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Executive Summary 

Purpose When the Congress enacted Medicare hospice benefits in 1982, it was 
expected that a majority of hospices would join the program. Currently, 
however, only about 35 percent of hospices participate in Medicare. 
Because of concern about assuring that all Medicare beneficiaries who 
elect hospice care can obtain it under the Medicare program, the Sub- 
committee on Health of the House Committee on Ways and Means asked 
GAO to determine why hospices are not participating. The Subcommittee 
also requested that GAO develop information on the reasonableness of 
payment rates and how quality of hospice care is assured. 

Background Hospices have developed to provide palliative, predominately home- 
based care for patients with terminal illnesses. Modern hospices also 
focus on the management of pain and symptoms associated with termi- 
nal illness and seek to help patients and families come to terms with 
death. 

Hospice coverage is provided under Medicare for terminally ill benefi- 
ciaries who wish to receive palliative care and who are certified by a 
physician to have a prognosis of 6 months or less to live. Medicare pro- 
vides for four levels of hospice patient care: routine home care, continu- 
ous home care, care provided to give home care-givers a rest (inpatient 
respite care), and general inpatient care (inpatient care for treatment). 

The hospice benefit is administered by the Health Care Financing 
Administration (HCFA). To qualify to participate in the Medicare pro- 
gram, a hospice must provide a full range of services, develop and 
implement a plan of care for each patient, and make care available on a 
24-hour basis. Medicare uses a prospective payment system, under 
which hospices receive a fixed daily rate for each level of care. (See pp. 
S-11.) 

Results in Brief At least one-half of the nonparticipating hospices sampled during GAO'S 
national survey said the main concerns that led them to choose not to 
participate in Medicare were (1) the language required in hospices’ certi- 
fication of terminal illness related to the certainty of the physician’s 
prognosis of death, (2) the requirement that hospices obtain contracts 
with hospitals for inpatient services, (3) limits placed on aggregate pay- 
ment amounts and inpatient days, and (4) payment rates. 
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While participating hospices said the certification language was a prob- 
lem, the majority were not concerned about the limits on aggregate pay- 
ment amounts or inpatient days nor did they have the same concern 
with hospital contracts as nonparticipating hospices. Therefore, GAO 
concludes that the problems nonparticipating hospices have with these 
provisions may be more perceived than real. (See pp. 17-22.) 

Participating hospices stated that the payment rates are a major factor 
adversely affecting their operations. GAO could not determine the rea- 
sonableness of the payment rates because cost data reported by hospices 
(used in the rate calculation) were inaccurate, inconsistent, and incom- 
plete. A contributing factor to the problems with the cost data was the 
inadequacy of HCFA'S cost report form and related instructions. In addi- 
tion, the formula used by Medicare to compute unit costs for services- 
which are the basis for the hospice payment rates-could result in mis- 
allocation of overhead costs among the care levels. The reasonableness 
of hospice payment rates cannot be determined until improvements are 
made in the accuracy and completeness of cost data provided by the 
hospices and in the formula HCFA uses to calculate unit costs. (See pp. 
25-29.) 

GAO Analysis 

Medicare Provisions 
Discourage Hospice 
Participation 

To enroll a patient in a Medicare hospice, hospice physicians must cer- 
tify that a patient is terminally ill and will die within 6 months. Hospice 
officials state that physicians favor modification of the certification lan- 
guage to state that the patient is terminally ill and will die within 6 
months “if the terminal disease runs its normal course.” (See p. 20.) 

A participating hospice must have a contract with a facility that pro- 
vides inpatient care. This contract must stipulate that hospice staff will 
manage care of the patient at the inpatient facility. Nonparticipating 
hospices believe physicians at inpatient facilities would be reluctant to 
relinquish case management to hospice physicians. Participating hos- 
pices did not cite physicians’ cooperation as a major impediment to 
obtaining an inpatient care contract but did comment that hospitals are 
reluctant to contract to provide care for hospice patients at the Medicare 
hospice inpatient rate. Participating hospices apparently have overcome 
problems with this provision because all participating hospices included 
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in GAO'S review have been able to either obtain an inpatient services con- 
tract or provide all inpatient services in their own facilities. (See 
pp. 20-21.) 

Hospices currently are limited to a total annual aggregate payment of 
$9,010 times the number of enrolled hospice patients. Nonparticipating 
hospice officials are concerned that the cap would impose a financial 
risk for the hospice. Participating hospices did not indicate that the pay- 
ment cap is a problem. In addition, HCFA data shows no instances in 1984 
or 1985 where hospices reached the cap or filed claims that exceeded 
this cap. (See p. 19.) 

Nonparticipating hospices also are concerned that hospices are limited 
to reimbursement for no more than 20 percent of total care days as inpa- 
tient days. Similar to the payment cap, most participating hospices did 
not consider the inpatient limit to impact hospice operations adversely, 
and HCFA data shows that most hospices did not reach the 20-percent 
limit. (See pp. 19-20.) 

Reasonableness of 
Payment Rates 
Cannot Be Determined 

Nonparticipating and participating hospices are concerned that payment 
rates for the four care levels are too low. GAO could not determine the 
reasonableness of the payment rates because the data and calculations 
used to determine the payment rates are flawed. 

Cost data reported to HCFA by participating hospices included incomplete 
and inaccurate data on labor hours and understated overhead costs, 
parent-organization costs allocated to hospice operations, and inpatient 
service costs. Contributing to these problems are inadequacies in HCFA'S 
cost report form and instructions. (See pp. 25-28.) 

In addition, HCFA'S formula for calculating unit costs apportions over- 
head to cost centers according to square footage-not always an appro- 
priate way to allocate such costs. Another method, such as attributing a 
share of direct cost to a cost center, may be more appropriate. (See pp. 
28-29.) 

Medicare Has Appropriate The Medicare program incorporates appropriate quality assurance stan- 

Quality Care Requirements dards used by other licensing and certification organizations. Home vis- 
its conducted by state officials can be a reasonable way to ensure that 
quality care is provided. (See pp. 32-35.) 
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Medicare requires home health agencies to train employees and protect 
patient rights. These requirements, which apply only to hospices affili- 
ated with home health agencies, are not imposed on other hospices. 
Making the requirements applicable to all hospices could help ensure 
that hospice patients receive quality care. (See p. 36.) 

Recommendations To ensure that quality of hospice care is maintained, GAO recommends 
that the Congress amend the Medicare law to adopt, for the hospice pro- 
gram, the home health aide training and patients’ rights provisions con- 
tained in the Omnibus Budget Reconciliation Act of 1987. (See p. 37.) 

To make Medicare’s hospice benefit more attractive to qualified hos- 
pices, GAO recommends that the Secretary of Health and Human Services 
direct the Administrator of HCFA to amend the language in the hospice 
certification of terminal illness to add “if the terminal illness runs its 
normal course.” (See p. 24.) 

GAO also is making a number of recommendations to HHS to improve the 
accuracy and completeness of the cost data reported by hospices and 
ncF.4’~ unit cost calculations. (See pp. 29-30.) 

Agency Comments HHS stated that a study done for HCFA supports GAO'S findings as to why 
hospices do not participate in Medicare, and HHS agreed with GAO'S find- 
ing that problems exist with the hospice cost data. Additionally, HHS 
agreed that all home visits and their results should be reported to HCFA 
and that audits of hospice cost reports would help provide more com- 
plete and accurate data. 

However, HHS disagreed with some of GAO'S suggestions for improving 
cost data and changing the language in the physician’s terminal illness 
certificate. GAO continues to believe that action on these recommenda- 
tions should be implemented because such action could result in 
expanded hospice participation in Medicare and should not adversely 
affect the program’s cost. 

The Hospice Association of America agreed with the contents of the 
report. The National Hospice Organization also was asked to review a 
draft of this report, but did not provide comments. 
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Chapter 1 

Introduction 

The modern concept of hospice developed as a means of providing care 
to the dying that takes their unique needs into account.l In addition to 
the nursing care, spiritual and emotional support, and home care that 
characterized early European hospices, modern U.S. hospices focus on 
the management of pain and symptoms associated with terminal illness 
and seek to help the patient and family cope with death. 

Hospice benefits became a permanent feature of the Medicare program 
in 1985, following a demonstration program that started in 1980 and 
continued for several years. But subsequently, quite a few hospices 
decided not to participate in Medicare, and concern arose as to whether 
all Medicare beneficiaries could obtain quality care under the Medicare 
hospice program. 

Accordingly, the Subcommittee on Health of the House Committee on 
Ways and Means asked us to determine (1) what factors influence a hos- 
pice’s decision not to participate in Medicare, (2) the reasonableness of 
payment rates set for hospice care, (3) any additional standards the 
Congress could adopt to assure quality patient care in participating hos- 
pices, and (4) whether the administration of the hospice benefit has 
been consistent with Medicare policy. 

Hospice Care 
Nontraditional 

Hospice care is recognized as an alternative way of caring for the termi- 
nally ill that differs from traditional medical care in several respects: 

. Hospice care is palliative, directed toward maintaining the functional 
abilities of the patient and controlling pain, rather than curative. 

l The family is involved and supportive in caring for the patient. 
l Hospice programs usually emphasize home care. Inpatient facilities, hos- 

pitals, or nursing homes are used when necessary to provide acute or 
respite care. 

l The emotional needs of the terminally ill and their families are given as 
much attention as the medical needs of the patient. 

l A portion of administrative and patient care services are provided by 
hospice volunteers. 

Five basic hospice organizational models have evolved: hospital-based, 
nursing home-based, home health agency-based, freestanding, and 
community-based (a coalition of volunteer groups). 

‘A brief history of the hospice movement is contained in Hospice Care-A Growing Concept m the 
United States (HRD-79-EiOI Mar 6, 1979. 

. 
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History of Medicare’s Title XVIII of the Social Security Act makes available a broad health 

Hospice Benefit 
insurance program, known as Medicare, to most elderly age 65 and over 
and certain disabled people. Medicare, which is administered by the 
Health Care Financing Administration (HCFA), provides two insurance 
programs for the aged and disabled: hospital insurance (part A) and 
supplemental medical insurance (part B). 

Hospital insurance is primarily financed by social security taxes. Sup- 
plemental medical insurance, a voluntary program, is financed by gen- 
eral tax funds and monthly premiums collected from beneficiaries. 

In 1980, HCFA initiated a demonstration project with 14 hospital-based, 9 
home health agency-based, and 3 freestanding hospices. Reimbursement 
was permitted for all hospice services provided to Medicare and Medi- 
caid’ beneficiaries. The project was designed to help the Department of 
Health and Human Services (HHS) evaluate the levels of hospice care, the 
range of services they furnish, and costs of these services. In doing so, it 
was to give HHS a basis for developing standards and making policy deci- 
sions regarding Medicare and Medicaid coverage of hospice services. 

Originally, the project was intended to end in October 1982, but the Tax 
Equity and Fiscal Responsibility Act of 1982 (TEFRA) (P.L. 97-248) 
authorized Medicare hospice benefits on a trial basis. The Congress 
included a provision in the TEFFU legislation to terminate the benefit, 
effective October 1, 1986, unless the Congress acted to provide an exten- 
sion The hospice benefit was made permanent by a provision of the 
Consolidated Omnibus Budget Reconciliation Act of 1985 (COBRA) (P.L. 
99-272). 

TEFRA provided that initial hospice reimbursement be based on reason- 
able costs, up to a cap amount. It also directed that the Secretary study 
the feasibility and advisability of providing prospective reimbursement. 
However, when final implementing regulations were published by HCFA 
in 1983, they provided for a prospective payment system based on cost 
data obtained primarily from the hospice demonstration project. 

‘Medicaid. established by title XIX of the Social Security Act, provides payment through state agen- 
cies for the costs of covered medical services for low-income people. 
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Services Covered 
Under the Hospice 
Benefit 

Medicare covers hospice care for terminally ill beneficiaries who wish to 
receive such care and are certified by a physician to have a prognosis of 
6 months or less to live. Beneficiaries electing hospice care waive all 
nonhospice Medicare benefits for care related to the terminal illness 
except for services provided by an attending physician. Under the bene- 
fit’s initial provisions, beneficiaries were entitled to 210 days of hospice 
care. The Medicare Catastrophic Coverage Act of 1988 (P.L. 100-360) 
removed the day limitation. 

For a facility or organization to qualify as a hospice, Medicare requires 
that certain core services must be provided. These include nursing care, 
medical social services, physician services, and counseling services 
(including bereavement counseling for the family after the patient dies). 
In addition, hospices must directly or through contractual arrangements 
provide physical, occupational, and speech therapy, and home health 
aide and homemaker services. These requirements were designed to 
ensure that hospices maintain a staff of health professionals capable of 
providing the usual hospice services while giving them the flexibility to 
provide certain less frequently needed services on a contractual basis. 
Examples of the latter are speech therapy or the use of a temporary 
nurse if the hospice experiences an unusually high case load. 

Hospice care must be available on a 24-hour basis and be provided in 
accordance with a written plan. The plan is developed and periodically 
reviewed by the patient’s attending physician, the hospice’s medical 
director or physician designee, and an interdisciplinary team composed 
of at least a physician, a registered nurse, a social worker, and a coun- 
selor employed by the organization. 

Included in the hospice benefit are family counseling concerning care of 
the terminally ill individual and patient counseling to assist in adjusting 
to death. Short-term inpatient care also can be provided, when neces- 
sary, for pain and symptom control. Inpatient care to provide a respite 
for family care givers is likewise allowed. However, hospices must main- 
tain professional management of their patients during inpatient stays to 
ensure that the patient’s plan of palliative care is carried out. 

Medicare Payment for HCFA established base per diem rates to pay hospices prospectively for 

Hospice Services 
services rendered in each of four categories of care. The Congress 
required the Secretary of HHS to adjust the rates annually, beginning in 
1985, basing them on the reasonable cost of hospice care and services. 
The categories and current base rates are: 
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9 Routine home care ($63.17 per day) includes all care provided at the 
patient’s home that is not considered continuous home care. Hospices 
receive this amount for every day a patient is enrolled with them 
regardless of whether any services are furnished on a given day. 

l Continuous home care ($15.36 per hour up to $368.67 per day) is pro- 
vided by a nurse, home health aide, or homemaker on a continuous basis 
during periods of crisis. 

l General inpatient care ($281 per day) is provided at an inpatient facility 
for pain control or symptom management. 

l Inpatient respite care ($65.33 per day) is provided in a approved facil- 
ity, such as a hospital, for a short period so that the family of the 
patient can have a respite. 

These four base rates vary geographically because they are adjusted by 
HCFA to reflect differences in area wage levels. 

Two payment limits were designed to control Medicare financial risk and 
guard against over-utilization of hospice services. First, a hospice’s total 
annual Medicare payment cannot exceed an aggregate limit. This is cal- 
culated by multiplying the cap amount per beneficiary-currently 
$9,010, but adjusted annually for increases or decreases in medical care 
expenditures-by the number of beneficiaries served by the hospice 
during the period. This cap is designed to ensure that total payments for 
hospice care do not exceed the amount that would have been spent by 
Medicare had the patient been treated in a conventional setting. 

In addition, hospices cannot be paid for inpatient days-including inpa- 
tient respite days-beyond 20 percent of the total days for which the 
patients had elected hospice care. This limitation was included to keep 
the benefit consistent with the concept of hospice as primarily home- 
based care. 

Another requirement placed on hospices by Medicare is that they must 
utilize volunteers in their provision of care and services. Volunteers tra- 
ditionally have played an important role in hospice care and in keeping 
the cost of hospice care down. By regulation, the standard for volunteer 
participation has been set at 5 percent of total patient care hours. 

HCFA Hospice Studies The legislation establishing the hospice benefit required the Secretary of 
HHS to conduct two studies. 

. 
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The first study essentially was an evaluation of the costs and quality of 
care of hospices involved in the demonstration project. A report on this 
study, made by Brown University, was issued in 1983. 

A second study requirement provided for the Secretary of HIIS to report 
to the Congress on the fairness, equity, and efficiency of the hospice 
provisions. It was to include, among other things, an examination of the 
feasibility and advisability of developing and providing for prospective 
reimbursement of hospice care. Although the study was not completed, 
HCFA implemented a prospective payment system shortly after the study 
was mandated. Public Law 98-617 then required HCFA to review annu- 
ally and appropriately adjust the payment rates for hospice services, 
and report to the Congress on the adequacy of the rates to ensure partic- 
ipation by an adequate number of hospices. In its report on the bill that 
became Public Law 98-617, which was enacted without material 
changes, the House Committee on Ways and Means expressed concern 
that insufficient data were used to set the original rates and that not 
enough hospices were becoming Medicare-certified. The first report, 
which was due in October 1986, has been delayed, according to HCFA, 
because of inadequate data. 

A study conducted by the Joint Commission on the Accreditation of 
Health Care Organizations (JCAHO) examined the appropriateness of spe- 
cific Medicare hospice provisions. A report on the study, completed in 
March 1987, contained information on differences between certified and 
uncertified hospices and the quality of care provided. On average, the 
study found, certified hospices were larger, provided more comprehen- 
sive services, and provided care with more professional and appropri- 
ately trained staff than hospices not certified. 

TEFRA required the Secretary of HHS to report, with respect to hospice 
demonstration projects, on the appropriateness of hospice reimburse- 
ment levels, caps, and payment limitations. In 1987, as part of this 
study, HCFA twice asked its claims payment contractors-referred to as 
intermediaries-to review hospice cost reports to validate hospice pro- 
spective payment rates. The first effort included cost reports of hospices 
with a full 12-month reporting period whose fiscal year ended during 
calendar year 1986. This effort yielded 198 cost reports. About 63 per- 
cent of those cost reports were deemed unusable by HCFA for validating 
payment rates because of significant discrepancies or errors. 

In the second effort, in August 1987, HCFA again asked its intermediaries 
to perform similar reviews of hospice provider cost reports with fiscal 
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years ending between July 1, 1986 and June 30, 1987. Six months of this 
selected period overlapped the prior year’s effort and thus constituted a 
second review opportunity for some cost reports. From this effort, [ICF.A 
used cost data from 237 hospices. However, cost data for about 40 per- 
cent of these hospices contained errors and HCFA eventually decided to 
use only those cost reports containing data it judged acceptable. 

Objectives, Scope, and 
Methodology 

Because the Chairman and Ranking Minority Member of the Subcommit- 
tee on Health, House Committee on Ways and Means, were concerned 
about ensuring that all Medicare beneficiaries who elect hospice care 
can obtain quality care under the Medicare program, they asked us to 
determine 

the factors that influence a hospice not to participate in the Medicare 
hospice benefit; 
whether prospective payment rates set by HCFA for hospice care are 
reasonable; 
whether there are additional standards the Congress could adopt to 
assure that participating hospices provide quality care; and 
whether the administration of the hospice benefit by HCFA and its 
intermediaries has been consistent with program policies. 

Questionnaire Used in 
Survey 

From various industry sources, we synthesized a list of 1,946 organiza- 
tions believed to be hospices that were not Medicare-certified. From this 
list, we selected a random sample of 710 such organizations and sent 
them questionnaires. During the course of our work, we discovered that 
many of these organizations were not hospices, reducing our estimate of 
the total number of hospices that were not Medicare-certified to about 
1,290. (See app. I.) 

The questionnaires were designed to determine why hospices that 
appeared to qualify for the Medicare program decided not to participate; 
what program provisions, if any, influenced that decision; and how 
those provisions could be changed to make hospices consider applying 
for certification in the program. We received responses to this question- 
naire from 308 hospices, a response rate of about 61 percent of those 
sent to nonparticipating hospices. 

In addition, we sent a questionnaire to all 423 hospices that were partici- 
pating in Medicare in November 1987. The responses received from 320 
participating hospices (a response rate of about 76 percent) provided us 
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with data on hospice experiences under Medicare and concerns hospices 
have about certain Medicare benefit provisions and whether they 
adversely affect hospice operations. A summary of the responses to our 
questionnaires will be sent upon request. 

Visits, Interviews 
Contributed to Analy sis 

We visited nine hospices (three hospital-based, three home health 
agency-based, and three freestanding) and reviewed their Medicare cost 
reports. To evaluate HCFA’S basis for setting prospective payment rates, 
we also analyzed the 121 cost reports from 1986 and 1987 that HCFA 

judged most usable for rate validation purposes. The 121 reports were 
submitted by 26 freestanding hospices, 80 home health agency-based 
hospices, and 15 hospital-based hospices. Because of the small number 
of Medicare-certified, skilled nursing facility-based hospices (only 9 of 
the 1,946 hospices on our synthesized list), we excluded them from our 
cost analyses. 

To assess the administrative and management functions of the program, 
we performed certain other on-site reviews. We visited (1) the offices of 
eight Medicare intermediaries; (2) HCFA’S Philadelphia, Atlanta, and San 
Francisco Regional Offices; (3) HCFA headquarters in Baltimore, MD.; and 
(4) nine state offices that conduct surveys and certify hospices for the 
Medicare program. 

Also, we conducted telephone interviews with survey and certification 
officials in all 50 states, Puerto Rico, and Washington, D.C., and with 
JCAHO. Our purpose was to determine whether (1) Medicare hospice stan- 
dards can ensure that participating hospices are capable of providing 
quality patient care and (2) there are additional standards the Congress 
could adopt to assure that hospices participating in the Medicare hos- 
pice benefit are providing quality patient care. 

To obtain the views of hospice trade organizations, we interviewed offi- 
cials at the National Hospice Organization (KHO) and the Hospice Associ- 
ation of America (HAA). We queried them on issues related to benefit 
provisions and the content of our survey questionnaires. In addition, we 
interviewed officials at Abt Associates and the Joint Commission on 
Accreditation of Health Care Organizations-contractors doing hospice 
studies for HCFA-t0 gain insight into issues common to our study. 

We gave HHS, NHO, and HHA the opportunity to review a draft of this 
report. HHS and the Hospice Association of America provided comments 
on contents of the draft reports. (See apps. 4 and 5.) 
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Our work was conducted during the period February 1987-March 1989 
in accordance with generally accepted government auditing standards. 
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What Can Be Done to Increase the Number of - 
Hospices Participating in Medicare? 

Of an estimated 1,700 hospices in the United States in 1989, about one- 
third (some 35 percent) participate in the Medicare program, our survey 
indicated. Both participating and nonparticipating hospices had some 
concerns about the program. Many hospices did not apply for Medicare 
certification, they said, because of the program’s payment levels, the 
requirement that physicians certify that a patient’s illness will result in 
death within a 6-month period, or the hospice’s ability to obtain the 
required contract for inpatient services. Hospices that did participate in 
Medicare cited several factors adversely affecting hospice finances, 
patient load, or quality of care. These factors included unreimbursed 
costs for bereavement counseling to family members to help them adjust 
to the patient’s death and the program requirement that a physician 
provide a terminal prognosis within two days of patient admission. The 
claims processing and payment system did not appear to be a factor in a 
hospice’s decision to participate in Medicare, and participating hospices 
generally appear satisfied with intermediaries’ claims processing. 

Generally, hospice officials favored changing the basis for hospice pay- 
ments to a cost reimbursement system and changing or eliminating the 
above-mentioned requirements that caused them concern. 

Hospice Participation Since the early 1980s the U.S. hospice industry has grown substantially. 

in Medicare 
From 1983 to 1989, we estimate the total number of US hospices grew 
from 516 to more than 1,700. From the beginning of the Medicare hos- 
pice benefit program through February 1989, the number of certified 
hospices grew from 30 to 609. Medicare hospice outlays for 1984 totaled 
about $2.8 million. By 1987, the latest data available, outlays had 
increased to about $176 million. In addition, some hospices receive sup- 
port from charitable organizations and payments by patients and pri- 
vate health insurance policies. 

Not all of the approximately 1,100 hospices currently not participating 
in Medicare could qualify for Medicare certification. From answers to 
specific questions included in our questionnaire, we determined that 
about 75 percent of responding hospices are structured like the Medi- 
care model, provide services consistent with Medicare standards, and 
would have a reasonable expectation of meeting Medicare certification 
requirements. Projecting this percentage to the approximately 1,100 
nonparticipating hospices indicates that about 830 nonparticipating hos- 
pices might be able to obtain Medicare certification. The methodology 
we used to identify qualified hospices is discussed in more detail in 
appendix II. 
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Because a nonparticipating hospice may be qualified for Medicare certi- 
fication does not necessarily mean that it would seek certification. 
Twenty-nine hospices, about 13 percent of qualified, nonparticipating 
hospices that responded to our questionnaire, indicated that they would 
not seek Medicare certification. The majority saw no need to be certified. 
However, a few hospices were more specific, indicating that services can 
be provided best in coordination with other health care organizations in 
their community rather than through Medicare-certified hospices such 
as coalition models. Others, citing certification as a low priority because 
of their location in areas of small population, chose to focus on 
community-based care. 

In addition, 42 hospices, about 18 percent of qualified, nonparticipating 
respondents, indicated that they were small or rural hospices and that 
Medicare certification was not feasible. Medicare’s direct service 
requirement and the reimbursement rates were among the reasons cited 
for nonfeasibility. 

Seventy-one hospices that told us it was not feasible to participate said 
they would not seek Medicare certification. From these results, we esti- 
mate that there are approximately 574 nonparticipating hospices across 
the country that could participate in Medicare. 

Why Qualified 
Hospices Are Not 
Applying for 
Certification in 
Greater Numbers 

Three Medicare benefit provisions were cited as significant problems by 
both participating and nonparticipating hospices we queried. These 
were (1) the payment levels, (2) the language included in the physician’s 
certification, and (3) the requirement to contract for inpatient services. 
Two provisions-the $9,010 per enrollee payment cap and the 20-per- 
cent inpatient day limit-were not as serious concerns to participating 
hospices as to nonparticipating hospices. 

Our questionnaire covered a number of Medicare benefit provisions that 
hospice and hospice organization officials told us could be of concern to 
hospice officials. In addition, we asked those officials to list any others 
they perceived as problems. Overall, they identified 27 provisions. We 
ranked the provisions according to the number of responding hospice 
officials indicating at least moderate concern with them (see app. III). 
The top eight provisions of concern to nonparticipating hospice officials 
and their responses are shown in table 2.1 along with the corresponding 
responses from participating hospices. 
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Table 2.1: Benefit Provisions of Most 
Concern to Hospice Officials% 

Medicare provisions 
General Inpatient care rate 

Routine home care rate 

Nonparticipating Participating 
concerned concerned 

Percent Rank Percent Rank 
66 1 03 1 

62 2 81 2 

Inpatient respite care rate 58 3 70 7 

$9,010 aggregate cap 57- 4 33 14 

- Con$nuous home care rate 55 5 72 6 

Doctor’s certification of termw-tal illness 54 6 72 5 

20.percent Inpatient day llmlt 49 7 27 19 

Inpatient services contract 49 8 62 9 

aThe 210.day lifetime benefit lrmrt was among the top-ranked concerns of both certrfied and uncertrfred 
hospices However, this should no longer be a concern because the Medicare Catastrophrc Coverage 
Act of 1988 provided an addrtronal indeftntte benefit period after the basic 210.day penod has expired, 
subject to recertrficatron of termrnal illness 

In this chapter, we discuss the Medicare hospice provisions of most con- 
cern to officials from qualified nonparticipating and participating hos- 
pices. Each section includes a discussion of the provision, hospice 
comments on the provision, and program changes most frequently sug- 
gested by hospice officials. The officials said that these program 
changes would prompt them to reconsider applying for Medicare certifi- 
cation or would help improve participating hospices’ operations. 

Payment Rates Hospices participating in the Medicare program are paid predetermined 
rates for services rendered in four categories of care. Qualified hospices 
not participating in the program perceive the Medicare payment rates to 
be a problem and a major factor in deciding not to apply for Medicare 
certification. Participating hospice officials also view the prospective 
rates as a major factor adversely affecting hospice operations. Most con- 
cern is focused on the routine care rate and the general inpatient rate, 
which account for 96 percent of hospice revenues. 

Hospice officials most frequently suggested changing the payment 
method to a cost reimbursement system as a way to improve hospice 
operations and/or influence hospices to consider applying for Medicare 
certification. 

In addition, hospice officials often suggested increasing the payment 
rate for inpatient care, calling it inadequate for patients needing expen- 
sive palliative care. For example, hospice patients with cancer may be 
provided with X-ray or chemical treatments-not to cure the disease, 

. 
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but to reduce the size of the tumor, thereby relieving pressure and pain 
to other internal organs. 

Another suggestion was that HCFA allow hospital claims to be filed under 
regular Medicare part A benefits regardless of the reason for admission. 
Because Medicare would directly pay the hospital, this would eliminate 
the need for hospices to negotiate inpatient rates with hospitals. Such a 
change would be a significant departure, however, from the Medicare 
requirement that hospices be responsible for all care, and the costs of it, 
related to the patients’ terminal illness.’ 

Aggregate Cap of $9,010 The maximum annual amount a hospice can receive from Medicare is 
$9,010Z times the number of beneficiaries served during a year. Nonpar- 
ticipating hospice officials indicated concern over the financial risk 
posed by the $9,010 cap. Certified hospices expressed similar concern 
but to a lesser degree. Hospice officials most frequently suggested that 
the limit should be eliminated. 

The relative lack of concern by certified hospice officials seems to indi- 
cate that the cap is not a significant problem. On average, patients spend 
about 30 days in a hospice program. Further, data provided by HCFA 
spanning 2 years of hospice operations (in 1984 and 1985) showed that 
none of the hospices in the study filed claims for more than the cap. 
However, under new legislation allowing for an indefinite patient bene- 
fit period,:] the cap could become a more important payment limitation. 
This might occur if patients are brought into the hospice at an earlier 
stage of their illness or there are increases in the lengths of stay. 

Inpatient Care Limited to A hospice cannot be reimbursed for inpatient days beyond 20 percent of 

20 Percent of Total Care its total days of care. This limit was legislatively imposed to ensure that 
hospice care is home-oriented and that home care is furnished rather 

‘Chapter 3 of this report discusses hospice reimbursement rates in detail and problems we encoun- 
tered in trying to determine the reasonableness of the established rates. 

“HCFA is required to adjust this cap annually. $9,010 is the cap in effect from November 1, 1988 
through October 31, 1989. 

“The Medicare Catastrophic Coverage Act of 1988, most of which took effect on January 1. 1989. 
provides for an additional indefinite benefit period after the basic 210day period has expired. To 
qualify for the extension, a patient’s B-month terminal prognosis must be recertified by a physrcmn 
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than generally more costly hospital care. This provision is of major con- 
cern to nonparticipating hospice officials but is of less concern to certi- 
fied hospices. Uncertified hospice officials called the 20-percent limit 
unrealistic, saying it could contribute to hospice financial instability and 
prevents many terminally ill patients without supportive family to pro- 
vide in-home care from utilizing hospice services. Officials from uncerti- 
fied hospices most frequently suggested that the limit be eliminated. 

The relatively low level of concern by officials from certified hospices 
about the 20-percent limit indicates the limit is not a significant prob- 
lem. Acute inpatient care accounts for only about 4 percent of total hos- 
pice days of care, our analysis of hospice cost reports revealed. HCFA 
data from the 2-year study showed inpatient care provided by most hos- 
pices to be well below the 20-percent limit. 

Physici 2-n C yA--- Jertification of To admit a patient, Medicare hospices must obtain a physician-certified 

e J lvludhs’ Terminal nK,-., prognosis of terminal illness. The hospice medical director or the physi- 

?rognosis cian member of the interdisciplinary group and the patient’s attending 
physician (if the patient has one) must state in writing that the individ- 1 
ual has a life expectancy of 6 months or less. This requirement is 
designed to ensure that the patient’s condition has been assessed at or 
before admission to a hospice program. In addition, proper and timely 
assessment of a patient’s condition is of critical importance to both the 
hospice, which becomes responsible for the patient’s care, and the 
patient, who must have a sound basis for choosing palliative rather than 
curative care. 

This issue is high on the list of concerns of both certified and uncertified 
hospice officials because of the uncertainty involved in such a long-term 
prognosis. Responding officials most frequently suggested that the doc- 
tor’s written certification include a clarifying statement, “The patient is 
terminally ill and will die within 6 months if the terminal disease runs 
its normal course.” Adding this clause would not significantly change 
the meaning of the doctor’s certification but would clarify the meaning 
to the physicians involved, hospice officials, and the patient. 

Ptmfc?! _ _ __ -3sional Case 
““---gement/Inpatient 
ucL v des Contract 

A hospice is required to have a contract with a facility that provides 
inpatient care for the hospice’s patients. This contract must be a legally 
binding written agreement stipulating that the hospice staff will main- 
tain professional management of the patient while he or she is receiving 
inpatient care. 
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This requirement concerns both participating and nonparticipating hos- 
pices. Nonparticipating hospice officials commented that physicians at 
inpatient facilities will not relinquish case management to hospice phy- 
sicians. Participating hospice officials cited a different concern, that 
hospitals will not contract at the Medicare hospice inpatient rate of $281 
per day. Many hospice officials suggested that the provision be elimi- 
nated. However, the nonparticipating hospice concern does not appear 
to be supported by hospices’ experience in the program. If problems do 
exist, they apparently can be overcome. All certified hospices we 
reviewed either had inpatient services contracts or provided inpatient 
services in their own facilities. 

Concerns of Participating hospices expressed concerns about two program provi- 

Participating Hospices 
sions that nonparticipating hospice officials did not perceive as problem 
areas-a 2-day limit to obtain a physician’s terminal illness certification 
and unreimbursed bereavement counseling. 

Hospices are required to obtain the certification of a physician within 2 
days after admission of a patient to a hospice. The 2-day limit was 
implemented to establish the hospice’s responsibility for the care of the 
patient and to provide the patient with a sound basis for choosing palli- 
ative rather than curative care. Intermediaries interpret and apply the 
2-day rule in the following way. If a hospice fails to obtain the necessary 
certification within the 2-day grace period, it is subject to denial of pay- 
ment for all days of service from the day of admission to the date of 
certification, including the first 2 days. 

Of the 78 percent of participating hospices that cited the a-day limit as a 
problem, over 80 percent said they believed the limit should be changed 
to 8 days. 

Bereavement counseling represents a significant cost to some hospices, 
our survey showed. Hospices are required to provide such counseling to 
family members to help them adjust to the patient’s death. The costs for 
these services are not reimbursable and HCFA does not consider them 
when setting prospective rates for hospices. This exclusion exists 
because enrollment of the Medicare beneficiary in the hospice is the 
basis for service eligibility and enrollment ceases with the patient’s 
death. Of the certified hospice officials we queried, 76 percent think the 
exclusion of Medicare payment for bereavement counseling after the 
patient’s death adversely affects hospice operations. Six percent said 
that bereavement counseling should not be a requirement. 

. 
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Officials from 218 participating hospices reported that they provided, 
on average, 183 bereavement contacts for families of Medicare patients 
during 1986. The average total bereavement counseling cost reported by 
these hospices for that year was about $6,000, ranging from no cost 
(possibly representing volunteer work) to nearly $60,000. According to 
the JCAHO study of hospices, 71 percent of all hospices in 1986 had 
annual budgets of less than $150,000. Therefore, it appears that 
bereavement costs may represent approximately 4 percent of total hos- 
pice costs for most hospices. 

Effect of 
Intermediaries on 
Hospice Decisions 
to Participate 
in Medicare 

Intermediary performance was not identified by our respondants as a 
factor that affected hospices’ decisions to participate in Medicare. 
(Intermediaries are organizations under contract to HCFA that are 
responsible for processing provider claims and either paying or denying 
those claims.) In addition, HCFA data on intermediaries’ performance 
shows that payments are generally made to hospices within time limits 
established by HCFA. 

HCFA'S Contractor Performance Evaluation Program establishes specific 
time limits for intermediary processing of hospice claims. In fiscal year 
1987, the time limits were: 

l 95 percent of “clean” claim+ had to be paid within 30 days, 
l 95 percent of all claims had to be paid within 60 days, and 
l 99 percent of all claims had to be paid within 90 days. 

In the aggregate, intermediaries met all three time limits for hospice 
claims processed between February 1987 and September 1987, accord- 
ing to published HCFA reports. Of the 10 designated regional 
intermediaries, 6 met or exceeded all three time limits and only 1 failed 
to meet all three (see table 2.2). When time limits were missed, they 
were usually missed by a small amount and/or subsequent time limits 
were met. 

‘Claims that did not require additional documentation from the provider for the intermediary to 
determine appropriateness of payment. 
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Table 2.2: Intermediary Claims 
Processing Timeliness Data for Hospice 
Claims (Feb.-Sept. 1987) 

Intermediary 
All intermediaries 

B/C-Maine 

Prudential-N.J. 

B/C-Greater Phila. 

Aetna-Flonda 
B/C-S.Carolina 

B/C-Illinois 
B/C-Wisconsin 

B/C-New Mexico 834 88.7” 1,075 99.8 99.9 

B/C-Iowa 3,598 93.2a 3,821 95.4 97.5” 

B/C-California 4,956 100.0 5.632 99.2 99 9 

Clean claims 
All claims Percent ~ 

proc:;;: Percent 
processed in 

Total days Total 60 days 90 days 
62,014 98.3 68,267 98.8 99.6 

467 100.0 480 100.0 100.0 

34,922 99.2 37,325 99.5 99.8 

750 98.7 773 99.6 100.0 

902 91.7a 1,036 91 .ga 99.1 

563 93.1a 789 90.9” 97 7a 

1,620 98.3 1,629 99.6 99.8 

2,215 100.0 2,115 100.0 100.0 

“Less than HCFA evaluation standard 

Conclusions Many hospices are not participating in Medicare, our questionnaire 
revealed, because of reservations concerning the adequacy of payment 
rates, the cap on total payments to a hospice, the 20-percent limit on 
inpatient care, the requirement for inpatient services contracts, and the 
language contained in the certification of a patient’s terminal illness. 

The concerns with the cap on total hospice payments and the limit on 
inpatient care days appear to be based more on individuals’ perceptions 
rather than the existence of real problems. Hospices participating in 
Medicare usually did not cite these provisions as problems, and we could 
find no instance where hospices had filed claims for services that 
exceeded the cap or limit. The caps and limits may become more impor- 
tant in the future, however, because the Medicare hospice benefit has 
been extended beyond 2 10 days. 

Nonparticipating hospices’ concerns related to certifying patients’ termi- 
nal illnesses were shared by participating hospices and, judging by ques- 
tionnaire responses, changes to this provision may induce more hospices 
to participate in Medicare. A clarifying change in the certification lan- 
guage should not adversely affect the program and could help gain addi- 
tional participation by hospices. 
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Recommendation to We recommend that the Secretary of HHS direct the Administrator of 

the Secretary of HHS 
HCFA to change the wording in the Medicare regulations regarding the 
physician’s certification of terminal illness to include the clarifying 
statement that the individual’s medical prognosis is that his or her life 
expectancy is 6 months or less “if the terminal illness runs its normal 
course”. 

Agency Comments and HHS commented that it does not believe it necessary to modify the word- 

Our Evaluation 
ing of the required physician certification as we recommended, because 
the current wording implicitly includes the suggested addition. As we 
pointed out on page 20, adding to the certification the phrase “if the 
terminal illness runs its normal course” would not significantly change 
the meaning of the current wording but would clarify the meaning for 
physicians. The certification language was a major concern of both certi- 
fied and noncertified hospices. Addition of such language would have no 
ill effect on the program and might induce additional hospices to partici- 
pate in Medicare. Therefore, we believe the suggested modification 
should be made. 

HHS also said that a HCFA-SpOnSOred study of the reasons for hospices not 
participating in Medicare produced results similar to ours. 
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A major objective of this review was to evaluate the reasonableness of 
Medicare’s prospective payment rates for hospices. We could not do so 
because the cost data reported to HCFA by hospices and used by HCFA to 
calculate payment rates is incomplete, inconsistent, and inaccurate. As a 
result, some reported costs were too high, some too low, and some could 
not be determined. In addition, the formula that HCFA uses to apportion 
overhead costs incurred by hospices and/or their parent health agencies 
or hospitals may be inadequate or inappropriate for this purpose. 

In calculating hospice payment rates, HCFA apportions cost data to vari- 
ous hospice activities to arrive at unit costs for each care level. HCFA'S 
formula for doing so primarily uses data from its hospice cost report 
form. The accuracy of rates resulting from HCFA'S formula depends on 
the quality of the data used in the formula and the appropriateness of 
the formula. The remainder of this chapter discusses problems with 
these two factors. 

Errors in Hospice 
Cost Data 

Some cost data supplied by the hospices were inaccurate and/or incom- 
plete, our analysis of 121 hospice cost reports that HCFA judged to be 
most usable for rate validation purposes indicated. Errors existed in 
time charges and costs for visiting services such as nursing and home 
health aide services, and certain overhead costs were not included. In 
addition, unit costs computed for hospital-based hospices were under- 
stated because the reports often lacked the costs of ancillary services 
provided to hospice patients by the parent hospitals. Finally, inpatient 
service costs may be understated because hospices do not report the 
costs of all contracted inpatient care incurred but not paid during the 
year. 

Accounting for Paid 
Labor Hours Incomplete 
and Inaccurate 

HCFA uses paid labor hours, reported on the hospice cost reports, to 
apportion costs to the proper care category. Of the 121 hospice cost 
reports we reviewed, 17 were inaccurate because $2 16,150 of visiting 
service costs’ were not allocated to care categories. This occurred 
because no labor hours were reported for these costs. 

In addition, the paid labor data reported on some of the hospice cost 
reports reflected widely varying hourly rates. For example, the reported 
average direct nursing service costs generally ranged from a low of 

'About 1.5 percent of total visit costs reported on the 121 hospice cost reports. 

Page 25 GAO/HRD89-111 Hospice Participation in Medicare 



Chapter 3 
Reasonableness of Hospice Payment Rates 
Cannot Be Determined Prom Available 
Cost Information 

about $1 per hour to a high of about $40 per hour. We believe two fac- 
tors contributed to the wide disparity in the computed hourly wage 
rates-hospice data compilation errors and varying interpretations of 
HCFA'S guidelines about which hours should be accumulated and 
reported. 

Data accumulation errors appeared to be due, in large part, to hospice 
accounting systems that did not capture the data necessary to prepare 
accurate cost reports. Eighty-nine percent of questionnaire respondents 
reported that hospice data collection systems and HCFA cost-reporting 
requirements were incompatible and presented cost-reporting problems. 

Our audits at nine hospices found numerous tabulation and mathemati- 
cal errors in the cost reports, even though the cost report data had been 
checked by the intermediary. For example, at seven of the nine hospices, 
we found differences between the cost report data and available sup- 
porting records and schedules for the number of hours of paid labor, the 
major cost item for hospices. The differences ranged from an overstate- 
ment of 3 percent to an understatement of 210 percent in the total hours 
of paid labor. On average, the seven hospices understated total hours of 
paid labor by 9.4 percent. 

At one of the two remaining hospices, supporting records were not avail- 
able to validate reported paid labor data. The ninth hospice resubmitted 
its cost report and correctly reported total paid labor hours. 

Varying interpretations by hospices of the paid hours that should be 
tracked and reported also appeared to contribute to the discrepancies in 
the hourly wage rates. Some hospices interpreted HCFA'S instructions to 
require reporting of only the time visiting service personnel spend face- 
to-face with patients. Other hospices included face-to-face time with 
patients plus travel time, while a third group included face-to-face time 
with patients, travel time, and patient medical record charting time. Still 
others apparently report all paid hours of visiting services staff. The 
differences in interpretation of HCFA'S instructions result in the use of 
inconsistent and incomplete paid labor data in HCFA'S unit cost 
calculation. 
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Overhead Costs of The formula HCFA uses to compute unit costs for hospices includes a fac- 

Hospital- and Home Health tor for apportioning parent organizations’ administrative and general 

Agency-Based Hospices overhead costs. However, as the hospice cost report contains no place to 

Understated 
record these costs, they must be obtained from the parents’ cost reports. 
In many cases, however, these costs were not used in calculating unit 
costs. For example, we found that for four hospices we visited, the par- 
ent’s Medicare cost report included $650,000 of administrative and gen- 
eral overhead costs associated with hospices’ activities. However, only 
$526 of those costs were used in HCFA’S unit cost calculation and, there- 
fore, HCFA’S calculation understated hospice unit costs. 

Cost Reports in HCFA’s 
Data Base Understate 
Costs of Hospital-Shared 
Services 

Hospital-based hospices often obtain inpatient services for their patients 
from the parent hospital, but typically the hospices did not include in 
their cost reports all costs associated with the inpatient stay. Thus, hos- 
pice costs used by HCFA to compute the inpatient rate generally were 
understated. 

Of the 15 hospital-based hospice cost reports we reviewed, 5 included no 
data for inpatient services. The remaining 10 hospices reported a total 
of 3,940 days of inpatient care but only 1 reported any data related to 
ancillary services, such as drugs and therapy. Moreover, this hospice did 
not include the data necessary for HCFA to determine the costs of the 
ancillary services. As a result of these incomplete data, HCFA’S computa- 
tion of the inpatient hospice rate included no costs for 5 of the 15 hos- 
pices and no ancillary service costs for the other 10. 

Our detailed audit at one of the nine hospices not reporting ancillary 
service charges illustrates the effect that omitting these data can have 
on reported inpatient costs. Patients in this hospice were provided 207 
days of inpatient care in the parent hospital. From hospital records, we 
determined that the parent hospital furnished inpatient ancillary ser- 
vices with charges totaling $17,942. Converting these charges into costs 
and factoring the costs into the unit cost calculation increased the gen- 
eral inpatient unit cost from $185.77 to $255.91. 

Cost Reports Understate Contract inpatient service costs for two of the nine hospices we audited 

Contract Inpatient Service were understated because the hospices had not paid for some of the 

costs 
inpatient services at the end of the year. Nor had they accrued the pay- 
ment liability in their accounting records, as called for by HCF,~‘S guide- 
lines. Understating inpatient costs reported to HCFA has the effect of 
understating the HCFA-Calculated unit costs. 

Page 27 GAO/HRD89-111 Hospice Participation in Medicare 



Chapter 3 
Reasonableness of Hospice Payment Rates 
Cannot Be Lhxermined From Available 
Cost Information 

One of the freestanding hospices we audited had entered into agree- 
ments with several area hospitals for the provision of general inpatient 
care services when such care was required for their hospice patients. 
According to the hospice cost report, 666 general inpatient days of care 
were provided. Total costs claimed were $119,355. The average daily 
unit cost was $179, less than the lowest of the negotiated contract rates 
and less than the Medicare inpatient payment rate. 

The hospice had not been billed for many of the inpatient days, perti- 
nent patient and accounting records showed, and had recorded no liabil- 
ity in its accounting records reflecting any payment obligation.’ From 
invoices, we estimated the average daily cost of inpatient services at 
$337. Thus, the general inpatient unit cost rate was understated by $158 
per day. 

As our review included only the cost report from 1986, we did not deter- 
mine what accounting method was used in prior or subsequent years. If 
this hospice was consistent from year to year in reporting inpatient 
costs when paid for rather than when the service was incurred, the 
effect on unit costs may be balanced over several years. However, there 
is no assurance that this will occur and costs may be overstated or 
understated in subsequent years. 

Problem With HCFA’s The cost report forms developed by HCFA contain 22 to 25 patient care 

Unit Cost Formula 
cost centers (depending on hospice type), in which direct costs incurred 
by hospices are reported. HCFA'S unit cost formula apportions overhead 
costs incurred by the hospice and/or by the parent home health agency 
or hospital according to the square footage of floor space used by the 
direct patient care cost centers.:’ But in some cases, floor space provides 
an inadequate or inappropriate method to apportion overhead costs. 

Many hospices do not report square footage for direct care cost centers. 
In addition, because of the emphasis on home care, hospices generally 

?&cause of the absence of billing records for many hospice patients, we contacted the Medicare inter- 
mediary that served the hospitals in which the inpatient services were obtained. We determined that 
many of the inpatient services were erroneously billed as regular Medicare inpatient services. There- 
fore, the hospice was paid by its intermediary for the inpatient services and the hospitals were paid 
by their intermediary for the same inpatient services. The hospital intermediary is currently making 
efforts to recover the duplicate payments. 

“For Medicare cost-reporting purposes. a cost center is an organizational unit, such as a department. 
that has a common functional purpose. and for which direct and indirect costs are accumulated, allo- 
cated, and apportioned. A cost center also may include certain expense classifications, such as 
depreciation. 

. 
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have small physical size and the amount of floor space used does not 
necessarily reflect anything in particular about hospice costs. These 
characteristics are particularly typical of home health agencies, making 
the apportionment of parent home health agency overhead costs using 
square footage virtually useless. 

Of the 121 hospice cost reports we reviewed, 41 reported no square foot- 
age for any of the direct patient care cost centers. For these hospices, a 
HCFA official searched the hospice cost reports and other documents. In 
some cases, he told us, he found that the hospices had provided their 
own apportionment of overhead costs to cost centers. In most cases, the 
hospice’s apportionment was based on the cost center’s direct costs. For 
the remaining hospices (he could not recall how many), he apportioned 
overhead costs based on the ratio of a cost center’s direct costs to total 
hospice costs. 

An additional 17 hospice cost reports assigned all square footage to one 
direct patient cost center, even though costs were reported in multiple 
cost centers. Thus, as all overhead costs were assigned to one type of 
service, the costs of that service were overstated and the costs of the 
other three types of service understated. 

Conclusions HCFA'S unit cost estimates are computed with a formula using cost 
data-supplied by hospices-that our review shows are incomplete, 
inconsistent, and inaccurate. Thus, we could not determine if Medicare 
hospice payment rates are reasonable. 

Recommendations to We recommend that the Secretary of HHS direct the Administrator of 

the Secretary of HHS 
HCFA to take steps to improve the quality of cost data received from hos- 
pices. Based on our review of cost data, the Administrator should mod- 
ify the cost-reporting form and instructions to assure reporting of 

l all appropriate labor hours used to provide services at patients’ homes, 
l parent agency or hospital administration and general overhead costs 

attributable to the hospice, 
l hospital ancillary service costs for hospice patients, and 
l all inpatient service costs during the cost-reporting time period in which 

they were incurred. 

We also recommend that the Secretary direct the Administrator to 
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l use factors other than square footage (such as the share of direct cost 
attributed to a cost center) to apportion overhead costs to cost centers, 
and 

l conduct thorough audits of a representative sample of cost reports to 
assure complete and accurate data for calculating unit costs and ulti- 
mately setting prospective payment rates. 

Agency Comments and In commenting on a draft of this report, HHS stated that it agreed that 

Our Evaluation 
there were many problems with hospice cost data and that they were 
inaccurate and incomplete. It stated that while GAO seems to be blaming 
HCFA'S cost report format and instructions, changing the form will not 
alleviate the data inaccuracies. HHS stated that hospices say the data is 
inaccurate because they lack resources to prepare accurate cost reports. 

We believe that the inadequacies in the cost data have various causes, 
including the hospices’ generation of the data and the cost report form. 
Neither is entirely at fault, but both appear to be contributing factors. 
Improvements in the cost report and the instructions for completing it 
should help improve data quality because, as discussed in this chapter, 
at least some hospices misinterpreted or did not understand 
requirements. 

HHS agreed that the formula used by HCFA to compute unit costs for ser- 
vices could result in misallocation of overhead costs, but also stated that 
GAO'S suggested use of accumulated direct costs would not be an 
improvement. Our recommendation is that HCFA should use a factor 
other than square footage to allocate overhead costs to cost centers. Use 
of the share of direct costs attributed to a cost center was included in 
the report as an example of a method. As discussed in this chapter, 
using square footage does not yield adequate cost allocations to the vari- 
ous types of service and a new allocation basis is needed. 

HHS also agreed that audits of hospice cost reports would help provide 
more complete and accurate data, but noted that the cost-to-savings 
ratio is minimal and that only a limited sample of hospice reports would 
be audited in fiscal year 1990. 

We did not recommend auditing a sample of hospice cost reports for the 
purpose of identifying payments that could be recouped or because we 
believe hospice rates are overstated and would be reduced by basing 
them on audited data. Rather, we believe that the problems we found 
with hospice cost data show that there is no assurance that hospice 
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rates based on that data are reasonable as envisioned by the law and 
regulations. One way to improve the assurance that rates are reasonable 
is by using adequately audited cost data to set them. Because adequacy 
of rates appears to be a major impediment to hospice participation in 
Medicare, improving assurance of reasonable rates should help improve 
participation. 
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Hospice Quality Requirements 
Can Be Enhanced 

State officials responsible for inspecting and certifying hospices gener- 
ally believe that the Medicare self-assessment’ requirement is sufficient 
to ensure that hospices are capable of providing high quality care. When 
we compared Medicare certification requirements with standards devel- 
oped by states for licensing hospices and by .JCAHO for accrediting hos- 
pices, we found no requirements or standards that could be added to the 
Medicare certification requirement that would enhance the quality of 
hospice care. 

HCFA requires state certification surveyors to perform home visits to 
hospice patients. State surveyors believe home visits, if effectively per- 
formed, can enhance the quality assurance process. But as HCFA does not 
require the states to report that home visits were made or the results of 
the visits, it cannot effectively monitor implementation of the home visit 
requirement. 

The Omnibus Budget Reconciliation Act of 1987 (0~~~437) (P.L. 100-203) 
contained certain home health aide training and patients’ rights provi- 
sions. These were designed to improve quality of care in home health 
agencies and hospices affiliated with home health agencies-but did not 
apply to hospices that are not so affiliated. Extending the provisions to 
other hospices could help assure quality of care at all hospices. 

Medicare In discussions with state survey and certification officials, we identified 

Requirements 
five existing Medicare requirements that, in combination, provide rea- 
sonable assurance that hospices are capable of providing quality care. 

Sufficient to Ensure Currently, hospices must 

Quality Hospice Care 
l have an ongoing quality assurance program, referred to as self-assess- 

ment, that monitors care, identifies and resolves problems, and suggests 
ways to improve patient care. An active quality review program helps 
emphasize to staff the importance of quality of care by showing the hos- 
pice’s commitment to quality. 

l use an interdisciplinary group composed of a physician, registered 
nurse, social worker, and counselor to develop, and periodically review 
and update a plan of care for each patient and to supervise its imple- 
mentation. Using a team approach helps assure that all of a patient’s 
needs, both physical and mental, are considered and addressed. 

’ ‘Hospices are required to implement and report on activities and mechanisms for self-momtoring 
quality of care. These activities and mechanisms must identify and resolve quality of care problems 
and make suggestions for Improvmg quality of care. 
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l furnish services in accordance with the plan of care, which should 
include an assessment of patient needs, the services necessary to meet 
those needs, and the frequency at which the services are needed. Such a 
comprehensive plan provides care givers a sound basis for furnishing 
the services necessary to quality care. 

l have a governing body responsible for setting policy and assuring that 
quality care is provided. This requirement establishes another oversight 
function with an emphasis on quality. 

l directly provide nursing care, medical social services, physician ser- 
vices, and patient and family counseling. Having hospice employees pro- 
vide these care services helps assure that the hospice maintains direct 
control of patient care. 

While we did not attempt to validate these requirements, 47 of the 52 
state survey and certification officials we contacted said that they can 
ensure the capability of certified hospices to provide quality patient 
care. Four others indicated their states have no certified hospices,” and 
the one remaining official preferred not to offer comments. Further, 71 
percent of the state officials cited HCFA'S requirement for home visits as 
an enhancement to the quality assurance process. 

When HCFA compared Medicare hospice requirements with .JCIAHO stan- 
dards (developed in 1984 for accrediting hospices), it found the two sub- 
stantially similar and identified no additional standards to augment 
quality assurance. 

Home Visits Can Help As an additional means of assuring the quality of hospice services, HCFA 

Ensure Quality 
requires that state surveys include visits to hospice patients’ homes. 
HCFA discussed the merits of home visits in the preamble to the final 

Hospice Patient Care hospice regulations (which were published in December 1989). Because 
hospices provide the bulk of patient services in the home, it said, the 
palliative care services provided under the hospice benefit are materi- 
ally different in many ways from other Medicare services . HCFA further 
stated that hospice surveys were insufficient to evaluate program com- 
pliance fully and to assure quality patient care. 

‘Four states--Alaska. Maine. New Hampshire, and Utah-had no certified hospices as of July :I 1. 
1988. 
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HCFA established home visit requirements to augment the survey and 
certification and claims review processes. In an appendix to the operat- 
ing manual for state surveyors, HCFA required that the surveyors con- 
duct home visits to verify hospice compliance with the conditions of 
participation and as a quality assurance check. The claims review man- 
ual also was amended to call for hospice fiscal intermediaries to conduct 
home visits to augment the claims review process and ascertain if 
patients and family members are satisfied with the care provided. 

At least three home visits by state surveyors for each hospice are 
required annually. Beneficiaries to be visited are selected from those 
that require four or more types of service, require two or more subcon- 
tracted services, make frequent hospice contacts, have filed a complaint, 
or have been at home under hospice care for at least 2 months. If no 
beneficiaries meet the criteria, random selection is used. At the time we 
made our contacts, 41 of the 52 state survey officials said they were 
making home visits. Of the remainder, seven states-Florida, Hawaii, 
Kansas, Montana, Ohio, South Carolina, and West Virginia-were not 
making home visits and four states had no certified hospices. The rea- 
sons given (when known) by state officials for not making home visits 
included the following: 

. Development of state hospice licensing standards was delaying imple- 
mentation of home visits. 

. The program includes only newly certified hospices with too few benefi- 
ciaries to make a meaningful patient selection. 

l Home visits are unnecessary. 

During a home visit, state surveyors gain insights about the quality of 
hospice care by observing the services being delivered, according to 37 
of the officials in states making home visits. Surveyors verify that the 
patient’s plan of care is being followed and observe delivery of care in 
the home. They also interview patients and family members to obtain 
their opinions about the care provided by hospice personnel. The results 
of home visits are considered in determining whether a hospice becomes 
or remains Medicare-certified, 

To verify that state certification teams are conducting home visits, we 
visited nine states-California, Colorado, Florida, Georgia, Maryland, 
New Jersey, Pennsylvania, Virginia, and Texas-which were responsi- 
ble for certifying 41 percent of participating hospices. All nine used 
home visits to determine whether hospices adhere to the patients’ plan 
of care and as a quality assurance check. 
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Home visits are an effective way to move the certification process 
beyond assessing hospice capabilities to observing the actual care pro- 
vided, state surveyors in three states told us. The surveyors said that 
they attend hospice interdisciplinary group meetings and observe the 
process used to develop, review, and update plans of care. They also 
reviewed the clinical records of the patients to be visited. In these ways, 
they were prepared to verify through the home visit whether patients’ 
needs were being met. 

However, HCFA is not ensuring that the full benefits of the home visits 
are realized. The reporting forms surveyors fill out and submit to ~ICF-A 
do not call for, or even provide space to insert, the results of the visits. 
In fact, the forms do not even ask if home visits were made. Thus, HCI+-~~ 
cannot determine from the survey reports it receives whether states are 
complying with the home visit requirement or whether problems with 
quality are being found. We believe such information would be useful to 
HCFA in meeting its responsibilities for establishing and monitoring qual- 
ity of care requirements for hospices. If a problem or problems arise, 
HCF.4 could act to modify requirements to address the situation. Alter- 
nately, if the home visits show no problems, HCF-4 could be more confi- 
dent that quality care is being furnished. 

Home Visits by Fiscal During the 2-year period spanning fiscal years 1986 and 1987, only 12 

Intermediaries 
of the 60 intermediaries required to perform home visits actually made 
them. Intermediary officials cited several reasons that home visits were 

Probably Ineffective not made. Before a visit is scheduled, claims reviewers must wait until 

for Quality Assurance claims are approved, which can be several months after services are 
delivered to the patient. Services that prompt a home visit under HCFA 
guidelines-continuous home and acute inpatient care-often indicate 
the patient is near death. If home visits are conducted after the patient 
is deceased, it is difficult to review past services for appropriateness 
and quality of care. Also, home visits after a patient’s death can be awk- 
ward, because the family is still in mourning. 

On October 7, 1987, HCFA instructed its regional offices to consider alter- 
natives to the requirement for home visits by intermediaries to ensure 
quality of care. It advised that home visits could be conducted on an as- 
needed basis. According to a HCFA official, this was done after a review 
of intermediary home visit reports determined that the visits were not 
effective because no quality assurance problems were being identified. 
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Home Health Aide OBRA-87 expanded the requirements for home health agencies and hos- 

Training and Patients’ 
pices affiliated with home health agencies to include a training and com- 
petency evaluation program and patient rights provisions. Home health 

Rights: Possible aides now must complete a training program and demonstrate continu- 

Enhancements to ous competency in providing certain health care services. 

Hospice Quality 
Assurance 

The 0~~~237 provisions guaranteed patients the right to 

l be fully informed in advance of and participate in planning the care and 
treatment to be provided and changes to the plan, 

l voice grievances about the care that is provided (or not provided) with- 
out fear of discrimination or reprisal, 

l have confidentiality of clinical records, 
l have property treated with respect, 
l be fully informed in advance, orally and in writing, about entitlement to 

coverage under Medicare, charges not covered, and changes in covered 
and not covered charges, 

l be fully informed in advance, in writing, about rights and obligations, 
l be informed of the availability of the state home health agency hot-line. 

These provisions do not apply to hospices not affiliated with home 
health agencies. 

Officials from JCAHO and hospice associations have expressed positive 
opinions concerning the OBRA-87 training, competency, and patient rights 
provisions. They believe the provisions should be extended to all Medi- 
care hospices, not just those affiliated with home health agencies. But 
these officials felt Medicare’s home health agency requirements for 
training and competency evaluation might have to be modified some- 
what to allow for the particular palliative care needs of hospice 
patients. 

Conclusions The Medicare requirement for hospices to conduct self-evaluations of 
their quality assurance systems coupled with other Medicare standards 
provide reasonable assurance that Medicare-certified hospices are capa- 
ble of providing quality patient care. We could identify no additional 
hospice standards-state or private-that would provide additional 
assurances. 

HCFA has implemented an administrative directive requiring states to 
conduct visits to patients’ homes. States are required to go beyond just 
determining whether a hospice is capable of providing quality care by 
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directly observing patient care in the home and determining whether 
quality patient care actually is being provided. 

OBRA-87 provisions dealing with privacy and dignity of patients can 
enhance quality assurance in the hospice program. However, these pro- 
visions apply only to home health agency-affiliated hospices. The provi- 
sions are just as appropriate for hospices not affiliated with home 
health agencies. 

Recommendation for We recommend that the Congress adopt, for all hospices, training and 

the Congress 
patients’ rights provisions similar to those that OBRA-87 specified for 
home health agencies. If the Congress adopts these provisions, the Sec- 
retary may need to modify the regulations implementing the training 
and competency requirements for home health agencies to reflect any 
special circumstances faced by hospices. 

Recommendation to We recommend that the Secretary of HHS direct the Administrator of 

the Secretary of HHS 
HCFA to require that state surveyors report all home visits made and 
their results. 

Agency Comments and In commenting on a draft of this report, HHS said that it agrees that state 

Our Evaluation 
surveyors should report the results of all home visits and that HCFA'S 
state operations manual requires the results of home visits to be 
recorded on the survey report. 

Our concern with reporting for home visits involved not the require- 
ments, but HCFA'S survey report form. Because the form did not provide 
for reporting home visits, HCFA cannot be sure it has complete data on all 
home visits and their results. 
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Alospice Database Synthesis and 
Sample Selection Methodology 

Database Synthesis Our goal was to develop a complete list of hospices that were not 
Medicare-certified. To do this, we requested (1) membership lists from 
the National Hospice Organization and the Hospice Association of 
America and (2) a hospice listing used by the Joint Commission on 
Accreditation of Health Care Organizations in a hospice study done for 
the Health Care Financing Administration. The combined lists provided 
us with a starting database of 4,596 hospice names. Generally, data in 
each hospice record included hospice name, address, telephone number, 
hospice type (hospital-based, home health agency-based, nursing home- 
based, freestanding, or coalition type), and a contact person. However, a 
significant number of the records did not include hospice type. 

To refine the database, we used a computerized cross-matching tech- 
nique. We matched the files on various identifiers such as hospice name, 
address, and telephone number to identify duplicates within and among 
the three files. 

The process we used to develop and refine the data base was as follows: 

1. Each file was internally matched to eliminate duplicate records within 
the files. This enabled us to eliminate 10 records from the NHO file, 32 
from the HAA file, and 54 from the JCAHO file. 

2. Next, each file was matched against the NHO file, which served as the 
master file. We matched the HAA file against the NHO file, the JCAIIO file 
against the NHO file, and finally, the HAA file against the JCAHO file. This 
process resulted in the elimination of 1,540 duplicate records. 

3. We reviewed the matched listings and performed a number of data 
refinement steps, including deleting cancer treatment centers, visually 
reviewing the lists for duplicates, and contacting some hospices to verify 
address information. This resulted in eliminating 490 additional records 
determined to be either duplicates or records that were not actually 
hospices. 

4. The three files then were combined to form a validated database 
without duplicates and containing-to the extent we could determine- 
only active hospice care providers. Also, by manually matching the com- 
bined file against a file of certified hospices (provided by HCFA) we were 
able to assure that the file contained only noncertified hospices. This 
process eliminated 524 more records from the database. 

. 
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5. The combined database consisted of 1,946 noncertified hospices that 
served as our master list of hospice care providers and the universe 
from which we selected our random sample to survey. 

Sample Selection 
Methodology 

From the synthesized hospice database of 1,946, we randomly sampled 
7 10 hospice records. The sample was stratified by hospice type, as 
shown in table I. 1. 

Table 1.1: Type and Number of Hospices 
Included in Sample Hospice type No. in universe No. sampled 

Home health agencies 412 150 

Freestanding 452 150 

Nursing homes 13 13 

Hospitals 361 150 

Other (1)” 97 97 

Other (2)b 611 150 

Totals 1,946 710 

Toalttlon models 

bHospice type not Indicated on orIgInal file 

Because of the large number of hospice records with missing type 
indicators, we decided to use hospice-provided information from 
returned questionnaires to further classify these hospices. From the 
responses received and exhaustive follow-up with nonrespondents, we 
were able to account for a substantial number of missing hospice types 
and also remove identified nonhospices from the sample. The results of 
this process and the restructured sample are shown in table 1.2. 

Table I. 2: Restructured Hospice Sample 

HosDice tvoe 
Original 
samDIe 

Restructured 
Removed samole 

Home health agencies 

Freestanding 

Nursing homes - 
Hospitals 

Other (1) 

150 53 97 

150 13 137 

13 3 10 

150 35 115 

97 13 84 
Other (2) 150 91 59 
Totals 710 206 502 
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Questionnaire responses totaled 308 or 61 percent of the restructured 
sample. Projections to the universe, based on the 502 hospices in the 
restructured sample, are shown in table 1.3. 

Table I. 3: Projected Universe of 
Noncertified Hospices 

Hospice category 
Hospices that completed questionnaires 

Hospices that indicated they were already 
certified (instructed not to complete 
questionnaire) 

Restructured Projected 
sample universe 

308 786 

551 48 _I_. 
Hospices that indicated they had already applied 

for certification (instructed not to complete 
questionnaire) 

Hospices that did not respond 

Estimated universe of noncertified hospices 

34 87 

105 269 

502 1290 
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Relatively Qualified Hospices 
From Noncertified Hospice Sample 

A major objective of our survey questionnaire was to identify the hos- 
pice benefit program factors that influence qualified noncertified hos- 
pices not to pursue Medicare certification. To do this, we had to 
determine from the survey responses which of the hospices were in a 
better relative position to meet Medicare certification standards and 
thus be considered qualified. We included in the survey a series of ques- 
tions on hospice patient care designed to be used as a hospice self- 
assessment of capability to meet certain Medicare standards. Of course, 
the actual ability of the hospices to meet these standards could be deter- 
mined only by a certification survey. Using the resulting responses, we 
ranked the hospices (the highest rank being most qualified relative to 
the others and the lowest rank the least qualified compared with the 
others). 

To rank the hospices, we assigned scores to the selected patient care 
questions. This allowed hospices to accumulate points to the extent that 
their responses indicated compliance with Medicare standards. 

We separated the patient care questions into five categories with maxi- 
mum scores totalling 195. JCAHO accreditation was counted and given a 
nominal score of 5 for three reasons: 

1. By providing a score, it facilitated tracking the JcAHo-accredited 
hospices. 

2. JCAHO accreditation standards are similar to those of Medicare, so we 
felt high scores by accredited hospices could provide a degree of validity 
to our scoring system. 

3. The accredited hospices with the lowest scores might give us a bench- 
mark score to separate the hospices into two groups: relatively qualified 
to meet certification standards and insufficiently developed to meet 
Medicare standards. 

The scoring categories and maximum point scores for each category 
were 

. JCAHO accreditation, 5; 

. Assumption of financial responsibility, 20; 
l Patient care functions, 65; 
. Quality assurance systems, 18; 
l Patient care services, 87; and 
. Use of volunteers, 5. 

. 
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Final point scores ranged from 192 (of 200 possible) on the high end to 
12 on the low end. After a review of the rankings, we subjectively chose 
112 as a cut-off score because 59 of the 6 1 JCAHO accredited hospices fell 
above this score. Hospices with scores of 112 and above totaled 231, 
while 77 scored less than 112. On inspection, we determined that one of 
the two JCAHO hospices that fell below 112 (total score 98) did not com- 
plete the patient care services question, thereby scoring zero for that 
category. The other hospice (total score 105) indicated that it provided a 
large percentage of services on a contract basis, thus scoring very low 
on patient care services (the most heavily weighted category). The 59 
JCAHO-accredited hospice scores ranged from 192 to 113 (just above our 
cut-off score), with 48 included in the top 100 ranked hospices. 

To test what effect, if any, moving the cut-off score would have on the 
number of qualified hospices, we analyzed the scores 10 percent above 
and below the cut-off score. At the 123 level (10 percent above), the 
qualified hospice count would be 211, and at the 101 level (10 percent 
below) it would be 251. This range did not contain a disproportionate 
number of hospices with one particular score, therefore, we maintained 
the original cut-off. From this test and our other scoring rationale, we 
concluded that the cut-off score of 112 and the overall methodology 
used to identify relatively qualified hospices are reasonable. 

Our analysis of questionnaire data relating to the factors that influence 
noncertified hospices not to pursue certification is focused exclusively 
on the group of hospices we isolated as relatively qualified. Qualified 
hospices not included in the analysis are hospices that indicated they 
plan to apply for Medicare certification within 1 year or are opposed to 
accepting government funding. All analytical results shown in this 
report used weighted data projected from the sample. 
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Program Concerns That Influenced 
or Affected GAO-Surveyed Hospices 

Medicare provision 
General InpatIent care base rate 

Routine home care base rate 

Inpatient resprte care base rate 

$9,010 annual cap 

210.day lIfetIme benefit limit 

PhysIcIan certification of terminal Illness 

Continuous home care base rate 

20.percent llmltatron on Inpatient care days 

Qualified Unqualified 
noncertified Certified noncertified 

hospices hospices hospices 
No. % Rank No. % Rank No. % Rank ___- 
268 66 1 259 83 1 53 40 12 
251 62 2 252 81 2 59 43 9 
231 58 3 221 70 7 67 49 3 
235 57 4 101 33 14 45 33 16 

- 233 57 5 250 80 3 67 49 2 
222 54 6 226 72 5 66 47 4 

220 55 7 226 72 6 58 43 IO 

Contrnuing professlonal case management/Inpatient 
services contract 198 49 9 158 62 9 54 39 13 

Homemaker servrces 170 42 10 87 28 17 42 30 19 
Phvsrclan on Interdrscrplrnary team (IDT) 158 39 11 97 31 16 62 44 5 
Speech-lanquaqe patholoqv services 154 38 12 97 31 15 57 41 11 - -. -. 
Patient s Informed consent 153 38 13 107 34 12 27 21 27 
2-dav limit to obtain ohvslcran certification 147 36 14 245 78 4 37 27 23 

I 1 

Occupational therapv services 145 36 15 109 35 11 59 43 7 
Core servrces--physIcIan 144 36 16 55 18 22 52 38 14 ___. __- 
Core services-bereavement counseling 137 33 17 210 67 8 41 31 17 
5day limit on Inpatient respite care 136 33 18 116 37 10 36 26 24 
Phvsical theraov services 132 33 19 104 33 13 59 43 6 
Dletary/nutrltronal counseling services 125 31 20 82 26 20 42 30 20 
Home health aide services - 120 30 21 69 22 21 33 24 26 
Core services-medical soclal s&ces 113 28 22 84 27 18 52 37 15 -__ ______ 
Core services-nursrna 113 28 23 49 16 23 39 28 21 
Core services-sprritual counseling 91 22 24 47 15 26 34 24 25 
Medical social worker on IDT 80 20 25 49 16 24 42 7% -__ 
Pastor on IDT 73 18 26 48 15 25 39 28 22 
Rearstered nurse on IDT 53 13 27 20 6 27 130 94 1 

Note. Responses shown are projections from hosprce sample data 
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Comments From the Department of Health and 
Hums Services 

Note: GAO comments 
supplementing those In the 
report text appear at the 
end of this appendix DEPARTMENTOF HEALTH h HUMAN SERVICES Offtce of Inspector General 

Washmgton. DC 20201 

AUG 22 1983 

MT. Lawrence II. Thompson 
Assistant Comptroller General 
United States General 

Accounting Office 
Washington, D.C. 20540 

Dear Mr. Thompson: 

Enclosed are the Department's comments on your draft report, 
"Medicare: Program Provisions and Payments Discourage Hospice 
Participation.' The enclosed comments represent the tentative 
position of the Department and are subject to reevaluation when 
the final version of this report is received. 

The Department appreciates the opportunity to comment on this 
draft report before its publication. 

Richard P. Kusserow 
Inspector General 

Enclosure 
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See GAO response 1 

L 

1 

CmmmksoftheDma&mntofHealthtiHumnServices 
on the General Acmmntina Office Draft Remrt.Vrwram 

Fmvisions and Pavments Disamaue Hoskce FQrticiwtiorP 

Overview 

Acc.ordirqtoGpD, nonparticipatiqhospicessanpledduringits 
natioml sumey Matedthatthey chcee mttoparticipate in 
l4fxlicare because of: ,(1)1arquagemquiredinhospices' 
certification of termnal illness related to the certainty of the 
@ysician’s progncsis of death; (2) the mqukmm& that hospices 
&tainmntractswithhcspitals for inpatient semices; (3) limits 
placed on aggregate payment anulnts and inpatient days; and (4) 
payment rates. 

GAO reports that participating hospices agreed that the certification 
laquageisaprcblem. Hmever,hospicesdidnothavesimilar 
comexnsaboutthepruvisionsrelatedtohospitalcontractsand 
paymmt limits. ThisleadsGmtoamcludethatthepmblem 
participatirqhospiceshavewiththeseprovisionsmybemre 
perceivedthanreal. 

~reportsalsothatparticipat~hospi~agreedthatthepayment 
rates am amajor factoradverselyaffectingtheiroperations. GAO 
~d~deWmi.nethereasmablenessofthepaymantratesbecause 
costdatareportedbyhospices(usedintheratecdlailation)were 
ina-te,inconsistent,tiinccnp1ete. Acontrikutingfactorto 
theprcblemswiththeaxtdatawas inadquacieswiththeHealthCare 
Finamirq Administration's (HCFA's) cc& report fonnardthe related 
mstructims. Inaddition, GAObelievesthe fonmlaus&byMedicare 
toaxprteunitcosts forservices-which arethe basis for the 
~icepaymentrates--caildresultinmisdllocationofw~d 
axtsamngthe-levels. GMbelievesthatthermsonablenessof 
hospicepaymsntratescannotbedemmkduntilimprovementsare 
nladeinthe aaZu.racyandcarpl- ofccetdataprovidedbythe 
hospioesandinthefo~aHCFAusestocdlailateunitcosts. 

Asignificantmmkerofcharqesweremdetothepmliminary hospice 
data,inclu&i~~~theusebyHCFAofthedimct-ccetwerhead 
allocationbasis sqgestdbyGA0 for a snmllnunke~~ of hospice 
pmvidersfaili.nqlmreportqmrefootagefigums. ShouldG?Uwish 
toutilizethe finalizedhc@cedatausedbyHCFA inthe final 
report, HCFA will make these data available. 

-I 
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. . thewoztil.nulntheMedicareresul ations recmdm~ the chvsician's 
certification of the illness to includetheclarifvimstatementthat 
the individual's medical mounoeis is that his or her life ewectancv 
is six mmths or less "if the tmminal illness runs its normal 
-. " 

Delmement ccumnent 

The au-rent regulation reflects the statutory definition of the term 
%emirnlly ill." Section 1861(dd) specifies that “An individual is 
considered to be Yeminally ill" if the individual has a mzdical 
prognosis that the individual's life eqxzkxy is 6 mnths or 
1esS." Webelievethatanyprcgnosiswouldbebased onthe 
expectaticmthatanillnesswaiLdrunitsmrmlccurse. It is 
umkstmdthatphysicianscannot foreseemmge&edciramstances 
For this reason, ~donotbelieve it """"y to-&t 
Corqress expaml its definition of Wermmally ill" or to mke a 
regulatory change to this effort. 

GAO mtion 

'Ihat~SecretarvofHHSdirectthe~stratorofHCFAtotake 
~toim3rwetheaualitvofoostdatareceivedf~h~ices. . . &s&onaxxwiewofccstdata.theMmn2.s tratorshmldmodifvthe 
cost reuortinu formand instmctions to assure xwortim of: 

- allamxc~riatelaborhoursusedtommvide servicesat 
patients'haIEs~ 

- auenw orhomitaladministrationandueneral 
werheadcostsattrikutabletothehosoice; 

- hosoital ancillanrsemiceasts forhcsoicemtients; and 

- alli.nmtientsemicecc6tsduri~thecostreuortimtims 
period inwhichthevwere inaxred . 

-curDlent 

GAO'smcammdationsarebas&onthefactthatthea26tdata 
flltmittedbytheprwider(viathehospicecostreport)were 
inacaxateor inaxplete. G?Q appears to be placing the blame for 
thisproblemonthecostreportandbelievesthatits reccamnendation 
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willalleviatethispmblem. Webelievethatthe instmctions 
acaesuatelyicaentifythedatatobesul?mittedtothefiscal 
mtemedxary for review prior to suknussion to HCFA. Where 
insufficient or inaazuratedata is s&nittedtoHCFA (byway of the 
fiscalintemmCary)thefiscalintenoediaryhasthe respmsibility 
of&eckiq~axrectirqtheinfomtionsuhnitted. Ifthis 
prcc&ure is not followed, thedatabeirqgiventoHCFAmonlybe 
presm&tobecormctuntilothemisepmv~wmng.Thisismtth 
fault of the form ardchargirqcc6t report instmctionswillnot 
alleviatethe inaccurate informaticnsuhnitted. 

Inmny imtmces provider-base3hcepiceshave failedtosulxnit 
hourlystatistics'to suppoe costs repo13~13ardviceversa. HCFA 
instru&ionsstatethatcostsand~~beshawnfor~ 
disciMine urder Visitiq Semices.n Provider-based hospices 
an@ainthattheydonothavethepersom& ardfumistorrElintain 

recmdsforcostreporting~. It is rwlxd that 

hospice sch&ulesthatdomtti&.nwiththedatashownonthe 
hospitdl'sor~healthzsgency'slineitersforthehaspicecost 
center. Hmever, aspreviouslydiscussed it isdifficulttoverify 
~deskreview,costsandstatistics'whicharenotprcgerly 

Wewillperfonn a limitedmmberof kdepthauditsof 
~~~basedhospicesinF'Y9Oinoxdertodetemimthe 
availability (-extent) ofcost/statistical data. 

EverytimHCFA i.nitia&?sa newcost report form, a1~3everytimeHCF 
rwisesamstreport fonn,thatfomanditsinstmctionsarefirst 
issuedtoother mrpanerrts of the Gmermmt (e.g., General 
Accumting Office ark3 Office of Inspfxbr General),toallofa.lr 
fiscal int3xmdiaries, touserrepmsenb tive grmps (e.g., National 
Hospice Organization), and to a san@ing of the users (e.g., free 
starriirrJhospioesas~laspmviderbasedhospices)forreview~ 
to solicit axmmts. Corrections, clarifications, ardmaningful 
altemativesderived frunthese czcmmmts are incorpxated into the 
forms am3 imtructionsbefore a final version is published. 

In addition, HCFAhas participated incmmunications with theuser 
representative grcqe for the pupose ofeducatingtheuser. HCFA 
alsoamsidex5ccmnents fmnthesegruqxandthepmvidersinorrler 
to inpruvethe forms ard instructionswhere appmpriate. 
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GAO Remmmdation 

Also, that the Secretam direct the Administrator to: 

-- use factors other than sguars fcotaue (such as the share of 
direct cost attributed to a cost center) to amortion 
overhead costs to m&centers; and 

While we agree in part with GAO's assertion that the analysis formla 
us&byHCFAto computeunitcosts for services could result in some 
misallocation of overhead costs ammg the cara levels, GAO's 
reccanmended alternative will not, in our opinion, result in imprwad 
accuracy. GAO suggests the useofacfxmlatsddirect costs to 
allocate aver-head cc&s, which tends to skew the allocation of 
averhad ccststmardhigh ccstinpatientcars categories. Where 
hcspices merely contract for inpatient care (rather than providing it 
directly), this allocation msthcdology is particularly inaccurate in 
that large amunts of werhead costs wouldbs assigned to inpatient 
areas in disproportion to hospice overhead resmrces expended on 
inpatient care contract negotiation and wersight. Although HCFA 
usedthis direct cc&alternative in cases whers hospiceswere unable 
to provide square footage figures, we continue to believe that 
accurate sguare footagedatawillresultinthemstsimple and 
equitable allocation of overhead costs to the various care 
categories. 

The apportionment of werhead costs (for example, Administrative & 
General and other Parent or shared cc&s, and Contracted costs) is 
ccarpxrted sing G---ally Accepted Accountiq Principles atdtims 
established~~~usedbytheMedicareprogramforreimbursementin 
other provider settings. YSquare Feet" as a basis for steppirq dawn 
ccstsisusedinsveryothercostrepxtinMedimre. 

GAO's suggested alternative factor of "direct cost attributable to a 
ccst csnter~~ is not a new basis of allocation and is in fact used to 
apportioncertain costs which cannot be identifiedby any othsr 
tangiblemans. Hawever,anymethodofreporting~tbeconsis~t 
amdappliedunifonnly to allpruviders. Sincemcst providers donot 
find fault with the use of %qmrs Feet? as a basis whers it is 
applied, and it doss provideHCFAwiththe datansed~when it is 
prcparly applied, the fault is notin then-&had or the form, but 
ratherinthemisuseofthatmsthal. 

. 
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- 

GAO Reoonmwdation 

Detzarhnmt camlent 

Weagreethatthereareprdsl~withthehospicecostdata,andthat 
audits wouldhelppruvidemxeccqletearx3a aalrate data. But, 
hospice atits are alawprioritybemuse thecost to savings ratio 
fransu&auditsisnGnimalcarparedtothecc6ttosaviqsratio 
frunhospital (lTS)audits. Therefore,inordertomximizethe 
effective use of cur audit furding, we plan to do detailed field 
auditsinFY9Oon a limitedsaqleofhcspicereports. 

GAO Reccmm&tion 

ThattheSecretaryof HHS directtheMmin%xatorofHCFAto remire 
that State sumevors remrt allhanevisitsmadeardtheir results. 

We agree ard in fact, HCFA's StiteOcerationsManualprovides 
instructions for State agency surveyors i.npsPenaix Bconcerning 
Interpretive Guidelines for surveying hospices. Part II of Appendix 
B covers Hospice Hcme Visit W and specifically states, The 
results of such visits nut be recorded on the Sumey Report." 

other Matters 

1. HcFA's Office of &search and Denmsbations (ORD) can provide a 
-of amajorccet stu3y of nonparticipatirqhospices thatwas 
amducb3 as part of the evaluationof thehospicebenefitkut 
Wasnotreferenced inthedraftGAOrqxxt. ccpiesofthere~rt 
byJackMarti.n & Cmpany, certifiedplbic a cwuntants, have been 
givenprevicuslytoGA0staff inWmdlawn;butitappearsthat 
the regional GAO staffmaynothave receiveda copy. We 
recmmmithatG?.O reviewthedetailedcostanalyses contained in 
the report prior to finalization of its report. 

'Ihe results of the Jack &Q.&in & Cuqany survey of reasons for 
nonparticipation intheMedicarehcepicepmgramare similarto 
those identified intheGA0 survey. l%eMartinst&y f&that 
themjority of thehospices inthe study Were indeedwithinthe 

Pane 49 GAO/HRD-W-1 11 Hospice Participation in Medicare 



Appendix IV 
Comments From the Department of Health 
and Human Services 

See GAO response 5. 

limits of the &dicare Hospice Benefit's per patient cc&s ard 
use of inpatient care." The stMy report mlxs that "[t]here is 
aclearneedforadhhtratorstogaingreaterawammssof 
theirhospices~financialstruchrres toenablethemtopmperly 
consider Medicare certification.*~ 

2. ORDcanalsopmvidea~ofthecastandLysis~ofthe 
AbtAssociates,Inc., draftfinalrepo~totheMedicareHcepice 
Benefit Fmgram Evaluaticm. AbtAssa2ia~alsoanalyzedthe 
JackMartinC0npany mmcertifiedbspiceccstdataarrlreport 
in table 2.11 that abcxt 80 percent of the mmcertified ammmilq 
hanehf2althagencyspcrlsoredand~ freestanding' 
hospiceswaildhave opeatedwithapr~fitun&rthnaticak 
averageMedicarehc6picepaymnt rates. Aswiththecertified 
hcepicecc6trqxxtfindings,JacJcMartin&Oclrpanyf~that 
noncertifiedhcspital+as&hospices arenkxe~ive, butthat 
aizmt 65 percent of them khUld have cpemted at a profit under 
theFY85&86 hospicepaynmtxates. 

lXisdoesnotdismissthevalidcriticismsbyc9Dakxxtthe 
gemrallypoorquality of the suhittedcertifiedhcepicecost 
reportsand-- diffiailties in cbtaining intermediary 
auditingsqzporttoaxrectthepmblens. Iicw~e.r,itdoes 

aMuct&bybthHCTAandbyAbtAssociates. 

InthetextofthedmztcmreportthereaFpears tobea 
typapqC&erroronpage27: 25permltoftheestimatedrnmker 
ofhaspioesasccaparedwithareported35percentintheExecutive 

‘lhe 35 pe.xent is the wrmct nmker (609/1700 = 
lheme~usedbyG4oandreportedinthedraft 

leanIquitethormgh,withtheexqticnofthe 
onedanissicnoftheresultsoftheirrdependent 

CPA-collecbdcostdatafrantherepresenta tive sample of 
nomertified hcepices. 
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GAO Response to 
HHS Comments 

1. The Department of Health and Human Services noted that we had 
used preliminary cost data obtained from the Health Care Financing 
Administration for some of the analyses in this report and that finalized 
data had become available and had been offered to us. We did not redo 
our analyses when the finalized data became available because the final- 
ized data still would not have provided us with a measure of the reason- 
ableness of the hospice payment rates. As stated in HHS'S comments, 
“there are still many problems with the cost data,” and items in the 
data, such as apportionment of overhead costs to cost centers, still had 
to be estimated by HCFA. While the data may have been finalized, we did 
not believe the quality of the data had improved. 

2. HHS agrees that the hospice cost data is inaccurate and incomplete, but 
says the blame should not be placed on HCFA'S hospice cost report. Chap- 
ter 3 of this report does not place the blame for inaccurate and incom- 
plete data solely on the hospice cost report. We cite several contributing 
factors, including inaccurate data provided by the hospices, incomplete 
data provided by the hospices, and inadequacies of the hospice cost 
report. These factors, in total, result in cost data that is inadequate for 
determining the reasonableness of the hospice payment rates. Our rec- 
ommendation in chapter 3 for thorough audits of a sample of cost 
reports further demonstrates our belief that the cost data problem is at 
least partially due to inaccurate and incomplete data provided by the 
hospices. Audits are needed to ensure that hospices provide complete 
and accurate data so that HCFA can establish a meaningful database to 
use in calculating hospice payment rates. 

3. HHS agrees that the unit cost calculation formula could result in misal- 
location of overhead costs, but disagrees that the use of accumulated 
direct costs would result in an improvement. The reference to direct 
costs in our recommendation was mentioned as an example of an alter- 
native to using square footage to apportion overhead costs to cost cen- 
ters. Other methods could be used to apportion overhead costs. Direct 
costs was mentioned primarily because it is a method that has been used 
by HCFA when square footage data was not available. In any event, the 
small physical facilities used by many hospices make the use of square 
footage highly questionable as an accurate method of apportioning 
overhead. 

4. HHS offered us copies of two hospice studies that contain information 
on reasons why hospices are not participating in Medicare and cost data. 
We had copies of both the Jack Martin and Company study and the Abt 
Associates, Inc., draft final report. The studies were completed during 

. 
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our review, and we analyzed them to determine if they affected the 
results of our work. As HHS noted, these studies do not dismiss our find- 
ings concerning the quality of cost data or the need for audit support. 

5. HHS pointed out a typographical error in our estimate of the percent- 
age of hospices that currently participate in Medicare. In the Executive 
Summary, we cited 35 percent of hospices as participating in Medicare, 
while in chapter 2 we used a figure of 25 percent. We revised chapter 2 
to show that 35 percent of hospices currently participate in Medicare. 
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August 7. 1989 

Mr Lawrence H. Thompson 
Assistent Comptroller General 
Human Resources Division 
UnIted States General Accounting Ofllce 
Washington, D C 20548 

Dear fir Thompson: 

On behalf of the Hospice Assoc!atlon of America (HAA), which represents over 1200 hospices 
from across the country, I would like to thank you for the opportunity to comment on the GAO 
draft report, ‘Medicare Program Provlslons and POymentS DlSCOUrOge HOSpiCe Participation.” 

HAA commends GAO for its comprehenslve and thoughtful review of the nedlcare hospice 
benefit. We agree with the ma]or points made on the problem areas In the utilization of the 
benefit. 

However, we think It is important to comment on the lack of tledlcare certified hosplces In 
rural areas of the country and resulting dearth of services for tledlcare patients In those 
areas Our country is now suffering a shortage of registered nurses which is likely to 
Intensify In the future. Many of our members belleve the conditions of participation for 
Medicare certlflcation should be amended to permit contracting for nursing services. A 
patlent could then benellt from continuity of care by allowing the same home care nurse 
(also trained in hospice care) to provide care when the patlent moves to the hosplce program. 
Eliminating the need for a totally separate nursing staff could encourage more home care 
providers to acquire hospice certlflcation and thus make hosplce care more readily available. 

We agree with the followlng recommendations: 

I The draft report recommends that the language In the physlctan’s certification of 
terminal illness should include the clarifying clause “if the terminal illness runs its normal 
course” We concur with this recommendation. We would llke to further recommend that 
HCFA follow the same certlflcation practice, afforded all other Medicare providers, of 
allowing hospices to begIn service to the patlent with a doctor’s verbal order wlthln 48 
hours, followed by a wrltten certification within E days. 

Section lEl4(0)(7) of the Social Security Act states that “. (a physician) certify. not later 
than two days after hosplce care is Initiated. that the indlvldual Is terminally ill.. ” WCFA 
has chosen to require that the certification be wrltten and signed withln that two day perlod 
Hospices. especrally those who do not have In-patlent facilities (the vast majority), find the 
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two-day signature requirement overly burdensome and we do not believe that It serves a 
useful purpose. 

2. The draft report recommends that HHS improve the accuracy and completeness of tne cost 
data reported by hospices and HCFA’s unit cost Cnlculat1ons In order to set accurate 
reimbursement rates for Medicare hospice providers. It also notes that no hospice has ever 
reached the yearly payment cap. We believe that one reason for this Is that although the cap 
has been Increased to reflect Inllation, the daily reimbursement rates have remalned the 
same since 1986. 

Hospices need an immediate Increase in the dally reimbursement rates, as well as provIsIon 
for outller costs, to reflect the Impact 01 lnllatlon and the development of new hlgh- 
technology palliative treatments When the payment rates were developed, they were 
speclllcally deslgned to relate to care for terminally ill cancer patients. Currently, hospices 
are being asked to expand their services to non-cancer oatlents whose costs 01 treatment 
are much hlgher, such as patients with terminal heart disease and chronic obstructive 
pulmonary disease. However, they are being asked to do this at the reimbursement rate set 
In 1986 for less costly care. 

Due to current lack 01 adequate cost data, there would necessarily be a long time lag before 
HCFA could update the reimbursement rates. We are advocating that Congresslonal action be 
taken thls year to Increase hosplce dally reimbursement rates. The Committee on Ways and 
Means has lncludsd In 11s package an inllatlonary ratelncreaselorhospices which we 
heartily endorse. We would greatly appreciate your support for this action. 

3. HAA agrees with the report’s llndlng that current Medlcare standards provide assurance 
that hospices ore providing quality patient care. We further agree with the recommendation 
that patients’ rights provislons should be developed for hospIces. 

Hospices care for thousands of terminally III Amertcans and their families every year and 
yet represented only ,001 percent 01 1968 tledlcare expenditures Our members are not 
asking that they be relieved 01 their own lundralsing responsibtllties and their retlance on 
VOlUnteerS and community involvement. However, adequate reimbursement by Wedlcare IS 
crucial to enable hospices to provide their patients with the most effective and highest 
quallty care possible 

Agaln, HAA would IIke to thank GAO for locusslng on the ma]or problems Involved In the 
lledicare hospice benefit and hope the recommendations will be adopted We would be happy 
to provide whatever asslstance you mtght require 

, , Sincerely, 

Chalrmsn 
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