ESTABLISH PROCESSES FOR MODIFICATION OF PPS
PAYMENT RATES AND CASE-MIX ADJUSTMENTS

ISSUE: Under the Balanced Budget Act of 1997, Congress mandated the creation of a
Medicare home health prospective payment system (PPS). That system of PPS was
implemented by the Centers for Medicare & Medicaid Services (CMS) on October 1,
2000. At that time, CMS was authorized to annually adjust payment rates solely through
the use of a market basket index, which is intended to reflect cost inflation in the delivery
of home health services. In addition, CMS is required to include a case-mix adjustment
component to PPS to set payment rates in a manner which reflects the varying use of
clinical resources among the population of patients receiving Medicare home health
services.

Under the Medicare, Medicaid and SCHIP Benefits Improvement and Protection
Act of 2000 (BIPA), CMS is authorized to make adjustments in the standard prospective
payment amount if it is determined that the changes in the overall case mix result in a
change in aggregate payments, whether the result of “upcoding” or classification in
different units of service that do not reflect real changes in case-mix. In addition to this
payment rate adjustment authority, CMS intends to regularly adjust the case-mix weights
with system refinements based upon an expanded database.

CMS revised PPS, including a modified case mix adjustment model, with
implementation in January 2008. The changes included an 11.75% rate reduction phased
in over four years triggered by a finding that coding weights had increased beyond levels
justified by changes in patient characteristics. Am additional 2.71% rate reduction has
been proposed for 2011. These significant policies did not include comprehensive
information about changes and the underlying basis for those changes.

In response to the regulatory rate reduction, legislation was introduced in both
houses of Congress that would require CMS to utilize a rational and transparent process
for adjusting rates under the BIPA authority. That legislation, H.R. 3865 and S. 2181,
proposed detailed standards such as the use of a Technical Advisory Group, consideration
of service utilization through service reviews rather than statistical assumptions, and a
full public display of the data and analysis prior to the finalization of rate adjustments.
Unfortunately, the proposed legislation did not pass in Congress despite widespread,
bipartisan support. The legislation did not advance because a repeal of the regulatory cuts
came with a cost estimate of over $7 billion by the Congressional Budget Office.

The payment rate adjustment authority weakens the financial security of the home
health benefit since the stability of the payment rates is uncertain and subject to vague or
ambiguous standards left to the discretion of CMS.

RECOMMENDATION: Congress should restrict the ability of CMS to modify
payment rates and revise the case-mix adjustment system. These restrictions should
require that no adjustments occur without adequate advance notice of at least 12 months
and that CMS develop criteria for application of the BIPA case-mix adjustment



correction authority through public rulemaking. The procedural standards set out in H.R.
3865 and S. 2181 should be enacted immediately and applied prospectively to any further
coding weight adjustments.

RATIONALE: An intended consequence from the transition of cost reimbursement to
prospective payment is stability and reasonable certainty regarding Medicare home health
service payment rates. With cost reimbursement principles allowing for retroactive
payment adjustments, home health agencies suffered through an environment of financial
instability. PPS should operate with at least a modicum of stability of payment rates and
CMS should not be allowed to arbitrarily adjust payment rates through the application of
vague and ambiguous standards.



