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Valuation of Home Health Agencies: Reimbursement Environment

The U.S. government is the largest payor of medical
costs, through Medicare and Medicaid, and has a strong
influence on reimbursement for home healthcare
services. In 2020, Medicare and Medicaid accounted for
an estimated $829.5 billion and $671.2 billion in
healthcare spending, respectively.! The outsized
prevalence of these public payors in the healthcare
marketplace often results in their acting as a price setter,
and being used as a benchmark for private reimbursement
rates.> This effect may be even stronger in the home
health industry. Out of the $109.6 billion in revenue
received by home care providers in 2021, nearly 74%
came from government programs (approximately 40%
Medicare and 34% Medicaid), with only 12% from
private insurance and 10% from out-of-pocket
payments.® This may be combined by the large number
of individuals retiring each year, triggering switches from
commercial health insurance plans to Medicare, which
may exacerbate the government’s influence on effecting
change in the home health industry through revisions to
its reimbursement models.*

Medicare beneficiaries who are restricted to their homes
and require skilled care on an intermittent basis are
eligible to receive specific medical services at home,
including:

(1)  Skilled Nursing Care;

(2)  Physical, Occupational, and Speech Therapy;
(3) Home Health Aide Services; and,

(4)  Medical Social Work.®

From 2000 to 2019, the Centers for Medicare and
Medicaid Services (CMS) reimbursed HHAs for these
services through a home healthcare prospective payment
system (HH PPS).® This system utilized a 60-day episode
of care period with a base payment ($3,154.27 in 20197)
that was adjusted based on 153 category case-mixes.®
This model saw profit margins for HHAS rise to historic
levels due to an overestimated base payment and a
decline in home health services utilization, which meant
HHAs often received more in payments than the costs
they incurred.® As a result, the Medicare Payment
Advisory Commission (MedPAC) recommended CMS
lower the base payment closer to the actual costs of
providing home health services.*®
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Following MedPAC’s recommendation, CMS and the
Health Center Program Bipartisan Budget Act of 2018
(BBA) changed the way HHAs are reimbursed and how
home health services are delivered.®* The BBA
established the Patient-Driven Groupings Model
(PDGM), which went into effect January 1, 2020
(replacing the 153 category case mix adjustment), to
improve the quality of care provided by HHASs.*?

The main focus of the PDGM is to remove the incentive
to overserve patients. To prevent over-utilization of
services, CMS reduced the payment period from 60 days
to 30 and required the HHA re-certify that a patient needs
additional care after each period.®

The biggest change for HHAS to navigate under the new
PDGM is their payment methods. The PDGM increased
the number of case mix groupings, from 153 to 432, and
placed an increased reliance on technology to provide
care and monitor patients.** These changes make it more
difficult for HHAs to maintain the high margins
experienced over the previous two decades.

For 2022, the base payment is $2,013.43, which is down
67% from the 2017 HH PPS model base payment, but up
108% since 2020, the first year of the PDGM.*® As noted
above, this base payment is adjusted using the 432 case
mix groupings under the PDGM. The new case mix
groupings include: (1) period timing, (2) referral source,
(3) clinical category, (4) functional impairments, and (5)
presence of comorbidities.

The new PDGM also introduced low- and high-use
categories. A patient is considered low-use if they use 2-
6 visits during a 30-day period, with the actual visit
number varying by the accompanying case-mix
grouping.*® HHAs are reimbursed on a per-visit basis for
low-use patients, but HHAs that provide more than the
case-adjusted number of visits during a 30-day period
will be reimbursed for a full 30-day period.'” High-use
patients typically utilize more than the average number
of visits per period, thus costing the HHA more money.
Under these new provisions, CMS will reimburse HHAs
up to 80% of the difference on any high-use utilization.®

In addition to the home health reimbursement model
discussed above, the Patient Protection and Affordable
Care Act (ACA) included a 3% add-on payment for home
health episodes in rural areas.*® Originally effective from
April 2010 through 2015, the ACA rural add-on payment
was subsequently extended (most recently through the
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BBA) through 2022.2° The add-on percentage for 2022 is
1%.2* MedPAC has suggested that this add-on payment
may have led to fraud and abuse in certain rural counties
based on their atypical patterns of utilization.?? In 2019,
approximately 77% of those that received the add-on
payments were in rural counties with higher utilization
than the median utilization for all counties; further, 21 of
the 25 highest utilization counties in the U.S. are in rural
areas.® MedPAC has argued that the rural add-on
payment has done little to improve the quality of care for
home health beneficiaries, with the high level of
utilization in many rural areas resulting in payments
made to areas with higher-than-average utilization.?*
MedPAC supports more targeted approaches in order to
limit the rural add-on payments to combat fraud and
abuse.?®
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As the healthcare system evolves and is reformed to meet
the future needs of the rapidly aging U.S. population, the
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patients’ familiarity with technology, their preference to
be treated at home, and home health’s cost effective
means of delivering high-quality care. However, unlike
in most industries, increasing demand does not result in
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a payor in the marketplace, requiring HHAs to remain
clinically and economically efficient in order to survive.
The outlook for home healthcare’s competitive
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this series.

10  Ibid, p. 236.

11 “Overview of the Patient Driven Groupings Model” Centers for
Medicare and Medicaid Services, November 25, 2019,
https://www.cms.gov/files/document/se19027.pdf (Accessed
1/27/22), p. 3.

12 Ibid.
13 Ibid.
14 Ibid.

15 “CY 2021 Home Health PPS Final Rule Adds New Payment
Rates, Wage Indices, and the Home Infusion Services Benefit”
in Baker Donelson, November 2020,
https://www.bakerdonelson.com/cy-2021-home-health-pps-
final-rule-adds-new-payment-rates-wage-indices-and-the-home-
infusion-services-benefit (Accessed 2/1/22).

16  “Centers for Medicare and Medicaid Services Patient-Driven
Groupings Model” Centers for Medicare and Medicaid Services,
2019, https://www.cms.gov/Medicare/Medicare-Fee-for-
Service-payment/HomeHealthPPS/Downloads/Overview-of-the-
Patient-Driven-Groupings-Model.pdf (Accessed 2/2/22), p. 5.

17 Ibid.

18  Ibid.

19 Medicare Payment Advisory Committee, March 2019, p. 245.

20 “Home Health Prospective Payment System (HH PPS) Rate
Update for Calendar Year (CY) 2018 Centers for Medicare and
Medicaid Services, Medicare Learning Network, October 2017,
https://www.cms.gov/Outreach-and-Education/Medicare-
Learning-Network-
MLN/MLNMattersArticles/downloads/MM10310.pdf (Accessed
2/15/22); “Medicare and Medicaid Programs; CY 2022 Home
Health Prospective Payment System Rate Update; Home Health
Value-Based Purchasing Model Requirements and Model
Expansion; Home Health and Other Quality Reporting Program
Requirements; Home Infusion Therapy Services Requirements;
Survey and Enforcement Requirements for Hospice Programs;
Medicare Provider Enrollment Requirements; and COVID- 19
Reporting Requirements for Long- Term Care Facilities” Federal
Register, VVol. 86, No. 214 (November 9, 2021), p. 62289-62290.

21  Federal Register, Vol. 86, No. 214 (November 9, 2021), p.
62290.

22 Medicare Payment Advisory Committee, March 2019, p. 245.

23 Ibid, p. 270.

24 Ibid, p. 270.

25  Ibid.

(Continued on next page)


https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNMattersArticles/downloads/MM10310.pdf
https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNMattersArticles/downloads/MM10310.pdf
https://www.cms.gov/Outreach-and-Education/Medicare-Learning-Network-MLN/MLNMattersArticles/downloads/MM10310.pdf

Todd A. Zigrang, MBA, MHA, CVA, ASA, FACHE, is the President of
HEALTH CAPITAL CONSULTANTS (HCC), where he focuses on the areas of
valuation and financial analysis for hospitals, physician practices, and other
healthcare enterprises. Mr. Zigrang has over 25 years of experience
providing valuation, financial, transaction and strategic advisory services
nationwide in over 2,000 transactions and joint ventures. Mr. Zigrang is also
considered an expert in the field of healthcare compensation for physicians,
executives and other professionals.

Mr. Zigrang is the co-author of “The Adviser’s Guide to Healthcare — 2nd Edition” [2015 —
AICPA], numerous chapters in legal treatises and anthologies, and peer-reviewed and industry
articles such as: The Accountant’s Business Manual (AICPA); Valuing Professional Practices
and Licenses (Aspen Publishers); Valuation Strategies; Business Appraisal Practice; and,
NACVA QuickRead. In addition to his contributions as an author, Mr. Zigrang has served as
faculty before professional and trade associations such as the American Society of Appraisers

HEALTH CAPITAL CONSULTANTS

(800)FYI - VALU

Providing Solutions
in the Era of
Healthcare Reform

Founded in 1993, HCC is a
nationally recognized healthcare
economic financial consulting firm

HCC Home

Firm Profile

HCC Services
HCC Experts
Clients & Projects
HCC News
Upcoming Events
Contact Us

Email Us

Valuation Consulting

Commercial
Reasonableness

Opinions
Commercial Payor
Reimbursement
Benchmarking
Litigation Support &
Expert Witness

Financial Feasibility
Analysis & Modeling

Intermediary
Services

Certificate of Need

ACO Value Metrics
& Capital Formation

Strategic Consulting

Industry Research
Services

O HEALTH CAPITAL CONSULTANTS

(ASA); American Health Lawyers Associate (AHLA); the American Bar Association (ABA);
the National Association of Certified Valuators and Analysts (NACVA); Physician Hospitals
of America (PHA); the Institute of Business Appraisers (IBA); the Healthcare Financial
Management Association (HFMA); and, the CPA Leadership Institute.

Mr. Zigrang holds a Master of Science in Health Administration (MHA) and a Master of
Business Administration (MBA) from the University of Missouri at Columbia. He is a Fellow
of the American College of Healthcare Executives (FACHE) and holds the Accredited Senior
Appraiser (ASA) designation from the American Society of Appraisers, where he has served
as President of the St. Louis Chapter, and is current Chair of the ASA Healthcare Special
Interest Group (HSIG).

Jessica L. Bailey-Wheaton, Esq., is Senior Vice President and General
Counsel of HCC. Her work focuses on the areas of Certificate of Need (CON)
preparation and consulting, as well as project management and consulting
services related to the impact of both federal and state regulations on
healthcare transactions. In that role, Ms. Bailey-Wheaton provides research
services necessary to support certified opinions of value related to the Fair
Market Value and Commercial Reasonableness of transactions related to
healthcare enterprises, assets, and services.

Additionally, Ms. Bailey-Wheaton heads HCC’s CON and regulatory consulting service line.
In this role, she prepares CON applications, including providing services such as: health
planning; researching, developing, documenting, and reporting the market utilization demand
and “need” for the proposed services in the subject market service area(s); researching and
assisting legal counsel in meeting regulatory requirements relating to licensing and CON
application development; and, providing any requested support services required in litigation
challenging rules or decisions promulgated by a state agency. Ms. Bailey-Wheaton has also
been engaged by both state government agencies and CON applicants to conduct an
independent review of one or more CON applications and provide opinions on a variety of
areas related to healthcare planning. She has been certified as an expert in healthcare planning
in the State of Alabama.

Ms. Bailey-Wheaton is the co-author of numerous peer-reviewed and industry articles in
publications such as: The Health Lawyer; Physician Leadership Journal; The Journal of
Vascular Surgery; St. Louis Metropolitan Medicine; Chicago Medicine; The Value Examiner;
and QuickRead. She has previously presented before the ABA, the NACVA, and the
NSCHBC. She serves on the editorial boards of NACVA’s QuickRead and AHLA’s Journal
of Health & Life Sciences Law.

Janvi R. Shah, MBA, MSF, serves as Senior Financial Analyst of HCC.
Mrs. Shah holds a M.S. in Finance from Washington University Saint Louis.
She develops fair market value and commercial reasonableness opinions
related to healthcare enterprises, assets, and services. In addition she
prepares, reviews and analyzes forecasted and pro forma financial
statements to determine the most probable future net economic benefit
related to healthcare enterprises, assets, and services and applies utilization
demand and reimbursement trends to project professional medical revenue
streams and ancillary services and technical component (ASTC) revenue streams.



http://www.healthcapital.com/hcc-professional-team/todd-zigrang
https://www.cpa2biz.com/AST/Main/CPA2BIZ_Primary/BusinessValuationandLitigationServices/PRDOVR~PC-091080HI/PC-091080HI.jsp
https://www.healthcapital.com/hcc-professional-team/jessica-bailey-wheaton
https://www.healthcapital.com/hcc-professional-team/janvi-r-shah
https://www.healthcapital.com/services/valuationconsulting
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/certificateofneed
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/strategic-consulting
https://www.healthcapital.com/services/industryresearchservices
https://www.healthcapital.com/services/industryresearchservices
http://www.healthcapital.com/
http://www.healthcapital.com/firmprofile
http://www.healthcapital.com/services
http://www.healthcapital.com/hcc-team
http://www.healthcapital.com/clients-projects
http://www.healthcapital.com/hcc-news/hcc-news-archives
http://www.healthcapital.com/hcc-news/upcoming-events
http://www.healthcapital.com/contact-hcc
http://www.healthcapital.com/hcc-professional-team/robert-james-cimasi/50-information-forms/178-emailtheexperts
https://www.healthcapital.com/services/valuationconsulting
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercialreasonableness
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/commercial-payor-reimbursement-benchmarking
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/litigationsupport-expertwitness
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/financialanalysismodeling
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/intermediaryservices
https://www.healthcapital.com/services/certificateofneed
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/acovaluemetrics
https://www.healthcapital.com/services/strategic-consulting
https://www.healthcapital.com/services/industryresearchservices
https://www.healthcapital.com/services/industryresearchservices

	PDF_Valuation of Home Health - Reimbursement Environment 4.21.22
	Topics Bios 10.28.21

