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Because Medicare pays for almost all hospital services for Medicare-Medicaid enrollees, while Medicaid pays for most
long-term nursing facility services, both Medicare and Medicaid currently have incentives and opportunities to shift care
settings and thus costs to the other payer.6 In the FFS system, Medicare pays for almost all of the costs of avoidable
hospitalizations for Medicare-Medicaid enrollees (96 percent in 2009)7. If Medicare-Medicaid enrollees in a Medicaid
nursing facility are treated in the facility rather than being transferred to a hospital, Medicaid must pay the nursing
facility costs.

State Options to Reduce Avoidable Hospitalizations
Medicaid was the primary payer for nursing facility services for nearly two-thirds of nursing facility residents in 2011,
almost 90 percent of whom were dually eligible for Medicare and Medicaid. 8 While this gives states substantial
responsibilities for the care provided in these facilities, Medicaid agencies have only limited tools to reduce avoidable
hospitalizations for dually eligible residents since their hospital, physician, and prescription drug services are all paid for
by Medicare. States do, however, have some options for reducing these hospitalizations in both capitated managed care
and fee-for-service (FFS) Medicaid programs.
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Integrating responsibility for Medicare and Medicaid services in a capitated managed care model allows the creation of
incentives to both improve care and reduce expenditures for Medicare-Medicaid enrollees in nursing facilities. In this
model, the savings from avoidable hospitalizations can be used to pay for enhanced services in the nursing facility that
may reduce the need for hospitalizations, and there is a single responsible entity with information on all the services
that are being provided to Medicare-Medicaid enrollees in the facility.
While states have fewer tools to reduce avoidable hospitalizations for Medicare-Medicaid enrollees in a FFS system,
states can make modifications to Medicaid FFS reimbursement for nursing facilities that would reduce the incentives
for avoidable hospitalizations for Medicaid-only enrollees in FFS programs. These modifications to the Medicaid FFS
reimbursement system – the usual starting point for health plan and nursing facility reimbursement negotiations –
would also facilitate health plan efforts to reduce hospitalizations for Medicare-Medicaid enrollees. This technical
assistance brief outlines the options available to states in both capitated and FFS arrangements.
Capitated Managed Care Options
The Centers for Medicare & Medicaid Services (CMS) and many states are focusing on reducing potentially avoidable
hospitalizations for nursing facility residents. 9,10 States participating in the CMS financial alignment demonstrations
using the capitated model have the greatest potential to reduce avoidable hospitalizations for nursing facility residents,
since the Medicare-Medicaid Plans (MMPs) they are contracting with are fully at risk for both Medicare and Medicaid
services, and therefore have significant financial incentives to reduce the use of costly Medicare hospital services. They
also have direct contractual relationships with the hospitals and nursing facilities whose cooperation is needed to reduce
avoidable hospitalizations.
States that contract with Medicare Advantage Dual Eligible Special Needs Plans (D-SNPs) to cover Medicaid nursing
facility services have similar opportunities. However, the degree of integration of responsibility for all Medicare and
Medicaid services within single accountable health plans varies among the states using this approach. 11
The capitated model itself gives health plans the financial incentive and many of the tools needed to reduce avoidable
hospitalizations from nursing facilities. Hospitalizations are costly alternatives for health plans, and when plans pay for
hospital, physician, prescription drug, and nursing facility services they have some ability to influence the behavior of
those service providers. Following are three options that states and health plans can use to increase and strengthen the
incentives and tools inherent in managed care models:
1. Include performance measures in health plan contracts.
States can include potentially avoidable hospitalizations for nursing facility residents as a performance measure in
their contracts with health plans, especially those that have responsibility for hospital services, like MMPs and DSNPs. Performance measures can be tied to health plan payment, assignment of new enrollees, health plan report
cards, contract renewal, and other consequences important to health plans.
States participating in capitated model financial alignment demonstrations incorporated a range of quality and
performance measures in their MOUs with CMS that were subsequently included in three-way contracts among
CMS, states, and MMPs.12 None of the measures focuses directly on reducing potentially avoidable hospitalizations
from nursing facilities, but several could move MMPs in this direction. States contracting with D-SNPs for coverage
of Medicaid nursing facility services could also use these or similar measures. States contracting with D-SNPs may
have more flexibility in amending their contracts to include new measures, since their contracts can be modified
every year, while the three-way contracts between states, CMS, and MMPs are less amenable to change over the
three-year life of the demonstrations. Following are examples of MMP measures, the first three of which are used by
all the states implementing capitated model demonstrations: 13


Plan all-cause readmissions within 30 days. Although it does not focus specifically on readmissions for
nursing facility residents, those readmissions are included in the measure.



Percent of long-stay, high-risk nursing facility residents with pressure ulcers. Severe pressure ulcers
are a common cause of hospital admissions.



Percent of plan members using high-risk medications. This measure applies to the Medicare Part D
drugs that MMPs are responsible for providing for all members, including those in nursing facilities.

Reducing Avoidable Hospitalizations for Medicare-Medicaid Enrollees in Nursing Facilities: Issues and Options for States

2



Percent of nursing facility residents experiencing major falls with a major injury. New York is
planning to use this measure, which focuses on another common cause of hospital admissions.



Nursing facility urinary tract infection hospital admission rate. Illinois is using this as a nursing facility
performance measure.



Emergency department utilization rate. California is including this measure, and is potentially revising it
to reflect avoidable visits. It would apply to emergency department visits for all MMP enrollees, not just
those in nursing facilities.

2. Focus health plan performance and quality improvement projects.
States can require Medicaid health plans to work with the state’s External Quality Review Organization (EQRO) to
conduct performance improvement projects in specific areas, which could include reduction of avoidable
hospitalizations from nursing facilities.14 Medicare Advantage plans have a similar requirement to conduct quality
improvement projects, working with CMS and Medicare Quality Improvement Organizations (QIOs). 15
States that contract with MMPs and D-SNPs to cover both Medicare and Medicaid services can work with CMS,
QIOs, state EQROs, and the health plans to coordinate performance and quality improvement projects so that they
focus on the same topics at the same time, minimizing burdens on the health plans and enhancing the potential
impact of projects that involve both Medicare and Medicaid services. Reducing avoidable nursing facility
hospitalizations would be a solid candidate for such joint projects.
3. Encourage and facilitate specific health plan efforts.
MMPs participating in financial alignment demonstrations and D-SNPs contracting with states to cover Medicaid
nursing facility services have a range of tools available to reduce avoidable hospitalizations that states can
encourage them to use.
This summary of potential health plan actions is based in part on discussions in March and April of 2014 between
Integrated Care Resource Center (ICRC) staff and representatives of health plans in Arizona, Minnesota, and
Massachusetts with many years of experience in providing Medicaid nursing facility and other Medicare and
Medicaid services to Medicare-Medicaid enrollees. ICRC also spoke with representatives from an organization
participating in a current CMS initiative to reduce avoidable nursing facility hospitalizations in a FFS setting. Based
on these interviews, some actions that health plans could take, with state encouragement, include:


Waiving the requirement for three-day inpatient hospital stay to qualify for SNF-level reimbursement.
Traditional FFS Medicare requires a three-day inpatient hospital stay before it will cover a SNF stay, and
each beneficiary is limited to up to 100 days of SNF care following the hospital discharge. This can give a
Medicaid nursing facility a financial incentive to send a beneficiary to the hospital and then receive
reimbursement from Medicare at the higher SNF rate after the beneficiary is discharged and returns to the
facility. Such hospitalizations can also result in a financial benefit for the state because Medicaid is
responsible only for beneficiary deductibles and coinsurance for Medicare-covered hospital and SNF
services, plus whatever Medicaid bed-hold payments the state may make to the nursing facility. 16 However,
health plans may choose to waive this three-day inpatient stay requirement, depending on the member’s care
needs. All three plans that ICRC interviewed waive this three-day requirement, with one noting that it uses
Milliman Care Guidelines when making that decision. 17 States could encourage health plans to waive the
three-day stay requirement as a way of increasing facility incentives to treat the resident in place when staff
have the clinical and technical capability to do so, thereby preventing avoidable hospitalizations.18 Minnesota
currently requires D-SNPs participating in the state’s Minnesota Senior Health Options program for elderly
Medicare-Medicaid enrollees to waive the requirement.19 CMS regulations explicitly allow Medicare
Advantage plans to waive the three-day inpatient hospital stay requirement, and CMS reports that 95 percent
of non-employer Medicare Advantage plans have elected to do so.20



Making greater use of nurse practitioners (NPs) in nursing facilities. In a qualitative study of reasons for
hospitalization from long-term care, limited on-site capacity at the facility to address medical issues was cited
as a primary factor driving many hospitalizations. 21 To address this, states could encourage or require health
plans to use NPs in nursing facilities. The Evercare model, a managed care approach using NPs, has been
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shown to reduce avoidable hospitalizations by allowing more complex care to be managed in nursing
facilities.22 Representatives interviewed by ICRC from two of three plans that have provided Medicare and
Medicaid services for Medicare-Medicaid enrollees in nursing facilities for several years reported that they
use NPs extensively, typically employing NPs who provide daily on-site care and on-call care. One plan
reported that when a resident is about to be sent to the emergency department (ED), the NPs call the ED to
explain the care that can be provided in the nursing facility in case such treatment can avoid a hospitalization.
Another plan commented that hospitals are “dangerous” for frail elders, so after a resident is hospitalized, the
plan’s NP calls the hospitalist to discuss the situation, including concerns families may have, what technical
care the nursing facility can and cannot provide, and the potential need for help with palliative care.


Encouraging more appropriate prescription drug use. The higher the number of medications nursing
facility residents take, the higher their risk of potentially avoidable hospitalizations.23 Incentives for Part D
plans, managed care plans, and nursing facilities to optimize drug use can be created within or outside of
capitation, although including nursing facility services in a capitated managed model gives health plans
greater leverage over these facilities.24-26 Following are three strategies to encourage more appropriate
prescription drug use:
o

Medication therapy management (MTM) programs. MMPs, D-SNPs, and other Medicare health
plans that cover Part D drugs are required to have MTM programs that focus on high-need, high-cost
users of prescription drugs, including residents of nursing facilities. 27 MTM programs require health
plans to provide targeted interventions for both beneficiaries and prescribers, quarterly targeted
medication reviews, and an annual written comprehensive medication review. MMPs and D-SNPs could
use these MTM programs as a way of developing collaborative and ongoing relationships with nursing
facilities and their consultant pharmacists to improve medication use.

o

Use of independent consultant pharmacists. MMPs and D-SNPs can hire or contract with independent
pharmacists to review the work of nursing facility consultant pharmacists, who are usually employed by
the pharmacy that supplies prescription drugs to the nursing facility. One health plan ICRC interviewed
reported that it contracts with its own pharmacists to provide MTM and provide clinical teams with
educational resources.

o

CMS dementia care initiative. Under a CMS initiative to improve dementia care in nursing homes,
CMS is emphasizing non-pharmacological alternatives for nursing facility residents. 28 MMPs could build
on these initiatives by encouraging nursing facilities to offer some of these alternatives.



Contracting with selected nursing facilities. States could encourage or permit MMPs and D-SNPs to
contract with a select set of nursing facilities based on compatibility between the mission, goals, and
operations of the plan and the nursing facility, as long as the plan networks comply with CMS network
adequacy standards.29 Interviewees from two health plans reported that they contract with nursing facilities
selectively based on how closely aligned the facility’s goals and operations are with the plan. One plan
reported that it is important to “have the right fit” from both an operational and clinical perspective. For
example, this plan has a “treat-in-place” model that encourages treatment in the nursing facility rather than in
a hospital whenever it is feasible and appropriate, and it only contracts with facilities that are willing to use
that model.



Monitoring data. All three plans interviewed review data regularly on hospitalizations and/or readmissions,
and at least two review these data with facilities as a mechanism to help educate the staff and avoid similar
hospitalizations in the future. However, none of them penalize nursing facilities based on their rate of
potentially avoidable hospitalizations. One interviewee noted that facility staff have to make a decision about
hospitalization based on clinical symptoms observed in the nursing facility, and that the diagnoses used by
CMS to identify potentially avoidable hospitalizations are not made until the individual arrives at the hospital.



Taking advantage of CMS initiatives that aim to reduce readmissions. Section 3025 of the Affordable
Care Act established the Hospital Readmissions Reduction Program (HRPP), which requires CMS to reduce
Medicare payments to hospitals that have excess readmissions for discharges beginning on October 1,
2012.30,31 The implementation of this program increases the likelihood that hospitals will be willing to work
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with states, plans and nursing facilities to reduce readmissions by, for example, improving discharge planning
and care coordination for nursing facility residents hospitalized for one of the conditions included in the
HRPP.32 Health plans ICRC spoke with reported that hospitals are increasingly willing to work with plans and
nursing facilities to try to reduce avoidable hospitalizations and readmissions, such as coordination between
plan staff members and hospital discharge planners and social workers, although working with different
systems that do not communicate with one another remains a challenge.
Similarly, Section 215 of the Protecting Access to Medicare Act of 2014 directs the Secretary of Health and
Human Services to specify a measure of hospital readmissions from SNFs by October 1, 2015 and a measure
of potentially preventable hospital readmissions from SNFs by October 1, 2016. 33 SNFs will receive
confidential quarterly performance reports beginning on October 1, 2016, and reports will be made publicly
available no later than October 1, 2017. SNFs may receive value-based incentive payments beginning in
fiscal year 2019 based on performance or improvement on these measures. The prospect of being publicly
measured and rewarded for reducing hospital readmissions may encourage nursing facilities that provide
skilled care to start taking steps now aimed at reducing readmissions, and in particular, potentially
preventable readmissions. MMPs and D-SNPs, with state encouragement, could build on this initiative in
their work with nursing facilities.
UPMC RAVEN Initiative: Lessons for Health Plans
In September 2012, seven organizations were selected by CMS to participate in its Initiative to Reduce Avoidable
Hospitalizations Among Nursing Facility Residents.34 While these organizations are using a FFS rather than a capitated
model, their experience working with nursing facilities can provide lessons for MMPs and other health plans serving MedicareMedicaid enrollees in nursing facilities.
One of the participants, the University of Pittsburgh Medical Center (UPMC), is using a program called RAVEN (Reduce
Avoidable Hospitalizations using Evidence-based Interventions for Nursing Facilities in Western Pennsylvania). The RAVEN
program has five core elements: (1) facility-based NPs that assist with both acute and palliative care needs; (2) evidencebased clinical communication tools that help standardize clinical assessments and recommendations; (3) clinical process
improvement through education of nursing facility staff and other quality improvement initiatives; (4) enhanced medication
management; and (5) use of telehealth to facilitate after-hours clinical communication.
The UPMC staff interviewed said they believe a “whole house” approach will work best to reduce avoidable hospitalizations.
To be most effective, they believe, an NP must be working with all or nearly all residents in a nursing facility rather than only a
small number of residents affiliated with a particular payer. In these situations, the nursing facility, insurance company, health
system, and providers each have a stake in the outcome, making it more likely that these entities will collaborate and achieve
desirable results such as reducing avoidable hospitalizations. Individual MMPs and D-SNPs are not likely to responsible for a
large portion of a nursing facility’s residents in most states, so partnerships among MMPs and other health plans covering
nursing facility residents may be needed to approximate such a “whole house” effect. States could encourage and facilitate
these partnerships.

Medicaid Fee-For-Service Options
There are reimbursement-related steps states can take in the Medicaid FFS system that may be warranted on their own
merits, and that could also facilitate health plan efforts to reduce avoidable nursing facility hospitalizations, since health
plans typically use Medicaid FFS reimbursement as the starting point in their reimbursement negotiations with nursing
facilities.
1. Modify bed-hold policies.
Medicaid bed-hold policies pay nursing facilities to reserve the beds of residents who are hospitalized in order to
provide a continuous place of residence, thus making up for part of the Medicaid revenue that facilities would lose
when residents are hospitalized.35 As of early 2014, 33 states and the District of Columbia had a bed-hold policy for
hospitalized nursing home residents who are Medicaid beneficiaries. 36 States could modify their bed-hold policies in
a number of ways that could reduce the incentive for avoidable hospitalizations that such policies may provide.
Options include eliminating a bed-hold policy or changing one or more of three components of the policy: (1)
reducing the maximum number of bed-hold days; (2) reducing the proportion of the average Medicaid daily rate that
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is reimbursed under a bed-hold; and (3) increasing the occupancy standard that facilities are required to meet in
order to be paid for bed-hold. Besides resulting in an immediate savings for Medicaid due to reduced payments for
bed-hold days, most research suggests that eliminating bed-hold policies or making them less generous is likely to
reduce hospitalizations and rehospitalizations. 37-40
2. Use nursing facility reimbursement systems that pay higher amounts for high-need residents.
States that use a “case-mix” reimbursement system that pays Medicaid nursing facilities higher amounts per day for
residents with higher needs can make it more financially feasible for facilities to treat higher-acuity residents in the
facility rather than hospitalizing them. 41 As of early 2014, 39 states and the District of Columbia had some form of
acuity-based case-mix reimbursement system for their Medicaid nursing facilities. The 11 states not using case-mix
reimbursement include two states that are participating in the CMS financial alignment demonstrations: Michigan
and South Carolina.42

Conclusion
Reducing avoidable hospitalizations for long-stay nursing facility residents is one of the primary benefits expected to
emerge from the CMS capitated financial alignment demonstrations and from state contracts with D-SNPs. While all
those we interviewed underscored the difficulties in reducing hospitalizations for nursing facility residents, they also
reported some successes and promising practices from which states and other health plans can learn. Actions that states
can undertake include:


Measuring, reporting on, and rewarding health plan performance related to avoidable hospitalizations;



Requiring MMPs and D-SNPs to make reducing avoidable hospitalizations a focus of their Medicaid performance
improvement projects and (with CMS cooperation) their Medicare quality improvement projects;



Working with health plans to help them use the tools available in a capitated model to work with nursing facilities,
hospitals, other providers, and enrollees and their families to reduce avoidable hospitalizations; and



Modifying Medicaid FFS reimbursement systems for nursing facilities to increase incentives to avoid unnecessary
hospitalizations.

ABOUT THE INTEGRATED CARE RESOURCE CENTER
The Integrated Care Resource Center is a national initiative of the Centers for Medicare & Medicaid Services to help
states improve the quality and cost-effectiveness of care for Medicare-Medicaid enrollees. The state technical assistance
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the Center for Health Care Strategies. For more information, visit www.integratedcareresourcecenter.com.
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