Chapter three�The Growth of subacute Care


I.	Introduction


	What accounts for the development of the subacute care phenomena?  What factors are shaping this emerging industry?  In this chapter, we discuss some of the key factors contributing to the growing use and supply of subacute care services and how these factors impact the “shape” of subacute care -- what services are provided, where these services are provided, and who has access to these services.  Specifically, we address the following questions:


What are the primary financial and organizational factors shaping the development of subacute care nationally?  The rapid growth of the subacute care phenomenon has been attributed primarily to efforts by managed care providers to find more cost-effective types of care.  However, Medicare payment policies for acute care and post acute care providers seem to be a critical driving force behind the development of much that is called subacute care.  Changes in patient preferences and corresponding competitive strategies of nursing home providers are also shaping the development of subacute care.


How are the development and use of accreditation standards influencing the subacute care industry?  Although accreditation has only recently been available for subacute care, a growing number of payors require accreditation for subacute care providers.  Accreditation requirements establish a minimum standard even if they are broadly written.  Accreditation will surely shape the future development of subacute care, though its current impact on quality appears limited.  


How are the development and use of outcomes measures influencing the market for subacute services?  Outcomes measures will likely be an increasingly important component of subacute care programs.  An established outcomes measure  for rehabilitative subacute is already available and in use.  Several measures for complex medical patients are in various stages of development.





II.	What are the Primary Financial and Organizational Factors Shaping the Development of Subacute Care Nationally?


A.	The growth of subacute care has been attributed largely to the growth of managed care.


	In the last ten years, enrollment in managed care plans has increased dramatically among employees covered under private insurance as well as by Medicaid recipients and Medicare beneficiaries.  Total enrollment in managed care plans has grown from 6.0 million enrollees in 1986 to more than 45.2 million enrollees in 1993 (Exhibit 3.1).  Although not as dramatically, enrollment in managed care plans by the Medicare populations has also grown rapidly.  The number of Medicare beneficiaries enrolled in a Medicare Risk HMO has risen from 467,000 in 1986 to a current enrollment of 2.7 million as of June, 1995 (or 7.3 percent of total Medicare beneficiaries) (Exhibit 3.2).  Likewise, enrollment of the Medicaid population into full risk-capitation plans has grown from less than one million in enrollees at the end of 1987 to nearly five million enrollees in mid-1994 (Exhibit 3.3).�


	As managed care enrollment grows, competitive pressures to find more cost-effective systems of care increase.  The subacute care industry, incorporating some advances in medical technology which allow services once confined to the acute care setting to be provided in less acute and less costly settings (e.g., newer, more reliable types of ventilator equipment that are said to be easier to use and monitor), has developed in part in response to the demand for less costly alternatives to hospital acute care.  Many post-acute care providers are providing rehabilitation and skilled nursing care to more complex and less stable patients.  As reported in our review of the literature, most of the estimates of the costs of institutional subacute care are between $300 and $700 per day, while hospital costs average approximately $1,000 per day.  


	The lower per diem costs of institutional subacute care providers are due in part to the higher overhead costs of hospitals required to support expensive emergency rooms and operating suites, and a full complement of services.  There are a number of additional factors that may also explain the higher per diem costs in acute care hospitals, including higher patient acuity (after controlling for diagnosis); greater intensity of services; higher levels, more experienced, or greater numbers of staff; hospital accounting and charge structure conventions in which each day is “costed” at the same rate, except for various “outliers” under the Medicare PPS system; and greater levels of cost-shifting from uninsured and publicly-insured patients to private pay patients.  In addition, it is at least arguable that nursing homes, including SNFs have developed operational “efficiencies” (e.g., lower salaries and/or fewer people used to accomplish various tasks), compared to hospitals, through many years of having to operate with less money and larger proportions of patients paying totally out-of-pocket (and hence, more cost conscious).  Non-institutional subacute care providers (e.g., those supplying I.V. antibiotic therapies to those at home) can provide some services at a lower per diem cost than hospitals for many of the same reasons outlined above.  In addition, the cost of facility-based or institutional subacute care includes a “hotel” component (room and board) as well as 24-hour nursing care.  At home, family members perform care-taking duties that paid staff provide in facilities.  On the other hand, home care providers have transportation costs that facility-based providers do not.


Exhibit 3.1�Growth of HMO Enrollment (1976-1993)


�


Source: 	Group Health Association of America:  Patterns in HMO Enrollment, 1992; 1992 HMO Market Position Report; and 1994 National Directory of HMOs.





Exhibit 3.2�Growth of Medicare Managed Care Enrollment in HMOs (1986-1995)


�


Includes only enrollees in Medicare TEFRA risk contracts.


Source: 	HCFA Office of Managed Care Bureau of Data Management and Strategy and Office of the Actuary; and Alma McMillian, “Trends in Medicare Health Maintenance Organization Enrollment, 1986-1995.”


�
Exhibit 3.3�Medicaid Enrollment in Full-Risk Capitation Plans�(Selected Periods)


�


Source:	Lewin-VHI, 1995.





	In addition to the incentive to find more cost-effective systems of care, Medicare managed care plans often have an added incentive to use subacute care providers, particularly programs located in SNFs.  In order to increase the value of their benefit package and to attract beneficiaries to their plan, Medicare risk contractors often expand their hospital coverage beyond the minimum number of days required.  Many of these plans offer unlimited coverage for hospital care (including rehabilitation hospitals and distinct part units and long-term hospitals), while offering only 100 days of SNF care.  As a result, the earlier the beneficiary is out of the hospital and into the SNF, the sooner the plan’s coverage (and risk) ends.  


	It is important to understand that all types of managed care are not alike.  As we discuss in detail in Chapter Five, the incentives to use subacute care providers depends on the particular organizational and financial arrangements of the managed care organization.  A managed care plan that operates its own acute care facilities may have an incentive to keep the patient in the acute care setting unless the marginal cost of an additional hospital day exceeds the per diem charge of a subacute care provider.�  In contrast, managed care plans that do not own and/or operate their own facilities but pay providers negotiated per diems have an incentive to discharge the patient from the hospital as soon as possible into a setting where the negotiated per diem is lower.  


B.	Medicare’s payment systems for acute care have led to increased demand for post-acute care services for higher acuity patients.


	Most acute care hospitals are paid on a prospective basis under Medicare’s Prospective Payment System (PPS).  A fixed payment amount determined by the patient’s diagnosis is provided to the hospital for each admission after the stay.  This payment method incorporates strong incentives for hospitals to discharge Medicare patients as soon as appropriate and to unbundle the acute inpatient episode.  Patients frequently receive their preoperative diagnostic workups in an outpatient clinic and increasing proportions of their postoperative rehabilitation services in a post-acute care facility or at home.


	Not surprisingly, the hospital average length of stay (ALOS) for Medicare enrollees fell substantially (by nearly eight percent) the year after PPS was introduced in 1983.  Medicare patients are discharged “quicker and sicker” and the demand for post-acute care providers who can care for these higher acuity Medicare patients has increased.  However, it was not until 1988/89 that Medicare-reimbursed services provided by post-acute care providers, including rehabilitation and long-term hospitals, hospital-based and freestanding SNFs, and home health providers began to grow rapidly.  Medicare beneficiaries’ use of SNFs, for example, grew from less than 10 million days in 1980 to more than 30 million in 1994 (Exhibit 3.4).  The use of home health services rose even faster, from approximately 25 million visits in 1980 to nearly 250 million visits in 1994.  In part, the “delayed reaction” to PPS is a direct reflection of coverage criteria clarifications issued in 1988.  In part, it is likely that the hospital length of stay reductions in the earliest years were accomplished to some degree by sending people home a little earlier without the need for substitute SNF or home care.


Exhibit 3.4� Medicare Home Health and SNF Use (1980-1994)


�


*  1994 Estimated


Source:  	Health Care Financing Administration, Bureau of Data Management and Strategy, and Office of the Actuary.





C.	Medicare payment policies for post-acute care have encouraged the growth of subacute providers.


	The federal government exempts several types of hospitals from PPS, including rehabilitation hospitals and units, long-term hospitals, psychiatric hospitals, children’s hospitals, and other specialty hospitals and units.  These facilities were excluded from PPS primarily because the case-mix classification system (Diagnostic Related Groups or DRGs) used for general acute care hospitals fails to adequately predict their resource costs.  Medicare reimburses most PPS-exempt hospitals on a facility-specific, cost-related basis (per discharge) under rules established in the Tax Equity and Fiscal Responsibility Act (TEFRA) of 1982.  


	Under TEFRA, these hospitals are paid on the basis of their Medicare allowable operating costs (including nursing, therapies, and so forth) per discharge or a target amount.  The target amount is based on the provider’s allowable costs per case in a base year, trended to the current year by an annual update factor.  If the hospitals’ costs per discharge fall below the target amount, the hospital is reimbursed the lesser of (1) 50 percent of the difference between its costs and the target or (2) 5 percent of the target.  If the hospital’s costs are above the target rate, it is reimbursed the target rate plus 50 percent of the difference between the target rate and its costs, or 110 percent of the target rate, whichever is less. 


	Freestanding and hospital-based SNFs, discussed in the next section, and home health agencies (HHAs) are also reimbursed on a facility-specific, cost-related basis, with limits established based on national data.  HHAs are reimbursed by Medicare based on agency-specific costs.  They are paid on a per visit basis, regardless of the time spent during a visit.  There are no limits to the number of visits that are covered under Medicare, although patients must be homebound, be under the care of a physician, and require intermittent skilled nursing care or physical or speech therapy.  Home health care is reimbursed by Medicare under either Part A or Part B and, with the exception of payments for durable medical equipment (DME), is made without a deductible or copayment required of the beneficiary (CCH, 1994)�.  


	The combination of strong incentives for discharge for acute care hospitals under PPS and for growth among post-acute care providers receiving cost-based reimbursement has led to both the strong demand for post-acute care services (described in the previous section) as well as an increasing supply of post-acute care providers.  Between 1986 and 1994, the total number of Medicare certified post-acute care providers grew by 34 percent and no type of provider grew by less than 24 percent in number (Exhibit 3.5).  The largest percentage growth was among hospital-based SNFs, which grew in number from 652 in 1986 to 1,953 in 1994, an increase of 200 percent.  This growth of hospital-based SNFs is probably in response to the strong incentives hospitals have to discharge patients and, as length of stay and utilization rates fall, convert empty acute beds to SNF beds and capture cost-based reimbursement for the patient’s post-acute care requirements.  


Exhibit 3.5�Number of Medicare Certified Post-Acute Providers Growth (1986-1994)


�
�
�
�
Total Growth�
Annual Growth�
�
Facility Type�
1986�
1990�
1994�
1986-94�
1990-1994�
�
Rehabilitation�
�
�
�
�
�
�
Hospitals�
75�
135�
187�
149%�
8.5%�
�
Distinct-Part Units�
470�
687�
804�
71%�
4.0%�
�
Long-Term Care Hospitals(a)�
94�
90�
120�
28%�
7.5%�
�
Skilled Nursing Facilities�
�
�
�
�
�
�
Hospital-Based�
652�
1,145�
1,953�
200%�
14.3%�
�
Free-Standing�
8,414�
8,120�
10,463�
24%�
6.5%�
�
Home Health Agencies�
5,907�
5,949�
7,363�
25%�
5.5%�
�
Note:	(a)	These data are from HCFA’s Office of Survey and Certification OSCAR file.  Data from Medicare cost reports differ slightly.


Source:		Prospective Payment Assessment Commission, Public Handout “Medicare Post-Acute Care:  Overview and Spending,” October 25, 1994.





D.	Medicare payment and coverage policies for SNFs contain strong incentives for nursing homes providing traditional long-term care services to offer more skilled care and therapies.


	Freestanding and hospital-based SNFs are paid on a retrospective costs basis.  Limits for routine costs are established separately for urban and rural and freestanding and hospital-based SNFs.  Ancillary services (including therapies) and capital are reimbursed separately; therapies are discussed below.


	Medicare reimbursement of therapies and allocation methods for administrative and other costs contain strong incentives for SNFs to develop and expand skilled nursing and rehabilitation services.  In combination with the three year routine cost limit exemption for new providers, a recently streamlined routine cost limit exceptions process, and growing demand among private and Medicare managed care and Medicare fee-for-service for high-end services, nursing home providers are finding it easier to profit by offering more skilled nursing and rehabilitation services.  Equity analysts place pre-tax profits for subacute patients in the range of 15 to 20 percent, compared to three to four percent for typical nursing home patients requiring custodial care.  An analysis of revenues illustrates how an 120-bed SNF subacute unit can increase its pre-tax margins by 300 percent, by converting 30 beds to subacute care (Exhibit 3.6).   


1.	Allocation of overhead costs to Medicare.


	Because Medicare allows SNFs to allocate a portion of their overhead costs to Medicare patients, SNFs have an incentive to maximize the costs associated with the allocation method. Consultants to SNFs teach their clients that in order to maximize their allocation of overhead to Medicare, they need to maximize the amount of space allocated to ancillary departments (e.g., build large rooms for physical therapy) and upgrade nursing staff to meet the needs of higher acuity residents.  Increasing the square footage of ancillary departments will increase the allocation of capital to Medicare, and higher nursing costs will increase the allocation to Medicare of general and administrative, housekeeping, and social service overhead costs.  These lessons are based on the fact that Medicare patients generally represent the greatest proportion of patients receiving skilled nursing and ancillary services.


2.	Reimbursement for ancillaries provided to patients by SNFs.


	From the time the 1987 Omnibus Budget Reconciliation Act mandated that all SNFs have rehabilitation services available to their clients who need it, Medicare expenditures for ancillary services, including pharmacy, laboratory, radiology, occupational therapy (OT), physical therapy (PT) , and speech therapy (ST), and other rehabilitative therapies have risen dramatically.  Between 1988 and 1993, total ancillary charges for Medicare SNF admissions climbed from $772 million to $4.9 billion (Exhibit 3.7).  Sixty percent of nursing home residents (SNFs and NFs) received at least some therapy services, and average ancillary charges per Medicare SNF admission exceeded $3,800 in 1993.  Ancillary charges represented 47 percent of total SNF charges in 1992 (Exhibit 3.8).


	Medicare reimbursement for therapies and other ancillaries provided in SNFs may be reimbursed in one of two ways.  If these services are provided by the SNF or under contract and are billed to Medicare by the SNF, the SNF is reimbursed for the “reasonable costs” of these services under Part A.  If these services are provided under contract and are billed directly to Medicare by the provider, the provider of these services is reimbursed under Part B.  Currently, the term “reasonable cost” frequently means whatever the provider charges, although Medicare fiscal intermediaries can and sometimes do apply various limits.  The Health Care Financing Administration is considering introducing a new, systematic method (“salary equivalency”) for limiting allowable therapy charges.


	As long as these services are reimbursed on pass-through basis without a more precise definition of what are reasonable costs, SNFs have little incentive to hold down their Medicare costs.  In fact, because Medicare allows SNFs to allocate a portion of their overhead and administrative expenses to these costs, 80 to 90 percent of which are typically attributable to Medicare patients, exactly the opposite is true.  By increasing the cost and volume of these ancillary services, SNFs can maximize the amount of overhead allocated to the Medicare program.  


�
Exhibit 3.6�Skilled Nursing Facility�How a Subacute Unit Can Impact Profitability


�


Source:	Alex. Brown & Sons Incorporated.  The Nursing and Long-Term Care Facility Industry.  December, 1993.


�
Exhibit 3.7�Ancillary Charges for Medicare SNF Admissions, by Type of Service�(Selected Years)


�


Source:	HCFA Bureau of Data Management and Strategy.





Exhibit 3.8�Percent Distribution of Medicare Skilled Nursing Facility Total Charges, �by Type of Service, 1992


�


Source:	HCFA Bureau of Data Management and Strategy.





	As mentioned above, a new Medicare reimbursement method known as “salary equivalency” for occupational and speech therapy is under development by Medicare in an effort to encourage SNFs to be more cost conscious purchasers and providers of these services.�   The term “salary equivalency” refers to a process by which the government determines the appropriate rate to be paid for every hour of service provided in the facility.�  This rate is meant to reflect the amount a facility would have had to pay a salaried therapist.  Even with salary equivalency, however, facilities will still be allowed to allocate overhead costs to Medicare for these services.�


3.	New provider exemption from routine cost limits.


	Medicare allows newly-certified SNFs to apply for an exemption to the routine cost limits for up to four years (3 years, 11 months).�  The purpose of this rule is to avoid penalizing new providers while they build a steady patient population and establish a cost base, and thus to encourage the development of more Medicare-certified SNFs.  The policy affords newly-participating providers an opportunity to establish a high routine cost base for Medicare reimbursement, cover a large proportion of their capital costs under Medicare, and gain experience and program expertise with Medicare patients.  Increasing levels and number of staffing are part of the strategy to establish a high routine cost base.  When the four year exemption is gone, providers’ incentives can change.  These same providers have a strong incentive to cut their costs (i.e., staffing and services) in order to maximize their margins under Medicare and to better compete for managed care patients.  Between 1989 and 1994, the number of new provider exemptions doubled (Exhibit 3.9).


4.	Exceptions from routine cost limits.


	Freestanding and hospital-based SNFs may apply for an exception to their routine cost limits for one of four reasons.  Exceptions may be granted to SNFs providing “atypical services,” for extraordinary circumstances (e.g., natural disasters), unusually high labor costs, and provision of care to areas with fluctuating populations.  The most common type of exception request is for providing “atypical services.”  Atypical care includes patients with high nursing and rehabilitation care needs, patients with more serious illness, a high proportion of Medicare utilization, and patients with very short LOS.  This is the exception pursued by SNF-based subacute care providers.


5.	Streamlined routine cost limit exceptions process.


	In July, 1994, HCFA published new instructions for the exceptions process for SNFs.�  This new policy clarified and routinized the exceptions process for providers filing interim and final exceptions requests.  It also established clear time tables for fiscal intermediaries and HCFA to respond to the request.  Fiscal intermediaries have 90 days to make a recommendation based on the provider’s request and may tentatively approve requests and adjust payments for interim requests without prior approval from HCFA.  Under the new rules, HCFA must make a determination within 90 days of receipt of the intermediary’s recommendation.  If no determination is made, the intermediary’s recommendation stands.


Exhibit 3.9�Skilled Nursing Facility Exemption Requests


�


Source:  HCFA Bureau of Policy Development.





	This new process has theoretically reduced from two to three years to 90 days the time before providers are receiving adjusted payments, and has reduced both cash flow problems and the risk to providers of providing care to Medicare patients with greater resource needs.  Prior to the issuance of the new policy, the number of exceptions requests rose from 69 in 1989 to 763 (6 percent of all certified SNFs) in 1994 (Exhibit 3.10).  In fact, the growth in the number of exceptions requests was part of the impetus for HCFA to clarify its policy.  Because it is relatively new, the effect of the streamlined exceptions process is not yet captured in data collected by HCFA.  Fiscal intermediaries report that the new process has led to an even greater increase in the number of providers requesting exceptions for treating higher acuity, high cost Medicare patients.


Exhibit 3.10�Skilled Nursing Facility Exception Requests


�


Source:  HCFA Bureau of Policy Development.





E.	Medicaid reimbursement has had an indirect impact on subacute care as providers seek increased revenues from other sources.


	Medicaid expenditures frequently constitute the largest single item in a state’s budget; and of this, nursing home costs average approximately 70 percent.  States’ efforts to control these costs - driven by an aging population, rising medical care prices, and other factors - have had a strong impact on the development of subacute care.  To date, the relationship between the development of subacute care and Medicaid reimbursement, while important, has been indirect.  As states have squeezed Medicaid rates and volume (through CON, preadmission screening, and Medicare maximization strategies), nursing facilities have looked to subacute care - paid by Medicare and private managed care - to enhance revenues.  In the future, Medicaid as a direct purchaser of subacute care may become a stronger factor in the industry’s development, though it is a relatively minor factor today.


	Throughout this study, we were consistently told by subacute SNFs that the substantially higher margins provided by managed care and Medicare, compared to Medicaid, were a driving force in industry development.  A general rule of thumb, frequently repeated, is that Medicaid margins average about 3 percent; Medicare, 10 percent; and managed care, as much as 30 percent.  The high margins available from managed care contracts result in part from the fact that these prices are pegged largely in relationship to the much higher prices insurers pay for a day of hospital care.  Both Medicare and Medicaid rates, by contrast, are based on NF providers’ actual costs.


	Nursing facility provider associations, at both the state and local levels, are increasingly petitioning states to establish special, higher rates for subacute care.  To date, however, the programs that have been implemented (e.g., in California, Illinois, and Maryland) have been small, experimental, and tightly controlled.  For example, under California’s current subacute care program (instituted in the mid-1980’s), the state contracts with fewer than 50 providers and plans to reduce subacute rates paid to these in August, 1995.  (See Appendix E for greater detail on this program.)


	Such controls make good economic sense from a state Medicaid payment perspective.  Most Medicaid recipients in NFs are dually eligible for both Medicare and Medicaid, either by virtue of age or disability.  Medicare pays the hospital bill for these patients.  Hence, states have little direct incentive to encourage more rapid transfer of the dually-eligible from hospitals (where Medicare pays) to NFs (where Medicaid pays).  In general, the relatively few patients who do qualify for Medicaid but not Medicare and remain in a hospital for extremely long stays (some chronic ventilator-dependent patients, for example), thus costing Medicaid substantially more than if these patients were treated in a less costly setting - can be handled with a small, tightly controlled exceptions process, based on individualized negotiated rates.


	The ultimate financial issue for Medicaid is controlling total expenditures.  States fear that by implementing expanded, substantially higher rate programs for subacute care in NFs, they will encourage more rapid transfer of dually eligibles from hospitals to NFs; the savings will accrue to Medicare and hospitals, while the increased costs will be borne by Medicaid.  Thus, a proposed plan by California to implement a new, greatly expanded “transitional care” Medicaid payment system for NFs has been opposed both by stakeholders such as hospitals (who fear loss of volume) and others who believe the assumed cost savings are highly-inflated (see Appendix E).


	One approach to controlling overall Medicaid expenditures is the implementation of Medicaid managed care.  In January, 1995, all but eight states had implemented such programs, and most of the remainder had plans under development (Lewin-VHI, 1995).  With the exception of Arizona’s state-wide program and some smaller demonstrations elsewhere, however, Medicaid managed care programs exclude post-acute NF care.  This is in large part due to the fact that existing Medicaid managed care plans have focused on the younger Medicaid population, primarily mothers and children on “welfare” (Aid to Families with Dependent Children (AFDC)), for whom NF care is an infrequently-used service.  There are exceptions to this general rule:  technology-dependent Medicaid children, for example, may require lengthy nursing facility care.  States have typically dealt with these populations with targeted programs including special facilities, higher rates, and - increasingly - special case-management systems.  Maryland’s “Medicaid High Cost User Initiative,” recently implemented as a five-year Medicaid demonstration, is an example.


	In the future, it is likely that more states will begin to try to integrate NF and other post-acute services - and the populations that heavily use them - into managed care systems.  At present, Medicaid managed care is focused on the groups (i.e., the AFDC population) that constitute 70 percent of the Medicaid recipients, but only 30 percent of total Medicaid expenditures (Lewin-VHI, 1995).  Finding ways to apply managed care concepts successfully to the elderly and disabled (who account for 70 percent of Medicaid expenditures, in part due to heavy use of NFs) is a challenge facing both the public and private sectors.�


F.	Nursing homes respond to changing patient preferences.


	Nursing homes are also reinventing themselves in response to changing consumer preferences.  Nursing home providers are facing increased competition from assisted living facilities and other settings that offer care at home or in a home-like environment for patient with minimal nursing needs.  The Assisted Living Association of America reported there to be roughly 30,000 to 40,000 assisted living facilities in 1991, serving nearly one million persons (ALFAA, 1991).  In an effort to remain competitive, nursing homes are integrating services vertically and horizontally within a “long term care continuum.”  Providing subacute care is an integral part of a broader integration strategy in which nursing homes providers would expand their services beyond the traditional long-term care patient with moderate or light care needs to include also the capacity to provide assisted living and community-based care; develop the capacity to provide “spoke” services, including therapies, DME, laboratory, and pharmacy services; and strengthen relationships with providers (e.g., hospitals) who control where patients receive treatment (Lewin-VHI, 1994).�


G.	Physicians’ attitudes about nursing homes may make it more difficult for SNFs to develop subacute programs relative to other post-acute providers.


	Greater physician involvement in patient care is said to be one of the core characteristics of a subacute care program and one of several elements which is said to distinguish subacute programs in rehabilitation hospitals and units, long-term hospitals, and SNFs from traditional Medicare skilled nursing care.  In developing a subacute care program, however, SNFs may have difficulty recruiting physicians and changing attitudes about providing care in a SNF.  Some physicians’ reluctance to follow patients to a SNF may be the result of Medicare payment policies coupled with increased travel time.  


	Some providers we interviewed said that the inconvenience of long travel times (which may be defined as anything longer than walking down a hospital corridor) to SNFs discourages physicians from following patients to SNFs after discharge, particularly if a physician’s patients are scattered across more than one SNF.  This is primarily a problem for freestanding SNFs as compared to hospital-based SNFs, and is one reason many large chains developing subacute programs are doing so in facilities located near a hospital.


	Medicare payment policies for physician visits to SNFs were also said to be a barrier to greater physician involvement in SNF care.  A comparison of physician reimbursement rates under Medicare for hospital and SNF care shows that reimbursement for a SNF visit may be only slightly less than that for a hospital visit.  Rates provided by a Florida carrier indicate that the range of Medicare physician reimbursement for admitting a patient to a hospital is $73 to $138.  Physician reimbursement for the comparable service in a SNF, a comprehensive assessment, is $59 to $122.  Differences for patients already admitted are even less.  Physician reimbursement for a patient already admitted to a hospital ranges from $37 to $70, as compared to $36 to $65 for a patient already admitted to a SNF.�  


	Limits on the frequency of physician visits to SNFs for which Medicare will pay are said to pose additional barriers to increased physician involvement in SNFs providing subacute care.  Historically, carriers (the equivalent of fiscal intermediaries for Part B claims) have heavily scrutinized frequent physician visits to SNF patients.  In response to providers’ concerns and the increasing acuity of Medicare patients in SNF, carriers have recently eased their review of these claims and are allowing charges for weekly and daily physician visits.  Nevertheless, payment of physician consultations in an acute care, long-term, or rehabilitation hospital, which are reimbursed as needed, remains less restrictive than in SNFs.  


H.	Setting-specific barriers differentially affect the ability of providers to develop subacute programs. 


	While Medicare coverage and payment policies have encouraged the growing use of post-acute care services in general, certain elements of these policies are barriers to the development of subacute care.  Since coverage and payment policies vary across provider type, rehabilitation hospitals and units, long-term hospitals, and SNFs face different barriers.


	In order to qualify for their exemption from PPS, long-term hospitals are required to maintain an average length of stay (ALOS) of 25 days or more.  Maintaining this minimum becomes more difficult for many long-term hospitals as they adopt new and improved medical procedures and protocols which lead to decreases in ALOS.  Since the ALOS for many subacute patients is less than 25 days, long-term hospitals are discouraged from serving many of these patients.


	Rehabilitation hospitals and units have their own requirements to qualify as PPS exempt hospitals.  Specifically, at least 75 percent of their patients must fall within 10 diagnosis categories and patients must require three or more hours of therapy per day.  These requirements impose limitations on the types of subacute patients and programs that rehabilitation hospitals and units might develop, since many subacute care patients fall outside of the list of 10 diagnoses.  Furthermore, patients discharged from an acute care hospital who are not yet able to tolerate three or more hours of therapy may be sent to other subacute care providers.


	Freestanding and hospital-based SNFs have much more freedom than rehabilitation facilities or long-term hospitals in the types of subacute care patients they admit.  Nevertheless, they also face a number of coverage and payment barriers to developing the type of subacute care program for Medicare fee-for-service beneficiaries that many providers would like to provide.  Perhaps the biggest obstacle is the requirement that Medicare beneficiaries have a three day hospital stay prior to their SNF stay.  While this requirement may limit the number of unnecessary or inappropriate admissions to SNFs, it also prevents Medicare fee-for-service patients from being admitted to a subacute SNF prior to day three or from avoiding a hospital stay altogether.


	SNFs also face challenges coordinating OBRA and other statutory requirements with a subacute care program.  Shorter stay subacute patients pose problems for SNFs required to provide 30 day discharge notices.  SNFs would have to provide the patient with a discharge notice upon arrival.  Those we interviewed said that in order to comply with federal requirements, many providers feel this sends an inappropriate message to patients and their families.  There are also concerns about both the timing and the content of the Minimum Data Set (MDS), the federally-required resident assessment and care planning system developed for nursing homes.  One concern is that subacute patients are often discharged before these plans are required to be completed.  Another concern is that the MDS may not adequately capture the important characteristics of some of the higher acuity, subacute patients, a factor which would become particularly important if the MDS is used as the basis for a Medicare case-mix payment system for SNFs.�  Finally, some subacute SNF providers argue that the types of activities programs mandated under Medicare and Medicaid certification standards are not really applicable to subacute patients because most subacute patients are not expected to remain in the facility very long.


	Medicare coverage and payment policies for respiratory therapy services are said to adversely affect home health agencies and freestanding SNFs relative to other providers of subacute care.  Respiratory services are not covered for home health agencies.  For freestanding SNFs, Medicare requires that respiratory therapists be hospital employees in order to be reimbursed as an ancillary rather than a routine cost.  Freestanding SNFs with small ventilator programs, for example, must contract with a hospital for respiratory therapy services or include the cost of these services within their routine cost limits; including those costs in the SNF’s routine costs may cause the SNF costs to exceed the routine cost limits.  SNFs do have the option, however, of applying for an exception to their routine cost limit.  


I.	The growth of publicly-owned, for-profit post-acute care companies has also fostered the shift of many traditional long-term care providers into higher margin subacute care.  


	Although the post-acute and long-term care industry remains relatively unconcentrated, growing consolidation within the industry is related to the development of subacute care.  Large, publicly traded chains are better positioned for a number of reasons, including their ability to:


use the capital markets to acquire the financial resources needed to develop and operate state-of-the-art subacute care programs and sophisticated information systems;


increase their economies of scale and operating efficiency;


develop integrated post-acute care networks;


hire specialized staff whose costs and expertise can be spread across a number of facilities; and


provide higher margin ancillaries in-house, including pharmacy, laboratory, and therapy services.





	For example, large sums of capital may be needed to convert traditional nursing home beds into subacute beds.  The average cost for this conversion has been estimated at $12,500 per bed for a 40-bed unit, but may range from $2,500 to $5,000 to $20,000 to $25,000 per bed.


	In addition, as we have previously noted, stock prices are pegged in part by Wall Street to the proportion of a facilities’ beds in subacute care.


III.	How are the Development and Use of Accreditation Standards Influencing the Subacute Care Industry?


	Accreditation has only recently been available for subacute care providers.  The Joint Commission on Accreditation of Health Care Organizations (JCAHO) and the Rehabilitation Accreditation Commission (CARF) both established standards for subacute care facilities in 1994, based on their respective consultations with expert panels.  CARF and JCAHO did not begin accrediting subacute programs until January 1, 1995.


A.	Two accreditation organizations have established subacute accreditation standards


	In this section we provide brief descriptions of the subacute standards for accreditation for CARF and JCAHO.  JCAHO specifically states that its subacute accreditation program is not available to home care programs; JCAHO has a separate accreditation program for home health agencies that meet their home care standards.  CARF is silent on the matter but the CARF program appears to be designed for facility-based programs.  We are not aware of an accreditation program specifically targeted towards outpatient subacute care.�  While facilities other than SNFs might apply, rehabilitation facilities and long-term hospitals told us that they were unlikely to apply for CARF or JCAHO subacute accreditation.


	The standards for the two accreditation bodies have different levels of specificity when considering the prototype of the “new” subacute care:  CARF standards appear more specific than those of JCAHO.  This difference appears to come from three factors: 


CARF’s standards are for the rehabilitation programs while JCAHO’s standards are for facilities;


Rehabilitation care (the focus of CARF standards) is well-defined, while subacute care is still in the development stage, and 


CARF’s subacute standards are modified from standards for the acute rehabilitation programs while JCAHO’s subacute standards are modified from standards for long-term care nursing facilities.





1.	CARF, the Rehabilitation Accreditation Commission, has established accreditation standards for subacute rehabilitation programs.


	CARF provides no definition of subacute care in its accreditation standards and explains the lack of a definition by the fact that they have program descriptions with which people must conform.  CARF has three categories of accreditation for rehabilitation inpatient care, two of which are specifically for subacute care (Comprehensive Inpatient Category One accreditation is for acute rehabilitation):  


Category Two takes place in either a hospital or a SNF, hospital-based or freestanding, and is designed for patients who have variable risk for medical instability and who are expected to progress to another level of care or the community.  


Category Three takes place in a SNF and is designed for patients with low risk for medical instability and who are expected to return to the community.





Both subacute categories require rehabilitation nursing and treatment by an interdisciplinary team.  Providers can be accredited in more than one category. 


	CARF has established explicit standards for subacute comprehensive inpatient rehabilitation, based on its acute care accreditation standards.  Subacute rehabilitation is to be provided in a distinct program.  A program medical director with rehabilitation expertise is required in addition to the facility medical director.  A program rehabilitation nursing director also is required in addition to the facility director of nursing.  Physicians are required to be available 24 hours a day, seven days a week; consulting physicians also are required to be available.  Treatment plans are required prior to or at admission that include the intensity of nursing care to be provided to a patient; CARF standards require that care provided be within 10 percent of the intensity planned.  Rehabilitation nurses must be available on a 24-hour basis.  Therapy standards require one to three hours of therapy per day, five days per week for subacute patients.  CARF standards also require measurement of outcomes and specifies some outcomes that must be recorded including “unplanned rehospitalizations” and “discharge to long-term care facilities.”  All CARF-accredited programs also must meet organizational standards.  CARF accreditation can be granted for one year or three years, based on results of the accreditation survey.


2.	The Joint Commission on Accreditation of Healthcare Organizations also has established accreditation standards for subacute care.


	JCAHO’s definition of subacute care, presented in Chapter Two, is very general and is inclusive rather than specifically defining a level of care.  Some have criticized this definition for this generality and because it does not mention rehabilitation, though others asserted that this definition is gaining wide acceptance.


	If a facility wants JCAHO subacute care accreditation for a portion of a facility, the rest of the facility must also have appropriate JCAHO accreditation.  For example, if the facility is a hospital seeking accreditation for its subacute program, the hospital must be accredited; if the facility in which the subacute care program is a SNF, it must have SNF accreditation.  JCAHO subacute accreditation is based on its long-term care accreditation standards.  Although JCAHO accreditation is accepted as “deemed status” for hospitals and home health agencies, among other types of facilities, JCAHO accreditation is not accepted in lieu of federal certification (“deemed status”) for long-term care facilities.


	JCAHO requires that a facility with a subacute program define its mission and program of care and establish the parameters of the types of care to be provided within the program.  “Each subacute care program needs to develop its own definition of the specific type of subacute care it plans to provide, the range of subacute conditions for which it will provide care (whether the condition is rehabilitative, entirely medical, or a mix and variant of the two), and how it proposes to structure its program” (JCAHO Subacute Survey Protocol, 1994).  The care that a facility provides in its subacute program must conform to the self-definition.  The plan of care for each patient must be comprehensive, completed within five days after admission,� and include measurable objectives and timetables to meet the needs of the patient based on the assessment.  In contrast to CARF standards, JCAHO does not require that subacute care take place in a designated unit.  JCAHO requires (unspecified) outcomes measures and strongly suggests (but does not require) that a nationally available standardized measure be used.  JCAHO is not prescriptive on the involvement of physicians or consultants, although they point out that a specialist may be needed in specialized units that treat “a highly distinctive patient group.”


	JCAHO rates the facility and the program based on how it provides care within the self-defined parameters.  During an accreditation survey, the program receives scores on:  patient rights and responsibilities, admission processes, patient assessment and evaluation procedures, patient care, continuity of care, leadership, human resources management, information management, infection control, safety management, quality assessment and improvement.  JCAHO accreditation is granted for a period of three years.


B.	The number of subacute skilled nursing facilities being accredited is increasing but the impact of current accreditation procedures on quality of care may initially be limited.


	Based on reports from CARF and JCAHO and informal conversations with participants at subacute conferences, we have found that an increasing number of skilled nursing facilities are seeking subacute accreditation.  Stakeholders seek standards and guidelines for subacute care and for ways to distinguish high quality subacute facilities from facilities of less quality.  Accreditation is one possible way to achieve this distinction if accreditation standards are stringent.  When standards are general and inclusive, accreditation cannot provide patients, payors, or policymakers with assurance that high quality and accreditation are equivalent.


1.	The number of accredited subacute facilities or units is small but growing.


	A small but growing number of facilities are being accredited by CARF and JCAHO.  As of June, 30, 1995, 34 SNFs had been accredited for CARF Comprehensive Inpatient Category Two, and an additional 34 SNFs had applied for Category Two accreditation; eight SNFs had been accredited for CARF Comprehensive Inpatient Category Three and an additional six have applied for Category Three accreditation.  JCAHO reports that 52 SNFs will have been surveyed for accreditation for subacute care by the end of September, 1995.  An additional 150 SNFs had applied for JCAHO accreditation but had not completed the accreditation process by September 30, 1995.  


	At the time of our site visits, relatively few of the self-identified subacute facilities we visited had obtained either CARF or JCAHO subacute care accreditation.�  All of the rehabilitation facilities we visited had CARF rehabilitation accreditation.  Only one freestanding SNF had obtained CARF Comprehensive Inpatient Category Two and Category Three accreditation at the time of our visit; this same facility plans to apply for JCAHO accreditation as well.  Another freestanding SNF had obtained JCAHO subacute accreditation.  Five of the remaining 10 SNFs indicate that they will seek subacute accreditation:  three indicate that they will seek CARF subacute accreditation; two indicate that they will seek JCAHO accreditation.  Other facilities (not included in the site visits) indicate that they will apply for JCAHO and/or CARF accreditation in informal conversations at subacute conferences.


2.	Accreditation is likely to be of growing importance in the development of subacute care; but current standards appear to allow a wide range of quality and services under the “accredited” stamp of approval.


	We heard consistent comments about the need for a definition and for standards and guidelines for subacute care during our interviews with stakeholders.  We also heard that a method for distinguishing between subacute facilities approaching the ideal prototype and other facilities asserting that they provide subacute care is needed. Some stakeholders maintain that the lack of specific licensing makes accreditation standards for subacute care especially important, but it is not clear what that means since some of the standards for accreditation appear to be very broad.


	We also heard that managed care organizations require accreditation for providers of subacute care, but at least two national managed care firms do not appear to place that much emphasis on accreditation.  One national managed care organization reports that they require accreditation from CARF or JCAHO for the providers with whom they contract, but that they also require a quality site evaluation.  This firm conducts an intensive program evaluation much like an accreditation survey, although the evaluation may be more stringent.  Another national managed care organization that is planning to credential subacute providers under contract indicates that they will use either accreditation or a quality site assessment as one criterion for credentialing.


	Analysts have long debated whether accreditation standards for any type of health care organization should be “optimum” standards which facilities strive to attain or a “minimum” set of standards to be met (Schrange, 1995).  When accreditation standards are “optimum,” or goals toward which providers strive, the patient is assured of the highest quality care available when he or she is treated in an accredited facility.  When accreditation standards are a minimum set of standards, the patient has no assurance of being in a high quality facility.  The subacute accreditation standards at present appear to be less than “optimums” that serve as goals of excellence, at least with respect to the newly emerging concept of subacute care.  The draft clinical standards found in Appendix F, for example, appear more nearly subacute care “optimums.”  Accreditation appears to have some ability to shape subacute care as more facilities obtain accreditation.  However, the broad standards do not appear to the distinction between truly high quality facilities and other facilities, with respect to emerging concepts of ideal subacute care.


IV.	How are the Development and Use of Outcomes Measures Influencing the Market for Subacute Services?


	In this section we discuss outcome measures for subacute care, their development and use.  The subacute industry literature distinguishes between rehabilitation and medical subacute care.  Although this distinction between rehabilitation and medical subacute may not be as obvious from the sites we visited, outcomes measures for subacute care appear to fall into these two categories.  In addition, the measures for rehabilitation subacute and medical subacute outcomes are at different stages of their development, testing, and acceptance.  As a result, the distinction between rehabilitation subacute outcomes and medical subacute outcomes is useful for our discussion.


	This section begins with a brief presentation of the conceptualization of quality and discusses the increased interest in outcomes in all health care modalities before moving to discussion of the specific measures available to measure outcomes of subacute care.  The rehabilitation outcome measure is discussed first, followed by the medical subacute outcome measures now available and under development.  We then discuss our belief that outcomes measures will play an important but as yet undetermined role in the development of subacute care.


A.	Outcomes are one aspect of quality.


	Donabedian (1988) has conceptualized quality into three major components:  structure, process, and outcomes.  


Structure denotes the attributes of the settings in which care occurs.  This includes the attributes of material resources (such as facilities, equipment and money), of human resources (such as the number and qualifications of personnel), and of organizational structure (such as medical staff organization, methods of peer review, and methods of reimbursement).


Process denotes what is actually done in giving and receiving care.


Outcome denotes the effects of care on the health status of patients and populations.  (Donabedian, 1988, p. 1745).





Assessing structural attributes is the mechanism accrediting and financing agencies traditionally have used to determine quality.  Custer (1995) describes utilization review, practice guidelines, total quality management, and reviews of medical necessity all as measures of process.  Outcome measures generally used have been morbidity (e.g., LOS and rehospitalizations), mortality (death), or patient satisfaction (Custer, 1995).


	Donabedian (1988) points out that not only is the connection between structure and quality indirect, but that structural attributes are “a blunt instrument.”  In addition, there is no guarantee that all patients receive the benefit of a facility’s attributes. Perhaps in recognition of this type of criticism, JCAHO has announced that it is moving to create a system of using process and outcome indicators as part of their accrediting process (Koss, Nadzam, & Loeb, 1995; Seidenfeld, Hanold, & Loeb, 1995).  The new Medicare and Medicaid survey and certification procedures (implementing portions of OBRA ‘87, The “Nursing Home Reform Act”) also contains a new emphasis on outcome indicators.


	When outcomes are not available, process measures appear to be more related to quality than structure indicators alone.  Process indicators include such things as specific protocols, treatments, and “technologies.”  Process measures encompass the “how to” that is expected to produce a particular outcome.  One researcher (Iezzoni, 1993) has classified health care processes or technologies into a continuum of technology with high technology on one end and non-technology at the other end.  High technology is “capable of curing or preventing disease” and is “decisive;” non-technology is supportive or palliative.  In between is “halfway technology” -- interventions effective in redressing the effects of diseases but not absolute cures or prevention.”  Iezzoni questions the usefulness of process measures of quality for “halfway technology.”


	Outcome measures have received more attention as structure and process measures by themselves have become less acceptable as measures of health care quality, although developing these is difficult.  Outcome measures like morbidity or mortality, for example, require that one take into account severity of illness; clinically-reliable severity-of-illness measures are difficult to develop.  In addition, there are numerous ways to define the concept of “outcome.”  For example, Shaughnessy, Chrisler and associates (1994) maintain that “outcomes should be considered as more than one reason why we provide health care” (p. 36).  They further maintain that outcomes can be “end-results,” “intermediate-result” or “utilization” outcomes.


	Another way of assessing quality is to compare expectations for patients to their actual outcomes.  Kane (1995) maintains that quality is frequently measured by comparing outcomes to goals for patients, but that this method assumes that the care provided contributes to the outcomes.  Measures of patient satisfaction make up an entire separate category of outcome measures.


B.	There has been recent increased interest in patient outcomes in all health care modalities.


	Concern about quality has generated considerable interest in outcomes in all health care modalities.  Polls of Americans indicate that their primary concern in a changing health care arena is maintaining the quality of health care (Custer, 1995).  Concurrent with that concern are the goals to reduce costs and increase access to health care.  Part of the increasing pressure to assess quality comes from economic forces.  “The major impetus for quality assurance programs is cost management:  it is an attempt to allocate scarce health care resources efficiently.  This requires making choices among alternatives” (Custer, 1995, p. 5).


	As interest in quality in all health care settings has accelerated, there has been interest in the ability to find outcomes measures that will not only allow for the comparison of providers within one type of setting but that will facilitate comparisons across different types of settings. Representatives of the SNF part of the subacute industry have made claims that they can provide care to medically stable patients at a lower cost than acute hospitals (the Abt study) or rehabilitation hospitals (Keith et al., 1995) without sacrificing quality.  Claims such as these appear to have intensified interest in outcome measures that provide comparisons both between subacute care and acute care and across subacute facility types.  


C.	Outcomes measures specific to subacute care have been developed and/or are being developed.


	Attention to subacute care outcomes has generated new interest in existing measures and the development of new measures.  While the acute rehabilitation industry has well established measures for outcomes, most subacute providers only recently appear to have begun using one of these measures or participating in a system that allows for comparisons.  Subacute facilities use of an existing national measure will give the subacute industry and policymakers the opportunity to compare subacute care outcomes to outcomes from acute care facilities and among subacute platforms.


	In contrast, outcomes measures for medical subacute care are in various stages of development.  Since there has been no acceptable measure of medical subacute care, at least one new measure appears to be welcomed by the subacute industry.  


	Subacute providers may choose to develop their own outcome measures rather than use one of the established or developing measures.  Customized measures may create methodological problems (e.g., testing for reliability and validity) and problems of comparison to norms and to other measures.


1.	The Functional Independence Measure (FIM) is the best known measure for assessing outcomes for rehabilitation patients and is being used to measure subacute rehabilitation outcomes.


	The Functional Independence Measure (FIM) is a well-established and respected measure for assessing outcomes for rehabilitation patients.  The FIM is an 18 item measure of functional status that measures motor and cognitive function.  The FIM measures seven levels of independent performance:  self-care, sphincter control, transfers, locomotion, communication and social cognition (Granger, Ottenbacher, & Fiedler, 1993).  The FIM measures functional status at admission and discharge, and can be used by facilities for frequent or periodic monitoring of gains (or losses) in functional status.  It also can be used for patient follow-up.   


	The FIM is a measure widely accepted by the rehabilitation community for determining patient outcomes.  It is used both as part of the Uniform Data System (UDS) in which most rehabilitation facilities participate, and serves as the rehabilitation measure in a system being developed by Formations to assess both rehabilitation and medical subacute patients.  The FIM also has become widely accepted by policymakers, researchers, and others.  For example, HCFA is using the FIM measure with data from the UDS in a study to develop prospective payment for inpatient rehabilitation.  In addition, we found that a number of subacute providers use the FIM to measure outcomes in-house with or without subscribing to the UDS system.  In addition, one managed care organization told us that they require their subacute contract facilities to use the FIM because it allows them to communicate in a common language.


	In 1988, 12 organizations with a rehabilitation orientation supported the development of the UDS.  UDS is an international database containing data from facilities whose personnel have been trained and tested in administering the FIM, and whose data are assessed after receipt by UDS.  UDS “collects data on each patient’s age, gender, living situation prior to hospitalization, diagnosis leading to disability, time since onset of disability, and functional status at admission and discharge.  Additional data for each patient include dates of admission and discharge, admission source, whether the admission was for evaluation only, whether the admission was a readmission, whether the rehabilitation stay was interrupted by a transfer to an acute care hospital, discharge destination, and total hospital charges” (Stineman, 1994).  In 1994, 784 facilities subscribed to UDS, representing approximately 923,000 records for rehabilitation patients.


	Recently, UDS has begun collecting data from self-identified subacute SNFs.  These data will allow for comparisons across SNFs and comparisons of acute and subacute rehabilitation outcomes on any of the FIM scales (e.g., changes between admission and discharge on the “sphincter control” scale).  UDS currently is testing the FIM in 18 home health agencies.  If the FIM proves to be reliable and valid for home health, its use will allow for comparisons across a wider range of settings (e.g., rehabilitation hospitals, SNFs, and home care).


	At this time, UDS has chosen not to reveal the number of self-identified subacute SNFs that currently are using the FIM/UDS.  They are marketing the FIM/UDS system at subacute educational sessions or conferences.  Representatives of UDS indicate that a large number of providers are expressing interest in using the FIM/UDS system, both during and outside of conferences.


2.	Outcomes measures for medical subacute care are in various stages of development.


	There are a number of medical subacute outcomes measures being developed.  Scales for an outcome measure developed by Formations in Health Care, Inc. (referred to as Formations) specifically for medical subacute care have been pilot tested and implemented; other Formations scales are being tested or revised in preparation for testing.  The Medical Directors Association in the State of Maryland also has developed a measure of medical subacute outcomes.  MetLife, now MetraHealth, has been developing and testing an acuity scale for medical subacute patients for use to determine the appropriate setting for a patient and/or adjust for severity.  UDS may test the FIM to determine whether the measure provides enough information to be used as a measure of medical subacute outcomes.


a)	Formations in Health Care, Inc. has developed a medical subacute outcomes measure 


	In recognition of the need for an outcomes measure for medical subacute patients, a consortium of nursing home providers underwrote the development of the Formations measure of subacute outcomes.  This measure has been pilot tested using data from the consortium’s facilities.  The resulting data base will be used for national normative comparison and provides expected outcomes.


	The Formations outcomes system has the capacity to measure both subacute rehabilitation and subacute medical outcomes, although this description focuses on the medical subacute outcomes.  The outcomes measure has a number of scales, including the FIM, for patients who require rehabilitation.  The medical subacute measure uses a scale to rank severity of condition that includes ICD-9 procedures codes, both primary and secondary, and onset dates of primary and secondary diagnoses.  A scale that assesses aspects of pain has been incorporated (e.g., severity and duration of pain).  There currently are additional scales for respiratory treatment and wound treatment for patients with these conditions.  All of these scales have been pilot tested and subscribers have begun collecting data using the scales, effective July 1, 1995.  Currently, a revised measure of comorbidity is being pilot tested by Formations; an infection scale and a nutrition scale are being revised for testing. 


	Formations represents their Medical Outcomes System as capable of measuring outcomes across facility types, and across the continuum of care:  from acute care through home care.  According to Formations, most of the facilities that have subscribed have been self-identified subacute SNFs (approximately 100).  Formations also reports having collected outcome data from some rehabilitation hospitals and home health agencies.  At this time there is no way of estimating how many facilities will be using the measure in the future.


b)	The Maryland Medical Directors Association has developed a measure of acuity for subacute patients.


	Another measure of subacute care outcomes has been developed and testing of the measure has just begun.  The Maryland Health Resources Planning Commission identified the need to study subacute care provided in a variety of settings (self-identified subacute providers such as hospitals, SNFs, and long-term hospitals).  The state also identified the need for a measure that defines the level of care needed by a patient, and measures resource utilization and outcomes.  Such a measure can provide guidance to various state agencies.  


	After conducting an extensive literature review and consulting with subacute care providers, the Maryland Medical Directors Association has developed an instrument that is represented as fulfilling these needs.  The instrument incorporates scales that are currently used and that have been tested for reliability and validity.  These scales measure “physiological parameters, severity of illness, resource use and limits on resource use, patient dependency needs, and patient disposition” (from Maryland Medical Directors Association Recommendations for Useful Data Collection for the Subacute Care Program in Maryland, 1995).  Most of the data are readily available from patient records and can be collected retrospectively as well as prospectively.  A database to test the measure is being established effective July 1, 1995.





c)	Other instruments that can be used to measure medical subacute outcomes are being developed.


	There are a number of other measures under development or that have been developed that can be used in measuring outcomes.  One is an acuity measure.  MetraHealth has developed an acuity measure designed to provide them with objective criteria by which to determine the appropriate setting for a patient.  This measure is being tested for reliability and validity, precision, and ease of administration.  The intended ultimate purpose of the system is to help determine where a MetraHealth subscriber might best be cared for (e.g., at home vs. in a SNF).


	The UDS apparently is considering testing the FIM to determine its appropriateness to measure outcomes for subacute medical patients.  There are other outcomes measures that are being promoted by firms (e.g., AssurQual, Inc.) at subacute conferences as being measures of subacute outcomes.  An independent subacute provider group in California also is developing a measure of subacute outcomes, both medical and rehabilitation.  


3.	Some providers are planning to use customized outcome instruments.


	A number of subacute facilities apparently are using or considering using customized outcomes measures.  One conference we attended on subacute care had a session on “How to Design Your Own Medical Outcome Measure.”  The session focused on illustrating the difficulty of designing and testing a measure of outcomes, but nonetheless some facilities will undoubtedly decide to design and use their own customized outcome measure.  For purposes of comparison,  both among one type of provider and across types of providers, customized measures of outcomes are problematic.  JCAHO has strongly suggested that subacute facilities use one of the national outcomes measures (e.g., the FIM or Formations outcome measure).  On the other hand, clinical protocols specifically tailored to exactly the types of patients that a facility expects to treat may provide more specific guidance to staff at an individual facility than broader, national outcome measurement systems.  One provider that we visited during this study has developed clinical protocols that specify expected outcomes (i.e., levels of functioning) at various intervals (after the use of specific levels of resources such as hours of therapy) throughout a course of treatment.


D.	We believe that outcomes measures will play an important but as yet undetermined role in the development of subacute care.


	The subacute industry appears to be committed to the use of outcomes measures, judging by the literature’s focus on outcomes, the investment of some providers in developing standardized measures of outcomes, the inclusion of sessions on outcomes measures at subacute association conferences and educational conferences, and the draft clinical standards developed by the International Subacute Healthcare Association.  Accreditation agencies also have incorporated the requirement that subacute facilities use outcomes measures into their standards.  This emphasis on outcomes may, in part, reflect the entire health care industry’s need to measure outcomes in order to allocate resources.  Another incentive for subacute providers to measure outcomes comes from their need to substantiate their claims that they provide less costly care without sacrificing quality. 


	Iezzoni (1993) points out that monitoring quality is costly.  “Experience in the quality measurement field over the last three decades suggests that developing and then applying valid approaches (to measuring patient outcomes) is generally painstaking, time-consuming, and expensive” (p. 114).  If subacute providers find that measuring outcomes is costly at the same time that payors decisions are made primarily on the basis of costs (Leiter, 1994), subacute providers may decide not to measure patient outcomes.  If preliminary results indicate that outcomes for subacute patients do not support the claims made for subacute care, there might initially be even less incentive for providers to use costly outcomes measurement systems.  On the other hand, the current emphasis on outcomes measurement in this industry might indeed provide strong and effective incentives for continuous quality improvements.


�



� “Full-risk” Medicaid capitation plans are those most nearly resembling private sector and Medicare HMOs (indeed, Medicaid beneficiaries enrolled in full-risk capitation programs are enrolled in HMOs serving private payors as well.  Full-risk capitation plans represent approximately 63 percent of total enrollment of the Medicaid population in managed care.  Other forms of Medicaid “managed care” include partial capitation and primary care case management.  The latter is essentially a form of fee-for-service reimbursement.


� An example of this type of arrangement could be an integrated network that accepted a fully-capitated rate for all acute and post-acute care.


� DME is covered under Part B and requires a 20 percent beneficiary copayment.


�  According to HCFA, as of May, 1995, a notice on salary equivalency for OT and ST, including a proposed methodology and proposed rates, is scheduled to be released within the “next couple of months.”  However, more recently, a decision has been made to delay implementation of these rates pending additional data analysis.  Contract physical therapy services have been reimbursed under the salary equivalency method since 1972.  Contract respiratory therapy services are also reimbursed under the salary equivalency method.


�  Reimbursable services include charting and consultation services in addition to direct patient care.


� Another cost-containment strategy would be for Medicare to pay an all-inclusive rate (i.e., one in which therapies are included in the basic per diem).  HCFA plans to implement a demonstration in January, 1996, of such an “all-inclusive” rate as part of the case-mix demonstration project.


� A “new provider” is defined as one that has operated as a Medicare provider under present or previous owners for less than three full years.  See:  42 C.F.R., Section 413.30(e)(2).


�  In July 1994, HCFA issued to Medicare fiscal intermediaries new implementing instructions for SNFs to help them prepare and submit requests for exceptions to the inpatient routine cost limits.  These instructions, commonly referred to as “transmittal no. 378,” apply to all exceptions requests submitted to intermediaries on or after July 20, 1994.


� A few states (e.g., Minnesota, California, and Texas) are in the process of developing Medicaid managed care programs that try to integrate acute and post-acute services and payments.  See Lewin-VHI, 1995, for additional examples.


� As evidence of the importance of providers reinventing themselves, we offer the recent name change of the forward thinking Massachusetts Nursing Home Federation to the Massachusetts Extended Care Federation.


� Physician reimbursement is based on the “relative value units,” or RVUs, assigned to each procedure or visit. The average initial visit in a hospital has a value of 2.84 RVUs and in a SNF has a value of 2.35 RVUs.  The average subsequent visit in hospital has a value of 1.45 RVUs as compared to 1.31 RVUs in a SNF.


� HCFA researchers are currently exploring possible modifications to the MDS to better describe subacute care patients.


� CARF accredits outpatient programs that meet their Outpatient Medical Rehabilitation Standards.


� Within 72 hours of a comprehensive assessment that itself must be initiated within 24 hours and completed within 48 hours.


�   Our site visits were in February and March, 1995, shortly after the accrediting bodies started surveying facilities.
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