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Fair Market Value Considerations (Part I of II)

The valuation of home healthcare and hospice enterprises and services are influenced by
certain market forces related to the Four Pillars of Healthcare Valuation, i.e.,: (1) regulatory; (2)
reimbursement; (3) competition; and, (4) technologyâ€”each of which relates to almost all
aspects of the U.S. healthcare delivery system. This first of a two-part series on home health and
hospice enterprises will review the unique value drivers that impact the typical valuation
approaches, methods, and techniques that are often utilized in determining the value of these
enterprises in the current healthcare delivery system.

Introduction

Home healthcare enterprises may be classified as those enterprises that coordinate the delivery
of healthcare services to patients in their homes. In 2015, there were approximately 386,384
home healthcare agencies (HHAs) in the U.S., over 12,300 of which were Medicare certified;
however, in recent years, there has been a slight decline in the number of Medicare-certified
HHAs.[1] The home healthcare industry, including Medicare-certified HHAs, generated revenues
of approximately $83.9 billion in 2015, with an annual revenue growth rate of four percent
between 2010 and 2015.[2]

There are three types of entities that typically fall under the umbrella of home healthcare: (1)
home healthcare enterprises, which provide medical and supportive care; (2) home care aide
enterprises, which provide non-medical care or custodial/non-meal care; and (3) hospice
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enterprises, which provide end-of-life care.[3] Additionally, two of the main types of home
healthcare services are: (1) infusion therapy and (2) respiratory therapy.

Integral to the delivery of many home healthcare services is the utilization of durable medical
equipment (DME), i.e., medical equipment designed for repeated use in order to improve the
quality of life for patients with illnesses or injuries, including equipment for home respiratory
therapy, home infusion therapy, and diabetic care supplies, as well as for patient positioning
and mobility.[4] Medicare assigns DME into separate categories, based on the nature, price, and
maintenance frequency of an item, as follows:

Inexpensive or other routinely purchased equipment;
Frequently serviced items;
Oxygen and oxygen equipment;
Other covered items that are necessary for the effective use of DME; and
Capped rental items.[5]

DME includes not only physical medical equipment, but also any drugs and medications
necessary for the equipment to function,[6] e.g., heparin (an anticoagulant) administered
through a dialysis machine. Medicare spending for DME reached $54.4 billion in 2017 and
increased at a rate of 6.8%.[7]

Despite the slight decrease in active Medicare-certified HHAs, the number of Medicare
beneficiaries using hospice services has been increasing over the last decadeâ€”the number of
hospice beneficiaries in 2016 exceeded 1.4 million; more than double the number of
beneficiaries in 2000.[8] Likewise, the number of hospice providers participating in Medicare
almost doubled, from 2,255 in 2000 to 4,382 in 2016, with Medicare payments for hospice
services increasing from approximately $3 billion in 2000 to almost $17 billion in 2016.[9] Of
note, the number of for-profit hospice providers has also been growing; approximately 67% of
hospice agencies were for-profit enterprises as of 2016, as compared to almost 30% in 2000.[10]

The valuation of home healthcare and hospice enterprises and services are influenced by
certain market forces related to the Four Pillars of Healthcare Valuation, i.e.: (1) regulatory; (2)
reimbursement; (3) competition; and, (4) technologyâ€”each of which relates to almost all
aspects of the U.S. healthcare delivery system. This first of a two-part series on home health and
hospice enterprises will review the unique value drivers that impact the typical valuation
approaches, methods, and techniques that are often utilized in determining the value of these
enterprises in the current healthcare delivery system.

Current and Future Trends: Regulatory, Reimbursement, Competition, and Technology

Regulatory
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In addition to state licensure requirements, HHAs must be certified by Medicare in order to
receive reimbursement for services provided to patients who are Medicare or Medicaid
beneficiaries. HHAs may meet the requisite Medicare certification requirements by obtaining
accreditation through an accepted national accreditation organization, i.e.,: (1) The Joint
Commission; (2) the Accreditation Commission for Home Care, Inc.; and (3) the Community
Health Accreditation Program.[11] In addition, HHAs must also maintain compliance with federal
Health Insurance Portability and Accountability Act (HIPAA) requirements; applicable state
certificate of need (CON) laws; and federal fraud and abuse laws, such as the Anti-Kickback
Statute and the Stark Law.

Fraud and abuse scrutiny have increased across the entire healthcare delivery system in recent
years. In 2017 alone, more than 400 defendants were charged with participating in fraudulent
activity involving $1.3 billion in false billings to Medicare and Medicaid; over a third of which
billings were related to home health and hospice activities.[12] In 2010, the Medicare Payment
Advisory Committee (MedPAC) recommended curbing fraudulent home health services, calling
on the Secretary of the Department of Health and Human Services (HHS) to use the
Departmentâ€™s authorities to examine providers with utilization patterns consistent with
fraud and abuse.[13] In 2017, the Centers for Medicare and Medicaid Services (CMS) expanded
previously-established local moratoria to statewide moratoria for HHAs in Florida, Illinois,
Michigan, and Texas due to the high incidence of fraud in those areas.[14] Despite the
moratoria, there continued to be numerous criminal prosecutions in home health fraud in these
areas, despite the large reductions in the numbers of HHAs.[15] CMS did not extend the
moratoria on new HHAs in the affected states beyond the expiration date of January 30, 2019,
after being extended for several six-month periods since the initial moratorium.[16] Although
the moratorium has expired, initiatives continue to emerge to battle fraud concerns related to
HHAs.

As relates to hospice, the HHS Office of Inspector Generalâ€™s (OIG) active work plan has a
significant portion dedicated to hospice investigation, resulting in an increase in the number of
civil cases against hospice providers.[17] Consistent with its work plan, since 2016, the OIG has
announced approximately seven hospice-related evaluations or audits.[18] As a result of this
increased scrutiny, many hospice providers who allegedly sought false Medicare claims have
been subject to whistleblower suits, facing legal and financial repercussions. For example, in
2017, Genesis Healthcare Inc. agreed to pay $53.6 million to the federal government in response
to allegations of providing medically unnecessary or substandard rehabilitation therapy and
hospice services.[19] As the OIG continues to audit and evaluate both home health and hospice
entities, the supply of these agencies may decrease.

Reimbursement

Approximately 3.4 million Medicare beneficiaries received home healthcare services in 2015 and
2016, with Medicare payments for home healthcare services totaling approximately $18.1 billion
in 2016 alone.[20] Medicare reimburses for home healthcare services under the home
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healthcare prospective payment system (PPS), which was implemented in 2000.[21] This
episode-based PPS relies on a 153-category case mix adjuster to establish payment rates based
on patient characteristics, including: (1) clinical severity, (2) functional severity, and (3) service
utilization.[22] While the PPS is similar to the methodology used for skilled nursing facility
reimbursement, payment is based on a 60-day episode of care, as compared to the daily unit of
payment utilized for skilled nursing reimbursement.[23] Significantly, respiratory care services
are specifically excluded from Medicareâ€™s home health PPS.[24] However, respiratory care
services may be covered under Medicare if they are furnished as part of a â€œplan of careâ€ by
a nurse or a physical therapist as a â€œskilled careâ€ visit, rather than as a â€œhome health
episode.â€[25]

On October 26, 2018, CMS finalized new case-mix methodology refinements for home health
payments for calendar year 2020.[26] In order to promote patient-driven care, CMS will
implement the Patient-Driven Groups Model (PDGM), which will remove current incentives to
overprovide therapy.[27] Rather than paying for the number of therapy visits a patient receives,
CMS will rely more on clinical characteristics and patient information to allow payments to
reflect patient needs, moving from a volume-based model toward a more value-based
reimbursement (VBR) system.[28] Additionally, the PDGM would cut the home health unit of
payment from 60 days to 30 days.[29] Under this model, HHAs are expected to have a net
savings of $60 million in annualized costs, with each home health agency projected to save
$5,150.[30]

Another (less extensive) Medicare VBR model was implemented for HHAs beginning January 1,
2016.[31] The CMS Innovation Centerâ€™s Home Health Value-Based Purchasing Model
(HHVBP) is mandatory for HHAs in nine states, tying payment to quality performance.[32]
Payment adjustments (upward and downward) were set at a maximum of three percent in
2018, slowly increasing to an eight percent adjustment by 2022.[33] The model is currently
undergoing adjustments, which may indicate that the model will expand at the conclusion of the
pilot program, affecting payments to HHAs in all states.[34]

Of note, on March 4, 2019, HHS Secretary, Alexander Azar, stated that Medicare will be
significantly changing its payment system to move the large majority of dialysis treatments from
the facility to the home.[35] The federal government wields extensive influence in kidney
disease reimbursement, with over one-fifth of Medicareâ€™s spending in 2016 devoted to
kidney disease treatments;[36] consequently, it is likely that any changes made by Medicare will
be echoed by commercial insurers.

As regards the provision of DME during a home healthcare episode, Medicare reimbursement
payments are typically 80% of the lesser of either: (1) the supplierâ€™s actual charge; or (2) the
Medicare fee schedule for an item or a service.[37] For certain types of DME (e.g., oxygen and
oxygen equipment), the carrier determines the fee schedule.[38] In addition, under the
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Medicare Prescription Drug, Improvement, and Modernization Act of 2003, HHS established a
program under which DME suppliers must participate in a competitive bidding program in order
to obtain Medicare contracts.[39]

In contrast to reimbursement for home healthcare services, Medicare reimbursement for
hospice services is based on an adjusted per diem rate for each day a beneficiary is enrolled in
the hospice benefit program, regardless of the level of services provided in a given day.[40] The
payment rate for each day is determined by a fee schedule containing four levels of care:
routine home care (RHC), continuous home care (CHC), inpatient respite care (IRC), and general
inpatient care (GIC).[41] In addition to the per diem rate, hospice facilities may bill the patient a
coinsurance amount separately for prescription drugs or respite care.[42] Significantly, Medicare
caps payments to hospice facilities in two ways: (1) the inpatient cap limits the number of days
of inpatient care that the hospice may provide to no more than 20% of the total inpatient care
days; and (2) the aggregate cap is an absolute dollar limit on the average annual payment per
beneficiary that an agency can receive, which is the cap amount times the number of Medicare
patients served.[43] The aggregate cap amount for 2019 is equal to the 2018 amount of
$29,205.04.[44]

Individuals covered under Medicare Part A can elect to receive hospice care if they:

Have a terminal illness with a prognosis of under six months, if the disease runs its normal
course;
Receive treatment in a Medicare-approved hospice center; and
Sign a statement electing hospice care and waiving all other rights to Medicare payments
associated with the terminal illness.[45]

During the first 90 days of hospice care, the beneficiary must receive a signed certification of a
terminal illness from both: (1) the medical director of the hospice or the physician member of
the hospice group; and (2) the individualâ€™s physician, describing the clinical findings that
support a life expectancy of under six months.[46] After the initial 90-day period, a physician
must recertify that the patient is still eligible for hospice care.[47]

As noted above, hospice utilization has steadily increased over the years, with Medicare paying
$16.7 billion for these services in 2016; however, these programs do not always provide
appropriate services, may be of poor quality, and consequently cost Medicare millions of dollars
due to fraudulent billing.[48] In light of this trend, HHS and the OIG recommend that CMS
strengthen the survey process to promote compliance and ensure quality care and establish
additional remedies to tackle poor performance within hospice enterprises.[49] In addition, to
reduce fraudulent billing, the agencies recommend that CMS strengthen hospice oversight by
analyzing claims and identifying practices that raise concerns.[50] While, to date, no action has
been taken to change reimbursement incentives for hospice services, fraud and abuse scrutiny
of these facilities will likely continue in their intensity going forward, as the U.S. healthcare
delivery system evolves in this new era of healthcare reform. As a result of these
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recommendations and increasing concerns related to quality and billing, potential modifications
to the reimbursement structure may emerge through the introduction of VBR programs, similar
to the HHVBP.

Competition

According to a March 2018 MedPAC report, Medicare beneficiary home healthcare utilization
has been declining since 2011, in both the demand for, and the supply of, services.[51] The
number of HHAs fell by 1.2% in 2016, after a 60% increase from 2004 to 2015.[52] This decline is
thought to be due to the decrease in hospital discharges, which are a common source of
referrals, and the low growth in the overall U.S. economy;[53] decline was most acute in Texas
and Florida, states that had previously seen the greatest amount of concentrated growth,
resulting in CMS implementing moratoria to stop the entry of new agencies.[54] As previously
mentioned, due to the moratoria expiration at the end of January 2019, more HHAs will likely be
established in those areas moving forward; however, these newer entities will face continued
challenges in the form of high levels of regulatory scrutiny and the new payment model in
2020.[55] Despite the decline of HHAs in states with high instances of fraud, these decreases
have not been experienced in other areas of the U.S., with 44 states experiencing a 2.1% growth,
principally in the for-profit sector.[56]

Evidence indicates that home health services decrease costs, improve health outcomes, and
reduce hospital stays.[57] Especially as the U.S. population continues to age (with approximately
10,000 individuals turning 65 every day), patient demand for these services will continue to
increase as healthcare utilization and prevalence of disease increases with age.[58] Additionally,
there has been a shift in government reimbursement (primarily Medicare and Medicaid), toward
home health services, as 2015 marked the first year that more money was spent on home care
rather than nursing home care.[59] Both payors (as demonstrated by CMSâ€™s March 4, 2019
announcementâ€”see above) and patients may continue demanding home health services in
attempts to reduce expenditures by avoiding more costly alternatives (e.g., inpatient hospital
stays) and improving outcomes (e.g., reducing the potential for facility-acquired infections).[60]

Competition among home healthcare providers is largely variable, due to the wide spectrum in
the scope of services that may be provided by a given HHA. For example, HHAs may provide
services that require a licensed provider, such as home infusion therapy; respiratory care;
physical, occupational, and speech therapy; behavioral care; and skilled nursing services, or may
provide services that do not require a licensed provider, such as those provided by a home
healthcare aide.[61] As a result, the home healthcare industry is quite fragmented, with the four
largest industry firms only generating one-tenth of total industry revenue in 2015.[62] However,
the industry is expected to continue consolidating, as home and hospice enterprises are â€œfar
less fragmented than [they were] just five years ago.â€[63]
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Similar to HHAs, hospice services vary in scope, but principally provide palliative services, which
focus on providing patients with relief from the symptoms, pain, and stress of a serious,
terminal illness.[64] These services include: (1) skilled nursing services; (2) drugs and biologicals
for pain control and symptomatic management; (3) physical, occupational, and speech therapy;
(4) counseling services; (5) home healthcare aide services; (6) short-term inpatient care; (7)
inpatient respite care; and (8) such other palliative services as may be required for the
management of a terminal illness.[65] Accordingly, hospice providers may compete with short-
term acute care hospitals, long-term acute care hospitals, skilled nursing facilities, and HHAs, all
of which have the ability to offer certain hospice care services under their continuum of
care.[66]

 Technology

Technological advancements in DME and other home healthcare supplies, such as those related
to infusion therapy, have increasingly allowed patients to receive medical care in their homes,
rather than at an inpatient or outpatient facility. In addition, advancements in telemedicine have
allowed for remote patient monitoring for conditions such as: (1) active heart monitoring; (2)
blood pressure; (3) diabetes; (4) kidney disease; (4) prescription compliance; and (5) sleep apnea,
which have permitted more patients to remain in their homes unless a need for acute
healthcare services arises.  CMS recently finalized a proposal to allow HHAs to report the cost
of remote patient monitoring for Medicare beneficiaries, potentially encouraging more HHAs to
adopt the technology.[68]

 Additionally, equipment advancements have similarly enabled the provision of home-based
treatments. Over the past decade, advances in dialysis techniques and machinery have allowed
increasing numbers of end-stage renal disease (ESRD) patients to receive, or personally perform,
home-based services. Peritoneal dialysis, which uses the lining of the patientâ€™s abdomen as a
filter to clear wastes and extra fluids,  allows the ESRD beneficiary the luxury of receiving
dialysis treatments at home or at work, without visiting an outpatient dialysis center.
Similarly, hemodialysis, i.e., the process of purifying the blood of a person whose kidneys are
not working through a dialyzer (artificial kidney),[71] machines have evolved such that patients
may receive this form of treatment in their homes through a machine similar to that found in
outpatient dialysis centers, but smaller and portable.  As home care services have come
â€œfull circleâ€ as a prominent healthcare delivery avenue, and home healthcare providers are
increasingly being viewed as a critical link in the array of patient-centered healthcare services
aimed to bring care back into the community, technology will likely play an increasingly
prominent role in managing patient populations in need of, and preferring, home healthcare
services.

Conclusion

[67]

[69]

[70]

[72]
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The value of home healthcare and hospice enterprises is significantly tied to the rapidly evolving
U.S. healthcare industry, eminent in the modern era of U.S. healthcare reform. The ability of
these providers to operate as a part of the continuum of care in this new VBR paradigm may
determine their viability as an ongoing enterprise in the future. Part two of this series will
discuss the unique value drivers that impact the typical valuation approaches, methods, and
techniques that are often utilized in determining the value of home healthcare and hospice
enterprises and providers in the current healthcare delivery system.
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