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“Definitions”

For the purposes of this report, the following definitions apply:

a)

g)

h)

i)

k)
)

Affinity. “Affinity” means Affinity Health Services, Inc., a corporation providing Senior
Community Management and Consulting Services

MVH. “MVH” means Minnesota Veterans Homes

Nursing Home. “Nursing Home” means a dually licensed facility participating in both
Medicare and Medicaid

Skilled services/care. “Skilled services” means Medicare Part A skilled care as defined
by CMS

CMS. “CMS” means Center for Medicare and Medicaid Services, a federal program

CoP. “CoP" means Conditions of Participation and are the minimum health and safety
standards that providers must meet in order to be Medicare or Medicaid certified

Rehabilitation services. “Rehabilitation services” means a therapy program with
Physical, Occupational and Speech therapy services a minimum of five days per week

Restorative nursing services. “Restorative nursing services” means nursing
interventions that promotes residents ability to adapt and adjust to living independently as
safely as possible

MDS. “MDS” means Minimum Data set, a core set of screening, clinical and functional
status elements with common definitions and coding categories. The MDS is also used to
determine the Medicare and Medicaid classifications for payment rates.

PAS. “PAS” means Preadmission Screening, and is a screening tool completed prior to
admission to any nursing home, nursing facility or board and care home

MHCP. “MHCP” means Minnesota Health Care Programs

DHS. “DHS” means Minnesota Department of Human Services

m) RUG Rates. “RUG Rates” means Resource Utilization Groups, a program where

n)

o)

3)]

reimbursement levels differ based on the resource needs of the resident

Gap. “Gap” means a tool that helps a company to compare it's actual performance with
its potential performance

HCBS. “HCBS” means Home and Community Based Services

OBRA. “OBRA means Omnibus Budget Reconciliation Act of 1987 is a Federal
legislation and regulation addressing Quality of Care
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q) RAP. “RAP” means resident assessment protocol and is a part of the comprehensive
assessment

r) CLIA. “CLIA” means Clinical Laboratory Improvement Amendments is a Federal
requirement that every facility that tests human specimens for the purpose of providing
information for the diagnosis, prevention, or treatment of any disease or impairment meet
certain requirements

s) DOM. “DOM” means Domiciliary facility for assisted living
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B . Executive Summary

The Minnesota Veterans Homes has contracted Affinity Health Services, Inc. (“Affinity”)
to conduct a cost benefit analysis to determine the feasibility for the five (5) homes to
obtain Medicare and Medicaid certification. Affinity will be identifying the opportunities
and challenges involved with this project including the financial impact on the various
stakeholders. Affinity will also be providing a Gap analysis for compliance with CMS
participation and an implementation plan for each facility to be utilized shall the MVH
decide to proceed with certification.

This is the second of five (5) reports that will be provided to the Minnesota Veterans
Homes as part of our contractual agreement. This particular report focuses on two main
aspects. The first is the philosophical considerations of the Medicare and Medicaid
programs and the second is identification of key operational considerations that would
require a change in either culture or procedures within each facility should the MVH
proceed with certification.

One of the primary objectives of the contract is to determine how certain key elements of
the Minnesota Veterans Homes' operations compare to standard industry practices in
Medicare and Medicaid certified facilities. In some cases we may refer to best practice
standards. “Standard” or “Best” industry practices may be derived from a variety of
sources, including:

Nationally available publications and reference materials;

Information published on publicly available websites (i.e., Department of Health,
Centers for Medicare and Medicaid Services, etc.);

Information obtained on other similar facilities;

Proprietary data or information collected or retained by Affinity;

A compilation of Affinity experience in the healthcare and senior living industry;
Research and experience from previous veterans homes

When available, we will support standard or best industry practice recommendations with
objective, documented sources. However, it is important to note that there are some
observations, recommendations, and practices that simply are not well documented in
publicized venues. We will, at times, rely on the collective experiences of our
organization to identify operational considerations and recommendations for potential
change.

As the MVH leadership evaluates considerations to become Medicare and Medicaid
certified it is important for key decision-makers to have ample understanding of both the
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philosophical programmatic nuances of both systems as well as the anticipated impact to
the organizational structure, behavior, and practices.

These aspects of the certification process are “softer” considerations but are nonetheless
important for the MVH leadership to consider as change in any organization can be
challenging.

It is important to note that we are providing these considerations and operational
implications should the MVVH decide to pursue Medicare and /or Medicaid certification.
We recognize our role in this engagement is to provide information and data necessary
for the MVVH key decision makers to make informed decisions regarding pursuit of the
certification process. Understanding the impact to the organization is a fundamental
consideration in this decision-making. Ultimately, the decision to pursue certification is a
management decision. Affinity has not been engaged to act in a management capacity.

The final report will include two (2) different financial projections and subsequent impact
to the organization should the MVVH become a Medicare and Medicaid participating
provider. The first projection and analysis will outline the impact of these two programs
based on the assumption that the MVH will continue to operate under their current
admissions and marketing structure. The second will provide a projected impact of these
two government programs assuming the MVH changes their operational structure to
mirror private sector operated nursing facilities. Any decision-making regarding the
pursuit of participation in either of these programs prior to the issuance of the final report
would be premature.
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Il. Methodology

Affinity Health Services, Inc. has gathered information regarding the current operations,
business practices, and clinical and financial outcomes of the MVVH through a variety of sources.

The observations and comments enclosed are a result of our on-site visits, document review,
inquiries, observation, analysis and other work performed.

The data and information included in, and used as a basis for, this report was compiled from a
variety of methods and sources, including but not limited to:

a.) Review of documents provided by Minnesota Veterans Homes;

b.) Observations made during on-site visits to each of the homes;

c.) Interviews with key management and departmental staff, including but not
limited to:

i.) Nursing Home Administrator

ii.) Director of Nursing

iv.) Business Managers and Support Staff

v.) Admission Coordinators/Social Service Staff
vi.) Pharmacist

vii.) Therapist

Our report is focused on those areas that are believed to present the most significant
operational impact for the Minnesota Veterans Homes should they choose to pursue either
Medicare and/or Medicaid certification. This report attempts to identify and address those key
business practices that should be considered should the decision-makers representing the
Minnesota Veterans Homes’ pursue cettification.

In addition to our overall recommendations, the sections of the report that follow address our
observations and findings in terms of the following:

e Minnesota Veterans Homes current practices;
e Industry standard or best practice recommendations of certified homes; and

e A brief synopsis of existing Gap’s between the current practice and recommended best
practices as found in Medicare / Medicaid certified homes
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L) 1. Analysis

A. Philosophical Considerations of Payment Programs

a. Medicare Program

The Medicare Program is a health insurance entitlement program for people age 65 or
older, people under age 65 with certain disabilities, or people of all ages with End-Stage
Renal Disease. Medicare administers four (4) types of insurance programs:

e Medicare Part A - Hospital Insurance and Extended Care,
e Medicare Part B - Supplemental Health Insurance,

e Medicare Part C - Medicare Advantage Plans and

e Medicare Part D - Prescription Drug Coverage.

The primary purpose of the Medicare Part A benefit is to provide continued treatment to a
beneficiary immediately following inpatient hospitalization to encourage appropriate use
of more economical alternatives to inpatient hospital care. Program payments for
services rendered to beneficiaries by providers (i.e., hospitals, nursing homes, and home
health agencies) are generally made to the provider. In each benefit period, payment
may be made for up to 90 inpatient hospital days and 100 days of post-hospital extended
care services. Nursing care provided in nursing homes under the Medicare Program are
considered extended care services.

Nursing home residents in a covered benefit period have very specific care needs. In
addition to meeting several technical requirements, there is specific care coverage
criterions that must be met in order for a patient to be covered under their Medicare Part
A benefit. Under the current structure of the MVH, a patient with the Medicare Part A
benefit is not able to utilize this insurance entitlement to receive care in a MVH facility.
The practices and process changes that would be necessary should the MVVH decide to
provide Medicare Part A benefits at their nursing homes will be identified.

In the nursing home industry, the Medicare Program is considered the strongest payer of
nursing home care. In a typical certified nursing home, the percentage of residents on
Medicare covered services averages between 10-14% of the total resident population.
Even with this small percentage of residents, the Medicare Program for most homes
provides the organization with a profit margin. This margin helps to offset the losses that
are typically incurred by the Medicaid Program. For this reason, nursing homes
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marketing and census building efforts are focused on residents with daily skilled needs
that would be covered under the Medicare Program. Hospitals in need of placing patients
needing skilled services expect a quick and efficient admission into a nursing home.

Currently there are very few residents cared for at any of the MVH facilities that meets
the qualifications for use of the Medicare Part A benefit. There are a number of reasons
that contribute to this and these are addressed in detail throughout this report. In order
for the MVH to assist potential and current residents to realize their Medicare benefits
many operational and philosophical changes would need to occur. If these changes do
not occur Medicare participation would not benefit the organization to its fullest potential.

In a typical nursing home, once a resident no longer requires Medicare Part A skilled
care, the resident is either discharged to home, a lesser level of care, or remains in the
nursing home as a long term resident. The more residents discharged to home or to a
lesser level of care, the more resident days that are generated from the Medicare Part A
program. If there are no vacancies at the facility and the facility cannot accept patients
from the hospital with the qualifying stay, the Medicare Program is severely limited due to
the lack of admissions. Medicare Part A is a short term benefit and as stated earlier can
only be utilized after the qualifying hospital stay.

b. Medicaid Program

The Medicaid Program is a state administered program available to low-income
individuals meeting specific income guidelines. In addition to income, there are also
resource and asset tests that must be met in order for an individual or family to qualify for
medical assistance benefits. The primary purpose of this program is to care for indigent
individuals and families without sufficient resources to meet personal and care needs.
Medicaid eligibility determinations look not only at an individual's current income, assets,
and resources but several previous years. There is a five (5) year look-back period that
is reviewed to determine Medicaid eligibility. Assets and resources transferred within this
five (5) year period are scrutinized prior to determining Medicaid eligibility.

Under the current veterans’ system, an individual can transfer assets and resources to a
spouse up to the day prior to admission to the facility and up to a year prior for transfer of
assets to other family members or individuals. This is a very attractive benefit for
veterans as it affords them and their family the opportunity to retain assets and resources
and still receive care and services at the MVH based on their monthly income. This
benefit in itself serves as a marketing strategy that attracts veterans to one of the homes
for care.
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Changing this benefit would require a drastic philosophical change within the MVH. Any
decision to gravitate toward this payer model may be met with resistance from various
stakeholders. The decisions to pursue Medicaid certification would most likely result in
many changes, some anticipated and others unpredicted, for the MVH. Multiple options
or levels of utilization of the Medicaid Program that may be beneficial to both an eligible
veteran and to the organization will be explored.

It is important to note that there are significant programs and strategies that have been
implemented or planned to assist Minnesota in right-sizing or rebalancing the nursing
home industry. This effort is similar to other states efforts to reduce spending to nursing
homes by placing less emphasis on institutional care and more on lesser levels of care
and home and community based services. These efforts include:

e Moratorium on construction of new nursing home beds

e Pre-admission screening managed by Long Term Care Consultation
e Funding for HCBS through waiver programs

e Statewide strategic planning and analysis for service Gaps

e Service development grants

e Nursing Home bed layaway programs

e Planned voluntary bed closures through an incentive program

e Single bed incentive planning

The state is tasked with improving consumer access to services and has developed
resource centers and outreach sites for improving referrals and dissemination of
information. Minnesota’'s Long Term Care Consultation Services, under Statute
256B.0911, was developed to assist persons with long-term or chronic care needs in
making the long-term care decisions and selecting options that meet their needs and
reflect their preferences.

Another goal has been for this service to contain costs associated with unnecessary
admissions to nursing homes and to identify services in the least restrictive environment.
Statute 256B.0911 directs that the commissioners of human services and health shall
seek to maximize use of available federal and state funds and establish the broadest
program possible within the funding available.

Minnesota’s aggressive approach was successful in decreasing their paid Medicaid days
by 41% from 1995 to 2007 and still they continue to have more beds than the national
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average. This 41% decrease in Medicaid days caused a large number of facility closures
and downsizing resulting in a 27% reduction in beds over a 20-year period.

It is important for the MVH to note the significance and success of these initiatives in the
state and the likely culture change they would produce for the various stakeholders
inclusive of both providers and recipients of veteran’s benefits. Historically the MVH have
focused on providing care and services for the veterans and or their spouses as a long
term commitment and long term stay in the homes.

B. Operational Considerations for Participation in Medicare and
Medicaid Programs

a. Admissions / Marketing

Current Practice: Admissions / Marketing

In the three smaller nursing homes, Fergus Falls, Luverne, and Silver Bay, the social
service personnel are responsible for admissions and report to the Administrator. At
Minneapolis the social service department reports to the Director of Nursing. Hastings is
the exception where admissions does not operate under social services and is a separate
department that reports to the Director of Nursing.

There are no defined marketing activities as each home has an admission waiting list.
There are public relations functions within each community and that involvement serves
both the homes and the residents well.

The number of monthly and annual admissions in each is significantly lower than the
average or the typical nursing home that is Medicare certified. The homes operate within
the MVH guidelines for admission and discharge criteria. In addition the MVH facilities do
not typically admit any resident for a short term stay. The residents are usually admitted
for permanent placement without active discharge planning to a lesser level of care, even
when their need for assistance with care improves.

The lack of short term residents with discharge potential is one of the reasons the MVH
has a lower than industry average admission rate. The waiting list in some homes is a
minimum of six months in duration.

The Homes do not currently provide the type of skilled services necessary to care for the
Medicare skilled level of care such as Intravenous Therapy and Rehabilitation Therapy.
Due to the current admissions process and waiting list, the veteran would likely receive
skilled care services as an inpatient at the hospital, VA Medical Center, or at a nursing
home that does provide these setrvices. The resident’s need for skilled care and their
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status on the admission waiting list makes it difficult for the Homes to admit a resident
eligible for Medicare Part A.

The residents are admitted, in order, according to the date on which the application is
received, as long as all other financial and care need requirements have been met. The
admission and application process is outlined in Chapter 9050 Department of Veterans
Affairs, Veterans Homes, Admissions, Discharges. Cost of Care Calculations, and
Maintenance Charges. Section 9050.0055 Admission Process, Waiting List, Priority and
states the following: “the applicant’s position on the waiting list is determined by the date
on which the application form is received.” The waiting list process practically eliminates
the ability of the MVH to admit the resident directly from the hospital taking advantage of
a 3-day hospital stay requirement for Medicare Part A.

Once a resident is admitted to a Home they are typically not care planned for discharge
potential to a lesser level of care. Per observation in the MVH we identified residents who
could be evaluated for care and service needs and have a potential for discharge to a
lesser level of care. During interviews, key managers frequently identified the MVH as
the resident’s final place to live. It is important to note that if the resident transferred
assets prior to admission their ability to afford another level of care or to utilize a
Medicaid based home and community program may be limited.

The discharge planning process differs from the typical nursing home. The discharge
plans do not indicate that there is an active process in place to seek alternate placement
options as the care needs change or improve. Review of one particular discharge plan
indicated that the resident was not a discharge to home potential because of the
resident’s choice to remain. One MDS out of 323 MDS’s completed identified discharge
potential on the resident assessment. This is less than % of a percent compared to 15%
to 25% in a Medicare certified nursing home. This higher rate of discharge potential is
representative of the culture in nursing homes.

We found a more active discharge planning process in place at both Domiciliary Care
programs. There were more veterans discharged and had planned discharges back into
the community setting or home. We identified this different culture in both interview and
discharge statistics.

industry Practice: Admissions / Marketing

Private sector nursing homes cater and actively market to hospitals for the large majority
of their admissions. Hospital admissions are desirable for multiple reasons including the
utilization of Medicare and/or Managed Care insurance. As stated earlier, Medicare
skilled patients are the highest payer source. Medicare skilled services in a nursing home
are defined as and must meet the following criteria:
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e Skilled nursing or skilled rehabilitation services are needed on a daily basis;

e Daily skilled services can be provided only on an inpatient basis in the nursing
home;

e Services must be reasonable and necessary for the treatment of the patient’s
illness or injury

When a patient is discharged from the hospital to the nursing home they usually receive
short notice and the hospital needs a quick response. Hospitals have limited time to wait
for a response as the hospital is not being paid once it is determined there is no longer a
need for acute care. There are also typically many other placement options available
through private and non-profit nursing homes, hospital based units, and home and
community based services. Many nursing homes leave vacancies available so they can
accommodate the short term resident. The greater the admission volume of short term
patients the more admissions the facility can accommodate.

Below is a chart that represents the average number of admissions on an annual basis at
the MVH compared to facilities in the Affinity client base (Medicare certified facilities).

We used 50-beds as the basis for the admission and discharge statistics. This
represents the number of admissions for every 50 - beds in 2008.
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The Interdisciplinary teams in the nursing homes develop and implement discharge plans
at the time of admission for anticipated discharge to a lesser level of care or if the
resident desires to return home. Through a planned discharge process these residents
are discharged to a lower level of care or return home when the daily skilled services are
no longer needed. Discharge planning is a large component of the overall plan of care
for each resident and is addressed on a regular basis.
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Below is a chart that represents the average number of discharges on an annual basis at
the MVH compared to facilities in the Affinity client base (Medicare certified facilities).
This represents the number of discharges for every 50 beds in 2008.
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The average length of stay in the MVH far exceeds the industry standard. Below is a
comparison of the MVH nursing facilities average length of stay for 2008. This length of
stay is compared to the average of all other nursing homes in the county and the

Minnesota nursing homes in 2006.
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Brief Summary of Gap’s Between Current Practice and Industry Practice:

Admissions / Marketing
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Admission Practices vary significantly between the MVH and Industry Practice

o Admissions into a Medicare certified nursing home are typically based
on the resident’s acute care need as opposed to an extensive waiting
list

o Admission volume is high in Medicare certified nursing homes and
admissions may average several residents weekly or even daily as
opposed to several admissions per month in the MVH

e The discharge planning process varies significantly between the MVH and
Industry Practice

o Through both regulatory initiatives and culture change practices
discharge planning in Medicare certified facilities is active and is
structured around placement into the least restrictive environment

e The resident’s length of stay in the MVH is longer than the Industry Practice
due to not participating in the Medicare Part A program and also due to the
admission and discharge practices

e The resident acuity level in the MVH is lower than Industry Practice found in
Medicare and Medicaid certified homes

b. Reporting Structures

Current Practice: Reporting Structures

The three small nursing homes operate under a typical reporting structure with the key
department managers reporting directly to the Administrator. Fergus Falls has some
variation to their structure due to the implementation of the universal worker concept. The
larger homes have some variation in their reporting structure simply due to the size of the
facilities and the necessity to alleviate some of the direct reporting line from the
Administrator.

The therapy or rehabilitation department warrants significant discussion. We identified
the therapy departments for the most part function as restorative nursing departments
that perform consistent with maintenance level nursing programs as opposed to providing
skilled therapy. It is not considered unusual for therapists to report to the Director of
Nursing as opposed to the Administrator because of the interface between these two
departments.

The MVH Administrators report to the Deputy Director and they receive supervision and
support for Quality Assurance, Finance, Operations, and Human Resource functions.
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If the MVVH should decide to apply for Medicare and/or Medicaid certification there would
be recommendations regarding the reporting structure from both a facility level and
central office level. These recommendations would take into consideration the amount of
utilization of the Medicare and Medicaid programs in each home.

The various report formats and structures do not currently accommodate third party
insurances. The current accounting and billing systems do not accommodate
supervisory access from central office. In addition to the lack of accounting and billing
structure, the reporting structure for MDS management functions and therapy functions
are not established.

Industry Practice: Reporting Structures

The following reporting structures in a Medicare and Medicaid participating nursing home
that are the most successful include the following departments or functions within a
particular department:

e An MDS coordinator who reports directly to the Administrator

e Billing personnel responsible for third party billing who report directly to the
business manager or finance director

e A Therapy Department that includes three disciplines (Physical, Occupational and
Speech Therapy) and is managed by a therapy director

e A Restorative Nursing Program that is managed by the nursing department and
has three tiers — Rehabilitative, Active Restorative, and Maintenance Restorative
programming

e An Admissions and Marketing department that is separate from social services

Stand alone facilities operate without a corporate reporting structure but multi-facility
organizations typically have centralized resources to monitor and assist with:

e Regulatory compliance,

e Third party billing / reimbursement,

e Finance, clinical, and operational support, and
e Admissions and marketing support

Accounting practices are typically established on an accrual basis and are consistent with
identifying costs and revenues in detail and according to reimbursement guidelines.

Third party billing reports are detailed by payer type and are tracked with very specific
collection guidelines and supporting documents. All third party billing functions are
required to be billed electronically and the facility computer systems would need to
support these functions.
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Brief Summary of Gap’s Between Current Practice and Industry Practice:
Reporting Structures

e Industry Standard places a stronger emphasis on the MDS, RAPS and care plan
process and the documentation that supports the coding and subsequent
reimbursement RUG group in Medicare and Medicaid certified homes

e For reimbursement in a Medicare or Medicaid certified home the Industry Standard
is to utilize resources or experienced personnel to support the third party billing
functions, establish a centralized accounting system to monitor the homes and
prepare reports as hecessary

o From a clinical, regulatory, and financial perspective the Industry Standard is to
have a Rehabilitative Program that consists of Physical, Occupational and Speech
Therapy available on a daily basis, defined as five days per week, as per CoP

c. Labor/Staffing Patterns

The labor and staffing patterns of those departments that would be significantly impacted
by Medicare / Medicaid certification were evaluated. The departments that would have
changes to either training or structure include nursing, rehabilitation, business
office/accounting, pharmacy, and admissions/social services.

Current Practice: Labor/Staffing Patterns Nursing

The Nursing Administration Department varies among the MVH as to the number of staff
and the job duties assigned. Similar positions within the administrative support staff for
the Director of Nursing include an Assistant Director of Nursing, Staffing Coordinator, RN
Quality Assurance / Infection Control / Staff Development and RN House Supervisors /
Senior RN. At least two of these positions exist in each home. In Minneapolis there is a
larger number of nursing administrative staff due to its size and unit locations.

RN'’s who provide direct care and supervision are assigned on each unit and each shift.
The number of LPN’s is less than industry standards as RN'’s are utilized as the primary
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