceilings. Under these circumstances, it might have been expected that
these costs would grow as a proportion of total spending on nursing homes. The fact that
physical plant costs actually declined can be attributed to the Certificate of Public Need
Program and DMAS cost containment policies.

Certificate of Public Need. In 1986, in response to the rising cost of all medical
care, a Governor's Commission was established to examine the effectiveness of the
Certificate of Public Need (COPN) program in controlling health care costs. Certificate
of need requirements had been established in federal law in 1974 as a way to contain
health care costs. Most states, including Virginia, used the law to create COPN programs
to avoid the loss of federal funding for health care.

When the federal law supporting this program was repealed in 1986, the
General Assembly faced pressure from various health care lobbyists to eliminate State
laws governing COPN in Virginia. Instead, the aforementioned Governor’s commission
was created to examine the effectiveness of COPN. This committee advocated for some
deregulation of the hospital industry but recommended that COPN be retained for
nursing homes.

As a result, the General Assembly approved a 1988 moratorium on the
construction of new nursing home beds that was to be in effect until January 1991. With
the support of the Commission on Health Care for All Virginians, the General Assembly
voted in 1990 to extend the moratorium on nursing home beds until June 30, 1993.
Because potentially large physical plant cost expenses for Medicaid are the construction
and financing costs associated with the addition of bedspace, the COPN has effectively
slowed Medicaid spending in this area.

DMAS Cost Containment Policies. The most significant factor that has helped

contain Medicaid plant costs expendituresis the policies implemented by DMAS as a part
of its nurging home reimbursement system. Prior to 1983, Virginia, like most other
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states, had very few limitations on the plant cost that could be reimbursed under
Medicaid. According to a study by the U.S. General Accounting Office, this led to
widespread abuse of the program’s plant cost reimbursement system.

Some states responded to the problem by changing its system of reimbursement
from cost-based to flat rate systems. DMAS chose toretain its cost-based reimbursement
system but has developed restrictive policies to curb past abuses.

Interest Caps. Before reforms were implemented, states typically placed no
limits on the interest costs for which a nursing home could bill the Medicaid program. As
a result, nursing home owners had no incentive to seek financing arrangements which
were favorable for Medicaid. DMAS addressed this problem by limiting interest
expenses. Currently the limit is based on the average of the rate for 10 and 30 year U.S.
Treasury Constant Maturities, plus two percentage points if the debt financing is not
exempt from federal income tax. Ifthisis not the case, the limitis based on Baa municipal
rated bonds plus one percentage point.

Related-Party Transactions. A number of states had problems with related-
party transactions in Medicaid. In these cases, owners would sell the nursing home to
a business partner or a relative who would lease the facility back to the original owner.
Medicaid would then reimburse the owner for the cost of the lease which was often higher

than the actual costs of the home.

Though never considered a serious problem in Virginia, DMAS has taken steps
to prevent this practice by establishing provisions which set the reimbursable cost of a
related-party transaction based on the costs to the related organization. In other words,
the lease cost cannot exceed the annualized costs of Medicaid allowable depreciation,
insurance, interest, and legal fees of the facility owner.

Revaluation of Assets. In 1986 Congress passed a law requiring states to place
limits on the revaluation of assets for nursing homes that were sold within a five year
period. This law was passed to stop the frequent selling of nursing homes for purposes
of maximizing Medicaid capital cost reimbursements. Because plant costsin most states
are reimbursed on a cost basis, the market value of nursing homes often exceeds the
actual cost of the facility to the owner. Consequently, there was an incentive to sell
nursing homes to establish a higher cost-basis for purposes of Medicaid reimbursements.

DMAS has adopted the federal law which limits how assets are revaluated if the
home is sold within five years. ‘Specifically, the purchaser would be forced to accept a
Medicaid reimbursement based on the historical costs of the previous owner. If the
facility was owned for a longer period of time, Medicaid reimbursement is based on the
purchase price, appraised replacement costs value, or federal limits established in 1985,
whichever is less.

Other Limitations. In addition to the aforementioned restrictions, DMAS has
‘the following policies in place as a means of limiting physical plant costs:
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* Three competitive bids are required before the initiation of any major capital
expenditures greater than $100,000.

* The aggregate of loan costs and other financing expenses are limited to five
percent of the total allowable project costs; and

* The aggregate of legal fees, cost certification fees, title and recording fees,
printing and engraving costs, and rating agency fees are limited to two percent
of the total allowable project costs.

DMAS staff stated that plant costs receive close scrutiny in the audit process.
If anew facility is built or there is major renovation, a field audit is mandatory. Also, desk
reviews are used to look for any unusual changes in a facility’s reported plant costs.

In astudy of the State’s expenditures on physical plant costs in 1987, DMAS was
presented with three options for further reducing Medicaid capital expenditures. One
was to impose greater restrictions on lease payments. Another involved tightening the
current policies on the revaluation of assets. The third was to adopt payment ceilings.
However, it appears that these strategies are either not necessary or have associated
disadvantages which could outweigh the potential benefits.

Greater Restrictions on Lease Payments. The current restrictions on lease
payments are based on a five-year time period. As noted in the study conducted by the

Peat Marwick accounting firm, these restrictions can be extended to cover alonger period
of up seven to 10 years. However, data on the State’s Medicaid payments for leases
suggest that this policy would have only aminimal effect. In 1990, facility lease payments
accounted for less than five percent of plant costs (Figure 31).

Tighter Restrictions on Asset Revalugtion. According to Peat Marwick, Virginia
could eliminate the revaluation of assets altogether after a property was sold. This would

limit the Medicaid reimbursement to the historical cost of the original owner. The
problem with this approach is that it could be interpreted as a violation of the Boren
Amendment. If capital reimbursements for any new owners of nursing homes are
automatically restricted to the costs of the previous owner regardless of the circum-
stances of the purchase, questions could be raised about whether the State was
adequately recognizing the reasonable costs of an efficiently operated nursing home.

DMAS staff also point out that tightening this policy would have only a minor
effect because there have not been many property transfers involving nursing homes in
Virginia.

Payment Ceilings. Perhaps the most effective cost containment strategy for
plant costs would be a flat payment ceiling based on the typical costs for nursing homes
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Figure 31

Major Components of
Nursing Home Physical Plant Costs, FY 1990

Source: JLARC staff analysis of plant cost data provided by the Department of Medical Assistance Services
Cost Settlement and Aundit Division for 47 percent of the nursing homes in the Medicaid program.

of similar characteristics (such as age and size of the facility.) DMAS considered this
option based on the 1987 study but concluded that it was not feasible.

Because of differences in the types of capital expenditures — movable versus
fixed — the State would have to establish separate ceilings to recognize these distinc-
tions. Moreover, in the process of establishing the ceilings, the State would have to
construct measures of efficiency to support the payment ceilings. As one DMAS staff
person noted, the failure to do this could result in legal liability based on the Boren
Amendment.

In light of these findings and data on the magnitixde of plant cost expenditures
for Medicaid, there appears to be no need to adopt a completely new system of
reimbursement.

THE REIMBURSEMENT SYSTEM FOR STATE INTERMEDIATE
CARE FACILITIES FOR THE MENTALLY RETARDED

The major provider of long-term services for persons who are mentally retarded
is the Department of Mental Health Mental Retardation and Substance Abuse Services
(DMHMRSAS). In reimbursing the five institutions which provided these services,
DMAS uses a retrospective cost-based payment system. With this approach, each ICF/
MR is reimbursed its total Medicaid costs, subject to Medicare upper payment limits.
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One purpose of this study was to evaluate the possibility of containing Medicaid
spending on ICFs/MR services through the use of an alternative reimbursement system.
The general findings of this analysis indicate that relative to the payment systems used
for other providers, the cost containment provisions in DMAS reimbursement policies for
ICFs/MR are limited. Partly as a result of this, the average interim Medicaid payment
rate for these State facilities is more than $160 per day.

One reason for the high cost of care in these facilities is a federal emphasis on
the provision of these services through smaller institutions. While these facilities are
considered to provide the most effective and appropriate environment for persons who
are mentally retarded, they cannot produce the same economies of larger facilities.
Therefore, if the reimbursement rates for these facilities are lowered through specific cost
containment policies, the State will have to replace this lost revenue with general fund
dollars.

Mini CIC‘I' { P . Exist with C ¢ Polici

, There are five State-operated ICFs/MR in Virginia. For each of these facilities,
DMAS uses a retrospective cost-based payment system subject only to the Medicare
upper payment limits. As noted earlier, relative to payment systems used for other
providers of long-term care, this system has proven to be the least effective in containing
Medicaid spending.

Under retrospective cost-based systems, providers receive payments equal to
their costs, thus reducing the ability of the payment system to control spending. Aslong
as providers can be certain that their cost will be reimbursed, there is little incentive
other than normal state budgeting practices to deliver care more cost effectively.

Pgyment Rates for ICFs/MR. In order toreceive Medicaid payments for the care
provided eligible recipients, staff at the DMHMRSAS establish an interim payment rate
for each facility. The actual amount of the payment is determined as follows:

¢ First, the aggregate amount of Medicaid payments that can be reimbursed for
all five facilities is determined by multiplying projected patient days for the
upcoming fiscal year times the Medicare upper limit. This upper limit was
initially established in 1989 based on the Statewide per diem cost of care for
ICFs/MR services that year. In each year since 1989, the limit is raised using
an inflator developed by Data Resources Incorporated.

* Second, based on the total allowable payments for ICF/MR services,
DMHMRSAS staff determine an interim payment rate for each facility. The
agency then bills DMAS monthly based on the interim charge rate or the upper
payment limit, whichever is less.

* Third, at the end of the fiscal year, cost reports for each facility are submitted
to DMAS for settlement. Ifthe payments exceeded or were less than allowable
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costs based on the actual number of days of care provided Medicaid recipients,
the appropriate adjustments are made.

While the upper limits do provide a cap on Medicaid expenditures for ICFs/MR,
they should not be viewed as a tonl for substantially reducing the costs of these services.
Even with these limits, interim payment rates for these facilities are significantlyhigher
than $100 per day (Figure 32). At the Northern Virginia Training Center (NVTC), the
interim rate exceeded $201 per day. The lowest interim rate was for the Central Virginia
Training Center (CVTC) at $133 per day. Statewide, the average rate for the five ICFs/
MR in FY 1991 was $169 per day. Based on this rate, the cost of care in these facilities
for one Medicaid recipient could exceed $60,000 per year.

Figure 32

Interim Medicaid Payment Rates (per Diem)
for State-Operated ICFs/MR, FY 1991

Central VIC $133
Southside VTC
Northern VIC

Southeast VTC
Southwest VIC

Statewide Average Rate $169

Note: VTC = Virginia Training Center.
Source: Data collected from cost accounting department of DMHMRSAS.

DMHMRSAS staff point out that it is not in the State’s interest to use - a
reimbursement system for ICFs/MR which pays the facilities a lower prospective flat
rate. They suggest that fixed costs in ICFs/MR, stringent federal treatment require-
ments, and a larger proportion of profoundly retarded residents, are the major factors
which influence costs in these. facilities. Further, because these factors are largely
beyond the control of facility administrators, the expensive nature of these services is
unavoidable.

Under this scenario, they note that lowering Medicaid payments will result in
areduction of program expenditures for ICF/MR services, but not a decrease in the costs
of operating these facilities. Because of this, the State would have to either make up for

.the loss in revenue through general fund expenditures or close some facilities. As one
staff member noted:
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DMHMRSAS is constantly being asked to maximize the use of Medic-
aid funds because they replace State spending. So what is a cost tothe
Medicaid program is revenue for the State. Over time, because of
declining census, the upper limits will cap Medicaid spending in the
ICFs/MR. This, however, will not save the State money.

As noted in Chapter II of this study, Medicaid expenditures for ICFs/MR have
continued to increase even though the patient census has dropped sharply in the two
facilities and remained constant in the three smaller facilities. The effect of this has been
an increase in the daily costs of care for these services which has exceeded the inflation
rate.

Under these circumstances there are two ways to contain Medicaid spending:
establish a prospective flat-rate payment system or seek greater economies in the
delivery of ICF/MR services through consolidation of facilities.

Reduction in Reimbursement Rates. Increases in the cost per day of care can be
directly addressed by lowering the amount of reimbursement provided these facilities.
However, in the case of State-operated facilities, this is an acceptable strategy only when
it is clear that the increased costs represent management inefficiencies, excessive
services, or otherwise wasteful spending. The presence of these factors were not observed
during this study.

For the ICFs/MR, most of the data examined for this study indicate that the
major factors which influence the costs of these services are outside of the control of
facility administrators. The most significant of these factors are the federal regulations
and “look-behind” surveys which have constantly increased staffing requirements for
these facilities despite the downward trend in population.

This means that any reduction in Medicaid reimbursements would not neces-
sarily produce similar reductions in operating cost in the ICFs/MR. Ifsuch a policy were
pursued, for every one dollar reduction in Medicaid funding, there would be a 50 cent
increase in required State funding. Given the more recent budget problems for the State,
this strategy has little merit.

Facility Consolidation. One of the key features of the State’s system of care for
persons who are mentally retarded is its decentralization. Prior to 1970, there were only
two ICFs/MR in the State. These facilities — Southside and Central Virginia — were
built to provide services to more than 3,000 individuals.

In 1971, through amendments to the Social Security Act, Congress made
matching funds available to states for the services they were providing in the ICFs/MR.
In order to gain federal financial participation (FFP), States had to meet a number of
requirements including increased staff levels and major facility renovations. Virginia
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not only enhanced the level of care at the two large facilities, but over the following five
years built three smaller facilities in different regions of the State.

The trend towards the use of smaller facilities continued as both Southside and
Central Virginia training centers began to reduce their populations through attrition —
restricted admissions, and accelerated community placement initiatives. -

In interviews with DMHMRSAS central office staff and program and adminis-
trative staff in the five facilities, the retrenchment of large State-operated institutions
was described as a part of a national trend to enhance the quality of life of persons who
are mentally retarded.

However, an unintended consequence of this policy was the introduction of
significant diseconomies in the operation of ICFs/MR. This is most evident when the data
on indirect, or non-patient care costs are examined (Figure 33). In 1990, more than three

Figure 33
Indirect Cost in State-Operated ICFs/MR

INDIRECT COST AS A PEFiCENT OF TOTAL COST

i

Comnl Swﬂlside Northem Southeast Southwest
Factlmes v1C viC vic vic

ANNUAL GROWTH PER RECIPIENT, 1983-1990

All Central  Southside Northern Southeast Southwest
Facilities V1C Vv1C VviC ViC V1C

Source: JLARC staff analysis of data collected from cost reports provided by DMHMRSAS staff.
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of every 10 dollars spent on care for the mentally retarded in State-operated institutions
were for indirect costs. This includes administration, buildings and ground work, power
plant services, housekeeping, laundry, food service and salaries of personnel in these
areas.

Differences in the amount of indirect costs by facility indicate that these
expenditures range from 29 percent of total costs in Southside Virginia toover 37 percent
in Northern Virginia. As a portion of total expenditures, DMHMRSAS staff point out that
indirect costs in the ICFs/MR are consistent with national standards. However, the
diseconomies which are present in the operation of these facilities are evident when the
expenditures for indirect costs are adjusted by the number of residents in the facilities.
Since 1990, the average annual growth in indirect costs per recipient has exceeded double
digits for all five facilities. In one facility, the increase has averaged 15 percent.

Federal Government Might Oppose Consolidation. DMHMRSAS staff point out

that the national trend in care for persons who are mentally retarded is towards smaller
facilities and community-based care. Although there are no federal laws that would
prevent a state from establishing a larger facility, staff indicated that such an attempt
. would likely generate strong opposition from HCFA and the Justice Department. One
DMHMRSAS staff member indicated that the Justice Department is presently evaluat-
ingone of the State’s smaller facilities and could require that facility to double the amount
of staff. If the State attempted to increase the size of any of its facilities through
_ consolidation, this staff person was certain that it would be opposed by the federal
government.

Recommendation (4). The Joint Commission on Health Care may wish
to request DMHMRSAS to conduct a study of whether consolidation or other
methods which could contain the cost of ICF/MR services are feasible alterna-
tives for Virginia.

CONCLUSIONS

The reimbursement policies used by DMAS to fund the institutional services
which are supported by Medicaid provide the most effective mechanism for reducing the
cost of these services to the State. Using reimbursement policies as a tool to control
program spending is usually appropriate when the cost of a day of institutional care has
demonstrated rapid increases. Still, attention must be given to the federal law which
requires that the reasonable costs of certain long-term care facilities be reimbursed.

For nursing home care, the data examined in this study indicate that DMAS has
been reasonably successful in containing the costs of these services. At the same time,
the Department has modified its payment system for nursing homes in an attempt to
ensure access to care for persons with heavy care needs. This new system appropriately
considers most of the key factors which drive the costs of nursing home services.
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However, a final analysis of the potential costs of this system to the State cannot be made
until DMAS completes its work on efficiency indicators.

When devising a reimbursement system for State-operated ICFs/MR, no at-
tempt was made by DMAS to place payment caps or ceilings on these facilities other than
those established by the federal government. As a result of this decision, these facilities
are typically reimbursed at rates that are substantially higher than other long-term care
providers. Still, if the rates for these facilities were reduced, it is likely that State general
fund expenditures for persons who are mentally retarded will have to be increased.
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V. Use of the Community Care Alternative

Although institutional services are still the predominant form of long-term care,
during the past decade, community care hagbeen widely heralded as a more cost-effective
alternative. Stateimplementation of community care programs has shown that this form
of care can effectively substitute for the more expensive institutional care. Aside from
its monetary advantages, many claim that community care is preferable becauseit allows
individuals to maintain a better quality of life than could be realized in an institution.

Medicaid provides states with a number of options for developing community
care programs through Section 2176 of the Omnibus Budget Reconciliation Act of 1981.
Section 2176 allows the Health Care Financing Administration (HCFA) to waive certain
Medicaid requirements regarding the amount, duration, and scope of services provided.
One requirement of this provision is that the costs of services provided in the community
do not exceed the cost of institutional care. Specifically, states are required to target
services provided under the 2176 waiver program to only those people who are at-risk of
institutional placement.

Some questions have surfaced about Virginia’s waiver program for elderly and
disabled Medicaid recipients. Specifically, concern has been raised that the waiver
services are not cost-effective when offered to people who have heavy care needs or
require services over extended periods of time. This study found that, in almost all
circumstances, the waiver services are less expensive. However, it appears that these
services are not properly targeted and therefore may have actually increased Medicaid
spending by as much as $16 million.

The waiver services that are provided to the mentally retarded have not been
as well developed as those provided to the aged and disabled. While the authority for
implementing community services as an alternative to institutional placement for the
mentally retarded has existed since 1981, the State did not develop such a program until
1991. However, it is unclear whether earlier participation in the waiver program would
have allowed significant reductions in overall Medicaid expenditures on the mentally
retarded.

This chapter presents the results from an analysis of cost of personal care and
nursing home services. Additionally, findings from an evaluation of the pre-admission
screening practices of local assessment teams are also discussed. Finally, an assessment
is made of the potential cost-effectiveness of the waiver program for the mentally
retarded.
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COMMUNITY CARE AS AN ALTERNATIVE
TO NURSING HOME PLACEMENT

Virginia’s first waiver request for long-term care was submitted to the federal
government in 1982. This waiver is targeted towards the elderly and disabled and is
intended to be used in lieu of nursing facility placement. The State began providing
services under this waiver program in 1983. Since that time, the scope of services that
are provided have been expanded. Currently, the elderly and disabled waiver program
serves more than 5,000 people. The average length of services provided is 31 weeks.

Because waiver services are intended to serve as an alternative to institutional
placement, only those people who are at-risk of institutionalization should receive them.
Accordingly, before being approved for waiver services, the applicant’s risk for nursing
home placement is assessed through a comprehensive pre-admission screening process.
The process incorporates the use of a structured assessment instrument which is used
to determine whether the individual meets nursing home level of care criteria. The
effective implementation of this screening process is a key factor in determining whether
individuals are being appropriately placed in community care.

The primary focus of the elderly and disabled waiver program is on providing
personal care serviceS. These services have been covered by the waiver since its
inception. In recent years, however, additional services have been included under this
program. Currently, the elderly and disabled waiver program offers personal care, adult
day health care, and respite care.

Persongl Care. Personal care services are defined as long-term maintenance or
support services which are necessary in order to enable an individual to return or remain
at home rather than enter a nursing home. The service is designed to help people who
have functional disabilities perform routine activities of daily living (ADL). This may
include assistance with such things as personal hygiene, getting into and out of bed, meal
preparation, and shopping. The focus of the personal care program on ADL dependency
is predicated on the assumption that it is the decline in an individual’s ability to perform
these functions that will lead to nursing home placement.

Personal care services are provided by personal care aides who are employed by
private companies and local area agencies on aging. The personal care aide goes into the
Medicaid recipient’s home to assist the individual in performing various ADLs. The
amount of time the aide spends in the recipient’s home can vary based on an assessment
of the recipient’s needs.

Adult Day Health Care. Adult day health care, like personal care, is designed

to assist the individual with routine activities of daily living. The primary difference
between the two types of services is the setting in which they are provided. While
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personal care is provided in the recipient’s home, adult day health care takes place
outside the home in a licensed adult day care center.

The range of services provided to each individual receiving adult day health care
varies. However, DMAS requires that, at a minimum, each center must provide: nursing
services, rehabilitation services coordination, transportation, nutrition, social services,
and recreation and socialization services.

Respite Care. Unlike the other waiver programs, respite care is not targeted
directly to the Medicaid recipient. Rather, the service focuseson the recipient’s caregiver.
The caregiver is generally a family member or friend who lives with and takes care of the
recipient. The intent of this waiver is to prevent the caregiver from becoming “burned
out” from providing continuous care to the recipient.

Respite care offers the caregiver either episodic or routine relief from the
continuous care demands of the patient. Routine relief may include sending an aide to
relieve the caregiver once a week. Episodic relief may be provided for one week a year
and would enable the caregiver to take a vacation. The service is typically provided by
the same agencies that provide personal care services.

Because the waiver program is intended to be an alternative to nursing home
placement, only those people who are at-risk of institutionalization should receive these
services. These are people who meet established nursing home level of care criteria, but
who have a support structure in the community that will allow them to remain in their
homes with the assistance of the personal care aide. In order to ensure that long-term
care applicants meet this criteria, DMAS has established an extensive pre-admission
screening process.

The pre-admission screening function was originally developed in the l1ate 1970s
for the purpose of ensuring that individuals placed in nursing homes actually require
that level of care. In 1982, with the introduction of the waiver programs, pre-admission
screening was extended to people seeking waiver services. The assessment process
serves as a gatekeeping mechanism designed to ensure that inappropriate placements
tolong-term care are not made. In this sense, the process is crucial in ensuring the cost-
effectiveness of the waiver program.

Pre-admission Screening Committees. The pre-admission screening process is
conducted by screening committees using a standardized assessment instrument. The
screening committees can be either hospital or community-based. Pre-admission
screening is organized at the community level through cooperative agreements with the
local health and social services departments. These local screening committees are
typically made up of a local social service worker and a health department nurse and
physician. Local screenings are initiated when an applicant applies for long-term care
services.
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Once a request for pre-admission screening is made, the social service worker
and the nurse will visit the applicant’s home. During this visit, the screeners meet with
the applicant and the applicant’s caregiver and collect information to complete the
assessment instrument. Once all the pertinent information has been collected, the social
service worker and the nurse review their findings to determine whether nursing home
or community-based care is appropriate. They will then make a recommendation to the
physician who is responsible for reviewing and approving the recommendation.

Hospital screening committees are formed when a long-term care applicant is
applying for care while in a hospital. DMAS currently contracts with 88 hospitals to
perform screenings. The two prescribed members of the hospital screening committees
are a discharge planner and a physician. Hospital screening committees utilize the same
pre-admission screening instrument as community-based screeners. However, the
instrument is completed in the hospital. Hospital screeners do not visit the homes of the
applicants. Typically, it is the responsibility of the discharge planner to complete the
entire assessment, although they may receive input from nurses or others who have
worked with the applicant. The physician is responsible for reviewing and approving the
instrument. ' :

Assessment Instrument. The assessment instrument utilized by the screening
committees was developed by the Long-Term Care Assessment Training Center at
Cornell University. The instrument is designed to assess the applicant’s overall medical,
social, and functioning status. Accordingly, the instrument is divided into three major
components. '

The first part of the assessment instrument focuses on demographics. In this
section, the screeners collect information on such things as the applicant’s age, sex,
marital status, emplovment, and living arrangements. Also in this section, information
is collected on whether the applicant’s social support is willing and able to provide
assistance with certain activities of daily living.

The medical component of the assessment instrument focuses on such things as
impairments of speech, hearing, and vision. It also addresses whether the applicant has
fractures or dislocations, missing limbs, and paralysis. The screeners must collect
information on the onset of the medical problems and whether there are any rehabilita-
tion needs associated with the condition.

The final component of the assessment instrument involves the applicant’s
functional status. It is this section that plays the most crucial role in determining
whether or not someone meets nursing home level of care criteria. In order to assess an
individual’s functional status, the screeners collect information on the degree of assis-
tance that the applicant requires in performing the following activities of daily living:
bathing, dressing, toileting, transferring (i.e., getting in and out of a bed or chair, etc.),
bowel function, bladder function, eating and feeding, overall mobility, walking, using a
wheel chair, and stairclimbing. In addition, an assessment is made of the individual’s
- behavior patterns, orientation, and ability to communicate.
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The information that is collected during the assessment process will ultimately
be translated by the screening committee into general service needs in eight primary
areas. From this, the screening committee makes a decision as to whether the individual
meets nursing home level of care criteria and, if so, what would be the most appropriate
placement.

COST-EFFECTIVENESS OF PERSONAL CARE

While community care is generally recognized as a less expensive alternative to
nursing home placement, there has been some question about whether it is always cost-
effective. There is concern that when the cost of providing ancillary services, such as
hospital care and physician services, is added to the cost of providing both waiver and
nursing home services, the community alternative may be more expensive for some
groups of recipients.. »

In order to assess whether this occurs in Virginia, an analysis was conducted to
compare the total cost of personal care services to the total cost of nursing home services.
The results of this analysis suggest that even when ancillary services are considered,
community care remains a less expensive form of care. Moreover, the cost of providing
personal care services remains less than the cost of nursing home services even after
.controlling for the recipient’s level of functioning and the length of stay in the Medicaid

program. v

In the ten years since the waiver programs were first implemented, extensive
evidence has accrued illustrating the cost-effectiveness of these services. State partici-
pation in the program is conditioned upon demonstration to the federal government that
the state’s average per capita expenditure for the waiver programs does not exceed the
cost of nursing home care. Because average annual per-capita expenditures on personal
care are typically about 43 percent less than for nursing homes, this has not been difficult
for most states to prove.

Federal policy requires states to demonstrate that personal care services
continue to be less costly than nursing facility care when the ancillary costs associated
with the two types of care are considered. The formula, which must be approved by
HCFA, contains estimates of these ancillary costs and annual reporting must continue
to show the combination of both personal care and ancillary costs are less than the
combination of nursing facility care and ancillary costs.

Concern has been expressed that personal care recipients may require more
ancillary services, such as hospitalization and physician services, than their nursing
home counterparts. The cost of these services is believed to drive up the cost of
community care. In addition, questions have arisen about whether personal care
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remains less expensive when patient characteristics and length of stay are accounted for.
The formula used by DMAS is not adequate for addressing these questions as it is based
on differences in the average cost of care for the two types of services for one fiscal year.

To address these concerns JLARC staff analyzed automated data from DMAS’
long-term care information system (LTCIS), payment files, and recipient eligibility files.
Specifically, JLARC staff collected data on patient characteristics, payments, and length
of stay for all personal care and nursing home recipients who entered care in 1986 and
were discharged from care by 1990. The cost of providing care was tracked along with
changes in patient characteristics in order to determine the cost-effectiveness of commu-
nity care.

While receiving personal care or nursing home services through Medicaid,
recipients will often require other types of services funded by the program. These services
include such things as hospitalization, transportation, home health, physician services,
outpatient services, dental, and lab services. It has been stated that the cost of providing
these ancillary services is greater for personal care recipients because they are not
_ located in a setting that provides around-the-clock professional care. Proponents of this
view suggest that nursing home recipients are less likely to require such services because
these facilities are better equipped to handle medical needs.

Ascan be seenin Table 7, JLARC analysis of DMAS data shows that the average
cost per day for ancillary services provided to personal care recipients is significantly
higher than for nursing home residents. The differences in hospital and physician
expenses appear to be the most substantial. The cost per day for hospital expenses is
almost four times greater for personal care recipients than for nursing home recipients.
Physician expenses are more than five times higher per day. These differencesin cost per
day appear to support the theory that the cost of ancillary services is greater for personal
care recipients.

K D.m y E . l. II £! .]] S .

In order to determine what type of ancillary services appear to have the largest
impact on total Medicaid spending for these services, the cost of each service as a percent
of total ancillary costs was calculated (Figure 34). Several key differences emerge when
the data are examined. Most notably, the use of pharmacy services is significantly higher
among nursing home residents. Fifty-five percent of total ancillary costs can be
attributed to pharmacy expenses for this group of recipients.

This could reflect the absence of restrictions on drug usage in nursing homes at
that time. When the cohort used in this analysis began receiving Medicaid in 1986, the
nursing home reforms which. limited the use of psychotropic drugs had not been
implemented. A common nationwide practice in the industry was to sedate the residents
so they could be more easily managed.
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Table 7

Average Medicaid Cost per Day of Care by Type of Service
for Recipients Who Entered Personal Care or a Nursing
Home in 1986 and Were Discharged by 1990

Average Cost Per Day
Pharmacy $2.86 $2.57 $ .29
Physician $ .77 $ .16 $ .61
Transportation $ .87 $ .27 $ .60
Hospital $3.99 $1.05 $2.94
Outpatient Services $ .60 $ 45 $ .15
Home Health $1.93 NA
Other : $1.19 $ .11 $1.08

Note: This analysis was based on the universe of persons who begin receiving Medicaid payments for personal care
or nursing home services for the first time in 1986. To account for differences in utilization, the calculation
of average cost per day includes zero values.

Source: JLARC analysis ofDepartmerit of Medical Assistance Services’ claims data for calendar years 1986
through 1990.

Figure 34

Cost per Ancillary Service, as a Percent of
Total Cost of Ancillary Services

PERSONAL CARE *  NURSING HOME

Source: JLARC analysis of the Department of Medical Assistance Services' claims and eligibility data.
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For personal care recipients, analysis indicates that hospital expenses account
for the greatest portion of ancillary expenditures. Thislends credence to the concern that
there is a higher rate of hospitalization among personal care recipients than nursing
home residents.

While it appears that personal care recipients incur greater expenses for
ancillary services than their nursing home counterparts, further analysis was conducted
to determine whether these differences caused personal care to be more expensive for
some categories of individuals.

The initial step in this analysis was to determine the cost of providing care
controlling for the recipient’s ADL status. As noted above, ADL status is considered the
primary indicator of whether someone will require nursing home level of care. Itis also
crucial in determining the intensity of the services that the individual may require.

Therefore, differences in ADL status were considered based on concerns that as
a recipient’s functional needs increase, it may become more costly to provide personal
care services than nursing home services. This would be due to the greater need for the
personal care recipient — who is not receiving full-time professional care — to utilize
ancillary services and to require additional hours of personal care service.

To account for ADL status, an algorithm created by DMAS was used to place
long-term care recipients in various ADL categories. These categories are used by DMAS
to, among other things, determine the number of personal care hours an individual
requires. The first category includes individuals who are dependent in zero to six
activities of daily living. These people would be considered the least functionally
dependent. The second category is made up of recipients who are dependent in seven to
12 ADLs. The third category includes people who are dependent in nine or more ADLs
and who also require some form of specialized care. This could include wound care,
specialized feeding, or rehabilitation for conditions such as paralysis, quadriplegia, or
multiple sclerosis.

This analysis shows that even when functional status is considered, personal
care remains less expensive than nursing home care. As can be seen in Table 8, the total
Medicaid costs of nursing home care including payments for ancillary services is more
than $11 per day higher than the costs of personal care. Moreover, for all three categories
of ADLs, the average cost of personal care is less than for nursing home care.

For example, the Medicaid cost of care for recipients in nursing homes with the
most extensive care needs is 45 percent greater than the cost for a similar group of
recipients receiving personal care services. This suggests that functional status has no
impact on the cost-effectiveness of personal care services.
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Table 8

Average Medicaid Cost per Day of Care by
Type of Service and Recipients’ Functional Status

] Average Cost Per Day
ADL Dependency Personal Nursing

Category Care

" Total Cost ‘ $29.77 $40.86
Oto6 $32.76 $42.45
7 to 12 $26.97 $39.51
9 or more and
special Care $32.34 $47.19

Notes: This analysis was based on the universe of persons who begin receiving Medicaid payments for personal
care or nursing home services for the first time in 1986. The calculation of average costs for both nursing
home and personal care includes Medicaid payments made for all other ancillary services.

Source: JLARC staff analysis of Department of Medical Assistance Services’ long-term care file and claims data,
1986 through 1990.

In order to assess whether personal care becomes more costly than nursing
home care over time, the average cost of each type of care was examined controlling for
the length of stay of the recipient in the program. As can be seen in Table 9, it does not
appear to be more costly over time to serve personal care recipients.

Personal care does, however, appear to be more expensive for people whoremain
in care for less than a year. This may be due to the nature of the problem that forced them
to seek care. If the need for long-term care was precipitated by a sudden illness, for
example, the care needs may be greater during the initial periods of illness, before the
individual’s condition stabilizes. This would increase the recipient’s need to utilize
ancillary services provided through Medicaid.

In fact, after controlling for length of stay, it appears that ancillary costs have
a more significant impact on the total cost of providing care during the first year, than
during any other year. This is particularly true for personal care recipients. As can be
seen in Figure 35, ancillary costs make up almost three-quarters of the total cost of
personal care for people whoare in the program for less than one year. However, ancillary
costs as a percent of total costs decrease significantly in subsequent years.
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Table 9

Average Medicaid Cost per Day of Care
by Type of Service, Controlling For

Length of Stay
Average Cost per Day
Length of Personal Nursing

Stay (vears) Care Home Care
Total Costs $29.77 $40.86
Less than 1 $54.57 $51.76

1-2 $25.90 $38.45

2-3 $28.58 $37.60

3-4 $30.01 $39.53

4-5 $26.80 $41.11

Notes: This analysis was based on the universe of persons who begin receiving Medicaid payments for personal
care or nursing bome services for the first time in 1986. The calculation of average costs for both nursing
home and personal care includes Medicaid payments made for all other ancillary services.

Source: JLARC staff analysis of Department of Medical Assistance Services’ long-term care file and claims data,
1986 through 1990,

. Personal Care
[ ] Nursing Home
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TARGETING PERSONAL CARE SERVICES

Although personal care is a more cost-effective form of care than nursing home
placement, it will remain so only aslong as services are appropriately targeted. The cost-
effectiveness of personal care is dependent on targeting in two ways. First, the targeting
process must ensure that only those people who are at imminent risk of nursing home
placement receive personal care. Secondly, for people who are at-risk of institutional
placement, personal care must be consistently offered as an alternative.

It appears, however, that in Virginia, some of the savings that can be realized
by implementing personal care are lost due to the ineffective targeting of these services.
Research for this study indicates that a significant number of people currently receiving
personal care services would not have entered a nursing home if the waiver services were
not available. Moreover, there is evidence that inconsistencies in the screening process
lead many people to nursing homes who could have been less expensively served in the
community.

The waiver program was established in an effort to contain the cost of Medicaid-
provided long-term care. Accordingly, federal regulations stipulate that services pro-
vided under the waiver can only be offered to people who would have otherwise entered
a nursing home. Without this provision, the increase in the number of people who are
served by the waiver program could potentially offset the savings that are achieved by
providing a less expensive form of care.

Although the personal care program was established as a more cost-effective
alternative to institutional placement, studies conducted in other states suggest that as
many as two-thirds of personal care recipients would not have entered a nursing home
if personal care had not been offered. Typically, these individuals do met the criteria for
nursing home placement but because of the availability of family support, were not at-
risk of institutionalization at the time personal care services were offered. What appears
to have happened is that the advent of personal care created supply-induced demand. In
other words, people who have no intention of entering a nursing home become aware that
personal care services are available. As a result, they apply for the services so that they,
or their families, can receive some assistance.

Because of the implications this can have for the cost of Medicaid long-term care,
JLARC staff conducted a survey to determine whether the same phenonomenon could be
observed in Virginia. The results of the survey indicate that Virginia’s personal care
program does, in fact, serve a substantial number of people who were not at-risk of
institutional placement. Specifically, 57 percent of personal care recipients would not
have entered a nursing home if personal care were not offered.

105



Survey of Caregivers. In order to assess the adequacy of DMAS’ process for
targeting waiver services to only those people who are at-risk of nursing home placement,
JLARC staff conducted a telephone survey of the people who were designated as primary
caregivers for personal care recipients. The primary caregiver is the person who has
agreed to be available to provide care to the recipient when a personal care aide is not in
the home. Most often, the primary caregiver is a member of the recipient’s family; such
as a son or daughter or a niece or nephew.

The survey was designed to determine whether, in the absence of personal care,
the recipient would have had to enter a nursing home. JLARC staffsurveyed the primary
caregivers instead of the recipients themselves because of a concern that although the
recipients may indicate that they have no intention of entering a nursing home, they
would actually be forced to do so because of a lack of support in the home. By targeting
the survey to those persons who would provide the support, JLARC staff were able to
determine whether it would be feasible for the personal care recipient to remain at home
in the absence of personal care. The universe for the survey of caregivers was all
recipients who were receiving personal care services in April 1992.

To achieve a sampling error of five percent, 380 primary caregivers needed to
be surveyed. To allow for non-responses, 450 cases were randomly selected from the
universe of 5,161 personal care recipients. In order to obtain the names of the caregivers,
JLARC staff sent data collection instruments to the 119 personal care agencies that
provided services to the recipients in the sample. The agencies were asked to provide the
name and phone number of the recipient, as well as information on the types of services
provided and the number of hours of personal care provided.

DMAS Policy on Eligibility for Personal Care. DMAS policy is explicit about who

should receive personal care services. The DMAS personal care manual states:

In order to ensure that Virginia’s Personal Care Waiver Program
services only individuals who would otherwise be placed in a nursing
home, Personal Care services can be considered only for individu-
als who are seeking nursing home admission or forindividuals
who are at imminent risk of nursing home admission. Personal
care services must be the critical service that enables the individual to
remain at home rather than being placed in a nursing home. [Empha-
sis in DMAS policy manual. ]

According to this policy, it is possible for someone to meet the nursing home level
of care criteria, but not be considered appropriate for personal care because their social
support structure is such that the applicant is not at imminent risk of nursing home
placement. While DMAS policy is explicit on this issue, it appears that the agency has
been unsuccessful in targeting its personal care services accordingly.

Survey Results. In order to determine whether the recipients in the sample were

‘truly at “imminent risk” of nursing home placement, JLARC staff asked the caregivers
what they would do if Medicaid did not offer personal care services. As can be seen in

106



Figure 36, 57 percent of the survey respondents stated that they would not place the
recipient for whom they provide support in a nursing home. Only 31 percent of the
respondents indicated that they would be forced to place the recipient in a nursing home.
The remaining 12 percent did not know what they would do in the absence of personal
care.

JLARC staff also attempted to determine the proportion of Medicaid recipients
who apply for Medicaid seeking personal care. Thirty-eight percent of the caregivers
surveyed said that the person for whom they were providing care was hoping to receive
personal care services at the time they applied for Medicaid long-term care. Of those
caregivers who stated that they would not place the Medicaid recipient they were caring
for in a nursing home, 39 percent said that the recipient was seeking personal care
services at the time he or she applied for Medicaid.

Screening Committees Unclear on DMAS Policy. It appears that part of the
targeting problem is that the policy of offering personal care to only those people who are

seeking nursing home placement has not been made clear to the pre-admission screening
committees. Over the course of the study, JLARC staffinterviewed members of both local
and hospital pre-admission screening committees. During these interviews, most
screening committees indicated that they would continue to seek personal care for people
who refused nursing home care.

pers( s responded to the JLARC telephone survey ot‘ primary cm-egwers
95 pement level «of confidence; the sampling error for the proportion of reclplents who reunved
: rvices because ofnnatargetmg is plus or minus 6 pement
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Members of eight of the 14 local screening committees interviewed by JLARC
staff said that if an applicant indicated to them that they would refuse to enter a nursing
home, the screening committee would still attempt to place them in personal care. When
one screening committee was asked whether the committee would deny personal care
services to an applicant who refused to enter a nursing home, a screening committee
member stated: -

We can’t do that. If people hear about personal care, we cannot deny
them the service if they refuse to go into a nursing home. We look only
at whetherthe person meets the level of care criteria. If they meet the
criteria, then we offer the services.

Most of the hospital screening committees that were interviewed expressed the
same sentiment. Staffon five of the eight hospital screening teams visited by JLARC staff
stated that they would also attempt to place applicants in personal care if they refused
to go into a nursing home.

It appears that many screening committees’ primary focus in determining
whether personal care should be offered is on whether or not the individual meets the
nursinghomelevel of care criteria. Aslong as the applicant meets these criteria and could
be safely served in the community, personal care will be offered. Social support is only
considered to determine whether the individual’s needs will be met when a personal care
aide is not in the home. It is not considered from the standpoint of whether the level of
support that is available to the individual is sufficient to the extent that the person may
not require personal care services at all.

Implications of Survey for Persongl Care Expenditures. The results of the

survey have a great deal of significance in terms of overall long-term care expenditures.
The projected total amount of personal care expenditures for recipients in the sample is
$29.5 million (plus or minus $1.4 million due to sampling error). The projected cost of
providing personal care to people who were mistargeted is $16.2 million. (This amount
could be as high as $19 million or as low as $13.5 million due to sampling error.)

DMAS Attempts to Clarify “Imminent Risk.” For the last year DMAS officials

have been concerned about the nursing home criteria and whether those people who were
receiving personal care services were actually at-risk of nursing home placement. On
August 17, 1992, the Secretary of Health and Human Services submitted for the
Governor’s signature, emergency regulations that clarified DMAS policy regarding who
is to be considered at imminent risk of nursing home placement. The Governor signed
the emergency regulations on August 27, 1992.

The new policy requires that screening committees document that the indi-
vidual is at imminent risk of nursing facility placement by finding that one of the
following conditions is met:

* application for the individual to a nursing facility has been made and
accepted;
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¢ the individual has been cared for in the home prior to the assessment and a
deterioration in health care condition or change in available support has
occurred which prevents former care arrangements from meeting the
individual’s need;

* there has been no change in condition or available support but evidence is
available that demonstrates that the individual’s medical and nursing needs
arenot being met. Examples of such evidence may be, but shall not necessarily
be limited to: (1) recent hospitalization, (2) attending physician documenta-
tion, or (3) reported findings from medical or social services agencies.

It appears that the new regulations could have a positive impact on the ability
of pre-admission screening committees to effectively target personal care services to only
those people who would have otherwise entered a nursing home. It is crucial, however,
for DMAS to communicate to the screening committees the importance of their assess-
ment of the extent to which an applicant’s needs can be met through existing informal
care networks. Because screening committees appear to have misinterpreted DMAS
policy on this issue in the past, it would be useful for DMAS to conduct training for all
screening committee members on their new policy.

Recommendation (5). The Department of Medical Assistance Services
should conduct training for screening committees responsible for implement-
ing the new policy on documenting who is considered at imminent risk of
nursing home placement. Over the course of this training, DMAS should stress
to the screening committees that their assessment of the extent to which the
recipient’s needs can be met through informal care networks is an integral part
of the placement decision. '

P ] Care Services Not Utilized as F 1y as Possibl

Offering services to people who are not at-risk of nursing home placement can
significantly drive up the cost of long-term care services. Another way in which targeting
can affect the overall cost to the State of long-term care is when people who should be
offered personal care are instead steered into a nursing home.

Because personal care is a more cost-effective form of care than nursing home
placement, personal care services should be offered as an alternative to nursing home
placement whenever possible. This means that anyone who meets nursing home level
of care criteria, has an adequate support structure in the community, and is actually at-
risk of nursing home placement, should be given the option of choosing community care
as opposed to institutional placement. If personal care is not consistently offered as an
alternative, the State could end up incurring greater expenses on long-term care than
necessary.

Discussions with screening committee members and DMAS staff suggest,
however, that there is some question as to whether people who meet the criteria for
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personal care are consistently being offered the service. Specifically, it appears that
hospital screening committees make far more recommendations for nursing home
placement than are made by community-based screening committees. Both DMAS staff
and screening committee members have expressed concern that hospital screening
committees are much more reliant on nursing homes than necessary.

Factors Contributing to Inconsistency in Placements. A variety of factors have

been mentioned as possible contributors to this apparent bias on the part of hospitals
towards nursing home care. During JLARC staff interviews with both hospital and local
screening committees, committee members were asked whether they believed that the
structure of the screening process is such that two different screening committees,
evaluating the same individual, would arrive at the same conclusion as to the most
appropriate placement. :

Most screening committee members agreed that overall the screening process
is sufficiently objective to ensure that two committees of the same type would make
similar recommendations. However, concern was expressed that there may be inconsis-
tency in the conclusions reached by hospital- and community-based committees. Specifi-
cally, some screening committee members suggested that hospital screening committees
are more likely to recommend nursing home care as opposed to community care.

Some committee members stated that this potential inconsistency could be due
to the fact that hospital screeners do not visit the homes of potential long-term care
recipients. As a result, their assessment of the adequacy of social support is not as
thorough as that of the community-based screeners.

Others have suggested that the setting in which the assessment is carried out
is such that applicants in hospitals appear to be more functionally dependent than they
really are. One screening committee member pointed out that people in the hospital are
often told not to attempt to perform routine activities of daily living, such as toileting or
transferring, on their own. Rather, they areinstructed to wait for help from hospital staff.
Although this does not reflect their actual ability to perform these functions once released
from the hospital, screeners may only be considering functional status prior to release.
This could impact how dependent the people in hospitals appear and could overstate their
care needs. ' '

In response to this, emergency nursing home regulations took effect September
9, 1992 requiring that the “rating of functional dependencies be based on the individual’s
ability to function in a community environment, not including any institutionally
induced dependence.”

Finally, some screening committee members have concluded that many physi-
cians are predisposed to recommending nursing home placement and cannot be con-
vinced that personal care is a viable alternative. Thus, the screening committees
recommendation may be swayed by the bias of the physician who must sign off on the
' assessment instrument. A
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DMAS Examination of Hospital Screening Committees. DMAS staff have also

expressed concern about the tendency of hospital screening committees to place persons
in nursing homes when personal care services may have been a suitable alternative.
Based on statistics collected over past few years, DMAS staff compiled data to compare
the percent of recommendations to community care between hospital and community-
based screening committees.

As can be seen in Figure 37, DMAS data show that the percent of recommenda-
tions to personal care made by hospital screening committees was significantly less than
the percent made by community-based screening committees. In FY 1991, hospital
screening committees screened a total of 10,856 people for long-term care. Of these,
* community-based care was recommended for only 17 percent of the cases. Community-
based screening committees, on the other hand, recommended personal care for 42
percent of the 7,325 people they screened.

One possible explanation for the discrepancies in placement rates, that was not
considered by DMAS,; is that there are actual differences in the types of people who are
screened by hospital and community-based screening committees. If, for example, the
long-term care applicants in hospitals are more functionally dependent and have less
social support, then it would be appropriate for hospital screening committees to make
more recommendations for nursing home placements than their community-based
counterparts.

Figure 37
Placement Recommendations Made by Hospital-
and Community-Based Screening Committees

HOSPITAL-BASED COMMUNITY-BASED
(N=10,586) Authorized to {N=7,325)

N

Diverted from
Long-Term Care

Authorized to
Community-Based
Care

Source: Department of Medical Assistance Services.
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Multivarigte Analysis of Placement Decisions. In order to examine this issue,
JLARC staff attempted to determine the probability of being placed in a nursing home

after controlling for such factors as functional status and the willingness and ability of
an applicant’s caregivers to provide support. To do this, JLARC staff constructed a
multiple regression model that simultaneously controlled for the effects of both of these
factors, as well as the source of the screening (hospital or community-based screening
committee). The analysis included everyone screened for long-term care services for the
first time in calendar year 1991.

The results of the analysis show that there does appear to be some inherent bias
on the part of hospital screening committees towards placing people in nursing homes as
opposed to personal care. Specifically, as can be seen in Table 10, after accounting for the
availability of social support and the individual’s functional status, hospital screening
committees are still 25 percent more likely than community-based committees to place
long-term care applicants in a nursing home. This suggests that hospital pre-admission
screening committees are predisposed towards making recommendations for nursing
home placement.

Implications for Long-Term Care Expenditures. Because approximately 60
percent of pre-admission screenings are conducted by hospital as opposed to community-
based screening committees, the implications that mistargeting could have for the cost
of long-term care are great. The average annual per capita expenditure on personal care
is approximately 43 percent of the cost of nursing home care. Thus, the State could be
spending significantly more on long-term care than is necessary.

Table 10

Factors Which Impact The Placement Recommendations
Made by Screening Committees

Standard
Yariable Coefficient Impact
Availability of Support -.45 Strong
Light Care Needs -11 Weak
Heavy Care Needs .02 Weak
Source of Screening 25 Strong
R? ‘ .36

Note: The dependent variable was a dichotomous variable indicating the type of placement recommendation
(0 = personal care, 1 = nursing home). If a hospital conducted the screening, the variable "Source of
Screening” was given a value of 1, otherwise it was given a value of 0. The standardized coefficients reported
for each independent variable represent the marginal probability of nursing home placement. The R? value
represents the total amount of variation that was explained after all of the independent variables were
added to the model. Because the dependent variable was a dichotomous variable, the parameters were
recalculated using logit analysis. The findings were consistent with those reported in this table.

_ Source: Data for this analysis came from the Department of Medical Assistance Services’ Long-Term Care
Information System.
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Alternatives for Eliminating Bigs. In response to an analysis, which began
subsequent to this study, DMAS is considering two alternatives to eliminate the

potential problems created by the apparent bias of hospital screening committees.
According to DMAS:

Hospitals continue to view themselves as self-contained entitites and
have little commitment to care of the patient after discharge. Hospital
discharge planners do not see themselves as part of the chronic care
community service network....Therefore, now is an appropriate time to
evaluate other alternatives.

The first alternative that is being considered is taking away the responsibility
for pre-admission screening from the hospital screening committees entirely. Under this
scenario, DMAS would contract with the community-based screening committees to take
over the screenings conducted by hospitals. However, DMAS points out that this may not
be feasible given the workload demands of local screening committees. Accordingly,
DMAS is also considering having the hospitals continue to assess patients, but have local
screening teams develop the post-discharge plan of care.

These issues are important because they impact the amount of money that
should be allocated for personal care services. As noted earlier, JLARC’s analysis
indicates that mistargeting has increased personal care spending by as much as $16
million. Because of the 50 percent federal match for State Medicaid spending, half of this
$16 million would be general fund dollars.

However, if DMAS establishes policies which improve targeting by hospital-
based screening committees, there would be an appropriate increase in demand for
personal care services. This would obviously decrease the amount of money which could
be reduced from the program. DMAS staff indicate that the actual savings in personal
care expenditures due to improved targeting would be $4 million. Half of this amount
would be State general fund dollars.

Recommendation (6). The Department of Medical Assistance Services
should evaluate the feasibility of contracting with community-based screening
committees to conduct either all or part of the hospital screening functions. If
the agency determines that some screening functions should remain with the
hospitals, it should also conduct a study to ensure that there are not other
potential inconsistencies in the way in which hospitals conduct screenings.

Recommendation (7). The General Assembly may wish to reduce
general fund appropriations for personal care. This reduction should be
between $2 million and $8 million depending on whether changes are made to
personal care rates and the ability of hospital-based screening committees to
divert more people to personal care. The General Assembly may wish to direct
the Department of Medical Assistance Services to prepare a full analysis of
alternartive levels of reduction for the personal care program, including the
potential impact on recipients.
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STATE COMMUNITY CARE SERVICES FOR THE MENTALLY RETARDED

While the federal waiver authority has been used todivert the aged and disabled
from nursing homes to a less expensive form of care over the past decade, the same has
not been true for the mentally retarded. Although the federal legislation that authorizes
waivers for the elderly and disabled also allows waiver services targeted towards the
mentally retarded, the State’s use of this authority has lagged.

The State submitted its first waiver request for services for the mentally
retarded to the federal government in 1986. However, according to officials in the
Department of Mental Health, Mental Retardation, and Substance Abuse Services,
(DMHMRSAS), the request was poorly developed and was denied by HCFA. It was not
until more than five years later that the State was able to obtain approval for the waiver
and begin implementing a waiver program that is designed to divert people from care in
intermediate care facilities for the mentally retarded (ICFs/MR).

It is difficult to determine what impact the State’s lack of participation in the
waiver has had on overall Medicaid expenditures for the mentally retarded. The scope
of this study, combined with the relatively short duration of time during which waiver
- services have been offered to the mentally retarded, prevented a detailed analysis of the
cost-effectiveness of community care for the mentally retarded.

However, it appears that the impact the waiver would have had on further
reducing the census in the State-operated ICFs/MR or on preventing new admissions to
these facilities is minimal. Moreover, there is no conclusive evidence to suggest that the
cost to the State of providing community care to the mentally retarded would always be
less than the cost of providing institutional care.

As with the elderly and disabled waiver, the waiver program for the mentally
retarded is intended to serve as an alternative to institutional placement. However, the
waiver program for the mentally retarded does not appear to be sufficient in scope to
address the total needs of people who are either currently in institutions or who are at-
risk of being institutionalized.

The services provided for the mentally retarded are offered under two separate
waiver programs. The first waiver is targeted towards individuals who reside in nursing
facilities who have been assessed and determined to require the level of care usually
provided in an ICF/MR. The second waiver is designed for people who reside in either an
ICF/MR or the community at the time of assessment for waiver services. Both waivers
were implemented in January 1991 and they have identical program structures.

While the waivers offer a variety of services, the focus of these services is
primarily on improving the individual’s functional status and does not address either
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domiciliary arrangements or medical needs. Four types of services are currently
provided under the waivers: (1) residential support, (2) day support, (3) habilitation, and
(4) therapeutic consultation. Waiver services are delivered by the 40 Community
Services Boards across the State, either directly or through contracts with private
agencies. «

Residential Support. Residential support is provided in the mentally retarded
individual’s home or in a licensed residence. It involves providing individualized
training, assistance, and supervision to enable the individual to maintain or improve his
or her health, development, and physical condition. This includes the monitoring of the
the person’s health status, medication, and need for medical assistance. In addition,
residential support may include training or assistance in routine activities of daily living
or training in the use of commuinity resources.

DaySupport. Day support encompasses training in intellectual, sensory, motor,
and affective social development. Among other things, this includes: self, social, and
environmental awareness; learning and problem solving; communication and self-care;
and use of community resources. Unlike residential support which provides assistance
in independent living skills training within a community integrated environment, day
support provides problem solving skills in a training environment such as a licensed
center.

Habilitation. Habilitation services are prevocational and supported employ-
ment forindividuals who have been discharged from a Medicaid certified nursing facility.
Prevocational services include training in skills which are necessary to prephre the
individual for employment, such as paying attention to a task and maintaining time
schedules. Supported employment provides special assistance that will allow a mentally
retardedindividual toenter and maintain employmentin work settings with nondisabled

people.

Therapeutic Consultation. Therapeutic consultation involves consultation by
specialists in speech, occupational and physical therapy, as well as psychological
services.

Evid f Cost-Effecti f Services is Lacki

Because of the limited scope of waiver services, it is unclear what ramifications
the State’s failure to participate in the Medicaid waiver program for the mentally
retarded, prior to 1991, has had on overall Medicaid expenditures. The steadily declining
census in the State-operated ICFs/MR, as well as the State’s policy of limiting new
admissions to State facilities, suggest that the number of people who could have been
removed or diverted from ICFs/MR had the waiver been in effect sooner, is minimal.

Decline in Training Center Census. Between 1971 and 1991, the number of
people served in State-operated training centers declined significantly. The average
daily census declined from 3,723 in fiscal year 1971 t0 2,626 in FY 1991 (Figure 38). This
represents a reduction of almost 30 percent.
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Figure 38

Average Daily Census in State-Operated
Institutional Care Facilities for the Mentally Retarded
(Fiscal Years 1971, 1976, 1981, 1986, and 1991)

Average Dally Census

FY71 FY76 FYst FY86 FY91

Source: JLARC analysis data from the Department of Mental Health, Mental Retardation, and Substance Abuse
Services.

A major reason for the decline has been State restrictions on new admissions.
Between 1971 and 1991, the number of new admissions to State-operated training
centers also declined significantly. In FY 1971, 81 percent of the persons entering
training centers were new admissions (Figure 39). By FY 1991, the percentage of new
admissions had declined to 32 percent. The reduction in the number of new admissions
to State-operated facilities suggests that the waiver program could not have been used
to divert a significant number of mentally retarded individuals from ICF/MR placement.

Cost-Effecti f Waiver Services Questionabl

As with the elderly and disabled waiver program, questions have also arisen
regarding whether waiver services are cost-effective for all groups of eligible persons who
are mentally retarded. Very little research has been done nationally on the cost-
effectiveness of community care for the mentally retarded. However, concern has been
raised that the cost to the State of providing waiver services may be higher for individuals
with severe or profound retardation or those who lack any informal support structure in
the community.

Level of Retardation. According to DMHMRSAS officials, the vast majority of
the mentally retarded in the State-operated ICFs/MR could be served in the community
if the appropriate mix of services were available. However, these officials maintain that
the existing array of community services would not meet the intense needs of the people
who are currently in ICFs/MR.
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Figure 39

Percentage of Admissions to Virginia Mental Retardation
Training Centers Which are First Admissions
(Fiscal Years 1971, 1980, 1985, and 1991)

FY71 FYso FY8S FY91

' Source: JLARC anpalysis of data from the Department of Mental Health, Mental Retardation, and Substance
Abuse Services.

Due to the State’s success in reducing the census in the ICFs/MR, most of the
people who remain are considered severely or profoundly retarded. Moreover, as noted
in ChapterII, current DMHMRSAS policy is tolimit non-emergency admissions to people
who fall into these two categories of retardation. The low functioning levels of these
individuals mean that many demand continuous, intensive supervision. Many of these
people also have medical conditions that warrant continuous monitoring. Thus, the
range of services that would be required is great and could not be met by the waiver
program alone.

For these reasons, staff in both ICFs/MR and local CSBs question whether the
care needs of these individuals are such that the cost of providing services in the
community could exceed the cost of providing care in a training center. Thisis also due,
in part, to the fragmented nature of services that would be provided in the community.
Because service needs would have to be addressed by a number of different entities,
coordination of services could be difficult and the cost of providing them may be excessive.

Lack of Informal Support. Concern has also been expressed that the cost to the
State of providing community care may be greater than institutional care for people who
do not have families that will provide lodging and informal support. If an individual does
not have a primary residence, then the State would be responsible for arranging for the
person to live in an adult home, a group home for the mentally retarded, or a foster home.
Because Medicaid does not pay for this type of residential care, the cost of providing a
residence, combined with the cost of the State’s match for the waiver program, could
exceed the cost to the State of providing institutional care.
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This problem is particularly relevant for Virginia’s ICF/MR population. The
average age of training center residents is 38 years. Many of these people have been in
the institutions for most of their lives and no longer have family members available who
could meet their informal care needs.

Recommendation (8). The Department of Mental Health, Mental Retar-
dation, and Substance Abuse Services should conduct a pilot study to deter-
mine whether waiver services for the mentally retarded could be cost-effec-
tively used to meet the needs of the severely or profoundly mentally retarded.

CONCLUSIONS .

Analysis of the cost of providing personal care services to the aged and disabled
suggest that, even when ancillary services are considered, personal care is a less
expensive alternative to nursing home care. While there is little data available to
determine whether the same would be true for the mentally retarded, it appears that
waiver programs would not produce similar costs savings.

, With regard to the aged and disabled, the cost-effectiveness of waiver services
is qualified by the ability of DMAS to correctly target the services. There appear to be
two problems with DMAS’ current targeting strategy that could impede the ability of the
personal care waiver program to reduce long-term care costs. First, DMAS has been
unable to ensure that only those people who are at imminent risk of nursing home
placement receive waiver services. As a result, over half of the people who have entered
the program should not be receiving the services.

In addition, there have been problems with ensuring that all those people who
could be effectively served in the community are offered this type of care. Specifically,
ineffective targeting may have resulted in a number of people being diverted from
community services who should have been offered them. Because of the cost-effective-
ness of personal care, this too could have a significant impact on overall long-term care
expenditures. : '

In order to ensure that Medicaid expenditures on community care are effectively
used, DMAS needs to improve its targeting in two ways. First DMAS should conduct
training for the screening committees to ensure that its policies are correctly imple-
mented. Secondly, DMAS needs to take action to eliminate the bias on the part of hospital
screening committees against the use of personal care services.

With regard to waiver programs for the mentally retarded, it is less clear that
these programs can be utilized to cut the cost of Medicaid long-term care. Because the
range of services authorized under the waivers is limited in scope, it is doubtful that the
programs can be used to significantly reduce the cost to Medicaid of providing services
to the mentally retarded. The mentally retarded individuals who are the most Medicaid
dependent are also those who could benefit least from the waiver services in and of
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themselves. These are people whose needs are such that the cost of the range of services
that would need to be provided in the community may exceed the cost of institutional care.
However, to determine more conclusively whether the waiver services could be used to
offset the cost to Medicaid of institutional care for the mentally retarded, DMHMRSAS
should conduct a pilot study on this issue.
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VI. The Reimbursement Process
for Community-Based Care

Although Medicaid expenditures for community-based care represent a rela-
tively small portion of total program expenditures, spending on these services has been
growing at a rapid rate of more than 70 percent since 1983. Partly as a result of this
increasing trend, there is a heightened interest in the policies used by the Department
of Medical Assistance Services (DMAS) to establish reimbursement rates for both home
health and personal care services.

A primary concern is whether these policies ensure patient access to commu-
nity-based care while encouraging a cost-effective delivery of services. Currently, the
State reimburses providers of home health care based on a fee for service system. With
this system, DMAS pays each provider a predetermined flat fee which varies according
to the type of visit that is provided each eligible recipient. To determine the actual rates
under this system, home health agencies are organized into different peer groups, and
fees are set for the providers in each group.

The methodology used by DMAS to establish the prospective rates does not
appropriately consider the key factors which influence home health costs. More
importantly, the methodology appears to result in fees that do not accurately represent
the cost of home health services. In addition, the decision to pay hospitals higherrates
for providing the same service as other operators does not appear justifiable.

Despite spending twice as much on personal care services, DMAS does not
collect any data on the costs of these services. This has raised questions about the
adequacy of the reimbursement rates for personal care. However, the absence of reliable
cost data from personal care providers prevents any systematic study of the cost of these
services for the purpose of establishing payment rates.

This chapter presents the results from JLARC’s analysis of the rate-setting
process for community-based care. Based on the results of this review, recommendations
are made to improve the reimbursement systems for some of the Medicaid-funded
community-based care services.

FEATURES OF THE HOME HEALTH REIMBURSEMENT SYSTEM

Prior to 1991, home health agencies were reimbursed through a retrospective
payment system. In this system, each provider was required to submit a cost report at
the end of the fiscal year detailing total expenses for the visits they provided. After
reviewing these reports, DMAS reimbursed these providers 100 percent of their allow-
able costs, subject to upper payment limits which were set by the Medicare program.
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This type of payment system has been criticized as promoting inefficiency in the
delivery of health care services. Because payments are linked directly to the reported
costs of the agencies, there is no incentive for the providers to seek economies in the
delivery of health care.

Recognizing this problem, DMAS switched to a prospective, flat-rate system of
reimbursement in July of 1991. Through use of a predetermined flat fee, DMAS reasoned
that it could establish stronger controls over home health expenditures, encourage
providers to be more efficient in the delivery of services, and eliminate the administrative
burden of reviewing cost reports. The next part of this chapter describes the key features
of the reimbursement system used by DMAS to purchase home health services.

Prospective flat rate payment systems are based on the concept that provider
reimbursement rates should be set at a level which reflects the costs of the most efficiently
operated agency. Without available measures of efficiency, an attempt must be made to
classify facilities into peer groups based on factors which influence the cost of operation.
One objective in grouping facilities is to ensure that any cost variations which may be due
to factors beyond the control of the providers are consistently accounted for.

Once this is done, various methods can be used to identify what is believed to be
the most efficiently operated facility in the peer group for purposes of setting the
maximum payment rate for all providers in the group. When establishing the prospective
payment system for home health providers, DMAS created peer groups based on
geographic location and agency type. Within each of these peer groups, varying
reimbursement rates were established for different types of services. Table 11 shows the
different peer groups that are used to establish home health rates in Virginia.

Table 11
Home Health Agency Peer Groups
LPeer Group Number of Agencies
Northern Virginia Freestanding 8
Northern Virginia Hospital-Based 3
Rural Freestanding 20
Rural Hospital-Based 34
Urban Freestanding 40
Urban Hospital-Based 23
Virginia Department of Health 78

- Source: Deﬁartment of Medical Assistance Services Home Health Manual, May 31, 1991, and Virginia Department
of Health.
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Geographic Location. A primary factor which impacts the cost of home health
service according to DMAS staff is the geographic location of the agency. Based on a
consultant’s study conducted in 1989 and its own cost analysis, DMAS decided to
establish separate peer groups for Northern Virginia and all other urban and rural
locations.

To define urban and rural, DMAS relied on the Standard Metropolitan Statis-
tical Areas (SMSA) used by HCFA to establish upper payment limits for Medicare home
health providers. The premise underlying this approach was that costs would be
systematically different in three basic areas of the State. Therefore, the assumption in
this approach is that agencies in high cost areas of the State may be as efficient as other
providers but face higher average costs due to factors beyond their control.

Northern Virginia was expected to have the highest operating expenses due to
greater wage demands and other input factors (e.g. cost of real estate) which increase the
cost of delivering home care. Agencies operating in urban areas outside of Northern
Virginia were generally thought to face the second highest operating cost of all home
health providers, followed by those delivering services in the rural areas of the State.

T'vpe of Agency. Perhaps the most controversial peer grouping used by DMAS
is the distinction between home health agencies which are hospital-based and those
considered freestanding. Agencies defined as hospital-based are functionally indepen-
dent of the hospital but are linked for purposes of identifying expenses. Freestanding
agencies are usually privately run, sole proprietary, or chain-operated facilities.

Historically, hospital-based home health agencies have reported higher costs
due to the cost allocation system required by Medicare. Specifically, Medicare requires
these agencies to report not only their direct cost of delivering services, but their
proportionate share of the indirect or overhead costs for the entire hospital as well.
National data indicate that this process for allocating expenses to home health agencies
raises their reported costs to alevel that is 13 percent higher than freestanding facilities.
Therefore, by choosing to recognize hospital-based agencies as a separate peer group,
DMAS is in effect agreeing to pay these agencies more for the same services provided by
freestanding agencies. '

In addition to hospital-based and freestanding agencies, home health services
are also provided by local health departments. As with hospitals, DMAS recognizes these
agencies in a separate peer group for purposes of establishing payment rates.

Varying Rates for Different Services. A key feature of the home health care

reimbursement system is the distinction made between the different types of visits.
Presently, providers can be reimbursed for five major types of services. These are skilled
nursing, physical therapy, occupational therapy, speech therapy, and home health aide.
Because the cost of the staff required for these types of visits differs significantly, DMAS
incorporated varying fee schedules for each type of visit.
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After establishing fees for each of these disciplines, DMAS further adjusted the
rates tc reflect the different cost associated with visits that are considered assessment,
follow-up, and also comprehensive in the case of skilled nursing. During agssessment
visits, the home health care provider must conduct a thorough analysis of patient needs.
Because these visits require more time than follow-ups, DMAS has set a higher rate for
assessments (Table 12).

Table 12
Reimbursement Rates for Skilled Nursing Visits

Peer Group Assessment  Follownp  Comprehensive
Northern Virginia Freestanding $ 92.73 $77.73 $155.46
Northern Virginia Hospital-Based $100.18 $85.18 $170.36
Urban Freestanding $ 72.37 $57.37 $114.74
Urban Hospital-Based $ 90.63 $75.63 $151.26
Rural Freestanding $ 72.78 $57.78 $115.56

- Rural Hospital-Based $ 9167 $76.67 $153.34
Virginia Department of Health $ 92.03 $77.03 $154.06

Source: Department of Medical Assistance Services, Home Health Agency Rates Effective January 1, 1992.

Comprehensive nursing visits are reimbursed at the highest rate because they
require even longer stays in the home. For example, a comprehensive skilled nursing
visit might involve intravencus administration of drugs, extensive wound care, or
extended teaching sessions for family members of the patient.

ANALYSIS OF HOME HEALTH REIMBURSEMENT SYSTEM

To evaluate the appropriateness of the peer groups used by DMAS for its home
health reimbursement system, JLARC staff used regression analysis. As noted earlier,
this is a statistical technique that quantifies the effect of a set of independent or predictor
variables on a dependent variable. The purpose of this analysis for home health was to
determine what key factors appear to be associated with the cost of these services for the
freestanding and hospital-based agencies that participate in Virginia’s Medicaid pro-
gram.

In general, the study findings suggest that the rate-setting methodology does
not appropriately consider key factors which appear to be associated with the cost of
home care. Moreover, the rates appear to be unjustifiably high for hospital-based
agencies.
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To conduct this analysis, data were collected from the 1990 cost reports for all
home health agencies that received a reimbursement for Medicaid in that year. The
dependent variable for this study was the total cost of home care services per visit. This
method of standardizing the dependent variable is a recognition that much of the
variation in agency cost can be attributed to the number of visits provided. Once this was
done, the remainder of the analysis was focused on isolating the impact of key indepen-
dent variables and evaluating their contribution to the overall model used to assess these
relationships. The variables used in the analysis are listed in Exhibit 2.

An underlying assumption of this analysis was that the cost of home care is a
function of the price the agencies are willing to pay for various inputs (e.g. labor costs)
and additional costs due to external factors over which they have little control, such as
their geographic location. Ideally, the peer grouping system should be used to classify
similar agencies along factors which impact cost but are outside of their control.

Using results from the regression analysis, JLARC staff could determine
whether the key factors which appear to affect the cost of operating a home care agency
are appropriately considered in the DMAS peer groups and reimbursement system.

Exhibit 2
Factors used in Analysis of
Home Health Costs
Location Specific: Service Specific:
Northern VA Skilled Nursing
Central VA Physical Therapy
Southside VA Speech Therapy
Southeast VA Occupational Therapy
Southwest VA Medical Social Service
Shenandoah Valley Home Health Aide
Northern Neck Percent Medicaid
Outside of State ‘
Rural Localities
Agency Specific: Type of Facility:
Administrative Hours Freestanding Agencies
Supervisory Hours Hospital-Based Agencies
Total Salary Local Health Department Agencies
Service Salary
Total Visits
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Geographic Location. A key feature of DMAS’ reimbursement system are the
distinctions made between providers in Northern Virginia and those located in urban and
rural areas. However, the results of the regression analysis do not completely support
the use of this peer grouping system. While facilities in Northern Virginia do face higher
costs, the difference in operating costs for rural and urban areas is minimal. (A separate
technical appendix explains the methods used to conduct this analysis in greater detail
and is available from JLARC upon request). _

Specifically, home health agencies that are located in urban areas have operat-
ing costs which are on average about one percent lower than those in rural areas after
accounting for otherfactorsin the regression model. While this may seem counterintuitive,
a closer look at the data indicates that a key factor influencing this result was the type
of home health visit provided by the agencies.

Before this variable was considered in the model, significant cost differences
could be observed between home health agencies in urban and rural localities. Specifi-
cally, average costs in urban areas were 12 percent higher than those in rural areas.
However, together with geographicregion, these two sets of variables explained less than
13 percent of the total variation in costs. After type of visit was added, the model
~ explained almost 30 percent of the variation in the dependent variable and the cost
differences between urban and rural localities was substantially diminished.

This suggests that the relationship between being located in an urban area and
having higher home health cost is spurious, reflecting a greater tendency for agencies in
these areas to provide a higher proportion of skilled visits.

The data on type of visits reported in Figure 40 confirms this finding. In 1990,
agencies in urban areas provided almost two-thirds of all home visits in the State. Almost
15 percent of these visits were for the more expensive physical therapy services.
Conversely, these type visits accounted for less than eight percent of the total number of
visits provided by agencies in rural areas. Together, these findings call into question the
peer group distinctions being made for urban versus rural locations.

Recommendation (9). The Department of Medical Assistance Services
should eliminate the peer group distinctions between urban and rural locali-
ties for the purposes of establishing prospective payment rates for home health
agencies.

Higher Fees for Hospital-Based 4 ies Not Justified

As discussed earlier, one aspect of the DMAS peer grouping system which has
generated considerable debate is the special treatment granted hospital-based agencies
for purposes of setting fees. Due to this distinction, these agencies receive higher fees
than their counterparts for providing the same service. As an example, the fee schedule
for skilled nursing services pays hospital-based agencies for each assessment, follow-up,
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Figure 40
Type of Visit, by Urban/Rural Distinction, FY 1990

Type of Visit Percent of Total Vls:ts

Al Types (Total)

Home Health Aide

| Physical Therapy

Speech Therapy

Occupational Therapy

Medical Social Service

Notes: Totals do not include visits made by local health department agencies. Totals include visits made by
agencies located outside of Virginia.

Source: JLARC staff analysis of data from cost reports submitted by home health agencies to the Depnrtment
of Medical Assistance Services for FY 1990.

orcomprehensive visits at arate that is in some cases 30 percent higher than similarrates
for freestanding agencies (Figure 41).

Administrators from the hospital-based agencies that were visited by JLARC
staff for this study defended this practice on two grounds. First, it was stated that the
higher fees are necessary because these agencies serve a higher proportion of patients
requiring skilled care. This, according to those interviewed, results in a higher average
cost per visit. Second, hospital administrators suggested that because these agencies
could not afford to operate with lower fees, they would be forced to leave the program
which would give rise to access problems, especially in rural areas of the State.

Basis for Higher Costs in Hospital-Based Agencies. The purpose of this analysis
was to determine if cost differences exist between hospital-based and freestanding
agencies after accounting for other factors such as patient mix, geographicregion, agency
size, and salary structure. Because these are the major factors related to the costs of
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Figure 41

Comparison of Reimbursement Rates
for Skilled Nursing

Il urban Free-Standing $151.26
Urban Hospital-Based
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Source: Department of Medical Assistance Services’ home health agency rates effective January 1, 1992.

delivering home health care, any remaining cost differences due to agency type would be
a possible indicator of inefficiencies or excessive costs.

Variables representing agency type, geographic region, type of service, total
visits, hours allocated to administration, and staff salaries accounted for more than 37
percent of the variation in home health costs per visit. When the variable representing
agency type was added to the model, the percentage of variation explained increased to
41 percent. More importantly, the cost of operation for freestanding facilities was, on
average, 23 percent less expensive than hospital-based agencies.

This raises important questions about the source of these cost differences.
Because the effect of facility type is independent of patient mix, agency size, geographic
region, and staff salaries, these differences appear toreflect the impact of the “step-down”
cost allocation process used by hospital-based agencies. While Medicare requires that
this cost allocation process be used to identify agency expenses and revenues, it does not
require states which use a fee for service system to recognize these allocated costs in the
reimbursement process for home health care. '

The Issue of Access. Whether an elimination of higher fees for hospital-based
agencies would cause an access problem is a question that can not be fully addressed in
this study. However, in a national study of this issue, the United States General
Accounting Office (GAO) rejected this notion on three grounds.

First, it was demonstrated that the percentage of freestanding for-profit home
health care providers increased in number and share of the home health market from
1979 t0 1990. Second, GAO pointed out that one-third of the hospital-based home health
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agencies in the country reported costs that were below the federally-established limits
for freestanding agencies. Third, no evidence could be found that the availability of an
add-on for allocated costs was the deciding factor in the operation of a home health

agency.

In FY 1990, there were an equal number of freestanding and hospital-based
agencies in the State. When the local health departments that provide these services are
considered, both freestanding and hospital-based agencies account for 28 percent of all
providers (Figure 42). However, freestanding agencies provided 49 percent of the total
home health visits in the State in 1990. This compares to 42 percent for hospital-based
agencies.

One concern expressed by DMAS staff was whether freestanding agencies
would take on the difficult cases in rural areas. They point out that “bottom-line” oriented
freestanding providers often can not financially justify traveling long distances to
provide care inisolated areas. Further, duringinterviews with staff at the hospital-based
agencies, the claim that freestanding providers refuse to accept cases in rural areas was
repeatedly cited.

The general consensus of freestanding providers was that hospital-based
agencies get a larger share of cases that are less difficult to care for. This happens, they
pointed out, because most referrals for home health care originate from hospitals. As a
result, hospital-based agencies can screen their potential clients and select the “cream
of the crop.”

Figure 42

Types of Home Health Providers
and Visits Made by Each Type, FY 1990

Propostions of Total Visits Made
Provider Types Asa Percentof Tolal _ Actual
R %, Number
Free-Standing J’
AgenCies 849,930
NN - \5427§ 737,008
W\ ospltaI~Based-:-\ \ ’
/&\\\§ &\\\\

Source: JLARC staff analysis of data from cost reports submitted by home health agencies to the Department
of Medical Assistance Services for FY 1990.
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The central question regarding the issue of higher fees for hospital-based
agenciesis whether they are necessary to ensure the operation of these facilities. Because
the additional costs which are recognized are indirect expenses for the overall adminis-
tration of the hospital, there is no clear relationship between these costs and the services
provided by the home health agencies. Further, when regression analysis is used to
account for the key factors thought to be related to the delivery of home care services,
substantial cost differences between freestanding and hospital-based agencies remain.

Under a retrospective cost-based reimbursement system which pays providers
100 percent of their reasonable costs, there is room for recognition of expenses allocated
from general hospital overhead. However, this approach is not consistent with the goals
of the fee-for-service system which are to encourage the efficient delivery of home health
services. :

According to the Director of DMAS, the agency has recently reconsidered its
position on this issue and is presently developing a policy to address the problem.
Although the policy has not been finalized, the Director stated that it would involve
paying higher fees to only those hospital-based agencies in areas “underdeveloped with

freestanding providers.”

Avariation of this approach could be to use a referral system. With thisstrategy,
DMAS would retain the right to pay higher fees to hospitals if there are no freestanding
agencies willing to accept a home health referral regardless of the number of providers
in the area. This would require each hospital-based agency to initially refer all persons
approved for home care to a specified number of freestanding agencies, unless the
hospital-based agency was willing to accept the regular fees. Ifthe freestanding agencies
that were contacted turned down the referral, the hospital-based agency could bill DMAS
at the higher rate.

Recommendation (10). The Department of Medical Assistance Services
should eliminate the distinctions made for hospitals when establishing fees for
the delivery of home health services. In addition, the Department should only
authorize payment of a higher fee to hospitals if there are no freestanding
agencies which will agree to accept the home health care referral '

Health Departments Are Treated as Special Cases
Local health departments play a small but significant role in the delivery of

home health services. While they account for only nine percent of all the visits provided
in the State, they provide a larger proportion of visits to Medicaid recipients (Figure 43).

Reasons for Higher Fees. As noted, DMAS places the local health departments
in a separate peer group for the purpose of setting fees for the Medicaid visits they
provide. According to a staff member in the Cost Settlement and Audit Division, one
reason for this is that local health departments are viewed as the provider of last resort
for many patients. As a part of their mission, these agencies will accept cases that other
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Figure 43

Medicaid Visits as a Percent of the Total Visits Made
by Each Type of Provider, FY 1990

Hospital-Based £X:3A
Free-Standing

Local Health Departments 36.9%

Source: JLARC sataff analysis of data from cost reports submitted by home health agencies to the Department
of Medical Assistance Services for FY 1990.

providers are unwilling to accept. In many instances, these are patients who live in
isolated areas of the State.

A second reason for the higher rates was to maximize the federal revenue for an
existing State service. The Virginia Department of Health (VDH) identifies home health
costs for all local health departments on one statewide cost report. Prior toFY 1992, VDH
used a cost allocation process to determine the total cost of home health visits. As a part
of this process, a proportion of the administrative overhead cost for the entire agency was
allocated to each revenue producing unit in the local health departments. As indicated
by Table 13, this resulted in a statewide cost per visit for health departments that was
substantially higher than all other providers, including hospital-based agencies.

Table 13

Agency Characteristics for Home Health Agencies

All Hospital- Free- Health

Agencies Based Standing  Department
Total Visits ,, 1,736,360 737,008 849,930 149,422
Average Cost per Visit $61.10 $65.06 $56.69 $88.53

Source: J L%C staff analysis of data from cost reports submitted to the Department of Medical Assistance Services
for 1990.
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By establishing a separate peer group with a higher rate for home health
services, the State effectively used Medicaid funding to subsidize the normal operating
costs of its health department. Because the fees established for the State are in many
cases higher than those for freestanding providers, the obvious effect is an increase in
Medicaid spending.

DMAS had the option to impose a lower fee for these agencies which could have
produced some minor savings in Medicaid spending. However, if the health departments
were unable to actually reduce the costs of providing these services, the State would have
been forced to replace the Medicaid funding losses with general fund dollars. Thus, while
the amount of Medicaid spending would have be reduced, the cost to the State would have
increased.

Changes in Cost Allocation. In 1991, federal officials reviewed the cost
allocation method used by VDH and ruled that the agency could no longer use this

approach. Instead of revising the approach, VDH decided against allocating any indirect
overhead cost to the home health units. This effectively lowered the reported average
home health costs for local health departments in FY 1992 to $66 per visit.

When DMAS staff were asked about the effect of this on VDH's Medicaid
reimbursement, they indicated that they were not aware of the agency’s decision to
discontinue allocating general overhead expenses. However, they point out that if VDH'’s
overhead costs are not reflected in the cost reports for home health agencies when they
are reexamined in five years, the agency could receive a lower Medicaid reimbursement
at that time. In the interim period, VDH will continue to receive the fees for Medicaid
visits which were based on an analysis of its 1989 cost report.

Cost I t of R ¢ Legislation Not Considered

Recent legislation requires that home health care providers provide criminal
record checks, hepatitis B vaccine, pay for inservice training, orientation, counseling and
adhere tothe Americans with Disabilities Act hiring procedures. One provider estimated
that these new regulatory requirements will cost their agency almost $23,000 per year.
Because these regulations became effective this year, the impact of their costs has not
been considered in current reimbursement strategies. When updating the rates forhome
health care, steps should be taken to factor in the impact new regulations will have on
the cost of providing services.

Recommendation (11). The Department of Medical Assistance Services
should consider any additional costs incurred by home health agencies due to
federal or State regulations when updating reimbursement rates.
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THE ADEQUACY OF HOME HEALTH FEES

While cost containment is a key objective of a prospective flat rate reimburse-
ment system, some attention must also be given to whether existing rates are adequate.
If agencies are reimbursed at levels that are below the reasonable costs of an efficient
provider, access problems can develop for Medicaid recipients.

The objective of this analysis is to evaluate the adequacy of DMAS’ reimburse-
ment fees for home health care. The results of the analysis indicate that the measure of
central tendency used by DMAS to establish home health fees are calculated using
questionable methods and may not accurately reflect the cost of an efficiently operated
home health agency.

As noted in Chapter IV, the most difficult aspect associated with developing a
prospective flat rate payment system is determining the amount of the fee which should
be used to represent the cost incurred by the typical provider. In creating such a system,
the objective is to establish a rate which is high enough to provide an incentive for
providers to accept Medicaid patients, but low enough to discourage inefficiencies in the
delivery of the services.

In establishing the fees for most of the home health peer groups, DMAS’ cost
audit staff used a “weighted median.” To calculate this statistic, agency staff conducted
the following steps:

* First, each home health agency was placed in its appropriate peer group.

* Second, the Medicaid cost per visit by discipline (exclusive of medical supplies
cost) was obtained from the 1989 cost reports for each home health agency and
inflated to a common point (June 30, 1991).

¢ Third, all agencies that had extremely high or low cost relative to this average
were dropped from the analysis.

* Fourth, using this reduced number of cases, the home health agency’s per visit
rates were ranked and weighted by the number of Medicaid visits per
discipline to determine a median rate per visit for each peer group.

Impact of Dropping Qutliers before Calculating Medign. When an attempt is
made torepresent a distribution of data with a single parameter, the two most frequently
used measures of central tendency are the mean (or average) and the median. Ifdata are
skewed by extreme values or outliers, the mean, which is sensitive to outliers will likely
be unrepresentative of most of the cases in the data.
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Table 14 illustrates the impact of outliers on the costs data for home health
agencies. The skewness statistic reported in Table 14 measures the degree to which the
data are normally distributed. As values of skewness depart from zero, this could
indicate that outliers are exerting a higher degree of influence on the average calculated
from the distribution of data. In most cases, the average cost per visit for each home
health peer group used by DMAS was skewed by outliers in the data.

To compensate for this, DMAS calculated a “weighted median.” The advantage
of using a median with skewed data is that it is not sensitive to outliers. This statistic
has this property because it represents the middle point in the data. However, before the
median was identified, DMAS staff dropped from each peer group all of the home health
agencies with costs that were outside of one standard deviation from the mean.

Table 14

Descriptive Statistics for Key Independent Variables
for Analysis of Home Health

Yariable Mean Median Skewness Range
Medicaid Visits as a 12.8% 9.5% 2.096 71.2%
Percent of Total i
Skilled Nursing Visits 50.3% 51.5% -0.334 67.1%
as a Percent of Total
Physical Therapy Visits 11.7% 10.0% 2.058 69.6%
as a Percent of Total
Speech Pathology Visits 1.6% 0.9% 1.729 8.7%
as a Percent of Total
Occupational Therapy 1.3% 0.3% 2.507 13.3%
Visits as a Percent
of Total
Home Health Aide Visits 33.7% 31.6% 0.520 70.5%
as a Percent of Total '

Supervisory Hours as 5.8% 0% 4.153 97.5%
a Percent of Total
Administrative Hours as 27 8% 25.4% 1.137 100%
a Percent of Total

Source: JLARC staff analysis of data from cost reports of home health agencies submitted to the Department of
Medical Assistance Services for FY 1990.
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The problem with this strategy is that it was unnecessary given the decision to
use the median as the basis for establishing the peer group fees. More importantly, it
artificially lowers the median cost of home health services in each peer group because
most of the agencies excluded were high cost providers. When cases are systematically
dropped from the upper half of the data, the effect is to move the middle point of the data
— the median — further down in each peer group.

Toillustrate, Table 15 compares the median cost values for skilled nursing from
a list of freestanding providers in Northern Virginia, to the median from the same group
of providers in which the outlier cases have been dropped. As shown, the median from
the reduced dataset is smaller. This weakens the median as an indicator of the typical
costs that these agencies incur in providing home visits.

Table 15
Comparison of Median Values
With and Without Qutliers

Cost per Visit Cost per Visit
$149.02
137.26 $107.01
107.01 92.51
92.51 (Median) 84.51 (Median)
84.51 77.25
77.25 73.37
73.37

Source: JLARC staff analysis of data provided by the Department of Medical Assistance Services.

Alternative Methodology Can Improve Rates

Given the problem with this approach, the question is what measure of central
tendency should be used to establish the peer group fees for Medicaid home health
services. There are numerous parameters which can be used as a measure of central

tendency. However, the three most commonly used are the mean, median, and weighted
average.

When determining the impact of each of these statistics, JLARC staff used only
two peer groups — Northern Virginia and the rest of the State. This decision was based
on the previously discussed results of the regression analysis of factors influencing home
health costs.
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Arithmetic Meagn. The mean (or average) is the most common measure used to
make inferences about a dataset. The advantages of using the mean include its
conceptual simplicity, and its efficiency. Compared to other measures of central
tendency, the mean has the lowest variance. In other words, it is influenced by the
amount of dispersion in the data. Therefore, as a indicator of the costs of home health
services for a particular peer group, each agency’s costs will be reflected in this average
value. ‘

Unfortunately, the strength of this measure is also its weakness. Because it is
influenced by the value of each data point, this measure is more highly influenced by
significant outliers in the data, compared to other measures of central tendency.

To project the cost of Medicaid home health services through the use of the
mean, JLARC staff first calculated this statistic for the two peer groups. Next, the
number of visits provided by each agency in the peer group were multiplied by the mean
to determine total projected costs. Table 16 illustrates the difference in costs that result
from the use of the mean as the prospective flat fee. Itis estimated that using the average
as the peer group ceiling would cost the State more than $2 million more than using the

DMAS “weighted median.”

Apart from the question of the impact of outliers on this measure is its stability.
- Ifthe mean were selected as the prospective payment fee for each peer group, appropriate
adjustments could possibly be needed over time to prevent the ceiling from dropping
below desired levels. Ifhome health agencies, in response to the ceiling, worked to push
their costs below this level, any future rebasing of the system could result in even lower
ceilings. This would in effect be a penalty for those providers who had worked to keep
their costs beneath the ceiling.

Table 16

Comparison of Home Health Costs Using the Average

Skilled Nursing $4,797,753 $ 6,314,450
Home Health Aide 1,751,229 . 2,244,852
Physical Therapy : 813,891 934,172
Speech Therapy 259,307 339,867
Occupational Therapy 195,033 — 249,017

Total $7,817,213 $10,082,358

Notes: The cost figures calculated by JLARC using the average cost per visit as the fee for each peer group does not
account for Medicare upper payment limits which could cap the per visit fee at a lower level.

Source: JLARC staff analysis of data provided by the Department of Medical Assistance Services
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Straight Median. As discussed earlier, the median is the best measure to use
when there are outlier cases in the data because it is not influenced by these values. Also,
because it is simply the middle point in the data it is easily understood by the provider
community and would have more stability over time than an average.

The major disadvantage of the median is that its value would not reflect the cost
differences between the various providers as much as the mean. Therefore, if thereis a
tendency for a substantial number of home health operators to provide services at costs
which are significantly above or below the median, this type of dispersion would have no
impact on the peer group ceiling.

Table 17 compares the costs of providing home health services using the straight
median with DMAS’ “weighted median.” As shown, DMAS’ “weighted median” is still a
less expensive alternative. However, the difference in effect between the two measures
is less than a million dollars.

Weighted Mean. The third option examined in this analysis was a weighted
- mean. The purpose of using this measure is to give more influence to the costs incurred
by large providers. This approach considers the cost per visit of all of the agencies within
a peer group and weighs it by the number of visits the agency provided.

One objective for using a weighting scheme is to give more influence to the large
providers under the assumption that their costs are more likely to be typical of the
provider community than smaller agencies. Thus by giving more weight to large
providers, smaller agencies which may have higher costs due to temporary diseconomies
of scale, do not exert an equal amount of influence on the average.

Table 17

Comparison of Home Health Costs Using the Median

Servi , DMAS Weighted Med Straight Medi
Skilled Nursing .$4,797,753 $5,563,142
Home Health Aide 1,751,229 1,786,015
Physical Therapy 813,891 890,766
Speech Therapy 259,307 281,243
Occupational Therapy 195,033 — 210434

. Total . $7,817,213 $8,731,600

Notes: The cost figures calculated by JLARC using the median cost per visit as the fee for each peer group does not
account for Medicare upper payment limits which could cap the per visit fee at a lower level.

Source: JLARC staff analysis of data provided by the Department of Medical Assistance Services.
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Table 18 compares the costs of providing home health services using the
weighted mean with the DMAS’ current measure. The weighted mean results in cost
approximately $540,000 more than those produced by DMAS’ “weighted median.”

In selecting a measure of central tendency for home health costs, the goal should
be to use the measure which will ensure that efficient providers of the service are not
penalized. The methods used by DMAS to calculate the “weighted median” appears to
have underrepresented the costs of the typical home health agency and cannot be
supported by normal statistical practice.

Recommendation (12). The Department of Medical Assistance Services
should use arevised statistical approach for setting the fees in each peer group.

Table 18
Comparison of Home Health Costs
Using the Weighted Mean

Servi DMAS Weichted Med; Weichted M
Skilled Nursing $4,797,753 $5,186,373
Home Health Aide 1,751,229 1,826,148
Physical Therapy 813,891 838,708
Speech Therapy 259,307 287,204
Occupational Therapy 195,033 —-218,766

Total $7,817,213 $8,357,199

Notes: The cost figures calculated by JLARC using the weighted mean per visit as the fee for each peer group does
not account for Medicare upper payment limits which could cap the per visit fee at a lower level.

Source: JLARC staff analysis of data provided by the Department of Medical Assistance.

THE RATE SETTING PROCESS FOR PERSONAL CARE

Personal care is the oldest of the home and community based care waiver
programs. In FY 1991, approximately $30 million in Medicaid funding was used to pay
for these services. More recently, the State has funded a number of additional community
care programs designed to provide more specialized services that will enable persons
with acute health care problems to remain in the community. The objective of this part
of the study was to evaluate the rate-setting process for personal care services and
determine whether DMAS’s policy for setting these rates is appropriate.
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Despite the key role these services play in the nexus of long-term care services
funded through Medicaid, DMAS has not developed a systematic method for analyzing
the cost of these services and establishing fees to promote an efficient delivery of this care.
The payment rates for the different types of community care appea.r to be arbltrarxly set
and could understate the true cost of these services. ‘

- According to DMAS staff, when the personal care program was established
through a federal waiver in 1982, the rate structure was designed to fully reimburse
providers for the cost of the services. One goal with this apprgach was to expedite
development of the provider community so that some of the costs of the more expensive
nursing home services could be avoided. = - - -,

The 1mtxal rate established for the program was $7 00 for each hour of personal
care delivered by these agencies. This rate was determined based on minimum wage
figures and estimated administrative overhead costs. For the next six years, there was
noincrease in the rates for these services. Moreover, DMAS did not establish any policies
defining what costs it would continue to recognize as allowable, nor were providers
required to file cost reports.

In 1988 the rates were increased to $8.50 per hour for agencies located in
Northern Virginia and $8.00 per hour for the rest of the State. This rate differential was
implemented by the General Assembly after recognizing the higher operating costs -
associated with that area of the State. In 1990, the Northern Virginia rate was again
raised to $9.50.

DMAS Proposed Rate Changes. In a budget amendment submitted in the fall
of 1990 to the Department of Planning and Budget.(DPB), DMAS proposed an increase

in the reimbursement rate from $9.50 to $11.00 in: Northern Virginia and from $8.00 to
$10.20 for the rest of the State. In addition DMAS proposed the use of a fee inflator which
would automatically increase the rates at the beginning of each fiscal year. According to
the Director of the agency, the proposal for the higher rates was designed to address what
was felt to be a problem of access in key areas of the State.

The ba31s for DMAS specific rate proposals was data collected during a survey
by the Virginia Association of Home Care (VAHC) in October 1990. This survey asked
providers to calculate the total cost of providing personal careusinga data collection form
and methodology developed by the Assocxatlon ‘

Although the response rate of t.he survey was considered too low to make
inferences about the entire provider community, VAHC generally found that the
reimbursement rate at the time of the survey was lower than the average cost per hour
calculated by the agencies. :
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DMAS'’ request for a rate increase was reviewed by the General Assembly and
a decision was made to set the rates based on what the State could afford to pay. Asa
result, the reimbursement rate was increased once again in January of 1992. The current
rate for Northern Virginia is $11.00 and $9.00 for the rest of the State. An inflation factor
was not considered in any of these increases according to DMAS staff.

Assessing the Adequacy of Rates. Without reliable data on the costs of personal

care services, there is no objective way to evaluate the adequacy of the rates. Perhaps the
best available indicator is the current location of personal care agencies across the State.
Despite being the most populated area in the State, only nine percent of the current
personal care providers are located in Northern Virginia (Figure 44). Similarly, six
percent of the providers are in the Northern Neck portion of the State.

Lack of providers also appears to be a problem in some of the rural areas of the
State. Approximately 10 percent of the providers are located in Southwest Virginia.
Slightly less than 10 percent are concentrated in the Shenandoah Valley.

Because of the dearth of providers, some agencies must cover larger portions of
the State. Asaresult, the larger the area an agency must cover, the greater the problem
of access.

According to DMAS staff, 20 providers cancelled their contracts for the provi-
sion of personal care from June 1989 through July 1990. During interviews with staff at
various personal care agencies, complaints were consistently made about the inadequacy
of the rates. Without rate increases to account for general wage growth in the labor
market, providers state that they are finding it difficult to keep their personal care aides.

Like home health, recent legislation requiring criminal record checks on all
personal care aides will have an impact on the cost of providing care. When asked if
DMAS was considering a rate-setting methodology for personal care services, the
Director stated that no such plans were being developed.

No Methodology Exists for Qther Waiver P

There are currently five home and community-based waivers that DMAS
administers. Each of the service programs within these waivers is designed to provide
home-based care as a less expensive alternative to institutionalization. However, like
personal care, there is no systematic process in place to set the rates for four of these
community services. Table 19 lists all of the service programs provided by DMAS through
home and community-based waivers.

As with personal care, the Technology Assisted Waiver (TAW) program is a
major concern in the provider community. Providers maintain that participation in the
program remains low due to inadequate reimbursement rates. The program was first
implemented by DMAS in December 1988 to treat ventilator-dependent children. It was
expanded in 1990 to include other children with high-technology needs. The objective
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Figure 44

Location of Personal Care Providers

. 10 or more providers
E 7 to 9 providers
n 4 1o 6 providers

1 to 3 providers

D No providers

Manassas Park

Source: Department of Medical Assistance Services' list of personal care providers.




Table 19

Home- and Community-Based Care Waivers

Rate Setting
Service Program Effective Date  Last Rate Increase Methodology?
Elderly and Disabled Waiver
Personal Care Nov 1982 Jan 1992 No
Adult Day Care July 1989 July 1989 No
Respite Care July 1989 July 1989 No
Technology Assisted Waiver
Private Duty Nursing Dec 1988 July 1990 Yes
Respite Care Dec 1989 Dec 1989 Yes
AIDS Waiver
Private Duty Nursing Feb 1991 Feb 1991 No
Personal Care Feb 1991 Feb 1991 No
Respite Care Feb 1991 Feb 1991 " No
Case Management Feb 1991 Feb 1991 ‘No
Mental Retardation Waivers (2 Waivers)
Residential Support Feb 1991 Feb 1991 No
Habilitation Feb 1991 Feb 1991 No
Day Support Feb 1991 Feb 1991 No
Therapeutic Consultation Feb 1991 Feb 1991 No

Source: Department of Medical Assistance Services, Quality Assurance Division.

of the program is to provide the opportunity for children with acute care needs to receive
services in their home.

The severity of the problems faced by some of the children in the program and
the potential cost-effectiveness of the service is illustrated in the case example for one of
the 60 children that were served in TAW in 1991. .

A one-year-old child with “Hirshsprung Disease” was hospitalized for
the first five months of her life. During her hospitalization, the doctors
removed a major portion of her intestine. After being admitted to the
TAW program, she was able to live at home where she receives continu-
ous gastrostomy tube feedings and 12 hours of supervised care. The cost
of one year of home care according to the provider is less than half of the
$328,000 that the State would have paid to keep her at the Medical
College of Virginia.
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. Reimbuyrsement Process. Currently there are thirty-six providers in the State
who participate in TAW. In 1991, these agencies provided services to 60 children.

DMAS did apply a formula to establish the initial rate for this program.
However, no mechanism has been put in place to regularly evaluate the appropriateness
of the rates. Rates were originally set based on the average wage for nursing staff plus
1.5 overhead. When the program was initiated the reimbursement rate was set at $19.00
per hour. Since that time, rates have been adjusted to differentiate between geographic
location and the skill of nursing involved. The current rates are $30 per hour for a
registered nurse (RN)in Northern Virginia and $26 for a licensed practical nurses (LPN).
For the rest of the State, RNs receive $21.60 per hour and LPNs $19.60.

According to providers in the TAW program and case management workers,
obtaining qualified nursing staff that is willing to work at current rates is becoming
increasingly difficult. Because of the severe health care needs of the children in this
program, highly skilled nursing services are needed. '

The absence of a formal rate-setting process means that agencies are not
reimbursed for costs that occur due to factors beyond their control. The most recent
example of thisis the previously mentioned legislation mandating criminal record checks
and hepatitis B vaccine shots.

F ] Rate-Setting P is Needed

Without data on the costs of the services provided by personal care agencies
across the State, objectively determined rates can not be developed. As the administra-
tive agency responsible for Medicaid, DMAS should develop a system of cost reporting for
these services. Appropriately designed, this system could be used to support any
proposed rate changes by the Department for the range of personal care services funded
by Medicaid. At a minimum, this system of cost reporting should include guidelines
defining what costs are allowable, whether certain allowable costs will be capped, and
whether an inflation factor will be used to periodically adjust the proposed rates for these
services.

Recommendation (13). The Department of Medical Assistance Services
should conduct an analysis of the cost of services in the personal care program.
To conduct this analysis, the Department should require all (or a sample) of
providers to submit financial reports which identify the cost of the services
provided by these agencies. Based on an analysis of these reports, the
Department should develop a methodology for setting reimbursement rates for
these providers on an annual basis. The first set of rates should be established
in time for consideration by the 1994 General Assembly.

Recommendation (14). The Department of Medical Assistahce Services

should assess the cost impact of relevant federal and State regulatory changes
on each of its special waiver programs. Based on this analysis, the Department
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should develop a proposal for rate changes for the programs in time for
consideration by the 1994 General Assembly.

CONCLUSIONS

Community-based care services are an important part of the array of long-term
care benefits provided by Medicaid. If appropriately designed and implemented, these
services can play a significant role in reducing the Medicaid expenditures because they
are much less expensive than the traditional forms of long-term care.

However, the process used by DMAS for setting home health reimbursement
rates does not appropriately consider the factors which influence costs. Some of the
distinctions made for geographic region are not necessary. In addition, the higher fees
paid to hospital-based agencies are not justifiable.

With the other community-based health care programs, there is no systematic
method for identifying the costs of these services. DMAS does not collect cost report data
- from the agencies that provide these services or regularly evaluate the impact of federal
and state regulations on the price of community care. This has raised questions about
the adequacy of the current rate structure for these services.
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VIIL. Improving Utilization Review and
Cost Audit Operations

As part of its overall efforts to contain Medicaid long-term care spending, the
Department of Medical Assistance Services (DMAS) conducts utilization review and cost
audit activities. Utilization review serves as a control mechanism for the amount and
type of long-term care that is provided. Control of utilization is necessary to ensure that
the Commonwealth pays only for those long-term care services that are necessary and
appropriate.

Certain aspects of utilization review have been strengthened over the past
several years. In addition, payments made for home health services are, for the first time,
receiving scrutiny under the Department’s recently adopted utilization review program
for home health. However, other improvements can still be made, especially in thereview
of ICF/MR services where the process appears to be ineffective and burdensome.

Cost settlement and audit serves as a financial control mechanism for Medicaid
reimbursement. Financial control is necessary to ensure that the Commonwealth pays
only for those costs explicitly allowed under the established principles of reimbursement.
- Financial controls are also necessary to ensure the reliability of a provider’s reported cost
information. Without these controls, the Commonwealth could spend more general
funds than necessary on Medicaid long-term care services.

The Department has also improved its cost settlement and audit efforts. For
example, the amount of provider cost data collected and audited by DMAS has increased.
However, further improvements are still required. In particular, the amount of time
required for settlement needs to be reduced. In addition, the selection of providers for
field audits needs to be improved.

This chapter evaluates the utilization review and cost audit activities of DMAS.

Based upon an examination of the objectives and procedures for conducting these
activities, recommendations for improved operations are made.

OVERVIEW OF LONG-TERM CARE UTILIZATION REVIEW

Under federal regulations, DMAS must provide for the continuing review and
evaluation of the care and services covered by the Medicaid program. DMAS must ensure
that the care paid for by Medicaid is appropriate, necessary, and of sufficient quality.

This section provides a description of long-term care utilization review in
Virginia. - Overall, the study found that the applicable federal regulations are rather
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general. Within this regulatory framework, DMAS has designed a utilization review
program consisting of two general components: utilization control and quality assur-
ance.

Federal Requirements Are Broadly Defined

Federal regulations require states to have on-going utilization review programs
in order to participate in Medicaid. The requirements for utilization review are to:

e Safeguard against unnecessary or inappropriate use of services, and against
excess payments;

* Assess the quality of services;
*» Provide for the control of service utilization;

* Conduct on-going evaluation of the need for services and the quality and
timeliness of those services; and

¢ Perform a post-payment review consisting of the development and review of
recipient utilization profiles and provider service profiles.

Long-term care utilization review is conducted primarily by the DMAS Quality
Care Assurance Division. This division conducts utilization control and quality assur-
ance programs through a number of research and investigative activities. In addition,
the Division of Program Compliance is beginning to play a small role in long-term care
utilization review. The Virginia Department of Heaith (VDH) through its State licensure
and Medicaid certification inspections, also conducts quality assurance activities.

Quality Care Assurance Division. This division consists of thé long-term care
section, the community-based care section, and the medical support section. The long-
term care section reviews nursing homes, ICFs/MR, and home health agencies. The
community-based care section reviews personal care agencies. The medical support
section is not involved in the review of long-term care services. The division’s primary
objectives are:

* To review the quality of care provided to recipients;

*To détermine the adequacy and appropriateness of services available to meet
the current health needs of recipients,

¢ To promote the maximum physical and emotional potential of each recipient;
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* To determine the level of care of each recipient;

* To examine the necessity and desirability of continued care or placement of
the recipient;

* To determine the feasibility of alternative care plans to meet the needs of the
recipient; and

» To verify the existence and appropriateness of all documentation required by
Medicaid.

Program Complignce Division. The program compliance division conducts a
post-payment review process. This process includes the analysis of trends which might
point to problems with certain providers. For example, close attention is given to
providers with continued billing irregularities. These providers are investigated to
determine if a situation of fraud or abuse exists.

Although this activity can be an effective tool for curbing the misuse of Medicaid
funds, long-term care providers constitute only about 30 percent of the program
compliance case mix. However, long-term care comprises 47 percent of total Medicaid
spending. Program compliance has only recently begun to investigate some home health
agencies. It should be noted that characteristics of the reimbursement system limit the
ability of DMAS to perform such reviews for some long-term care providers. Forexample,
- since nursing homes bill on a per-diem basis, there are few details for program
compliance to examine to determine if the billing is appropriate. Most of the emphasis
for these post-payment reviews continues to be on hospitals and physicians.

Recommendation (15). The Department of Medical Assistance Services
should examine the post-payment review process conducted by the Division of
Program Compliance. The examination should focus on developing proce-
dures by which the number of post-payment reviews of nursing homes, inter-
mediate care facilities for the mentally retarded, home health agencies, and
personal care agencies can be increased. All additional reviews should be
coordinated with the the Quality Care Assurance Division. The Division of
Program Compliance should report the results of its analysis to the director by
June 30, 1993.

EFFECTIVENESS OF LONG-TERM CARE UTILIZATION REVIEW

The utilization review process varies according to the type of long-term care. It
includes elements of prospective, concurrent, and retrospective review. Prospective
review evaluates the appropriateness and necessity of care before it is delivered and can
be used to determine whether care should be provided. Concurrent review is performed
during the time that service is being delivered and can be used to assess the quality of
the care. Retrospective review is performed after the service has been provided and can
be used to determine whether reimbursement was appropriate._
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This section examines the effectiveness of long-term care utilization review
activities. The effectiveness of utilization review varies according to the type of care for
which it is performed. The utilization review process for nursing home care is designed
to ensure that only persons who are dependent in the basic activities of daily living are
approved for nursing home service. This prevents the expenditure of resources for
persons who are financially eligible but whose care needs are not considered to require
nursing home placement. Recipients are discharged if it is determined that they no
longer require nursing home care.

- Personal care utilization review now includes strong control and quality
assurance components. However, this process does not adequately evaluate whether
persons who are receiving personal care continue to be at imminent risk of nursing home
placement. Also, certain improvements should be made to other aspects of long-term care
utilization review, particularly for ICF/MR and home health services.

P 1 Care Utilization Review G Iy Works Well

The primary goal of personal care utilization review is to ensure that services
are appropriate for the recipient’s needs. The review activities of the JLARC study
indicate that personal care utilization review efforts are generally thorough. This
process appears to control service use, and provides close monitoring of the quality of
care. However, DMAS needs toensure that it adequately evaluates whether the recipient
continues to be at imminent risk of institutionalization. '

Utilization Review Objective gnd Procedures. Personal care utilization review

has four general objectives:
* To ensure that the recipient is at imminent risk of nursing home placement;

* To ensure that the personal care services authorized meet the recipient’s
identified needs;

* To ensure that the services rendered have been billed appropriately; and

* To ensure that the services are of a quality that meets the health and safefy
needs, and rights, of the recipient.

The utilization review process is illustrated in Figure 45. Recipients must meet
the nursing home level of care criteria, and be at imminent risk of nursing home
placement, to receive personal care services. That determination is made through the
pre-admission screening program. For DMAS staff, utilization review for personal care
recipients begins after the placements have already been made.

Once a placement is made, DMAS staff conduct annual desk reviews of the
recipient files. The desk review includes a reassessment of the recipient’s ability to
perform the Activities of Daily Living, as well as a progress report on the recipient’s social
support system, home environment, and unmet needs.
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Figure 45
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Source: JLARC staff analysis of Department of Medical Assistance Services documentation, and 1ntemews with

149




DMAS examines the reassessment to identify any recipient who no longer
appears to meet the level of care criteria. Progress reports for those recipients are
reviewed to identify any reasons why the criteria are not being met, or to determine
whether the agency is proceeding to decrease or terminate the number of hours of care
provided.

All providers receive an annual on-site review. During the review, DMAS
assesses the level, appropriateness and quality of care provided to each recipient. DMAS
also reviews the accuracy of the provider’s billing records.

Home Visits Assess Appropriateness and Quality of Care. Home visits are made

toselected recipients in order to determine if the recipient’sneeds can still be met through
personal care. In addition, the visits assess the recipient’s satisfaction with the services,
as well as the overall quality of care. Moreover, DMAS may inform the recipient that, due
to changes in functioning status, the number of personal care hours provided will be
reduced or terminated altogether.

Utilization Review Controls Future Utilization. At the conclusion of the on-site

review, DMAS discusses each recipient’s record with the agency. During the exit
conference, DMAS can, and often does, inform the provider of the need to reduce hours
for certain recipients. This is done in situations in which, in DMAS’s judgement, the
number of hours provided under the current plan of care is excessive. As a result, DMAS
and the agency are able to fine tune both the amount and type of care that is provided to
recipients.

Provider Impression of Utilization Review. During interviews with JLARC, 80

percent of the personal care providers generally thought that the process was thorough.
Some of the comments made were:

There are no weaknesses in the utilization review process. The forms
that DMAS uses cover all aspects of the patient’s needs. In addition,
I like that the analysts send surveys to the recipients who are not
visited at home.

DMAS appropriately places greater emphasis on quality of care than
on audit of paperwork. Qur nurses get alot of help in resolving problem
cases from the DMAS analysts. DMAS will cut the number of personal
care hours based on utilization review..

* % %

The utilization review process keeps people honest. DMAS has been
very thorough and efficient with utilization review. I don’t see any
flaws in the process.
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. DMAS reviewsbillingrecords
to identify any overpayments which it has made. An overpayment results when the
agency bills, and DMAS pays for, a greater number of personal care aide hours than have
been provided. Data provided by DMAS indicate that the amount of dollars identified as
either an over or underpayment is small (Table 20). Moreover, DMAS has identified a
greater amount of underpaid claims than overpaid claims. Underpaid claims generally
result from inadequate bookkeeping by providers.

Beginning in FY 1991, DMAS no longer gave providers written notification of
underpaid bills identified during utilization review. However, verbal notification is still
provided during the exit conference. DMAS explained its decision to no longer provide
written notification as follows:

If they are sloppy and want to get underpaid, that’s fine. There is no
reason for DMAS to do their work for them. We are out to save DMAS
dollars.

As discussed in Chapter V, DMAS policy mandates that personal care may be
provided only to those recipients who are at imminent risk of nursing home admission.
-However, if a person has been placed in personal care although they would not have
otherwise entered a nursing home, the ability of utilization review to correct this problem
is questionable. According to DMAS management, risk of institutionalization is not
really assessed during the utilization review process. DMAS states that the primary
focus of utilization review, in terms of the appropriateness of care, is to determine if the
recipient continues to meet the nursing home level of care criteria. However, utilization

Table 20

Pérsona] Care Overpayments and Underpayments
Fiscal Y. K id Cla Underpaid Clai

1989 $ 60,993 $ 39,162
1990 $ 40,460 $145.460
1991 $ 22,600 -

1992 $ 15381 —
Totals - $139,434 ) $184 622

Note: Underpaid claims data not available for FY 1991 and FY 1992.

Source: JLARC staff analysis of personal care payment data collected from the Department of Medical Assistance
Services.
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review forms designed by DMAS require its analysts to evaluate the recipient’s risk of
institutionalization. It appears that the degree to which such evaluation is actually being
performed may be minimal.

The emergency regulations recently enacted by DMAS, as discussed in Chapter
V, are an attempt to clarify the types of recipients who are at imminent risk of nursing
home admission. The regulations are specific to the nursing home pre-admission
screening program, and do not mention personal care utilization review. However,
utilization review of personal care services could be strengthened by formally incorporat-
ing provisions of those regulations into the utilization review process.

Recommendation (16). The Department of Medical Assistance Services
should ensure that its personal care utilization review analysts evaluate ifeach
recipient continues to be at imminent risk of nursing home placement. This
should be done by incorporating relevant provisions of the department’s
emergency regulations concerning conditions constituting imminent risk into
its utilization review policies and procedures. The department should also
conduct training for its utilization review analysts concerning implementa-
tion of the new policies and procedures.

Illolo -Ic B . EIQE mmc I m Io IB l

Utilization review is performed for recipients in ICFs/MR in order to determine
if the recipient still requires the level of care provided in these facilities, and to assess if
the recipient is receiving active treatment. However, the utilization review processis not
designed to result in valid determinations of whether active treatment is being provided.
In addition, utilization review requirements enacted by DMAS conflict with Medicaid
ICF/MR certification requirements. This imposes unnecessary regulations on providers.

Utilization Review Objectives and Process. Utilization review is conducted to

determine if the recipient continues to meet the criteria for nursing facility level of care,
and to determine if the recipient is receiving active treatment. DMAS cannot reimburse
the provider for services to a recipient if active treatment is not being provided. The
utilization review process consists of initial payment authorization, desk review, and an
inspection of care (I0OC) by VDH (Figure 46).

Federal Inspection of Care Regulations. Virginia is required by federal regula-
tions to annually determine, for each ICF/MR Medicaid recipient, whether active
treatment is being provided. While this determination must be made, federal regulations
do not mandate that the State use a specific methodology for making the determination.
The federal regulations do contain possible items for the State to consider, but nothing
is mandatory.

In addition to making an active treatment determination, the inspection of care
must also evaluate if the facility’s services are adequate to:
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Figure 46
ICF/MR Utilization Review
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(Unannotmead ) defivery of active treatment
« Al recipients
Notes: The Department of Medical Assistance Services conducts desk review for ICFs/MR with 15 or fewer beds.
Desk review for all other ICFs/MR is conducted by each facility, on a peer review basis.
Source: JLARC staff analysis of Department of Medical Assistance Services documentation, and interviews with

agency and provider staff.

* meet the health, rehabilitative, and social needs of each recipient, and,

° promote the maximum physical, mental, and psychosocial functioning of each
recipient.

HCFA is in the process of preparing revised regulations for the inspection of
care. One purpose of the revised regulations is to more specifically mandate how the
inspection of care should be performed, including the types of items that should be
examined. According to HCFA, “we are proposing to make the inspection of care more
outcome oriented, just as we have made the certification survey more outcome oriented.”
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Number of IOC Active Treatment Denials Has Declined. The Virginia Depart-
ment of Health has performed the IOC since December 1989 as the result of an

interagency agreement with DMAS. Almost immediately after VDH assumed this
responsibility, the number of recommendations for denial of Medicaid reimbursement on
the grounds that active treatment was not being provided dropped sharply.

VDH did not make any recommendations for active treatment denial in either
1991 or 1992 (Table 21). The IOC is conducted using the procedures and protocols that
were developed and used by DMAS prior to December 1989. This difference raises
questions concerning the validity of IOC findings. Since DMAS can reimburse providers
onlyifactive treatment is provided, the validity of IOC findings has important utilization
control implications.

Table 21

Recommendations for Denial of Active
Treatment Resulting from Inspections of Care

FiscalYear ¥ = Number of Recommendations
1986 56
1987 31
1988 29
1989 37
1990 11
1991 0
1992 0

Source: Department of Medical Assistance Services’ memo to the Virginia Department of Health, 2/20/92; JLARC
interviews with VDH.

DMAS management considers the drastic decline in the I;umber of active
treatment denials to be a serious problem. Upon learning that no active treatment
denials had been made in FY 1991, a DMAS division director complained to VDH.

I am very concerned about the implications of this report. As you can
see, there is a dramatic difference in the numbers of recommendations
made in 1990 and 1991 as compared to previous years....As one of the
main thrusts of IOC is to ensure that recipients are receiving appropri-
ate and necessary services, we need to be sure that is, in fact, what we
aredoing. DMAS cannot reimburse a facility for care that has not been
provided....I am certainly open to any suggestions you may have as to
why there is such a difference in figures between the time the I0C
function has been with VDH and when it was conducted at DMAS.
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Problems with the IOC Process. According to VDH staff, the use of current IOC
procedures does not allow them to determine if continuous active treatment is being
provided. For example, VDH has identified deficiencies in the IOC data collection
instrument which DMAS requires VDH to use. These defects have implications for the
entire IOC process and call into question the validity of its findings.

According to VDH, the current IOC form is designed to collect “frequency-based”
data, such as:

* number of times a program is planned for a recipient,
* number of times a program is attended by a recipient, and
* reasons for non-attendance and non-implementation as planned or scheduled.

This type of data, while probably necessary, is not sufficient for making an active
treatment determination. According to VDH:

Frequency-based data is good if you want to determine how many
times a toothbrushing program has been implemented. But for
residents exhibiting severe maladaptive behavior, and acting-out
episodes, frequency-based data provides too narrow and limited of an
information base on which tomake an active treatment determination.

The current I0C form forces VDH to make active treatment determinations
based solely on frequency-based data. However, there are other factors which should be
considered. Informal programs can also be used to provide active treatment, but such
programs cannot always be planned in advance. For example, staff cannot plan how
many times a resident will have a violent outburst requiring intervention. As a result,
data cannot always be collected concerning the implementation of such programs. The
following provides an example of this problem:

A resident’s program calls for toothbrushing to occur from 8:30 to 8:45
a.m. If the IOC inspection does not see toothbrushing taking place at
that time, that does not necessarily mean that the resident is not
receiving active treatment. The resident may be receiving an informal
program...such as compliance training or generalization training. The
objective of compliance training is for the recipient to follow instruc-
tions. Generalization training entails having the recipient transfer
appropriate behavior from one environment to another.

Moreover, fedei‘al regulations do not require ICFs/MR to collect this type of
data. VDH is concerned that any recommendations it makes for active treatment denial,
based solely on frequency based data, could be successfully challenged either on appeal
or in court. ~
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DMAS claims that it needs to determine if the individual program plan is
appropriate, and that the individual is receiving the program as designed. According to
DMAS, this determination must be made before reimbursement can be made. If care is
not provided as evidenced by frequency-based data, DMAS states it should not have to
pay for services. However in so doing, DMAS seems to be bypassing the need to make a
valid active treatment determination, which should serve as the basis for deciding
whether reimbursement is appropriate. DMAS and VDH have been working to resolve
these problems but, to date, no solution has been reached.

Recommendation (17). The Department of Medical Assistance Services
should work with the Virginia Department of Health to revise the inspection
of care form. The objective should be to reduce the reliance on frequency-based
data in making active treatment determinations. Revised versions of the IOC
form, previously developed by the Virginia Department of Health, should be
given additional consideration. The Department of Medical Assistance Ser-
vices and the Virginia Department of Health should report to the Secretary of
Health and Human Resources by June 30, 1993, on their progress in revising the
inspection of care form.

I0C and Certification Requirements. An additional problem with the IOC
process is that several DMAS requirements are in conflict with Medicaid ICF/MR

certification regulations. Specific conflicts occur in disciplines including social services,
psychology, recreation, and rehabilitative services. For these disciplines, the certifica-
tion requirements and the DMAS Nursing Home Manual both require an initial
comprehensive evaluation of the recipient. However, DMAS also requires:

* development of a separate services plan with measurable goals and realistic
time frames for each discipline,

* annual review of the services plan,
* quarterly updates of the services plan, and
* quarterly progress notes.

Under the I0C requirements, ICFs/MR are required to prepare these plans
whether or not the resident actually requires that type of service. The directors of the
State-operated ICFs/MR have criticized these IOC regulations as being costly and
unnecessary. '

The way it stands now, we need to conduct the interdisciplinary
comprehensive assessment, and produce an individusl program plan
in order to certify for Medicaid. In addition, we need to have annual
professional assessments for each resident in order to pass the IOC.
This is wasteful and duplicative.

* * *
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The IOC in effect requires programs in these disciplines whether the
resident needs them or not. Under the certification requirements, on
the other hand, the ICF/MR is required to provide such services only
if the comprehensive assessment determines that they are needed.

* ¥ %

Conforming the two sets of regulations will improve efficiency and save
money by eliminating redundant paperwork.

DMAS claims that its requirements are in the best interests of recipients. In
addition, DMAS states that care plans in these disciplines are required by federal
regulations. However, the Code of Federal Regulations does not specifically require that
the ICF/MR prepare such plans. The federal regulations simply require that the
recipient’s plan of care include any services which have been ordered by a medical
professional. The regulations also state that the IOC may examine documentation
concerning any services which have been ordered for the recipient.

Recommendation (18). The Department of Medical Assistance Services
should review its nursing home manual to determine if there are ICF/MR
inspection of care requirements which conflict with Medicaid certification
regulations. Initial emphasis should be placed on examining those provisions

-which mandate service plans in social services, psychology, recreation, and
rehabilitative services.

Home health utilization review is conducted to ensure that services provided to
recipients are necessary and appropriate. However, despite the fact that home health
services have been provided by Medicaid since 1969, DMAS did not perform utilization
review until 1991. Since 1991, utilization review has identified many instances of
unnecessary and inappropriate utilization. Home health providers have been critical of
the review program. Some of that criticism is probably due to lack of familiarity with the
new program. However other criticisms concerning the manner in which the review is
conducted appear to have some validity.

Utilization Review Qbjectives and Procedyres. Utilization review is conducted
to ensure that home health services provided to Medicaid recipients are medically

necessary and appropriate. The utilization review process consists of two general
components: desk review and on-site review (Figure 47). In addition, the provider has
responsibilities for on-going review of the recipient’s plan of care.

Desk review is performed in order to determine whether to authorize additional
visits beyond the annual maximum number of allowed visits. The annual on-site review
consists of an examination of a sample of recipient files. DMAS policy is to review each
provider every 18 months. The review examines documentation for areas including:
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* plan of treatment,

* nursing services,

* rehabilitative services,

* home health aide services,

¢ durable medical equipment, and
¢ discharge planning.

Figure 47
Home Health Utilization Review

Concurrent
Review..........cceeee.e.{  Ongoing Review
by Provider
Prospective
Reviw-nunnnnol”n-nod‘ M Rm
by DMAS
Retrospective e ——————————
Review......ccouveueus On-Site Review « Evaluates appropriateness and
by DMAS . medical necessity of care
) nounced -
Every 18 months) « Al recipients who have requested
« All recipients who have received
comprehensive nursing visits
« Additional recipients for 25
percent sample

Note: Effective July 1, 1992, extended visits may be requested only for physical therapy, occupational therapy,
and speech therapy services.

Source: JLARC staff analysis of Department of Medical Assistance Services documentation, and interviews with
agency and provider staff.
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Initial Implementation of Utilization Review, Virginia first offered home health
services through the Medicaid program in 1969. However, DMAS did not begin to
perform utilization review until January 1991, when the home health unit was estab-
lished.

DMAS is required to quarterly certify to HCFA thatit has performed utilization
review for all services, including home health, provided to its recipients. It is not clear,
for home health, what activity DMAS used as the basis for its certification to HCFA prior
101991, While some DMAS staff state that reviews conducted by the Division of Program
Compliance satisfied the HCFA requirement, those reviews did not begin until 1991.

Because home health utilization review activities have only recently started,
only about 25 percent of providers have had an on-site review. Therefore, DMAS did not
come close to meeting its objective of providing each agency with an on-site review by
June 1992, eighteen months into the program. DMAS attributes the delay to the fact that
many reviews are taking longer than anticipated because it is finding many examples of
unnecessary and inappropriate utilization.

utilization revww, many types of i proper utlhzatxon and needless DMAS expenditures
have been uncovered. These include reimbursement paid for:

* services provided to recipients who were not home bound,
* services not covered under the home health program, and
* unnecessary medical supplies and equipment.

Many of these improper practices are, most likely, longstanding on the part of
certain providers. Since there was no utilization review by DMAS prior to 1991, those
types of practices went undetected. As a DMAS analyst stated, “DMAS just kept paying
and no one worried about it.” Examples of these problems as cited by one DMAS analyst
are provided below.

At least three home health agencies provided home health aide services
in licensed homes for adults. Medicaid was billed for these services and
reimbursement was paid. However, adult homes are not supposed to
accept clients who require hands-on medical care.

* ¥ %

Several homes for adults accepted deinstitutionalized psychiatric pa-
tients as clients. These individuals were not home bound and therefore
were not eligible for home health. Nevertheless, on at least two

_ occasions, home health staff visited the individuals to draw blood. The
blood was sent to a laboratory for analysis. Medicaid was billed
separately for both services, and reimbursement was paid. Since these
individuals were not home bound, the blood should have been drawn
and analyzed only by the laboratory.

* * *
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A home health agency nurse did not indicate the number of medical
supplies needed by a recipient during the coming month. Thatinforma-
tion is supposed to be recorded on the recipient’s plan of care. Conse-
quently, the medical supply company provided the maximum number
of supplies that could be supplied without prior authorization from
DMAS. The amount provided was greater than the amount needed.
Medicaid was billed for these supplies, and reimbursement was paid.

DMAS paid home health providers more than $50 million from 1983 to 1990.
Given the lack of utilization controls by DMAS, a portion of that spending may have been
unnecessary. Since 1991, DMAS has identified and recouped nearly $350,000 in
reimbursement paid for inappropriate and unnecessary visits and services. These
savings are a result of the disallowance of more than 6,000 home health visits (Table 22).
These savings have accrued after reviewing just 25 percent of the providers.

DMAS staff expect to uncover additional improper utilization practices as their
review is expanded. Therefore, the amount of inappropriate program expenditures
recouped from providers will likely increase.

Policy on Visit Limitations is Misdirected. DMAS should continue its efforts to
identify unnecessary and inappropriate visits, and to promote proper utilization prac-
tices by providers. As was discussed in Chapter II of this report, the major factor
responsible for the increase in home health spending has been tremendous growth in the

Table 22

Home Health Utilization Review Cost Savings

Servi Numl f Denied Visit
Home Health Aide 3,505
Skilled Nursing 1,501
Physical Therapy 666
Comprehensive Nursing 199
Occupational Therapy 131
Speech Therapy —63
Total Visits Denied 6,065
Total Estimated Cost Savings $347,420

Note: Denied visits include those identified during the on-site review, and those denied in requests for extended
visits. Estimated cost savings are based on the number of visits denied for each service multiplied by the
average reimbursement rates for each type of service.

Source: JLARC staff analysis of Department of Medical Assistance Services data.

160



number of visits due to a rising number of new entrants into the program. Utilization
review can help contain spending by reducing the number of unnecessary and inappro-
priate visits.

On the other hand, a new DMAS policy designed to contain spending by limiting
the number of home health visits per recipient is misdirected and arbitrary. This policy
limits the number of home health aide and skilled nursing visits to 32 per recipient per
year, while limiting therapy visits to 24 per year. While recipients may request
additional therapy visits, no additional home health aide or nursing visits are permitted.

While this policy will save the State money, it does not address the major factor
underlying the increase in expenditures—a rise in total visits resulting from a growing
number of recipients. As described in Chapter II, the increase in the number of visits per
recipient, by contrast, has been negligible. Because the recently adopted policy does not
address the more important cause of increased spending, its ability to result in mgjor
long-term savings for Medicaid is reduced. More importantly, the new policy raises
questions of access to care and cost shifting. Recipients affected by the new policy may
begin to use more expensive Medicaid services, such as hospitals, emergency rooms, and
nursing homes in the absence of home health care.

. The Director of DMAS stated that cost containment was only one consideration
at the time that the limitations on visits were proposed. Another objective was to simply
remove the State’s liability for any care beyond the “normal level.” The precedent for this,

‘he stated, has been established through policy which limits the state’s liability for
hospital stays beyond & certain number.

Recommendation (19). The General Assembly may wish to remove the
cap on home health visits as required in the 1992 Appropriation Act. As an
alternative, the Department of Medical Assistance Services should reinstate its
policy to permit requests for extended visits once the number of allowed visits
has been reached.

Home Visits in Utilization Review Process. While DMAS has made home visits
to recipients on an as-needed basis, recipients are not visited as a matter of practice. The
lack of home visits contributes to a perception among providers that DMAS utilization
review places excessive emphasis on compliance with documentation requirements, and
insufficient emphasis on the actual recipient. The following comment made by one
provider during field visits typifies those generally expressed:

The DMAS utilization review process is confusing, paper-driven, and
does not focus on patients. Home visits were not made. Bylookingonly

. at paper and not observing the patients, DMAS does not get a real feel
for the patient’s situation. Also, DMAS does not get any indication of
how the patient feels about the services being provided.
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At least one DMAS utilization review analyst would like home visits to be a
regular component of utilization review.

I would like to see if the recipient matches the description contained in
the file. Sometimes I will review a file and get a sense, based on my
nursing experience, that the recipient probably does not match the
description. I would also like to determine how satisfied the recipient
is with the service, and assess what the home environment is like. In
addition I would like to see what medical equipment is being used in
the home.

Home visits to a sample of recipients would enhance the quality assurance
component of home health utilization review. In particular, it would enable DMAS to
assess the satisfaction of recipients and their family members with the home health
services.

Recommendation (20). The Department of Medical Assistance Services
should analyze the costs and benefits associated with making home visits as
part of home health utilization review. The analysis should include an
examination of how the current method of sample selection for the on-site
review could be modified in ordertofacilitate home visits to current recipients.
The Division of Quality Care Assurance should report the nesults of the
analysis to the director by June 30, 1993.

Nursing home utilization review is performed in order to ensure that the level
and quality of care are appropriate, and that the recipients’ patient intensity ratings are
accurate. In general, the review process appears to operate effectively.

Utilization Review Objectives and Process. Nursing home utilization review
serves three general purposes. It attempts to ensure that:

* the recipients meet the nursing home level of care criteria,

* the recipients’ Patient Intensity Rating System (PIRS) assessments are
accurate, and

¢ the recipients are safély and appropriately cared for.

The review process consists of three general steps: pre-admission screening,
desk review, and on-site review (Figure 48). Once a recipient begins to receive care, the
nursing home is responsible for on-going review of the recipient’s plan of care. DMAS
performs a semi-annual desk review to assess if the recipient continues to meet the level
of care criteria. The assessment covers virtually every aspect of the recipient’s condition,
including:
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* communication and hearing patterns,

* physical functioning and structural problems,
* continence,

¢ psychosocial well-being, and

* health conditions.

DMAS performs an on-site review for each provider. The primary purpose of the
review is to determine whether the nursing home’s PIRS score for each recipient is
accurate. If a nursing home’s PIRS score has increased by at least 15 percent, DMAS will
verify the PIRS scores for each of the provider’s Medicaid recipients. Otherwise, DMAS

Figure 48

Nursing Home Utilization Review
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Source: JLARC staff analysis of Department of Medical Assistance Services documentation, and interviews with
agency and provider staff.
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reviews a random sample of recipients, stratified across the three patient intensity
classes.

While DMAS is not bound to any required schedule for on-site reviews, it would
like to review each provider on an annual basis. However, DMAS states that it does not
have enough staff to doso. Approximately ten percent of nursing homes have not yet had
an on-site review.

During the on-site review, DMAS may also perform utilization review. The
purpose of the utilization review is to assess the quality and appropriateness of the care
that is being provided. DMAS performs inspections of care on an as-needed basis. For
example, DMAS will perform an inspection of care if the nursing home has been cited for
an excessive number of deficiencies during a VDH Medicaid certification inspection.
VDH performs an annual Medicaid certification inspection in each nursing home.

Desk Review Results. It appears that DMAS usually determines that nursing
home recipients continue to meet the level of care criteria. To evaluate the results of the
desk review for nursing homes, JLARC staff reviewed a random sample of nursing home
utilization review files. These files contained the results of desk reviews for a total of
. 1,678 Medicaid recipients. Only 13 percent of these recipients did not meet the criteria
for continued stay in a nursing home.

DMAS attributes these findings to two general factors. First, the pre-admission
screening program prohibits recipients who do not meet the criteria from entering a
nursing home. This is the first and most important control in the system. Second, all
nursing home providers are trained in administering the level of care criteria. Aware of
the financial consequences, providers make few mistakes in this area.

Recipients who do not meet the criteria during desk review do not necessarily
receive level of care changes. The decision to change a recipient’s level of care is initiated
by the utilization review analyst, and approved or disapproved by the DMAS Director of
Medical Support. According to DMAS, only about one percent of nursing home recipients
actually have their level of care changed. Some recipients who at first appear not to meet
the criteria, upon closer review by DMAS, are determined to still need nursing home care.
For example, a recipient who functions at a relatively high level will probably appear not
to meet the criteria. However, that same recipient may have a medical condition which
requires continuous nursing care.

Patient Intensity Rating. The Patient Intensity Rating System (PIRS) is used
by DMAS to measure the amount and type of services that a nursing home recipient must
receive. Each recipient receives a PIRS score based on his medical and functioning
status. Based on the PIRS score of each recipient, a nursing home receives a facility PIRS
score which is used to determine its reimbursement rate.
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It appears that, in moat instances, the recipient’s patient intensity rating does
not change as a result of the DMAS on-site review. JLARC staff reviewed a random
sample of nursing home utilization review files. These files contained the results of PIRS
validation surveys for a total of 1,228 Medicaid recipients. The intensity rating did not
change at all for 87 percent of the recipients. However, while the patient intensity rating
decreased for approximately ten percent of the recipients, it increased for only three
percent. .

A decrease in a recipient’s intensity rating is beneficial to DMAS because it
tends to reduce the nursing home’s PIRS score, which is directly linked to the facility’s
per diem reimbursement rate. Therefore, it appears that the PIRS review helps to
contain the amount of program spending on nursing home care.

There is some concern among providers that some nursing homes are wilifully
attempting tomanipulate, or “game” the PIRS assessments of their recipients. This could
potentially be done by making it appear that the recipients require a more intense level
of care than is actually the case. DMAS acknowledges that it has been concerned that
PIRS could be manipulated and is monitoring an entire nursing home chain for this
reason. The chain told DMAS: “We know that you are not going to change your PIRS
system and the criteria that go along with it. Therefore, we are going to try to game our
results.” DMAS plans on conducting a PIRS validation survey for facilities in this chain
regardless of how its PIRS scores change. According to DMAS, the best way to prevent
" manipulation of PIRS is to perform validation surveys on a regular basis.

OVERVIEW OF THE COST SETTLEMENT AND AUDIT PROCESS

Generally speaking, cost settlement and audit (CSA) is the process used to
examine a provider’s annual reported costs and to determine those costs which will be
considered for reimbursement by the Medicaid program. DMAS uses the process to
“settle” or close out the cost report for each provider receiving Medicaid reimbursement.
In this process, DMAS staff determine if all of the reported costs are allowable and
whether the amount of the Medicaid payment should be adjusted.

For some types of long-term care—nursing home services and institutional care
for the mentally retarded—the CSA process is used to determine the next year’s
reimbursement rate. Home health and personal care providers are not included in the
CSA process since they are reimbursed on a fee-for-service basis.

This section provides a description of the CSA process. The CSA processis based
on the principles of reimbursement as set out by federal laws and regulations and the
State Plan Under Title XIX of the Social Security Act for Medical Assistance Services. Two
general activities are performed during CSA: desk audit and field audit (Figure 49).
While all cost reports receive a desk audit, a field audit is not always performed.

165



Figure 49

Cost Settlement and Audit Process

Provider Fiscal
Year End

Provider's Cost Report
Submitted to DMAS
within 90 days

DMAS Deask Audit

« determines i cost repoit is complete
1 « identifies unallowable costs —
* determines if field audit is needed

* determines if cost repori can be settied

DMAS setties with
reimbursement rale

DMAS field audit

DMAS recalculates cost settiement,
and sets final reimbursement rate,
based on field audit resuks

Source: JLARC staff analysis of Department of Medical Assistance Services documentation, and interviews with
agency and provider staff.

The desk audit and rate setting phase of the CSA process begins when providers
submit their cost reports to DMAS for settlement. Nursing homes and ICFs/MR are
required to submit their cost reports to DMAS within 90 days after their fiscal year ends.

The desk audit is used to test the accuracy of cost report data prior to the establishment
of a new reimbursement rate.
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Desk Audit Process. Desk audits are performed in order to ensure that the cost
report is complete and accurate, to verify the reasonableness of costs claimed for
reimbursement, to identify non-allowable costs, and to determine if a field audit is
warranted. The desk audit process includes a completeness review, clerical review,
professional preview, and professional review.

The completeness review determines if all lines of the cost report have been
filled in, and if all required supporting documents have been submitted. The clerical
review is used to verify the mathematical accuracy of the cost report and identify any
unusual variation in current year costs from prior year costs.

Professional preview and review consists of a series of steps which DMAS takes
to determine whether the cost report can be settled with the establishment of anew rate
or whether a field audit is necessary. However, the preview/review process does not
specify any criteria or materiality thresholds for determining if a field audit is necessary.
While DMAS currently leaves such determinations to the professional judgment of its
analysts, it is working to develop materiality thresholds.

The purpose of the preview phase is to uncover areas that require more research
by the analyst. Desk preview includes the following:

* analysis of provider’s financial statements;
* analysis of unusual cost variances from the prior year;

* verification that the prior year'’s audit findings and adjustments have been
incorporated into the current cost report; and

e verification that the amount of patient days and DMAS payments has been
correctly incorporated into the cost report.

The desk review phase, on the other hand, is designed to provide detailed
answers to questions developed during the preview phase. Desk review is performed by
analyzing information that is readily available in the cost report. However, DMAS may
request additional information from the provider in order to verify cost report informa-
tion. A number of topics are examined during this review, including:

* capital-related costs,

¢ interest expense,

* costs of services purchased from related organizations,
* costs related to patient care, and

* home office costs.

Rate Setting Process. DMAS establishes new reimbursement rates and “cost
settles” the reports based on the findings of the desk audit. Prior DMAS policy required
that a tentative settlement be made, and a new interim reimbursement rate be set for a
provider within 90 days of receipt of the cost report. DMAS also had an internal policy
to complete cost settlement within 180 days of receipt of the cost report.
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In August 1992, however, DMAS implemented a new emergency regulation
which replaced the 90 day rate setting deadline with a 180 day requirement. The
emergency regulation applies only to nursing homes. However, some DMAS staff stated
that a 180 day cost settlement deadline applies to both nursing homes and ICFs/MR.

If DMAS determines that the cost report is not complete, the provider will be
instructed to supply the missing information. The 180 day cycle does not begin until
DMAS receives a complete cost report. Furthermore, if the desk review results in
findings that call into question the accuracy of the cost report, an immediate field audit
may be requested. The 180 day cycle also stops running in this situation. In such cases,
DMAS has 90 days in which to complete the field audit.

Field Audits Are Not Al Mand

The field audit unit conducts on-site reviews of the operations and financial
records of selected providers. These audits are conducted for the primary purpose of
identifying unallowable costs. However, in most cases they occur several years after the
cost report is settled by the DMAS. A field audit must be performed when a new provider
submits its first cost report, if a facility has been sold, or after major renovation or
construction.

Other field audits are performed on a discretionary basis. For example, some
providers are recommended for field audit by the cost settlement unit. In addition, the
field audit unit has recently begun to select certain providers for field audit based on a
number of criteria including the length of time since the last field audit and the amount
of Medicaid utilization.

IMPROVEMENTS TO THE COST SETTLEMENT AND AUDIT PROCESS

This is not the first review of the CSA process for long-term care services. In
1978, JLARC recommended that DMAS consider collecting additional information on
nursing home cost reports such as fixed assets, depreciation schedules and expenses.
DMAS has made improvements in terms of the amount of information required to be
submitted on nursing home cost reports. Moreover, the cost settlement process is now
automated.

On the other hand, the Auditor of Public Accounts recently found that cost
settlement was not completed in a timely fashion, that cost report analyses were not
appropriately documented, that many providers had not had a recent field audit, and that
the number of available field audit staff might not be sufficient. While DMAS is starting
to make progress in some of these areas, further action is warranted. This section
discusses aspects of the CSA process which could be strengthened.
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The 1978 JLARC study, Long Term Care In Virginia, cited a number of
deficiencies in nursing home cost reporting and cost analysis, including:

* lack of a uniform chart of accounts to standardize cost reporting by category
of expenditure; ‘

* failure to report costs for all required categories;

* failure to submit balance sheets and statements of income and expenses;

¢ failure to identity all nursing home owners;

* failure to disclose transactions between related parties;

¢ failure to adequately review owners’ compensation;

¢ ingufficient information on depreciation schedules;

* no documentation on whether loan interest is related to patient care; and

* failure to adequately analyze cost variations.

In general, all of these concerns have been addressed by DMAS. This has been

- done by developing standard, and extensive, nursing home cost reporting forms, and by

developing the preview/review desk audit program. Little, if any, additional action is
required in these areas. However, other problems now exist within the process.
Cost Settlement Process is Slow

Due largely to an increased workload, the CSA process often takes longer than
six months to complete. At the conclusion of this lengthy process, DMAS usually
determines that it owes the provider additional funds. The prevalence of additional

payments by DMAS results from the long period of time that passes between receipt of
the cost report and settlement.

4 3 eadli et. One objective of this
analysis was to asses the txmelmess of the rate-settmg process. To do this, JLARC staff
reviewed the cost settlement files of a sample of nursing homes and ICFs/MR for fiscal
years-1989, 1990, and 1991. The files of those providers who had been visited by JLARC
staff were selected for review.
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DMAS policy, until very recently, required that a new interim reimbursement
rate be established within 90 days of receipt of the cost report. Cost settlement, along
with the establishment of a final rate, was to be completed within 180 days. This objective
was frequently not met for nursing homes (Table 23). Also, though DMAS staff stated
that most ICF/MR cost reports are settled within 180 days, that does not appear to be the
case. In fact, the cost settlement process for ICFs/MR takes even longer to complete than
it does for nursing homes, with 80 percent of the settlements requiring more than 180
days. As aresult, many providers go through nearly their entire fiscal year receiving the
prior year's reimbursement rate. This can adversely affect a provider’s cash flow.

Table 23

Time Frame Analysis of Nursing Home
and ICF/MR CSA Process

Percent Settled  Average Percent Settled Average
After90Davs DavsLate After180Davs Days Late

Nursing Homes 73% 172 73% 98
ICFs/MR 93% 165 80% 125

Source: JLARC staff analysis of data from a sample of the Department of Medical Assistance Services cost settlement
files for ten nursing homes and five ICFa/MR for fiscal years 1989-1991. A total of 22 nursing home cost
reports were examined. Six nursing homes had not yet submitted FY 91 cost reports at the time of the
JLARC review. One nursing home cost report for FY 89, and another for FY 90, were missing from the
DMAS files. A total of 15 ICF/MR cost reports were examined.

Cost Settlement Worklogd Has Increased. As the number of providers participat-
ing in the Medicaid program increases, so does the number of cost reports that must be
settled. According to DMAS, 53 nursing homes were added to the program from 1989 to
1991. During that period of time, however, the number of cost settiement staff
remained about the same. Consequently, the workload of each analyst increased during
that period of time.

The cost settlement unit experiences its peak workload during the Spring. That
is because nearly half of all nursing homes in the Medicaid program have fiscal years
which end on December 31. Their cost reports are all due to DMAS 90 days later, March
31. The amount of work during this peak period is about to increase even more. One of
the State’s biggest nursing home chains will adopt a December 31 fiscal year end effective
at the end of 1992. As a result, more than half of all nursing homes in the program will
have fiscal years which end on December 31.

DMAS Usually Determines Provider is Owed More Money. At the conclusion of
the CSA process, DMAS usually determines that additional reimbursement is due to the

- provider. It is relatively rare, by comparison, for DMAS to determine that the provider
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has received excessive reimbursement and owes money back to the Medicaid program.
In FY 1991 for example, the State paid approximately $31 million to long-term care
providers as a result of cost settlement. Nursing homes and ICFs/MR received $24
million, or 77 percent, of these payments. In contrast, less than $5 million was collected
from providers.

The majority of these payments are the result of retroactive adjustments made
during the CSA process. A retroactive adjustment is made in order to compensate the
provider for the number of days of care which DMAS reimbursed using the prior year’s
rate. '

Under the new emergency regulations, DMAS has up to 180 days after receipt
of a nursing home’s cost report in which to establish a new prospective reimbursement
rate. Since a nursing home has up to 90 days in which to file its cost report, as much as
270 days (nine months) can elapse in the provider’s fiscal year before DMAS is required
to set the new rate. Consequently, large retroactive adjustments by DMAS are likely to
continue to be necessary.

Recommendation (21). The Department of Medical Assistance Services
should take steps to expedite the nursing home cost settlement and audit
process. In addition, the department should reconsider the regulatory change
that lengthens the timeframe for setting interim nursing home reimbursement
rates.

Current federal regulations merely require that DMAS demonstrate to HCFA
that it conducts field audits. Until 1982, DMAS was required to field audit each provider
every three years. That policy was eliminated, in part, due to the recognition that the
three year cycle was often excessive and unnecessary. DMAS continued to audit all
providers on a three year cycle until 1986. In 1986, DMAS began to adhere to the new,
less stringent, federal regulations.

More than 80 nursing homes, or about a third of all those participating in the
Medicaid program, have not had a field audit since at least FY 1986. Many nursing homes
have gone much longer without a field audit. This raises questions concerning the extent
to which DMAS is able to verify the accuracy of information contained in the providers’
cost reports. The manager of the field audit unit has acknowledged that “the field audit
process could be improved, in part, through more timely audits.” DMAS is taking steps
to address this situation. ‘

Field Audits Can Examine Greater Detail thgn Desk Audits. Field audits permit
staffto review detailed information that can not be examined in a desk audit. While desk
auditors often raise questions concerning certain cost report items, due to the press of
time, they are sometimes unable to fully address the questions. It is the role of the field
auditor to get to examine the report in greater detail.
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Field auditors go to the nursing home in order to inspect all of the provider’s
financial records, and also to question nurging home staff concerning the contents of the
records. In this way, the accuracy and completeness of information in the cost report is
more thoroughly verified. Field audits often focus on the following aspects of nursing
home operations:

¢ administrative and general costs,

* owner and administrator compensation,
* travel to seminars and conventions,

¢ refinancing, and

* plant costs and depreciation.

Discretionary Audit Program. In order to increase the number of field audits
that are conducted, DMAS recently began to select certain nursing homes for audit.

These audits are being done in addition to those requested after the desk audit. Nnrsmg
homes are being selected for field audit based on three criteria:

¢ length of time since the last field audit,
¢ amount of Medicaid utilization, and
¢ difference between the provider’s per-diem costs and the peer group ceiling.

According to DMAS, the most cost effective field audits are those of providers
whose costs are below their ceiling. In those cases, every dollar of unallowable cost
identified by DMAS represents a savings to the Medicaid program. In other words, the
provider’s reimbursement rate could be reduced even further below its ceiling based on
the audit results. On the other hand, DMAS does not feel that it is generally cost effective
to audit providers whose costs are above the ceiling. In order to affect the amount of
reimbursement, the audit would have to identify enough unallowable items to drive costs
below the ceiling. While this is possible, DMAS does not consider it to be a cost effective
use of audit resources.

DMAS had planned to begin conducting 26 discretionary audits during FY 1992.
As of the end of FY 1992, only eight of the audits had started. Four discretionary field
audits have been completed. The audit of one provider identified more than $1 million
in overpayments made by DMAS over an eight year period. The audits of three other
providers found that no overpayments had been made. .

Discretionary Audit Program Should be Expanded. While not all nursing homes
are in equal need of a field audit, the State could benefit from efforts to audit a greater

number of nursing homes on a more frequent basis. The criteria used by DMAS to select
the discretionary audits are sound. However, the application of those criteria could be
improved.

For example, only two of the 84 nursing homes which have not had a field audit
since at least FY 1986 were selected for a discretionary field audit in FY 1992 (Table 24).
However, more than half of those 84 providers had costs which were below the peer group
ceiling. Those providers below the ceiling received, on average, more than $2 million in
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Table 24

Profile of Potential Nursing Home
Discretionary Field Audit Selections

Nursing Homes Not Field Nursing Homes with
Audited since FY 86 Costs below the Ceiling
84 43
FY 90 Average FY 90 Total FY 90 Average FY 90 Total
Medicaid P : ¢ Reizml i Medicaid D Medicaid D
$2.3 million $97.3 million 39,945 1,717,651

Source: JLARC staff analysis of Department of Medical Assistance Services’ nursing home field audit data and FY
1990 payment data.

Medicaid reimbursement during FY 1990. Therefore, serious consideration should be
given to selecting these providers for field audit.

: Recommendation (22). The Department of Medical Assistance Services
should analyze its most recent field audit and payment data in order to select
additional nursing homes for discretionary field audits. The Department of
Medical Assistance Services should ensure that nursing homes selected for
discretionary field audits meet, to the greatest extent possible, established
selection criteria.

Use of Qutside Audit Ficm for Field Audits Is Ineffecti

DMAS has a three year contract with an accounting firm for the performance
of field audits. This contract enables DMAS to reduce the workload of its field audit staff.
The number of DMAS field auditors has decreased during the last few years. During FY
1992, DMAS paid the firm $86,000 for the performance of field audits. DMAS plans to
assign the accounting firm approximatély 15 field audits during FY 1993.

However, DMAS staff are dissatisfied with the performance of the firm, and
outside audit firms in general. The staff's concern centers on the fact that the contract
is only for a short-term, and that outside firms assign inexperienced auditors to conduct
the audits. The auditors, who normally perform financial audits, are not familiar enough
with Medicaid regulations to be effective. Moreover, there is so much turnover among the
firms’ auditors that they are never able to develop sufficient expertise with Medicaid

regulations.
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DMAS had used the current firm, along with two other firms, from 1986 to 1988,
and was not satisfied with the results. According toa DMAS manager, “We didn’t get very
good results in terms of dollars.” DMAS paid the three firms more than $1.7 million over
that three year period.

These concerns raise questions concerning the wisdom of continuing to use any
outside accounting firm for Medicaid nursing home field audits. DMAS could improve
its likelihood of conducting a successful field audit by eliminating its use of outside audit
firms.

According to DMAS, it would require two more field auditors in order to perform
the audits that are currently conducted by the firm. Furthermore, DMAS expectsits field
audit workload to increase over the next three years. Consequently, DMAS estimates
that five additional field auditors would be necessary to eliminate its use of outside audit
firms over the next three years.

An intensive staffing analysis was beyond the scope of this study. JLARC staff
did not identify exactly how many full-time equivalent positions would be necessary for
DMAS, given its increasing workload, to have an effective field audit program. On the
other hand, DMAS should periodically perform such an analysis as part of its normal
agency planning. However, DMAS had not recently performed such an analysis until it
did so as part of its response to a JLARC data request. Moreover, DMAS has not recently
prepared a formal budget request for additional field audit staff. '

Recommendation (23). For the FY 1995 budget, the Department of
Medical Assistance Services should develop an addenda‘outlining the costs and
methodology of conducting additional field audits of nursing home cost re-
ports. This addenda should include an assessment of the costs and benefits of
conducting these audits using DMAS staff, private contractors, or a combina-
tion of those sources.

CONCLUSIONS

Utilization review and cost audit are two processes that Virginia uses in its
effort to contain the amount of Medicaid long-term care expenditures. Utilization review
can best control expenditures by preventing the inappropriate use of Medicaid-funded
services and through monitoring the provision of services to eligible recipients.

In general, the effectiveness of DMAS utilization review activities vary for the
different components of long-term care. The activities conducted for nursing homes,
personal care, and home health services are, for the most part, comprehensive, thorough,
and effective. However, similar activities performed for ICFs/MR appear ineffective and

overly burdensome.
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Over the past several years, as reimbursement systems have changed and the
number of Medicaid providers has increased, the cost settlement and audit process has
become more difficult to administer. As a result, there are considerable delays in the
amount of time required to cost settle with providers and establish payment rates for the
next fiscal year. DMAS needs to take steps to reduce the amount of time that the process
consumes,

At the same time, the amount of financial information collected during the
process has grown. Efforts of desk auditors to verify the accuracy of this information and
to use it in identifying unallowable costs, have been hampered by a rising workload. This
creates the possibility that some of the long-term care expenditures by the State are
unnecessary.
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Appendix A

Senate Joint Resolution No. 180

Requesting the Joint Legislative Audit and review Commission to study the
Commonuwealth’s Medicaid program and the indigent care appropriations to the
state teaching hospitals and the Medical College of Hampton Roads.

Agreed to by the Senate, February 19, 1991
Agreed to by the House of Delegates, February 15, 1991

WHEREAS, a goal of the Commission on Health Care for All Virginians is to provide
access to basic health care for all Virginians; and

WHEREAS, approximately 330,000 persons in Virginia are eligible for the Medicaid
program, but an estimated 300,000 additional Virginians in poverty have no health
insurance; and

WHEREAS, the number of Virginians eligible for Medicaid has increased by only 10
percent during the last 10 years, butMedmmdexpendxtmsmV’ummahavempled
during that period; and

WHEREAS, costs in the 1990-92 biennium are expected to be more than 40 percent

greater than the costs in the 1988-90 biennium; and
' WHEREAS, the Medicaid program now represents about 12 percent of the
Commonwealth’s general fund budget, with an estimated $1.4 billion (general fund) cost
for the 1990-92 biennium; and
- WHEREAS, Medicaid costs will continue to escalate at a rapid rate as inflation in

health care costs far surpasses other goods and services; and new federal mandates are
likely to continue as Congress expands health insurance for the elderly, disabled, and
poor through Medicare and Medicaid; and

WHEREAS, federal mandates establish the core of the Medicaid program, but
states can partially shape the benefits and costs through policy adjustments in reim-
bursement rates for service providers; services offered to recipients; utilization review to
ensure appropriate care; and eligibility for groups of persons, and to some extent, how
much recipients pay for their own care; and ,

WHEREAS, University of Virginis Medical Center, Medical College of Virginia
Hoepitals, and the Medical College of Hampton Roads provide a significant amount of
care to low-income persons and receive state support for this care through Medicaid and
direct general fund appropriations; now therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That the Joint
Legislative Audit and Review Commission be requested to study the Virginia Medicaid
program and the indigent care appropriations to the state teaching hospitals and the
Medical College of Hampton Roads.

The study shall inciude, but not be limited to:

1. Assessment of the cost savings and health policy implications of limiting the scope
or duration of optional services, or adjusting recipients’ contributions to their care;
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2. Examination of the interpretation of federal requirements to determine if they
have been implemented in the most effective and least costly manner;

3. Determination of the effectiveness of current utilization review procedures in
controlling costs and exploration of additional options;

4. Evaluation of reimbursement methods to determine if they adequately encour-
age cost effective delivery of services;

5. Determination of the sufficiency of reimbursement rates to provide quality care
at the lowest required cost;

6. Review of budget and forecasting methods to ensure that they adequately
identify and progject the cost of policy changes, service utilization, and new mandates;

7. Determination of how the legislative branch could increase its capacity to more
closely monitor Medicaid forecasts and expenditures;

8. Exploration of the costs of alternative administrative methods for implementing
program requirements and options;

9. Examination of the relationship with other State programs to promote optimal
utilization of State funds;

10. Identification of options for umng Medicaid funds for services currently sup-

ported with general funds; and

11. Review of eligibility, scope of services, and reimbursement rates for indigent care
- at University of Virginia Medical Center, Medical College of Virginia Hospitals, and the
Medical College of Hampton Roads, and a determination of the appropriateness of
general fund and Medicaid allocation methodologies.

All agencies of the Commonwealthshallpmndeaasxstanceuponremwsttotbe
study as appropriate.

The Joint Legislative Audit and Review Commission shall complete its work in time
to submit its findings and recommendations to the Governor and to the 1993 Session of
the General Assembly, and shall provide interim reports to the Commission on Health
Care for All Virginians and to the 1992 Session of the General Assembly and at other
times as appropriate, using the procedures of the Division of Legislative Automated
Systems for the processing of legislative documents.
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Appendix B

Senate Joint Resolution No. 91

Requesting the Commission on Health Care for All Virginians to study the issue of property
transfer for purposes of Medicaid eligibility.

Agreed to by the Senate, March 5, 1992
Agreed to by the House of Delegates, March 3, 1992

WHEREAS, health care spending continues to increase at a rapid rate; and

WHEREAS, thecostofMedxcmdfurd\celdalyxsmausmgatampxdmmdwmmeagmg of the
general population; and

WHEREAS, the Medicaid budget is projected to grow by $743 million over the previous biennium;
and : :

WHEREAS, many persons give away assets or otherwise dispose of resources they could use 1o
purchase medical care, especially nursing home care, in order to become Medicaid-eligible; and

WHEREAS, the federal Medicaid eligibility rules regarding transfer of assets have been made more
lenient in recent years; and

WHEREAS, it is common practice for persons anticipating the need for medicat care for themselves
or their relatives to consult attomeys and financial planners familiar with Medicaid law and
regulations for advice on ways to circumvent the Medicaid rules so as to transfer assets to establish
Medicaid eligibility; and

WHEREAS, the Joint Legislative Audit and Review Commission is examining Medicaid financing of
long-term care including the issue of asset transfer and asset recovery, as directed by Senate Joint
Resolution No. 180 passed by the 1991 General Assembly; and

WHEREAS, the resources of the Commonwealth should be used to help those most in need who do
not have resources with which 1o purchase health care; now, therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That the Commission on Health Care
for All Virginians be requested to study the current practice of persons transferring or giving away
assets without compensation so that they can become eligible for Medicaid, and to recommend to the
General Assembly options available o limit the financial impact of such practices on the taxpayers of
Virginia.

The Joint Legislative Audit and Review Commission shall, upon request of the Commission, discuss
its study plan and report its findings and recommendations to the Commission prior to the 1993
Session of the General Assembly.

The Commission shall complete its work in time 10 submit its findings and recommendations to the

Governor and the 1993 Session of the General Assembly as provided in the procedures of the Division
of Legislative Automated Systems for processing legislative documents,
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Appendix C

Major Differences Between OBRA 1987 Regulations
and Prior Regulations

Pre OBRA 1987

Separate regulations applied to SNF's
and ICFs.

No specific timeframes regarding
completing plans of care were
required. No quantifiable goals
or objectives for care planning
required.

Patient assessments were not
required, nor were requirements
spelled out for the content of
assessments if performed.

Staffing Requirements:

SNF's-RN on duty at least 8 hours per
day, seven days per week and LPN
coverage 24 hours per day.

ICFs-RN or LPN on duty 7 days per
week during day shift available for
prompt action in emergency situations
24 hours per day.

No requirements for certification,
registry, or testing of nurse aides.

No requirement for a full-time social
worker.

Resident’s rights were included as
a standard, under the Governing Body
and Management condition.

LPost OBRA 1987

The distinction between SNFs and
ICFs was eliminated; all facilities are
called nursing facilities with the same
regulations. :

A written plan of care is required which
will provide services and activities that
allow the resident to attain or maintain
their highest level of functioning and
well-being.

A comprehensive, accurate, standardized,
reproducible assessment of each patient’s
functional capacity, coordinated by a
registered nurse is required within four
days of admission to the facility, and the
resident must be reviewed at a minimum
once every three months to assure contin-
ing accuracy of the assessment.

All facilities must have a RN on duty at
least 8 hours per day, 7 days per week and
an LPN on duty 24 hours per day, 7 days
per week. States can waive these
stipulations if facilities can prove they are
unable to recruit staff, that residents’
health and safety is not endangered, and
that an RN or physician is on call to the
facility.

The employment of nurse aides who have
not completed the required training and
competency evaluation programs after four
months of starting work is forbidden.

Facilities with more than 120 beds must
employ a full-time social worker.

Residents’ rights have been spelled out,
and have been elevated to Condition Level.
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Appendix C
(continued)

Pre OBRA 1987

Utilization review was at a condition

level, but emphasis was on appropriate-

ness of utilization, not assessment of
quality of care.

There was no preadmission screening
requirements for persons with mental
illness or mental retardation.

Certification surveys were conducted
annually, with no provision for
flexible scheduling. Surveys were
generally scheduled in advance.

Enforcement options for facilities
that violated certification require-
ments were limited to repeat
offenders, i.e. facilities with
deficiencies that went uncorrected
from year to year. States had to
close down facilities and/or transfer
residents when facilities were found
to place the health or safety of
residents in jeopardy. :

Post OBRA 1987

A quality assessment and assurance
committee that develops and implements
appropriate plans of action to correct
identified quality deficiencies must be
established. The data sets and instru-
ments used to assess residents must be
developed.

Each state must have a preadmission
screening program for all persons witha
primary or secondary diagnosis of mental
illness or mental retardation (excluding a
primary diagnosis of dementia). States
must review all mentally ill or mentally
retarded persons in nursing facilities to
determine whether continued placement
is appropriate and must arrange for
discharge and active treatment of
residents when continued admission is
inappropriate. '

Surveys can be scheduled up to 15 months
after the prior survey, with some flexi-
bility as to timing, although the statewide
average for surveys must be every 12
months. Surveys are unannounced.

State enforcement powers were expanded.
Intermediate sanctions, previously
adopted by some states, are specifically
authorized by federal law. Facilities that
pose an immediate danger to residents can
be placed under temporary management
while improvements are made; civil penal-
ties can be assessed, or the state can deny
payments for new Medicaid admissions.
States may establish programs that pro-
vide incentives for high quality care that
can include public recognition or incentive
payments or both. While final interim
sanctions have not been: published, any
deficiency could result in some type of
sanction.

 Source: Abt Associates, Inc. - Quality Assurance in Non-PPS Settings
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Appendix D
Technical Reports Supporting Study Methodology
Th~ following appendixes to this report are available upon request from the
Joint Legislative Audit and Review Commission.
. Tgchnical Appendix: Nursing Home Cost Functions
¢ Technical Appendix: Home Health Cost Functions

* Technical Appendix: Sampling Methodology and
Telephone Survey for Personal Care Analysis
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Appendix C

Agency Responses

As part of an extensive data validation process, each State agency involved in
a JLARC assessment effort is given the opportunity to comment on an exposure draft of
the report. This appendix contains responses by the Department of Medical Assistance
Services and the Department of Mental Health, Mental Retardation and Substance
Abuse Services.

Appropriate technical corrections resulting from the written comments have
been made in this version of the report. Page references in the agency responses relate
to an earlier exposure draft and may not correspond to page numbers in this version of
the report.
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COMMONWEALTH of VIRGINIA

BRUCE U. KOZLOWSKI Department of Medical Assistance Services SUITE 1300

DIRECTOR 600 EAST BROAD STREET
’ RICHMOND, VA 23219

PATRICIA A. GODBOUT 804/786-7933

DEPUTY DIRECTOR- 804/225-4512 (Fax)

ADMINISTRATION 800/343-0634 (TDD)
: October 14, 1992
JOSEPH M. TEEFEY
DEPUTY DIRECTOR-
OPERATIONS

Mr. Glen Tittermary
Senior Division Chief
Joint Legislative Audit
and Review Commission
General Assembly Building, Suite 1100
Capitol Square, Virginia 23219

Dear Mr. Tittermary:

It was a pleasure to meet with you on October 7, 1992, to
discuss your two recent reports: Medicaid Asset Transfers and
Estate Recovery and Medicaid-Financed Long-Term Care Services in
Virginia.

We appreciate your willingness to accept our input and make
modifications as appropriate. There are still some issues and
findings that we continue to be uncomfortable with. I am taking
this opportunity to summarize and reiterate those key issues we
offered.

Medicaid Asset Transfers and Estate Recovery

A redoubled effort at recovering assets is called for, and
we agree to continue to increase those efforts now that we have
greater authority in this area of estate recovery. Time will
tell whether there is as much as $14 million in recoverable
assets. We reiterate our earlier observation that increased
recoveries, along with the advent of affordable 1long-term care
insurance policies in the Commonwealth, will jointly produce
changes in the approaches citizens take when engaging in estate
planning. Hopefully, we may look forward to these more dignified
alternatives for the spend-down population. The LTC insurance
and other options, when and if available, should be more
appealing to prospective applicants when our proactive recoveries
program is in place.



Mr. Glen Tittermary
October 14, 1992
Page Two

Medicaid-Financing Long-Term Care Services In Virginia

We are especially concerned about your methodology for
arriving at the conclusion that 57% of clients utilizing personal
care would receive the same care from existing caregivers if the
program were discontinued; and therefore, this percent of clients
does not meet the "imminent risk'" criteria for participating in
the Personal Care program.

This finding is based on a research technique of telephone
interviews. Telephone interviews are highly error prone. Family
members or caregivers are 1likely to say what they think the
interviewer wants to hear (e.g., I will take care of my parent
regardless of personal care availability), or simply acquiesce to
what they infer to be the government interviewer's position.

Telephone surveys are not well-suited to speculative
questions about what a person might do if a nursing home were not
available, they are best wused for matter-of-fact questions
[Babbie, et al]. There is no way, without a validation study or
~ the use of a focus group before survey start-up, to be confident

that threats to the study’'s validity have been controlled. There
is a substantial risk, then, that the findings from this
telephone survey are imprecise and misleading.

Cost Audit and Rate Setting

DMAS analysis of the 43 NF's identified by JLARC as having
costs below their ceilings indicates that 6 of the NF's had
allowable costs of less than $1 Million. These facilities would
not normally be high priority candidates for a discretionary
audit.

Of the remaining 37 NF's, 30 percent (11 NF's) are currently
either undergoing or scheduled for discretionary audits during FY
92 and FY 93. The DMAS will evaluate the remaining 26 NF's under
the established selection criteria to determine which should
receive discretionary audits during FY 93, if audit resources are
available, or during the FY 94 audit cycle.

I should like to thank you again for your willingness to
hear our comments on the two studies.

Sincerely,

Sllief-hogy

Bruce U. Kozlowsk

BUK/ jwp



COMMONWEALTH of VIRGINIA
DEPARTMENT OF

KINGE.DAVIS.Pho.Losw  Mental Health, Mental Retardation and Substance Abuse Services MAILING ADDRESS

COMMISSIONER P.O. BOX 1797
RICHMOND. VA 23214
TEL. (804) 786-3921

October 8, 1992

Mr. Philip A. Leone, Director

Joint Legislative Audit and Review Commission
Suite 1100, General Assembly Building

Capitol Square

Richmond, Virginia 23219

Dear Phil:

I appreciate the opportunity to comment on the exposure draft of
the JLARC report on Medicaid Financial Long Term Care Services.
Attached is a list of the comments on those items related to the
Department's Mental Retardation facilities.

I would 1like to commend your staff on the efforts to become
familiar with our systemn. The feedback we have had from the
facilities and community services boards has been very positive.
It is my understanding that a meeting is being scheduled with our
staffs to go over the comments and concerns which I trust will be
incorporated in the final report.

KED/bm

pc: Robert Shackelford, Jr.
Jim Bumpas

VOICE/TDD (804) 371-8977
FAX (804) 786-4146



Department of Mental Health, Mental
Retardation and Substance Abuse Services
Comments on Exposure Draft of JLARC Report on Medicaid
Financing of Long Term Care Services in Virginia

Page 33 - Paragraph 3

The statements in paragraph three "expenditures for State-operated
facilities have grown at the fastest rate" and paragraph four "the
fastest growing long-term services are those provided in the
community" appears to be contradictory as well as misleading.
First, as reflected in various sections of the report the
institutional increases usually refer to the increase in per diem
expenditures rather than total expenditures. This is misleading
given the efforts of the Department to reduce the census and size
of the institutions as part of the National and State public
policies over the last thirty years, and concurrently to improve
the quality of care for those more severely and profoundly retarded
remaining in the facilities. Also, it has been a longstanding
budget policy to improve staffing standards whenever possible
through census reductions rather than establishing new State jobs.

Furthermore, the community services expenditures are increasing
rapidly because of the recent approval of the community based
waiver as an effort to provide more appropriate and efficient
services. While this is stated on page 34 it should be noted this
is in response to public policy and demand for services rather than
unchecked rapid cost increases.

Page 40 -~ Paragraphs 1 & 3

Paragraph one reflects an average annual increase of over 12% in
institutional Medicaid expenditures and almost 13% in paragraph
three on the same information. The statements should use the same
number for consistency.

Page 42 - Paragraph 2

This should also include planned census reduction as a key factor
contributing to the increased costs.

The comments on federal regulations on pages 42 - 45 are well done.
However, there does seems to be a discrepancy between the 15%
decline in residents on page 41 and the 21% on page 45 for the same
time period. The 15% applies to Medicaid patients while the 21%
applies to all patients.



Page 45 - Paragraph 3

Insert the work "significantly" after 'charge" in the third
sentence.

Also in relation to overhead or indirect cost, the 40% overhead
costs should be defined to show this includes all non direct care
costs such as food, laundry, housekeeping, building and grounds,
and other support costs as is done on page 146. Since overhead and
indirect in non health care systems may primarily be personnel and
administration overhead, a distinction for our system should be
made. Also since the national medicare health industry standard is
40%, it should be noted that our percentages are below industry
standards.

Page 46 - Figure 19 and accompanying narrative relating to direct
care staff ratios

The methodology used is questionable. It appears that Figure 10
may not have accounted for relief factors required to provide 7 day
- 24 hour coverage along with leave and holiday usage. This factor
is usually 1.6 times the staff requirement. For example: 5 staff
per 24 hour day, a total of 8 (5 X 1.6) is required. The chart
implied a ratio of more than 1 staff to 4 residents. While overall
we meet ratios of 1:8, 1:8, 1:16 per 8 hour shift, only in areas
showing the most severely handicapped are we approaching ratios of
1:4, 1:4, and 1:8. Further” verification on these charts and
related detailed is warranted.

Page 49 - Paragraph 1

The statement that the State should consider 1looking to its
reimbursement system as a means of 1lowering its per dienm
expenditures when the rate of spending exceeds the Medicaid
inflation rate fails to account for two key factors. First the
“"upper 1limit caps" imposed by Federal Medicare and Medicaid
standards does in fact apply ceilings on reimbursement beyond
health care inflation increases. This is noted later on page 141.
Secondly, there needs to be a distinction between inflation on
total expenditures versus the per diem to account for census
declines and acuity of care and increasing standards of quality.
There is a difference in the degree of increase and the implication
that overall costs are escalating. For example, the total
appropriations for the five training centers increased at an
average rate of 5.69% for 1983 through 1990 which included salary
and selected staff increases as well as major increases in fringe
benefits and insurance costs, virtually all of which where external
factors to this Department.

Page 94 - Paragraph 1

The second sentence should read "100 percent of cost" rather than
“charge" rate, or clarify that charges equal cost.



Page 142 - Paragraph 2, Sentence 2

"As long as providers can be certain that their cost will be
reimbursed, there is no incentive to deliver care more
effectively.”"” While on the surface this is true, with respect to
the State's system, it fails to remotely recognize the tight budget
policies the State has been operating under since at least the
beginning of Governor Robb's administration when agencies have been
"level funded" or base budgeted for eight years before the cuts of
the 1990's. The implication that the institutional costs go
unchecked and are inconsistent with the State's budget practices is
invalid because no increases for non personal services with the
exception of workman's conmpensation, insurance, and special
education costs have been appropriated since FY 1982.

Page 147 - Figure 33

This chart is incorrect. Based upon a review of staff work papers
there are at least two major flaws in the data. First the
comparison at Southwestern Training Center is incorrect due to not
including all of the buildings and grounds costs in 1983 as
compared to 1990. (In 1983 there were two lines in the cost report
as compared to a merged one line in 1990.) Secondly, and more
importantly on a system-wide base general administration costs in
1990 included a "“one-time accounting adjustment for accumulated
annual leave cost". This was done as an revenue enhancement
project to recover retroactive annual leave liability costs. This
action occurred in 1990 and grossly inflates the rate of increase
since this was a one-time action and was not comparable to 1983.
Adjusting for this will also reduce the rate of indirect cost
increase referred to earlier in the report and reduces the
percentage of indirect/overhead costs in Figure 33 and on page 45
even more below the industry average. These corrections will
require changes in the narrative. For example, applying these
corrections to Southwestern Virginia Training Center the annual
growth per recipient from 1983 to 1990 will be 10%.

Page 148 - Recommendation 4

Discussions regarding facility consolidation are contrary to State
and Federal direction and would be a major set back for services to
the MR population in Virginia; therefore the need for
recommendation #4 which requests a study of facility consolidation
is seriously questioned. Even requesting such a study would do
serious harm in the community among families and coalition groups
interested in this population. Further, it would send a dangerous
message to those parties, such as the Federal Justice Department,
who are already looking closely at services in Virginia and who
believe our facilities are already too large, even the smaller
ones.



Page 188 - Recommendation 8

The logic for this recommendation seems questionable since the
basis for mental retardation waivers is that of cost effectiveness
when compared to institutional ICF/MR placements. This was
concluded prior to the State reguesting a Federal Waiver and a
study would be redundant.
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Recent JLARC Reports

An Assessment of Eligibility for State Police Officers Retirement System Benefits, June 1987

Review of Information Technology in Virginia State Government, August 1987

1987 Repoart to the General Assembly, September 1987

Internal Service Funds Within the Department of General Services, December 1987

Funding the State and Local Hospitalization Program, December 1987

Funding the Cooperative Health Department Program, December 1987

Funds Held in Trust by Circuit Courts, December 1987

Follow-up Review of the Virginia Department of Transportation, January 1988
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Management and Use of State-Owned Passenger Vehicles, August 1988

Technical Report: The State Salary Survey Methodology, October 1988

Review of the Division of Crime Victims’ Compensation, December 1988

Review of Community Action in Virginia, January 1989

Progress Report: Regulation of Child Day Care in Virginia, January 1989

Interim Report: Status of Part-Time Commonuwealth’s Attorneys, January 1989

Regulation and Provision of Child Day Care in Virginia, September 1989

1989 Report to the General Assembly, September 1989

Security Staffing in the Capitol Area, November 1989

Interim Report: Economic Development in Virginia, January 1990

Review of the Virginia Department of Workers’ Compensation, February 1990

Technical Report: Statewide Staffing Standards for the Funding of Sheriffs, February 1990

Technical Report: Statewide Staffing Standards for the Funding of Commonwealth’'s Attorneys, March 1990

Technical Report: Statewide Siaffing Standards for the Funding of Clerks of Court, March 1990

Technical Report: Statewide Staffing Standards for the Funding of Financial Officers, April 1990

Funding of Constitutional Officers, May 1990

Special Report: The Lonesome Pine Regional Library System, September 1990

Review of the Virginia Community College System, September 1990

Review of the Funding Formula for the Older Americans Act, November 1990

Follow-Up Review of Homes for Adults in Virginia, November 1990

Publication Practices of Virginia State Agencies, November 1990

Review of Economic Development in Virginia, January 1991

State Funding of the Regional Vocational Educational Centers in Virginia, January 1991

Interim Report: State and Federal Mandates on Local Governments and Their Fiscal Impact, January 1991

Revenue Forecasting in the Executive Branch: Process and Models, January 1991

Proposal for a Revenue Stabilization Fund in Virginia, February 1991

Catalog of Virginia’'s Economic Development Organizations and Programs, February 1991

Review of Virginia's Parole Process, July 1991 '

Compensation of General Registrars, July 1991

The Reorganization of the Department of Education, September 1991

1991 Report to the General Assembly, September 1991

Substance Abuse and Sex Offender Treatment Services for Parole Eligible Inmates, September 1991

Review of Virginia's Executive Budget Process, December 1991

Special Report: Evaluation of a Health Insuring Organization for the Administration of Medicaid in
Virginia, January 1992 )

Interim Report: Review of Virginia’s Administrative Process Act, January 1992

Review of the Department of Taxation, January 1992

Interim Report: Review of the Virginia Medicaid Program, February 1992

Catalog of State and Federal Mandates on Local Governments, February 1992

Intergovernmental Mandates and Financial Aid to Local Governments, March 1992

Medicaid Asset Transfers and Estate Recovery, November 1992

Medicaid-Financed Hospital Services in Virginia, November 1992

Medicaid-Financed Long-Term Care Services in Virginia, December 1992



	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	



