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Preliminary research suggests that the uneven availability and quality of clinical services in many nursing facilities is a primary reason for high rates of hospitalization among residents. Many costly hospital stays could be avoided if appropriate clinical resources were in place. For this project, the New York State Department of Health (DOH) proposes to: 1) further study the relationship among hospitalizations, availability of clinical resources in nursing homes, and costs; and 2) design a new payment model that rewards better management of at-risk or acutely ill patients. The study team will seek agreement by the Centers for Medicare and Medicaid Services (CMS) to test the payment model. Project results will be of interest not only to New York and CMS officials, but to the many other states struggling with hospitalization costs and poor medical care in nursing homes. The New York State DOH will provide in-kind support.

Background: Many hospitalizations of nursing home residents are avoidable, especially if acute problems are identified early and managed appropriately. The costs of such hospitalizations are high: in New York State, costs for 2003 were estimated at $1.5 billion, of which 82 percent was paid by Medicare and 10 percent was paid by Medicaid. Findings of a study conducted by the state’s Department of Health (DOH) suggest that specific resources (e.g., disease-specific protocols and registered nurses present 24 hours a day) could reduce hospitalizations, enhance quality of care, and lower costs. States, however, have been resistant to paying for enhanced clinical services in nursing homes, since cost savings accrue to the federal Medicare budget, not the state’s Medicaid budget.
The Project: Under the direction of Nancy Barhydt, Dr.P.H., R.N., director of clinical affairs in the Office of Health Systems Management, New York State DOH, and in collaboration with David Grabowski, Ph.D., assistant professor, Department of Health Care Policy, Harvard Medical School,
 the project will develop a nursing home payment model that rewards use of enhanced clinical services to reduce unnecessary hospitalizations. The investigators will:
· review the professional and scientific literature;

· systematically compile and analyze DOH data on hospitalizations, transfers, and costs;

· share the information gathered with nursing home leaders, health care professionals, and consumer advocates to reach consensus on the payment model’s design; 
· develop a payment model with a broadly based payment structure that rewards facilities for better management of their at-risk or acutely ill patients; and 
· establish a partnership with the Centers for Medicare and Medicaid Services (CMS) to design a mechanism under which at least some projected Medicare savings from reduced hospitalizations can be returned to states, to at least partially offset Medicaid costs incurred from support of enhanced clinical services.
Project staff will present findings to CMS and draft an agreement outlining the terms and procedures for moving forward with the proposed payment structure. A preliminary report to the Fund will discuss trends and patterns in hospitalization of nursing home residents, while several articles prepared for journal submission will examine the relationship among hospitalization rates, provider resources, and quality, among other topics.
� Dr. Barhydt has participated in numerous health services research initiatives, such as the CMS-funded project, “Development and Testing of an Outcome and Assessment Information Set Accuracy Verification Protocol.” She has received the Commissioner’s Recognition Award each year since 2000. Dr. Grabowski, a health care economist, has written extensively on nursing home payment and quality. For this project, he will analyze nursing home resident hospitalization data and prepare papers for journal submission.
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