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HEALTH COST CONTAINMENT

TUESDAY, MARCH 13, 1979

U.S. SENATE,
CoMMITTEE ON FINANCE,
SuBcOMMITTEE ON HEALTH,
Washington, D.C.

The subcommittee met at 9 a.m., pursuant to notice, in room
2221, Dirksen Senate Office Building, Hon. Herman E. Talmadge
(chairman of the subcommittee) presiding.

Present: Senators Long, Talmadge, Nelson, Baucus, Boren, Brad-
ley, Dole, Roth, Jr., Heinz, Wallop, and Durenberger.

[The press release announcing these hearings and the bills S. 505
and S. 570 follow:]

)]



Press Release #H-6

PRESS RELEASE

FOR IMMEDIATE RELEASE UNITED STATES SENATE
February 12, 1979 ° COMMITTEE ON FINANCE

SUBCOMMITTEE ON HEALTH
2227 pirksen Senate Office Bldg.

FINANCE COMMITTEE SCHEDULES HEARINGS ON HEALTH COST CONTAINMENT AND
CATASTROPHIC HEALTH INSURANCE PROTECTION

Senator Russell B. Long {(D., La.), Chairman of the Senate
Committee on Finance, announced today the scheduling of hearings and
"markup" sessions in two significant areas of health costs concern.

"Beginning on March 12," said Long, "the Subcommittee on
Health, chaired by Senator Herman Talmadge, will hold hearings on
pending cost control and reimbursement reform legislation--including
the Medicare and Medicaid reform bill which Senators Talmadge and
Dole expect to reintroduce shortly."”

"At that hearing,” Long indicated, "we would anticipate
testimony being received concerning the Administration's proposal
to constrain increases in hospital revenues generally--not juat for
Medicare and Medicaid."

"I expect that the full Finance Committee would, during
the week of March 19 engage in a markup of health care cost control
legislation," said Long.

*During the last week in March,"” stated the Committee
Chairman, “"we will hear testimony on pending catastrophic health
insurance and medical assistance reform proposals (S. 350 and
S. 351)." That would include, Long noted, the catastrophic health
insurance bill which Senator Robert Dole is expected to introduce
in the near future.

The Louisiana Democrat anticipates scheduling full Committee
markup sessions on catastrophic health insurance and related pro-
visions to take place prior to the Congressional Easter recess.

Senator Long stressed that those requesting an opportunity
to testify should specify whether they wish to testify on: (a) the
hearing on cost controls; or (b) the hearing on catastrophic health
insurance.

The Chairman said that because an unusually large number
of requests to testify are anticipated, the Committee will not be
able to schedule all those who request to testify. Those persons
who are not scheduled to appear in person to present oral testimony
are invited to submit written statements. The Chairman emphasized
that the views presented in such written statements will be as
carefully considered by the Committee as if they were presented
orally.

Witnesses who desire to testify at the hearings should
submit a written request to Michael Stern, Staff Director, Committee
on Finance, Room 2227 Dirksen Senate Office Building, Washington,

D. C. 20510 by no later than the close of business on March 1, 1979
in the case of cost containment and March 15, 1979 in the case o
catastrophlic health 1nsurance.

All parties who are scheduled to testify orally are urged
to comply with the guidelines below:

Notification of witnesses. -- Parties who have submitted
written requests to testify wil] be notified as soon as possible as
to the time and date they are scheduled to appear. Once a witness
has been advised of the time and date of his appearance, rescheduling
will not be permitted. If a witness is unable to testify at the time
he is scheduled to appear, he may file a written statement for the
record of the hearing.
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Consolidated testimony. -- The Chairman also stated that
the Committee urges all witnesses who have a common position or with
the same general interest to consolidate their testimony and designate
a single spokesman to present thelr common viewpoint orally to the
Committee. This procedure will enable the Committee to receive a
wider expression of views on the total bill than it might otherwise

obtain. The Chairman praised witnesses who in the past have combined
their statements in order to conserve the time of the Committee.

Panel groups. -- Groups with similar viewpoints but who
cannot desIgnate a sgngle spokesman will be encouraged to form
panels. Each panelist will be required to restrict his or her
comments to no longer than a ten-minute summation of the principal
points of the written statements. The panelists are urged to avoid
repetition whenever possible in their presentations.

Legislative Reorganization Act. -- The Chairman observed
that the Legislative Reogranization Act of 1946, as amended, requires
all witnesses appearing before the Committees of Congress to file in
advance written statements of their proposed testimony, and to limit
their oral presentations to brief summaries of their argument. The
statute also directs the staff of each Committee to prepare digests
of all testimony for the use of Committee Members.

Chairman Long stated that in light of this statute and in
view of the large number of witnesses who desire to appear before the
Committee in the limited time available for the h:2aring, all witnesses
must comply with the following rules:

(1) All statements must be filed with the Committee at
least one day in advance of the day on which the witness is to
appear. If a witness is scheduled to testify on a Monday or
Tuesday, he must file his written statement with the Committee
by the Friday preceding his appearance.

(2) All witnesses must include with their written state-
ments a summary of the principal points included in the statement.

(3) The written statements must be typed on letter-size
paper (not legal size) and at least 100 copies must be submitted
to the Committee.

(4) Witnesses are not to read their written statements to
the Committee, but are to confine their ten-minute oral presen-
tations to a summary of the points included in the statement.

(5} Not more than ten minutes will be allowed for the
oral summary.

Witnesses who fail to comply with these rules will forfeit
their privilege to testify.

Written statements. -- Witnesses who are not scheduled for
oral presentation, and others who desire to present a statement to the
Committee, are urged to prepare a written position of their views for
submission and inclusion in the record of the hearings. He emphasized
that these written statements would also be digested by the staff for
presentation to the Committee during its executive sessions and that
they would receive the same careful consideration by the Committee as
though they had been delivered orally. These written statements
should be submitted to Michael Stern, Staff Director, Committee on
Finance, Room 2227 Dirksen Senate Office Building by March 11, 1979
in the case of cost containment and April 5, 1979 in the case of
catastrophic health insurance.

P.R. #H-6
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98t CONGRESS
18T SESSION ° 505

To provide for the reform of the administrative and reimbursement procedures
currently employed under the medicare and medicaid programs, and for other

purposes.

IN THE SENATE OF THE UNITED STATES

MagcH 1 (legislative day, FEBRUARY 22), 1879

Mr. TALMADGE (for himself and Mr. DoLE) introduced the following bill; which
was read twice and referred to the Committee on Finance

A BILL

To provide for the reform of the administrative and reimburse-
ment procedures currently employed under the medicare and
medicaid programs, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That this Act may be cited as the ‘‘Medicare-Medicaid
Administrative and Reimbursement Reform Act of 1979".

W BN e
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3
CRITERIA FOR DETERMINING REASONABLE COST OF
HOSPITAL SERVICES

SEec. 2. (a)(1) The first sentence of section 1861(v)(1XA)
of the Social Security Act is amended by striking out “The”
and inserting ‘‘Subject to subsection (bb), the”.

(2) Section 1861(v) of such Act is further amended by
adding at the end thereof the following new para;;raph:

“(8) For additional requirements applicable to determi-
nation of reasonable cost for services provided by hospitals,
see subsection (bb) and section 1127(c)(3).".

(b) Section 1861 of such Act is amended by adding after
subsection (aa) the following new subsection:

“Criteria for Determining Reasonable Cost of Hospital
Services

“(bb)(1) In order more fairly and effectively to deter-
mine reasonable costs incurred in providing hospital services,
the Secretary shall, not later than April 1, 1980, after con-
sulting with appropriate national organizations, establish a
system of hospital classification under which hospitals fur-
nishing services initially will be classified—

“(A) by size, with each of the following groups of

hospitals being classified in separate categories: (i)

those having more than 5, but fewer than 25, beds, (ii)

those having more than 24, but fewer than 50, beds,

(iii) those having more than 49, but fewer than 100,



© W N2 S Ot e W N e

BN DD N D) N B rm s bt ek e ek b ek ek e
St o W N = O W P =1 R W N0 = O

1

L)

4

beds, (iv) those having more than 99, but fewer than
200, beds, (v) those having more than 199, but fewer
than 300, beds, (vi) those having more than 299, but -
fewer than 400, beds, (vii) those having more than
399, but fewer than 500, beds, and (viii) those having
more than 499 beds;

“(B) by type of hospital, with (i) short-term gener-
al hospitals being in a separate category, (ii) hospitals
which are primary affiliates of accredited medical
schools being in one separate category (without regard
to bed size), and (ili) psychiatric, geriatric, maternity,
pediatric, or other specialty hospitals being in the same
or separate categories, as the Secretary may determine
appropriate, in light of any differences in specialty
which significantly affect the routine costs of the differ-
ent types of hospitals;

“(C) as rural or urban; and

(D) according to such other criteria as the Secre-
tary finds appropriate, including modification of bed-

size categories;

but the system of hospital classification shall not differentiate

between hospitals on the basis of ownership.

“(2) The term ‘routine operating costs’ used in this sub-

section does not include—

“(A) capital and related costs,
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“(B) direct persdnnel and supply costs of hospital
education and training programs,

*(C) costs of interns, residents, and nonadminis-
trative physicians,

“(D) energy costs,

“(E) malpractice insurance expense, or

“(F) ancillary service costs.

‘“A8XA) During the calendar quarter beginning on Janu-
ary 1 of each year, beginning with 1980, the Secretary shall
determine, for the hospitals in each category of the system
established under paragraph (1), an average per diem routine
operating cost amount which shall (except as otherwise pro-
vided in this subsection) be used in determining payments to
hospitals. ‘

“(B) The determination shall be based upon the amount
of the hospitals’ routine operating costs for the most recent
accounting year ending prior to October 1 of the calendar
year preceding the calendar year in which the determination
is made. If, for any accounting year which starts on or after
July 1, 1980, a hospital’s actual routine operating costs are
in excess of the amount allowed for purposes of determining
payment to the hospital pursuant to this subsection and sub-
section (v), only one-half of such excess shall be taken™into
account in making any determination which the Secretary
shall make under this paragraph.
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“(C) In making a determination, the routine operating
costs of hospitals in each category shall be dividéd into per-
sonnel and nonpersonnel components.

“(DXi) The personnel and nonpersonnel components of
routine operating costs for hospitals in each category (other
than for those excluded under clause (ii)) shall be divided by -
the total number of days of routine care provided by such
hospitals to determine the average per diem routine operating
cost for such category.

“(ii) In making the calculations required by subpara-
graph (A) the Secretary shall exclude any newly opened hos-
pital (as defined in the second sentence of paragraph (4)XF)),
and any hospital which he determines is experiencing signifi-
cant cost differentials resulting from failure of the hospital
fully to meet the standards and conditions of participation as
a provider of services.

“(E) There shall be determined for each hospital in each
category a per diem target rate for routine operating costs.
Such target rate shall equal the average per diem routine
operating cost amount for the category in which the hospital
is expected to be classified during the subsequent accounting
year, except that the personnel component shall be adjusted
using a wage index based upon genetral wage levels for rea-
sonably comparable work in the areas in which the hospitals

are located. If the Secretary finds that, in an area where a
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hospital in any category is located for the most recent
twelve-month period for which data with respect to such
wage levels are available, the wage level for such hospital is
significantly higher than such general wage level in that area
(relative to the relationship within the same hospital group
between hospital wages and such general wages in other
areas), then such general wage level in the area shall be
deemed equal to the wage level for such hospital, only with
respect to the hospital’s first accounting year beginning on or
after July 1, 1980.

“(4)(A)i) The term ‘adjusted per diem target rate for
routine operating costs’ means the per diem target rate for
routine operating costs plus the percentage increase in costs
determined under the succeeding provisions of this subpara-
graph.

“(ii) In determining the adjusted per diem target rate,
the Secretary shall add an annual projected percentage in-
crease in the cost of the mix of goods and services (including
personnel and nonpersonnel costs) comprising routine operat-
ing costs, based on an index composed of appropriately
weighted indicators of changes in the economy in wages and
prices which are representative of services and goods includ-
ed in routine operating costs. Where actual changes in such
weighted index are significantly different (at least one-half of

1 percentage point) from those projected, the Secretary shall
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issue corrected target rates on a quarterly basis. At the end

[y

2 of the hospital’s accounting year, the target rate shall be ad-
3 justed to reflect the actual changes in such weighted index.
4 Adjustments shall also be made to take account of changes in
5 the hospital’s classification.
6 “(B) For purposes of payment the amount of routine
7 operating cost incurred by a hospital for any accounting year
8 which begins on or after July 1, 1980, shall be deemed to be
9 equal—
10 “@) in the case of a hospital which has actual rou-
11 tine operating costs equal to or greater than that hos-
12 pital’s adjusted per diem target rate for routine operat-
13 ing costs, to the greater of—
14 “(I) the hospital’s actual routine operating
15 costs, but not exceeding—
16 “a) in the case of the first accounting
17 year of any hospital which begins on or after
18 July 1, 1980, and prior to July 1, 1981, an
19 amount equal to the aggregate of (1) 100
20 percent of the hospital’s adjusted per diem
21 target rate for routine operating costs, plus
22 (2) 15 percent of the amount described in
23 clause (1), and
24 “(b) in the case of any accounting year
25 after the accounting year described in clause

45-558 0 - 79 ~ 2
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(a), an amount equal to the aggregate of (1)
100 percent of the hospital’s adjusted per
diem target rate for routine operating costs
for such year, plus (2) a doller amount equal
to the dollar amount determined under clause
(a)(2) for the category of such hospital, or
‘“(II) the amounts determined for the hospital
under division (D) if it had been classified in the
bed-size category which contains hospitals closest
in bed-size to such hospital’s bed-size (with & hos-
pital which has a bed-size that falls halfway be-
tween two such categories being considered in the
category which contains hospitals with the greater
number of beds), but not exceeding the hospital’s
actual routine operating costs; and
“(ii) in the case of a hospital which has actual
routine operating costs which are less than that hospi-
tal’s adjusted per diem target rate for routine operating
costs, to (I) the amount of the hospital’s actual routine
operating costs, plus (IT) the smaller of (a) 5 percent of
the hospital’s adjusted per diem target rate for routine
operating costs, or (b) 50 percent of the amount by _
which the hospital’s adjusted per diem target rate for
routine operating costs exceeds the hospital’s actual

routine operating costs.
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“(C) Any hospital (other than a newly opened hospital)
excluded by the Secretary under paragraph (3}D)(ii), shall be
reimbursed for routine operating costs on the basis of the
lesser of (i) actual costs or (ii) the reimbursement determined
under this subsection.

(D) On or before April 1 of the year in which the Sec-
retary determines the amount of the average per diem oper-
ating cost for each hospital category and the adjusted per
diem target rate for each hospital, the Secretary shall publish
the determinations, and he shall notify the hospital adminis-
trator and the administrative governing body of each hospital
with respect to all aspects of the determination which affect
the hospital.

“(E) If a hospital is determined by the Secretary to
be—

‘(i) located in an underserved area where hospital
services are not otherwise available,
“(ii) certified as being currently necessary by an
appropriate planning agency, and
‘“(iii} underutilized,
the adjusted per diem target rate shall not apply to that por-
tion of the hospital’s routine operating costs attributable to
the underutilized capacity.

“(F) If a newly opened hospital is determined by the

Secretary to have greater routine operating r:osts as a result
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of the cost patterns associated with newly opened hospitals,
the adjusted per diem target rate shall not apply to that por-
tion of the hospital’s routine operating costs attributable to
such patterns. For purposes of this subparagraph a ‘newly
opened hospital’ means a hospital which has not satisfied the
requirements of paragraphs (1) and (7) of subsection (e) of
this section (under present or previous ownership) for at least
twenty-four months prior to the start of such hospital's ac-
counting year.

“(G) If a hospital is determined by the Secretary to
have greater routine operating costs as a result of changes in
service on account of consolidation, sharing, or addition of
services, where such consolidation, sharing, or addition has
been approved by the appropriate State Health Planning and
Development Agency or Agencies, the adjusted per diem
target rate shall not apply to that portion of the hospital’s
routine operating costs attributable to such changes in
service,

“(H)() If a hospital satisfactorily demonstrates to the
Secretary that, in the aggregate, its patients require a sub-
stantially greater intensity of care than generally is provided
by the other hospitals in the same category, resulting in un-
usually greater routine operating costs, then the adjusted per

diem target rate shall not apply to that portion of the hospi-
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tal’s routine operating costs attributable to the greater inten-
sity of care required.

“(ii) To the extent that a hospital can demonstrate that
it experiences routine operating costs in excess of such costs
for hospitals having a reasonably similar mix of patients on
account of consistently shorter lengths-of-stay in such hospi-
tal, which result from the greater intensity of care provided
by such hospital, the excess routine operating costs shall be
considered attributable to the greater intensity of care
required.

“() The Secretary may further increase the adjusted
per diem target rate applicable in Alaska and Hawaii to re-
flect the higher prices prevailing in such States.

“(J) Where the Secretary finds that a hospital has ma-
nipulated its patient mix, or patient flow, or provides less
than the normal range and extent of patient services, or that
an upusually large proportion of routine nursing service is
provided by private-duty nurses, the routine operating costs
of that hospital shall be deemed equal to the lesser of (i} the
amount determined without regard to this subsection, or (ii)
the amount determined under subparagraph (B).

“(5) Where any provisions of this subsection are incon-
sistent with section 1881(v), this subsection supersedes sec-

tion 1861(v).
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‘ “(8)(A) Notwithstanding any other provision of this Act,
in the case of any State which has established a reimburse-
ment system for hospitals, hospital reimbursement in that
State under this title and under the State plan approved
under title XIX shall, with respect to the services covered by
such system, be based on that State system, if the Secretary
finds that—

‘(i) the State has mandated the reimbursement
system and it at least applies to the same hospitals in
the State, and to the same costs, as the Federal reim-
bursement reform program established by this subsec-
tion;

“(ii) every hospital in the State with which there '
is a provider agreement under this title or under the
State plan approved under title XIX conforms to the
accounting and uniform reporting requirements of sec-
tioh 1121 of this Act, and furnishes any appropriate
reports that the Secretary may require; and

“(iii) su;:h- State demonstrates to his satisfaction
that the total amount payable, with respect to inpatient
hospital costs, in the State under this title and under

" the State plan approved under title XIX will be equal
to or less than an amount equal to (i) the amount
which would otherwise be payable for such costs under

this title and such State plan without regard to the in-
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centive payments pro;rided by subparagraph (B)Xii) of

paragraph (4), less (ii) the amount of any incentive

payments which are allowed under the State’s reim-

bursement system in recognition of demonstrated effi-

ciencies.
If the Secretary finds that any of the above conditions in a
State which previously met them have not been met for a
two-year period, the Secretary shall, after due notice, reim-
burse hospitals in that State according to the provisions of
this Act (other than this paragraph) unless he finds that un-
usual, justifiable, and nonrecurring circumstances led to the
failure to comply.

“(B) If the Secretary finds that, during any two-year
period during which hospital reimbursement under this title
and under the State plan approved under title XIX was
based on a State system as provided in subparagraph (A), the
amount payable by the Federal Government under such titles
for inpatient hospital costs in such State was in excess of the
amount which would have been payable for such costs in
such State if reimbursement had not been based on the State
system (as estimated by the Secretary), the adjusted per diem
target rate for routine operating costs (as determined under
the preceding paragraphs of this subsection) for hospitals in
such State shall be reduced (by not more than 1 percent in
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any year) until the Federal Government has recouped an
amount equal to such excess payment amount.

“(C)i) The Secretary shall pay to any State in which
hospital reimbursement under this title is based on a State
system as provided in subparagraph (A), an amaunt which
bears the same ratio to the total cost of administering the
State system (including the cost of initially putting the
system into operation) as the amount paid by the Federal
Government under this title in such State for inpatient hospi-
tal costs bears to the total amount of inpatient hospital costs
in such State which are subject to the State system.

“(ii) Payments under clause (i) shall be made from funds
in the Federal Hospital Insurance Trust Fund.

“(ili) An amount which bears the same ratio to the total
cost of administering the State system (including the cost of
initially putting the system into operation) as the amount
paid under the State plan approved under title XIX in such
State for inpatient hospital costs bears to the total amount of
inpatient hospital costs in such State which are subject to the
State system, shall, for purposes of title XIX, be considered
to be an amount expended for the administration of such
State plan.”.

(c) Part A of title XI of the Social Security Act is
amended by adding after section 1126 the following new

section:
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“HEALTH FACILITIES COSTS COMMISSION

“Sec. 1127. (a) There is established a commission to be
known as the Health Facilities Costs Commission (herein-
after in this section referred to as the ‘Commission’).

“()1) The Commission shall be composed of fifteen
members appointed by the Secretary—

“(A) at least three of whom shall be individuals
who are representatives of hospitals;

“(B) at least eight of whom shall be individuals
who represent public (including Federal, State, and
local) health benefit programs; and

“(C) the remainder of whom shall be, as a result

of training experience or attainments, particularly and
exceptionally well qualified to assist in serving and car-
rying out the functions of the Commission.
One of the members of the Commission, at the time of ap-
pointment, shall be designated as Chairman of the Commis-
sion. The Secretary shall first appoint members to the Com-
mission not later than January 1, 1980.

“(2) The Chairman of the Commission shall designate a
member of the Commission to act as Vice Chairman of the
Commission.

Y8) A majority of the members of the Commission shall
constitute a quorum, but a lesser number may conduct

hearings.
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“(4) A vacancy in the Commission shall not affect its

powers, but shall be filled in the same mmér a8 that herein
provided for the appointment of the mell’nber first appointed to
the vacant position.

“(5) Members of the Commission shall be appointed for
a term of four years, except that the Secretary shall provide
for such shorter terms for some of the members first ap-
pointed so as to stagger the date of expiration of members’
terms of office.

“(6) No individual may be appointed to serve more than
two terms as & member of the Commission.

“(7) Each member of the Commission shall be entitled
to per diem compensation at rates fixed by the Secretary, but
not more than the current per diem equivalent of the annual
rate of basic pay in effect for grade GS-18 of the General
Scl;edule for each day (including travel time) during which
the member is engaged in the actual performance of duties
vested in the Commission, and all members of the Commis-
sion shall be allowed, while away from their homes or regu-
lar places of business in the performance of service for the
Commission, travel expenses (including per diem in lieu of
subsistence) in the same manner as persons employed inter-
mittently in the Government service are allowed expenses
under section 5708 of title 5, United States Code.
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*(8) The Commission shall meet at the call of the Chair-
man, or at the call of a majority of the members of the Com-
mission; but meetings of the Commission shall be heid not
less frequently than once in each calendar month which
begins after & majority of the authorized membership of the
Commission has first been appointed.

“(cX1) It shall be the duty and function of the Commis-
sion to conduct a continuing study, investigation, and review
of the reimbursement of hospitals for care provided by them
to individuals covered under title XVIII or under State plans
approved under title XIX, with particular attention to the
criteria established by section 1861(bb) with a view to devis-
ing additional methods for reimbursing hospitals for all other
costs, and for reimbursing all other entities which are reim-
bursed on the basis of reasonable cost. These methods shall
provide for appropriate classification and reimbursement sys-
tems designed to ordinarily permit comparisons (A) of the
cost centers of one entity, either individually or in the aggre-
gate, with cost centers similar in terms of size and scale of
operation, (B) prevailing wage levels, (C) the nature, extent,
and appropriate volume of the services furnished, and (D)
other factors which have a substantial impact on hospital
costs. The Commission shall also develop procedures for ap-
propriate exceptions. The Commission shall submit to the

Congress reports on its progress in addressing these issues at
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least once every six months during the three-year period fol-
lowing the date of the enactment of this section.

“(2) The Commission shall study appropriate methods
for classifying and comparing hospitals which, with respect to
any accounting year, derive 75 percent or more (as estimated
by the Secretary) of their inpatient care revenues from one or
more health maintenance organizations. The Commission
shall consider recommending the classification and compari-
son of such hospitals as a separate category in recognition of
the differences in the nature of their operations as compared
with other hospitals.

“(3) The Secretary, taking account of the proposals and
advice of the Commission, shall by regulation make appropri-
ate modifications in the method of reimbursement under titles
V, XVIII, and XIX for routine hospital costs, other hospital
costs, and costs of other entities which are reimbursed on the
basis of reasonable costs.

‘“(d) The Secretary shall provide such technical, secre-
tarial, clerical, and other assistance as the Commission may
need.

“(e) The Commission may secure directly from any de-
partment or agency of the United States s