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This coxrespondence provides information requested by the bnmittee’s 
Education Task Force on July 18,1!397, sammarizing work we have completed 
ftom 1990 through 1997 on postsecondary education, school-to-work, and youth 
employment tmirhg issues. In addition, today we are separately reporting on 
preparatoryeducaIionissnes.‘Thesematerialsmaybeusefulasthe~ 
continues to explore problems in the Amexican education bfmstructure and in 
informing the federal govemm entaboutitsroleinaddressiqthem. 

Obtaining a postsecondary education is becoming even moTe esentbl to 
students’ future earning power, while the cost of a postsecondary education is 
rising rapidly, contribuling to the dSiculty of students affording a 
postsecondaxy education In addition, some federal programs designed to help 
educationally and economically d&advantaged youth enter, stay in, and 
complete their postsecondary education or noncoIlege-bound youth obtain 
aRemaWeworksldRshavenot~uptotheirexpectations. Thelimited 
effectiveness of these programs has contributed to the difkuky of some at3isk 
youth obtaining a postsecondary educatior~ 

In addition the Department of Educatioq the principal federal manager of most 
of these programs, has had problems in implexnentating and ommeing student 
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ENcLxmREI EN-1 

INFORMATION ON MAJOR l’WI’SECOND&Y EDUCATION, 
SCHOOLTO-WORK AND YOLTH EMPLOYMENT PROGRAMS 

POSTSECONDARY EDUCATION ISSTJES 

Higher educaiion is a growing American industry with $173 billion in total 
expenditures and 2.6 million employees in the 1993-94 academic year. During 
the 1994-95 academic year, more than 9,900 Z-year and 4year colleges and 
vocational and technical schools offered postsecondary education Federal 
approp&ions for mqjor postsecondary education programs totaled about $9.4 
billion for fiscal year 1997, and the -on requested about $13.9 billion 
for fiscal year 1993 (see encl IU). 

In the fall of 1994, America’s higher education system enrolled 16.1 million 
students, inchding 456,000 foreign students, and its schools conferred 2.2 
million amdate, bachelor’s, mask&, doctoral, and professional degrees. From 
1974 to 1995, the portion of high school graduates who attended a 
poskwxmdaryin&tutionrose&om43tonearly62percent hadditioq 
enrollment increased for nontradBonal students, such as older students and 
those attending school part time. The portion of the postsewndazy education 
population with one or more of these nontraditional characteristcs increased 
from65percentinl936to69percentin1992. 

Since 1930, a student’s ability to afford to attend college has declined as college 
tuitions lwe risen faster than incomes, grant aid,2 and state funding for public 
colleges. In 1996, we reported that tuition and fees at 4year public coIleges 
increased 234 percent during the 15yesu period ending with school year 1994 
95; median household incomes and the consumer price index rose by 82 percent 
and 74 percent, reqcthly, during the same period.’ (See fig. t.1.) 

%x-ant aid can be &om federal or other sources. Federal PeIl grants, which 
represent the largest amount of federal funds appropriated for student financial 
aid,aremadeavaihbletostudentswiththegreate&finandalneed. 

. er ‘Ittan Household Income and 
Public Collqges’ Cists (GAO/HEHS9&154, Aug. 15,1996-). 
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4Year Public Collenes and UniveMties 

As college tuition and fees continue to increase, more students and their 
families are borrowing. The total volume of new federal student loans more 
than doubled between 198’7 and 1995, from $9.7 billion to $23.1 billion 

The growth of ihe higher education industzy has not been without its problems. 
So&economically and educationally -taged high school students from 
low-income brollies and certain ethic groups attend aud complete college at 
much lower rates than other students. Concerns also ex&t about the qu&ty of 
college education being provided and the management of high= education 
programs and funds by the Department of Education, schools, lenders, loan 
guaranw agencies, and loan servicing companies. These are the key issues that 
must be addressed if the United States is to remain international& competBve 
and the ptiominant wotid source of a qua&y co&ge education in the ~UQXE 
The following discussion involves five mqjor thanmes ensur@ access, increas’mg 
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ENcLosuFEI ENcLosurcEI 

lenders on the guaranteed student loans they make or hold could be reduced to 
swethegovemm ent money, yet z&low student access. We also reported on the 
use of scholaM&ts target& to minority students: eariy beneCts and costs 
related to Americans and the controls in place at the Department of 
Education to prevent student financial aid payments to ineligible noncitize& 

In 1991 we reported, for example, that most SEOG funds go to the intended 
reclpients.8 However, we a3so found that the amount of SEOG funds that 
students reczive maydependmoreonwhichschoolstheg~~ratherthanon 
theirfinancialneeds. ThisismostlyduetothewaySEOGfundsarediskibuted 
among the nation’s schools Schools annually receive SEOG funds largei: Jn 
the~oftheamountoffundstheyhame~inpastyears,b~thismay 
not necessarily reflect the rektive need of the students they currently enroIL 
We suggested that the Cmgress consider amending the Higher Education Act of 
1966, as amended, to more equitably distribute SEOG funds. No such action 
hasbeentakentodate,however. 

In19Q2,weana&edthepotenUhnpactoflowerjngthefed~subsidypaid 
to commaial lendem who make or hold guaranteed student loans9 The 
Congress was exploring alttrnatme ways to cut student aid costs without 
advers@affe&ingstudents’accesstoloancapitaL Somewereconcemedthat 
reducingthefederal~~~oPonldleadtoa~~slqpplyof 
guaranteed loans from commercial lend-. Our analysis showed that the 
~~r*irte~thethnewas3~percent-probablyhigher~therate 
necessaq to retain most lendexs in the program. We recommended that the 

. er Edwatmt Information on Minoritv-Tzqg@ed Scholarship (GAO/HEEB 
9477, Jan. 1% 1994). 

Resource and 

7m er Edudoa v * Student Aid Pavments to enfication Ee@s Rwen 
IneWible Noncitizens (GAO/HEHS97-163, A;. 6,1997). 
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ENcLosuRl3I ENCLO~I 

example, our 1995 analysis of low-income students showed that a $1,000 
increase in grant aid reduced the probabjlity that a low--@come student would 
dropo~andthstanequalincreaseinloanaiddidnothaoea~~ 
significant effect on these students’ pemisknce.” ln addition, giving students 
m~grantsintheirdirstyearofco~egeandgradually~loanaidin 
subequent years (referred to as frcmtloading grants) could signiBcantly reduce 
the dropout rate, according to our work 

Although the Department of Education thought that tintloading held promise, 
it said it may need spec& legi&tive authority before considering a 
Bontkading pilot program+ The Congress has yet to give the Depar&nent that 
authorifg. 

Jn addition, federal Gnancial aid programs can help students enrolled in college 
who need remedial education. For vie, we reported that 13 percent of aid 
provided to a sample of 430 schools went to undergrad- enroIled in at least 
one remedjal cour& 

Helping to ensure that po&secondary Mitutions provide students with quality 
education or kaining worth the time, energy, and money they West has 
tmditionally been aresponsibj&y shared by school accreditation agencies, the 
states, and the Department of Education Because school operations, curricula, 
and instxuction are state and school reqxmsibilities rather than federal ones, 
the Department relies on acQeditjng agencies and states to ddenmine and 
enforce stand&s of program qua&Q. The Departmen$ as specSed in the 
Eigher EXucation Act of 1955, as mended, (1) approves in&idual accr&Bing 
agencies as the reliable authomes to help ensure that schools$kovide quality 
education and training and (2) certi&s schools by focusiug more on their . . admuustszrtive and BUIMM capabilities and souncln~ rather than evaiuating 
the quality of the education they provide. 

Since the late 1980q the Congress audthe possecondary education commun@y 
~been~concernedabourtthequalityof~o~inthepmprietarg 
fjxbate forqrotit schools~ sector. Although proprietary schools make an 

Aid Could Reduce Lo w- Income 
23,199q. 

-dent Financial A-i& Federal * Awarded to Students Taking Remedial 
Courses (GAO/HEHS-97-142, Aug.;, 1997). 
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government to possible additional default costs and &king these students’ 
ability to continue their edu&on and causing them to .&&r additional debt. 
We recommended that the Congress give the Department the authow to hold 
schools liable for the costs of defaults on any loans made du&g the appeals 
process and to require these schools to post a perfoxmance bond as a condition 
of filing an appeaL Although Education has included such provisions in its 
proposals for the reauthorization of the Higher Education Act in the 105th 
Congres,thepropos&haveyettobeforwardedtotheCongress 

In June 1997, we reported that students are obtain@ federal student Snancial 
aid (grants and subsidized loans) for training at prometazy schools for 
ocapations with a surplus of trained workers.” In the I.2 states included in 
our review, we found that in Bscal year 1995, $273 million in federal fuuds 
subsBed the trainhg of over ll2,OOO proptiw school students in 
occupations with projected labor supply surpluses We recommended that the 
Co- help prospe&% students understand the usefulness of recent 
school~on vd the Student Right-tiMnow Act reqrriring 
proprietaryschoolstorepo~~recent graduates’lM&g&aMjobplacement 
rates Wealso recommended that Education ensure that m students 
have access to employment and eamings projections regarding their chosen 

locality. Education was receptive to our 
itmaybetooearfyforeithertheCongressorthe 

Department to have acted on the recommendations. 

Escalating college tuition and related costs and student debt levels have become 
an issue of growing concern to students and their famiiies, co&ge . . admunstrators, and g- ent policymalcers. As we reported in 1995, from 
1!38O to 1995, the average tuition charged undergraduate students at 4-m 
public coUeges and univeHSes increased 234 perce& fhning appr(&nely 
the same period, median household income increased G3percent and the cost 
ofMngrose74pezxsnt Ascollegecostshavecontinuedtorise,statesuppoti 
has funded a dimini&ed portion of public colleges revenues, and increases in 
federal fun& for grants have not kept pace with tuition increaseq resulting in 

‘$roDrietarvschools . . . . M llh nf$$DenttopaJn~ 
‘0x1~ (GAo/HEHsgiL4, June 10,1991). 

dents for Oversm~lia 
0CCUOat.l 

14GAO/HEHS9&154, Aug. 15,1995. 
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In 1995, we reviewed the states’ efEorts to encourage families to save for college 
through college savings or prepaid tuition programs?’ m states had such 
programs in 1995, and at least a dozen other states were considering 
implementing prepaid tuition programs. Most participants were middle and 
upper income families; lower income families were underrepresented probably 
due to their lack of discmtioruuy income. Uncertain@ about the potential 
federaltax~forprogram~~~~was~Qomestatestodelay 
implementing such programs, according to our review. The Congress passed a 
~winl~~toresolvethetaxissues,andthishascontributedtoseveralother 
states subsequently establishing these kinds of programs. 

. 
ement and -tit 

The DepartmeWs management and uver@ht of the many student financial aid 
progriunshasbeenachaUengingtaskmaMybecauseitinvoMsmanydiff~t 
programs, millions of students, thousands of schools and lenders, multiple 
gmranly age&es and loan mcers, and numerous private entities. The 
Depattment’s OIG, congressional committees, we, and others have well 
documented the Department’s histoxy of miswnagemm abuses’andother 
management and ove&ght problems regarding these programs These concerns, 
coupled with the significant amount of federal dolSam at risk, contributed to our 
decision in 1992 to designate the Federal Family Education LoanFVogram 
(FTEIiQa@high-risk%ea. Bill ionsofFFELPfhmdshavebeenhighly 
vulnerable to Baud, waste, abuse, and mismanagement. In 1996, we expanded 
our consideration of high risk to all of the student financia3 aid programs in 
Education’s purview. 

As expected, with the sign%mt amount of federal funds appropxiated for 
student Bnancia3 aid and the Department’s history of poor manigement and 
fiscal accountaMity, we have focused considerable resources in reviewinghow 
the Department manages these programs. (See encL I& which shows the large 
number of products we have issued on these topics.) Our latest high-risk series 
reporty issued in 19D7, summa&es and updates both our continuing concerns 
about the Department’s vulnerabilities in mamglng and ovmeehg the student 
aidprogramsasw~asprogressin~eningtheprograms~~fiscald 
management controls and -I6 The following discussion highkghts 

“%&h-Risk Series: Student Financial Aid (GAO/RR-97-11, Feb. 1997). 
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Education’s top management’s commitment to it has been uncertain The 
Department has not determined how long it will be before Project EASI is fully 
implemented but expects it to be a long-term undertaking. 

As new student aid programs were implemented during the past 30 years, the 
Department developed separate data qstems to support each of these 
programs. Itnowhasda#sgstemsforFFEU?,theFederalDirectLoan 
Program @T&P), the Pell grant program, and campmbased programq and 
additional systems for other purposes Over the years, we have identified a 
number of problems asso&& with the Department’s data systems and its 
ineffective use of these systems. 

In 1995, for example, we reviewed the Department’s use of its data systems to 
ensure compliance with federal requimments and prevent the zcurrence of 
defaults and abuse? The Department did not effectively use its data sgstenrs, 
rcs&ing in appMmt@ 43,500 inehgible students receMng over $138 million 
inloansduting%calyearslQ82through19B2. Wealsofoundtha&forschool 
years1039-90through1993-94,morefhan43,000studentsmayhaverecei=d 
peJm=t ovwpayments and over 35,000 students my ti inapproprMe& 
reeked grants while attending two or more schools concurrently, which is 
prohibited under the progran~ 

To address some of these problems, in 1994 the Department implemented the 
N~o~Student~Dab~(NSISS),wfiichisacentral~to 
receive and store student iiuancial aid data for all student financial programs in 
onecentraldat&ase. NSLDSwasde&gnedinparttoeusurethataccur%eand 
complete data are ax&able on student loan indebtedness and to screen student 
aid applicants for prior defaults and grant award overages. In 1996, the 
DepartmentrepartedthatusingNSLDSto prescreenlOanapplicantS&ad 
prevent& l25,OOO previous defaukrs fkom mceidng new loans, -iding as 
much as $310 million in future def&ults. This also enabled Education to deny 
about $75 million in Pell grants to ineligible students. 

Although NSLDS was envlsloned as a central repository for student iinancial aid 
data, it is not readily compatible with most of the student Snancial aid systems 

. - . I I . dentFinantxaIAid. Data otFullvUtihzedtol:ent&~natel~ 
Awarded Loans and Grants (GiOA!EE!S-95-89, Jdy ,“,, 1905). 

15 GAOJEEHS-97-212B po6tmcolldary Education Roducta 
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a new integrated financial sgstem called Education’s Central Automated 
Pmcebng System. These and other actions Eiducationjs taking indicate that it 
is conunitted to resolving its financial management problems. A sustained 
effort, however, will be critical$o the-Department’s having sound SnanciaI 
management and reliable iinancial information. 

SCHOOLTO-WORK AND YOUTH EMPLOYMEiNT ISSUES 

The Unit& Stales provides ex&nshe opporhmity for college educa!ion for a 
large proportion of its youth. Our colleges and universities are the envy of the 
world Yet with worldorce Quality becoming a key element of U.S. 
competiliveness, the education and Wning of noncokge youth have become 
increa&@ycrlticaI. Inthelate198OsJhebasicsldIlsgapbetweenthe 
quaWc!ations business needs for its employees and those of entry-level workers 
was widening. Jobs were demanding increasingly skilled workers, wMle many 
workers were inad- prepared for the workforce. Our work on the 
&an&ion of the nation’s youth &om school to work reviewed the extent to 
which the US. educational system focuses on youth not planning to go to 
college. 

Some of our principal competitor nations have national policies that emphasize 
preparing noncollege youth for empioyment22 Jn the United States in 1988,9 
million of 33 million youth 16 to 24 years old would not have the skills that 
employers were demanding. In addition, only 15 percent of youth who entered 
the ninth grade completed high school and went on to obtain a 4year college 
degree, our work showed. The m@oriQGE percent-got a job, obtained a 2-year 
degree, dropped out of high school or college, or did not enter the workforce. 

In 1993, four states had begun to acknowledge this deficiency in their schools 
and started to develop comprehensive school-to-work @an&ion systemic 
TheseqBtemshadfourinterRMed components: 

- processes for developing academic and occupational competencies, 

- career education and development, 

. Premrine Noncollege Youth o moyment in the 
United States and F&e&n Countries (GAO& May ll,l990). 

ooti 0 . 
for JoL $kl;IRDg5139, 

lhm.k~DW New f&raWies to 
Sept 7, X993). 
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For those youth most severely d&advantaged-especially school dropouSJob 
Corps provides an opportunity, away from their home e, to obtain a 
high school degree or equivalent and occupational skiIl~&aining in several areas. 
Thisprogtam’shighcostandmixed~~causedItstoquestionits 
e3Yectivenes~.~ Job Corps spends, on average, about $16,300 m each 
participant-four times the $3,700 spent by the JTPA youth pmg~~ Although 
59 percent of Job Corps participants were piaced in jobs (and another 11 
percent enrolled in further education programs), about half ofthe jobs obtained 
by students from six centers we visited were low skill-such as l&t food 
worker-and not related to the Job Corps thning, according to our review. In 
~~o~aboutaquarterofparticipantsdroppedoutoftheprograminthefirst 
6odays,andabout4opercentofp~~fundsatthesixcenoerSwevisited 
wae spent on those who did not complete their vocation& traiuhg. The 36 
percent of particigants who completed their tmining-at an B cost of 
$26,219-had better outcome&hey were five times more likely than 
noncompleters to obtain a trainhg-rehted job; the compktex~ also got 25 
percent higher wages. Even though 112 centers were in operation in 1996, four 
stateshadnocentexs. lnadditio~thisprogramisaWhiskMbytieLabor 
Department, and not, like virtu&y all other job trainhg m, by the states. 
Asa~~,itynotbeasweIlintegratedwitha~’sotbgeducationand 
tmining programs as it could be. 

=Job Coxes: H&h costs and Mixed Fksults R&se Questions About Prom-am’s 
Effectiveness (GAO/EEHS95180, June 30,1995). 

19 GAWEEES-9%212B Pmaecon~ Eduution Products 
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EUher Ed catkon. - . Restru~stu dent Aid Could Reduce Low-Income 
Student &uout Rate (GAO/EEHM54, Mar. 23, 1996). 

- . . er Educahon Grants EXktwe at . creasme Minorities~ Chances of 
Gmduaiirg (GAOhElB94168, May :, 1994). 

Romiemv Sch is: Poorer student Outann SchoolsThatRelvMoreon 
Federal Student?id (GAO/HEEB97-103, June?3:1997). 

. . 
&QDrietarvschook MlltlnssDen t t0 l’htin Students for &WSIIDII&~ 

ations (GAO/I&IS-&-104, June IO, 1997). 
. . LoansDefaulRates Hlstonmv . 

k3, J,“21,199;. 
Black ChIleas and Unhassities 

. From &ODI’i&SVbtItUt3 ‘OILS 
(GAO/T-HEHS-96158, June 6,1996). 

dent Loan Defauk Deartment of Ed cation Limihtions in Sanctioning 
Problem Schoolq (GAO/HEiHS-95-99, June ~9,1995). 

. I Hstmical3v Black Colleges and Umvers ‘ties (GAO- 
97R, Mar. 9,1994). 

Student Finanti Aid Rograms Pell Grant Prozram Abuse (GAO/T-OSI-944, 
Oct. 27,1993). 

Parent and Stm~kmental Student Loans Volume an Default Wends for FWal 
Years 1939 to 1991 (GAO/HRD-92-138F$ Sept. 22,19&j. 

Student Financial Aid: Education Can Do More to Screen Schools Before 
Students Receive Aid (GAO/ERD-91-145, Sept. 27,199l). 

dent Loaus Anatvss . * ofDefauh&Borro eIsa!tSchools 
Accredited bv Seven Agencies (GAO/HID-90-173FS, &Ft lZ,1990). 
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Rmrtinn of Student Loan Enrollment Status (GAOIKEHS-9744R, Feb. 6,X@?). 
. H&b-Risk Series: Student Finanaal AI ‘d (GAO/HR-9741, Feb. 1997). 

. . Vcs of !?+chools in Two Maior Federal Loan 
Jan 31, 1997). 

altrnent of Educaliozzz Status 0 Actlo hDl-OVe the Malwement of . . ‘d (GAiCWEEiS-$kl4i,~~l2,1996). FInancIalAl 

Progriuns for Land-Grant Schools (GAOAEXWXlR, Mar. 23,1996). 

Gwmntv Apencv Finances (GAO/HEHWMlR, Mar. 11,1996). 

F3nancial Audit Federal Ehnilv Education Loan Prom’s Fhancial 
ents for Fiscal Years 1994 and 1993 (GAO/AIMD-96-22, Feb. 26,1996). 

of Educationz Efforts bv the Ofhe for Civil Riphts to Resolve 
AsiaD-American co- (GA0/HEH.s~23, Dec. 11,1995). 

. . . . Facto~hutm~Conn~eLee ‘s Abilitv to Heh, More 

Direct Student Loans (GiWHEHS9M25R, Aug. 25,1995). 
. . StudentFinanciaIAid: Data otFullvUtibzedto dntxfvha.m 

Awarded Loans and Grants (:AO/EEHS-9549, Jul; li, 1995). 
rODIii%td~ 

Federal Familv Education Loan Info-on Smtxm Weak ComDuter Controls . m of Unauth~ed Access to Sena ‘tive Data (GAOLiUMIh95117, 
June E&1995). 

. Direct Student Loans- Selected characteristics of Participating Schools (GAOtT- 
HEHs9m23, Mar. 3i,1995). 

artment of Educations O~wrtunites to ReaJize Savim?s (GAO/T-HEEBQS 
56, Jan. 18,1995). 

. . -p&l &,& F&e m-am m bms md I . 

Statements for Fiscal Years 1993 and 1992 (GAO/AIMD-94-131, Jane 30,1994). 

23 GAQlflEHs-97-212B Pa&econdary Edwzation Products 
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artment Of Education: MaMEmeIIt (-hnXnitmmt Needed to hDlWVe 
Information Resources Manammen t (GAOKMTEG92-17, Apr. 20, 1992). 

Stafford Student Loan Romam: Commondence Schools’ Loan Volume 
es Sbarrh (GAOlHRD924iZFS, Mar. 13,199.2). 

PerkinsStu en Loans . . ODbonsThat Could Make the Rmram More Financiallv 
Indewndent”cc$oMBD-g26, Dec. l2,1991). 

Student hns: Direct hxins Couid Save Monet and Sim~lifv Ronarn 
Acbninisaation (GAO/HRD91-144BR, Sept. 27,1991). . 

PerkinsStudentUmns eed o 
Closed Schoolq (GAOi&l-:of 

Student Loans . . . . M iIbons o Dollars m Loam 
(GAOmmis91-7, Dec.‘,, 1990). 

Awarded to Inelieible 

. . catzon Remlat~ons- 
15, 1990). - 

Reasons for Dehvs in Issuance (GAO/HRpsMB~ 

Guaranteed Student Loans: Profits of Secondarv Market Lenders Varv W idelv 
(GAOIHRMO-13OBR, Sept. 28,199O). 

Student Loan Lenders: Information on the ActMties of the First Indemndent 
TrLlst comuBnv (GAO/?!mD-90-133FS, Sept. 25,199O). 

Student Loans: L@sMive Changes Hme Shar~lv-Reduced hm s lemental UDD 
Volume (GAO/HRIWO-149FS, Aug. 3,lWO). 

. . Guam-wed Student Loans. Cm& Bureau Remmm Practxces 
(GAo/IIRdtso71BR, Apr. 9,199O). 

bv Guaranty 
d Imdm 

(GAOfHRXWh 

Pell Grants How the Dewutment. o 
(GAORIED-90-73BR, Feb. 21,199O). f 

. Educalzo nEsthatesPrommCos@ 
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MAJOR POSISECONDARY EDUCATION PROGRAMS 
APPROPRIATIONS FOR F-iSQ5L YEARS 1997 AND 1998 

War program 

P&grants 
SuppkInen~ Educational 
@PO--WG- 
College work study 
Perkins loans 

AppropriationB (in millions) 
1997 (actual) 1998 o-w=o 

$5,919.0 $7,635-O 
583.4 583.4 

830.0 867.0 
178.0 138.0 

State Student Incentive Grants 
Family Education Loans 177.0 2J25.6 

600.9 ls03.3 
Other aid for students 
Other higher education 

565.7 732.3 
287.9 276.0 

HowardUniversi~ I 196.0 196.0 
College bowing and academic 
fziciMies loans I 

3.7 
I 

4.1 

Historically black colleges capital 
financing 
Total 

0.1 0.1 

ssp391,7 $~3,8t30.8 

Source: Department of Education F&al Year 1998 Budget Summary. 
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May 28, 1997 

The Honorable William M. Thomas 
Chairman, Subcommittee on Health 
Committee on Ways and Means 
House of Representatives 

Subject: Comments on H-R. 4229-A Proposal for a Home Health 
Prosnective Pavment Svstem 

Dear Mr. Chairman: 

You asked us to comment on H.R. 4229, introduced in the 104th Congress, 
which the home health care industry has suggested could be a model for a 
Medicare prospective payment system (PPS) for home health services. 
Many of the comments in this letter are similar to issues we raised about 
home health PPS in general in our testimony before the Subcommittee on 
March 4, 1997-l 

H-R. 4229 would require the Department of Health and Human Services’ 
(HHS) Health Care Financing Administration (HCFA) to establish, after 
congressional approval, a PPS for Medicare home health care 4 years after 
enactment that would pay fixed rates for episodes of care. During the 4 
years between enactment of the legislation and implementation of the home 
health PPS, H.R. 4229 would establish two transitional 2-year phases. 

Home health agencies (HHA) would be paid on a per visit basis with rates 
for each type of visit equal to the national average Medicare payment in 
1994, adjusted for geographic wage differences and updated for inflation 
using the Medicare home health market basket index. In phase I, the first 2 
years after enactment, an annual aggregate limit on payments would be 
applied to each HHA equal to the 1996 national average number of visits per 

‘Medicare Post-Acute Care: Home Health and Skilled Nursing Facilitv Cost 
Growth and Pronosals for Prosnective Pavment (GAO/T-HEHS-97-90, Mar. 4, 
1997). 
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beneficiary multiplied by a blend of agency-specific cost per visit (75 
percent in the first year and 50 percent in the second year) and average 
regional cost per visit. In phase II, the 3rd and 4th years after enactment, 
the limit would be based on the number of episodes in each of 18 case mix 
categories and the national average Medicare payment per visit plus an 
amount for each visit after 120 days has passed in an episode of care. If the 
payments the HHA had received during the year were below the limit and 
its average payment per beneficiary did not exceed 125 percent of the 
regional average, it would receive 50 percent of the difference, up to a total 
of 10 percent of the aggregate limit. 

The transitional payment methods would give HHAs incentives to reduce 
costs per visit but would provide little if any incentive for many agencies to 
control the number of visits furnished. Medicare’s increased costs for home 
health have been driven much more by increased numbers of visits per 
beneficiary and more beneficiaries being served than by growth in cost per 
visit. While Medicare’s total home health costs increased an average of 33 
percent per year from 1989 to 1996, its costs per visit increased an average 
of only 3.6 percent per year. Moreover, what constitutes a visit has not 
been defined, and HHAs could gain by responding to the incentives to 
reduce cost per visit by actions such as merely reducing the length of visits. 

Basing the limits on episodes in phase II would at best provide weak 
incentives to control the number of visits, the factor that has driven 
Medicare expenditure growth for home health. As we reported in 1996,2 the 
average number of visits is skewed by a substantial portion of patients who 
receive extraordinarily high numbers of visits and by the significant 
variation in the average number of visits supplied by different HHAs. For 
example, in 1993, 18 percent of patients received more than 90 visits in an 
episode. In that year the average number of visits per beneficiary was 57, 
much higher than the median number of visits of 24, which illustrates the 
skewing. The effect is that the care received by most patients should 
already be well below the average number of visits used in calculating the 
limit and that in the aggregate, most HHAs are providing fewer visits than 
the limit. Thus, while over time such a payment method might provide 
incentives to hold down the growth in visits per episode, the short-term 
effects are not likely to be significant. 

‘Medicare: Home Health Utilization Expands While Program Controls 
Deteriorate (GAO/HEHS-96- 16, Mar. 27, 1996). 
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A potential problem with an episode payment system with stronger 
incentives for cost control is that HHAs might respond to it by reducing the 
number of visits during the episode, potentially lowering the quality of care. 
HCFA would need a method to ensure that beneficiaries receive adequate 
services and that any reduction in services that can be accounted for by 
past over-provision of care does not result in windfall profits for HHAs. In 
addition, HCFA would need to be vigilant to ensure that patients meet 
coverage requirements, because HHAs would be rewarded for increasing 
their caseloads. 

Another problem with the phase II proposal is that it uses the 18 case mix 
categories from HCFA’s PPS demonstration project. HCFA has stated that 
these categories are not sufficiently developed for general use and explain 
less than 10 percent of the variation in cost across patients. In addition, 
HCFA does not routinely collect the data on patient activities of daily living 
that are necessary for this case mix system. 

We also have concerns related to the data on utilization and costs of home 
health that would be used to establish rates in both phase I and phase II 
proposed in H.R. 4229. Efforts to identify fraud and abuse, such as 
Operation Restore Trust, indicate that substantial amounts of noncovered 
care are likely to be reflected in HCFA’s home health care utilization data. 
Similar concerns exist regarding the home health cost data base. Our work, 
and that of the HHS Inspector General, has found examples of questionable 
costs in cost reports. Also, the percentage of HHAs subjected to field audits 
has generally decreased over the years, as has the extent of auditing done at 
the facilities that are audited. For these reasons, there is little assurance 
that HCFA’s cost data reflect only reasonable costs that are related to 
patient care. Using these data to set payment rates and determine extra 
payments to HHAs could result in windfall profits for them. 

Overall, considering all the factors discussed previously, we believe that it is 
questionable whether savings would be realized by Medicare if H.R. 4229 
were adopted. Moreover, mechanisms do not exist to protect beneficiaries 
from potential quality of care problems that could arise from the incentives 
to shorten visit times and decrease the number of visits in an episode of 
care. 

As agreed with your office, unless you release its content earlier, we plan 
no further distribution of this letter for 7 days. At that time we will make 
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copies available to other congressional committees and Members of 
Congress with an interest in this matter. If you have any questions about 
this letter, please contact me on 202-512-7114 or Tom Dowdal, Senior 
Assistant Director, on 202-512-6588. SalIy Kaplan, Senior Evaluator, also 
contributed to this letter. 

Sincerely yours, 

W iUiam J. Scanlon 
Director, Health Financing and Systems Issues 

(101572) 
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