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Wisconsin Association of Homes and Services for the Aging,.Inc.
204 South Hamilton Street * Madison, Wisconsin 53703 * 608-255-7060 « FAX 608-255-7064

October 17, 2006

To:  State Senator Alberta Darling, Co-Chair
State Senator Carol Roessler, Co-Chair
Members, Senate Select Committee on Health Care Reform

From: John Sauer, Executive Director
Tom Ramsey, Director of Government Relations

Subject: Long Term Care and Nursing Home Reform

The Wisconsin Association of Homes and Services for the Aging AWAHSA) is a statewide
membership organization of 187 not-for-profit corporations principafly serving the frail elderly
and persons with a disability." We appreciate the opportunity to address your Committee today
and share some of our thoughts and recommendations to improve our long term care system. In
the interest of time, we have provided a brief summary of our remarks; additional documentation

is attached for your further review and consideration.

WAHSA, in concert with the Wisconsin Health Care Association (WCHA), respectfully asks
that the Committee consider the following:

» Direct Care Staffing: State law requires Wisconsin nursing facilities to provide each
resident in need of skilled nursing care with a minimum of 2.5 hours of nursing care
(RNs, LPNs, and nurse aides) per day. Wisconsin nursing facilities on average are
providing 3.53 hours of nurse staffing per skilled care resident per day. However,
Medicaid reimbursement, on average, only pays facilities for 2.83 of those hours. To
elevate Medicaid payments to a level which would support the cost of the median level of
nurse staffing presently being provided to residents of Wisconsin nursing facilities,
funding for Medicaid would have to be increased by $110.6 million ($46.6 million GPR)
annually.

> Capital Improvements: Many of Wisconsin’s nursing homes are in need of replacement
or renovation. Last year, the DHFS all but eliminated the highly successful nursing home
downsizing program, which provided a Medicaid rate enhancement to facilities which
agreed to either downsize or convert some of their rooms to single occupancy. WAHSA
and WHCA recommend that a substantially enhanced Medicaid rate be awarded to any
nursing home that: (1) Enters into a downsizing agreement with the DHFS under which
the facility agrees to reduce its licensed bed capacity by the lesser of 15% or 25 beds; (2)
Replaces or substantially renovates the facility; or (3) Converts the majority of resident

rooms to single occupancy. W J H
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» Fuel & Utilities: Since January 2005 the fuel and utility costs incurred by Wisconsin’s

nursing homes have risen 18.6%. A typical Wisconsin nursing home now receives an
annual Medicaid payment for its fuel and utility costs that is $33,726 less than its actual
costs. The associations recommend a Medicaid appropriation increase of $4.4 million
GPR and $10.9 million AF in 2006-07 to fully fund the utility cost increases incurred
since January 2005 by the state’s 377 nursing facilities.

Reinvest in Nursing Facilities: The nursing home funding crisis continues, with a
Medicaid deficit now projected at $232 million. Please see the attached material which
describes, in detail, the depths of the Medicaid fiscal pressures confronting our facilities.
To address this ever-expanding fiscal nightmare, WAHSA and WHCA recommend
freezing Medicaid nursing home base funding to reinvest current dollars to improve
nursing home care and operations rather then using those “savings” to balance the budget
or to fund other programs. Let us use “our funds” to pay for the programmatic needs
we’ve identified.

WAHSA also asks Committee members to consider the following:

> Family Care/Relocation Savings and Nursing Home Bed Projections: WAHSA

recommends that the Legislature continue to aggressively oversee the Family Care and
community relocation programs and monitor nursing home access issues. It is worth
noting that: Family Care is less cost-effective in Milwaukee County, where nearly 78% of
all elders enrolled in Family Care reside, then it is in the four other Family Care pilot
counties; According to Milwaukee County officials, their county has a Medicaid nursing
home access crisis; Nursing homes annually relocate over 25,000 persons from their
facilities to a private residence, making it difficult to analyze whether the Governor’s
nursing home relocation program will produce the budgeted savings amounts; Nursing
facilities located in the Family Care pilot counties report this program has had very little
impact on their resident census. (Medicaid operating deficits are cited as having a much
greater impact on their operations and admission practices). WAHSA anticipates that the
Committee also will be interested in DHFS’ answers to our questions posed in the
attached September 8, 2006 letter to the Department.

The Committee also should know that nursing facility costs continue to increase despite a
modest decrease in statewide utilization of nursing home care. For many homes,
occupancy rates remain quite high and are stable, and the cost of providing care (i.e.,
labor, utilities, etc.,) to their residents is rising at a rate substantially greater than the rate
increases provided by Medicaid. In addition, over 80% of nursing facility admissions are
directly from hospitals. Based on numerous studies, it is our belief that the majority of
persons served in Family Care and related programs are not likely to be admitted to a
nursing facility. Therefore, WAHSA cautions the Committee in comparing the daily per
person cost of nursing facility care to the daily cost of serving a person in Family Care
(See the attached University of Wisconsin Center for Health Systems and Analysis study
summary and the Center for Home Care Policy and Research’s Policy Guide).




» Return the Nursing Home Bed Tax & CPE Funds: WAHSA recommends that all
nursing home bed tax revenues be reserved to fund nursing home care, and not redirected
to fund non-nursing home expenses. In addition, the State of Wisconsin should return the
federal funds generated through the Certified Public Expenditure (CPE) program,
formerly called the IGT program, to the county and municipal nursing homes that
generated these funds.

» Acuity Increases: Last year, the Care Management Organizations (CMOs) in the Family
Care pilot counties received base-level budget increases of 4% annually. The DHFS
2007-09 biennial budget request to the Governor reportedly seeks 3% annual increases to
reflect rising acuity (i.e., higher care and service needs) of Family Care enrollees.
WAHSA recommends that nursing home reimbursement payments be similarly adjusted
to reflect the higher acuity of the nursing home population.

» Integrated Care Models: Legislators should be aware that “expanding Family Care”
statewide does not mean the same thing to all persons. That is, some Family Care
advocates favor the expansion of the county-based program as it presently operates in the
five pilot counties; others, however, favor a more integrated approach that may or may
not rely on counties to serve as the care manager and which would expand the Family
Care benefit to include acute and primary care. WAHSA recommends that DHFS award
Family Care contracts to organizations/consortia that offer care delivery systems which
integrate acute, primary and long term care services. (See: www.wahsa.org/ltc.htm).

> Insurance Model: In the broader context of state and national long term care policy,

Q:gu WAHSA submits it simply is not financially feasible to expand Family Care as a
statewide entitlement program without increasing state GPR costs. National studies

fz})\} b indicate that the Medicaid program is unsustainable, even if the number/percentage of
KK‘\ elderly persons residing in skilled nursing facilities declines over the next two decades.
(\(D Our national association, the American Association of Homes and Services for the Aging
(AAHSA), is recommending the creation of a private-public long term care program

modeled after Germany’s program. (See, AAHSA Presentation: Financing Aging

Services: A Framework for America, April 1, 2006; Lewin Model). WAHSA

recommends that the Committee explore the financial feasibility of a long term care
delivery system based on an “insurance model” vs. a “welfare model.”

Thank you for the opportunity to present our recommendations to your Committee. Should you
have any questions or desire additional information, we would be most pleased to provide further
assistance in your review of long term care and health care reform initiatives.

" The Wisconsin Association of Homes and Services for the Aging (WAHSA) is a
statewide membership organization of not-for-profit corporations principally serving the
elderly and disabled. Membership is comprised of 187 religious, fraternal, private and
governmental organizations which own, operate and/or sponsor 196 nursing homes, 20
facilities for the developmentally disabled, 81 community-based residential facilities, 59
residential care apartment complexes, 127 independent living facilities, and over 310
community service agencies which provide programs such as Alzheimer’s support, adult
day care, child day care, home health, hospice, homecare, and Meals on Wheels.
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WAHSA Nursing Facility Advocacy Agenda:
2007- 2009 Biennial Budget

Over the past several months, WAHSA s Committees and Board of Directors met on numerous
occasions to discuss Medicaid nursing facility reimbursement. Through these meetings and
discussions with the Wisconsin Health Care Association, consensus was reached on the need to
seek gubernatorial and legislative support for substantial increases in Medicaid payments to
nursing facilities based on specific concerns and challenges facing our long term care
providers. Recently, WAHSA and WHCA completed detailed analyses of the facilities
Medicaid overall deficits, direct care staffing losses, unreimbursed fuel and utility expenses,
and the need to increase capital payments.

Attached are materials and documentation related to these issues, including a Fact Sheet:
Medicaid Underpayment Jor Resident Care. As discussed in this document, WAHSA and
WHCA are asking state elected officials to:

1. Increase Medicaid Payments for Nursing Staff — Total Cost in 2007-08: $46.6
million GPR and $110.6 million AF

2. Increase Funding to Cover Past Utility Cost Increases — Total Cost in 2007-08: $4.4
million GPR and $10.9 million AF

3. Modernize Nursing Facilities -- Capital Improvements — Total Cost in 2007-08:
$16.2 million GPR and $39 million AF

Total 2007-08 Request: $67.2 million GPR and $160.5 million AF*

WAHSA and WHCA propose that nursing home utilization “savings” be reinvested to
help finance the cost of these initiatives. {See: Reinvest In Our Nursing Homes: Freeze
the Nursing Home Budget — Projected Savings in 2007-08 (to reinvest nursing home
utilization “savings™): $12.2 million GPR and $29.3 million AF}

*GPR is general purpose revenues, or state tax dollars; AF is all funds, or the
combination of state tax dollars and federal Medicaid matching funds.

- N | ¥ 4
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Fact Sheet: Medicaid Underpayment for Resident Care

A comprehensive analysis of the nation’s Medicaid nursing home payment systems ranked the
Wisconsin system 6™ worst in the country. The study, “A Report on Shortfalls in Medicaid
Funding for Nursing Home Care” released in June 2006 by BDO Seidman, LLP, Accountants
and Consultants, revealed that Medicaid payment deficits sustained by Wisconsin’s nursing
facilities are 64% higher than the national average.

The national report and ranking came as no surprise to the Wisconsin nursing home
community. Indeed, the Wisconsin Medicaid program’s own database of facility- specific cost
and reimbursement information vividly illustrates the system’s inadequacies. It reveals the
following:

e Medicaid recipients (21,498 MA nursing home residents) currently comprise nearly
two-thirds (65.2%) of all residents served in Wisconsin nursing facilities (32,972
residents).

e Labor costs represent approximately 73% of the total cost of providing care and
treatment to nursing home residents.

e In the 2005-2006 payment year, the difference between the total cost of the care
facilities provided their Medicaid residents and the Medicaid reimbursement they
received for providing that care (i.e., the “Medicaid deficit”) was $232,017,314. A
summary of the facility-specific  Medicaid losses 1s available at:
http://www.wahsa.org/madef06.xls.)

e Direct care costs, the costs to provide hands-on care to residents, represented
$181,744,863, or 78.3%, of the total costs Medicaid failed to reimburse in 2005-2006.

e Approximately 91% of the 377 nursing facilities in the state’s database received a
Medicaid payment in 2005-06 which failed to meet the cost of care they provided their
Medicaid residents.

» Wisconsin nursing facilities on average lose $29.06 per day for each Medicaid resident
they serve. For the average Wisconsin nursing home*, that results in an annual loss of
$620,023 to provide care to its Medicaid residents (* 100 bed facility, 89.7%
occupancy, 21,336 Medicaid patient days per year).

e As a result of the failure of the Medicaid program to pay the resident care costs for
which it is responsible, private paying residents are compelled to pay rates that are as
much as $50 per day higher than a facility’s Medicaid payment rate (Average 2005-
2006 Medicaid payment rate: $126 per day). It is these private pay residents, who also
are required to pay a $75 per month nursing home bed tax, who unfairly are being asked
to subsidize this Medicaid underfunding.

Wisconsin Association of Homes and Services for the Aging (WAHSA) September 2006 2



Increased Medicaid Payments for N ursing Staff

State law requires Wisconsin nursing facilities to provide each resident in need of skilled
nursing care with a minimum of 2.5 hours of nursing care per day. In 2005, Wisconsin nursing
facilities on average provided each resident in need of skilled nursing care with 3.53 hours per
day of nursing care or, on average, 1.03 hours per resident per day more than the statutory
requirement for skilled nursing care. At the same time, the estimated July 2006 maximum MA

payment that facilities will receive for the care of their skilled care residents only will support =

2.83 hours of nursing care per resident per day. In other words, while facilities on average are
providing 3.53 hours of nurse staffing per skilled care resident per day, they on average are
only being paid for 2.83 of those hours. To elevate Medicaid payments to a level which would
support the cost of the median level of nurse staffing presently being provided to residents of
Wisconsin nursing facilities, funding Jor Medicaid would have to be increased by $110.6
million ($46.6 million GPR) annually. WAHSA and WHCA seek legislative support for this
additional funding.

Increased Funding to Cover Past Utility Cost Increases

All Wisconsin residents have been hit with devastating utility cost increases since January
2005. According to the Wisconsin Department of Administration, the cost of both fuel oil and
natural gas has increased 26.8% in that time; the cost of LP gas is up 14.1% while electricity
costs have risen 9.9%.

Nursing homes were not spared these hikes. Since J anuary 2005, nursing home utility costs in
the aggregate have increased 18.6%. That is not surprising since electricity costs comprise
41.5% of total nursing home utility expenditures, followed closely by natural gas costs at 40%.
However, unlike the typical homeowner and most businesses, nursing homes cannot dim the
lights or turn down the thermostat to control their energy costs. They are bound by state and
federal regulations. Indeed, state code requires “adequate lighting” to be provided in all areas
of the facility and a minimum temperature of 72 degrees F. during the day and 70 degrees F. at
night must be maintained in all bedrooms and other areas used by residents. These are seen as
much as quality care issues as environmental issues.

Since 65.2% of its residents are Medicaid recipients, nursing homes also are unique because of
their reliance on Medicaid funding. And Medicaid funding for nursing home utility costs has
been frozen at the July 1, 2004 payment level of $3.01 per patient day. Since aggregate nursing
home utility costs have risen 18.6% over the past 18 months, current nursing home utility costs
now average $4.33 per patient day. As a result of this $1.32 per patient day disparity, a typical
Wisconsin nursing home now receives an annual Medicaid payment for its utility costs that is
$33,726 less than its actual utility costs. For the state’s 377 nursing homes, that translates in
the aggregate to a difference between nursing home utility costs incurred and Medicaid
payments for those incurred costs of over $10.5 million.

Wisconsin Association of Homes and Services Jor the Aging (WAHSA) September 2006 3



WAHSA and WHCA seek legislative support for a Medicaid appropriations increase in
2006-07 of $4.4 million GPR (“general purpose revenue,” or state tax dollars) and $10.9
million AF (“all funds,” the combination of state and federal matching funds) to fully fund
the utility cost increases incurred since January 2005 by the state’s 377 nursing facilities.

Nursing Facility Modernization-- Capital Improvements

Many Wisconsin nursing facilities have significant physical plant challenges (size, age,
configuration and code compliance issues), making it difficult to provide efficient staffing to
residents with ever-increasing acuity and/or behavioral symptoms while offering a more home-
like setting. These facilities hope to pursue extensive renovation or replacement options.
However, the costs to replace existing facilities can exceed $100,000 per bed, particularly if
the replacement facility embraces the consumer’s desire for private rooms.

In the past, facilities that met the “Major Phase-Down” criteria under section 4.56 of the
Medicaid nursing home reimbursement Methods of Implementation could qualify for enhanced
Medicaid rates. These facilities agreed to reduce their licensed bed capacity by the lesser of
25% or 50 beds and to reduce their resident census by at least 15%. In return for agreeing to a
phase-down agreement with the DHFS, these facilities received both a temporary “freeze” in
their Medicaid operating revenues and a modest increase in their Medicaid property allowance
during the phase-down period.

The DHFS had allocated $39 million all funds within the Medicaid program to finance nursing
facility phase-downs. However, the DHFS’ 2005-2007 biennial budget virtually eliminated the
nursing facility phase-down program and associated funding. In June 2006, the DHFS
announced it would not approve any new downsizing requests during the current biennium. As
a result, nursing homes seeking to modernize their facilities will receive virtually no financial
assistance from the Medicaid program, despite the fact that two-thirds of all residents are MA
eligible. It is unreasonable to expect facilities (i.e., private payers) to totally assume this
financial burden. As the Medicaid payment system currently is structured, few organizations
have the financial wherewithal to undertake such resident-centered projects as converting their
rooms to single occupancy.

WAHSA and WHCA propose that the phase-down program be restored to its previous
Junding level of $16.2 million GPR and $39 million AF and modified to assist a greater
number of homes. Specifically, the associations propose that a substantially enhanced
Medicaid rate be awarded to any nursing home that: (1) Enters into a downsizing agreement
with the DHFS under which the facility agrees to reduce its licensed bed capacity by the
lesser of 15% or 25 beds; (2) Replaces or substantially renovates the facility; or (3) Converts
the majority of resident rooms to single occupancy.

Wisconsin Association of Homes and Services for the Aging (WAHSA) September 2006 4




Reinvestment in Our Nursing Homes:
Freeze the Nursing Home Budget

The State of Wisconsin budgets approximately $900 million in state and federal dollars for
nursing home care. But over the years, the nursing home budget has been raided to help fund
other programs. Whether the raid was direct (e.g., to fund the Family Care program or to help
balance the state budget) or indirect (e.g., to use the savings generated by nursing home
closures, downsizing, diversions or relocations to fund home- and community-based long-term
care), the end result is less funding for the care and treatment of our residents and a Medicaid
deficit for nursing homes which now exceeds $232 million.

To address this situation, WAHSA and WHCA propose the 2007-09 state budget contain a
provision to freeze the nursing home appropriation at its current level, adjusted for
inflation. This would allow us to address the MA nursing home deficit and enable facilities to
“reinvest” the savings generated by a decrease in nursing home utilization into quality of
care/life-enhancing projects such as the conversion to single occupancy rooms. If facilities are
permitted to utilize the savings that result from nursing home “rightsizing,” the quality of life
for our residents and staff could be improved dramatically. If such a provision were in effect
in the last biennium, nursing home utilization “savings” of $12.2 million GPR and $29.3
million AF could have been “reinvested” in our state’s nearly 400 Medicaid-certified nursing

homes.

The associations and their members continue to explore other mechanisms to help finance our
initiatives and pledge to work cooperatively with the Legislature and the Governor to address

the nursing home funding crisis.

Wisconsin Assaciation of Homes and Services for the Aging (WAHSA) September 2006 5
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