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The skilled nursing facility

prospective payment system

led to concern among the

nursing home industry that

beneficiaries’ access to

nursing home services

would be limited.  Data

from Gifford and Angelelli’s

study indicate that that

does not seem to be the case.

Changes in

findings brief
Despite fears to the contrary, Medicare’s
prospective payment system (PPS) for
skilled nursing facilities (SNF) has not
had a significant adverse effect on nurs-
ing-home residents in Ohio, according
to findings from a study by David
Gifford, M.D., and Joseph Angelelli,
Ph.D., at Brown University’s Center for
Gerontology and Health Care Research.
There are indications, however, that the
new system is affecting facility behavior
in ways that might affect access and
quality in the long term, including facil-
ities’ willingness to admit high-cost
patients, their ability to remain finan-
cially stable, and changes in the level of
care provided to their residents.

The researchers conducted a two-year
study of the effects of the SNF PPS on
access to and quality of care in Ohio.
They used various measures to compare
access and outcomes during the 18
months before and after the new pay-
ment system was implemented on
January 1, 1999.  

“We looked at broad questions of access
to and quality of nursing home care,” Dr.
Gifford says. “Are patients being trans-
ferred from hospitals to skilled nursing
facilities?  What kind of care are they

receiving once they get there?”  By creat-
ing a longitudinal database that links
Medicare claims data with the nursing
homes’ minimum data sets over time,
the researchers could track patients and
changes through the system.       

Access to Care
Created as part of the Balanced Budget
Act of 1997 to encourage cost-efficient
care,1 the SNF PPS led to concern
among the nursing home industry that
beneficiaries’ access to nursing home
services would be limited.  Data from
Gifford and Angelelli’s study indicate
that that does not seem to be the case,
although the prospective payment sys-
tem had a small negative effect on high-
est-cost patients’ access to freestanding
nursing facilities.  

Drs. Gifford and Angelelli found that
the facilities that would lose the most
revenue by accepting high-cost patients
are admitting fewer of them, indicating
that SNFs are inclined to limit their risk
under a prospective payment system.
For example, after increasing over the
three years preceding implementation,
the percentage of costliest patients dis-
charged to freestanding facilities
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decreased from 14.2 percent in the first six
months of 1998 to 12.9 percent in the first six
months of 1999 (see Figure 1).2 Instead,
more patients are being discharged to other
settings (e.g., home, assisted living, or acute
rehabilitation centers) or are dying in the
hospital.  This pattern was consistent for all
patients, but was more pronounced among
the highest-cost patients.  

The researchers also found an increase in
nursing home closures following the imple-
mentation of PPS.  Nationwide, the percent-
age of facilities closing voluntarily was rela-
tively stable for both freestanding and hospi-
tal-based facilities from 1992 through 1997,
but in the late 1990s, the percentage of hospi-
tal-based closures increased substantially
(from 1.6 percent in 1997 to 4.4 percent in
1998 and peaking at 7.9 percent in 1999).3

The closure of hospital-based facilities may
have placed added strain on access to care,
especially if concentrated in certain markets.

Despite these findings, the researchers did
not find that diminished access to SNFs was
widespread.  “The anecdotal stories of access
problems are true but do not represent a
large population of patients,” says Gifford.
“Although a subpopulation of very vulnerable
people is having some trouble accessing
nursing home care, the initial fears of access
problems are not supported by the data.”   

Quality
The prospective payment system is designed
to encourage appropriate and efficient care;
however, it has the potential to negatively
affect outcomes if facilities choose to maxi-
mize revenue by scaling back costs through
providing less or lower-quality care.

In this study, concerns about quality did not
materialize, although there are indications
that facilities might be providing fewer reha-
bilitative services. “We detected a response to
the incentives created by prospective payment
evidenced by a reduction in the number of
therapy-minutes provided,” says Angelelli.
“Many facilities went from providing 25 per-

cent of their Medicare patients at least 700
minutes of rehab in a preceding seven-day
period to providing half of that.”

Although the changes in rehabilitative services
were concentrated in larger, for-profit facilities
that may have been overutilizing services in the
years before the PPS, policymakers should
track carefully the change in behavior to ensure
that quality of care is not compromised. 

“Overall, we did not find adverse effects on
aggregate outcomes after PPS implementa-
tion,” says Angelelli.  Rehospitalization

What is the SNF PPS?
The Balanced Budget Act of 1997 established the
SNF PPS.  Under the PPS, facilities are paid a
per diem rate, adjusted for its case mix, for each
Medicare resident that is designed to cover the
costs of all patients’ needs, including medica-
tions, supplies, rehabilitation therapies, and
emergency room use.  Prior to implementation
of the prospective payment system, skilled nurs-
ing facilities were reimbursed based on the actu-
al costs each patient incurred.  

Why was it created?
The goal of the PPS in skilled nursing facilities is
to encourage more efficient care.  Increased uti-
lization, especially of ancillary services (e.g., reha-
bilitative therapy, prescription drugs, etc.), led to
rapid growth in the services Medicare beneficiar-
ies receive after hospitalization.  With the earlier
reimbursement system, facilities that used more
ancillary services received more money.
According to the General Accounting Office,
because the PPS includes ancillary services in the
per diem payment, the financial incentives asso-
ciated with these services disappears.  

How has it been implemented?
The PPS was phased in over time beginning in
1999.  In the transition period from 1999 to
2002, the per diem rate facilities received was
based partially on the new federal rate and par-
tially on a facility-specific amount derived from
the facility’s FY 1995 cost report.
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Year
Percent of Payment Based

on New Federal Rate
Percent of Payment Based

on 1995 Cost Report

1999 25% 75%

2000 50% 50%

2001 75% 25%

2002 100% 0%



rates—a measure of how often a
patient returns to the hospital for fur-
ther treatment of their condition at the
time of discharge—remained stable
over time before and after implementa-
tion of the SNF PPS.4

Future Effects of PPS
Because the PPS was phased in over time
and this study did not cover the years in
which the PPS was in effect completely,
the full effects of the new payment sys-
tem have yet to be determined.  In the
transition period (1999-2001), the per
diem rate facilities received were based
partially on the new federal rate and par-
tially on a facility-specific amount derived
from the facility’s FY 1995 cost report.  In
2002, each facility’s per diem rates were
computed based on national averages.
(See box on page 2.)

The Balanced Budget Refinement Act
(BBRA) of 1999 and the Benefits
Improvement and Protection Act (BIPA)
of 2000 may have mitigated some initial

effects of the SNF PPS on access and
quality.  BBRA increased payments to
nursing homes by 4 percent for all
groups, and BIPA increased the base rate
of the nursing component of the PPS by
almost 17 percent.5 Both provisions
ended October 1, 2002, however, reduc-
ing expected Medicare payments to nurs-
ing homes by $1 billion annually.     

“The expiration of the Medicare ‘give-
back’ provisions from BBRA and BIPA
increases the risk of future access and
quality problems, especially in light of the
problems confronting Medicaid financing
at the state level,” according to Angelelli.

The researchers note that a final determi-
nation of the overall effects of the SNF
PPS on access to and quality of skilled
nursing facility care remains unknown.
Although their analysis revealed only
slight effects of the SNF PPS, it suggests
that future problems could occur as 
facilities now begin to experience the 
full effects of the payment change.  

“Wholesale changes based on current
anecdotal evidence would not be appro-
priate, but small tinkering may be
needed to address the access problems
of the highest cost patients,” says
Angelelli. “Continued monitoring of
the prospective payment system is
essential for informed policy making.”

For more information contact David
Gifford, M.D., at 401.528.3261, or
david_gifford@brown.edu.
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