
 
 

PATIENT-DRIVEN PAYMENT MODEL – THE KEYS 
 

On April 27, 2018, the Centers for Medicare & Medicaid Services (CMS) issued a proposed rule 

outlining Fiscal Year (FY) 2019 Medicare payment updates and proposed quality program 

changes for skilled nursing facilities (SNFs). 

 

There are three key provisions of the proposed rule: 

 

● Key 1 - The proposed changes to the case-mix classification system used under 

the SNF Prospective Payment System (PPS); 

● Key 2 - The SNF Value-Based Purchasing Program (VBP); and 

● Key 3 – The SNF Quality Reporting Program (QRP). T 

 

In addition to payment and policy updates for FY 2019, the skilled nursing facility (SNF) 

proposed rule includes a proposal to revise the payment model from the current Resource 

Utilization Groups (RUG-IV) case-mix classification to the Patient-Driven Payment Model 

(PDPM) beginning on October 1, 2019 for FY 2020. 

 

The three key FY 2019 proposals and other issues discussed in the proposed rule are 

summarized below. By way of a brief history, in May 2017, CMS released an Advanced Notice of 

Proposed Rulemaking (ANPRM), outlining the Resident Classification System, Version I (RCS-I), 

which was a new case-mix model. It was proposed to replace the existing Resource Utilization 

Group, Version IV (RUG-IV) case-mix model. The RUG-IV model was used to classify residents 

into payment groups in a Part A stay under the SNF Prospective Payment System (PPS). Since 

the ANPRM was released over a year ago, stakeholders and commenters raised concerns and 

questions. Consequently, CMS made significant changes to the RCS-I model, resulting in 

renaming the model to the SNF PDPM. 

 

Key 1 - Modernizing the SNF PPS Case-Mix Classification System 

 

The proposed new model is designed to improve the incentives to treat the needs of the whole 

patient, instead of focusing on the volume of services the patient receives, which requires 

substantial paperwork to track over time. CMS also significantly reduced the overall complexity 

of the proposed PDPM, as compared to RUG-IV or RCS-I, based on stakeholder feedback. The 



proposed new case-mix classification system (the PDPM) would be effective October 1, 2019. 

The improved structure of this proposed model would move Medicare towards a more 

value-based, unified post-acute care payment system that puts the unique care needs of the 

patient first while also reducing significantly the administrative burden associated with the SNF 

PPS. 

 

PDPM would focus on clinically relevant factors, rather than volume-based service for 

determining Medicare payment. PDPM would adjust Medicare payments based on each aspect 

of a resident’s care, most notably for Non-Therapy Ancillaries (NTAs), which are items and 

services not related to the provision of therapy such as drugs and medical supplies, thereby 

more accurately addressing costs associated with medically complex patients. It would further 

adjust the SNF per diem payments to reflect varying costs throughout the stay and incorporate 

safeguards against potential financial incentives to ensure that beneficiaries receive care 

consistent with their unique needs and goals.  

 

RUG–IV classifies each resident into a single RUG, with a single payment for all services. By 

contrast, the proposed PDPM would classify each resident into five components (physical 

therapy (PT), occupational therapy (OT), speech-language pathology (SLP), non-therapy 

ancillary (NTA), and nursing) and provide a single payment based on the sum of these 

individual classifications. The payment for each component would be calculated by multiplying 

the case-mix index (CMI) for the resident’s group first by the component federal base payment 

rate, then by the specific day in the variable per diem adjustment schedule. The proposed 

PDPM is designed to separately identify and adjust for the varied needs and characteristics of a 

resident’s care and combine this information together to determine payment. CMS believes 

that the proposed PDPM would improve the SNF PPS by basing payments predominantly on 

clinical characteristics rather than service provision, thereby enhancing payment accuracy and 

strengthening incentives for appropriate care. 

 

Responding to stakeholder comments encouraging a more simple payment model, the 

proposed SNF PDPM would reflect an approximately 80 percent reduction in the number of 

payment group combinations compared to the RCS-I. Additionally, it would reflect updates to 

the data used as the basis for CMS’ analyses, to ensure that the results reflect the current 

resident population. PDPM, as compared to RCS-I, would also make greater use of certain 

standardized items for payment calculations, such as in using function items also used for the 

SNF QRP. Finally, PDPM would simplify complicated paperwork requirements for performing 

patient assessments by significantly reducing reporting burden (approximately $2.0 billion over 

10 years), helping to create greater contact between health care professionals and their 

patients. 



 

PDPM would be effective October 1, 2019. 

 

As noted by LeadingAge, not-for-profit organizations representing the field of aging services, 

CMS offers estimates of the differences between the current RUG-IV payment model and the 

proposed PDPM system, however, considerations should be made to: 

 

● The impacts presented assume consistent provider behavior in terms of how care is 

provided under RUG–IV and how care might be provided under the proposed PDPM. 

● Changes in state Medicaid programs resulting from PDPM implementation would not 

have a notable impact on payments for Medicare-covered SNF stays. 

● Impacts are assumed in a budget neutral manner through application of a parity 

adjustment to the case-mix weights under the proposed PDPM. 

● Estimates are a comparison between RUG-IV and the proposed PDPM using claims data 

from FY 2017. 

 

Key 2 - SNF Quality Reporting Program (QRP) 

 

The SNF QRP is authorized by section 1888(e)(6) of the Social Security Act and applies to 

freestanding SNFs, SNFs affiliated with acute care facilities, and swing-bed rural hospitals 

except for critical access hospitals. Under the SNF QRP, SNFs that fail to submit the required 

quality data to CMS will be subject to a two percentage point reduction to the otherwise 

applicable annual market basket percentage update with respect to that fiscal year. 
 

CMS reviewed the SNF QRP’s measure set in accordance with the Meaningful Measures 

Initiative, and is working to identify how to move the SNF QRP forward in the least burdensome 

manner possible while continuing to incentivize improvement in the quality of care provided to 

patients. Specifically, the goals of the SNF QRP and the measures used in the program cover 

most of the Meaningful Measures Initiative priorities, including making care safer, 

strengthening person and family engagement, promoting coordination of care, promoting 

effective prevention and treatment, and making care affordable. 

 

In this proposed rule, CMS is proposing to adopt an additional factor to consider when 

evaluating measures for removal from the SNF QRP measure set. This factor takes into 

account costs that are associated with a measure and weighs them against the benefit of its 

continued use in the program. CMS is also proposing to publicly display the four SNF QRP 

assessment-based quality measures, and increase the number of years of data used to display 

two claims-based SNF QRP measures, Discharge to the Community and Medicare Spending per 

Beneficiary, from 1 year to 2 years. CMS is also proposing to codify policies that have been 



finalized under the SNF QRP. 

 

Key 3 - SNF Value-Based Purchasing Program (VBP) 
 

Beginning October 1, 2018 services, the SNF VBP Program will apply either positive or negative 

incentive payments to skilled nursing facilities based on their performance on the program’s 

readmissions measure. The single claims-based all cause 30-day hospital readmissions measure 

aims to improve individual outcomes through rewarding providers that take steps to limit the 

readmission of their patients to a hospital. This single measure does not require SNFs to report 

information in addition to the information they already submit as part of their claims because 

CMS uses existing Medicare claims information to calculate the measure. 

 

Other Keys - The FY 2019 proposed rule proposes updates to policies, including the 

performance and baseline periods for the FY 2021 SNF VBP Program year, an adjustment to the 

SNF VBP scoring methodology, and an Extraordinary Circumstances Exception (ECE) policy. 

 

AHCA’s Comments – During the comment period on the proposed PDPM, the American Health 

Care Association commented as follows on June 25, 2018: 

 

“We understand the challenges CMS is attempting to solve with PDPM. However, we 

believe PDPM could create new challenges without additional simulation and notable 

refinements. Regarding our concerns, we believe PDPM still would not mitigate access 

barriers for patients with high non-therapy ancillary service costs. Additionally, as we 

have shared with CMS and CMS’ contractor, Acumen, we do not believe the data and 

related analytics are sufficient to support the model. We believe further simulation is 

needed, study on the components, and a thorough retooling of the assessment 

proposals, particularly the proposed new use of multiple ICD-10 codes on the MDS, and 

the interrupted stay proposal. Furthermore, reductions in payment to Medicare 

low-volume providers would perpetuate, if not exacerbate, existing access issues.” 

 

– Mark Parkinson, CEO/President 

 

AHCA’s top comments and recommendations are as follows and we’ll await further proposed 

changes from SMC now that the comment period concluded. 

 

Section 1 – SNF Wage Index. AHCA proposes both an interim step towards a SNF wage index as 

well as a phased longer-term plan. In the short term, AHCA proposes “trimming” hospital data 

to eliminate labor categories which are not found in SNFs as well as to account for the 

differences between hospital employee and SNF employee benefit costs. In the longer term, 



AHCA has recommended a phased approach of gradually shifting away from the current 

hospital based system to SNF wage data. AHCA proposes shifting from 25 percent hospital 

based wage data and 75 percent SNF wage data in year one with year-over-year increases in 

SNF wage data use by 25 percent per year. Once the transition begins, a four-year phase-in 

would begin with protections for increases or decreases of more than 5 percent until the 

transition is complete. 

 

Section 2 – Consolidated Billing. AHCA has long believed that CMS takes too narrow an 

interpretation of its flexibility in the four exclusion areas as well as in its interpretation of the 

definition of a “resident of skilled nursing facility” which has implications for site of service 

challenges. CMS policy has not kept pace with the entry of new, very high cost medications to 

the health care market, including over 100 drugs which fall within CMS’ exclusion criteria. CMS 

should add at least these medications to its exclusion list immediately. Second, the definition of 

a “resident of a skilled nursing facility” has limited exclusion of high-cost services that now are 

often delivered in specialized imaging centers, ambulatory surgical centers, and other 

outpatient settings. CMS should modernize its policies and avail itself of the flexibility available 

in the definition noted above. 

 

Section 3 – Patient-Driven Payment Mode (PDPM). For a number of years, AHCA has 

participated in an array of SNF payment reform technical expert panels and submitted 

extensive comments on CMS’ SNF payment reform work. AHCA appreciates many changes 

made to the 2017 Resident Classification System Version 1 (RCS-1) concept. The PDPM concept 

is simpler than RCS-1 and CMS incorporated a number of AHCA requests for clarification and 

modifications. AHCA urges CMS to return to the RCS-1 group and concurrent therapy proposal 

of 25% for group and 25% for concurrent rather than the PDPM proposal. 

 

Section 4 – SNF Quality Reporting Program (QRP). AHCA is a strong supporter of the SNF QRP 

initiative and offers support for several of the proposed future improvements to the SNF QRP 

program. AHCA also offered comments related to concerns with the content and timing of 

public display of the MSPB and mobility and self-care outcomes measures. 

 

Section 5 – SNF Value-Based Purchasing Program (VBP). AHCA appreciates the careful 

consideration CMS has put towards ensuring the SNF VBP program is administered fairly for all 

centers, even those with special considerations such as small SNFRM denominator sizes, newly 

opened facilities without baseline SNFRM data, those with a high proportion of patients with 

social risk factor and those affected by extraordinary circumstances outside of their control. 

AHCA believes that the proposed additions to the program made in the NPRM will ensure that 

no centers are unfairly harmed by the VBP scoring methodology. 



 

Section 6 – Interoperability Request for Information. AHCA appreciates the value and 

importance of interoperable health information data elements. However, the SNF profession is 

struggling financially and does not receive financial assistance for information technology under 

the HITECH Act or from other sources. AHCA offered creative financing options for CMS 

consideration, suggestions for a LTPAC IT Technical Expert Panel, and plans to reach out to the 

Office of the National Coordinator to share our ideas. 

 

At this point, we are awaiting a revised draft of the PDPM model. We recommend that 

providers familiarize themselves with the proposed system and look at CMS estimates of the 

impact on their communities at CMS.gov. 

 

 

About Adelman Law Firm: 

Founded in 2001, Adelman Law Firm has expertise in multiple areas of insurance defense 

litigation, professional malpractice, business and employment and healthcare law. Located in 

Downtown Memphis in the South Main Historic Arts District, Adelman Law Firm provides legal 

services Arkansas, Mississippi and Tennessee. For more information about Adelman Law Firm, 

visit www.adelmanlawfirm.com. 
 

 

 

http://www.adelmanlawfirm.com/

