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I. Executive Summary

Private Duty Nursing (PDN) is essential in enabling many high-need Medicaid beneficiaries to
be supported at home rather than via long-term hospitalization. For patients who are at home,
PDN is also valuable in delivering expert care that averts clinical crises requiring hospitalization,
and in freeing up family members to work and experience a better quality of life.

However, Colorado’s Medicaid payment rates for PDN services are lower than typical Medicaid
rates nationally, and even average Medicaid payment rates are below the amounts needed to
attract and retain nurses into the PDN sector. Many different types of organizations compete for
nurses, and the state’s Medicaid rates put PDN providers at a significant disadvantage. Colorado
falls short in the supply of PDN labor available to support its Medicaid enrollees.

This report derives the payment rate increase needed to attract adequate PDN service capacity
in Colorado. These increases are summarized in Table ES-1.

Table ES-1. Current and Recommended Hourly Medicaid PDN Rates

Registered Nurse Licensed Practical

(RN) Nurse (LPN)

Current Colorado Medicaid Fee-For-Service Payment Rate $52.59 $39.69
Recommended Payment Rate $72.50 $60.38
Recommended Dollar Increase $19.91 $20.69
Recommended Percent Increase 37.8% 52.1%

The above recommended payment rate increases were derived by a) tabulating an average
national Medicaid fee-for-service (FFS) payment rate for PDN services; b) adjusting this average
for Colorado’s cost of living; and c¢) adjusting the rate based on an average percentage
differential in Medicaid managed care organization (MCO) payments for PDN services relative
to Medicaid FFS rates. Medicaid MCOs have no incentive to “overpay” for PDN services, and
collectively deliver a large portion of Medicaid PDN services nationally. Their payment rates
therefore likely represent a better benchmark for balancing cost containment, access to PDN
services, and quality objectives than do the Medicaid FFS rates derived in the political arena.

We estimate that the enhanced rates will create a 22.5% increase in the supply of PDN labor
available to provide care to Colorado’s Medicaid population. The combination of the increased
rates and the increased labor are projected to nearly double Colorado’s Medicaid PDN
expenditures, increasing annual Medicaid PDN costs by approximately $85 million in total
Medicaid funds.

However, these additional costs are expected to be largely offset by the reduction in inpatient
care that the increased PDN volume achieves. We estimate these offsets to be 71% of the
enhanced PDN payments. The annual net cost of the increased rates to Colorado Medicaid is
estimated at $25 million overall, with $8.3 million to come from state funds and the remainder
to be paid by the federal government.
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II. Introduction

The Menges Group has been enlisted by the Home Care and Hospice Association of
Colorado to evaluate the state’s Medicaid Private Duty Nursing (PDN) payment rates.
The purpose of the report is to seek to remedy the challenges that many Colorado
stakeholders are currently experiencing in serving Medicaid-covered persons,
particularly children, in the home-setting rather than the inpatient setting when a
transition home is deemed clinically appropriate. A few statistics from a national survey
are presented below:!

e 36% of households with a medically complex family member have experienced a
hospital stay that was longer than clinically necessary due to home-based nursing
support not being available.

e 87% of medically complex families had to make significant employment changes
due to limited home-based nursing care being available.

e 25% of inpatient discharges for patients in medically complex families occurred
with no home-based nursing care being lined up.

One nationwide PDN provider framed their challenges in Colorado by noting that, “The
currently established fee schedule in Colorado has prevented us from providing PDN
services at scale because we simply can’t afford to hire and retain nurses.” For this
entity, only 0.3% of the Medicaid patients they serve nationally are Coloradans;
similarly, only 0.3% of their nationwide nursing team are Colorado-based. These figures
are far below proportional -- Coloradans represent 1.8% of nationwide Medicaid
enrollees.

A 2019 study focused on children published in Health Affairs, Home Health Care For
Children With Medical Complexity: Workforce Gaps, Policy, and Future Directions,
summarized the situation as follows:2

“Home health care for children and youth with medical complexity in the United
States is a patchwork of policies and programs that does not currently meet the
medical needs of many patients; unnecessarily prolongs hospitalizations; and
relies on an insufficient, inadequately trained workforce.... it is evident from
several national surveys that family caregivers are frequently shouldering
enormous burdens that lead them away from their own gainful employment and
create social, emotional, and financial hardship.”

12023 State of Home Health Nursing Survey, authored by K. Knight, G. Knight, and B. Jordan.
2 Foster, Agrwal, and Davis, Children’s Hospital of Chicago, published in Health Affairs, June 2019
2
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Additional research in this topic area has been consistent in identifying the
shortcomings of current care delivery and models, and in finding that the key
opportunities for improvement involve increasing the supply of home-based care.
Examples of these research community contributions are conveyed below.

e The Joint Commission, “Home — The Best Place for Health Care,” 2011

e Lindsey Paitich, BSN, RN, Chris Luedemann, MD, BSN, RN, Judy Giel, RRT, and Roy
Maynard, MD, FAAP, “Allocation of Pediatric Home Care Nursing Hours — The Minnesota
Experience,” January, 2022.

e Barrett, DL, et al. The Gatekeeper Program. Proactive identification and case management of
at-risk older adults prevents nursing home placement, saving healthcare dollars a program
evaluation. Home Healthcare Nurse. March 2010;28(3):191-197.

e Leff, B, et al. “Comparison of functional outcomes associated with hospital at home care and
traditional acute hospital care.” Journal of the American Geriatrics Society. February 2009.

e James Howard, MD, and Tyler Kent, BS, “Improved Cost and Utilization Among Medicare
Beneficiaries Dispositioned From the ED to Receive Home Health Care Compared With
Inpatient Hospitalization”, AJMC, March 4, 2019

e Oleg Bestsennyy, Michelle Chmielewsky, Anne Koffel, and Amit Shah, “From facility to
home: How healthcare could shift by 2025, McKinsey & Company, February 2022

Components of This Report

Our report conveys an array of analyses that assess the following dynamics:

a) Where Colorado’s Medicaid PDN payment rates compare to those in other states,
before and after adjusting for cost of living.

b) The payment increase that would be needed to bring Colorado’s PDN payments
in line with the national average on a cost-of-living adjusted basis for CY2024.

c) The degree to which the costs of implementing this payment increase would be
offset by triggering the following chain of events:

a. Increasing the supply of PDN nurses serving Medicaid enrollees.

b. Reducing the degree to which Medicaid-covered children are served in the
inpatient setting — transitioning these patients to home-based care
leveraging the additional PDN supply.

c. Permitting additional hours of PDN care to occur at home, freeing up
parents/caregivers to work more and attain a better, more multi-
dimensional, quality of life.


https://nam04.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.johnahartford.org%2Fimages%2Fuploads%2Fresources%2FHome_Care_position_paper_4_5_111.pdf&data=05%7C02%7CJMenges%40themengesgroup.com%7C878d4cbc8a3d46d0084008dc321e3ffa%7Caf6b3fb1e80c45bcabd67455aab9b6f4%7C0%7C0%7C638440353257036824%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C4000%7C%7C%7C&sdata=ohg4rbTwjCLRGfQKUV872LPmENv57qqN5cvtSZEGzss%3D&reserved=0
https://pubmed.ncbi.nlm.nih.gov/?term=Paitich%20L%5BAuthor%5D
https://pubmed.ncbi.nlm.nih.gov/?term=Luedemann%20C%5BAuthor%5D
https://pubmed.ncbi.nlm.nih.gov/?term=Giel%20J%5BAuthor%5D
https://pubmed.ncbi.nlm.nih.gov/?term=Maynard%20R%5BAuthor%5D
https://pubmed.ncbi.nlm.nih.gov/?term=Maynard%20R%5BAuthor%5D
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III. Advantages of Home-Based Care for Patients and
Families — Case Examples

All stakeholders agree that high quality care delivered at home rather than in a facility
setting, is the preferred model of support. From a policy perspective, the case for home-
based care is furthered by the cost advantages. The following pages convey three (3)
case examples demonstrating the importance and value of private duty nursing in
permitting effective (and cost-effective) care at home rather than in an institutional
setting.

Case Example 1: PDN in Lieu of Hospice Care

A 25-year-old female diagnosed with Rett syndrome, a rare and debilitating neurological
disorder, has received care from private duty nursing for more than half of her life. She
faces significant challenges, being non-verbal and immobile, relying entirely on a
feeding tube for nutritional needs.

Her medical challenges also include recurrent aspiration pneumonia and airway
clearance impairment, leading to multiple hospitalizations that necessitated frequent
life-saving measures, including airway intubations. Unfortunately, due to complications
arising after repeated intubations, a tracheostomy became necessary, rendering her
ventilator-dependent with a grim prognosis.

In the initial months post-tracheostomy, her mother and primary caregiver experienced
a life-altering event, leaving her wheelchair-bound and unable to care for her bedbound
adult daughter. Her daughter’s prognosis continued to worsen as she became
malnourished due to her inability to absorb nutrition properly, experiencing respiratory
distress with numerous hospitalizations as her body attempted to adapt to her
worsening condition.

Eventually, this led to the need for hospice care. Her mother recognized the potential to
improve her daughter's prognosis and quality of life with consistent private duty
nursing, so the family decided against hospice care. Private duty nursing has proven
invaluable for this young woman and her family, offering specialized care in a familiar
environment, and improving her overall well-being.

With round-the-clock monitoring and management of her complex medical needs,
private duty nursing staff have addressed challenges related to her tracheostomy,
intervening promptly in emergent situations like airway obstruction. This prevented the
physical and emotional strain of unnecessary hospitalizations and the need for
extraordinary life-saving measures. The continuous care provided by her private duty
nurses allowed her primary caregiver to focus on her own rehabilitation, resulting in the
elimination of wheelchair dependence and the ability to provide care for her daughter at
home, preventing the placement of her daughter in a long-term care facility.
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Her mother's quality of life also benefited from having the support of private duty
nursing. Private duty nursing staff has played a pivotal role in educating the primary
caregiver on managing the patient's complex condition and handling emergent
situations at home. This not only prevented hospitalizations but also instilled confidence
and competence in the caregivers.

Most notably, the continuous and specialized care provided by private duty nurses
significantly improved the patient's overall condition over time, eventually rendering
hospice care unnecessary.

Case Example 2: Ventilator Dependent Individual Since Birth

An 11-year-old female, born at 28 weeks gestation with bronchotracheal hypoplasia,
subglottic stenosis, and laryngeal stenosis, has undergone several tracheal
reconstruction procedures. She has required private duty nursing care for the majority
of her life to monitor and manage her tracheostomy, ventilator dependence, and feeding
tube for nutritional needs.

Due to airway instability and granulated tracheal tissue, routine tracheostomy changes
required the presence of two nurses. She resides at home with her parents and two
siblings.

Private duty nursing has played a crucial role in the comprehensive care of this child and
the benefits are evident in her progress. With the consistent and stable support of
private duty nursing, she successfully weaned from the ventilator and is now able to
consume some food orally, although she is at a very high risk for aspiration,
necessitating ongoing private duty nursing.

In addition to these achievements, private duty nursing has enabled this child to attend
school, fostering social interaction and educational development.

The specialized care provided by private duty nurses ensures a safe and supportive
environment, allowing the child to participate in school activities while managing her
complex medical needs. Furthermore, the impact extends beyond the patient's physical
well-being. Her mother, with the support of private duty nursing, seized the opportunity
to obtain her LPN license.

The consistency and stability provided by private duty nursing staff allowed her the time
and assurance needed to pursue and accomplish her professional goals, ultimately
contributing to the overall well-being of the family and adding to the nursing workforce.

In summary, private duty nursing has not only been essential in the child's medical
management, facilitating ventilator weaning and oral intake despite aspiration risk, but
it has also empowered the mother to achieve professional milestones. Additionally, it
has enabled the child to attend school, promoting socialization and educational

5
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engagement. The continuous and specialized care provided by private duty nurses
remains integral to the ongoing health, progress, and enriched life experiences of this
child.

Case Example 3: Permitting A Fuller Life for Patient and Family

A 16-year-old female diagnosed with trisomy 9, cerebral palsy, dandy walker
malformation, and developmental delay is dependent on a feeding tube for nutritional
needs and is a wheelchair user. Private duty nursing plays a crucial role in monitoring
and managing her nutritional needs and activities of daily living.

Living at home with her mother and one sibling, this young woman's daily life is
significantly impacted by her medical conditions. Private duty nursing not only aids in
maintaining her health and well-being but also extends support to her family. Her
mother, with the assistance of private duty nursing, can attend work, knowing that her
daughter is under the care of trained professionals.

Despite using a wheelchair, the provision of private duty nursing ensures that this 16-
year-old can actively participate in school, fostering educational and social development.
The specialized care provided addresses her unique challenges, creating an environment
that promotes not only her medical stability but also enriches her daily life experiences.

In summary, private duty nursing has become an integral part of this teenager's life,
offering crucial assistance in managing her complex medical conditions, supporting her
education, and enabling her mother to maintain employment. The continuous care
provided by private duty nurses contributes to the overall well-being and quality of life
for both the patient and her family.

IV. Comparison of Medicaid PDN Payment Rates Across
All States

We obtained Medicaid PDN payment rates for all 50 states and the District of Columbia.
Exhibit 1 conveys each state’s current hourly payment rates for registered nurse (RN)
and licensed practical nurse (LPN) services. Across the 51 jurisdictions, Colorado
currently has the 17th-lowest payment for RN services and the 11th-lowest payment for
LPN services.

Colorado’s Medicaid RN payment rate is $7.05 (11.8%) below the median across all
states, and $3.77 (6.7%) below the nationwide weighted average (using each state’s
Medicaid enrollment to derive the weighted average).

Similarly, Colorado’s Medicaid LPN payment rate is $9.04 (18.6%) below the median
across all states, and $5.29 (11.8%) below the nationwide weighted average.
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Colorado’s PDN payments are particularly low when each state’s cost of living is taken
into consideration. As shown in Exhibit 1, Colorado has the 19th-highest cost of living
among all states (and the District of Columbia). As shown in Exhibit 1, Colorado has an
unwelcome combination of low PDN payment rates and a relatively high cost of living.

Exhibit 1. 2023 Medicaid PDN Payment Rates — Colorado and US Average

Current (2023) PDN Rank Among 50 States Plus DC (Highest
Hourly Payment Rate Cost of Payment is Ranked #1)
Living Cost of Living
Jurisdiction RN LPN Index RN Rate LPN Rate Index
Colorado $52.59 $39.69 106.9 34 40 19
Weighted Average
Across All States $56.36 $44.98

Source: Proprietary PDN company research of state Medicaid payments, which was shared with
The Menges Group for this report.

Colorado is one of only seven states in the nation that falls below the national median in
PDN payments but above the national median in terms of cost of living for both RN and
LPN services.

V. Payment Increases Needed in Colorado

We have estimated the Colorado PDN payment increases that would need to occur to
provide the state’s nurses with buying power equivalent to the national average. We
adjusted these rates for inflation to create parity for CY2024. These tabulations are
shown in Exhibit 2 and are described in the paragraphs that follow.

Using each state’s PDN payment rates in Exhibit 1 and each state’s Medicaid enrollment
level as of September 2023, we calculated a weighted average payment rate across the 51
jurisdictions to be $56.36 for RN services and $44.98 for LPN services.

We then multiplied these national averages by Colorado’s cost of living index (1.069) to
derive the payment rates needed to deliver “national average” buying power to
Colorado’s nurses.

We also adjusted the “parity rate” from CY2023 to CY2024 based on the Congressional
Budget Office’s estimated increase of the Consumer Price Index between these years
(2.7% for the overall CPI).
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These calculations derived a national Medicaid parity rate for Colorado of $60.25 for RN
services and $48.09 for LPN services in CY2024.

Exhibit 2. Recommended Payment Rate Derivation

Item # Description RN LPN Derivation
Weighted Average Rate (across all Medicaid Enrollment of Each State Used
1 $56.36 $44.98 . .
50 states plus DC) to Derive Weighted Average
Colorado Cost of Living Index Source: Missouri Economic Research and
2 (relative to national average of 1.069 1.069 Information Center, Cost of Living Data
1.000) Series, Q3 2023

Colorado Payment Rate Needed
to Provide Colorado Nurses with
3 ) . $60.25 $48.09 Item 1 x Item 2
Buying Power Equivalent to

Nationwide Average

National CPI Increase, Q4 2023 to Source: Congressional Budget Office
4 2.7% 2.7% .
Q42024 publication
Payment Rate Needed to Also
5 Capture Inflation from 2023 to $61.87 $49.38 Item 3 x 1.027
2024
6 Current Colorado Payment Rate $52.59 $39.69 Exhibit 1
Overall % Rate Increase Needed
7 . ? . . 17.7% 24.4% Item 5/ Item 6 (minus 1)
for National Medicaid FFS Parity
Additional Market Increase Average payment differential derived
8 Needed to Match Medicaid MCO 20.2% 27.7% across multiple PDN companies and
Payment Rates multiple states
Total Recommended Percentage
9 37.8% 52.1% Item 7 + Item 8
Increase
10 Recommended Payment Rate $72.50 $60.38 Item 6 x (1 + Item 9)

Reaching Parity Within Medicaid Is Not a Sufficient Payment Strategy

Creating parity in Colorado within the context of national Medicaid rates is not
sufficient for the objective of attracting new nursing capacity into the PDN arena. The
general inadequacy of PDN payment rates in the Medicaid fee-for-service (FFS) setting
is demonstrated by the fact that Medicaid managed care organizations (MCO) often pay
PDN providers above the Medicaid FFS rate.

Data shared by multiple PDN providers, not disclosing the payer names nor the states,
indicates that Medicaid MCO payment rates for PDN services are typically above — and
often far above — Medicaid FFS rates in the same state. Averaging the information
together, we derived Medicaid MCO payments for PDN services to be 20.2% above
Medicaid FFS for RN services, and 27.7% above Medicaid FFS for LPN services.



The Menges Group

Strategic Health Policy & Care Coordination Consulting

The MCOs that are at dollar-for-dollar risk for health care costs have no incentive to
“overpay” for PDN services. Their price differential is indicative that the health plans
see/expect net value in paying above Medicaid FFS in order to secure adequate PDN
nurse capacity for their members requiring these services.

Taking all this information into account, our recommended hourly payment rates for
Colorado are $72.50 for RN services and $60.38 for LPN services. On a percentage
basis, these recommended rates are 37.8% ($19.91) above Colorado’s current hourly rate
for RN services and 52.1% ($20.69) above Colorado’s Medicaid rate for LPN services.

Overall Cost Estimates for Colorado PDN Services

We estimate that Colorado Medicaid PDN costs will increase for two reasons — the
higher rates, plus the higher volume of PDN services that occur under the higher rates
(as PDN providers are able to compete more effectively for RN and LPN labor). The key
advantage of the PDN rate increases will be that they will foster greater service capacity,
with PDN providers better able to attract and retain nursing labor.

Our average percentage PDN rate increase for Colorado Medicaid is 45.0%, which
assumes half of PDN spending is for RN services and half for LPN services.

Based on information we received from PDN providers, we have identified that every
percentage point rate increase can be expected to create roughly half this percentage in
increased PDN labor capacity. Therefore, we estimate that a 22.5% increase in PDN
service volume will occur in conjunction with a 45% hourly rate increase.

The additional annual Colorado Medicaid payments for PDN services at these enhanced
rates — including the enhanced PDN support these rates will create — are estimated in
Exhibit 3 to be $85.4 million overall, $28.5 million coming from state funds.

The overall Medicaid PDN percentage cost increase, including the volume impacts, is
projected at 77.7%.
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Exhibit 3. Colorado Medicaid PDN Costs at 45.0% Rate Enhancement
(Including Estimated 22.5% Increase in Supply of PDN Services)

Colorado PDN
Medicaid Costs -- State Share of State
Total Costs| Share %

FFY2021 (obtained from CMS FMR report) $110,118,265 $48,204,692 43.8%
FFY2022 (obtained from CMS FMR report) $110,101,681 $37,051,310 33.7%
SFY2024 (Estimate Reflects Current
Payment Rate and Current Labor Supply) $110,000,000 $36,666,300 33.3%
SFY2024 Estimate at 45.0% Rate
Enhancment $159,491,850 $53,163,418 33.3%
Total Cost Assuming 22.5% Service Capacity
Increase Occurs $195,377,517 $65,125,188 33.3%
Additional PDN Cost at Enhanced Rate,
SFY2024 $85,377,517 $28,458,888 33.3%

VI. Offsetting Savings From Inpatient Care Reductions

The previous section estimated the “gross” costs of a PDN rate increase, looking only
within the silo of PDN costs.

This section estimates the net costs of this increase in Colorado by also taking into
account what the rate increase can reasonably be expected to yield via the reduction in
the volume of inpatient bed days that becomes possible when enhanced PDN nursing
capacity is available.

A. Number of Additional Persons Who Can be Supported at Home Via PDN
Due to Payment Increase

As shown in the top rows of Exhibit 4, approximately 2.4 million hours of PDN support
are delivered under Colorado’s current Medicaid program structure. A 22.5% increase
in this capacity — the amount we project in conjunction with the recommended rate
increases — is estimated to yield approximately 536,000 new hours of annual Medicaid
PDN support in Colorado.

10
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The bottom half of Exhibit 4 estimates that this additional PDN labor will be sufficient
to serve 122 Colorado Medicaid enrollees at home who would otherwise be hospitalized.
This substitution of home care for inpatient care includes two groups:

a) Hospitalized persons who can be discharged and cared for at home if additional
PDN services are available; and

b) Persons receiving home-based care who can now obtain additional PDN support
that prevents clinical crises and hospitalizations from occurring.

This estimate assumes the patients receiving PDN in lieu of inpatient care will receive an

average of 12 hours of PDN support per day throughout the year.

Exhibit 4. Derivation of Number of Hospital Transition Cases that
Enhanced PDN Capacity Will Be Able to Serve

Statistic Amount

Current Colorado Program Structure

Estimated Annual Medicaid PDN
Expenditures $110,000,000

Estimated Average Hourly Payment Rate $46.14

Estimated Annual PDN Hours Currently

Provided 2,384,049
Enhanced Program

Additional Annual PDN Hours Available
(22.5% increase) 536,411

Average PDN Hours Per Patient Per Day
(inpatient substitution cases) 12
Additional Patients Who Can Be Served Via
PDN Each Day (inpatient substitution

cases): 536,411 /365 / 12 122

11
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C. Degree to Which Currently Hospitalized Colorado Medicaid Enrollees
Can be Transitioned Home (if additional PDN capacity is available)

It is challenging to discern the total number of Colorado Medicaid patients who can be
served safely and effectively at home in lieu of inpatient care. Piecing together the

information we were able to obtain (summarized in the text below), we anticipate that
there are likely well over 100 persons who are in this situation at a given point in time.

e One Colorado PDN provider noted that “We currently have 48 referrals waiting
on PDN staffing, with 19 patients unable to come home in some capacity.”

e Another Colorado PDN provider indicated that they currently have a list of 30
patients who have been referred to them, but who they are unable to support at
their current staffing level.

e A Colorado hospital indicated that its facility “currently has a handful of patients
who are extended-stay with medical issues and are ready for discharge, waiting
on PDN or related home care services where significant gaps in the Medicaid
network exist.”s

e A considerable number of new hospitalizations will be avoided through the
professional care enrollees receive at home via enhanced PDN service delivery.

D. Per Case Medicaid Savings When Home-Based PDN Is Used In Lieu of
Inpatient Hospital Care

This section estimates the Medicaid savings that accrue when an individual is served at
home with PDN support, in lieu of remaining hospitalized. Exhibit 5 estimates costs in
the home-based setting.

3 Colorado hospital representatives conveyed that not all dischargeable Medicaid enrollees will yield the same
savings, due to Medicaid not incurring 100% costs for some patients where the hospitalization no longer meets
medical necessity criteria.

12
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Exhibit 5. Derivation of In-Home Cost Per Day Estimate

At Home Cost Amount Derivation

PDN Cost Per Day

Assumes 50/50 split between RN and LPN services at this report's

Average Hourly Rate 66.44

< v ? recommended payment rates
Estimated Average Hours Per Day 12 Estimated by a PDN Provider
Daily Cost, PDN $797.27 Multiply above two rows

Estimated Pharmacy Cost/Day $150.00| $41; our estimate assumes average at-home patient receives 3

Average Medicaid cost per prescription (post rebate) in 2021 was

medications at $50 average net cost

Estimated Other Services Cost/Day

Ventilator cost is approximately $30/day (one-third of persons are
estimated to require ventilators); other DME (hospital bed,

70.00
(e.g, DME) ? wheelchair, etc.) estimated at approximately $30/day; other
services estimated at $30/day
Total Cost/Day at Home $1,017.27 Sum of above three rows

We derived an average inpatient daily cost to compare with the figures in Exhibit 5
through the following process:

a)

b)

c)

d)

Base Colorado Medicaid baseline payment rates for each Colorado hospital are
published on-line by the Colorado Department of Health Care Policy and
Financing. https://hcpf.colorado.gov/inpatient-hospital-payment

At the same website, the Colorado Department of Health Care Policy and
Financing publishes DRG weights and average lengths of stay (ALOS) for each of
1,258 DRGs.

Working with this information, we identified the 100 DRGs with the highest
ALOS, as a proxy for the types of cases that are most likely to have extended
periods where home-based PDN is a clinically viable alternative.

We calculated an average Medicaid payment of $2,369 per day across these
DRGs for Children’s Hospital of Colorado, and for all other Colorado acute care
hospitals. Children represent a disproportionate share of the cases that have
substitutable PDN days. As the region’s only pediatric specialty hospital, half of
Children’s Hospital of Colorado’s patient population relies on Medicaid for
insurance coverage and the hospital cares for pediatric patients with some of the
most complex medical needs. We weighted the average daily payment for
Children’s Hospital 50%, and weighted all other Colorado hospitals’ average daily
payment rate 50%.

13
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Exhibit 6 derives Colorado’s net annual Medicaid costs based on all the above figures
and estimates. The cost tabulations indicate that an annual per person savings of nearly
$500,000 will accrue to Colorado’s Medicaid program when an individual is served at
home in lieu of inpatient care.

Exhibit 6. Derivation of Net Cost Impacts of PDN Rate Increase

Medicaid Cost Comparison Daily Cost Annualized Amount
In-Home Care $1,017 $371,302
Inpatient Care $2,369 $864,503
In-Home Savings Per Transitioned Person Per Year $1,351 $493,200
Gross Annual Cost of PDN Rate Increase $85,377,517
Number of Transitions Needed for Breakeven 173.1

Estimated Transitions that Recommended PDN Rate

Increase Enables 122.5
Estimated Net Annual Medicaid Cost of PDN Rate Increase $24,976,143
State Fund Annual Impact (33.3% of total) $8,325,381

To fully offset the $85 million cost of the PDN payment rate increase would require that
on an average day, 173 additional Colorado Medicaid enrollees are cared for at home
rather than in the hospital. The increased PDN capacity associated with this report’s
recommended rate increase is estimated to support 122.5 additional Colorado Medicaid
enrollees at home per day.

These figures result in an estimate that most (71%) — but not all — of the costs of the
PDN rate increase will be recouped via the combination of increased PDN capacity,
more home-based care, and fewer hospital days.

The remaining net annual cost of the rate increase after these offsets is estimated to be
$25.0 million for the Medicaid program overall, and $8.3 million in state funds.

14
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Appendix A: Methodological Observations and Limitations

This Appendix conveys further context around the quantitative estimates included in the
report.

Average Medicaid PDN Payments in Fee-For-Service Setting: We have no
reason to doubt the accuracy of the data the PDN providers assembled and shared with
us. Data were provided from two sources and the state-by-state payment amounts were
nearly identical. In several states, Medicaid PDN rates varied between urban/rural
counties, high technology and low technology patients (also sometimes termed as
specialty or non-specialty patients), weekday and weekend rates, and/or pediatric and
adult patients. In these states, we averaged the published rates together by urban/rural
in approximate concert with a state’s overall population distribution, by severity using a
50/50 assumption (e.g., between high technology and low technology), and by age
cohort (75% child). The national average rate was derived by weighting each state’s
payment rates by their overall Medicaid enrollment level as of September 2023.

Average Medicaid PDN Payments in MCO Setting Relative to Fee-For-
Service Setting: While it was important to understand Medicaid MCO payment rate
dynamics for PDN services, we did not want to obtain or disclose the specific payment
rates that PDN providers have negotiated with Medicaid MCOs. We therefore surveyed
PDN providers requesting that they provide factors by which Medicaid MCO rates
differed from Medicaid FFS rates in the states they serve. The data we received back
were averaged within a PDN company (averaging their information across states and/or
MCO data points), and these figures were then averaged together such that each PDN
company contributing data received an equal weighting.

Estimated Degree to Which PDN Service Capacity Will Grow Under
Enhanced Colorado Medicaid Payment Rates: We received information from
different PDN providers on their experience with staffing before and after Medicaid
payment rate increases went into effect. There were only a few situations where large
rate increases occurred, and the data we received supported a ratio of roughly 60% (i.e.,
any given percentage payment rate increase would yield 60% of that percentage in
increased PDN nursing capacity). Due to the modest amount of data available, we
lowered our estimated ratio to 50% in this report.

Number of Medicaid Enrollees Who Can Be Served Via PDN In Lieu of
Inpatient Care: This is the component of our estimates that we felt least confident
about. The data available on this issue came from too few sources to extrapolate to a
reliable statewide number. The body of the report conveys this data, and our opinions
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around what these data mean (e.g., that there are at least 100 Colorado Medicaid
enrollees in the hospital on a typical day who could be safely cared for at home if
enhanced PDN capacity were available.).

Average Daily Cost of Inpatient Care: The body of the report conveys in detail the
approach used to calculate this average. The data published by the Colorado
Department of Health Care Policy and Financing provide an excellent baseline for our
estimates. However, significant assumptions needed to be made regarding which DRGs
to include in the estimate, and how to weight the payment rates across different
hospitals. Children’s Hospital of Colorado’s payment rates received a 50% weighting —
not because we expect that this facility “has” 50% of the patient days that can be
transitioned — but because the complex cases that Children’s disproportionately services
are the types of cases we anticipate will represent a significant share of the days that
shift from hospital to home.

Average Daily Cost of Home Care: Our estimates sought to match up the services
that still need to be provided at home to those that occur in the inpatient setting, and
these go beyond nursing care. We did not have a sound data set to estimate the daily
cost for “all other services” and our assumptions — often crude ones — are conveyed in
the body of the report. While these service estimates were somewhat of a “forced guess”,
we viewed them to be reasonable and made them objectively.
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