Chapter one�IntroductioN


I.	Why Has This Study Been Undertaken?


	Over the last decade, public spending for post-acute care services has risen rapidly.  During the most recent period for which comparable data are available, 1985 - 1991, Medicare spending for services provided by rehabilitation hospitals and distinct part units, long-term hospitals, freestanding and hospital-based skilled nursing facilities (SNFs), and home health providers rose from $3.4 billion to over $12.1 billion (Exhibit 1.1).  This represents an average annual growth rate of nearly 25 percent.  In contrast, Medicare spending for acute care services grew by only six percent per year during the same period (Exhibit 1.2).  While this rapid growth in expenditures for post-acute care services is due largely to the efforts of public and private payors to find more cost-effective alternatives to inpatient hospital care, it has nonetheless drawn the attention of policymakers concerned about controlling overall health care costs.  


	Without some changes made to the current system, Medicare expenditures for post-acute care and for acute care are expected to rise at an even faster pace as both the number and proportion of persons over age 65 grows.  Over the next 25 years, the elderly population over age 65 is projected to increase from 34 million to more than 50 million (Exhibit 1.3).  More importantly, the number of persons age 85 and older (those most at risk for institutional care), is expected to grow from 3.3 million in 1990 to 6.7 million in 2020 (Exhibit 1.4). 


	It is within this context of rising costs and shifting demographics that “subacute care” is being promoted by many post-acute care  providers and others as a cost-effective alternative to inpatient acute hospital care.�  Proponents argue that subacute care has the potential for public and private savings and possibly improving patient outcomes.  On the face of it, this argument seems reasonable given that per diem costs in a subacute care setting may be as much as 40 to 60 percent less than hospital acute care.  There is also evidence of a growing number of contracts between subacute care providers and managed care organizations.  Some managed care organizations and health plans believe subacute care to be an integral part of their cost containment strategy.


	There is the perception also that Medicare could realize substantial savings by encouraging the development of subacute care.  This perception may be due in part to a recent study conducted for a national nursing homes provider association that estimated that Medicare could have saved as much as $9 billion through the increased use of freestanding SNFs for subacute care in 1991.�


	Despite its potential cost significance to Medicare and other payors, very little reliable information is available about the likely impact of subacute care on costs, quality, and access.  For example, while per diem costs in a subacute setting may be lower than in an acute care setting, what is the impact on total costs?  Given the way Medicare currently reimburses both acute and post-acute care providers, can it realize any potential cost savings?  Do shorter lengths of hospital stays adversely affect outcomes or compromise the quality of patient care?  The lack of empirical data may be largely the result of the recent and rapid growth of the subacute care industry and to the great deal of disagreement about even the most basic question:  “what is subacute care?” 


	The Office of the Assistant Secretary for Planning and Evaluation (ASPE) at the Department of Health and Human Services initiated this effort to develop a “synthesis of subacute care research, practices, trends, as well as an assessment of public policies that impact subacute care.”  The primary purpose of this study is to provide useful information to both the public and the Department.  To that end, we were asked to address a series of policy relevant questions, shown in Exhibit 1.5, related to the definition of subacute care, incentives and barriers to the growth of subacute care, and the current and potential size of the subacute care market.  


	Since the time this study was initiated in August, 1994, the issues addressed in this report have taken on an increased level of significance.  Proposed legislative changes to both Medicare and Medicaid have been far reaching in scope and have heightened the need for accurate and reliable information, including a rigorous examination of the potential savings of subacute care.  If the federal and state governments are to decide their role in the development of subacute care, they must understand the implications of their actions on public and private expenditures, quality of care, patient access, and provider equity.
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Exhibit 1.1�Medicare Spending for Post-Acute Care (1985-1991)
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Source:	Prospective Payment Assessment Commission, Public Handout “Medicare Post-Acute Care:  Overview and Spending,” October 25, 1994.





Exhibit 1.2�Medicare Spending for Acute Care (1985-1991)
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Source:	Prospective Payment Assessment Commission, Public Handout “Medicare Post-Acute Care:  Overview and Spending,” October 25, 1994.





Exhibit 1.3�Projections of Elderly Population Over Age 65, 1990-2020
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Source:	U.S. Department of Commerce, Bureau of the Census.


Exhibit 1.4�Projections of Elderly Population Over Age 85, 1990-2020


�


Source:	U.S. Department of Commerce, Bureau of the Census.


�
Exhibit 1.5�Policy Relevant Questions Identified for This Study


Is subacute care a better mousetrap?  What's "inside the box?"�
�
�
�
�
�
�
Definition�
�
�
What are the various definitions of subacute care?�
�
�
What types and levels of subacute exist?�
�
�
Is there an average subacute episode?�
�
�
If so, what are the characteristics of the "average subacute episode," including intensity of services and duration?�
�
�
How far does subacute care go and how does one decide what is and what is not subacute care?�
�
�
What new subacute care services are being developed and provided to heavy-use, post-acute patients by the new subacute care provider?�
�
�
�
�
�
Settings�
�
�
In which settings are subacute services provided?�
�
�
How do these settings compare with the traditional post-acute nursing home and home health settings?�
�
�
Is the nature of the services provided and the role of the long-term care and rehabilitation hospitals changing as a result of the emergence of subacute care?�
�
�
Where are we buying this care now?�
�
�
Does the use of various types of subacute care vary geographically, and what factors may account for such variation?�
�
�
What is the amount of subacute care currently being provided in these alternative settings?�
�
�
�
�
�
Providers�
�
�
What are the characteristics of the subacute provider, in terms of staffing, physical plant, and organizational structure?�
�
�
How do these characteristics compare across providers?�
�
�
Do these subacute providers differ from traditional hospitals, nursing homes, and home health agencies?  If so, how do they differ?�
�
�
Can properly equipped freestanding SNFs provide the same type of subacute care as properly equipped hospital-based SNFs?  �
�
�
�
�
�
Patients�
�
�
What are the characteristics of subacute care patients and how do these patients compare to the traditional skilled nursing, home health, and long-term care and rehabilitation hospital patients?�
�
�
�
�
�
Exhibit 1.5 (continued)�Policy Relevant Questions Identified for This Study


Is subacute care a better mousetrap?  What's "inside the box?" (continued)�
�
�
�
Costs�
�
�
What are the costs of subacute care and how do these costs compare across the range of subacute providers for similar patients and to the costs of traditional non-subacute counterparts?�
�
�
How do these costs compare with the costs of other patients in each of these settings?�
�
�
Is subacute care cost effective?�
�
�
Do managed care payers utilize subacute care delivery systems differently from Medicare (i.e., 3-day restriction)?�
�
�
When you add a subacute stay are you extending the total length of stay (Is LOS as it is used here a proxy for costs, quality or outcome)?�
�
�
Which settings and delivery models are most cost-effective for providing subacute care?�
�
�
Can the current levels of profit be maintained or will the possibility of a new cap on total health care spending limit future investment?�
�
�
�
�
�
Quality�
�
�
How does quality compare across the range of subacute care settings?�
�
�
�
�
�
Outcomes�
�
�
How do outcomes differ across facilities for similar patients?�
�
�
Do certain types of patients do better than others in subacute care?�
�
�
�
�
What are the incentives and barriers to the growth of subacute care?�
�
�
�
�
�
�
How does the discharge planning process affect the use of subacute care?�
�
�
What are the characteristics of the subacute provider, in terms of staffing, physical plant, and organizational structure that inhibit/promote growth among various providers?�
�
�
What are existing barriers and incentives for different provider types to participate in subacute care?�
�
�
How do current payment methodologies for subacute care provide barriers or incentives to growth?�
�
�
How do current payment methodologies affect the quality of care?�
�
�
How, if at all, is reimbursement driving the growth of subacute care? �
�
�
What are the costs that hospitals are required to carry that other facilities do not support that are barriers to the growth of subacute care in hospital-based SNFs?�
�
�
Exhibit 1.5 (continued)�Policy Relevant Questions Identified for This Study


What are the incentives and barriers to the growth of subacute care? (continued)�
�
�
�
What regulatory barriers impede the most effective care?�
�
�
Would a new category of subacute care reduce costs or would it simply open up a new revenue stream for patient care that is currently regulated through DRGs and routine cost limit for SNFs?�
�
�
Why is Wall Street so interested in the new subacute care providers?�
�
�
Would a new category of subacute care enhance quality of care?�
�
�
�
�
Is this a problem?  What is the current and potential size of the subacute population?�
�
�
�
�
�
�
What is the amount of subacute care currently being provided in these alternative settings?�
�
�
How many Medicare and other patients currently receive subacute care?�
�
�
How will the future volume of subacute patients grow; will it resemble the amount calculated in the Abt/AHCA study?�
�
Source:	Lewin-VHI, Inc.





II.	How Was This Study Conducted?


A.	We conducted a comprehensive literature review.


	We began this study by reviewing the literature and identifying a large body of work on the topic of subacute care, primarily produced over the last ten years.  However, we found there to be very little well-documented, research-based information about the basics of subacute care--who is providing it, what types of patients (and how many) are served, who is paying for it, how much it costs, whether it saves money and what types of outcomes are produced.  We concluded that probably only a relatively small amount of care provided in the various post-acute care settings would meet the new, more stringent definitions of subacute care beginning to be advanced.  The complete literature review is provided in Appendix B.


B.	We also established an Advisory Group composed of experts in the field of subacute care from the private and public sectors.


	While conducting our review of the literature, we established an Advisory Group composed of individuals knowledgeable in the area of subacute care.  The members of the Advisory Group represent a variety of interests and expertise brought to subacute care, including nursing homes, long-term hospitals, rehabilitation hospitals, home health care, experts in quality and payment from the public and private sectors, and others.  A full listing of the Advisory Group members is provided in Appendix A.


	In addition to our Advisory Group, we conducted interviews with national experts during the early stages of our study.  These experts represented providers, managed care organizations, government officials, investment analysts, researchers, and others knowledgeable about subacute care.


C.	We visited 19 “institutional” providers in four states and interviewed seven home health care providers.


	Following a presentation and discussion of the findings of our literature review with ASPE and our Advisory Group, we identified several potential metropolitan areas (or “markets”) in which there was said to be a relative abundance of self-identified state-of-the-art providers of subacute care we might visit and interview.  We narrowed down the number of markets to four based on established selection criteria (including geographic representation and varying levels of private and Medicare managed care penetration) and on our initial attempts to find self-identified state-of-the-art subacute care providers in these market areas.�  The four market areas were Boston, Columbus, Los Angeles, and Miami.  While it was necessary to visit markets in which there were at least enough state-of-the-art subacute care providers to make our trip worthwhile, we also believed that the markets selected should vary in size, types of providers, and other characteristics.  A detailed description of our site selection process is provided in Appendix C.


	We initially intended to visit at least one self-identified state-of-the-art subacute care provider of each facility type in each city, including a freestanding SNF, a hospital-based SNF, a long-term hospital, a rehabilitation hospital, and a distinct-part rehabilitation unit.�  As we discuss in greater detail in Chapter Four, this was not possible for a number of reasons, including the complete absence of certain provider types in some markets.  Also, while we were told that many rehabilitation and long-term hospitals provide subacute care, these institutions typically do not self-identify as subacute care providers.  We adapted our site selection to the characteristics of each market.  In some markets, we visited with only freestanding and hospital-based SNFs, in others we visited providers in cities outside of the selected market.  In total, we conducted site visits with 19 providers in four states.  In addition, we conducted telephone interviews with eight home care firms providing services in the selected market areas.�


	We also intended originally to use structured data collection forms for our site visits.  These protocols were to be mailed to and completed by providers in advance of our site visits.  Given our understanding of the essential characteristics of a subacute care program (i.e., outcomes-based and protocol-driven care), we expected to find program-specific patient and staffing data to be readily available from subacute care providers, particularly state-of-the-art subacute care providers.  Contrary to our expectations, the providers with whom we tested our protocol did not have such data readily available.  We found that a standardized protocol would not be useful given the variability in the programs and data capabilities among subacute care providers.  Instead, we collected minimal information about each facility (e.g., number and certification status of beds, facility layout) which we used as background for our site visit interviews.  With considerable help from those we visited, we ultimately collected as much reasonably comparable data as possible on matters such as staffing, lengths of stay, and patient characteristics (see Chapter Four).


D.	The findings from our site visits reflect our efforts to collect information on self-identified state-of-the-art subacute care providers.  They do not reflect a nationally representative sample of subacute care providers.


	Early in this project, we decided along with our Advisory Group and ASPE to focus our efforts on examining state-of-the-art subacute care providers.  This decision was driven in large part by the lack of a single, clear definition of subacute care and the lack of an identified universe of subacute care providers from which to draw a sample.  The implications of this choice are that our data are likely to be more reflective of some of the more developed subacute care providers rather than of industry averages (if there are any) or of a national representation of the full range of subacute care providers.


E.	As part of an expanded market area analysis, we interviewed numerous stakeholders in and collected data for each of the four market areas.


	After conducting site visits to providers in Boston and Columbus, we developed a strong belief that to understand better the differences we saw in the development of subacute care across market areas and to learn more about the future growth of subacute care industry, we would have to expand our effort to analyze environmental factors specific to each market.  As a result, we decided to conduct targeted interviews with key stakeholders in each market and to collect information from national, state and local sources on characteristics of each of the markets.  


	The stakeholders we selected for interviews included representatives from managed care organizations; state Medicaid and health planning agencies; hospital discharge planners; and hospital and nursing home provider associations; consumer groups; physicians, nurses, and their respective state associations; and Medicare fiscal intermediaries.  Detailed protocols were developed for each set of interviews.  A list of those interviewed is provided in Appendix D.  


	We also collected data from numerous published and unpublished sources.  For example, some of the provider-specific data for the Los Angeles market were collected from the state’s health planning commission’s annual report.  We also used information from Medicare/ Medicaid survey and certification data, and Medicare exceptions requests in our analysis.


III.	How Is This Report Organized?


	The remainder of this report is organized into six sections.  


In Chapter Two:  Overview of Subacute Care, we discuss the history and current definition and use of the term subacute care, provide an overview of the various health care organizations (or “platforms”) delivering subacute care, and examine estimates of the current volume of subacute care.


In Chapter Three:  The Growth of Subacute Care, we discuss the primary financial and organizational factors shaping the development of subacute care, including managed care and Medicare payment policies, and examine also how the development of accreditation standards and outcomes measures are influencing the subacute care industry.


In Chapter Four:  Subacute Care - The State-of-the-Art, we begin with a brief discussion of the key challenges to identifying and comparing subacute care providers.  The bulk of this chapter draws from our site visits and stakeholder interviews for an analysis of the similarities and differences among providers of subacute care, including both institutional providers and home health agencies.  Using data from cost reports, exceptions requests, and certification surveys, we also examine the differences between subacute care providers and traditional Medicare SNFs.


In Chapter Five:  Subacute Care - Variations Across Market Areas, we examine variations in the market for subacute care across market areas and analyze the factors that shape these differences, including private and Medicare managed care penetration rates, Medicaid coverage and reimbursement policies, state Certificate of Need laws, and other barriers and incentives.


In Chapter Six:  The Cost and Effectiveness of Subacute Care, we first examine the evidence on the potential cost savings of subacute care, including estimates of savings and problems with these estimates.  Second, we evaluate available research on the outcomes and quality of life for subacute care patients.  


In Chapter Seven:  Conclusion, we finish our report with a discussion of the implications of our findings and of a number of key public and private policy issues on the future growth of subacute care.  


�



� As discussed in Chapter Two, the term “subacute care” was most frequently used in the past to refer to hospitalized patients who no longer met criteria for medically-necessary acute care.  Today, however, the term has come to refer to (1) a set of patients whose service needs fall somewhere between those traditionally provided by acute hospitals and nursing facilities and (2) a concept of care focusing on shorter stays with “better” results (e.g., greater rehabilitation for lower cost) and specific procedures (e.g., interdisciplinary care teams guided by clinically-valid protocols and measurable outcomes) designed to achieve those goals.  The development of the meaning of the term “subacute” and the degree to which the ideal is currently realized in practice are key subjects of this study.  Recognizing that the services labeled “subacute care” in many instances fall short of the ideals articulated by industry leaders, and that there is still an active debate about what “true subacute care” is or should be, we have nevertheless chosen in the remainder of this text to follow the emerging convention of referring to subacute care without enclosing the term in quotation marks.


� This study, titled “Subacute Care in Freestanding Skilled Nursing Facilities:  An Estimate of Savings to Medicare” was conducted by Abt Associates Inc., for the American Health Care Association (AHCA).


� We were contracted originally to visit three markets.  After discussion with ASPE, we added a fourth market as part of a follow-on study.


� Home health providers were not considered to be appropriate for site visits.  In lieu of site visits, we conducted extensive interviews with home health providers in each city.   


� We interviewed staff at five “full service” home care agencies (one each in Columbus, Boston, and Miami, and two in Los Angeles) and three national organization that specialize in “high tech” in-home services such as I.V. antibiotic therapy.
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