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REBASING HAS ARRIVED – CMS PUBLISHES HOME HEALTH PPS 2014 PROPOSED
RULE
On June 27, 2013, CMS released the proposed home health prospective payment rule (the "PPS Rule") for calendar year 2014.  While
refinements to the ICD-9-CM and discussions of ICD-10-CM implementation are of interest, the most notable change to the PPS Rule for 2014
is CMS's long-awaited proposal for rebasing home health payments.  Once it is in effect, rebasing will have a severe impact on home health
reimbursement over the next four years.  In addition to rebasing, the proposed PPS Rule addresses several other areas of the home health
payment system.  The proposed PPS Rule outlines certain home health quality reporting requirements beginning in 2014 and provides
clarification regarding state Medicaid programs' financial responsibility for state survey agency activities.

REFINEMENTS TO THE ICD-9-CM GROUPER
The PPS Rule first  outlines CMS's  proposal  to  refine the ICD-9-CM Grouper  as  of  January 1,  2014.   The refinements  consist  of  removing a
number of codes that CMS has determined are for diagnoses that are too acute, meaning the condition cannot be appropriately addressed in
the home health setting, or represent conditions whose presence and care do not result in additional resource use by an agency during an
episode.   These  refinements  are  based upon recommendations  from CMS's  contractors.   CMS does  not  discuss  its  rationale  for  removing
these codes at length in the proposed PPS Rule, but it does point out that removing these 170 codes will reduce the average case mix weight
for purposes of reimbursement.  For purpose of illustration, an analysis of claims from calendar year 2012 performed with these codes
removed demonstrated that the removal of these codes would have resulted in a reduction of average case weight from 1.3517 to 1.3417. 
This case-mix reduction will result in reduction in payment to home health agencies.

ICD-10-CM IMPLEMENTATION UPDATE
The proposed PPS Rule also addresses the adoption of ICD-10-CM.  The proposed rule states that the date of compliance for adoption of
ICD-10 is October 1, 2014.  This is consistent with the compliance date  announced on September 5, 2012 in the Final Rule on administrative
simplification.   This  indicates  CMS  is  still  planning  to  implement  ICD-10  on  schedule  and  providers  should  be  preparing  for  the
implementation.  CMS also states in the proposed PPS Rule that it plans to post a draft ICD-10 Grouper on their website prior to July 1, 2014. 
CMS will share the draft grouper with vendors who have registered as beta testers in advance of posting to their website.  CMS's intent is to
begin testing the grouper prior to rollout to identify significant issues early in the process so as to address these issues prior to the October
1, 2014 compliance deadline.

REBASING HOME HEALTH
The most significant change outlined in the proposed PPS Rule is the proposed rebasing of Home Health PPS.  Providers have been waiting
for this for several years as the proposed rebasing was called for by Congress as part of the Affordable Care Act (the "ACA").  The proposed
PPS Rule describes in detail the CMS methodology for rebasing the case mix weights for 2014, which determined that case mix weight needs
to be reduced by 14% to achieve the rebasing goals.  Because the ACA prohibits CMS from reducing rates by more than 3.5% a year, CMS is
proposing a 3.5% reduction per year for the next four years, beginning in 2014.

Although providers were anticipating a change to therapy reimbursement, at this time, CMS has determined it will not take any action
regarding therapy payments.  In the prosed rule, CMS states that it is aware of the issues related to therapy utilization reimbursement but
that adjusting the way home health PPS factors therapy into the case mix is a complex process that will require more comprehensive
analysis and potentially additional structural changes to the home health PPS system.  For these reasons, CMS chose not to address it in this
rebasing effort.  However, providers should continue to monitor this as CMS makes it  clear they will  address therapy payments in a more
comprehensive way in the future.

Finally, CMS warns that as more data from 2012 becomes available, CMS will continue to adjust the case mix weights.  This means that in
the 2014 final PPS Rule, the case weight adjustment factors may be different than proposed, potentially increasing above 14% depending on
the 2012 data.  Although the total "adjustment" could increase, this would simply affect the number of years during which the adjustment
continued because ACA prohibits more than a 3.5% reduction in any calendar year.



HOME HEALTH PAYMENT UPDATE FOR 2014
After determining rebasing requires a 3.5% reduction in payments, CMS proceeded to calculate the home health market basket update and
related updates.  The market basket update for 2014 is 2.4%.  This year, it does not include the ACA-mandated 1% reduction, and so the full
2.4% update is applied.

However, with rebasing and other reductions, CMS calculates that, on average, agencies will see a 1.5% cut in reimbursement this year.  In
its financial analysis, CMS notes the effect of rebasing will be to reduce home heath payments by $650 million.  The net effect, after updates,
of the Home Health PPS Rule is a reduction in home health payments of $290 million.  This is a staggering cut, especially in light of the cuts
home health has undergone each of the last few years.  Providers are once again faced with the likelihood that it will be at least four years
before rates may rise.  During this time, it will be extremely important to reduce costs as much as possible.

LUPA PAYMENTS
CMS  also  discussed  low-utilization  payment  adjustment  ("LUPA")  episodes  and  determined  that  LUPA  visit  payments  were  insufficient  to
allow providers to recover their expenses from the initial visit.  This was a result of the significant additional amount of time and resources
involved in an initial visit.  CMS determined that in order to address this disparity, the LUPA per visit rates must increase by 3.5% for the
2014 calendar year.

NON-ROUTINE MEDICAL SUPPLIES
In addition to the LUPA adjustments, the 2014 proposed PPS Rule adjusts the payments for non-routine medical supplies by implementing a
conversion factor.  The payments are calculated by applying the 2014 home health market basket update and then reducing the medical
supply conversion factor by the 2.5% rebasing adjustment calculated earlier in the PPS Rule, which results in an overall reduction in the
conversion factor.  CMS has included  a table in the PPS Rule that outlines the severity levels and how the new conversion factor affects the
proposed payment amount.  While the PPS Rule touches on the add-on amount, there is no change there.  CMS will simply calculate the
reimbursement for the rule add-on by adding the 3% rule add-on factor.

OUTLIER POLICY
CMS addresses its decision related to the Loss Sharing Ration and the Fixed Dollar Loss ("FDL") Ratios related to outlier payments in the PPS
Rule.  The goal in adjusting these ratios is to hold outlier payments at or under 2.5% of total estimated home health payments.  CMS
reviewed preliminary 2012 claims data and determined that maintaining the FDL at 4.5% will keep outlier payments at 1.82% of total home
health payments in 2014.  This is significantly below the 2.5% target.  CMS also notes in the PPS Rule that, using the 2012 claims data and
the 2013 payment rates, the 4.5% FDL will keep outlier payments at 1.78% of home health payments.  Even though both projections are
close to 50% less than necessary, CMS has determined to leave both ratios at the 2013 levels, although CMS states they will continue to
monitor the data and may propose a change in the final PPS Rule.

QUALITY REPORTING
The PPS Rule also addresses home health quality reporting.  CMS proposes to use Outcome & Assessment Information Set data submitted
from July 1, 2012 to July 1, 2013 to satisfy one portion of the 2014 home health quality reporting requirement.  CMS further proposes to
continue this pattern for determining quality reporting in subsequent years.  CMS also proposes to adopt two claims-based measures for
quality reporting: rehospitalization during the first 30 days of home health and ED use without hospital readmission during the first 30 days
of home health.  CMS will begin reporting feedback to agencies on performance of these measures in 2014, and these measures will be
added to home health compare in CY 2015.

CMS proposes to simplify Certification and Survey Provider Enhanced Reports reporting by removing a number of quality measures, reducing
the total number of reported quality measures to 79 and the number of process measures to 27.  CMS proposes to reduce the process
measures by eliminating the short-term and long-term episodes of care versions of certain measures, which is not anticipated to affect the
utility of these measures.

The PPS rule also addresses the HH Care Consumer Assessment of Healthcare Providers and Systems Survey ("HHCAHPS").  The HHCAHPS
survey will not change, and CMS is maintaining the HHCAHPS appeal process.  The HHCAHPS reporting periods for CY 2015 continue to be
11:59 PM on each of the following dates: October 17, 2013 (2Q 2013); January 16, 2014 (3Q 2014); April 17, 2014 (4Q 2013); and July 17,
2014 (1Q 2014).  For CY 2016, the reporting deadlines are 11:59 PM on each of the following dates: October 16, 2014 (2Q 2014); January 15,
2015 (3Q 2014); April 16, 2015 (4Q 2014); and July 16, 2015 (1Q 2015).  The exemptions related to newly enrolled agencies and agencies



with fewer than 60 patients.

PAYMENT REFORM
The PPS Rule also outlines payment reform and the home health study and report mandated by the ACA.  CMS has begun the process of
preparing data for purposes of preparing its report and recommendations.  CMS indicates that it will have the report completed by the March
1, 2014 deadline.  These findings will be used to develop recommendations on how to revise the current home health PPS system to better
account for costs and ensure access to care for beneficiaries.  Providers should be prepared that the resulting recommendations are likely to
result in further reductions in payment.

ALLOCATION OF SURVEY COSTS
The Home Health PPS Rule addresses allocation of costs related to survey expenses.  CMS expressed a desire for state Medicaid agencies to
share the costs for home health surveys as Medicaid agencies benefit from the survey process as much as Medicare.  The primary change in
this rule is to make 42 C.F.R. 431.610, which already applies to state survey agencies in regards to nursing facilities and other facilities,
applicable to home health agencies.  CMS discusses various ways these costs could be allocated but recommends splitting the costs with the
state agencies.  CMS's primary reason for choosing to simply split the costs is that such a split is a more straightforward economical process
when compared to other methodologies that would require determining unique percentages state by state, year by year.

CONCLUSION/PRACTICAL TAKEAWAY
The 2014 proposed Home Health PPS Rule is bringing some of the most sweeping changes the industry has seen to its payment structure in
quite some time.  Agencies will need to examine efficiencies that will help improve quality of care and contain costs.

If you have any questions or would like additional information about this topic, please contact:

Robert W. Markette at 317-977-1454 or rmarkette@hallrender.com;

Kendra L. Conover at 317-977-1456 or kconover@hallrender.com;

Anne M. Ruff at 317-977-1450 or aruff@hallrender.com; or

Your regular Hall Render attorney.

Please visit the Hall Render Blog at http://blogs.hallrender.com/ for more information on topics related to health care law.
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