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EXECUTIVE SUMMARY 

Introduction 

In 2014, Congress passed the Improving Medicare Post-Acute Care Transformation Act of 2014 (IMPACT 

Act), which requires the Secretary of the Department of Health and Human Services (HHS) and the 

Medicare Payment Advisory Commission (MedPAC) to develop recommendations on the feasibility and 

design features of a unified post-acute care prospective payment system (PAC PPS).1 In concept, a unified 

PAC PPS would replace the current Medicare fee-for-service (FFS) payment systems for home health 

agencies (HHAs), skilled nursing facilities (SNFs), inpatient rehabilitation facilities (IRFs), and long-term 

acute care hospitals (LTCHs).  The implementation of a unified PAC PPS would be a significant 

undertaking, with implications for not only PAC providers but for the structure of the Medicare benefit.  

 

LTCHs provide hospital-level care to chronically critically ill and medically complex patients who require 

hospitalization for extended periods.2,3  As a hospital-level of care provider whose patients are, on 

average, sicker and more costly to care for than patients in other PAC settings, LTCHs and the patients 

they treat may face significant potential risk from a unified PAC PPS for two reasons.  First, LTCH patients 

are the smallest PAC patient population when compared to other settings, accounting for less than 1% of 

all Medicare FFS beneficiaries discharged from short-term acute care hospitals.4  Second, the small LTCH 

patient population tends to represent the most severely ill patients.5  As a result of these two factors, 

there exists a risk that payments under a unified PAC PPS may be less than what is needed to provide 

appropriate care to the most expensive patients.  In this white paper, we review current 

recommendations for a unified PAC PPS and consider alternative approaches to ensure continued access 

to high-quality care among Medicare’s most severely ill beneficiaries.   

 

Approaches to Ensuring Continued Access to High-Quality Post-Acute Care Services 

Ensuring continued access to high-quality PAC services under a unified PAC PPS depends on, at least, two 

key factors.  First, payments should accurately reflect the cost of care.  Second, providers should have the 

staffing and clinical resources needed to provide quality care for the patients that they treat.   

 

Payment Accuracy. In its design of a unified PAC PPS, MedPAC and HHS should encourage the efficient 

provision of PAC services while avoiding the unintended consequences of a redesigned system. Such 

consequences include reducing access to PAC services for the sickest patients, resulting in longer stays in 

                                                      
1 Improving Post-Acute Care Transformation Act. H.R. 4994. 113th Congress, 2nd session. (2014). 
 https://www.govinfo.gov/content/pkg/BILLS-113hr4994enr/pdf/BILLS-113hr4994enr.pdf.  
2 Medicare Payment Advisory Commission. (2019). Long-Term Care Hospitals Payment System. MedPAC. 
http://medpac.gov/docs/default-source/payment-basics/medpac_payment_basics_19_ltch_final_v2_sec.pdf 
3 Kahn JM, et al. (2013). Effectiveness of Long-Term Acute Care Hospitalization in Elderly Patients with Chronic Critical Illness. 
Medical Care; 51(1):4-10. doi: 10.1097/MLR.0b013e31826528a7. 
4 Based on authors’ analysis of Medicare claims data. 
5 The Centers for Medicare & Medicaid Services define LTCHs as acute care hospitals with average lengths of stay exceeding 25 
days.  

https://www.govinfo.gov/content/pkg/BILLS-113hr4994enr/pdf/BILLS-113hr4994enr.pdf
http://medpac.gov/docs/default-source/payment-basics/medpac_payment_basics_19_ltch_final_v2_sec.pdf
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short-term acute care hospitals and intensive care units. A new risk-adjustment method will need to be 

developed that would differentiate between and adjust payments for a wide range of PAC patients. 

Successful risk adjustment will depend, in part, on the quality of the data – claims and assessment 

information – on which to develop risk-adjustment factors.  Some of the differences in severity between 

LTCH patients and other PAC patients may be captured in claims and assessment data and, thus, reflected 

in the unified PAC PPS payment rates. Other important clinical differences that drive the costs of care, 

particularly for LTCH patients, may not be reflected in such data.  Currently, cross-setting patient 

differences, including differences unobservable to system designers, are accounted for, to some extent, 

by the setting-specific standardized payment rates.  A unified PAC PPS may face the challenge of 

achieving payment accuracy without the use of setting-specific standardized payment rates. 

 

Conditions of Participation and Quality of Care.  To ensure patient safety and minimum quality standards, 

PAC settings differ in the requirements that providers must meet to participate in Medicare [referred to 

as the Conditions of Participation (CoPs) or Requirement for Participation (RfP)].  These differences 

correspond to the variation in the complexity of patients and their care needs across settings.  LTCHs, as 

well as IRFs, are required to meet the standards of acute care hospitals in recognition of the complex 

needs of the patients they treat, including the requirement of daily physician oversight and interaction.  

In contrast, SNFs and HHAs must meet less stringent requirements to care for Medicare beneficiaries.   

  

In its June 2019 Report to Congress, MedPAC proposed a two-tiered approach to distinguish between 

patient types based on their level of care needs, and also establish criteria for providers that would 

differentiate capabilities and the patients they could treat.6   In this approach, the Centers for Medicare & 

Medicaid Services would modify the CoPs for PAC providers to establish each of the two tiers.  The first 

tier would include patients with low level of care needs.  All PAC providers meeting the minimum 

standards of CoPs could treat Tier 1 patients.  Patient types with higher level of care needs would be 

designated as Tier 2 patients.  Providers wishing to care for Tier 2 patients would need to demonstrate 

specific capabilities to treat patients with specialized care needs, such as those that are chronically 

critically ill or patients needing ventilator support. MedPAC assumes that the risk-adjustment approach 

would result in higher payments for those patient types that are designated as Tier 2.  If designed well, a 

unified PAC PPS would achieve payment accuracy for patient types with different levels of care needs.  

 

Critical Assessment of Approaches for Ensuring Continued Access to High-Quality Post-Acute Care 

Services 

MedPAC recognizes that a unified PAC PPS should ensure continued access to high-quality care for 

medically complex patients and offered two approaches for addressing it: (1) high-cost outlier payments; 

and (2) tiering.  In their current form, both proposed approaches have weaknesses that would jeopardize 

beneficiaries’ access to hospital-level PAC services under a unified PAC PPS.   

 

                                                      
6 Medicare Payment Advisory Commission. (2019). Report to the Congress: Medicare and the Health Care Delivery System. 
MedPAC. http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf 

http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf
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Outlier Payments.  The purpose of the high-cost outlier policy is to compensate PAC providers for 

unusually high-cost stays that would be subject to payment inaccuracy under a unified PAC PPS. 

Our empirical modeling revealed that under a unified PAC PPS, LTCH patients would account for up to 

35% of all outlier payments (assuming no change in case-mix or costs) despite representing only 1% of the 

PAC patient population.  It is not clear how these beneficiaries’ access to hospital-level care would be 

maintained over time under a unified PAC PPS.  Based on its statements, MedPAC views this high-cost 

outlier population to grow smaller over time as providers adjust their cost structures according to 

payments.   

 

Although the high-cost outlier policy is a useful policy that should be included in a unified PAC PPS, its role 

in ensuring access to hospital-level care among Medicare beneficiaries in need of such care is limited.  

The high-cost outlier policy does not cover the full cost of care, leaving providers to incur losses in 

treating these patients.  Ultimately, the real driver for ensuring access will be payments that accurately 

reflect the cost of caring for such patients.  Exposing a large portion of the LTCH Medicare population to 

the high-cost outlier policy only highlights the risks that the LTCH population faces in maintaining their 

access to hospital-level PAC under a unified PAC PPS.   

 

Tiering.  Regulatory requirements that accompany a unified PAC PPS will play a key role in achieving two 

goals: 1) ensuring that PAC providers face standard cost requirements while caring for similar patients 

and 2) ensuring beneficiary access to different levels of PAC services.  MedPAC’s tiering proposal is a 

useful approach to accomplishing regulatory alignment across providers by establishing a set of 

regulatory requirements that are based on patient characteristics, but it is not sufficient to ensure 

continued access to the levels of care currently available in PAC settings.  While MedPAC’s tiering 

approach would establish more stringent CoPs for providers that treat more acute patients, these 

stringent CoPs are not explicitly considered in payment determination.  

 

The success of a tiering approach depends critically on experts’ ability to develop criteria that identify 

patients in need of hospital-level PAC services based on information available in claims and assessment 

data.  Previous efforts to identify patients who need hospital-level PAC services (in LTCHs and IRFs) have 

demonstrated the limitations of claims and assessment data in classifying patients and the need for 

clinician input in determining the level of care needs of patients discharged from hospital to PAC 

settings.7  Unlike the patient criteria in the LTCH PPS, patient criteria in a unified PAC PPS would require 

patients meeting Tier 2 criteria to only be treated in providers with Tier 2 requirements, according to 

MedPAC’s approach.  Without well-defined patient criteria for hospital-level care, setting the patient 

                                                      
7 Medicare Payment Advisory Commission. (2019). Report to the Congress: Medicare and the Health Care Delivery System. 
MedPAC. http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf 
University of Colorado at Denver and Health Sciences Center, Division of Health Care Policy and Research. (2006). Uniform 
Patient Assessment for Post-Acute Care. Prepared for the Centers for Medicare & Medicaid Services and the Iowa Foundation for 
Medical Care. https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-
Instruments/QualityInitiativesGenInfo/Downloads/QualityPACFullReport.pdf 
RTI International. (2009). Analysis of the Classification Criteria for Inpatient Rehabilitation Facilities: Report to Congress. Prepared 
for the Centers for Medicare & Medicaid Services. https://www.cms.gov/Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/downloads/rtc_analysis_classification_criteria_irf.pdf 

http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/Downloads/QualityPACFullReport.pdf
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/Downloads/QualityPACFullReport.pdf
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/downloads/rtc_analysis_classification_criteria_irf.pdf
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/downloads/rtc_analysis_classification_criteria_irf.pdf
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criteria too broadly to include many patient types could result in patients receiving a higher level of care 

than needed, and setting them too narrowly could jeopardize medically complex patients’ access to 

hospital-level care.  

 

Recommendations  

We recommend the following actions to ensure that the types of beneficiaries who currently receive 

specialized and resource-intensive PAC services in LTCHs will continue to receive access under a unified 

PAC PPS8: 

 

 Use assessment data in addition to claims data to enhance payment accuracy among high-acuity 

patients. (Payment-to-cost ratio among high acuity patients is 0.8)9. 

 Enhance the risk adjustment method so that the share of current PAC patients who would be paid 

high-cost outlier payments under PAC PPS would be similar in each PAC setting.  

 Consider applying setting-specific adjustments to a portion of the total payments to ensure payment 

accuracy and even distribution of outlier payments across settings for at least the duration of a 

transition period. 

 If considering a tiering approach, link payments to tiering in a unified PAC PPS by risk-adjusting 

payments and considering the additional cost associated with fulfilling the higher tier (e.g., Tier 2 in 

MedPAC’s proposal) CoP requirements. 

 Align all rules, regulations, and payment and policy adjustments that currently vary across PAC 

settings before the implementation of a unified PAC PPS (e.g., SNFs face 3-day stay requirements, and 

there is a wide disparity in co-payments for different settings).     

 Monitor utilization of PAC services after the transition period to a unified PAC PPS to identify changes 

in levels of care provided and access to care by beneficiaries and incorporate adjustments to a unified 

PAC PPS as needed. 

 

Conclusion 

The adoption of a unified PAC PPS, in its purest form, would effectively eliminate PAC setting-specific 

differences in payment rates.  Patient overlap across PAC settings would no longer raise concern since all 

settings face the same regulatory requirements and receive the same payment for treating similar 

patients. Depending on how a unified PAC PPS is implemented, the elimination of all differences between 

settings could have potential unintended consequences.  The current approach, with different CoPs, is 

intended to ensure that providers have the staffing and services available to meet the needs of patients 

of varying clinical complexity. However, the CoPs and associated requirements help ensure the safety of 

patients and that their care needs are met. Furthermore, the high-cost outlier payment and tiering 

                                                      
8 We assumed that a transition period is enacted before the unified PAC PPS is fully implemented.  
9 Medicare Payment Advisory Commission. (2016). Report to the Congress: Medicare and Healthcare Delivery System. MedPAC. 
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-
system.pdf 

http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
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approaches proposed by MedPAC are not sufficient to ensure that the most acute beneficiaries would be 

able to access this level of PAC under a unified payment system.   

 

Designing a strong unified PAC PPS also provides an opportunity to strengthen our health care system as 

it faces unprecedented challenges created by the coronavirus disease 2019 (COVID-19) pandemic.  The 

COVID-19 pandemic affected all segments of our health care sector, revealing their strengths and 

weaknesses, and prompting new thinking on care delivery and payment innovation to meet these new 

challenges. The post-acute care sector is no exception.  The COVID-19 pandemic is reshaping the role of 

PAC providers and generating additional ways in which they can support acute care providers, the 

challenges of containing infections in institutions with varying degrees of regulatory requirements, and 

the value of specialization.  The design of a unified PAC PPS should incorporate lessons learned from our 

experience in fighting COVID-19 and ensure that the PAC sector can address the new challenges of a post-

COVID-19 era. 

The design of a unified PAC PPS should result in the sickest Medicare beneficiaries maintaining access to 

quality PAC services.  It is only under a strong payment system design that ensures access to PAC services 

among all beneficiaries that a unified PAC PPS can fulfill its promise of a more efficient allocation of 

healthcare resources, while improving patient outcomes.



1 

 

I. The Opportunities and Challenges of a Unified Post-Acute Care Payment System 

In 2014, Congress passed the Improving Medicare Post-Acute Care Transformation Act of 2014 (IMPACT 

Act), which requires the Secretary of the Department of Health and Human Services (HHS) and the 

Medicare Payment Advisory Commission (MedPAC) to develop recommendations on the feasibility and 

design features of a unified post-acute care prospective payment system (PAC PPS).1 A unified PAC PPS 

would replace the current Medicare fee-for-service (FFS) payment systems for home health agencies 

(HHAs), skilled nursing facilities (SNFs), inpatient rehabilitation facilities (IRFs), and long-term acute care 

hospitals (LTCHs).   

 

Consolidating the Medicare PAC payment systems is not a new idea.  In the Deficit Reduction Act of 2005, 

Congress authorized the Post-Acute Care Payment Reform Demonstration (PAC-PRD) to assess whether a 

common set of patient assessment information could be collected from PAC providers and form the basis 

of a payment system.2  In its final report on the PAC-PRD, RTI International (RTI) concluded that a uniform 

set of data could be collected and used to reform the PAC payment systems.3  As required under the 

IMPACT Act, the Centers for Medicare & Medicaid Services (CMS) has begun collecting a set of 

standardized assessment elements from all PAC settings, building upon the work of the PAC-PRD.  

There are three primary factors motivating efforts to develop a unified PAC PPS: 

 

1. High and geographically variable PAC spending; 

2. Overlap in patient types treated across PAC settings; and 

3. Variation in Medicare payment levels across settings for similar patients. 

 

High PAC Spending and Geographic Variability. In 2017, Medicare spent $59 billion on PAC services, 

representing about 15 percent of all Medicare FFS spending, with over 40%4 of Medicare FFS 

beneficiaries discharged to a PAC setting after an inpatient hospital discharge.5,6  A 2013 study by the 

Institute of Medicine found that expenditures for PAC services explained 73 percent of the variation in 

                                                      
1 Improving Post-Acute Care Transformation Act. H.R. 4994. 113th Congress, 2nd session. (2014). 
 https://www.govinfo.gov/content/pkg/BILLS-113hr4994enr/pdf/BILLS-113hr4994enr.pdf.  
2 Deficit Reduction Act. H.R. 4241. 109th Congress (2005). https://www.congress.gov/bill/109th-congress/house-bill/4241. 
3 Gage, B., L. Smith, M. Morley, et al. (2011.) Post-Acute Care Payment Reform Demonstration: Report. Prepared for the Centers 
for Medicare & Medicaid Services. http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/Reports/Research-Reports-Items/PAC_Payment_Reform_Demo_Final.html.  
4 Medicare Payment Advisory Commission. (2016). Report to the Congress: Medicare and Healthcare Delivery System. MedPAC. 
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-
system.pdf. 
5 Medicare Payment Advisory Commission. (2019). “Report of the Congress: Medicare Payment Policy: Chapter 7: Crossing-
cutting issues in post-acute care. MedPAC.. http://medpac.gov/docs/default-
source/reports/mar19_medpac_entirereport_sec.pdf?sfvrsn=0.  
6 Cuubanski J, T. Neuman, M Freed. (2019). The Facts on Medicare Spending and Financing. Kaiser Family Foundation. 
https://www.kff.org/medicare/issue-brief/the-facts-on-medicare-spending-and-financing/.  

https://www.govinfo.gov/content/pkg/BILLS-113hr4994enr/pdf/BILLS-113hr4994enr.pdf
https://www.congress.gov/bill/109th-congress/house-bill/4241
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Reports/Research-Reports-Items/PAC_Payment_Reform_Demo_Final.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Reports/Research-Reports-Items/PAC_Payment_Reform_Demo_Final.html
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://medpac.gov/docs/default-source/reports/mar19_medpac_entirereport_sec.pdf?sfvrsn=0
http://medpac.gov/docs/default-source/reports/mar19_medpac_entirereport_sec.pdf?sfvrsn=0
https://www.kff.org/medicare/issue-brief/the-facts-on-medicare-spending-and-financing/
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Medicare FFS spending across geographic areas.7  In its September 2017 Report to Congress, MedPAC 

identified PAC services as the “primary driver” of the regional variation in per capita Medicare Parts A and 

B service use.8  

 

Overlap in Patient Types and Care.  Many have observed that patients with similar conditions are treated 

in more than one type of PAC setting. For example, IRFs and SNFs both care for patients following 

treatment for hip fracture. In its assessment of the PAC-PRD9, RTI concluded that, although patient 

complexity varied across PAC settings,10 the populations overlapped in the type of conditions and 

impairments treated and the type of care provided.  In its 2015 Report to Congress, MedPAC examined 

overlap in patient types in SNFs and IRFs, and found overlap between SNF and IRF patients based on 

Hierarchical Condition Category (HCC) risk scores and All Patient Refined-Diagnosis Related Group (APR-

DRG) severity of illness (SOI).11  Studies that examine overlap across PAC patients may face data 

limitations, if solely reliant on administrative data.  For example, claims data from the STACH prior to the 

PAC admission, which are often used to examine patient differences across PAC settings, reflect the 

patients’ reason for treatment in the STACH; however they do not indicate the patients’ level of severity 

at the point of discharge from STACH.  To the extent that patients who have the same reason for 

admission to STACH are at different points in their recovery during discharge from STACH (and admission 

to PAC), data from STACH claims would lead one to overstate the overlap in patients across PAC settings.  

Thus, while there may be overlap in patient types across PAC settings, measuring the extent of this 

overlap has been hampered by administrative data limitations. 

 

Variation in Medicare PAC Payments.  The Medicare payment systems for each of the PAC settings differ 

in terms of case mix, payment levels, and other factors (See Appendix).  A key difference is what the 

government is buying under each payment system:  Medicare pays for a stay under the IRF and LTCH 

payment systems with all ancillary services bundled in the payment, while SNFs are paid on a per diem 

basis, and HHAs are paid for a 30-day episode with additional costs covered under other programs, such 

as Medicare Part B and the End-Stage Renal Dialysis program.  These payment system differences result 

in varying payments for patients with similar conditions across PAC settings.   

 

                                                      
7 Institute of Medicine of the National Academies. (2013). Variation in health care spending: target decision making, not 
geography. Institute of Medicine of the National Academies. 
http://www.nationalacademies.org/hmd/~/media/Files/Report%20Files/2013/Geographic-Variation2/geovariation_rb.pdf.  
8 Medicare Payment Advisory Commission. (2017). Report to Congress: Regional Variation in Medicare Part A, Part B, and Part D 
Sending and Service Use. MedPAC. http://www.medpac.gov/docs/default-
source/reports/sept17_regionalvariation_report_final_sec.pdf?sfvrsn=0 
9 Gage, B., L. Smith, M. Morley, et al. (2011.) Post-Acute Care Payment Reform Demonstration: Report. Prepared for the Centers 
for Medicare & Medicaid Services. http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/Reports/Research-Reports-Items/PAC_Payment_Reform_Demo_Final.html 
10 According to RTI, cases with higher medical resource needs were associated with greater odds of being discharged to LTCHs.  
For example, 92 percent of the patients who were on ventilators, 71 percent of the patients needing total parenteral nutrition, 
and 30 percent of the patients requiring hemodialysis were discharged to LTCHs. 
11 Medicare Payment Advisory Commission. (2015). Report to the Congress: Medicare Payment Policy: Chapter 7: Medicare’s 
post-acute care: Trends and ways to rationalize payments. MedPAC. http://www.medpac.gov/docs/default-
source/reports/chapter-7-medicare-s-post-acute-care-trends-and-ways-to-rationalize-payments-march-2015-report-.pdf 

http://www.nationalacademies.org/hmd/~/media/Files/Report%20Files/2013/Geographic-Variation2/geovariation_rb.pdf
http://www.medpac.gov/docs/default-source/reports/sept17_regionalvariation_report_final_sec.pdf?sfvrsn=0
http://www.medpac.gov/docs/default-source/reports/sept17_regionalvariation_report_final_sec.pdf?sfvrsn=0
http://www.medpac.gov/docs/default-source/reports/chapter-7-medicare-s-post-acute-care-trends-and-ways-to-rationalize-payments-march-2015-report-.pdf
http://www.medpac.gov/docs/default-source/reports/chapter-7-medicare-s-post-acute-care-trends-and-ways-to-rationalize-payments-march-2015-report-.pdf
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While a unified PAC PPS presents an opportunity to standardize the payment systems and may encourage 

efficiency in the provision of PAC services, it could also jeopardize access to quality care for highly 

complex and costly beneficiaries.  Initial reports from MedPAC on a unified PAC PPS suggest that the 

prospective payment determination under a unified PAC PPS would presumably be based on the cost of 

care for the average patient within a patient classification group (i.e. patient type).12,13  Under this 

approach, payments under a unified PAC PPS would tend towards the costs incurred in the PAC settings in 

which the patient type is most commonly treated.  Since patient volume among PAC settings for 

Medicare FFS beneficiaries is highest for SNFs and HHAs, payments under a unified PAC PPS would tend 

towards payment levels for these settings. High acuity settings, such as IRFs and LTCHs, have higher costs 

and may not be able to receive adequate compensation for the level of care they currently provide, 

without significantly modifying their cost structures. 14  

 

LTCHs provide hospital-level care to chronically critically ill and medically complex patients who require 

hospitalization for extended periods.15,16  As hospitals whose patients are, on average, sicker and more 

expensive to care for than patients in other PAC settings, LTCHs and the patients they care for face 

potential risk from a unified PAC PPS for two reasons.  First, LTCH patients are the smallest PAC patient 

population when compared to other settings, accounting for less than 1 percent of all Medicare FFS 

beneficiaries discharged from short-term acute care hospitals.17  Second, the small LTCH patient 

population tends to represent the most severely ill patients (See Appendix).  As a result of these two 

factors, there exists a risk that payments under a unified PAC PPS may be less than what is needed to 

provide appropriate care to the most costly patients. In this white paper, we review current 

recommendations for a unified PAC PPS and consider alternative approaches to ensure continued access 

to high-quality PAC services among Medicare’s most severely ill beneficiaries.   

 

  

                                                      
12 Medicare Payment Advisory Commission. (2016). Report to the Congress: Medicare and Healthcare Delivery System. MedPAC. 
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-
system.pdf 
13 Medicare Payment Advisory Commission. (2019). Report to the Congress: Medicare and the Health Care Delivery System. 
MedPAC. http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf 
14 In 2017, about 5 million Medicare beneficiaries were treated by HHAs and SNFs (3.4 million in HHA and 1.6 million in SNF) 
while 340,000 were treated by IRFs and 103,000 by LTCHs. Medicare Payment Advisory Commission. (2019). Report to the 
Congress: Medicare Payment Policy. MedPAC.  http://www.medpac.gov/docs/default-
source/reports/mar19_medpac_entirereport_sec.pdf 
15 Medicare Payment Advisory Commission. (2019). Long-Term Care Hospitals Payment System. MedPAC. 
http://medpac.gov/docs/default-source/payment-basics/medpac_payment_basics_19_ltch_final_v2_sec.pdf 
16 Kahn JM, et al. (2013). Effectiveness of Long-Term Acute Care Hospitalization in Elderly Patients with Chronic Critical Illness. 
Medical Care; 51(1):4-10. doi: 10.1097/MLR.0b013e31826528a7. 
17 Based on authors’ analysis of Medicare claims data. 

http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf
http://www.medpac.gov/docs/default-source/reports/mar19_medpac_entirereport_sec.pdf
http://www.medpac.gov/docs/default-source/reports/mar19_medpac_entirereport_sec.pdf
http://medpac.gov/docs/default-source/payment-basics/medpac_payment_basics_19_ltch_final_v2_sec.pdf
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II. Approaches to Ensuring Access to High-Quality Post-Acute Care for Costly Patients 
 
Ensuring beneficiaries receive continued access to high-quality PAC services under a unified PAC PPS 

depends on, at least, two key factors.  First, payments should accurately reflect the cost of care.  

Medicare prospective payment systems establish fixed payment rates for clinically similar patients based 

on the relative resources required to care for specific types of patients as compared to an average patient 

(relative weight).  This approach results in payment rates correlating with the average cost of caring for 

clinically similar patients, although payment levels may systematically over- or under-compensate the 

cost of care depending on the level of the standardized payment amount (which translates the relative 

weights into payments). Second, providers should have the staffing and clinical resources needed to 

provide safe and quality care for the patients that they treat.  To address this issue, CMS enforces 

regulatory requirements that providers must meet to participate in Medicare [referred to as the 

Conditions of Participation (CoPs) or Requirement for Participation (RfP)].  While CoPs/RfPs establish 

minimum requirements for quality care, CMS has implemented additional measures over the last several 

years intended to improve quality, including the public reporting of quality measures and value-based 

incentive programs.18   

 

As required by the IMPACT Act, both MedPAC and HHS (through CMS and the Assistant Secretary for 

Planning and Evaluation) have started to develop recommendations on the design of a unified PAC PPS 

that addresses the factors required to maintain access to high-quality PAC services under a unified 

system. In its June 2016 Report to Congress and subsequent reports, MedPAC assessed whether a system 

could be developed that achieves a sufficient level of payment accuracy and made recommendations on 

the design of a unified PAC PPS, including needed policy adjustments to account for high-cost cases as 

well as changes to the CoPs/RfP. Beginning in 2018, HHS started its work on a unified PAC PPS.19   

 

In the sections below, we review approaches used in prospective payment systems and those 

recommended by MedPAC to ensure access to high-quality PAC services under a unified PAC PPS. 

 
Payment Accuracy  
 

A unified PAC PPS should encourage the efficient provision of PAC services while avoiding unintended 

consequences, such as favorable (profitable) selection of cases (“cherry picking”), withholding beneficial 

but costly care (“stinting on care”), and reducing access to care for the sickest and most costly patients.  

Reduced access to PAC services for the sickest patients could result in longer stays in STACHs, specifically 

in intensive care units (ICUs), potentially creating bottlenecks.  A key to avoiding such undesirable 

outcomes is designing a system that accurately pays for the care required by patients with different 

needs.  

                                                      
18 While Medicare has several value-based incentive programs for short-term acute care hospitals, similar programs for PAC 
providers are non-existent or are just beginning. 
19 To date, HHS has convened two technical expert panels and has begun to share its thoughts on designing a unified PAC PPS.  
However, it has not released its report and is still in the development phase.  Therefore, we did not review its work in this paper. 
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Under the current PAC payment systems, payment rates vary considerably across provider types, ranging 

from a standardized payment amount of approximately $60 per day for HHA to approximately $1,700 per 

day for care in an LTCH.20  The wide variation in payment rates across PAC providers reflects two issues.  

First, the variation in payment rates across PAC providers reflects differences in the complexity of 

patients treated across PAC settings. For example, based on the STACH claim prior to a PAC stay, over 55 

percent of LTCHs patients are classified as the highest severity of illness level (based on 3M All-Patient 

Refined Diagnosis Related Group Severity of Illness Score), as compared to 14.1 percent for SNFs, 13.5 

percent for IRFs, and 8 percent for HHA (Appendix).  To the extent that these differences in payment 

rates reflect patient needs, the new payment system should also reflect this variation in the cost of caring 

for a diverse patient population.   

 

Second, the variation in payment rates across PAC providers reflects differences across PAC payment 

systems. LTCH and IRF payment systems reimburse the providers per stay and provide one bundled 

payment for all services covered during the stay.  For example, if an LTCH patient receives dialysis or 

debridement in another facility during his/her LTCH stay, LTCH reimburses the provider of dialysis or 

debridement services from the LTCH Medicare payment received for the stay.  However, if an SNF or HHA 

patient receives dialysis or debridement from another provider, the provider may receive a direct 

payment from CMS in some instances. Furthermore, the benefit structure, including co-pays and 

deductibles, varies under current PAC payment systems.  The level of bundling should be consistent 

across all PAC providers under a unified PAC PPS to ensure that all PAC providers face the same financial 

incentives provided by the payment system.  It is not clear how the benefit structure will be designed 

under a unified PAC PPS.  However, it is clear that benefit structures should be consistent across PAC 

settings to ensure that beneficiary payments are the same for identical cases across settings and that 

payments to PAC providers are truly uniform across PAC settings.  

 

Given the wide variation in the resource needs of patients across PAC settings, policymakers will need to 

consider a combination of approaches to achieve payment accuracy.  In prospective payment systems, 

key tools to achieve payment accuracy and reduce negative, unintended consequences include adequate 

risk adjustment and the inclusion of an outlier policy.   

 

Risk Adjustment 
 

In its Medicare FFS payment systems, CMS risk adjusts its payments to account for systematic differences 

in the resource requirements of different types of patients.  In the context of payment systems, risk 

adjustment is the process of modifying payments for patient factors that are predictive of treatment 

costs, such as principal diagnosis, comorbidities, and functional status.  Policymakers use risk adjustment 

to help achieve payment accuracy; that is, risk adjustment helps ensure that payments reflect the cost of 

caring for different types of patients. To assess payment accuracy, payment system developers compare 

                                                      
20 We approximated these per-diem payment rates by dividing the HHA 30-day episode rate by 30 and the LTCH standardized 
rate per discharge by 25 days.  
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average payments and costs for specific patient groups.  Payment-to-cost ratios (PCRs) should be: (1) 

above 1.0; and (2) similar across different groups of patients.  The first criterion helps ensure that 

payments are, on average, adequate to cover the cost of care, while the second criterion helps ensure 

that profitability does not vary significantly across patient types.  

 

To assess the feasibility of a unified PAC PPS, MedPAC used a regression-based risk-adjustment approach 

to develop payments.21  Payments varied based on over 75 factors, including patient age, gender, reason 

for treatment, measures of comorbidities, and proxy measures for functional and cognitive status.  Most 

of the risk-adjustment factors were based on information reported on a STACH claim for the hospital stay 

prior to and most proximate to the PAC stay.  MedPAC assessed payment accuracy by constructing PCRs 

for different groups of patients across PAC settings.  It concluded that the development and 

implementation of a unified PAC PPS is feasible because its payment model achieved an adequate level of 

payment accuracy.     

 

While MedPAC concluded that its model achieved payment accuracy, there remain questions regarding 

its conclusion for practical and technical reasons.  First, MedPAC included a long list of factors in its 

regression-based risk adjustment approach.  Whether, in practice, such an approach is feasible for 

establishing payments under a unified PAC PPS is uncertain.  Second, MedPAC likely overstates its level of 

payment accuracy due to “overfitting” from using the same data to develop the risk-adjustment model 

and assess payment accuracy. Third, payment accuracy was assessed for specific patient types at an 

aggregate, national level, masking potential accuracy issues at the setting or geographic level.  Fourth, 

MedPAC used claims data to capture patient severity. While some of the differences in severity between 

LTCH patients and other PAC patients are captured in claims data and, therefore, may be reflected in the 

unified PAC PPS payment rates developed by MedPAC, claims data may be inadequate to fully reflect the 

clinical severity of LTCH patients, due to limitations in diagnostic coding in administrative data. 

 

In designing a unified PAC PPS, a new risk-adjustment method will need to be developed that would 

replace the very different approaches currently used to establish payments in PAC settings.  Achieving 

payment accuracy under a unified PAC PPS will be more challenging than achieving payment accuracy 

under the current, separate PAC payment systems. A unified PAC PPS would cover a more heterogeneous 

population of Medicare beneficiaries than is currently covered under the four “siloed” PAC payment 

systems. Payment accuracy under a unified PAC PPS will require a risk-adjustment approach that captures 

not only the variation in patient costs within each setting but across settings.   

 

Successful risk adjustment will depend, in part, on the quality of the data – claims and assessment 

information – on which to develop risk-adjustment factors.  Some of the differences in severity between 

LTCH patients and other PAC patients are captured in claims and assessment data may be reflected in a 

unified PAC PPS payment rates. Other important clinical factors may not be observed in such data.  

                                                      
21 Medicare Payment Advisory Commission. (2016). Report to the Congress: Medicare and Healthcare Delivery System. MedPAC. 
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-
system.pdf 

http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
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Currently, cross-setting patient differences, including differences unobservable to system designers, are 

accounted for, to some extent, by the setting-specific standardized payment rates.  While assessment 

data may help fill the gap in fully describing the clinical profile of patients, a unified PAC PPS may face the 

challenge of achieving payment accuracy without the use of setting-specific standardized payment rates. 

 

Outlier Payments and Policy Adjustments 
 

CMS includes other payment and policy adjustments in its prospective payment system to improve 

payment accuracy and achieve certain policy objectives. These other payment adjustments are made in 

recognition that, although a PPS may make, on average, payments that reflect costs, some patients may 

be outliers in terms of their treatment costs and impose significant losses on providers.  Patients may also 

be outliers at the other end of the cost distribution; that is, they may have lengths of stays and treatment 

costs that are extremely low relative to the average.  In the LTCH PPS and IRF payment systems, CMS 

includes both a high-cost outlier policy and a short-stay outlier policy.      

 

MedPAC recommended that a unified PAC PPS include both high-cost and short-stay outlier policies.  To 

encourage provider efficiency, high-cost outlier policies (and the one recommended by MedPAC for a 

unified PAC PPS) are not intended to cover the full cost of an outlier case.  The policy includes a fixed-loss 

threshold, the amount of money that a provider must lose on a case before additional (outlier) payments 

are provided.  In addition, only a fraction of the additional costs above the fixed-loss threshold is 

reimbursed.  In its June 2016 Report to Congress, MedPAC noted that its model did not predict costs well 

for the highest acuity cases (payment-to-cost ratio of 0.80) and that 54 percent of these cases were 

treated in LTCHs (although LTCH cases make up 1% of all PAC cases).22   

 

The inpatient prospective payment system for STACHs includes additional payments for teaching 

hospitals and hospitals that treat a disproportionate share of low-income patients (Medicare DSH 

Payments). The Inpatient Prospective Payment System (IPPS) payments to teaching hospitals, indirect 

medical education payments, compensates hospitals for higher patient care costs at these institutions.  

CMS established DSH payments to offset the cost burden associated with caring for patients who may not 

be able to pay for care.  These examples demonstrate that, in some cases, payment systems can include 

adjustments intended to achieve policy objectives.    

 

Conditions of Participation and Quality of Care 
 

Conditions of Participation 
 

To ensure patient safety and minimum quality standards, PAC settings differ in the requirements that 

providers must meet to participate in Medicare [referred to as the Conditions of Participation (CoPs) or 

                                                      
22 Medicare Payment Advisory Commission. (2016). Report to the Congress: Medicare and Healthcare Delivery System. MedPAC. 
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-
system.pdf 

http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
http://www.medpac.gov/docs/default-source/reports/june-2016-report-to-the-congress-medicare-and-the-health-care-delivery-system.pdf
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Requirement for Participation (RfP)].  These differences correspond to the variation in the complexity of 

patients and their care needs across settings.  LTCHs and IRFs are required to meet the standards of acute 

care hospitals in recognition of the complex needs of the patients they treat, including the requirement of 

daily physician oversight and interaction.  In contrast, SNFs and HHAs must meet less stringent 

requirements to care for Medicare beneficiaries.  SNFs, for example, must have a physician supervise a 

patient’s care but are only required a physician to visit the patient at least once every 30 days for the first 

90 days and at least once every 60 days thereafter. In addition, LTCHs have high-cost equipment and 

systems, such as high flow oxygen systems and lifesaving systems, which are not required in SNFs. The 

CoPs/RfPs help ensure that providers meet at least a minimum standard of qualifications and quality for 

the care they are intending to provide.  The variation in CoPs also results in differences in costs (fixed and 

variable) across PAC settings. 

  

MedPAC recognizes that patients have different needs and that a mechanism must be in place to ensure 

that providers are capable of meeting those needs.  In its June 2019 Report to Congress, MedPAC 

proposed a two-tiered approach to distinguish between patient types based on their level of care needs 

and cost of care.23  Its proposed tiered approach would also establish criteria for providers that would 

differentiate capabilities and the patients they could treat.  The first tier would include patients with low 

level of care needs.  All PAC providers meeting the minimum standards of CoPs could treat Tier 1 patients.  

Patient types with higher level of care needs would be designated as Tier 2 patients. Providers wishing to 

care for Tier 2 patients would need to demonstrate specific capabilities to treat patients with specialized 

care needs, such as chronically critically ill patients and those needing ventilator support.  Tier 2 

requirements would vary by patient type and providers willing to treat different types of Tier 2 patients 

will have to fulfill the Tier 2 requirements for each patient type they wish to treat.  In this approach, CMS 

would modify the provider-based CoPs for PAC providers to patient-based tier requirements, where Tier 2 

requirements may vary by patient type.  

 

As proposed, providers meeting the higher tier level would not receive additional payments to cover the 

added costs associated with Tier 2 requirements.  Instead, MedPAC assumes that the risk-adjustment 

approach would result in higher payments for those patient types that are designated as Tier 2.  If 

designed well, MedPAC’s view is that the unified PAC PPS would achieve payment accuracy for different 

patient types.  Moreover, MedPAC’s view is that PAC providers would respond to the new incentives in a 

unified PAC PPS by modifying their cost structures through, presumably, by taking a wider range of 

patient types and varying complexity levels.  

 

Value-Based Incentive Program 
 

To ensure quality of care, MedPAC proposes that a unified PAC PPS implement a value-based incentive 

program (VBIP) that would reward high performing PAC providers and penalize poor performers based on 

measures of quality and efficiency.  For MedPAC, the combination of the tiered approach for patients and 

                                                      
23 Medicare Payment Advisory Commission. (2019). Report to the Congress: Medicare and the Health Care Delivery System. 
MedPAC. http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf 

http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf
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CoPs and a VBIP would serve to protect beneficiaries from low-quality providers.  At its September 2019 

meeting, MedPAC proposed using a small number of claims-based measures for a VBIP that include: 

 

1. All-condition hospitalizations within a PAC stay; 

2. Successful discharge to the community; and 

3. Medicare spending per beneficiary  

 

Based on the discussion at the MedPAC meeting, the performance on the VBIP measures appeared to 

vary significantly across PAC settings.  For some commissioners, this variation raised concerns regarding 

the ability of policymakers to accurately risk-adjust for differences in patient complexity across PAC 

settings in a VBIP.  

 

III. Critical Assessment of Approaches Proposed for Ensuring Access to High-Quality Post-
Acute Care Services 

 
One of the fundamental challenges in designing a unified PAC PPS is how to ensure access to high-quality 

PAC for critically chronically ill and medically complex patients who tend to have high health care costs.  

We argue that access to hospital-level PAC services is required for critically chronically ill and medically 

complex patients, and the unified PAC PPS should maintain beneficiaries’ access to this level of care.  

Hospital-level PAC care should be recognized as separate and distinct from short-term acute hospital care 

for two reasons.  First, hospital-level PAC providers can develop, provide, and maintain more specialized 

programs of care. These providers focus on admitting a relatively small number of severely ill patients in 

specific diagnostic categories. These patients are admitting from multiple short-term acute care hospitals 

resulting in a critical mass of patients that support a clinical program for individuals who would benefit 

from an extended hospital stay.  In doing so, these PAC providers and their staff gain a level of specialized 

skills and clinical acumen that would otherwise be more difficult to achieve. In addition, it allows the 

facility to invest the unique resources needed to care for these patient groups.  Second, hospital-level 

PAC providers that focus on the treatment of the most acute patients relieve pressure on STACHs and 

allow STACHs to devote resources to their main populations.   

 

MedPAC has recognized the concern that a unified PAC PPS should ensure access to high-quality care for 

medically complex patients and offered two approaches for addressing it: 1) a high-cost outlier policy and 

2) tiering.  In their current form, both proposed approaches have weaknesses that could jeopardize 

beneficiaries’ access to hospital-level PAC services under a unified PAC PPS.  Below we provide a critical 

assessment of each approach. 

 

Outlier Payments 
     

The purpose of the high-cost outlier policy is to compensate PAC providers for unusually high-cost stays 

that would be subject to payment inaccuracy under a unified PAC PPS.  In describing the high-cost policy, 

MedPAC has stated the following: “A high-cost outlier policy and a multiyear transition would give 
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providers time to adjust their costs and practice patterns to match the unified PAC PPS payments. To help 

compensate for inaccurate payments for high-cost stays during the transition period, the design could 

include a large outlier pool that would get smaller over time as assessment data and refinements were 

incorporated into the unified PAC PPS.”24 

 

These statements suggest that MedPAC views the high-cost outlier policy as a design feature that 

supports the unified PAC PPS rather than serves as a central feature.  We agree with that assessment; a 

high-cost outlier policy should be included in a unified PAC PPS to support efforts to ensure access to care 

by high-cost beneficiaries.  However, it should not be viewed as the main safeguard for ensuring high-cost 

beneficiaries’ access to hospital-level PAC services.   

 

Our empirical modeling revealed that under a unified PAC PPS similar to the model developed by 

MedPAC, LTCH patients would account for up 35% of all outlier payments (assuming no change in case-

mix or costs) despite representing only 1% of the PAC patient population.  It is not clear how these 

beneficiaries’ access to hospital-level care will be maintained over time under a unified PAC PPS.  Based 

on its statements, MedPAC views this high-cost outlier population to grow smaller over time as providers 

adjust their cost structures to the payments.   

 

MedPAC expects high-cost PAC providers to lower their overall average cost over time to match the 

unified PAC PPS payment levels.  Specifically, MedPAC states in its June 2017 Report to Congress: “A high-

cost outlier policy would help moderate the financial impacts of the new PPS on providers, especially as 

high-cost providers modify their cost structures and mix of patients.”  One way for specialized PAC 

providers, such as LTCHs, to lower their average cost could be to grow in size, treat a larger number of 

patient types, including lower acuity cases, and achieve lower average cost as a result of higher volume.  

PAC providers may then establish Tier 2 units as they lower their overall average cost.  Increasing volume, 

however, may lead to barriers in access to care, particularly for patients who require specialized care, if 

the primary mechanism is through consolidation and closures.  For example, LTCHs could increase the 

size of their patient population by serving a larger market area, which may require patients to travel 

further from home to receive care in an LTCH.   

 

Although the high-cost outlier policy is a useful policy that should be included in a unified PAC PPS, its role 

in ensuring access to hospital-level care among Medicare beneficiaries in need of such care is limited.  

The reason is that high-cost outlier policy does not cover the full cost of care, leaving providers to incur 

losses in treating these patients.  Therefore, it does not provide a long-term solution for ensuring access 

to care for high-cost beneficiaries.  Ultimately, the real driver for ensuring access will be payments that 

accurately reflect the cost of caring for such patients.  Exposing a large portion of the LTCH Medicare 

population to the high-cost outlier policy only highlights the risks that the LTCH population faces in 

maintaining their access to hospital-level PAC services under a unified PAC PPS.   

 

                                                      
24 Medicare Payment Advisory Commission (2017).  Report to Congress: Medicare and Healthcare Delivery System. MedPAC. 
http://www.medpac.gov/docs/default-source/reports/jun17_reporttocongress_sec.pdf 

http://www.medpac.gov/docs/default-source/reports/jun17_reporttocongress_sec.pdf
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Tiering 
 

Regulatory requirements that accompany the unified PAC PPS will play a key role in achieving two goals: 

1) ensuring that PAC providers face standard cost requirements while caring for similar patients; 2) 

ensuring beneficiary access to different levels of PAC services, particularly hospital-level PAC services that 

has higher cost requirements.  MedPAC’s tiering approach may be an important step towards 

accomplishing the first goal of aligning regulatory requirements across PAC providers.  MedPAC’s 

approach establishes a standard set of regulatory requirements across PAC providers that are based on 

patient characteristics.  A standard set of regulatory requirements ensure that providers face similar cost 

obligations for treating similar patients; therefore, they are a necessary element in a payment system in 

which providers receive the same payment for treating similar patients.   

 

MedPAC’s tiering approach, however, is not sufficient to ensure beneficiary access to different levels of 

care currently available in PAC settings, particularly hospital-level PAC, under a unified PAC PPS.  While 

the MedPAC tiering approach would establish higher CoPs for treating more acute patients, these higher 

CoPs are not explicitly considered in payment determination.  Furthermore, MedPAC has not provided 

clarity on whether Tier 2 providers would have to meet the requirements established for hospital-level 

care.  Given this ambiguity, we illustrate the weaknesses of MedPAC’s tiering approach using the example 

of sepsis patients and considering two alternative definitions for Tier 2 level of care for sepsis patients: 1) 

the facility requirements for Tier 2 providers to treat sepsis patients are higher than the Tier 1 

requirements but lower than current hospital CoPs; and 2) facility requirements for Tier 2 providers to 

treat sepsis patients are the same as the current hospital CoPs. 

 

If Tier 2 facility requirements for sepsis patients are set at a level higher than Tier 1 but lower than 

hospital-level care, Tier 2 requirements serve as minimum facility requirements for treating sepsis 

patients.  In that case, MedPAC may argue that the value incentive program along with the high-cost 

outlier policy would incentivize PAC providers to offer hospital-level PAC to those sepsis patients who 

need this higher level of care.  We believe that the incentives for voluntary investments in the care 

provided by the value incentive program cannot substitute for the minimum level of care requirements 

that are instituted by current CoPs.  Moreover, the outlier policy as proposed by MedPAC would result in 

these cases being underpaid. 

 

Alternatively, Tier 2 facility requirements for treating sepsis patients may be the same as the current CoPs 

for hospitals.  In that case, PAC providers treating sepsis patients would not be adequately reimbursed for 

the cost of providing hospital-level of PAC services to these patients.  Payment inadequacy would stem 

from the fact that the unified PAC PPS payments for sepsis patients, if based on historical patterns, would 

be geared towards the costs incurred by SNFs, the most frequent PAC setting for sepsis patients while the 

costs of treatment would reflect costs incurred by hospital-level PAC providers.  Under this system, PAC 

providers would be reluctant to obtain Tier 2 certification for treatment of sepsis patients as payment 

would likely not be sufficient to cover their treatment cost.   
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Payment inadequacy created by setting Tier 2 requirements at hospital level may be mitigated by 

implementing a transition period for unified PAC PPS that involves blended payments (payment based on 

an average of current and PAC PPS payments).  One could argue that this would lessen the impact of 

payment changes on PAC providers in the short term and mitigate some concerns regarding the effects of 

the two-tiered approach.  Since the tiering approach only permits the treatment of Tier 2 patients in only 

Tier 2 providers, during the transition period, all Tier 2 patients would move to Tier 2 providers, allowing 

policymakers to observe costs of care for Tier 2 patients and determine payments more accurately.  Re-

basing payments based on cost data from the transition period would allow unified PAC payments to 

more accurately determine payments before full implementation.   

 

The success of a tiering approach depends critically on experts’ ability to identify patients in need of Tier 2 

or hospital-level PAC based on information available in claims and assessment data.  Previous efforts to 

identify patients who need hospital level PAC care (in LTCH and IRF)  have shown the limitations of claims 

and assessment data in classifying patients and the need for clinician input in determining the level of 

care needs of patients discharged from hospital to PAC.25  For example, coding of comorbidities in claims 

data does not distinguish between patients with active and uncontrolled comorbidities and those whose 

comorbidities have been controlled and are in a chronic state.   

 

Unlike the patient criteria in the LTCH PPS, patient criteria in a unified PAC PPS would require patients 

meeting Tier 2 criteria to only be treated in providers with Tier 2 requirements, according to MedPAC’s 

approach.  Without clear patient criteria for receipt of hospital-level care, setting the patient criteria too 

broadly to include many patient types could result in some patients receiving a higher level of care than 

needed, and setting them too narrowly could jeopardize many medically complex patients’ access to 

hospital-level of care.  

 

IV. Recommendations 
 
A unified PAC PPS may provide an opportunity to enhance efficiency in the provision of PAC services to 

millions of Medicare beneficiaries who require institutional and non-institutional care following an acute 

care hospitalization every year.  The challenge lies in the development of a payment system that achieves 

payment accuracy across PAC patients who vary in their conditions, severity, and levels of care needed.  

Lack of payment accuracy in a payment system threatens access to patients who are the sickest and 

                                                      
25  Medicare Payment Advisory Commission. (2019). Report to the Congress: Medicare and the Health Care Delivery System. 
MedPAC. http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf 
University of Colorado at Denver and Health Sciences Center, Division of Health Care Policy and Research. (2006). Uniform 
Patient Assessment for Post-Acute Care. Prepared for the Centers for Medicare & Medicaid Services and the Iowa Foundation for 
Medical Care. https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-
Instruments/QualityInitiativesGenInfo/Downloads/QualityPACFullReport.pdf 
RTI International. (2009). Analysis of the Classification Criteria for Inpatient Rehabilitation Facilities: Report to Congress. Prepared 
for the Centers for Medicare & Medicaid Services. https://www.cms.gov/Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/downloads/rtc_analysis_classification_criteria_irf.pdf 
 

http://medpac.gov/docs/default-source/reports/jun19_medpac_reporttocongress_sec.pdf
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/Downloads/QualityPACFullReport.pdf
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/Downloads/QualityPACFullReport.pdf
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/downloads/rtc_analysis_classification_criteria_irf.pdf
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/downloads/rtc_analysis_classification_criteria_irf.pdf
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require the most costly care – among PAC patients these tend to be patients who require the specialized 

PAC services provided by LTCHs.   

 

While tiering approaches and the high-cost outlier policy proposed by MedPAC are useful steps towards 

maintaining access to hospital-level PAC services for the sickest Medicare beneficiaries, they are not 

sufficient to ensure that the most acute beneficiaries would be able to access this level of PAC services 

under a unified payment system.  We recommend the following actions to help ensure that the types of 

beneficiaries who currently receive specialized and resource-intensive PAC services in LTCHs will continue 

to have similar access under a unified PAC PPS26: 

 

 Use assessment data in addition to claims data to enhance payment accuracy among high-acuity 

patients. (Payment-to-cost ratio among high acuity patients is 0.8). 

 Enhance the risk adjustment method so that the share of current PAC patients who would be 

paid high-cost outlier payments under PAC PPS would be similar in each PAC setting.  

 Consider applying setting-specific adjustments to a portion of the total payments to ensure 

payment accuracy and even distribution of outlier payments across settings for at least the 

duration of a transition period. 

 If considering a tiering approach, link payments to tiering in a unified PAC PPS by risk-adjusting 

payments and considering the additional cost associated with fulfilling the higher tier (e.g., Tier 2 

in MedPAC’s proposal) CoP requirements. 

 Align all rules, regulations, and payment and policy adjustments that currently vary across PAC 

settings before the implementation of a unified PAC PPS (e.g., SNFs face 3-day stay requirements, 

and there is a wide disparity in co-payments for different settings).     

 Monitor utilization of PAC services after the transition period to a unified PAC PPS to identify 

changes in levels of care provided and access to care by beneficiaries and incorporate 

adjustments to a unified PAC PPS as needed. 

 

V. Conclusions 
 

The adoption of a unified PAC PPS, in its purest form, would effectively eliminate PAC setting-specific 

differences in payment rates.  The alignment of payments across PAC settings would address the 

motivating factors behind a unified PAC PPS (i.e. geographic variation in PAC spending, patient overlap 

across PAC settings, and the variation in payments across setting for similar patients).  Geographical 

variation in PAC use and spending would be reduced as setting-specific payment rates are eliminated 

under a unified PAC PPS, although there will likely still be variation between cases discharged to PAC 

settings and discharged home.  A unified PAC PPS, by definition, would eliminate the variation in 

payments across settings for similar patients.  Patient overlap across PAC settings would no longer raise 

                                                      
26 We assumed that a transition period is enacted before the unified PAC PPS is fully implemented. 
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concern since all settings face the same regulatory requirements and receive the same payment for 

treating similar patients. 

 

Depending on how a unified PAC PPS is implemented, the elimination of all differences between settings 

could have potential unintended consequences.  The current approach, with different CoPs, is intended 

to ensure that providers have the staffing and services available to meet the needs of patients of varying 

clinical complexity.  The prevailing view of many proponents of a unified PAC PPS is that these facility-

based regulatory differences are not particularly useful because they are inadequate to differentiate the 

types of patients cared for at each setting.  However, the CoPs and associated requirements help ensure 

the safety of patients and that their care needs are met.  Furthermore, the high-cost outlier payment and 

tiering approaches proposed by MedPAC are not sufficient to ensure that the most acute beneficiaries 

would be able to access this level of PAC under a unified payment system.   

 

Designing a strong unified PAC PPS also provides an opportunity to strengthen our health care system as 

it faces the unprecedented challenges created by the coronavirus disease 2019 (COVID-19) pandemic.  

The COVID-19 pandemic affected all segments of our health care sector, revealing their strengths and 

weaknesses, and prompting new thinking on care delivery and payment innovation to meet these new 

challenges. The post-acute care sector is no exception.  The COVID-19 pandemic is forcing us to consider 

reshaping the role of PAC providers and generating additional ways in which they can support acute care 

providers, the challenges of containing infections in institutions with varying degrees of regulatory 

requirements, and the value of specialization.  The design of a unified the PAC PPS should incorporate 

lessons learned from our experience in fighting COVID-19 and ensure that the PAC sector can address the 

new challenges of a post-COVID-19 era. 

 

The design of a unified PAC PPS should result in the sickest Medicare beneficiaries maintaining access to 

quality PAC services.  It is only under a strong payment system design that ensures access to PAC services 

among all beneficiaries that a unified PAC PPS can fulfill its promise of a more efficient allocation of 

healthcare resources, while improving patient outcomes.
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VI. Appendix 
 

Appendix Table 1. Basic Structure and Features for LTCHs, IRFs, and SNFs 
 LTCH IRF SNF 

Basic Payment 

MS-LTC-DRG - Medicare’s payment to 
LTCHs is determined by adjusting the 
base payment rate for geographic 
factors and case mix. Medicare 
patients are assigned to MS-LTC-DRGs 
as a patient classification system, 
similar to MS-DRGs. 
 
Site-Neutral Rate  
All cases not directly admitted from an 
IPPS hospital or did not receive 
prolonged mechanical ventilation are 
paid the generally lower site-neutral 
rate. 

CMGs - Medicare’s payment to 
IRFs is determined by adjusting 
the base payment rate for facility 
characteristics, geographic factors 
and case mix. Medicare patients 
are assigned to weighted case-mix 
groups (CMGs) that are further 
divided into 4 tiers based on 
comorbidities.  
  

PDPM (October 1, 2019) - Per-
diem payment adjustments are 
made based on the combination of 
six payment components, five of 
which are case-mix adjusted for 
comorbidities. These components 
modify payment based on changes 
in utilization of services over the 
course of a stay. There is also a 
non-case-mix adjusted component 
to cover the utilization of SNF 
resources that don’t vary according 
to patient characteristics. 
   

Interrupted 
Stay 

3 Day or Less Interruption 
Any test, procedure, or care provided 
to an LTCH patient during the 
interruption is the responsibility of the 
LTCH. 
  
More than 1 Day Interruption 
If the patient’s outsourced stay falls 
within the fixed-day period when the 
patient is readmitted to the LTCH, the 
entire stay is an interrupted stay. LTCH 
receives one payment and is eligible 
for high-cost outlier, if applicable.   

3 Day or Less Interruption 
An interrupted stay is defined as 
those in which a beneficiary is 
discharged from the IRF and 
returns within 3 consecutive 
calendar days. Interruption of the 
stay days will not be used to 
calculate LOS.  
  

3 Day or Less Interruption 
If conditions are met, the 
subsequent stay is considered a 
continuation of the previous stay 
for the purposes of the per-diem 
schedule. 
  

Consolidated 
Billing 

LTCH responsible for the entire 
package of services a patient receive 
during a stay with exception during > 
3-day interrupted stays. 

IRF responsible for the entire 
package of services a patient 
receive during a stay. 

With some exceptions, places 
Medicare billing responsibility on 
the SNF for the entire package of 
services its residents receive 
during the course of a covered Part 
A stay.  
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Research Brief: Patient Differences 
Across Post-Acute Care

Post-acute care (PAC) is an essential 
health service for patients requiring 
additional care before transitioning 
home or into the community.

•  Forty-two percent of Medicare fee-for-service 
hospitalized patients utilize PAC after discharge.

•  Among those patients utilizing PAC, the majority of 
patients are discharged to skilled nursing facilities 
(SNFs). The remaining patients are discharged to 
home health agencies (HHA), inpatient rehabilitation 
facilities (IRFs), and long-term care hospitals (LTCHs), 
in that order.

The severity of patients vary across 
PAC settings with 55% of patients 
discharged to an LTCH having the 
highest severity of illness (SOI) as 
compared to 14% and 8%  for SNF 
and HHA, respectively.

•   Based on the assigned SOI of patients as determined by 
information on the acute care hospital claim prior to PAC, 
mortality and readmission rates are significantly higher 
for patients at the highest SOI.

•  About 28% of SOI 4 patients (most severe) discharged 
to a PAC setting die within 90 days, which is about 7 
times higher than SOI 1 patients (SOI 1: 4%; SOI 2: 8%; 
SOI 3: 18%). 

•  Among patients with SOI 4, 90-day hospital readmission 
rates are 43%. Readmission rates fall as patient severity 
decreases (SOI 1: 15%; SOI 2: 24%; SOI 3: 37%).

SOURCE:  KNG Health Consulting, LLC analysis of 2014–2016 Medicare 
Inpatient, Skilled Nursing Facility, and Home Health Agency Standard 

Analytic Files and 2013-2016 Denominator Files.
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Inpatient, Skilled Nursing Facility, and Home Health Agency Standard 
Analytic Files and 2013-2016 Denominator Files. NOTE:  SOI assigned based 

on 3M™ All Patient Refined DRG grouper.
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•  LTCHs must meet 
Medicare’s Conditions 
of Participation for 
hospitals. 

•  A physician must be 
present or on-call at  
all times.

•  Nursing services 
must be provided 
or supervised by a 
registered nurse (RN) 24 
hours a day. In addition, 
an RN or licensed 
practical nurse (LPN) 
must be assigned to the 
care of patients at all 
times, with exceptions 
for rural hospitals. 

•  Medicare Fee-for-
Service patients who 
meet patient criteria 
must have an average 
length of stay (ALOS) 
greater than 25 days. 

•  IRFs must meet all 
requirements listed 
for LTCHs with the 
exception of the ALOS 
requirement.

•  A physician must 
lead a coordinated 
interdisciplinary 
approach to care and 
supervise rehabilitation 
services with patients at 
least three days a week. 

•  Patients are expected 
to tolerate and benefit 
from an intensive 
therapy program (at 
least 3 hours per day.) 

•  Sixty percent of admitted 
cases must have at least 
1 of the 13 conditions 
specified by CMS.

•  SNFs must meet 
Medicare’s Requirements 
of Participation for 
nursing homes.

•  A physician must 
supervise the patient’s 
care and visit the patient 
at least once every 30 
days for the first 90 days 
of admission and at 
least once every 60 days 
thereafter. 

•  Physician services must 
be available in case of 
emergency. 

•  An RN must be on-site 
for a minimum of 8 hours 
per day. An LPN must 
be on duty at all times 
(requisites may vary).

•  HHAs must have 
policies set by a 
group of professionals 
associated with the 
HHA (including at least 
a physician and an RN).

•  A physician or RN 
must supervise overall 
provision of services. 

•  A patient must be 
certified by a physician 
to be eligible for home 
health care and receive 
home health care. 

•  Patients must need fewer 
than 8 hours per day or 
intermittent skilled care 
to treat their illnesses 
and be unable to leave 
their homes without 
considerable effort. 
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PAC settings must meet regulatory requirements to care for Medicare 
beneficiaries. These requirements differ markedly across each setting and 

affect the types of patients treated and the services provided. 
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