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Alliance Details Concer ns about MedPAC Recommendationsto Congress
Submits Testimony for the Record to House Committee

WASHINGTON, DC — The Alliance for Quadity Nursng Home Care submitted testimony for the
record to the House Ways and Means Committee regarding the recommendations the Medicare

Payment Advisory Commission (MedPAC) presented to Congress concerning Medicare payments for
skilled nurang care.

The testimony (attached) outlines the Alliance s concern that MedPAC’ s recommended cuts will
have a disastrous effect on the qudity of nursing home care. “The qudity of care Medicare
beneficiaries receive today — and the qudity of care many of uswill require in the decades ahead —
relates directly to the federd government’ s payment policies, particularly Medicare and Medicaid,”
the testimony reads.

“The Allianceis degply concerned that, dl too frequently, the federal government’s gpproach to
funding for Medicare and Medicaid conflicts directly with its goas of sustaining and improving the
qudity of patient care. When Medicare funding for skilled nurang services is sable, qudity of care
and sarvicesimproves. When Medicare funding isinconsstent and unstable, our nation’ s long term
care infrastructure deteriorates, to the detriment of every senior today and every retiree tomorrow.”

The testimony explains the inextricable relationship between Medicare payments and Medicaid
payments, and how “robust and positive Medicare operating margins effectively subsidize negative
Medicaid operating margins” The testimony aso offersingght into the recent drametic quaity
improvements in skilled nuraing facilities, which these cuts will imperil. “ Sustained qudity
improvement depends on maintaining the stable Medicare funding which the sector has begun to
enjoy in the past few years.”

The testimony urges Congress to take into account the relationship between these two programsin
nursing home care. While MedPAC “rgects any condderation of overal operating marginsin
formulating its recommendetion. .. Congress certainly isnot so limited.” The testimony addressesin
detail MedPAC' s assertion that Medicare payments to skilled nursing facilities are adequate, evenin
the face of losses from Medicaid.

The testimony concludes. “The Alliance respectfully urges Congressto rgect MedPAC's
recommendation that SNFs receive no market basket increasein FY 2008.”
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U.S. House of Representatives
Committee on Ways and Means
Subcommittee on Hedlth

Hearing on MedPAC’s March Report on Medicare Payment Policies
March 1, 2007

Written Statement of
The Alliancefor Quality Nursng Home Care
Submitted for the Record, March 15, 2007

The Alliance for Qudity Nursng Home Care (the “Alliance’) represents seventeen of the nation’s
largest providers of long term and pogt-acute care and services. The roughly 2,000 skilled nursing
feacilities (“SNFS’) owned and operated by Alliance companies care for more than 300,000 older
Americans and employ more than 300,000 people in forty-nine states. As compared to Medicare-
certified SNFs as a whole, Alliance members disproportionately provide skilled nursng care to
Medicare beneficiaries.

The qudity of care Medicare beneficiaries recelve today — and the qudity of care many of us will
require in the decades ahead — relates directly to the federd government’'s payment policies,
paticulaly Medicare and Medicad. The Alliance is deeply concerned that, al too frequently, the
federd government’s agpproach to funding for Medicare and Medicaid conflicts directly with its goas
of sudaning and improving the qudity of patient care.  When Medicare funding for skilled nursang
sarvices is gable, qudity of care and sarvices improves.  When Medicare funding is inconsstent and
ungtable, our nation’s long term care infrastructure deteriorates, to the detriment of every senior today
and every retiree tomorrow.

At a time when Congress and the Centers for Medicare and Medicaid Services (“CMS’) incressingly
look to develop a more rationale post-acute Medicare benefit, an objective that the Medicare Payment
Advisory Commisson (“*MedPAC”) has long championed, we remain concerned that MedPAC's
redrictive view of Medicare payments to SNFs undermines not only care and services for Medicare
beneficiaries, but for dl nurang home patients as well. In addition, we are concerned that MedPAC's
short-term  recommendations undermine its long-term goa of a more rationd and unified pogs-acute
benefit.

MedPAC's sole recommendation is that SNFs receive no market basket adjustment in FY 2008. Its
March 1, 2007 report notes that, if Congress were to adopt this recommendation, payments to SNFs
would be $250 million to $750 million less next year than the Medicare basdine otherwise would
dlow. Given that the Presdent’s proposed FY 2008 budget dso diminates the market basket
increase for SNFs and scores the impact at $1 hillion, it seems likely that the impact will be a lesst
$750 million.  We respectfully submit that this recommendaion is short-sighted and urge that
Congress rgect it in favor of a more expansve view to assure that al SNF patients continue receiving
high qudity care and services.

The Reationship between the SNF M ar ketplace and M edicar e Payments




A far evduation of MedPAC's recommendations requires an agppreciation for the economic redities
for SNF operations. In SNFs today, Medicare pays for 12% of patients but represents 26% of
revenues, Medicaid pays for 66% of patients but represents only 50% of revenues and private sources
(commercid insurance, long term care insurance and out-of-pocket expenditures) pay for 22% of
patients but represent 24% of revenues. While MedPAC estimates that SNFs Medicare operating
margins in 2007 will be 11%, MedPAC does not acknowledge that Medicaid operating margins are
negative 7% and private payment operating margins are less than 2%.*

As a result, according to independent analyss, overdl after-tax operating margins for SNFs were
only 2.9% in July 2006, the lowest overal operating margins of any Medicare Part A provider group.

MARGIN ANALYSIS: JULY 2006
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Given these economic redities, robust and postive Medicare operating margins effectivey subsdize
negative Medicaid operating margins. The Medicare and Medicaid programs, moreover, pay for
three of every four SNF patients. While Medicare cross-subgdization of Medicad may not be
optima policy in the long run, is it is necessary a least until the inadequacy of Medicad payments is
addressed effectively.

Over the past decade, moreover, Medicare funding for SNFs has been volatile. The Balanced Budget
Act of 1997 (“BBA”) dashed Medicare payments to SNFs and forced 20% of SNFs into bankruptcy.
In 1999 and 2000, Congress enacted temporary additiona payments to help SNFs overcome the most
severe consequences of BBA.  Theredfter, CMS made certain adminigtrative changes designed to
mantan some dability in Medicare payments.  Ultimately, in 2006, dl Congressond add-ons
expired and CMS refined the payment sysem to better recognize the growing intendty of
rehabilitation services Medicare beneficiaries now receive in SNFs.

! Source: The Lewin Group analysis of Lewin survey datafrom multifacility organizations.



The net effect of these changes is hat, only in 2006 did average Medicare payments to SNFs return
pre-BBA levels. In 1998, average pear diem payments were $367. In 2006, average per diem
payments were $366.2

Nursing Home Quality Has | mproved Significantly

It is noteworthy that Americds SNFs have led the qudity movement despite comparaively low
overdl operating magins and voldile Medicare payments. The sector's leadership — which
includes the Nursng Home Qudity Initiative (a partnership between CMS and providers), the
Qudity Fra intigive (a voluntary provider effort) and most recently the Advancing Excdlence in
Americas Nurdng Homes campagn (a patnership among providers, consumers, unions, private
foundations and CMS) - has heped to improve the overdl quaity of care in our nation's nursng
homes.

As pat of CMS Nursng Home Quadlity Initiative, the agency now reports comparative clinica data
for use by consumers in choosng SNFs and by SNFs to benchmark and improve performance.
Qudity Firg was the fird nationwide, publicly aticulated pledge by providers in any hedth care
sector to voluntarily establish and meet qudity improvement targets. The Advancing Excdlence
campaign, which was launched in September 2006 and is modded on the recently completed
“100,000 Lives’ campagn in the acute care sector, seeks to improve qudity in eght clinicd and
operational domains over a two-year period. Taken together, these efforts underscore that SNFs are
committed to accountability for the qudity of care and services they provide, as well as prudent use
of government resources.

Perhaps more importantly, these efforts are showing positive outcomes. For example, from 1999 to
2004, the number of severe qudity of care citations in Americas nurang homes dropped by dmost
60%.

2 United BioSource analysis of Alliance database.



RESULTS: CITATIONSDROP NEARLY 60%
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Smilaly, over the same period, clinicd processes like pan management and vaccination rates
showed marked and sustained improvement as well.

SUBSTANTIAL IMPROVEMENT
IN CARE OUTCOMES

Clinical Processes Show Marked and Sustained Improvement
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Consumer satisfaction with nursng home care dso reflects noteworthy quality improvement.  In
2005, 80% of nursng home patients and their families found the care SNIFs provided to be excdlent
or good. By contrast, 80% of Americansrate their overal health care as excellent or good.

The Alliance remains committed to sustaining these qudity improvements for the future.  However,

sudained qudity improvement depends on maintaining the stable Medicare funding which the sector
has begun to enjoy in the past few years.

Congress Should Re ect M edPAC’s Recommendation for FY 2008

MedPAC specificadly acknowledges that its recommendation that SNFs receive no market basket
increase in FY 2008 is based solely on its evduation of Medicare payments to SNFs.  Consequently,
MedPAC directly rgects any conddeation of ovedl operaing magins in formulating its
recommendation.

While this may be consstent with MedPAC's legidative charter, Congress certainly is not so limited.
Congress should base its decison not only on budgetary concerns with respect to the Medicare
program, it aso should assess the impact on the provison of care and services overdl. Given the
recent history of volatlity in Medicare payments to SNFs, the importance of robust Medicare
margins to overal SNF operating margins and therefore to assuring that SNFs have the resources
necessaty to continue qudity improvement efforts, Congress should regect MedPAC's
recommendation that Congress forego the market basket increase that current Medicare law
otherwise would afford to SNFs.

MedPAC's March 1 report does attempt to address the effect of Medicad payments on overdl
margins.  Its arguments, however, are unpersuasve. Firs, MedPAC assarts that Medicaid payment
rates are adequate because, since the dimination of the Boren Amendment in 1998, Medicad
payments to SNFs have risen and gate revenues in 2006 and 2007 have grown. In fact, Medicaid
payment rates prior to reped of the Boren Amendment were inadequate, such that growth since 1998
does not reflect adequacy of Medicaid payments. Indeed, the gap between the reasonable cost of care
and Medicaid payments to nursing facilities has grown consistently since 1999.



MEDICAID SHORTFALLS (1999 — 2006)
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The fact that state revenues increased in 2006 and 2007, moreover, ignores the fact thet, earlier in the
decade, date revenues were severely threstened and, as a result, Medicad payments were
undermined, paticularly given tha, in more chalenging economic periods, Medicad enrollment
swvdls.  While overdl Medicad expenditures may increase in such circumgtances, this does not
reflect more robust payments for services. Rather, it reflects more enrollees, which places even
greater dran on date Medicaid budgets and prompts even more aggressve cost contanment
initiatives.

It is noteworthy that historic reports from the Kaiser Commisson on Medicaid and the Uninsured, the
very group whose work the MedPAC report cites in support of its argument, has a long history of
reports to the contrary.® Congress itsdf recognized the financid straits states faced earlier in the
decade, and the adverse impact on Medicad programs, by temporarily increasng the federd
Medicaid matching rate in the Federal Fiscal Relief Act.*

MedPAC dso agues that paying nursng facilities higher Medicare rates misdirects resources
because facilities with higher Medicare census benefit from additiond payments but such payments

3 See, eq., the following Kaiser Commission reports, State Fiscal Conditions and Health Coverage: An Update on
FY 2004 and Beyond (September 2003), Medicaid Spending: What Factors Contributed to the Growth Between 2000 and
2002? (September 2003); The Current State Fiscal Crisis and Its Aftermath (September 2003); States Respond to Fiscal
Pressure: State Medicaid Spending Growth and Cost Containment (September 2003); State Responses to Budget Crisisin
2004: An Overview of Ten States (January 2004); Is the State Fiscal Crisis Over? A 2004 State Budget Update (January
2004), States Respond to Fiscal Pressure: A 50-State Update of State Medicaid Spending Growth and Cost Containment
Actions (January 2004); The Role of Medicaid in State Economies: A Look at the Research (April 2004), State Fiscal
Conditions & Medicaid, April 2004 (April 2004), Medicaid and the 2003-05 Budget Crisis--State Case Studies (August
2005), available at www.kKf.org/statepolicy/budgets.cfm.

# Kaiser Commission on Medicaid and the Uninsured, Financing the Medicaid Program: The Impact of Federal Fiscal
Relief, April 2004 Fact Sheet (April 2004), available at www.kff.org/statepolicy/budgets.cfm.




should be directed to faclities with higher Medicad census.  This dam misapprehends the
ownership gructure of a mgority of Americas nursng homes. Most nursng homes are not owned
independently as freestanding facilities. Rather, they are pat of multi-fadlity organizations. Within
multifecility sructures, providers cross-collaterdize across dl fadlities Operating losses in fadilities
with higher Medicaid census are offsat by operating gains in facilities with higher Medicare census.
The fadlity-by-facility gpoproach MedPAC suggests is not in kegping with the operating redities of
the nurang home financid environment.

In addition, MedPAC's recommendation for FY 2008 threatens its longer-term objective to develop a
unified and more raiond pog-acute benefit. As pat of this objective, MedPAC has encouraged
policy changes that create incentives for Medicare post-acute patients to receive care and services in
the leest codtly setting consstent with appropricte quadity outcomes. CMS has acted on these
recommendations in vaious ways induding refinements to the Resource Utilization Groups
(“RUGS’) payment system for SNFs effective in FY 2006. These refinements have encouraged SNFs
to carefor higher acuity patients, particularly those patients requiring short-term rehabilitation care.

Eliminating the Medicare market basket increase in FY 2008 would deprive SNFs of resources
necessary to continue expanson of care for these beneficiaries, undermining the effort to reationdize
the post-acute benefit.  Since SNIFs frequently are the lowest cost settings in which such services may
be provided, the intermediate-and-long-term impact could well be to increase overdl Medicare pos-
acute spending by continuing to provide post-acute care in higher cost settings. For example, based
on CMS data for FY 2004, the average cost to Medicare for an episode of care in a SNF was $7,000,
while the average cost to Medicare for a comparable episode of care in an Independent Rehabilitation
Facility was $12,525, or 78% higher than the cost per episode of care in a SNF. Sowing the trend
toward SNFs treating a growing percentage of Medicare post-acute patients smilarly dows efforts to
rationdize the post- acute system and better control Medicare spending growth in the future.

* k k * * k * * % %

In concluson, the Alliance respectfully urges Congress to rgect MedPAC's recommendation that
SNFsreceive no market basket increasein FY 2008.



