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In recent years, policymakers and researchers have looked for ways to improve the delivery of care for
the Medicare population, with particular emphasis on identifying and targeting the subset of
beneficiaries who account for a disproportionate share of Medicare spending. The 2010 health care
reform law includes a number of demonstrations, pilots, and programs designed to test interventions
for relatively highncost beneficiaries, including interventions aiming to reduce hospital readmissions,
control spending for postracute care through bundled payments, establish incentives for better care
coordination through accountable care organizations, and create a new Center for Medicare and
Medicaid Innovation.

Yet, relatively little attention has been focused on the medical care and associated Medicare costs for
the growing number of Medicare beneficiaries living in longrterm care facilities — a group who may be
particularly welltsuited for interventions designed to reduce unnecessary emergency room visits and
hospitalizations, improve care management for highrcost populations, and ultimately limit the growth in
Medicare spending.

This research examines Medicare spending and use of Medicarencovered services among beneficiaries
living in nursing homes, assisted living facilities and other longnterm care facilities, using data from the
Medicare Current Beneficiary Survey (MCBS) Cost and Use File from 2003 through 2006.2

We find that beneficiaries living in longnterm care facilities account for a disproportionate share of
Medicare spending, with relatively high rates of hospitalizations, emergency room visits, skilled nursing
facility admissions and other Medicarencovered services. The relatively high Medicare spending is
incurred not only by longrterm care residents who die within the year, or those who transition from
another setting into a longnterm care facility, but also by beneficiaries living in a facility throughout the
calendar year. Studies indicate that 30 to 67 percent of hospitalizations among facility residents could
be prevented with wellttargeted interventions.? Others have identified factors that contribute to
preventable hospitalizations, including liability concerns, limited staff capacity, financial incentives, and
physician preferences.” This analysis illustrates how successful efforts to reduce the rate of preventable
hospitalizations could yield savings to Medicare. Such efforts, if carefully implemented, could also help
to improve the quality of patient care for Medicare’s oldest and most frail beneficiaries.
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Beneficiaries living in nursing homes, assisted living and other longrnterm care facilities account for a
disproportionate share of total Medicare spending.

f Medicare beneficiaries living in longnterm care facilities for at least part of 2006, account for 6
percent of the Medicare population but 17 percent of total Medicare spending. However, nearly
half of the Medicare spending for these beneficiaries occurred prior to their admission into a longn
term care facility.

f Beneficiaries who lived in longnterm care facilities for all of 2006 (i.e., survivors) account for 3
percent of the Medicare population, but 5 percent of Medicare spending. Beneficiaries who lived in
longnterm care facilities in 2006 but died before the end of the year (i.e., decedents) account for 1
percent of the Medicare population, but 4 percent of Medicare spending.

Beneficiaries living in longnterm care facilities in 2006 are disproportionately represented among those
in the top quartile and top decile of Medicare spending.

' Among Medicare beneficiaries who survived in longnterm care facilities for all of 2006, 41 percent
were in the top quartile of Medicare spending, with average Medicare spending of $26,732; 17
percent were in the top decile of Medicare spending with average Medicare spending of $47,116.

T Among beneficiaries living in longnterm care facilities who died before the end of 2006, 69 percent
were in the top quartile of Medicare spending with average Medicare spending of $29,103; 31
percent were in the top decile of Medicare spending, with average spending of $48,883. Although
annual spending for decedents is only slightly higher than spending for survivors, most decedents
died before the end of the year and thus did not contribute a full year of spending to estimates.

f Medicare spending for beneficiaries who lived in longnterm care facilities for all of 2006 (including
decedents) was $14,538 per beneficiary m nearly twice the average Medicare spending for all
beneficiaries in 2006.

Beneficiaries living in longnterm care facilities have relatively high rates of hospital visits, emergency
room visits, and skilled nursing facility admissions.
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More than one third (38 percent) of beneficiaries living in a longrterm care facility in 2006 (both
survivors and decedents) were admitted to a hospital at some point in the year and 41 percent of these
beneficiaries (15 percent of all longnterm care residents) had two or more hospital admissions in 2006.

Nearly a quarter of all hospitalizations (24 percent) were for ambulatory care sensitive conditions
(e.g., asthma, tuberculosis), which have been used to identify potentially preventable
hospitalizations.
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' About half (51 percent) of beneficiaries living in a longnterm care facility in 2006 had at least one
emergency room visit during the year, and half of these beneficiaries (26 percent overall) had two or
more emergency room visits.
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f More than one quarter (27 percent) of beneficiaries living in a longrterm care facility in 2006 had a
skilled nursing facility stay during the year, averaging 40 covered SNF days in 2006.

" Among longnterm care facility residents with a SNF stay in 2006, more than a third (36 percent) had
another SNF admission before the end of the year.

Beneficiaries’ average monthly Medicare spending in the first six months following a transition to a
longnterm care facility is more than double the average monthly spending for longer term residents
who lived in longnterm care facilities for at least one year.

1 Average monthly Medicare spending in the first six months following a transition to a longnterm care
facility is $2,069 per month mm more than twice the average spending for beneficiaries living at least
ayear in a longrterm care facility ($949 per month).

Reductions in hospitalizations among Medicare beneficiaries living in longtterm care facilities could
reduce Medicare spending.

f If hospitalizations among Medicare beneficiaries living in longrterm care facilities were reduced by
25 percent, Medicare could save an estimated $2.1 billion in 2010 alone. These illustrative
estimates take into account Medicarencovered Part A expenses incurred by beneficiaries during
their hospital stay exclusively, so may provide a conservative indication of potential savings.” On the
one hand, the estimates do not take into account additional reductions in Medicare spending that
would result from fewer ambulance transfers, emergency room visits, Part B expenses incurred
during an inpatient stay, or postidischarge SNF admissions. But on the other hand, they do not take
into account potential increases in Medicare spending that could result from interventions and
services that may be needed to reduce rates of unnecessary hospitalizations.

As policymakers move forward with interventions designed to reduce Medicare spending associated
with preventable hospital readmissions, as is called for in the new health reform law, greater attention
to the medical care provided to beneficiaries living in longrterm care facilities could yield savings and
potentially improve the quality of their care.
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As Medicare expenditures continue to rise, policymakers are increasingly interested in finding strategies
to rein in spending without jeopardizing quality of care. Of particular concern are costs incurred by
Medicare’s high spenders: the minority (10 percent) of beneficiaries that account for the majority (58
percent) of Medicare spending.® Researchers have developed a number of ways to help identify the
high spenders within the Medicare population, based on the number of chronic conditions,’ the specific
types of conditions and diseases they have,? prior years’ Medicare spending,® and the presence of
functional impairments.’® In response, policymakers and others included a variety of interventions in
the Patient Protection and Affordable Care Act [PPACA; P.L. 1111148] as amended by the Health Care
and Education Reconciliation Act of 2010 [HCERA; P.L. 1111152], including interventions aiming to
reduce hospital readmissions, control spending for postracute care through bundled payments, establish
incentives for better care coordination through accountable care organizations, and create a new Center
for Medicare and Medicaid Innovation. Yet, few proposed interventions focus specifically on utilization
of Medicarencovered services and associated Medicare spending for beneficiaries living in longrterm
care facilities.

Medicare spending incurred by beneficiaries living in nursing homes, assisted living, and other longnterm
care settings, has attracted surprisingly little attention, perhaps because Medicaid, not Medicare, is the
primary source of public funds for nursing home care.”* However, beneficiaries admitted to longtterm
care facilities rely primarily on Medicare to cover the cost of their medical care. These beneficiaries may
be among Medicare’s high spenders because they are disproportionately likely to have multiple chronic
conditions as well as functional and cognitive limitations.*? Nursing home residents with dementia are
at high risk of having pneumonia, eating problems, and other conditions that are associated with
emergency room visits, hospitalizations, and other Medicarencovered interventions.*® Residents of longn
term care facilities are also at high risk of falls* which in turn leads to potentially preventable hospital
and postracute services, which are generally covered by Medicare.*

This paper documents Medicare spending and Medicarencovered service use among beneficiaries living
in nursing homes and other longrterm care facilities. It assesses the extent to which this relatively small
but easily identified segment of the Medicare population is among Medicare’s high spenders, and
presents illustrative estimates of potential savings that could be achieved with a reduction in
hospitalizations among longnterm care facility residents.
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The analysis of utilization and spending associated with Medicarencovered services for beneficiaries
living in longnterm care settings is based on survey and claims data from the nationally representative
Medicare Current Beneficiary Survey (MCBS) Cost and Use Files for 2003 through 2006. Our analysis
focuses on three groups of longnterm care residents: (1) Medicare beneficiaries residing in a longnterm
care setting at some point during 2006; (2) Medicare beneficiaries residing in longrterm care facilities as
of January 2006, who either survived the full year or died before the end of the year; and (3)
beneficiaries transitioning into longrterm care facilities, based on a pooled sample of Medicare
beneficiaries drawn from four years of MCBS data (2003 through 2006).



For this analysis, we define longnterm care facilities to include nursing homes, assisted living facilities,
and other facilities that are not reimbursed by Medicare and have at least three longrterm care beds.*®
Unless the individual is otherwise living in a longnterm care facility, we exclude costs associated with
shortrterm stays in skilled nursing facilities (SNFs), longnterm care and rehabilitation hospitals eligible for
Medicare reimbursement. Beneficiaries enrolled in Medicare Advantage plans are excluded because
Medicare does not receive claims data for Medicare Advantage enrollees.

All Medicare expenditures incurred in 2003, 2004, or 2005 were adjusted to 2006 dollars using the
Medicare Trustees Report Per Capita Medicare Part A & B Spending data. Medicare spending
associated with outpatient prescription drugs in 2006 are not included because comparable data are not
available for years prior to the implementation of the Part D benefit. Estimates of Medicare savings are
based on median per capita costs per hospitalization in 2006, trended forward to 2010, using Part A per
capita growth rates. Differences in spending and utilization across types of facilities could not be
analyzed due to sample size constraints. All differences reported in the paper are significant at the level
of p<0.05 for a tworsided test."’
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Medicare Beneficiaries in LongrTerm Care Facilities For Some or All of 2006

An estimated 2.2 million Medicare beneficiaries lived in a longrterm care facility for some or all of 2006. These
beneficiaries account for 6 percent of the Medicare population but 17 percent of total Medicare spending,
with average Medicare spending of $19,952 Exhibit 1

per person, totaling $44.6 billion in 2006 Beneficiaries living in long-term care facilities have
69EKIGNi Mi. More than half (56%) of all disproportionately high Medicare spending
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quartile of Medicare spending, and almost billion

onerthird (30%) were in the top decile.
However, for some of these longnterm
care residents, a portion of their Medicare 949%
spending occurred prior to entering a
facility. Of the 2.2 million beneficiaries in
a longnterm care facility at some point
durlng 2006’ 23 percent Were admltted to Total Number of FFS Total Medicare FFS Total Number of FFS Total Medicare FFS
the facility after January 1% of the year, 54 |  ®risgnesome g soee S s mion 270 milon
percent resided in a facility for the full
year, and 23 percent lived only in the
facility but died before the end of the year.

NOTE: Excludes Medicare Advantage enrollees’ spending. Excludes Medicare prescription drug spending.
SOURCE: Kaiser Family Foundation analysis of the Medicare Current Beneficiary Survey Cost & Use File, 2006.

Medicare Beneficiaries in LongrnTerm Care Settings a Full Year or Who Died before the End of the Year
To isolate Medicare spending and service use that occurred during facility stays (neither before nor
after), we looked at beneficiaries who lived in a longrterm care facility from the first day of the year
(January 2006), who either survived the full year in the facility or died before the end of the year. An
estimated 1.7 million Medicare beneficiaries were living in a longnterm care facility at the start of 2006,
most of whom (70 percent) survived the full year; 30 percent died before the end of the year. Among
beneficiaries who survived for the full year, 58 percent lived in a nursing home, 14 percent lived in an
assisted living facility, and 28 percent lived in another setting (or multiple settings).



Medicare beneficiaries living in a longrn
term care setting for all of 2006,
including those who died before the end
of the year, accounted for 5 percent of all
Medicare beneficiaries and 9 percent of
all Medicare spending, with Medicare
spending that summed to approximately
$25 billion in 2006. Average Medicare
expenditures for these longnterm care
residents were more than twice the
average expenditures for beneficiaries
who never lived in a longnterm care
facility in 2006 ($14,538 versus $6,726
per capita), and nearly twice the average
amount for all Medicare beneficiaries
($7,552; 9EKION H).

Beneficiaries living in longnterm care
facilities for all of 2006 (i.e., survivors)
account for 3 percent of the Medicare
population, but 5 percent of Medicare
spending. Beneficiaries who died before
the end of the year (i.e., decedents)
account for 1 percent of the total
Medicare population, but 4 percent of
Medicare spending. Among survivors, 41
percent were in the top quartile of
Medicare spending, with average annual
Medicare spending of $26,732, and 17
percent were in the top decile of Medicare
spending, with average Medicare spending
of $47,116 69EKIONI 0. Among decedents,
69 percent were in the top quartile of
Medicare spending, with average annual
Medicare spending of $29,103, and 31
percent were in the top decile of
Medicare spending, with average
Medicare spending of $48,883.

Hospitalizations account for the largest
share (39 percent) of Medicare spending
among beneficiaries living in longnterm
care facilities in 2006, including
decedents, with SNF stays and medical
provider/durable medical equipment use
accounting for the second and third
largest shares of spending, respectively
69EKIBN nb. Hospitalizations account for

Exhibit 2
Average Medicare spending is about 2-times greater
for beneficiaries living in long-term care facilities
than for all others, 2006

$20,592
$14,538
$11,984
Average spending = $7,552
$6,726
Total Lived Full Year in Long-  Died Before End NeverinalLTC

Term Care Facility of Year Facility

1.7 million 1.2 million 0.5 million 33.6 million

Beneficiaries Living in Long-Term Care Facilities, 2006

NOTE: Includes beneficiaries who were in long-term care facilities as of January 1, 2006, including those who died before the end of 2006.
Excludes Medicare Advantage enrollees’ spending. Excludes Medicare prescription drug spending.
SOURCE: Kaiser Family Foundation analysis of the Medicare Current Beneficiary Survey Cost & Use Files, 2006.

Exhibit 3
A disproportionately large share of Medicare beneficiaries
in long-term care facilities are in the top quartile
and top decile of Medicare spending, 2006

41% in top 17% in top decile . _
i of Medicare 31% in top decile
quartile of d 4
. spenaing of Medicare .
Medicare a 69% in top
S di spending .
pending . quartile of
Mean/median Medicare
spending: .
$26,732/$19,433 Spending
Mean/median
38% spending:
$29,103/$19,306

Beneficiaries in

long-term care facilities

as of January 1, 2006

NOTE: Includes beneficiaries who were in long-term care facilities as of January 1, 2006, including those who died before the end of 2006

Survivors

1.2 million

Decedents

0.5 million

Excludes Medicare Advantage enrollees’ spending. Excludes Medicare prescription drug spending.
SOURCE: Kaiser Family Foundation analysis of the Medicare Current Beneficiary Survey Cost & Use File, 2006.

Exhibit 4

Hospitalizations account for the largest share of average
Medicare spending per long-term care facility resident, 2006

®Other $20,592
mHospice 1% —
@ Home health
O Medical provider/DME 1%—»|
OSNF stays 8%
$14,538 8 Inpatient hospital
19%— 13%
10%
3%6—>| $11,984
11% 1%:_ 17%
5%
18% 13%
19% 21%
20% 48%
39%
32%
Total Survivors Decedents
Beneficiaries in long-
term care facilitiesas 1.7 million 1.2 million 0.5 million

of January 1, 2006

NOTE: Includes beneficiaries who were in long-term care facilities as of January 1, 2006, including those who died before the end of 2006,
Excludes Medicare Advantage enrollees’ spending. Excludes Medicare prescription drug spending. SN is skilled nursing facility. DME is durable

medical equipment.

SOURCE: Kaiser Family Foundation analysis of the Medicare Current Beneficiary Survey Cost & Use Files, 2006.




























