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EXECUTIVE SUMMAR Y

PURPOSE OFTHE AMENDMENTS

Congess amended the Mediegpiogram thiough
The Balanced Budg Act of 1997,P.L. 105-33,t0
achieve two major gals. krst,the amendments sexd
to balance thesfdenl budget. “(W)ithout the $116.4 bil
lion in net spendingeductions,a balanced dget
would not hae been adgieved” (fn. Urban Institute)
Second these banges were made to stem theypid
growth of Medicae expenditues, patticulady in the
Part A trust fund which otherwise wuld hare been
exhausted B the year 2001.

MEDICARE

Enacted in 196%he Medicae piogram opeated
exclusively on a £e-br-sewvice basisdér mary yeas. In
recent yass, Medicae has 6llowed pivate insuance
trends and in@ased its use of maged cae plans.

Medicare coverage is administexd by the Health
Care HnancingAdministration (HCFA) and dvided
into two pats - Rart A (Hospital Insuance) and &t B
(Supplementgr Medical Insuance). Rt A covers
inpaient hospital sefices,nursing facility sewvices and
hospice ca. Piior to the BB\ it also caovered all home
health serices,some of vhich are nav covered under
Part B. There is a deductile for hospital coerage. For
1998,the hospital deductie is $760.

Part B covers plysician sevices,laboratory sew-
ices, outpdient hospital sesices, durable medical
equipment and similar outpant medical sefices.An
important outpéent sevice thd Part B does not ceer
is presciption drugs. Benetiiaries py a pemium,cur-
rently $43.80/monthfor Part B coverage and an anral
deductilte of $100. Oerall, Medicae cost shang rela
tively high, often &ceeding the cost-shag
requirements in emplger-based plans.

Medicae eligble individuals indude rtirees and
younger disdled individuals who have worked and paid
payroll taxes or vho become elifple based upon the
record of a amily member wo has done so. In 1997,
Massatiusetts had 941,000 Medieabeneitiaries,
ranking 11th in the L&. for the umber of erollees.

Medicate also pgs for Gradude Medical Educa
tion (GME) for physicians. It ceers both indiect
medical edudion (IME) costs ér resident taining and
involvement in teaing paients with complg medical
conditions and dect medical eduden costs sut as
resident anddculty salaies.

THE BALANCED B UDGET ACT

Enacted oAugust 5,1997,the Balanced Budg
Act (PL. 105-33) sered the dual pynose of balancing
the federl budget and delging the echaustion of the
Medicare RPart A Trust Fund It reduced the xpected
rate of gowth in Medicae funding ly a total of $116.4
billion over the n&t 5 yeass.

The Balanced BudgAct (BBA) contained seeral
overarching themes. ist, it changed the nture of
Medicale by expanding theange of plans wailable to
benefciaries. It theeby takes the fist st tovard trans
forming the Medicag program from a“defined benefs
program” where eseryone gts oughly the same benre
fits to a“defined contibution” program where everyone
pays accoding to the sameofmula, but may ultimately
enjoy very different bendfs.l In so doing it also
expanded édearl authoity over this gowing maket.
The BBA made adjustments to thates paid to man
aged cae plans to betteeflect actual ernllee costs and
to adieve gedaer equity betwen \arious egions of the
U.S. By reducing povider payments,the BBA indi-
rectly reinforced the ole of the Medica home health
beneft as a shdrterm, acute cag benetfiversus a long-
term souce of suppadrfor frail eldes and people with
disabilities living in the comranity.

The BBA also eflected dianges in the deliery of
health cae by encouaging a eduction in the amber of
medical esidents in teddng hospitals \uile authoiz-
ing payments or the costs of theiraining in outpent
settings or the fist time2 It further educed pospectie
payments to acute-carhospitals andxtended the
prospectve payment system to a nch broader aray of
providers induding home healthgencies rehailita-
tion hospitals,skilled rursing facilities (SNFs) and
other entitiesThe BBA also evised pgment method



ologies to plysicians and other pviders. These
changs ae desdbed in moe detail belov.

Impact on Beneftiaries

Although most povisions of the BB\ will ulti -
maely have an impact on benefaries,three povisions
will affect them most dérctly:

Beneficiary cost shaing - the BBA increases &t
B premiums andltangs the ules br payment of those
premiums and other out-of-pket costs though the
Medicaid Qualifed Medicae Beneiciary (QMB) and
Specifed Lov Income Beneféiaries (SLMB) pograms.
With the exception of a small omber of indviduals
who will become elighle for the SLMB pogram,the
overall effect of these ltanges will be to incease the
high out-of-po&et costs akad/ being paid g most
beneftiaries.

Preventive beneits - the BBA adds nev preven
tive benets to the Medica program induding
enhanced access tose@l preventive benefs induding
mammaraphy, pap smeas and pelvic xkamindions,
prostae cancercolorectal sceening scieening ér bone
mass density and dietes self margement. It also
extends HCR's Influenza and Pneumococaéccina
tion Campaign in conjunction with othegencies
through 2002The estimeed cost of the gwentive sev-
ices is $4 billion dolles between 1998 and 200Zhe
BBA further equires gadual eductions in the coga
ment or hospital outpéent sevices.These banges
will increase access to theseyantive sevices.

New Medicare+Choice Plan Options the BBA
amends the Medicarstdute to povide beneitiaries
with altematives to the tditional £e-br-sewvice pak-
age and curent manged cae plans.These ne plan
options intude“Coordinaed Cae Plans’sut as HMO
plans with or without point of seice (POS) options,
prefered povider oganizaions (PPOs) and Bvider
sponsoed oganizaions (PSOs)The BBA will also
authoize cariers to ofer piivate fee-or-sewice plans,
fratemal benet society plans and a limitedumber of
Medical Saings accounts (MSAS).

Carriers my offer these planf the frst time in
November 1998.Thereafter the month of Neember
will be the“Annual Coodinaed Election Briod” dur-
ing which beneitiaries will be dle to sign up ér nev
plans or enav their eisting plans. Br 1998 though
2001,there will be contimious open emilment in all
plans,i.e. beneiciaries will be dle to swvitch plans &

ary time. Contiruous open ewfiment will end in 2002
when benetiiaries will only be dle to svitch plans dur
ing the Nowember election p&d and the ifst six
months of the gar, January - June 2002. Bginning in
2003, this six month paod will be narowed to thee
months Janualy—March, when benétiaries will have
the option to witch. Slightly different wles gply to
new beneiciaries and gceptions will be made under
celtain citrumstances as deéid ly HCFA.

These bangs mg increase erollment in non-ta-
ditional Medicae plansWith this chang also comes an
increasedisk of adrerse selection as the nket divides
itself into smaller sgments.

Impact on HMOs

In addition to adjusting to anx@anded médeet,
health maintenance ganizdions will see banges to
the formulas Pr calculding their Medicae plan etes.
TheAverage Adjusted Rr Caita County (AAPCC)ate
will be calculded to account meraccuately for the
costs of manged cae enpllees. It will also be adjusted
to provide geaer equity in ates betveen diferent pats
of the county. There will be dangs to the updas or
these ates alsoTheAdjusted Commnity Rae (ACR)
submitted l individual plans will also be adjustedrf
risk.

These banges will result in educed everues to
the Massdtusetts marged cae plans. Ogr time these
reductions my cause plans to inease theirates or
reduce bengs.

Impact on Home Health Care

Nationally, home health)penditues“have moe
than doubed as a sharof the total Medicar budget”
with “annual average increases of marthan 28 peent
per bendtiary . . . betveen 1990 and 1996"Con
tributing to this apid increase \ere regulaory changs
in eligibility and scope of ceerage as vell as tends in
the overall health system hich encouaged comnu-
nity-based rather than institutional, care. In
Massabtusetts,a high pecentaye of eldes and the
Commonvealth’s gtempts to maximie Medicae dok
lars mgy have also conibuted to this &nd

Fedenl concens dout both faud and buse in the
system and theapid growth in the mmber of home
health gencies vere also &ctors. HCFA's “Operation
Restoe Trust” program inceased audits and other anti-
fraud measws in magy staes, including



MassabusettsThus fr, no fraud and little buse hae
been unceered in the Commonealth.

The BBA seeks to educe this apid growth by
reinforcing Medicae’s oiiginal puipose to sefe pima-
rily benefciaries with shot-term, post-acute needs
rather than those withhtonic needs. It did so jpnaiily
by reducing pgments to poviders. Stating in October
1997,home health gencies bgan a tansition fom
cost-basedaimbursement to an intén payment sys
tem (IPS) with the ultim# goal of implementing a
prospectve pgyment system (PPS3imilar to tha oper
ating in hospitals,on October 1,1999. Under the
inteim payment systemmary agencies eceve a
capped pament per benéfiary using FY 1994 da.
The BBA also dianges deihitions regarding eligbility
and the scope of sgces. Other bangs indude suety
bond equirementsadditional fraud and buse equire-
mentsa transer of some home health costsrfr Fart A
to Part B and other amendments.

Benefciaries,home healthgencies and the Com
monwealth hae alead/ felt the impact of these
changes. Maly beneiciaries hae reported sevice
reduction or teminaions. In adlition to reducing ser-
ices to ceiain benefiiaries,agencies hee laid of staf
and steamlined in other ays. HCR's fraud and buse
initiative has madegencies gen moe consevative
regarding eligbility and coverage decisions.

Benefciaries hae tumed to serices fom stde-
funded pograms sub as the Massacisetts home car
agencies and Medicaidstae officials and othex have
expressed conces regarding rising caseloads and
increases in sta ependitues as aasult of these
changs. They have also noted the possibility of an
increase in arsing home occupagé

Impact on Acute Care Hospitals

Acute cae hospitals hae beeneceving prospee
tive pggments br Medicae beneitiaries since the
mid-19805. These pgments ag updaed anmally and
include rimbursement ér direct and indiect medical
educdion (IME) payments.

Hospital pgments ndonally account ér ebout 44
percent of Medicag expenditues and epresent almost
30 pecent of the BR\ budget saings over five years
(1998 though 2002). Half of these wags ae from
reductions in the updefactoss for prospectve payment
system (PPS) hospitaks.

Some obseters expect these ltanges to educe
profit mamins for Massahusetts hospitalsThese
reductions my exacerbée eisting inequities beteen
teading hospitals and comumity hospitals thiado not
provide medical edudioon and mg also eacerbae
trends tavard industy consolidéion.6 Dischamge poli
cies and timing mabe afected damaically by these
changs and those to the SN&imbursement policies.

Impact on Non-Acute Care Hospitals

The PPS hospitabimbursement system does not
apply to “five types of specialty hospitals(railita-
tion, psydiatric, long-tem cae, children’s and
cancer).” In recent yais, these hospitals va had to
confront maly of the same compett pressues as
acute cag hospitalsTo respondthey have utilized cost
reduction stategies sut shoter lengths of staand
have also paticipated in the consoliden trend

Non-PPS hospitaleceive “TEFRA” payments?8
The BBA levels the plging field for old and ne facili-
ties tha receved paments under this feme® Prior to
the BBA changes,new facilities held aeimbursement
advantage, fueling the deelopment of ne facilities
and contibuting to pooer financial perdrmance among
older ones% The BBA provisions malk it likely tha
long-tem cae hospitals andehailitation facilities will
male the tansition to a prspectve system.

These bangs mg also causeeductions in Med
icaid reverues to theseatilities as well.1l These
reductions mg in tum require hospitals toedoulble
their curent cost-cutting ébrts, thus inceasing con
cems @out shotened lengths of syaand less piéent
choice because of ftirer industy consoliddion.

Impact on Skilled Nursing Facilities

Medicae skilled rursing facility (SNF) costs and
utilization have risen shaply in recent yass. One sig
nificant eason ér this gowth has been the imdduction
of transitional cag units (TCUSs) ¥ hospitals into this
maiket.

The BBA targets SNFs asat another sector tade
implementéion of a pospectve pgyment system. In
addition, more sevices,ancillaly sewrices sub as plys-
ical theapy, will be bundled tagether under a ne
consolidaed billing system.The combindon of
reduced everues and in@ased adminisitive kurdens
will have a substantial impact on SNFs. Sniaily-
owned fcilities will have moe difficulty adjusting to



these banges,acceleating the &isting wave of indus
try consolidéion. These bangs mg also cause
cutbadks and tsures of hospital CUs.

The nev payment system incentes mg crede
more accessdr beneitiaries with complg rehailita-
tion needs and lesif othes, suth as those with
cognitive limitations12 Some bendtiaries my beneit
from impiovements in quality contt made possie by
information cgpabilities accompaying the na&v PPS
systemt3

Impact on Physicians

Physicians vho trea Medicae beneitiaries ae
paid accoding to a e sbedule The fee stedule
addresses thae types of pysician esouces:physician
work, practice &pense and malpactice insuance
costst4

The BBA changs hav these cost componentear
calculded Piimary care pioviders and some specialists
will receve increased panents vhile fees paid to other
specialists dr sewices sub as coonal artery bypass
grafts will deceaseAlthough these ltanges ae esti
mated to educe werall Medicae ptysician pgments
by $5.3 billion oser the n&t several years, mary indi-
vidual plysicians will be paid merfor cetain sevices.

Physicians &ce unceain benets from BBA pro-
visions egarding povider sevice oganizaions
(PSOs)Although the egulaory framevork for PSOs is
still uncetain, this BBA chang ma present an opper
tunity for physicians to algsieve enhanced autongm

Table 1 on the net pege outlines the major
changes to Medicag because of the BBas well as
predicted povider and consumer impacts.



TABLE 1: MAJOR BB A AMENDMENTS AND THEIR IMPACT

Category Major BBA Changes Potential Provider Impact Potential Consumer Impact
Beneficiaries 1) Increase in Part B Premium Absorb more unpaid patient costs Higher Out-of-Pocket Expenses
2) New Medicare+Choice Plan More plan competition May Increase Enroliment in Non-
Options Traditional Medicare Plans
Potential for Adverse Selection
3) New Preventive Benefits Additional Reimbursed Services Better Access to Preventive
Services
HMOs 1) Changesto Payment Reduced Revenues Increased Premiums and/or Fewer
Formulas (ACR, AAPCC), Benefits Over Time
updates Risk Adjustment
2) Reallocation of GME Payment
Home Health 1) New Payment Systems Reduced Revenues Less Availability/Duration of
(;gt)e gmj Féﬁg?giﬂt;g:fﬁggve Layoffs/Other Staffing Changes Service
Scope Definitions Closure of Some Agencies g:%i:;crease Reliance Upon
More Nursing Home Use/Medicaid
Costs
2) Fraud and Abuse Provisions More Conservative Eligibility and More Use of Home Care Agencies
Scope of Service Decisions
3) Surety Bond Requirement Barrier to Market Entry/Increased Fewer Agencies/Reduced Choice
Cost
Hospitals 1) Changes to Prospective May Affect Discharge Policies May Affect Discharge
(Acute, PPS) Payments Increased Industry Consolidation Timing/Setting
a) Reduced PPS Updates Less Financial Stability, Particularly
b) Reduced IME and DSH For Community Hospitals
payments Reduced Revenue From
c) Transfer Payment Transitional Care Units And
Changes Possible Closure
2) Increased GME payments for Will Offset Revenue Reductions
Medicare+Choice Enrollees. from Other PPS Changes for Some
3) Changes in Direct GME to Increased Labor Costs for Inpatient | May Cause Change in Treatment
Reduce Number of Residents. | Units In Hospitals Setting
4) Reimbursement for Residents ;c;vt\tﬁr I;abor Costs in Other
in Outpatient Settings. 9
Non Acute 1) Changes to Payment Formulas | Old and New Facilities on More May Affect Discharge Timing and
ggﬁgﬁalg's_ch 2) Future Prospective Payment Even Footing Setting
LTC C’ancz/er & System for Rehab. and Long Increased Industry Consolidation Less Provider Choice
Childrens) Term Care Hospitals
Nursing 1) New Prospective Payment Reduced Revenues/ Stabilization More Access for Beneficiaries with
Facilities System and Consolidated or Decrease in Medicare Certain Conditions and Less
Billing Admissions Access for Others
Reduced Ancillary Services
Greater Administrative Burdens
More Consolidation
Physicians 1) Changes to Payment Formulas | More Revenue for Primary Care Potential Impact on Medical

Providers and Some Specialists
and Less Revenue for Other
Specialists

Easier to Form PSOs

Practice
May Increase Provider Choice




[. INTR ODUCTION

“Changes in the Medicar program were an essen
tial pat of the ludget agreement thialed to the
Balanced Budegt Act of 1997 (BBA\).”15 Signed into
law onAugust 51997 these Medicar revisions seved
a dual pupose Hrst,they seved as ky components of
a stiategy to balance theedenl budget. “Medicare’s
growing shae of fedenl spendingabout 11 pecent of
total outlyys in 1995made it a gmary focus br readr-
ing a balanced uxget’16 According to a eport
published ty the Urban Institut®w)ithout the $116.4
billion in net spendingaductions wer the n&t five
yeass (contained in the 1997 BB, a balanced ldget
would not hae been daieved”1?

Secondthese banges were designed to stem the
rapid growth of Medicae ependitues, paticulary
Part A costs,which thredened the Medicarpiogram’s
ability to meet the futur needs ofatired and dishied
beneftiaries. Because of ineases in theatio of benefi
ciaries to workers, prior to the BBA, HCFA had
predicted thaPart A funds would be &hausted befre
the year 20028 One of the most imptant functions of
these evisions vas to delg the exhaustion of the &t A
trust fund fom the yar 2001 to 2008 Although these
changes will not educe werall Medicae spending
below its curent levels,they will reduce its estintad
anrual rate of gowth from between 8 and 9 peent to
roughly 6 pecent dumg the peiod from 1998 to
200220 Between 1998 and 200fhe hulk of Medicae
savings will be ealized fom reduced pgments to hos
pitals. By the yar 2007however, these sangs will be
outweighed ly savings from reductions in paments to
private plans and ineases in benefiary Part B premi-
ums21

The impotance of the Medicar pogram in
improving the health and @l being of elddy people in
the US. cannot be werstaed “Before it was enacted
half of olderAmericans vere uninsued, leaving them
and their &milies arisk of financial céastophe in the
face of major illnes&2 Furthemore, “(l)if e expectang
at age 65 has in@ased P three years since Medica
was enactedand the United Stas is a wrld leader in
life expectany of older adult$23 Through etensve
Gradude Medical Eduction payments to academic
medical centex (teabing hospitals)the Medicae pio-
gram has also coributed substantiall to the
technolagical innovations tha have benetied mayy citi-
zens of all ges.These same fundsv¥malso suppoed
the training of a @neetion of physicians?4

This biief explains the major mvisions of the
BBA and desdbes its potential impact on Mediear
beneftiaries and poviders in MassaleusettsThis bief
first descibes the suicture and opeation of the
Medicalke program and the benis$ it provides. It then
provides an outline of theetated povisions of the BB
and their potential impact on Medieapoviders and
beneftiaries in Massduusetts.

STRUCTURE AND OPERATION OF
MEDICARE

Creded in 1965,the Medicae program was
designed toesemie Blue Cpss and Blue Shield plans
then dominant in theek r sewice reimbursement
ervironment?s In 1983, Medicare implemented the
Prospectve Fayment System to gahospitals ér acute
inpaient sevices accading to the paent’s piincipal
diagnosis or‘diagnosis elaed goup” (DRG). In 1990,
the poogram implemented a meprospectve pyment
system or physicians called the&Resouce Based Rela
tive Value Scale” (RBRVS). Medicae bean to
expeliment with manged cae in the edly 1980s with
the Medicae caitation and Social Health Maintenance
Organizdion (SHMO) demonsttion projects. Rllon
Health Plan in Cenait Massahusetts pdicipated in the
eally cgpitation demonstation project26 Nationally,
12.5% of Medicag beneitiaries were enolled in cai-
tated manged cae plans in 1996 (17% in
Massabusettsg?

1. BENEFITS

Medicae coerage is dvided in two-Part A (Hos
pital Insuance) and &t B (Supplementar Medical
Insurance)?8 Part A is financed pimairily through pg-
roll taxes cwering 60 dgs of inpdient hospital
sewices,and a maximmm of 100 dgs of post-hospital
nursing facility sewvices and hospice carPrior to the
BBA, Part A also cwered all home health cak® Part A
covers inpdient and outpiient expensesincluding a
three year suppf of drugs for individuals with End
Stage Renal Disease (ESRD).

Part B covers ptysician,laboratory, outpdient hos
pital, durable medical equipment and other ouipat
medical serices.As a esult of the BB\, it now pays for
some home health seces. Bendtiary premiums
cover 25% of Rt B costs with theemaining 75% paid
through @gnearl fedeal reverues.Traditional e or
sewice beneitiaries also pp 20% coinsuance based



on Medicae’s fee shedule30 An important outpéient
sewrice not coered is outpéient presciption drugs3?

While Medicae sevice delvery and pgment
medanisms had undgone signiftant dianges wer the
years, prior to the BB\, the Medicae beneit padkage
had beerfessentialy unchanged over the last thiy
years!32 For those in ée Dr sewice plansthis remains
true cept for the adition of some ne& preventive
sewvices. For individuals joining the ne
Medicae+Choice plandenefis could bang.

The real \alue of the Medicar pakage as a Wole
has gne devn because of ineases in gmiums and
cost shang requirements.“In 1966 the hospital
deductilbe was $40 ($190 in 1996 dolig); in 1996 it
was $736.33 Today, the pemium is $760:T he pemk
ums and cost shiag requirements gceed those paidyb
mary working people ceered by emplg/er plans.34in
1994,the arerage cost-shang liability per Medicae
benefciary in Massabusetts vas $809 pergar3s

2. ELIGIBILITY

Senior citizns who receve Social Secity retire-
ment bendfs ar automécally entitled to Rt A
benefis when thg tum 65,without pgyment of ag pre-
mium. Reople with dishilities who qualify for Social
Secuity Disability Insurance pgments my wait for as
long as 29 months t@ceive Medicae benetis 36

To receve Rart B coverage, benefciaries nmust py
a monthy premium. For 1998 tha premium is $43.80
per month. Bendédiaries nust also pg an anmal
deductitbe of $100.00The anmal deductike does not
apply to cetain sevices sub as tvwo of the n&v preven
tive sevices induded in the BB\, anrual pgp smeas
and mammgrams3’

3. GRADUATE MEDICAL EDUCA TION

Following Medicae’s enactmenthere was wide
spread concer regarding “an impending shdage of
physicians’38In response Comgss enacted the &iu
ate Medical Educgon program (GME). Under this
program,Medicae funds the edut¢i@n of ptysicians
through pgments to tedung hospital$®

The Gadude Medical Educion program has tw
componentsdirect medical edud¢®sn payments and an
for adjustment indect medical eduden expenses
(IME). Direct medical edud¢en payments coer the
costs of medical edutian sut as &culty and esident

salaies, costing $2.2 billion in FY 1997 The IME
program reimhurses teaging hospitals ¥ making a ate

adjustmentdr adlitional costs assodiad with esident
training and &r providing highly specializd cae to
individuals with moe costy conditions. Medicas reim-

bursements to hospitals under the IMBgram totaled
$4.6 billion in FY 199A1

“In 1994, the average cost-
sharing liability per
Medicare beneftiary in
Massadusetts was $809 per
year”

4. ADMINISTRA TION

Medicare is administexd ty the Health Ca
FinancingAdministration (HCFA), a dvision of the
Depatment of Health and Human Séces (HHS).
“Much of the d& to day work of reviewing daims and
making pgments is donebintermediares (for Part A)
and cariers (for Part B). These a& genegrlly commer
cial insuers or Blue Coss or Blue Shield Plarid? In
Massatiusetts and other Nitreast stees,Associded
Health Plan of Maine is the inteediay.

The BBA, passed iMugust,1997 ,became dec
tive less than taw months léer in October1997 a the
stat of fedeal fiscal year 1998. HCA faced a shar
time frame to deelop and issueegulations to imple
ment these weging dangs. As a esult, mary
manajed cae contactoss, providers and other inter
ested pdaies hae had to compl with the BBA with
limited guidance

5. MEDICARE BENEFICIARIES IN
MASSACHUSETTS

In 1996, approximately 14% of the Common
wealth's 6.1 million esidents were 65 or olderNeaty
half of these indiiduals,6.8% of the sti&’s populdion,
were 75 or olderanking Massauusetts 8th in the \3.
for the umber of indviduals 75 or wer. Figures shw
tha 1.7% pecent of the Mass&wisetts popution was
over gge 85 in 1996 compad with a US ate of 1.4%.
About 7.2% of Massdwsetts esidents wre between
the agyes of 65 and 743 (See thle 2 on n&t page.)
Massabiusetts anked 11th among the 50 &a and the



District of Columbia br the mmber of Medicag bene
ficiaries with 941,000 eld&y and disaled indviduals
enplled in Medicae.44

Enroliment in Medicae manged cae plans gew
172% betveen the Ung 1992 and the end of 1997At
the end of 1997an estiméed 20% of Massduwisetts
Medicale beneitiaries were enplled in manged cae
plans. Pevious estimees had placed Medicamanged
care enollment & 17%,10th in the non for pecent of
eldess enplled in caitated plans. Despite thisayvth in
manajed cae enoliment a substantialumber of eld
ers,20% da the end of 1996had no Medigp coverage
at all.46

Il. THE BALANCED B UDGET ACT AND
ITS IMPACT

The BBA (PL 105-33) contained seral overarch-
ing themes. st it alteed the &ce of Medicae by
expanding theange of plans wailable to bendtiaries
and &panding its eliance on marged cae. In doing
S0, it also expanded édenl authoity over this maket.
Secondit reinforced the ole of Medicae home health
benefis as a shiiterm acute car benetiversus a long
term souce of suppdrfor frail eldes and pesons with
disabilities by reducing povider pgyments. It eflected
changes in health cardelvery by encoueging a educ
tion in the mmber of medical esidents in teding
hospitals vhile authoizing payments br the costs of
physician taining in outpéient settings dr the frst
time. It further educed paments to acute cahospitals
and etended the mspectve pgyment system to a ach
broader aray of providers induding home healthgen
cies, rehailitation hospitals,and other entities. It
revised pgment methodolgies to plysicians and other
providers. Haw it allocded theseeductions among the

various paties is illustated in Figure 1 on the n&t
page.

A. IMPACT ON BENEFICIARIES

1. PART B PREMIUM INCREASES

The Urban Instituteeports tha because of the
BBA changes,Part B premiums will incease to lbout
$105 per monthypthe year 2007 fom the curent level

of $43.80 per month&/ Two BBA provisions account
for this douling over the n&t ten yeass. The first per
tains to the sharof Rart B costs ceered by monthly
premiums. By lav, Part B premiums nust coser a set
percentaye of Rart B costs. Since 198%e shae of Rart
B costs cwered by premiums has been set 25%.
Before the BB\, Congess had toenev this piovision
periodically and it was sbeduled to epire in 1998.
Despite concéed eforts over the yais and dung the
debate over the Balanced Bu@gAct to change this fg-
ure, Congess adopted the 25%géire and made it
pemanent as paof the Balanced BudgAct.

Without this amendmenthe pecentaje of Rart B
costs cwered by premiums vould have fallen consider
ably over the n&t several yeass. Maintaining this leel
of premium fnancing however, requires an inogase in
the monthy premium paid kg beneftiaies48

The second mvision contibuting to the Rt B
premium incease is the anser of a signiftant potion
of home health costsdm Rart A to Part B. This change
results in a substantial irease in the total sum upon
which the 25% fyure is calculted

TABLE 2: MASSACHUSETTS AND U.S.:
Distrib ution of P opulation By Ag e, 1997

0-18 yrs 19-64yrs 65-74 yrs 75&over 85+
(1996)

Mass. 25.2% 60.8% 7.2% 6.8% 1.7%
U.S. 27.5% 59.8% 6.9% 5.8% 1.4%

Sources: adapted from Lamphere, Joann, Holahan, Danielle, Brangan, Normandy and Burke, Robin, Reforming
the Health Care System: State Profiles 1997, Washington, D.C.: AARP Public Policy Institute, 1997. 85+ figure for
1996 taken from Bectel, Robert and Tucker, Natalie Graves, Across the States 1998: Profiles of Long-Term Care
Systems, Washington, D.C.: AARP Public Policy Institute,1998.




FIGURE 1: REDUCTIONS

IN SPENDING FROM BBA
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from Moon, Marilyn, Gage, Barbara, and Evans, Alison, An Examination of Key Provisions
Medicare Provisions in the Balanced Budget Act of 1997, The Urban Institute: September, 1997.

Specifed Low Income Beneftiaries

Congess #tempted to cushion thefett of the
Part B premium incease b shifting the cost of mmi
ums br a limited mmber of lav-income benétiaries
to Medicaid Medicaid curently pays pemiums br
individuals who qualify as“Specified Low Income
Medicae Beneiciaries” (SLMB). To be a SLMB a
benefciary’s income rast fall between 100% and 120%
of the fedeal poverty level (FPL),between $691 and
$825 Hbr 199849 The BBA creaed a cpped entitlement
program tha will pay the full pemium br beneftiaries
whose incomesdll between 120% and 135% of the
FPL.The BBA eamartks $200 million in éderl funds
for this pupose in 1998This figure will increase to
$400 million by the year 2002Although stdes nust
match this fgure with their evn fundsthe Urban Insti
tute estimees thait will cover only one-quater of those
qualified. If there ae funds emaining after thisirfst
group has been wered, Medicaid will also pg pat of
the pemium incease 6r beneiciaries with incomes
between 135% and 175% of the FPILhe Urban Insti
tute estimees thathis amount will equal@proximately
$3in 1999 and inease to ol $16 ly the year 2002.

Qualified Medicare Benefciaries

Qualified Medicae Beneiciaries ae benetiaries
whose incomes arbelav 100% of the édeal poverty
level ($691 br 1998)20 These indiiduals ae eligble
for Medicaid coerage of Medicae cost shang and
Part B premiums.The BBA reduces Medicaid’oliga-
tion to pa for cost shang. If a stae Medicaid
program’s pgyments to plisicians and other pviders
are less than 80% of Medicgs feesthen the stie no
longer has to pathe cost-shang liability. The benefii-
ary is also fee flom ary obligation to pag these costs.
This nev rule raises concers tha providers will be
reluctant to tea individuals br whom theg stand to lose
as nuch as 20% of theirdfes 51

2. NEW PREVENTIVE BENEFITS

The BBA added access to eral preventive bene
fits induding mammaraphy, pap smeas and pelvic
examindions, prostae cancercolorectal sceening
screening br bone mass density and loies self man
agement. It also xends HCR's Influenza and
PneumococcaVaccindion Campaign though 2002.
The estimged cost of the ve preventive sevices is $4
billion between 1998 and 200ZThe BBA further
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requires gadual eductions in the coganent br hospi
tal outpdient sevices,a chang estiméed to cost $2
billion between 1998 and 200Zhe BBA also diects
the Secetary of Health and Human Séces to equest
tha the Ndional Acadeny of Science conduct a styid
of the fasibility of xpanding or otherwise modifying
other Medicae benets.

3. MEDICARE+CHOICE PLAN
OPTIONS

A. Medigap and Managed Care Plans in
Massadusetts

Massabusetts akad/ had a guanteed issue
gualanteed enaval Medigap maket when the BB was
enacted Chapter 176K of the Massacisetts Genait
Laws, effective inApril of 1994, prohibits cariers from
engaging in medical underviting, and similar pactices
in the Medig@p maket. It also equires commanity rat-
ing of Medigap plans with onf geographic variation
pemitted

Because ofddenl oversight,Medicae manged
care plans and indemnity plans do not agerunder
identical ules. For example Chapter 176K equires
indemnity cariers to ofer up to thee standalized ben
efit plans,but manged cae plans a not subject to this
requirement. Havever, indemnity cariers and manged
care oganizaions nust ofer & least tvo plans,one
with a compehensie piesciption drug benetiand one
with no diug beneit. Indemnity plans drg benets are
subject to a $35 queenly deductilble. Manayed cae
plans gneally chamge a $5-$15 copanent or pre-
scliption dugs.

The Massalusetts Medigp maket has been in a
stae of flux for the last seeral yeas. Rdes in £e-fr-
sewice plans sut as Blue Goss Medg have inceased
dramdically, resulting in a substantial eslment
dedine. Owerall, fee-br-sewice insuers lost 27% of
their enpllment betveen 1992 and 1997. Caarsely,
manaed cae enpliments pse 172% dung the same
period. The two Massahusetts counties with the high
est manged cae enollment were Worcester and
Bristol counties?

As of March, 1998,7 manged cae oiganizaions
offered Medigp plans23 Only two cariers, Blue Cioss
Blue Shield and thAmericanAssocidion of Retired

Persons (AARP) dfer traditional indemnity plang!
Other indemnity inswars,including Banler's Life, have
pulled out of the m&et55 Premiums 6r manaed cae
plans hae stdilized or @en fallen in lecent yass. Pe-
miums Pr plans being déred for sale as of Mah,
1998 anged from $0 br a plan without prsciption
drugs to $132dr a plan with full pesciption drug cor-
erage, depending upon county oésidenceét

By the end of 199653% of Medicae manged
care enpllees had msciption drug corerage, slightly
higher than the 51% ealted in indemnity plans with
this benefi57 Since 1990the rumber of Massdwsetts
beneftiaries with pesciption drug corerage has éllen
shaply.58In 1996,the Massausetts lgislature creded
the Senior Phamacy Program (SPP).This program
authorzes a $750 anral subsig for diug corerage for
low-income eldes (with incomes less than 150% of the
federl poverty level) who ladk presciption drug cover-
age. By March, 1998,20,000 eldes had erwolled in the
program.

B. BBA Amendments

New Plans Ofered

The BBA changs Medicae to povide benefiiar
ies with access to a d@ader aray of plans. Pior to
BBA, Medicae benefiiaries could eitheramain in te-
ditional fee br sewice plans or join mamggd cae plans
with a 1fisk or cost contaict. Some stes pemitted a
point of sevice option eferred to asMedicare-Select”.

Under the BB\, benefciaiies can still eroll in tra-
ditional fee-or-sewice plansput they will have moe
altematives than in the pasThe BBA replaces the
existing sheme of isk and cost conacts with
Medicae+Choice pland/ith the possile exception of
provider sponsa¥d oganizaions (PSOs), these
Medicae+Choice aganizdions nust be oganized and
licensed asisk-beaing entities under sta lav.5° No
stae pemium taxes or similar tags mg be imposed on
these Medica+Choice aganizdions 0

Medicare+Choice plans cannot &&n or eject
beneiciaries on the basis of health &ia.
Medicare+Choice plans will also be subject to eon
sumer potections egarding gievances and @eals,
emepgeng sewrices (the'prudent lgperson standat”),
disdosure, confidentiality, accessguality of sevices
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pursuant to standds defned by HCFA. Benefciaries
will also be &le to ppeal to HCRA for an etemal
review. Eat plan nust also estdish and maintain vit-
ten policies and pcedues egarding ad/ance
directives.These povisions ae similar to curent law.

Under the BB\, new Medicae+Choice plans
include:

1.“Coor dinated Care Plans”:
a.HMOs (with or without point of s&ice options);
b. Preferred povider oganizaions (PPOSs),
c. Provider sponsard oganizdions (PSOs);
2.Private fee br serice plans; or

3.Medical savings accountg§MSAs) (Only 390,000 of
these will be diered naionally)é!

4.Religious Fraternal Beneft Society planst?

A POS is a modiéd manged cae plan pemitting
beneiciaries to @ to out-of-netwark providers paing
high coinsuance usually between 20-30%The plan
covers the emainderindividuals who prefer the laver
cost of manged cae plansbut want to maintain their
ability to choose a pvider, often find the point of ser
ice option #ractive.63

A PPO is a modiéd indemnity plan thaas a net
work of providers thd an insued peson can seef less
cost than out-of-netark providers. There is usualf less
oversight fom the manged cae plan in manged cae
plans,with or without POS options. Heever, the dif
ferences beteen POS and PPO planwvéancieasingy
blurred, so tha consumer rast kamine the ules or
using in and out-of-netark benefis caefully.54

A provider-sponsoed oganizgion (PSO) is the
newest brm of manged cae plan A PSO is‘a pulic
or private entity . . . thiis esthlished or oganizd and
opewrted ty a health car piovider, or group of afiliated
health cae poviders’65 Under Medicae+Choice
groups of poviders mg contact diectly with
Medicae to povide sevices to benetiaries. PSOs
manae cae themseles,rather than using an inser
Concens were raised dung the BBA debae tha PSOs
would seve the lavest-cost benéfiaries ceding
adverse selectiongainst other plan& To minimize this
likelihood Congess odered the Seataly to set sol
veng guidelines ather than lesing standads under
traditional stées juisdiction$” The standaits mnust

ensue thd plans hae adequte resouces to sere all
benefciaries.

The BBA pemits HCFA to grant PSOs a 36 month
waiver of stae licensue lavs 88 However, the PSO rast
still comply with consumer potection and quality stan
dards as su standads“would gply in a Stae to the
organizaion if it were licensed under St&lav . " 69
HCFA, in tum, can enter into anggeement to penit the
Stae to cary out all monitoing and enfrcement actii-
ties’0No later than December 32001,the Secetary
must submit aeport on whether the wiver process
should be contined??

BBA sanctioned Medical S#ngs Accounts
(MSAs) also mg crede aderse selection. Medical
Savings Accounts ae insuance plans with high-
deductibes and elaively low premiums. Under
Medicare+Choice the maxiom deductibte will be
$6000. Mong used to meet the deduddhs placed in a
separate saings account. Medicarwill put the difer-
ence betwen the pwament it males to the
Medicae+Choice plan and the MSAgmium in the
benefciary’s MSA accountThe impact of these plans
in the Medicae+Choice mdet mg be minimal. Siny
lar to the 1996 Health Insamce Mrtability and
Accountaility Act (HIPAA), the BBA manddes tha
only a limited rumber (390,000) of MSAs will be
offered on a demonsition basis;so enollment my
likely be quite limited

Religious Fatemal Beneit Society plans mabe
offered ly a diurch, cornvention,assocition or afiliated
group of curches?’2 These plans mparefuse to dfer
coverage to indvviduals who ae not diurch membes,
but they not condition membship in their tiurch, and
hence access to their MedieatChoice planpn the
basis of health stas’3

“Congress boadly pre-
empted stde laws and
regulations with respect to
Medicare+Choice plansto
the extent that such law or
regulation is inconsistent with
sud (federal) standards”
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Benefis

Except for nawv preventive sevices adled ty the
BBA, the Medicae fee-br-sewice pa&age will remain
the sameCongess delgated authaity to the Seagtary
to design benéfpadkages br Medicae+Choice plans.
In so doing Congess boadly preempted ste lavs and
regulaions with espect to Medicas+Choice plan&o
the etent thd sud law or regulation is inconsistent
with sud (federl) standadls’ 74 It further peempted
stae authaity in the following three specifi aeas:

1.Beneft requirments;

2.Requiements elaing to indusion or teament of
providers;

3.Coverage deteminaions (induding related gpeal
and gievance mekanisms.

These bangs epresent a shift in authity from the
staes to theddenl govemments.

Beneftiaries will have a doice betveen the @dr
tional Medicae fee-or-sevice padkage and a
Medicae+Choice plan déred in their @ographic aea
when theg first become Medicareligble. Individuals

who do not elect a spedifplan d tha placed in the
Medicae+Choice plan déred ty their curent carier.”s

The BBA directs the Seetary to estalish procedues

for enollment of curent Medicae benefiiaries’¢

The nev Medicae+Choice plans will bevailable
for the frst time in Noember1998. Coerage will take
effect on &druary 1,1999. In 1999November will be
officially design&ed the time will automzcally be
enmwlled in the oiginal fee-br-sewice plan,unless thg
are aleads in a plan dfered by one of the aganizdions
tha will offer a ne&v Medicae+Choice plan. In this
casethey will be “annual coodinated election’period.
During the peiod from 1998 to 2003there will be a
transition fom contiruous,yearround open emiiment
to the Nowember“annual coodinated electionpeiiod.
Between 1998 and 200hew plans will becomeail-
able in November but will pemit “continuous open
enmllment; i.e. beneiciaries will be dle to enoll or
disenpll in any plan d ary time.”7 In the year 2002,
continuous open ewtiment will end and bengfaries
will be pemitted to dlang plans once ding the frst
six months of the gar, i.e. Januaty-June 2002 and in
November’8

TABLE 3: TIMELINE FOR ENROLLMENT AND CHANGING CO VERAGE MEDICARE+CHOICE

Action

Current

New Beneficiaries

November 1, 1998,

Medicare+Choice

Beneficiaries

Continuous Open

Continuous Open

1999 Plans Offered Enrollment Enrollment
' Beneficiaries May (Initial enrollment
2000, Buy New Coverage under rules
2001 determined by HCFA)
January 1, 1999, Medicare+Choice Continuous Open Continuous Open
2000 coverage takes effect | Enrollment Enrollment
' (Initial enroliment
2001 under rules

determined by HCFA)

January 1, 2002

Medicare+Choice
coverage takes effect

Beneficiaries May
Switch Coverage
Once. from January 1
—June 30, 2002

Beneficiaries May
Switch Coverage
Once During First 6
Months of Enrollment

November 1, 2002

(Annual, Coordinated
Election Period)

Medicare+Choice
Plans Offered

Beneficiaries May
Switch Coverage

Same rules apply

January 1, 2003,
and thereafter

Medicare+Choice
coverage takes effect

Beneficiaries May
Switch Coverage
Once.from January
1-March 31, 2002

Beneficiaries May
Switch Coverage
Once During First 3
Months of Enrollment

November, 2003
and November of
every year thereafter

Medicare+Choice
Plans Offered

Beneficiaries May
Switch Coverage

Same rules apply

Source: P.L.105-33. This table was compiled upon the author’s reading of the Balanced
Act. HCFA regulations are pending and may modify the information contained herein.
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In subsequentears, this six month time xime will
be reduced to thee months. Emilees will be éle to
change plans ont once duing the frst thiee months of
2003 and in Neember New enmwllees will be ale to
change once dung the frst thiee months thahey are
eligible for Medicae+Choice’® Se€elable 3,0n pevious

page.

To protect bendtiaries when contimous open
enpliment ends in 2002here will be seeral excep-
tions to the ne& limits on svitching for beneitiaries.
For example there will be an gception for beneftiaries
who shav that the plan violéed a“material provision”
of the contact (which may include a #ilure to povide
medically necessarcar). The BBA also gants HCA
the authoity to detemine other‘exceptional condi
tions” under vhich a bendtiary may switch plans
without waiting outside of the desigted time peir
0ds89 How much flexibility benefciaries actualf have
in changng plans will dpend considebly upon hav
broadly HCFA interprets these fwvisions.

Beginning in 1999the open emiment peiod will
be the sameof all cariers and will tale place in
November of edt year Coverage in a nav plan will
take efect on drualy 1 of the bllowing year At least
15 degys bebre the Noeember open eotlment perod
begins, the BBA requires HCHRA to mail geneal infor-
mation about Medicae to all benetiaries along with
informaion compaing it to the Medicag+Choice plans
available in their aea.The BBA also equires HCRA to
provide a toll-fee mumber and an Intaet site poviding
information on Medicag+Choice options.

The BBA provides potections ér providers who
patticipate in Medicae+Choice plansThese potec
tions indude an anti-gg rule piovision, limitations on
provider incentve arangements and due pcess po-
tections in povider paticipation decisions. Plans ust
also consult with doctsron issues p&ining to med
ical mangement pocedues, medical poligmaking
and quality

TABLE 4: BBA Amendments: Benefi ciary Cost Sharing, Benefits and Plans

Amendment

Part B Premium Increase
Beneficiary Costs

Potential Provider Impact
Absorb More Unpaid

Potential Consumer Impact
Increased Out-of Pocket Costs

New Benefits
1) Annual Mammograms;

2) Annual Pap Smears and
Pelvic Examinations;

3) Prostate Cancer
Screening

4) Colorectal Screening

5) Bone Mass Density
Screening

6) Diabetes Self-
Management

Services

More Access to Preventive

More Access to Preventive
Services

1)

2)
3
4

5)

New Medicare+Choice Plan
Options

Managed Care Plans
with/without Point of
Service Option;

Provider Sponsored
Organization Plans;
Private Fee for Service
Plans;

Medical Savings
Accounts;

Religious Fraternal
Benefit Societies;

May Increase Enrollment in
Non-traditional Medicare plans

Potential for Adverse Selection

May Increase Enrollment in
Non-traditional Medicare plans

Potential for Adverse Selection

Sources: Moon, Marilyn, Gage, Barbara, and Evans, Alison, An Examination of Key Provi-
sions Medicare Provisions in the Balanced Budget Act of 1997, The Urban Institute:
September, 1997 and P.L. 105-33, The Balanced Budget Act of 1997



14

B. IMPACT ON HMOS

1. HMO Reimbursement Raes

In recent wars, the rumber of Medicag lisk con
tracts hasisen steadil. The pgment ite for risk
contracts is calcul@d using a néonal average rate per
benefciary (the US. Per Caqita Cost or USPCCJ he
USPCC is then adjustedrf geagraphic and case mix
differences on a county yb county basis (fe
County/US. ratio). This adjustedate is efered to as
theAverage Adjusted Fer Capita Cost (AAPCC). S
rate rates ae calculaed for eldety, disabled and End
Stage Renal Disease bergéiries.

Prior to the BB\, this system s the taget of two
primary criticisms. The frst ciiticism was tha the
national average used to calcuta the ete was based
upon daa thd included the costs of indiduals with
high costs and utilizeon who were not enolled man
aged cae plans’l Many sav these ates as too gneous
because the ihgsion of non-manged cae beneitiar-

ies inflated the ate and did not accately reflect the
actual costs of eldbrbeneftiaries enolled in manged
car plansThe second dicism was tha payment etes
between counties in diérent pats of the US. varied
dramadically. The rte in one urban county in MeYork
was moe than thee times as high as thate for a wral
county in Louisiana.

In MassabusettsSuffolk County had the highest
payment ite for 1998. Manged cae plans in Sublk
County eceved a total elddy rate of $650.04dr Part
A and Rart B coverage. The combinedate for disaled
benefciaries in Sufolk County was slighty lower &
$643.08The pgments br the county with the leest
rate, Hampshie Countywere $411.96 dr eldes and
$367.00 (the statory minimum under the BB) for
disabled benetiaries. In FY 1999rates br all Massa
chusetts counties will inease i 2%, the minimum
increase peanitted under the BB. Se€Table 5 belav.

TABLE 5: 1999 MEDICARE+CHOICE MONTHLY CAPITATION
RATES FOR MASSACHUSETTS COUNTIES

Aged Rates Disabled Rates

Part A Part B Part A Part B
22000 BARNSTABLE $288.98 $214.73 | $264.72 $197.10
22010 BERKSHIRE $282.19 $209.69 | $262.20 $195.23
22020 BRISTOL $268.43 $199.47 | $221.35 $164.81
22030 DUKES $347.73 $258.39 | $342.71 $255.18
22040 ESSEX $299.48 $222.54 | $261.16 $194.46
22060 FRANKLIN $244.72 $181.84 | $218.56 $162.74
22070 HAMPDEN $255.84 $190.11 | $214.57 $159.77
22080 HAMPSHIRE $241.07 $179.13 | $214.57 $159.77
22090 MIDDLESEX $339.81 $252.51 | $305.91 $227.78
22120 NORFOLK $328.82 $244.33 | $291.41 $216.98
22130 NANTUCKET $353.67 $262.81 | $312.16 $232.44
22150 PLYMOUTH $316.06 $234.86 | $257.72 $191.89
22160 SUFFOLK $380.39 $282.65 | $375.98 $279.96
22170 WORCESTER $314.54 $233.73 | $261.69 $194.86

Source: Health Care Financing Administration. Rates for ESRD beneficiaries are the same through-
out the U.S. with each county receiving $1,474.18 for Part A and $2,828.35 for Part B.
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2. THE BBA AMENDMENTS

To narow the gp between countiesthe BBA
estdlished a foor for those planstahe bottom and
restraints on gowth tha function as the equélent of a
ceiling for plans athe top. Br FY 1998 the minimum
rate paid to ap stee will be $367.00 combineaf eld
erly and disaled beneftiaries adjusted ypan anmal
updae factor Plans aithe higher end willeceive a min
imum increase esulting in aate of 102% of the 1997
AAPCC, but nothing moe. The mininum increase will
be 102% of the por year's rate for every year thee-
after

The BBA requires th&a HCFA calculde a bended
rate of naional and countyéctois with the ndonal rate
being dven moe weight every year Under the dginal
BBA scheme HCFA was supposed taadually phase
in the Bended drmula from 90% aea-specit/10%
national in 1998 to 50% a&a-specit/50% naional in
200282 However, this Hended ate was not imple
mented as plannedif 1998 because its cosbuld hare
violated hudget neutality and it is unceain whether or
how this shieme will be implemented in the fuaf3
Neverthelesssome manged cae plans agas with the
lowestAAPCC rates hae seen meaningful ineases
and aeas with higrAAPCC rates hae seen theirates
of growth diminish.

TheAAPCC rate will also be adjusted anally by
a‘“national gowth pecentaye.” 84 To calculde the per
centaye, HCFA will detemine the pojected per gaita
rate of gowth in Medicae spending and then sudnit a
specifc percentgye set in la.85 For further details
regarding rates of gowth in future years, seeTable 6
below. Even with this eduction Medicar spending per
capita is still expected to inaase i 2.6% br this year

TABLE 6: NATIONAL GROWTH
PERCENTAGE: 1998-2002

Year National Growth Percentage
As % of Medicare Per Capita
Rate of Growth
(inp ercentile)
1998 -.8%
1999 -.5%
2000 -.5%
2001 -.5%
2002 0.0% (No Reduction)

Source: Legislative Summary of The Balanced Bud-
get Act, P.L.105-33. of 1997, P.L. 105-33

To ensue thd beneftiaries get suficient value br
the Medicae dollas paid HCFA compaes the
Medicae payment ate to arAdjusted Commnity Rae
for individual plans. If theACR is less than the
Medicae pament,then the lav requires the plan either
to offer adlitional benetfis or lover pemiums to benefi
ciaries. Obserers have long beliged tha the ACR
system does not obtain asich value br the benef
ciary’s dollar as intended’ he BBA makes a mmber of
changes to théACR process to ensarthd theACR rate
for ead plan“is a moe accuate reflection of the bene
fits actualy delivered”86

The BBA makes substantialanges to the pycess
for calculaing theAdjusted Comrmnity Rae (ACR) for
individual manged cae plans.The BBA also equires
HCFA to develop a betterisk adjustment system to
account mog accustely for the health stas of benef
ciaries enolled in Medicae+Choice plans.To
implement thisisk adjustment $eme the BBA grants
HCFA the authoity to collect encounter da, i.e. infor-
mation regarding diggnoses and séces povided, from
all sites of cae.87

The manged cae plans also lost a gayn of their
rate for GME pa/ments in the BB. These pgments
will be reallocded to hospitalsThis chang is also
being phased in beten 1998 and 200Zhis later pio-
vision will reduce pgments to manged cae plans ly
an estimeed $4 billion dollas per yar

3. POTENTIAL HMO IMP ACT
OF THE BBA

The nev Medicae+Choice plans eded ly the
BBA will be introduced into a méet alieady in transt
tion. These ne& plans my be dtractive to indviduals
seeking elief from the ising cost of the aditional e-
for-sewvice Medicae plans.They may acceleate the
trend avay from the taditional £e-br-sevice Medigp
plans. If HMOs intoduce plans with point-of-seice
optionsthe fiexibility of this benefi, combined with the
lower premium, may entice benéfiaries who had
stayed in Medigp plans to guantee boice of
provider.

Managed cae plans mg also encounter competi
tion from Medicae+Choice PSOS her ae pioviders
in Massabusetts with sdfcient resouces to érm
PSOs. On the other haritle uncetainty of hav and ty
whom PSOs will ultimeely be egulated mg dampen
the enthusiasm of some fias who might otherwise be
egyer to enter this e maiket.
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Another unceain issue is Wether the lsanges in
theAAPCC, combined with the ne Medicae+Choice
options like PSOswill increase marged cae peneta
tion in low enollment counties in Westen
Massatiusetts and the Islanda/hen this Issue Bef
went to pint, HCFA had not et issued theiral
Medicae+Choice egulations,and it was still eviewing
the flings made k the HMOs with &isting plans. Br
this reason, it is difficult to assess hether
Medicae+Choice will impove the ange of options
available in aras sulb as Bekshire, Hampshig, and
Dukes counties.

Because MSAs will be sold in sludimited rum-
bers, their impact on the mket is dificult to assessta
this time The MSA demonsttion pursuant to the
Health Insuance Prtability and AccessibilityAct of
1996 (HIRAA) has had limited success. It is alsofdif
cult to assess the Bkhood tha companies will
introduce pivate-fee br sewice plans in a m&et
wher manged cae has beenaining maket shae and
consumes hare been dopping their taditional ee-or-
sewvice Medigp coverage.

Adverse selection is a congeto maly paties.
The intoduction of a aiiety of plans could ggnent the
market in a vay tha isolaes bendtiaries with the
greaest health needs and theviest incomes. HCA
does not hee identical authadty to prescibe beneit
padkages br all of the plans. Pvate fee Pr sewice
plans and MSAs h& moe flexibility to formulate ben
efit pakagesss

The BBA has alead/ creaed confusion in this
market because its timelineif the egulatory scheme
goveming the Medicae+Choice plans. ltequires cari-
ers to submit plan irdrmation regarding beneits and
premiums br HCFA's gproval no laer than Mg 1.89
However, the BBA did not require HCFA to issue its
standads for the benef padkages and pgmiums until

“T he nav Medicare+Choice
plans creaed by the BBA
will be intr oduced into a
market already in

tr ansition.”

June 1,1998% Carriers were thus brced to submit their
proposals without kn@ing whether thg would meet
the nev requirements or hw their oferings would com
pare to those of their competitr

The BBA has ceaed futher confusion because of
its potential to diaupt the benéfs stheme ceded by
Chater 176K, the Massalcusetts Medigp staute.
Under Chater 176K the pimary function of the stan
dardized benefs pa&ages in the indemnity mket and
the “all or nothing” drug benet scheme in both the
indemnity and marged cae makets was to minimiz
adverse selection beteen plans. Inecent ears, the
medical pofession has ineased itseliance on dig
therapies in lieu of mog methods sirtas sugical inter
vention?1 Therefore, the impotance of this benéffor
senios contirues to ise. One of the la&'s long-tem
goals was to ensue thd all beneitiaries hae access to
a meaningful pesciption drug beneit. By granting
HCFA the authoity to issue bendf standads tha
supecede these sta lavs, the BBA has gnested
uncetainty regarding its maket’s future. How policy-
makers resole the dug coverage dilemma will hae a
consideable impact on eldex.

A critical factor in the implementan of the
Medicae+Choice seeme will be the timing and quality
of the information available to benefiiaries. Duing the
first year the BBA requires HCRA to mail extensie
information on eab Medicae+Choice plars beneits,
cost-shaing and pemiums along with irdrmation
related to quality and pesfmance if available, to eah
benefciary at least 15 dgs bebre the annal coodi-
nated election peéod in Novemberd2 Given the shdr
timeline and the enarity of the taskgetting an effec
tive consumer irdrmation efort up and unning will be
no small méer. Similar lagistical difficulties mg also
limit the efectiveness of caier adsertising. Marketing
materials must be submitted to H@Fat least 45 dgs
before disseminton.

Consumes, providers and poligmalers will have
to rethink stetegy at the stée level to detemine hav to
most espond to thesehanges efectively. Strategies
may range from working dosely with HCFA to ensue
that the concens of Massatusetts benéfiaries and
providers ake talen into account toeshging stde ini-
tiatives sub as the Senior Phaag Program to fll in
whatever gaps ma be emain vhen edeal poligy is
finalized New strategies sut as pemium subsidies or
drug reinsuance pools maneed to beevisited to po-
vide adequee potection to Massduwisetts senigrand
people with dishilities.
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TABLE 7: BBA Amendments Aff ecting HMOs

Amendment

Changes to Rate Reduced Revenues

Methodologies

1) AAPCC

2) Updates

3) ACR

4) Risk Adjustment

Potential Provider Impact

Potential Consumer Impact

Increased Premiums/Reduced
Benefits Over Time

Reallocates GME Payments Reduced Revenues
from Managed Care Plans to

Hospitals

Increased Premiums/Reduced
Benefits Over Time

Sources: Report to the Congress: Medicare Payment Policy, Medicare Payment Advisory Commission (MedPac
Report), Volume 1, Recommendations MedPac Report, Vol. 1, pp. 13-47.

C. HOME HEAL TH SERVICES

1. BACKGROUND

Massabusetts haspproximately 196 home health
agencies® Approximately 65% ae non-pofit VNAs
and similar gencies 25% ae proprietaly (for-profit)
agencies and 10% arovned ly a govemment entity
usuall a city or county gengy. Forty-two Massahu-
setts home health gancies ae afiliated with
hospitals?4 These gencies sered 119,000 Medicar
benefciaries in 1995the last yar br which complete
HCFA data is available.95 According to the Brt A inter-
mediar, approximately 83 of these gencies vere
formed on or afterahuary 1, 19949 Massabusetts’
home healthgencies sared a higher peentae (14%)
of the stée’s Medicae beneitiaries than the rtéoonal
average of 10%.

a. Eligibility Cr iteria

To receive Medicae home health seices,a bene
ficiary must meet thedllowing criteria: 1. S/he needs
“intermittent” skilled rursing cae, or plysical or
speeb thepy. 2. S/he ishomebound”97 3. A physi-
cian in witing cettifies the needdr sewices. 4.The
care is povided by, or through arangements with a
Medicake cetified provider.98 Medicae benetiaries
who meet theseeguirrments a eligble for “part-time
or intemittent skilled mrsing and home health aides,
physical,speeb and occupi#onal thespy, and medical
social sevices??

b. Expenditures

Nationally, home healthxpenditues“have moe
than doulbed as a sharof the total Medicar budget”
with “annual average increases of mearthan 28 peent
per benetiary . . . betveen 1990 and 1996%Accord-
ing to a eport pulished ly the Kaiser Bundaion,
“Medicare spendingdr home health seices inceased
during this peiod of time because of twkey factors:

1.the iise in both the lasolute mmber and in the pr
portion of Medicae benefiaries receving home
health serices; and

2.the incease in theumber of home health visits per
home health usgto?

The actual cost per unit of s&e (in this casevis-
its) has conibuted much less to the wth in home
health spending than it has togth of other Medicae
expenditues102These inceases wre in tun diiven by
a rumber of &ctoss induding the elaxaion of the home
health eligbility and coverage requitementssud as the
1980 epeal of the thee dg prior hospital stg require-
ment,along with less siingent regulaory oversight.

Other tends in health cardelvery and pgment
played a substantial pain causing these ineases as
well. Medicae’s transition to hospital pispectve pay-
ments based upon djaosis-elaed goups (DRGS),
reduced the lengths of hospitalygaAt the same time
the rumber of mrsing home esidencies alscefl, as did
nursing home lengths of staThese &ctors, combined
with advances in medical tdoology and pactice
increased eliance upon home cadmamaically.103In
addition, proprietary (for-profit) agencies bgan enter
ing the taditionally non-pofit home health maet in
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substantial ambes. Between 1990 and 1998e rum-
ber of poprietaly agencies aass the counyr had
grown by 60%104

c. Fraud andAbuse

In 1995,the ClintonAdministration responded to
concens kgarding “fraud and buse” by launding
“Operation Restoe Trust’ As pat of this initiaive,
HCFA increased home healtlgeng/ audits,claims
reviews and other anti-Aud measws in fve stdes tha
together accounteaf 40% of Medicag pyments:Cal
ifornia, New York, Florida, Texas and Illinoistos In
1997,HCFA expanded this initive to other stizs,
including Massabusetts. No faud and ery little
“abuse”have been unogered in MassdtusettsAnec
dotally, however, these audits ve had a killing effect
on the indust. Providers ae nav more cautious Wen
they interpret eligbility and coverage requirements ér
fear thathey will be challenged by HCFA and brced to
repay ary alleged overmpaymentstos

There is &idence tha the ite of gowth for
Medicae home health ¥penditues has bgun to
dedine in the last 2-3 gass. Gowth from 1995 to 1996
was 9% and the mosecent Congessional Budgt
Office estimé#es indic&e tha between 1996 and 1997,
home health ouths increased p 4.8%107 Some cite
these igures to asseétha the IPS vas unnecessato
adhieve the desid saings108

d. Sewice Delvery

Massabusetts home healtlgancies hae been
delivering cae for relatively low costs per visitThe
average cost per visit in Masshasetts s $50 per visit

or 19% belav the ngional average. This figure reflected
a generl trend among Ne England stees, except
Rhode Islangtoward lower average costs per visi?®

Massabtusetts,along with Connecticutdid not
follow the tend of most N& England Stees tavard
lower than serage Medicae payments per user of
home health sgices. Massawsetts home healtlyen
cies hae slightly higher Medicae costs per user than
the naional average.110 Massabusettss pgyments per
user vere 5.7% higher than the t@nal average, rank
ing it & 13th among the 50 g&s5 in aerage Medicae
payments per useof 1995111 SeeTable 8,belon. The
Commonwvealth has beenyting to reduce the use of
Medicaid-funded arsing home admissions and to max
imize use of theddenlly funded Medicag program
rather than the péally stae-funded Medicaid gram.
For example between 1995 and 1996he rumber of
nursing home esidents dspped ly neaty 4%2112This
policy may explain Massalusettsslightly higher than
average nrumber of home health visits.

Massabusetts had etatively high rumber of vis
its per user of home health s&es,ranking 9th in the
United Staes with 94.3 visits per pi@nt per year as
compaed to the n@onal average of 72.3 visits persar
This relatively high rate of visits m# be linked to stée
efforts to reduce mrsing home admissions and mini
mize Medicaid &penditues. In adition, the elaively
high rate of visits and the slightlabove average rate of
overall payments per user also mde elaed to the
high piopottion of Massabusetts elderwho ae 75 and
older113

The Medicaid pogram also povides home health
sewices to benefiares. In may cases it pvides these
sewices in conjunction with the Exutive Ofice of

TABLE 8: MASSACHUSETTS, NEW ENGLAND & US HOME HEAL TH CARE DATA

# of Average % Above Average % Above

Patients Payment or Below Payment or Below

(1,000's) Nat'l. Per Nat'l.

Average Average

Connecticut 57 $60 -3.0% $4,770 6.6
Massachusetts 119 50 -19.0 4,730 57
Rhode Island 19 64 3.0 4,037 -9.7
Maine 22 53 -15.0 3,717 -16.9
New Hampshire 17 50 -19.0 3,057 -31.7
Vermont 12 45 -28.0 3,030 -32.3
New England 246 53 -15.0 4,400 -1.6
u.s. 3,430 62 — 4,473 —

Source: The New England Journal, citing the Health Care Finance Adminis-
tration and the Wall Street Journal, January 7, 1998, p. NE1
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ElderAffairs pusuant to the 2176 Home and Comm
nity-BasedWaiver. For eldes who need less skilled
care, Massabusetts also prvides homemaking and
personal cae assistance thugh its netwrk of thirty
home cae agenciest14

2. THE BBA HOME HEAL TH
AMENDMENTS

a. Home Health Benefs: The Interim and
Prospectve Payment Systems

Due to its &pansion since the ta 19805,
Medicar’s home health benehas become an irgeal
patt of the curent efort to slav the gowth in Medicae
spendingease theifiancial pessues on the Medicar
Hospital InsuanceTrust Fundand balance thestieal
budget. The BBA made seeral major tianges to the
financing and pgment of home health carsevices.
The total estimid saings from these lsanges were
approximately $16.2 billioni15According to the Massa
chusetts Home & HealtAssocidion, Massabusetts

agencies ag expecting cuts of $100 million in the cem
ing yearl16

Prior to the BB\, home health@encies vere reim-
bursed accating to a cost-basedofmula. Mary
obsevers ciiticized this systemofr not poviding incen
tives to minimiz costssince an geng’s payment
limit increased with theumber of visitsjt had no ea
son to curb glume as long as theerage cost per visit
did not xceed the erage limit."117

As of the bginning of the &deal fiscal year on
October 1,1997, the BBA required home health
providers to bgin a transition fom the etrospectve
cost-basedaimhbursement system to an inier pay-
ment system (IPS) with the ultinea goal of
implementing a mrspectve payment system (PPS) sim
ilar to the one opeting in hospitals since the mid
19805. Under the IPShe cost-based system comnt@s
“subject to modiied and tighter limit§118 This system
took efect on October 11,997.The PPS will tak efect
on October 11999. for details egarding both the pe-
BBA and post-BR\ interim and ppspectve payment
formulas,see tale 9 belav.

TABLE 9: Comparison of Pre-BB A and P ost-BB A Home Health P ayment Systems

Formula Amendment

Pre-BBA Formula
costs for that type of visit.

Payments to home health agencies were equal to 112% of the mean national

Post-BBA Formula
Interim Payment

System (IPS) 1)
10/1/97-9/30/99

Under the new methodology, a home health agency will receive the lesser of two
amounts calculated using the following methodologies:

a payment based upon 105% of median national costs; or,

2) acapped payment, adjusted for geography and case mix This “per
beneficiary limit is a blended amount based on 75% of the agency’s costs
per beneficiary and 25 percent of the average cost per beneficiary in its
census region, using 98% of a base year’s costs.” This capped amount is
then multiplied by the agency’s unduplicated census count.."

Post-BBA Formula

Prospective Payment
System (PPS) 1)
10/1/99 and thereafter

To determine the new prospective payment methodology, HCFA will have to
consider several issues, including the following factors:

the units of service upon which the prospective payment will be based;
2) the standard prospective payment amount for that unit of service;

3) the geographic adjustment for wage levels;

4) case mix adjustments; and,

5) an outlier adjustment, i.e. an adjustment for certain high cost cases. i

i Komisar and Feder, at p. 10.
ii P.L. 105-33, Section 4602(c).
i Komisar and Feder, at p. 11.

Sources: Komisar, Harriet L. and Feder, Judith, The Balanced Budget Act of 1997: Effects on Medicare’s Home Health Ben-
efit and Beneficiaries Who Need Long-Term Care, Washington, D.C.: Institute for Health Care Research and Policy,
Georgetown University, February , 1998, pp. 10-11 and P.L. 105-33, Section 4602(c).
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Under the IPSHCFA sets cas per benégiary
based upon costs inaded duing fedeal fiscal year
1994 known as the basezpr This formula accountsdr
inflation in home health costsybpemitting a mte
updéde based upon ththome health madet baskt, a
national index of growth in input costs of home health
agenciessud as vages and utility gpense$119This
formula gplies ony to egencies thaopested in their
current form duing FY 1994. Never agencies thawere
“creded meged or hangd avners after October 1,
1993 . .. will eceve a per benefiary cgp based solgl
on ndional expelience (the median of these limits
applied to other home healtlg@ncies) adjustedof
inflation.” 120

The Secetaly of Health and Human Séces has
wide discetion to esthlish the paametes for the PPS
which will take efect on October 11999. On aruaty
2,1998,the Secetaly published inteim rules and on
March 31,1998,she pulished fnal les egarding this
formula with a comment pérd. Although pemanent
rules were expected onune 1,1998,they were still not
published when this issue ef went to pess. Iniscal
year 2000the BBA requires a 15% eduction in the
cost-based and per beroédry limits, regardless of
whether the ng PPS isead/ for implementtion.

b. Definitions

To receve home health seices, a beneitiary
must require “part-time or intemittent” care. Prior to
the BBA, these tems were defned ony in HCFA regu-
lations,not in staute. The BBA codified the dehition
in staute “T he nev (stautory) defnitions difer some
wha from the pevious regulatory definitions and
practices.121

Individuals who need ceain skilled sevices on an
“intermittent” basis ae eligble for home health ser
ices.The nev BBA definition of “intermittent™22malkes
more benefiiaries eligble for home health seices.

Eligible beneiciaries ma receve “part time or
intemittent sevices” The nev BBA definition of this
term narows the scope oimbursable skilled rursing
and home health aide s@&es.According to a HCRA
bulletin, it pemits less #xibility in the number of hous
of sewice thd cettain beneftiaries my receve per
day.123124

The BBA also modifed the dehition of “skilled
sewrices” necessarto qualify for home health seices.
Prior to the BB\, “venipunctue”, the diawing of Hood,

was considexd a skilled sefice thd alone justifed a
home health visitThe BBA changed this povision so
tha venipunctue alone no longr justifies home health
sewices.

c. Fraud andAbuse

TheAct contained seeral fraud and buse povi-
sions to einforce the diorts of HCFA auditors who had
alread/ stepped up theiraviews of home healthgengy
practices.These meases were induded to einforce
the eforts of its auditos and other geng/ personnel
involved in Opeation Restoe Trust.

d. Surety Bonds

The BBA requires home healthgencies,along
with cettain other poviders,to post a swaty bond of &
least $50,000 or 15% of the arat amount thg receve
from the Medicae or Medicaid Rsgram125Agencies
must also post a similgbut separate, bond br Medic
aid. The suety bond seres as a guantee thathe
ageng/ can epay HCFA in the case of wermpayment.
Smaller @encies, patticulady non-pofit Visiting
NursesAssocidions, have had dificulty meeting these
new requirementst2é The Secetaly may also impose
similar bonding equirrments on &t A providers, sup
pliers or similar pesons.The BBA also imposes a
minor, but meaningfulchang requiiing tha payment
limits be based upon the ldgan of the sevice pio-
vided, not the site of the home healtgesmg/’s billing
office.127

e. Other BBA Amendments to the Medicae
Home Health benefi

Transfer of certain payments to Rart B: Home
health serices were oiiginally designed to be pvided
only after a benefiary hospital disharge. For this ea
son,reimbursement ér all home health seices was
historically provided under Bt A. To relieve the pes
sure on the Brt A Trust Fundthe BBA reallocdes a
portion of home health costs t@iPB. For the frst time
“(h)ome health visits thaare not elated to an edier
three-dg hospital stg or tha follow at least 100 visits
subsequent to a stavill be financed fom Part B.” 128

Prohibition of Self Referral: Some hospitals e
home healthgencies of theirwn or in patnership with
other entitiesTo reduce éais dout competition dr
beneiciaries who ae being disbalged from a hospital
to home health seices,the BBA prohibits hospitals
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from limiting referrals of their pdents to hospital fi -
ated home healthggnciesThese benefiaries ae often
seen as desinle, shot-term, low-cost paéients.To facil-
itate enbrcement of this mvision, the BBA requires
hospitals to didose inbrmation aout referals to
“entities in which the hospital has anfancial inter
est’129

Commission to Ealuate “Homebound” Defini-
tion: Much contoversy has suounded the
interpretaion of the tem “homebound” Some
obsewers belieze tha it should be amended teftect
the oiginal intent of the pigram to seve onl individu-
als who cannot leee the home toeceve medical
treament.The BBA directs a commission toxamine
this defnition and mak recommend@ons.

3. IMPACT OF THE BBA HOME
HEALTH AMENDMENTS

Recent eseach sugests thathe IPS and the PPS

jeopadize the health and&ll being of high utiliers of
home health car sevices in Massawusetts and the
nation. These ne& payment systems also Y& seious
implications for the Commonwalths hudget.

Some eseach has pojected hav these banges
will affect benefiiaries and vino ae most vulneable. In
their stug of national daa, Komisar and Eder eport
that:

“Beneficiaries with the highest lels
of use ae likely to be afected the
most ly the danges in the deliery of
home healthThey will be especiajl
affected not ol because home
health serices plg a lage role in
their health cag, but also because
policy changes (both the intén sys
tem and the PPS) will ege
incentives br agencies toeduce high
volume gisodes.

These eseathers note thamost high home health
uses “do not gppear to be using Medicals home
health beneéf solely or predominanty for long-tem
care. Raher, most ppear to hee nultiple-often-com
plex-medical needstequiiing a ange of acute and
long-tem cak sevices!130Because thergaest gowth
in home health is &m the incease in thewerage num-
ber of visits per lent, the rumber of visits is likly to
be the irst aea in vhich agencies educe wlume The
relatively high arerage number of visits i Massabu-

setts home healthgancies,combined with the lae
propottion of Massabkusetts elderover 75 and wer 85,
suggest tha a signifcant rumber of Massdwsetts
clients ma fall into this high isk group.

Although thee hare been no stestical anayses of
the impact as gt, anecdotal accounts ofdil eldes,
children,and adults with didalities losing their home
health sevices or eceving drastic cuts in seice hare
been eceving substantial mss cuerage. Stoies hae
appeaked regarding the impact of these cuts invdise
comnunities sub as Lavell, Lawrence Quingy, and
Arlington 131 Testimory at a heaing befre the dint
Committee on Health Caiindicded tha the poblem is
not just conined to the Easterhalf of the stte, but
affects indviduals and &milies in Cental andWesten
Massabusetts commmities sub as Milford, Worcester
and Spingfield as vell.132

Stae-funded pograms hae beun to eport cost
shifting of Medicae home healthx@enditues to their
budgets. In testimoy before the dint Committee
Massabusetts Diision of MedicalAssistancéssistant
Commissioner Elizgeth Geene stized tha some duait
eligible individuals will tum to Medicaids comnunity
based pograms br assistancel33 She indicéed tha
these banges inceaseisk of institutionalizéion. Some
will continue to eceve sevices & home “Others, how-
ever, are likely to end up in arsing home§134

The MassagusettsAssocidion of Home Caz Po-
grams/AreaAgencies orging report a shap increase
in the gowth of home cas caseloads dung the frst
three months of 1998. Pr to the the Medica home
health hdlanges, the estimged caseload inease had
been 40 cases per montrhis figure gew to 303 in
Februaty. The Mass Home CarAssocidion has pe-
dicted tha, based upon cuent tends since the pagga

“Recent reseach reveals
that the IPS and the PPS
jeopardize the health and
well being of high utilizers of
home health cae in Massa
chusetts and apbund the
country.”
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“... some individuals who
are dually eligible for
Medicare and Medicaid will
lik ely turn to the stae’s
Medicaid community based
programs for more
assistance

of the BBA, the average monthy increase in caseload
could iise as high as 140 cases per mo¥h.

HCFA and other sowes sugest confusion as a
reason ér these cutbds 136 Beneftialies ae disadan
taged because of the 6iidulty in pursuing an ppeal.
One poblem is tha Medicae will not pa for serices
during an g@peal.To contirue receving serices while
the gpeal is pendinghe benedtiary must pg out-of-
podet. Futher, a favorable decision pplies ony to the
prior peiiod and not to a e episode of cag The bene
ficiary, thus, may have to pusue nultiple gopeals.
Although most indiiduals who pusue gpeals ult
mately win them,the benet of challengng a sevice
denial mg be limited37

Agencies also hee limited information ebout the
extent of the cutbdcs and theules under Wwich they
opekrte. “HCFA lacks readily available daa to calculée
the perbenefciary limit . . . in the inteim, agencies
have completed up to six months of the castarted
peiiod without knaving the gplicable perbeneiciary
limit.”138 In addition, agencies will not submit fial cost
reports until 1999 thus edbak from HCFA on the
reasonbleness of their costs will be wilable for
some timeAgencies brmed since 1994 nysbe paticu-
larly vulnerble.13® The Medicae fraud and buse
audits ad an adlitional element of uncaainty to the
equdion.

Ageng staf have bone a substantial ption of
the costs of the cutbks thiough stafflayoffs in some
agencies and and loss of beigfin other gencies!40
Some oganizdions,sud as the Massaasetts Easter

Seals Society hich seres dildren with disailities,
are discontiming home health seices alt@etherl4!

Several gpproades ae possilke to adiress these
problems. One is to acpéthe curent wles and assist
benefciaries, their families and gencies to adat to
them ly increasing st funding 6r home healtthome
care and mrsing home setices. Sub increases mabe
necessar in ary case but efforts to modify the ne
payment sbeme mg minimize adlitional stae expen
ditures. Whether to écus on the intém payment
system cuently in place or on the pspectve payment
system to ta efect on October of 1999 is an impamt
strategic question. Serar Edvard Kenneg and Rere-
sentdive ames McGuem have filed legislation to
delay PPS implementeon and to upd& the basesar
upon which it is calculéed However, further reductions
of 15% will tale place wether or not a PPS is in place
at tha time.

Another stategy would be to bcus on questions
regarding units of serice and other ntters tha will
form the bunddion of the PPS ingais to comé42Still
another aproad, which could be pwsued sinultane
ousl with those desdbed dove, is to stengthen
benefciaries’ appeal ights. Undelying this déate,
however, is the fundamental question ofhw will
receve and viho will pay for home health carsevices.

Interested pdies could either psue this pproac
through working dosely with HCFA in defining gppro-
priate ules under the melaw or tuming to Congess to
chang the oles set dan in the BBA. The ppeals
process could be modkfd to enswue tha benefciaries
contirue to eceve Medicae-reimhbursed sevices pend
ing the outcome of theirppeals. Another impotant
change to the ppeals pocess wuld male gpeal deci
sions binding on a pepectie, as vell as etrospectie,
basisto endle beneftiaries to obtain a ctain level of
sewvices br a specifid peiod of time into the futwe:
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TABLE 10: BBA HOME HEALTH AMENDMENTS

Amendment
New Payment Systems

1) Interim Payment System (IPS)
(10/1/97 — 10/1/99)

2) Prospective Payment System
(PPS) (10/1/99 and thereafter)

Potential Provider Impact
Reduced Revenues
Layoffs/Other Staffing Changes
Closure of Some Agencies

Potential Consumer Impact

Increased Reductions/Denials in
Service

Agency layoffs/Staffing Changes
Increased Reliance Upon Family

Cost Shifting to States-
Medicaid/Home Care

Definitions

1) “Intermittent” — Eligibility

2) “Part-time or intermittent”-Scope
3) “Venipuncture” — Eligibility

More Individuals Eligible, but
Narrower Scope of Service

More Individuals Eligible, but
Narrower Scope of Service

Fraud and Abuse

Agencies More Conservative
Eligibility and Scope Decisions

Agencies More Conservative in
Decisionmaking Regarding
Eligibility and Scope

Surety Bonds

Smaller, non-profits have
difficulty qualifying.

Increased Costs.
Barrier to Market Entry

Smaller, non-profits have
difficulty qualifying.

Increased Costs.
Barrier to Market Entry

Transfer of Certain Home Health
Payments from Part A to Part B

Increases longevity of Part A
Trust Fund
Increases Part B Premiums

Increases longevity of Part A
Trust Fund

Increases Part B Premiums

Prohibition on Self-Referral by
Hospitals

Reduces Competitive Advantage
of Hospital-owned Home Health
Agency for short-term, post-
acute, rather than chronic,
patients

Reduces Competitive Advantage
of Hospital-owned Home Health
Agency for short-term, post-
acute, rather than chronic,
patients

Commission on Homebound Definition

May Further Restrict Eligibility
and Reduce Revenues

Reduces Competitive Advantage
of Hospital-owned Home Health
Agency for short-term, post-
acute, rather than chronic,
patients

Source: Information for table derived from Komisar, Harriet L. and Feder, Judith, The Balanced Budget Act of 1997: Effects on
Medicare’s Home Health Benefit and Beneficiaries Who Need Long-Term Care, Washington, D.C.: Institute for Health Care
Research and Policy, Georgetown University, February , 1998.

D.ACUTE CARE HOSPITALS IN
MASSACHUSETTS

1. BACKGROUND

Eighty-five hospitals in Massaasetts ag reim-
bursed under PP83 Approximately 40 of these
provide gadude medical eduden. These teating
facilities tended to be Ige urban hospitals thaeceve
Dispropottionae Shae (DSH) as wll as GME pg-
ments.At least 31 hospitals prvided a substantial

amount of fee cae or had a highalume of Medicaid
paients.The Dvision of Health Cag Finance and &l-

icy noted the diersity in siz and otherltaacterstics
among these hospitals. Of the 74 hospitatsahich it

obtained eliable daa,“18 had less than 100 bed§

had betveen 100 and 200 bedsnd 31 had er 200
beds:144The smaller hospitals tend to be conmity

hospitals thado not eceve GME or DSH pgments.
Despite some imads ly for-profit corporations, most
Massabusetts hospital&main non-pofit entities.
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The hospital indusyrin Massabusetts has under
gone substantialangs duing the 1990s. In 1991he
Legislature repealed the ate-setting system thdad
govemed the st@’s hospitalsdr maty yeas, creding a
more competitve ervironment!45 Combined with the
growth of manged cae and pessue from both pubc
and pivate paers to educe costdhospitals bgan to
focus on costaductions and inelased economies of
scale as vell as megers and consolidéons. Hospitals
also enteed nev markets sub as home health andy
estdlishing transitional cag units (TCUs)enteed the
sub-acute skilledursing facility maiket as vell. As a
result,they will also feel the dfects of BB\ changes to
these secter

In 1997,in response to conces iegarding hospi
tals’ ability to pay the costs of &e cae in this
competitve evironmentthe Lagislature enacted Chma
ter 47 of théActs of 1997 to hwadens theiiancing of
free cae by requiiing insuers to py an assessment to
the Uncompengad Cae Rool and ly increasing st
contibutions146

Medicar pas for more than 40% of all hospital
dischamges in Massdwsetts. Medicar is most signif
cant Pbr small, community-based non-teabing
hospitals thaadmit a geaer popottion of eldety
patients. In these hospitalsledicare pgments com
prise oughly 60% of total inpaent sevice reverue In
the lager, urban tealing hospitalsMedicae payments
made up less than 50% of irfEnt sevice reverues.
Medicate corered &out 35% of all hospital outpiant
claims in 1996.

Hospital pgments accounbf eébout 44 pecent of
all Medicae ependitues and epresent almost 30 per
cent of the poposed (@deal budget) saings over five
yeass (1998 though 2002). Half of these wags ae
from reductions in the updea factoss for prospectve
payment system (PPS) hospité#g Since Congess fist
enacted the pispectve pgyment system in 19880spk
tals hae receved set opeatting and caital payments
for ead Medicae benefiiary dischaiged Both opeat-
ing and caital payments ag adjusted Y factos relaed
to geagraphic differences in the cost of inputs ($uas
those or labor, supplies or gaital assets) and the Rja
nosis Relted Goup (DRG) of the indiidual pdient. A
hospital alsogceves aditional pyments br extremely
high cost cases (outli€. Rayments to teaung hospi
tals ae further adjusteddr indirect medical eduden
(IME) costs. Hospitals thigrovide laige amounts of
care to lov-income péients eceve dispopottionate
shae adjustment&i8

2. BBA ACUTE HOSPITAL
AMENDMENTS

a. PPS Ryments

Ead year PPS pgments ae updaed to eflect
expected infation in hospital input as measd by the
hospital maket baslkt index.149 The hospital maeet
baslet inde is an ind& of the anmal chang in the
prices of gpods and seices tha providers (in this case
hospitals,) usedr producing health seices.With the
exception of one yar, the updée had been set 3.1%
belowv the hospital méet baslkt index since 1986.
Without the BB\, it would hare been set equal to the
hospital maket baslkt inde for future yeais. The BBA
freezs the upda factor & zero (0%) or 1998 meaning
tha acute caz hospitals will eceve an updie equal to
the maket baslkt index for 1998. Br details on the
amount of upds br future years, see the tiale belaw.
The Balanced Budg Act provides“temporary relief
from these eductions ér “non-teading, non-dispo-
portionate shae” hospitals ly pemitting a .5% incease
in the updée for dishaiges duing FY 1998 and .3%of
1999 After FY 1999,these hospitals will be subject to
the same mspectve payment updte as all acute-car
hospitalst>0

TABLE 11: AMOUNT OF UPDATE RELATIVETO
MARKET BASKET, 1998-2002

Year Update as % of Update as % of
Market Basket Index  Market Basket
Teaching/DSH Ind ex
Hospitals Non-Teaching/Non-

DSH Hospitals

1998 0% .5%%

1999  -1.9% .3%

2000 -1.8% -1.8%

2001 -11.% -1.1.%

2002 -11.% -1.1.%

Source: The Balanced Budget Act of 1997,
P.L.105-33, Section 4401(a) and Section 4401(B).

b. Change in Rules br Patient Transfers to
Sub-Acute Settings

The BBA sets n& payment ules br beneitiaries
with cettain diggnoses Wwo ae dishaged from a PPS
hospital to sub-acute settings bBuas PPS»>luded
hospitalstransitional cag units within a hospital and
freestanding skilledursing facilities,a home health
ageng/ or other post-didtalge sevices. The BBA
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orders the Seataly to identify 10 DRGs assoded
with a high wlume of disbamges to sub-acute set
tings151 Hospitals will eceve a laver payment or
those beneétiaries than it vould have under the por
systemAccording to the Urban Instituféthis policy is
intended to caoect for falling hospital costs assotzal
with higher use of post-acuteqguiders’’ 152

c. Changes to GME Rayments

The BBA makes seeral changes to the GME pr
gram. It reduces the IME adjustment toogpectve
payments ly 29% over a fve-year peiod.153 1t begins
by reducing IME pgments to hospitalsdm 7.7% in
1997 to 7.0% in 1998 he adjustment will contire to
fall until it reades a penanent ate of 5.5% in the gar
2001154See thle 12 belov.

TABLE 12: IMETEACHING ADJUSTMENT
FACTOR: 1998-2002

Year IME Teaching
Adju stment Factor
(in p ercentile)

1998 7.0%

1999 6.5%

2000 6.0%

2001 55%

2002 55%

Source: Legislative Summary of The Balanced Bud-
get Act of 1997, PL. 105-33

To address concers regarding plysician wversup
ply, patticulady specialists, the BBA imposes
“hospital-specifc” cgps on the nmber of esidents in
ead teading hospital imen calculing IME and diect
medical edudion payments!ss|t places aditional lim-
its on the atio of residents to péent beds ér IME
payment puposes. Inesponse to thednd tavard out
patient cae, the BBA pemits hospitals to inade
residents Wo practice in outpient settings in their
IME calculdion provided tha the hospital pve tha it
pays the hilk of the their taining costg:56

To encouage teating hospitals toegduce wlun-
tarly the rumber of esidents,the BBA extends a
program of incentie pgyments frst tested in 1997 in a
demonstation project in Nev York to the entie county.
As long as thg maintain the samewel of pimary cae

training, hospitals theagree to educe their eerall resk
deng programs ly 20-25% betwen 1998 and 2002
will receve payments to cushion the loss ofypaents
for those slots.

For the frst time the BBA authoizes hospitals to
receve IME and diect medical edu¢®n payments or
every Medicae+Choice paent theg dischalge. Tead-
ing hospitals did noteceve IME or direct medical
educdion payments br manaed cae beneitiaries in
the pastThese aditional pgyments will be phased in
between 1998 and 2002ccording to some angsts,
these pgments myg ensue access to tehing hospitals
for beneitiaries in manged cae planst57 Also, the
BBA pemits direct medical edudion payments to
non-hospital poviders accoding to a brmula devel-
oped ly the Secetar. It further esthlishes a special
commission to ealuae curent Medicae GME pg-
ments and delop rcommendiaons for adlitional
reforms158In response to &ud and buse allgations,
the BBA directs the Seetary to conduct a stydin vari-
ations in werhead costs and supeory physician
components beteen hospital&>9

d. Disproportionate Share Hospital (DSH)
Payments

Dispropottionate Shae Hospital (DSH) paments
are adjustments to a hospigpospectve pgyments to
compenste for seving a elatively large wlume of
low-income péents160Medicaid also mags DSH pg-
ments to some hospitals. Be@n fscal years 1998 and
2002,Medicae DSH pgments will be educed 1%
per year Stating in 2003,there will be no futher
reductions. Br more detail on theeductionssee thle
13 belav.

TABLE 13: REDUCTIONS IN DSH PAYMENTS,

1998-2002
Year Redu ction in DSH
Payments
(inp ercentile)
1998 -1%
1999 -2%
2000 -3%
2001 -4%
2002 -5%

Source: The Balanced Budget Act of 1997, P.L. 105-
33, Section 4403(a)
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2. POTENTIAL IMP ACT OF THE
BBA ACUTE HOSPITAL
AMENDMENTS

Prior to the BB\, the PPS mfit magin for Massa
chusetts acute hospitals has been substantialier
than the naonal average. In 1994 the PPS pfit mar-
gin was less than one-tenth of oneqmart. This figure
dipped to a ngetive -1.4% in 1995 and thertrounded
to 2.0% in 199661 Overall profit margins for these
three yeass were positve, suggesting thahospitals vere
able to compenda for low Medicake retums with ev-
erues fom otherprimaiily private, insurers.

The Stae’s Division of Health Ca# Finance and
Policy reports tha “The BBA is predicted to educe

Medicae pgment to the Massaasetts PPS sector as a

whole ty 1.4 billion over the ng&t five years, 10% less
than pojected everues of $12.9 billion under erious
draft regulations’162As a esult,all hospitals a& antict
paed to seeaduced pofit magins and some will incur
lossesThe DHCFP sugests tha“(a)n individual hos
pital’s aility to cross-subsidie its Medicae-funded
admissions fvm pdients with pivate insuance will be
an impotant factor in detemining the &tent to vhich
the Medicae cutbaks by the BBA can be hsorbed . .
by Massabusetts hospital¥3 The Diision’s report

notes substantial dispes betveen the hility of com+
munity hospitals and lge teabing hospitals to do so.

Dispaities also &ist between teaking hospitals
tha receve DSH funds and conumity hospitals with
out DSH suppdr On average, the comnunity hospitals
lost mong on Medicae paients while the teahing
hospitals made a smallgdit. The overall profit magins
shaved an aerage of -3.8% br comnunity hospitals
and an gerage qain of 5.1% or teading facilities 164
The BBA changes to PPS maexacerbée the aisting
dispaities.

While some hospitals willteempt to shift costs to
other pgers, including Medicaid small comnunity
hospitals will fice aditional pressues “to consider
options of meger, affiliation, acquisition,corversion or
even dosure, with sefous implicdions for access to
health cae in smaller tns far avay from urban cen
ters’165 As noted in the nd section, hospital
transitional cag units will also be ackrsely affected ly
the BBA's changes to the Medicarrursing facility pay-
ment system. & some hospitals with Sudient
resouces to brm Medicae piovider sevice oganiza
tions (PSOs)the BBA may provide some benéfthat
will offset the lossesdm their taditional lusiness.

TABLE 14: BBA Amendments Aff ecting Hospitals

BBA Amendments Potential Provider Impact Potential Consumer Impact
1) Changes to Prospective May Affect Discharge Policy May Affect Discharge Timing
Payments Increased Industry Consolidation | @nd Setting
a) Reduced PPS Updates Less Financial Stability, May Affe_ct Discharge Timing
b) Reduced IME and DSH Particularly for Community and Setting

2) Increased GME payments for
Medicare+Choice Enrollees.

3) Changes in Direct GME to
Reduce Number of
Residents.

4) Reimbursement for Residents
in Outpatient Settings.

Reductions

payments Hospitals
c) Changes to Payments for | Reduced Revenue from
Transfers Transitional Care Units and

Possible Closure
May Offset Revenue

from Other PPS Changes

Less Choice Regarding Provider
and Location of Provider

Sources: Report to the Congress: Medicare Payment Policy, Medicare Payment Advisory Commission (MedPac Report),
Volume 1, Recommendations, pp. 51-68, The Impact of the Medicare Provisions in the Balanced Budget Act of 1997 on
Massachusetts Health Care Providers, Consumers, and Medicaid: A Report to the Senate Committee on Ways and
Means, House Committee on Ways and Means and Joint Committee on Health Care, May 1998.
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E. PPS -EXCLUDED HOSPITALS
IN MASSACHUSETTS

1. BACKGROUND

There ae 51 specialty hospitalsi{gdren’s, can
cer, rehailitation, psydiatric, chronic and stge-run
facilities.) tha are eligble for PPS-gcluded staus in
Massabusettsié6 There ake also tvo types of distinct-
patt units in acute car hospitals @habilitation and
psydiatric.)167 thet receve similar teament. In 1996,
Medicae reverue to these hospitals totaledeo $246
million. In tha same gar Medicae pdients accounted
for 61% of the occupagdn the ehailitation units and
44% of the occupandn the psybiatric units168

These hospitals a been subject to the same

trends as acute-aahospitals. &r example “(t)he rapid
changes in the faancing of health carae nawv spilling
over to the once-shieldeéhailitation industy”1691n
response to pissue from pagers, paticulaily managed
care owanizaions, rehailitation hospitals hee cut
stafing and signiicantly deceased zerage lengths of
stay.170 Consolidéion has inceased and lge-scale ér-
profit chains hae emeged as signifiant plgers in this
maiket171 These sameends hee also caused substan
tial downsizing and shaened lengths of syain
psydiatric hospitals.

2. THE BBA AMENDMENTS
AFFECTING PPS-EXCLUDED
HOSPITALS

PPS-acluded hospitalsaceve pgyments eferred
to as"TEFRA” paymentsl’2Medicae pgs the hospi
tal the lesser of the amounts yieldedtivo different
formulag either the &cility’s arerage costs per dis
chame or its“target amount”— its costs per disamge
in a base gar updéed to the cuent yearl73The BBA
changes were designed to lel the plging field for old
and nev facilities tha receved pgments under this
schemel’4 Prior to the BBA changes, new facilities
appeaed to be han adantaye, fueling the gowth of
new facilities and contbuting to pooer financial per
formance among oldeadilities175

Medicae pyment updees eflect inceases in the
cost of inputs and impvements in medical thaolagy.
To minimize discepancies beteen fcilities,the BBA
requires tha Medicae implement adcility-specift for-
mula for upddes, with higher updtes pemitted for
providers whose costsxeeed their tajets. Older &cili-

“T he rapid changes in the
financing of health cae are
now spilling over to the
once-shielded ehabilita tion
industry.”

ties (thosexcluded fom PPS befre 1991) mg choose
a moe recent baseaar fom which to calcul&e their
target amounts76 Three types of dcilities with the
highest taget amounts (psygatric hospitals and units,
rehadilitation hospitalsand long-tem cae hospitals)
will be subject to cps. These cps ae set &the 75th
percentile of fscal year 1996 taget amountsadjusted
for inflation.177

The BBA contains povisions to assist long-tar
care hospitals ancehailitation facilities in making the
transition to PPSThe BBA requires thathe Secetary
submit a pospectve payment poposal br long-tem
car hospitals to Congss ly October 11999. Rehhil-
itation facilities nust b@in to use a prspectve
payment system as of Octoh2000178

3. POTENTIAL IMP ACT OF THE BBA
CHANGES AFFECTING
PPS-EXCLUDED HOSPITALS

Changps to Medicaa’s payment methoddr these
hospitals mg cause Medicaid to modify iteimhurse
ment policies dr these dcilities,leading to aeduction
in reverues fom both pograms.According to the St
Division of Health Cax Fnance & Blicy, “(t)hese
facilities my expeilience a signifiant total eduction in
reverue, which may translde into ieductions in stdiihg,
efforts to impove eficiengy of sewice delvery and
efforts to shift costs to other pars’179 The Diision
predicts thachronic and ehabilitation hospitals'will
inevitably resot to shotening lengths of stain their
facilities, thus putting geder pressue on skilled nirs-
ing facilities and home health @araltenatives.
Psydiatric facilities will also be pgssued to disbaige
patients into the comuomity & much faster ates” 180
These pactices aise concars legarding quality of cae;
the adied pessue from the BB\ changes mg exacer
bate these mblems,patticulady “f or the péient with
reldively greger compleity of care”181
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TABLE 15: BBA Amendments and Non-PPS Hospitals

BBA Amendments

1) Changesto
Payment Formulas

2) New Prospective
Payment System
for Rehab.
Hospitals in Future

3) Future Prospective
Payment for Long-
Term Care
Hospitals

Even Footing

Potential Provider Impact
Old and New Facilities on More

Increased Industry Consolidation

Potential Consumer Impact

May Affect Discharge Timing and
Setting

Less Provider Choice

Sources: Report to the Congress: Medicare Payment Policy, Medicare Payment Advisory Commission (MedPac Report), Vol-
ume 1, Recommendations, pp. 51-68, The Impact of the Medicare Provisions in the Balanced Budget Act of 1997 on
Massachusetts Health Care Providers, Consumers, and Medicaid: A Report to the Senate Committee on Ways and Means,
House Committee on Ways and Means and Joint Committee on Health Care, May 1998.

F. SKILLED NURSING
FACILITIES IN
MASSACHUSETTS

1. BACKGROUND

The skilled mrsing facility industy in Massabu-
setts intudes mawg non-pofit and for-profit entities.
Eighty-eight pecent of thesedcilities ae cetified to
accet Medicae benefiaries. Medicae limits the
amount of wrsing facility coverage it reimhurses,cov-
efing the frst 100 dgs of teament in a arsing &cility.
In addition, it pays for nursing and ehailitative sev-
ices, but does not ceer custodial ca As a esult,
Medicare beneitiaries in rursing homes ar usualy

“ Although Medicaid remains
the largest payer of nursing
facility services,Medicare
costs and utilizaion have
risen shaply in recent
years.’

cared for in a sparte unit where their medicajl inten
sive needs aratended to ¥ a moe highly skilled staf.
Once an indiidual exhausts Medica coverage, s/he
will either pgy privately until able to male the tansition
to Medicaid or tanskr directly to Medicaid immedi
ately, depending upon his/henfancial cicumstances.

Although Medicaid emains the layest pger of
nursing facility sevices,Medicae costs and utilizeon
have risen shaply in recent yais. Medicae pgyments
to skilled rursing facilities ose fom $43.2 million in
1990 to $363.2 million in 199832 Hospital ceaed
transitional cag units (TCUs) specially to sewe post-
acute p#ients sub as Medicae beneitiaries. As a
result,Medicale reverues constitute a lge potion of
the overall reverues of these unit#ccording to the
Division of Health Cax Hnance & Blicy, “(t)he
Medicae reimbursement system has encaged the
growth and &pansion of the hospital-bas&@€U mar
ket. In 1992 there were 5 hospital basedCUs in
Massabtusetts. In 1997the rumber had gwn to
367183The Dvision also notes thanot-for-profit free
standing &cilities also sefe, “on average, a higher
propottion of Medicae benefiaries” than in the
pastis4
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2. THE BBA AMENDMENTS AFFECT -
ING SKILLED NURSING F ACILITIES

The BBA requires HCRA to submit a poposal ly
May 1, 1998 Pbr a pospectve payment systemdr
skilled rursing facilities. Under cuent law, skilled
nursing facilities ae paid a per diemate, “based on
facility-specift per diem costsubject to ngonal aver-
age cs, 185except for cetain ancillay sewices,e.g.
physical theapy. Increases in ancillgr costs heae
fueled a substantial inease in the cost of skilledirs-
ing facility sewices,causing them toise from 1% of
total Medicae expenditues in 1984 to 6% in 199%he
implementéion of PPS is intended to stem thi\gth
by providing a fxed pgment br both putine and andil
lary sewices. This nev system will also equire
substantial impsvements in the da collection of
skilled rursing facilities and signifiant dianges in their
billing procedues,including a tansition to consoli
dated billing.

3. POTENTIAL IMP ACT OF THE BBA
ON SKILLED NURSING FACILITIES

These ne policies likely will cause Medicae
nursing facility admissions to shdlize or detine.1861n
addition, the BBA will encourage skilled mrsing facili-
ties to educe costgaticulany those associad with
ancillary providers. The nav consolidaed billing sys
tem and the irdrmétion collection it equires will
increase adminisétive hurdens and xpenses to the
facilities. Lage for-profit entities with nultiple facili-
ties my manage these bangs moe easiy than
smallerindependentécilities 187

“Itis lik ely that some
hospitals will choose to it
the TCU market completel),
resulting in dosures of
TCUs. If this occurs,
admissions to feestanding
skilled nursing facilities and
rehabilita tion hospitals

will incr ease’

Transitional Cae Units will be paticulady
affected because of their highvéd of dgpendence on
Medicae. Mary TCUs ake reldively new and the BB's
PPS brmula pemits less tansition time to the ne pay-
ment systemdr new facilities than ér old onesAlso,
under the n& PPS ules br acute hospitalsndividuals
with one of 10 dignoses will nay be considexd“trans
fer” patients when thg move to a post-acutactility.
TCUs will no longer receve a sparate pgyment or
these benédiaries,but instead eimbursement will be
included under the hospital’ oiiginal DRG-based
prospectve payment.This change will lead to aeduc
tion in transkrs from hospitals td CUs. For this eason,
it “is likely tha some hospitals willloose to git the
TCU maket complete}, resulting in ¢éosures of TCUs.
If this occus, admissions to &estanding skilled skilled
nursing facilities and ehailitation hospitals will

TABLE 16: IMPACT OF THE BBA ON SKILLED NURSING FACILITIES

BBA Amendments

1) New Prospective
Payment System
and Consolidated
Billing

Admissions

More Consolidation

Potential Provider Impact

Reduced Revenues/ Stabilization
or Decrease in Medicare

Reduced Ancillary Services
Greater Administrative Burdens

Potential Consumer Impact

More Access for Beneficiaries with
Certain Conditions and Less
Access for Others

Source: The Impact of the Medicare Provisions in the Balanced Budget Act of 1997 on Massachusetts Health Care Providers, Con-
sumers, and Medicaid: A Report to the Senate Committee on Ways and Means, House Committee on Ways and Means and Joint

Committee on Health Care, May 1998.
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increas€ notes the DHCF&M8As a result,the rum-
ber of indviduals disbaiged to the car of home health
agencieshospital evned or notmay increase

Corversely, BBA reductions in home healthypa

ments my lead to inceased arsing home admissions.

An expansion in admissions will |y lead to futher
growth in Medicaid cost$8® The the methodolgy
which HCFA is likely to choose to implement the we
PPSreferred to asRUGS-III, may also incease incen
tives to admit bengfiaries with cetain needsge.g.
“complex rehailitation,” in lieu of individuals with
cognitive impaiments br whom eimhursement is less
favorable.1900On the other handenefciaries my bene
fit from impovements in quality corntt made possie
by the nev information systems accompying the nev
PPS systeri!

G. PHYSICIANS IN
MASSACHUSETTS

1. BACKGROUND

The piactice of medicine has undene a damdic
shift in the last tw decades'With the gowing preva-
lence of manged cae has come rgaer third-paty
influence on pysicians’clinical decisionsto atieve
efficient and high-quality health cat192As managed
care nav compises @proximately 40% of the madet,
physicians’ autonony and their incomes a been
reducedThey have succeeded to somegiee in limit
ing the authaty of manayed cae plans ger them. In
1996,the Massaleusetts Lgislature passed an anteg
rule povision reinforcing povider’s avility to counsel
their pdients freely regarding their cae.193

Massabusetts phsicians hae histoically been
subject to cdrin restictions when teaing Medicae
pdients. for example they are pohibited fiom balance
billing Blue Cross and Blue Shield sub#wers. They
have also had a higher thawesage pecentae of their
eldety pdients in manged cae. They are paid accal-
ing to the Medicae fee stiedule “Components of the
fee sbedule adress the thee types ofgsouces used to
provide sevices:physician work, practice &pense and
malpractice insuance &pense 194 Rdes paid 6r prac
tice expense and malpctice insuance ag based upon
histoiical chalges,however the plysician work compe
nent is based upon an assessmenésduces used to
provide plysician sevices.The sum of these tee com

ponents is then coerted to a dollar alue ty a cowver-
sion factor thais updaed anmially.

2. BBA CHANGES AFFECTING
PHYSICIANS

The BBA changes to the Medicarfee sbedule br
physicians ae estimé&ed to sae $5.3 billion betwen
1998 and 2002T'he BBA makes thee major bangs to
physician pgments:1. Estélishing a single corersion
factor; 2. Rplacing thé'volume perbrmance standdrf
with a*“suitable growth rate formula”; 3. Delging the
use of theevised plysician expense methodogy for 1
year and then phases it ineo thiee years 195

3. POTENTIAL IMP ACT OF BBA ON
PHYSICIANS

The overall effect of these ltanges will be to
reduce pgments br some setices angng from radiol
ogy to coonay artery bypass gafts. Havever, the BBA
increased paments br the majoity of sewicesl96
Given the lilely beneit to mary physiciansthere has
been little pubic discussion of thesehanges hee in
MassabusettsThis mg chang over time and it will be
important to monitor benefiary access to seices tha
were subjected to cuts?

Another little known provision pemits beneftiar-
ies to opt out of Medicarand contact pivately with a
physician. Havever, arny physician who entes into subt
a contact is bared from the Medicag program for a
two year peiod. This BBA provision is undesable to
most plysicians.Therefore, few physicians ae likely to
adopt sub arangements-98

“The overall effect of these
changes will be to reduce
payment for some (sev-
ices)... Havever, the BBA
increased pgments or the
majority of services’
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TABLE 17: IMPACT OF THE BBA ON MASSACHUSETTS PHYSICIANS

BBA Amendment

Changes to Payment
Formulas

More Revenue for Primary Care
Providers and Some Specialists and
Less Revenue for Other Specialists

Increased Access for Some
Services and Less Access for
Others

May Increase Provider
Choice

Medicare+Choice
PSOs.

entry.

Easier to Form PSOs. Physicians
may benefit from the BBA’s
provisions regarding PSOs. Those
networks with the resources to bear
this level of risk may have a
substantial market awaiting their

Increased Access for Some
Services and Less Access for
Others

May Increase Provider
Choice

Source: The Impact of the Medicare Provisions in the Balanced Budget Act of 1997 on Massachusetts Health Care
Providers, Consumers, and Medicaid: A Report to the Senate Committee on Ways and Measn, House Committee on Ways

and Means and Joint Committee on Health Care, May 1998.

[ll. CONCLUSION

The Balanced Budg Act seved not ony as a
means of balancing thedeal budget, but also as a

window of oppotunity for those seeking fundamental

reform of the Medicag poogram as ve know it.
Depending upon hae its provisions ae implemented
mary of these bhangs could esult in bene€iaries
obtaining considebly different levels of cowerage from
the Medicae piogram.

Even though iteinforces toice & the benefiiary
level, the BBA reduces sta autonory by appropriating
to the £denl govemment a gea deal of authaty over
the insuance maket tha had taditionaly been the
province of the stes. It alsoeinforces a vave of con
solidaions tha has svept the health car industy
without a d¢ear poliy of hov beneiciaries’ access to
care will be pesewved By reducing home health pa
ments,it reversed ecent édeal policy and eafirmed
Medicak’s oiginal shot-term, acute cag oiientaion, a
step which may ultimately be paid ér by the stées.
These eductions shifted substantial cosisbng-tem,
chronic cake to the sties,to beneitiaries and to their
families,diminishing their &ility to balance theirwn
budgets.

Over the ngt few yeass, these stagholdes will be
seeking toegain their equiliblum with greaer costs to
bear and less authityr at their disposal.
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