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MEDICARE AND MEDICAID ADMINISTRATION AND
REIMBURSEMENT REFORM ACT

TUESDAY, JUNE 7, 1977
U.S. SENATE,

SuBcoMMITTEE ON HEALTH OF THE
CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 8 :35 a.m., in room 2221,
Dirksen Senate Office Building, Hon. Herman E. Talmadge (chair-
man of the subcommittee) presiding.

Present : Senators Talmadge, Dole, and Danforth.

Senator TaLmapce. The subcommittee will come to order. Today,
we begin 4 days of hearings on S. 1470, the Medicare and Medicaid
Administrative.and Reimbursement Reform Act. S. 1470, which I
introduced joined by Senators Long, Ribicoff, Dole, and 16 other col-
leagues, is the successor proposal to'S. 3205 of the last Congress. S. 8205
was the subject of 5 days of hearings last July.

[The committee press release announcing these hearings and the
bill S. 1470 follows: "

[Press release, Committee on Finance, SBubcommittee on Health]

FINANCE COMMITTEE ANNOUNCES HEARING ON MEDICARE AND MEDIOAID
ADMINIBTRATIVE AND REIMBURSEMENT REFORM

Senator Herman E. Talmadge (D., Ga.), Chairman of the Subcommittee on
Health of the Senate Finance Committee, announced today that the Subcom-
mittee will hold a hearing in early June on the various Medicare and Medicald
administrative and relmbursement reform provisions of 8. 1470, introduced by
Senator Talmadge on May 5, is cosponsored by a total of 19 Benators.

The hearing will be held beginning at 8:30 a.m. each day beginning June 7
through June 10 in Room 2221, Dirksen Senate Office Building.

Senator Talmadge stated : “8. 1470 i{s an improved version of 8. 3205, a similar
proposal introduced in the last Congress. The present bill incorporates construc-
tive testimony received last year during five days of hearings on 8. 3205. 8. 1470
is designed to deal with, among other things, the problem of the continued ex-
plosion in the costs of the Medicare-Medicaid programs, Last year, I pointed
out that those programs would cost Federal and State taxpayers more than
$38 billion in fiscal 1977. Bad as that was, just one year later these programs are
estimated to cost Federal and State governments more than $47 billion in fiscal
1978." Senator Talmadge said; with respect to soaring health costs: “The Con-
gress and the Administration share a common concern; however, I believe we
can best control costs by providing hospitals with equitable incentives and with
the right kind of penalties.”

Requests to testify.—Senator Talmadge advised that witnesses desiring to
testify during this hearing make their request to testify to Michael Stern, Staff
Director, Committee on Finance, 2227 Dirksen Senate Office Building, Washing-
ton, D.C. 20510, not later than Friday, May 27, 1977. Witnesses will be notified
as soon as possible after this date as to when they are scheduled to appear.

(1)
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Once the witness has been advised of the date of his appearance, it will nat be
possible for this date to be changed. If for some reason the witness is unable
to appear on the date scheduled, he may file a written statement for the record
of the hearing in lieu of a personal appearance.

Consolidated testimony.—Senator Talmadge also stated that the Subcommittee
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 their
common viewpoint orally to the Subcommittee. This procedure will enable the
Subcommittee to receive a wider expression of views than it might otherwise
obtain. Senator Talmadge urged very strongly that all witnesses exert a maxi-
mum effort to consolidate and coordinate their statements.

Legislative Reorgaenization Act.—In this respect he observed that the Legis-
lative Reorganization 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.”

Senator Talmadge stated that in light of this statute and in view of the large
number of witnesses who have already formally requested an opportunity to
appear before the Subcommittee in the limited time available for the hearing,
all witnesses who are scheduled to testify must comply with the following rules:

(1) A copy of the statement must be filed by the close of business the day
before the witness is scheduled to appear.

(2) All witnesses must include with their written statement 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 75 copies must be submitted before the beginning of the
hearing.

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

(5) Not more than ten minutes will be allowed for the oral summary. Wit-
nesses 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 their views to the Subcommittee, are urged to
prepare a written statement for submission and inclusion in the printed record
of the hearings These written statements should be submitted to Michael Stern,
Staff Director, Committee on Finance, Room 2227 Dirksen Senate Office Build-
ing not later than June 20, 1977
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IN THE SENATE OF THE UNITED STATES

May 5 (legislative day, Arriw 28), 1977

Tarmangr (for himsclf, Mr. Loxe, Mr. Rircorr, Mr. Dore, Mr. Nuxn,
Mr. EastrLany, Mr. Martsuxaaa, Mr. Ranooverr, Mr. Howvives, Mr, Inouye,
Mr. Graven, Mr, Forn, Mr. Javits, Mr. Prrr, Mr. Pency, Mr. Brookr,
Mr. Bornick, Mr. Stoxe, Mr. Merzexeava, and Mr. Harraway) intro-
duced the following hill; which was read twice and referred to the Com-
mittee on Finance

A BILL

To provide for the reform of the administrative and reimburse-

o~ B - I

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 Siates of America in Congress assembled,
That this Act may be cited as the “Medicare-Medicaid

Administrative and Reimbursement Reform Act”.

TABLE OF CONTENTS
HOSPITAL REIMBURSEMENT REFORM

Sec. 2. Criteria for determining reasonable cost of hospital services.

Sec. 3. Payments to promote closing and conversion of underutilized
facilities.

Sec. 4. Federal participation in hospital capital expenditures.

1I
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PRACTITIONER REIMRURSEMENT REFORMS

Agreement by physicians to nceept assignments.

SCIVICES.

. IMospital-ussociated physicians,

. Payment for certain antigens under part B of medicare,
. Payments on behalf of deceased individuals,

. Use of approved relative value schedules,

LONG-TERM CARE NEFORMS

. Hospital providers of long-term earve serviees,
. Reimbursement rates under medicaid for skilled nursing fieilitios

ad intermediate care facilities,

. Medicaid certification and wpproval of skilled nursing amd inter-

mediate earve facilitios,

. Visits awuy from mstitution by patients of skilled nursing or

mtermedinte eare facilitivs,
ADMINISTRATIVE REFORMS

Establishment of Health Carve Financing Adninistiation.
State nedicaid administration.

Regulations of the Secretary.

Repeal of section 1867,

MISCELLANEOUS REFORMS

Procedure for determining reasonable cost and reasonable chiarge,

Ambulance service.

Grants to regional pediatric pulmonary centers.

Waiver of human experimentation provision for medicare and
medicaid.

Disclosure of aggregate payments to physicians.

Resowrees of medicaid applicant to inclwle property disposed of
to applicant’s relative.

Rate of return on net equity for for-profit hospitals,

CRITERIA FOR DETERMINING REASONABLE COST OF

HOSPITAL SERVICES

Sec. 2. (a) (1) The fiest sentence of section 1861 (v)

(1) (A) of the Social Security Aet is amended by striking

ont “The” and inserting “Subject to subseetion (aa), the”.

(2) Section 1861 (v) of the Aet is also amended by

adding at the end the following paragraph :
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“(8) For additional requirements applicable to deter-
mination of reasonable cost for services provided by hos-
pitals, sce subsection (aa).”.

(b) Scection 18G1 of the Act is amended by adding
after subsection (z) the following subseetion:

“CRITERIA ¥FOR DETERMINING REABONABLE COST OF
TIOSPITAL SERVICES

“(aa) (1) To more fairly and effectively determine
reasonable costs incurred in providing hospital services, the
Sceretary shall, not later than Api*il 1, 1978, after consult-
ing with appropriate national organizations, establish—

“(A) an accounting and uniform functional cost
reporting system (including uniform procedures for al-
location of costs) for determining operating and capi-
tal costs of hospitals providing services, and

“(B) a system of hospital classification under
which hospitals furnishing services will initially be clas-
sified as follows:

“(i) 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 thau

49, but fewer than 100, beds, (IV) those having

more than 99, but fewer than 200, beds, (V)
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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, hut fewer than 500, heds, and (VIII) those
having more than 499 beds,

“(ii) by type of hospital, with (I) short-
term general hospitals being in o separate category,
(IT) hospitals which are the primary affiliates of
aceredited medical schools (with one hospital to
be nominated by each aceredited medical school)
being in one separate eategory (withont regard to
bed size), and (IIT) psychiatrie, geriatrie, ater-
nity, pediatrie. or other specialty hospitals heing in
the same or separate categories, as the Secretary
may determine appropriate, in light of any differ-
ences in speetdty which significanty affect the rou-
tine eosts of the different types of hospitals, and

*(iii) other criteria which the Seerctary may
find appropriate, inclnding modification of hed-size

categories;

hut the system of hospital classification shall not differ-
entiate hetween hospitals on the basis of ownership.
“(2) The term ‘routine operating costs’ used in this

subsection does not include:

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

“(C) costs of interns, residents, and non-adminis-
trative physicians,

“(D) energy costs associated with heating and
cooling the hospital plant, and

“(E) malpractice insurance expense, or,

“(F) ancillary service costs.

“(3) (A) During the calendar quarter beginning on
January 1 of cach year, beginning with 1979, the Secretary
shall determine, for the hospitals in each category of the
system cstablished under paragraph (1) (B), an average
per diem routine operating cost amount which shall (except
as otherwise provided in this subsection) be used in deter-
mining payments to hospitals.

“(B) The determination shall bé based upon the amount
of the hospitals’ routine operating costs for the preceding
fiscal year.

“(C) In making a determination, the routine operating
costs of cach lLospital shall be divided into personnel and
nonpels?nncl components.

“(D) (i) The personnel and nonpersonnel components
of routine operating costs for each of the hospitals (other
than for those excluded under clause (ii)) in each

category shall be added for all hospitals and then divided
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hy the total number of days of routine care provided by the
hospitals in the category to determiue the average per diem
routine operating cost for each category.

“(i1) In making the ealeulations required by clause
(i), the Seeretary shall exclwde any hospital which has sig-
nificant understafling problems or which otherwise eaperi-
ences significant cost differentials resulting from failuve of
the hospital to fully mecet the standards aud conditions of
participation as a provider of services as determined by the
Secretary.

“(E) There shall he determined for cach hospital in
cach category a per diem paywent rate for rontine operating
costs. That payment rate shall equal the average per diem
rowtine operating cost amonnt for the category in which
the hospital is expected to he classified doring the subsequent
fiscal vear, except that the persounel component shall he
adjusted using a wage index based upon general wage levels
(ineluding fringe henelit costs) in the arcas in which the
hospitals are located. If the Scevetary finds that, in an arca
where one or more hospitals in any category are located,
for the fiseal vear ending June 30, 1977, the wage level
(including fringe henefit costs) for hoxpitals is significantly
Igher than the general wage level (including fringe hene-
fit costs) in that area (relative to the relationship hetween

hoxpital wages and general wages in other areas), then
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the general wage level in the area shall be deemed equal
{o_ the wage level for hospitals in that area, but only during
fiscal year 1979.

“(4) (A) (i) The term ‘adjusted per diem payment rate
for routine operating costs’, means the per diem payment rate
for routine operating costs plus the average percentage
increase in prices determined under succeeding provisions
of this subparagraph.

“(ii) In making payments for services, the Secretary
shall add a semiannual average percentage increase in the
cost of the mix of goods and services (including personnel
and nonpersonnel costs) comprising routine operating costs,
equal to the lesser of: (I) the average percentage increase
cstimated by the hospital, or (II) the average percentage
increase in the area estimated by the Secretary.

“(iii) At the end of the fiscal year; the amounts paid
under clause (ii) shall be adjusted to reflect the lesser of
(I) the actual cost increase experienced: by the hospital
or (IT) the actual increase in costs which occurred in the
mix of goods and services in the area. Adjustroents shall also
he made to take account of unexpected changes in the hos-
pital’s classification.

“(B) For purposes of payment the amount of routine
operating cost incurred by & hospital shall be deemed to
equal—
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1 “(i) for a lospital which has actual routine oper-
2 ating costs cqual to or greater than that hospital’s
3 adjusted per diem payment rate for routine operating
4 costs, an amount cqual to the greater of:
5 “(I) The hospital’s actual routine operating
G costs, but not exeeeding 120 pereent of the hos-
7 pital’s adjusted per diem payment rate for routine
3 operating costs, or
9 “AI1) the amounts determined for the lospital
10 uuder clanse (I) if it had been elassified in the
11 hed-size eategory nearvest to the category in which
12 the hospital was elassified. but not exceeding the
13 hospital’s actual routine operating costs; and
14 “(ii) for a hoxpital which has actual routine operating
15 costs less than that hospital’s adjusted per diem pay-
16 ment rate for routine operating costs, an amount equal
17 to (I) the amouut of the hospital’s actual routine op-
18 crating costs, plus (II) whichever is smaller: (a) 5
19 percent of the hospital’s adjusted per diem payment
20 rate for routine operating costs, or (b) 50 percent of
91 the amonnt by which the hospital’s adjusted per diem
99 payment rate for routine operating costs excecds the
23 hospital’s actual rontiue operating costs.
94 “(C) Any hospital excluded hy the Secretary under

95 paragraph (3) (D) (ii), shall be reimbursed for routine
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operating costs the lesser of (i) actmal costs or (i) the
reimbursement determined under this subsection.

“(D) April 1 of the year in which the Secretary deter-
mines the amount of the average per diem operating cost for
each hospital category and the adjusted per diem payment
rate for each hospital, the determinations shall be published
by the Secretary; and the Secretary shall notify the hospital
administrator and the administrative governing bedy 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 payment rate shall not apply to
that portion of the hospital’s routine operating eosts attrib-
utable to the underutilized capacity.

“(F) If a hospital satwfactorily demonstrates to the
Becretary that, in the aggregate, its patients require a sub-
stantially greater intensity of care than is generally provided
by the other hospitals in the same category, resuking in
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unusually greater routine operating costs, then the adjusted
per diem payment rate shall not apply to that portion of
the hospital’s routine operating costs attributable to the
greater intensity of care required.

“(G) The Secretary may further increase the adjusted
per diem payment rate to reflect the higher prices prevailing
in Alaska or Hawaii.

“(H) Where the Secretary finds that a hospital has
m.nipulated its patient mix, or patient flow, or provides less
than the normal range and extent of patient service, or where
an mnusually large proportion of routine nursing service is
provided by private-duty nurses, the routine operating costs
of that hospital shall he decmed equal to whichever is less:
the amount determined without regard to this subsection,
or the amount determined under subparagraph (B).

“(3) Where any provisions of this subsection are in-
con~istent with section 1861 (v), this subsection supersedes
section 1861 (v).”

(¢) (1) The Secretary shall, at the ecarliest practical
date, develop additional methiods for reimbursing hospitals
for all other cosis, and for reimbursing all other entities
which are reimbursed on the basis of reasonable cost. Those
methods shall provide appropriate classification and reim-
bursement systems designed to ordinarily permit comparisons

of the cost centers of one entity, cither individually or in
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the aggregate, with cost centers similar in terms of size
and scale of oper:ation, prevailing wage levels, nature, ex-
tent, and appropriate volume of the services fumished, and
other factors which have a substantial impact on hospital
costs., The Secretary shall provide I;rocedures for appropriate
exceptions.

(2) The systems of reimbursement shall not permit
payment for costs which exceed 120 percent of the average
cost incurred by other institutions or agencies in' the samé
class, unless an exception has been allowed.

(3) The Secretary shall, as classification and reimburse-
ment systems methods are developed, but not later than two
years from enactment, submit appropriate legislative recomt-
mendations to the Congress.

(d) The provisions of section '1861(::3) (2), (3)‘,-
and (4) of the Social Security Act—

(1) shall apply for informational purposes for

services furnished by a hospital before October 1, 1979,

and

(2) shall be effective for fiscal y;ears. beginning

with fiscal year 1981. “ oo '

. (e) Notwithstending any other pl;ovion. of this Aet,
where the Secretary has-entered into a contract with a State,
a8 authorized under section 222 of Public Law 92-603 or
section 1533 (d) of the-Public Health Service Act, to estab-
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1 lish a reimbursement system for hospitals, hospital reim-

9 bursement in that State under titles XVIIT and XIX shall

3 be hased on that State system, if the Secretary finds that—

4
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(1) the State has mandated the reimbursement
system and it applies to all hospitals in the State which
have provider agreements under title XVIII or title
XIX;

(2) the system applies to all revenue sources for
hospital services in the State;

(3) all hospitals in the State with which there is a
provider agreement conform to the accounting and uni-
form reporting requirements of section 1861 (aa) (1)
(A), and furnishes any appropriate reports that the
Secretary may require; and,

(4) (A) based upon an annual evaluation of the
system, aggregate payments to hospitals in the State
under title XVIII and title XIX for those com-
ponents of hospitals costs determined under section
1861 (aa) for the fiscal year following an annual
evaluation are estimated to be less than payments would
be under section 1861 (aa) or, (B) where a State
that is unable to satisfy requirements of subparagraph
(A) demonstrates to the satisfaction of the Secretary

that total reimbursable inpatient hospital costs in the
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Btate are lower than would otherwise be payable under

title XVIIT and title XIX.

If the Secretary finds that any of the above conditions
in a State which previously met them have not been met
for a year the Secretary shall, after due notice, reimburse
hospitals in that State according to the provisions of this
Act unless he finds that unusual, justifiable and nonm-
recurring eircumstances led to the failure to comply.

(f) (1) Bection 1866(a) (1) of the Social Security
Act is amended by inserting ¢, and” in place of the period
at the end of subparagraph (C), and by adding a subpara-
graph: “(D) not to increase amounts due from uﬁy indi-
vidusl, organization, or agency in order to offset reductions

made under section 1861 (2a) in the amount paid, or ex-

. pected to be paid, under title XVIIL.".

(2) Section 1902 (a) (27) of the Bocial Security Act is
amended by deleting “and” at the end of subparagraph
(A), by inserting “, and” in place of the semicolon at the
end of subparagraph (B) and by adding a new subpara-
graph: | |
“(C) not to increase amounts due from any individual
organization, or agency in order to offset reductions made
under section 1902 (2) (13) (D) in the amount paid, or ex-
pected to be paid under title: XIX;”
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(h) Section 1902 (a) (13) (D) is amended to read as
follows:

“(D) for payment of the reasonable cost of inpa-
tient hospital services provided under the plan, applying
the methods specified in section 1861 (v) and section
1861 (aa), which are consistent with section 1122;

- and”.
PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF
UNDERUTILIZED FACILITIES
Sec. 3. (a) Part A of title XI of the Social Security
Act is amended by adding at the end the following new
section:
“PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF
UNDERUTILIZED FACILITIES
“Sec. 1132. (a) (1) (A) Before the end of the third

full month following the month in which this section is en-

acted, the Secretary shall establish a Hospital Transitional

Allowance Board (referred to in this section as the ‘Board’).
The Board shall have five members, appointed by the Sec-
retary without regard to the provisions of title 5, United

States Code, governing appointments in the competitive

- service, who are knowledgeable about hospital planning and

hospital operations.
“(B) Members of the Board shall be appointed for

three-year terms, except some initial members shall be ap-
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pointed for shorter terms to permit staggered terms. of office.
“(C) Members shall be entitled to per diem compen-
sation at rates fixed by the Secretary, but not more than
the current per diem equivalent at the time the seryice in-

volved is rendered for grade GS-18 in section 5332 of title

‘5, United States Code.

“(D) The Seoremry shall provide technical, secrefarial,
olerical, and other assistance as the Board may need.

© ““(2) The Board shall receive, and act upon applications

" by hospitals certified for participation (other than as ‘emer-

gericy hospitals’) under titles XVIIT and XIX for' transi-
tional allowances. :
“(b) For purposes of this section—

(1) The term ‘transitional allowance’ means an amount

"“which—

“(A) shall, solely by reason of this seotion, be in-
cluded in a hospitals reasonable cost for purposes of cal-
culating payments under the:programs authorized by
titles V, XVIII, ‘and XTIX, of this'Act; and

“(B) in accordance with this section, it ia estab-
lished by the Becretary for a hospital in recognition of
& reimbursement detriment (as defined in paragraph

"~ (3)) experienced because of a gualified facility ‘con-
version (as defined in paragraph (2)).
-“(2) - The term ‘qualified facility conversion’ 'meang
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cloaiﬂg, modifying, or charging usage of underutilized hos-
pital facilities which is expected to benefit the programs au-
thorized under title X VIII and title XIX by (i) eliminating
excess bed capacity, (ii) discontinuing an underutilized
service for which there are adequate alternative sources, or
(iii) substituting for the underutilized service some other
service which is needed in the area and which is consistent
with the findings of an appropriate health planning agency.

“(3) A hospital which has carried out a qualified con-
version and which continues in operation will be regarded
a8 having experienced a ‘reimbursement detriment’ (A)
to the extent that, solely because of the conversion there is
a reduction in the aggregate reimbursement (but only to
the extent the capital was accepted as reasonable for pur-
poses of reimbursement) which is considered in determining
for payment purposes under title XVIII or title XIX to the
hospital the reasonable cost (as the term is used for purposes
of those titles) incurred by the hospital; (B) if the conver-
sion results, on an interim basis, in increased operating costs
to the extent that operating costs exceed amounts ordinarily
reimbursable under titles XVIII and XIX, or (C) in the
case of complete closure of & nonprofit, nongovernmental
(except local governmental) hospital, other than for re-
placement of the hospital to the extent of actual debt

obligations previously recognized as reasonable for reim-
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bursement, .where the debt remains outstanding, less any

- salvage value.

“(e) (1) Any hospital may file an application with the
Board (in a form and including data and information gs

- the Board, with the approval of the Secretary, may require)

for a transitional allowance with respect to any qualified
conversion which was formally initiated after Décember 31,
1977. The Board, with the approval of the Secretary, may
also establish procedures, consistent with this sect_ion, by

-means of which a finding of o reimbursement detriment may

be made prior to the actual conversion.
“(2) The Board shall consider any -application ﬁled
by a hospital, and if the Board finds that— -
“(A) the facility conversion is a qualified Eaclhl:y
conversion, and
“(B) the hospital is experiencing a reimbursement
detriment because it carried out the qualified facility
conversion,
the Board shall transmit to the Secretary its recommendation
that the Becretary establish, a transitional allowance for the
hospital in amounts reasonably related to prior or prospee-
tive use of the facility under titles XVIII and XIX, and for
a peried, not to exceed twentj years, specified by thie Board;
and, if the Board finds that the criteria i clauses (A) and:
(B) are not met, it shall advise the Secretary not to estab-
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lish a transitional allowance for that hospital. For an ap-
proved closure under subsection (b) (3) (C) the Board may
recommend or the Secretary may approve a lump-sum
payment in lien of periodic allowances, where such payment
would constitute a more efficient and economic alternative.

“(3) (A) The Board shall notify a hospital of its find-
ings and recommendations.

“(B) A hospital dissatisfied with a reccommendation
may obtain an informal or formal hearing at the discretion
of the Scerctary, by filing (in the form and within a time
period established by the Secretary) a rcquoét for a hearing.

“(4) (A) Within thirty days after rceeiving a rccom-
mendation from the Board respecting a transitional allow-
ance or, if later, within thirty days after a hearing the Sec-
retary shall make a final determination whether, and if so
in what amount and for what period of time, a transitional
allowance will be granted to a hospital. A final determination
of the Secretary shall not be subject to judicial review,

“(B) The Secretary shall notify a hospital and any other
appropriate parties of the determination.

“(C) Any transitional allowance shall take effect on a
date prescribed hy the Secretary, but not earlier than the
date of completion of the qualified facility conversion. A tran-

sitional allowance shall be included as an allowable cost item
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in determining the reasopable cost incurred by the hospital
in providing services for which payment is authorized under
this title”: Provided, however, That the transitional allow-
ance shall not be considered in applying limits to costs
recognized as reasonable pursuant to the third sentence :of
section 1861 (v) (1) and section 1861 (aa) of this Act
or in determining the amount to be paid to a provider
pursuant to section 1814 (b), section 1833 (a) (2), section
1910 (i) (3), and section 506 (f) (3) of this Act.”. ¢

“(d) In determining the reasonable cost incurred by
a hospital with respect to which payment is authorized
under a State plan approved. under title V or title XIX,
any transitional allowance shall be included as an allowable
cost item.

“(e) (1) The Secretary shall not, prior to January 1,
1981, establish a transitional allowance for more than a total
of fifty hospitals.

“(2) On or before January 1, 1980, the Secretary shall
report to the Congress evaluating the effectiveness of the
program established under this section including appropriate
recommendations.”

(b) The amendments made by subsection (a) shall
apply only to services furnished by a hospital' or skilled
nursing facility for fiscal years beginning on and after the
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first day of the first calendar month following enactment
of this Act.

FEDERAL PARTICIPATION IN TOSPITAL CAPITAL

EXPENDITUKES

Sec. 4. (a) Section 1122 (b) of the Social Security
Act is amended to read:

“(b) For purposes of this section, the State Health
Planning and Development Agency designated under sec-
tion 1521 of the Public Health Service Act shall serve as
the designated planning agency.”

(b) Section 1122 (¢) is amended to read:

“(c) Expenses incurred by planning agencies shall be
payeble from—

“(i) funds in the Federal Hospital Insurance Trust

Fund,

“(ii) funds in the Federal Supplementary Medical

Insurance Trust Fund, and

“(iii) funds appropriated to carry out the health

care provisions of the several titles of this Act,
in amounts as the Secretary finds results in a proper alloca-
tion. The Secretary shall transfer money between the funds
as may be appropriate to settle accounts between them. The
Secretary shall pay the planning agencies without requiring
contribution of funds by any State or political subdivision.”

(c) Section 1122 (d) is amended to read:
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1 “(d) (1) Except as provided in paragraph (2), ¥ the
2 Secretary determines that—
3 “(A) ncither the Health Systems-Agency nor the
4 designated planning agency had been notified of any
5 proposed capital expenditure at least sixty days prior o

6 obligation for the expenditure; or

-1

“(B) (i) the designated planning agency had net
S approved the proposed expenditure; and

9 “(i) the designated planning agency had granted
10 to the person proposing the capital expenditure an op+
1 portunity for a fair hearing with respect to the findings}
12 then, in determining Federal payments under titles V,
13 XVIII, and XIX for services furnished in the health care
14 facility for which the capital expenditure is made, the Becre-
15 tary shall not include any amount attributable to deprecia-
16 tion, interest on borrowed funds, a return on equity capital
17 (in the case of proprietary facilities) , other expenses related
18 to the capital expenditure, or for direct operating costs, té
19 the extent that they can be directly associated with th¢
20 capital-expenditure. In the case of a proposed capital ex-
21 penditure in a stqndard metropolitan statistical area which
22 encompasses more .than one jurisdiction, that expenditure
23 shall require approval of the designated planning agency of
24 each jurisdiction who shall jointly review. the proposdl:
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Wlhere the designated planning agencies do not unanimously
agree, the proposed expenditure shall be deemed disapproved;
where the designated planming agencies do not act to approve
or disapprove the proposed expenditure within one hundred
and eighty days of submission of request for approval the
proposed expenditure shall he decmed approved ; any deemed
approval or disapproval shall be subject to review and
reversal by the Sceretary following a request submitted to
him within sixty days of the deemed approval or disapproval,
for a review and reconsideration based upon the record. With
respeet to any organization which is reimbursed on a per
capita, fixed fec, or negotiated rate hasis, in determining the
Federal payments to be made under titles V, XVIII, and
XIX, the Seecretary shall exclude an amount reasonably

equivalent to the amount which would otherwise be excluded

" under this subsection if payment were made on other than a

per capita, fixed fee, or negotiated rate basis.

“(2) If the Becretary, after submitting the matters in-
volved to the advisory council, deterinines that an exclusion
of expenses related to any capital expenditure would dis-
courage the operation or expansion of any health care facility
or health maintenance organization which has demonstrated
to his satisfaction proof of its capability to provide compre-
hensive health care services (including institutional services)

effectively and economically, or would be inconsistent with
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effective organization and delivery of health services or ef-
fective administration of title V, XVIII, or XIX, he shall
not exclude the expenses pursuant to paragraph (1).”

(d) Bection 1122 (g) of the Secial Security Act is
amended to read:

“(g) For purposes of this section, a ‘capital expenditure’
is one which, under generally accepted accounting principles,
is not properly chargeable as an expense of operation and
maintenance and which (1) exceeds $100,000, (2) changes
the bed capacity of the facility, or (3) substantially changes
the services of the facility, including conversion of existing
beds to higher cost usage. The cost of studies, surveys, de-
signs, plans, working drawings, speci:“ioations, and other ac-
tivities essential to the acquisition, improvement, expansion,
or replacement of the plant and equipment shell be included
in determining whether the expenditure exceed 3100,__000.

(e) Section 1861 (z) of the Social Security Act ‘is
amended to read:

“Institutional Planning

“(2) An overall plan and budget of a hospital, skilled
nursing facility, or home health agency shall—

(1) provide for an annual operating budget which
includes all anticipated income and expenses related to
items which would, under generally accepted account-

ing principles, be considered income and expense items
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1 (except that nothing in this paragraph shall require
2 that there be prepared, in connection with any budget
3 an item-by-item identification of the components of each
4 type of anticipated expenditure or income) ;
5 “(2) provide for a capital expenditures plan for
6 at least a five-year period (including the year to which
7 the operating budget applies) which identifies in detail
8 the sources of financing and the objectives of each
9 anticipated expenditure in excess of $100,000 related to
10 the acquisition of land, improvement of land, buildings,
11 and equipment, and the replacement, modernization, and
12 expansion of the buildings and equipment, and which
13 would, under generally accepted accounting principles,
14 be considered capital items. The capital expenditures
15 plan shall be a matter of public record and available in
16 readily accessible form and fashion;
17 “(3) provide for annual review and updating; and
18 “(4) be prepared, under the direction of the govern-
19 ing body of the institution or agency, by a committee
20 consisting of representatives of the governing body,
21 administrative staff, and medical staff (if any) of the
29 institution or agency.”

23 AGREEMENT BY PHYSICIANS TO ACCEPT ASSIGNMENTS
24 Sec. 10. (a) (1) Title XVIII of the Social Security
25 Act is amended by adding the following section:
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“AGREEMENTS OF PHYSIOIANS TO ACOEPT ASSIGNMENT

“Sro. 1868. (a) For purposes of this section the term
‘participating physician’ means a doctor of medicine or oste-
opathy who has in effect an agreement by which he agrees
to accept an assignment of claim . (as provided for in section
1842 (b) (8) (B) (ii) ) for each physicians’ service (other
than those excluded from coverage by section 1862) per-
formed by him in the United States for an individual enrolled
under this part. The assignment shall be in a form prescribed
by the Secretary. The agreement may be terminated hy
either party upon thirty -days’ notice to the other, filed in &
manner prescribed by the Secretary.

“(b) To expedite processing of claims from participat-
ing physicians, the Secretary shall establish procedures and
develop appropriate forms under which—

“(1) each physician will submit his claims on one
of alternative simplified approved bases, including mul-
tiple listing of patients, and the Secretary shall act to
assure that these claims are processed expeditiously, and

“(2) The physician shall obtain from each patient
enrolled under this part (except in cases where the Sec-
retary finds it impractical for the patient to furnish it),
and shall make available at the Secretary’s request, a
signed sfatement by which the patient: (i) agrees to

make an assignment with respect to- all' services fur-



11
12
13
14
15
16
17
18
19
20
21
22
23

25

28

26

nished by the physician; and (ii) authorizes the release

of any medical information needed to review claims

submitted by the physician.

“(c) (1) Participating physicians shall be paid ad-
ministrative cost-savings allowances (as specified below in
this subsection) in addition to the reasonable charges that
are payable.

“(2) The administrative cost-savings allowance shall
equal $1 and shall be paid to the participating physician for
each claim he submits in accordance with the simplified bill-
ing procedure referred to in subparagraph (b) and these
payments shall be treated as an administrative expense to the
medical insurance program: Provided, however, That:

“(A) mot more than $1 shall be payable to a phy-
sician for claims for services furnished to any par-
ticular patient within any seven-day period; and

“(B) no administrative cost-savings allowance
shall be payable for services performed for a hospital
inpatient or outpatient unless:

“(i) the services are surgical services, anes-
thesia services, or services performf;d by a physician
who, as an attending "or consulting physician who,
has personally examined the patient and whose
office or regular place of practice is located outside

a hospital, and
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“(ii) the physician ordinarily bills directly (and
not through such hospital) for his services;
“(C) no administrative cost-savings allowance
shall be payable for services which consist solely of
laboratory or X-ray services which are for hospital
inpatients or outpatients or are performed outside the
office of the participating physician.”.

(b) The amendments made by paragraph (1) shall
become effective July 1, 1978.

CRITERIA FOR DETERMINING REASONABLE CHARGE Fbl!
PHYSIOIANS’ SERVICES

Sec. 11. (a) (1) So much of section 1842 (b) (3) of
the Social Security Act as follows the first sentence is
amended to read:

“(3A) (A) In determining the reasonable charge for
services for purposes of paragraph (3) (including any
hospital-associated physicians), there shall be taken into
consideration the customary charges for similar services
generally made by the physician or other person furnishing
such services, as well as the prevailing charges in the locality
for similar services.

“(B) (i) Except as otherwise provided in clause (iii),
no charge may be determined: to be reasonable in the case of
bills sebmitted or requests for payment made under this part
after December 81, 1970, if it exceeds the higher of (I)
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the prevailing charge recognized by the carrier and found
acceptable by the Secretary for similar services in the same
locality in administering this part on December 31, 1970, or
(IT) the prevailing charge level that, on the basis of statis-
tical data and methodology acceptable to the Secretary,
would cover 75 per centum of the customary charges made
for similar services in the same locality during the last pre-
ceding calendar year elapsing prior to the start of the fiscal
year in which the Lill is submitted or the request for pay-
ment is made.

“(ii) In the case of physician services the prevailing
charge level determined for purposes of clause (i) (II) for
any fiscal year beginning after June 30, 1973, may not
(except as otherwise provided in clause (iii)) exceed (in
the aggregate) the level determined under such clause for
the fiscal year ending June 30, 1973, except to the extent
that the Secretary finds, on the basis of appropriate econom-
ics index data, that such higher level is justified by economic
changes. Moreover, for any fiscal year beginning after June
30, 1978, no prevailing charge level for physicians’ services
shall be increased to the extent that it would exceed by
more than one-third the statewide prevailing charge level
(as determined under subparagraph (E)) for that service.

“(iif) Notwithstanding the provisions of clauses (i) and
(ii) of this subparagraph, the prevailing charge level in the
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case of a physician service in a particular locality determined
pursuant to such clauses for the fiscal year beginning July 1,
1975, shall, if lower than the prevailing charge level for the
fiscal year ending June 30, 1975, in the case of & similar
physician service in the same locality by reason of the appli-
cation of economic index data, be raised to such prevailing
charge level for the fiscal year ending June 30, 1975.

“(C) In the case of medical services, supplies, and
equipment (including equipment servicing) that, in the judg-
ment of the Secretary, do not generally vary significantly in
quality from one supplier to another, the charges incurred
after December 31, 1972, determined to be reasonable may
not exceed the lowest charge levels at which such services,
supplies, and equipment are widely and consistently available
in & locality except to the extent and under circumstances
specified by the Becretary.

“(D) The requirement in paragraph (3) (B) that a bill
be submitted or request for payment be made by the close of
the following calendar year shall not apply if (i) failure to
submit the bill or request the payment by the close of such
year is due to the error or misrepresentation or an officer,
employee, fiscal intermediary, carrier, or agent of the De-
partment of Health, Education, and Welfare performing
functions under this.fjtle and acting within the seope of his
or its authority, and (ii) the bill is submitted or tl;0 payment
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is requested promptly after such error or misrepresentafion
is eliminated or corrected.

“(E) The Secretary shall determine separate statewide
prevailing charge levels for each State that, on the basis of
statistical data and methodology acceptable to the Secretary,
would cover 50 percent of the customary charges made for
similar services in the State during the last preceding calen-
dar year elapsing prior to the start of the fiscal year in
which the bill is submitted or the request for payment is
made.

“(F) Notwithstanding any other provision of this para-
graph, any charge for any particular service or procedure
performed by a doctor of medicine or osteopathy shall be
regarded as a reasonable charge if—

“(i) the service or procedure is performed in an
area which the Secretary has designated as a physician
shortage area,

“the physician has a regular practice in the physi-
cian shortage area,

“(iii) the charge does not exceed the prevailing
charge level as determined under subparagraph (B),
and

“(iv) the charge does not exceed the physician’s

customary charge.”,
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(2) The amendment made by paragraph (1) shall take
effect upon enactment.

HOSPITAL-ASSOCIATED PHYSICIANS

Sec. 12. (a) (1) Section 1861 (q) of the Social Se-
curity Act is amended by adding “(1)” immediately after
“(q)” and by adding, immediately before the period at the
end thereof, the following: “; except that the term does not
include any service that a physician may perform as an
educator, an executive, or a researcher; or any professional
patient care service unless the service (A) is personally
performed by or personally directed by a physician for the
benefit of the patient and - (B) is of such nature that its
performance by & physician is customary and appropriate”.

(2) Section 1861 (q) is amended by adding the fol-
lowing paragraphs at the end:

“(2) In the case of anesthesiology services, a procedure
would be considered to be ‘personally performed’ in its en-
tirety by a physician where the physician performs the
following activities:

“(A) pre.ﬁnasthetic evaluation of the patient;
“(B) prescription of the anesthesia plan;
“(C) personal participation in the most demanding
proeedu.resm this plan, including those of induction and
~emergence apd assuring that a qualified individual,
who need not be his employee, performs any of the
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less demanding procedures which the physician docs
not personally perform;
“(D) following the course of anesthesia adminis-
tration at frequent intervals;
“(E) remaining physically available for the im-
mediate diagnosis and treatment of emergencics; and
“(F) providing indicated postanesthesia care:
Provided, however, That during the performance of the activ-
ities described in subparagraphs (C), (D), and (L), the
physician is not responsible for the care of more than
one other patient. Where a physician performs the activities
described in subparagraphs (A), (B), (D), and (E) and
another individual performs the activities described in sub-
paragraph (C), the physician will be deemed to have
personally directed the services if he was responsible for no
more than four patients while performing the activities de-
seribed in subparagraphs (D) and (E) and the reasonable
charge for his personal direction shall not exceed one-half
the amount that would have been payable if he had person-
ally performed the procedure in its entirety.

“(3) Pathology services shall be considered ‘physicians’
services’ to patients ouly where the physician personally
performs acts or makes decisions with respect to a patient’s
diagnosis or treatment which require the exercise of medical

judgment, These include operating room and clinical con-
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sultations, the required intérpretation of the significance of
any material or data derived from a human being, the aspira-
tion or removal of marrow or other materials, and the ad-
ministration of test materials or isotopes. Such professional
services shall not include professional services such as: the
performance of autopsies; and services performed in carrying
out responsibilities for supervision, quality control, and for
various other aspects of a clinical laboratory’s operations
that are customarily performed by nonphysician personnel.
(3) Bection 1861 (b) of such Aect is amended—
(A) by striking out “or” at the end of paragraph
(6), '
(B) by striking out the period at the end of para-
graph (7) and inserting ‘; or”, and
(C) by adding at the end the following paragraph:
“(8) a physician, if the services provided are not
physicians’ services (within the meaning of subsection
().
(b) (1) Section 1861 (s) of the Social Security Act
is amended by adding at the end: “The term ‘medical and
other health services’ shall not .in-clude services described in

paragraphs (2) (A) and (3) if furnished to inpatients of a

- provider of services unless the Secretary finds that, because

of the size of the hospital and the part-time nature of the

services or for some other reason acceptable to him, it would
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be less efficient to have the services furnished hy the hospital

-t

o (or by others under arrangement with them made by the
3 hospital) than to have them furnished by another party.”.
1 (2) Section 1842 (b) (3:\) of such Act, as added by

section 20 of this Act, is amended by adding:

]

6 “(G) The charge for a physician’s or other per-
7 son’s services and items which are related to the income
3 or receipts of a hospital or hospital subdivision shall not
9 be considered in determining his customary charge to
10 the extent that the charge exceeds an amount equal to
11 the salary which would reasonably have been paid for
12 the service (together with any additional costs that

13 would have been incurred by the hospital) to the physi-

14 cian performing it if it had been performed in an employ-
15 ment relationship with the hospital plus the cost of other
16 expenses (including a reasonable allowance for travel-
17 time and other reasonable types of expense related to
18 any differences in acceptable methods of organization
19 for fhe provision of services) incurred by the physician,
20 as the Secretary may determine to be appropriate.”.

21 (c) Section 1861(v) of the Social Security Act is

99 amended by adding:
23 “(8) (A) Where physicians’ services are furnished
24 under an arrangement (including an arrangement under

95 which the physician performing the services is compensated
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on a basis related to the amount of the income or receipts of
the hospital or any- department or other subdivision). with
& hospital or medical school, the amount included in any
payment to the hospital under this title as the reasonable
cost of the services (as furnished under the arrangement)
shall not exceed an amount equal to the salary which would
reasonably have been paid for the services (together with
any additional costs that would have been incwired by the
hospital) to the physician performing them if they had
been performed in an employment relationship with the
hospital (rather than under such arrangement) plus the
cost of other expenses (imeluding a reasonable allowance for
traveltime and other reasonable types of expense related to
any differences in acceptable methods of organization for the
provision of the services) incwrred by the physician, as the
Secretary may determine to be appropriate.”.

(d) (1) Section 1833 (a) (1) (B) of the Social Secu-
rity Act is amended by inserting “(except as provided in
subsection (h))” immediately after “amounts paid shall”.

(2) Section 1833 (b) (2) of such Act is amended by
inserting “‘(except as otherwise provided in subsection
(h) ) ” immediately after “amount paid shall”.

(3) Section 1833 of such Act is amended by adding:

“(h) The provisions of subsection (a) (1) (B) and
clause (2) of the first sentence of subsection (b) shall not
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apply to any physician unless he has entered into an
agreement with the Secretary under which he agrees to bhe
compensated for all such services on the hasis of an assign-
ment the terms of which are deseribed in section 1842 (h)
(3) (B) (i1).”.

(¢) The amendments made by this section shall, except
those made by subsection (d), apply to services furnished
in accounting periods of the hospital which begin after the
month following the month of enactment of this Act. The
amendment made by snbsection (d) shall be effective July
1. 1978.

PAYMENT FOR CERTAIN ANTIGENS UNDER PART B OF
MEDICARE

SEC. 13. (a) Seetion 1861 (s) (2) of the Social Seeurity
Act is amended—

(1) by striking out “and” at the end of clause

(C),

(2) by inserting “and” at the end of clause (D),
and

(3) by adding after clause (D) the following new
clause:

*(K) antigens (subject to reasonable quantity lim-
itations determined by rhe Secretary) prepared hy an
allergist for a particnlar patient. including antigens he

preparcs which are forwarded to another qualified per-
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son for administration to the patient by or under the
supervision of another physician;”.
(b) Subsection (a) shall apply to items furnished after
the month of enactment of this Act.

PAYMENT UNDER MEDICARE OF OCERTAIN PHYSICIANS’
FEES ON ACCOUNT OF BERVICES FURNISHED TO A
DECEASED INDIVIDUAL
Sec. 14. (a) Section 1870 (f) of the Bocial Security

Act is amended, in the matter following clause (2) thereof,

. by—

(1) inserting “ (A)” immediately after “‘, and only
if”, and -

- (2) by inserting immediately before the period the
following: “, o;f (B) . the spouse or other legally desig-
nated representative of such individual requests (in
such form and manner as the Becretary shall by regula-
tions prescribe) that payment for such services without
regard to clause (A)”.

(b) Subsection (a) shall apply to payments made after
the month of enactment.
USE OF APPROVED RELATIVE VALUE SCHEDULE
8rc. 15. (a) To provide common language describing
the various kinds and levels of medical services which may
be reimbursed under titles V, X VIII, and XIX, of the Social
Security Act, the Secretary of Health, Education, and Wel-
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fare shall establish a system of procedural terminology, in-
cluding definitions of the terms. The system shall be de-
veloped by the Health Care Financing Administration with
the advice of other large health care purchasers, representa-
tives of professional groups and other interested parties.
In developing the system, the Health Care Financing
Administration shall consider among other things, the
experience of third parties in using existing terminology
systems in terms of: implications for administrative and
program costs; simplicity and lack of ambiguity; and the
degree of acceptance and use.

(b) Upon development of a proposed system of proce-
dural terminology and its approval by the Secretary of
Health, Education, and Welfare, it shall be published in
the Federal Register. Interested parties shall have not less
than six months in which to comment on the proposed sys-
tem and to recommend relative values to the Secretary for
the procedures and services designated by the terms. Com-
ments and proposals shall be supported by information and
documentation specified by the Secretary.

(c) The good faith preparation of a relative value sched-
ule or its submission to the Secretary by an association of
health practitioners solely in response to a request of the
Secretary as authorized under this section shall not in itself

be considered a violation of any consent decree by which
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an association has waived its rightlto make recommendations
concerning fees: Provided, That tlie proposed relative value
schedule shall not be -disclosed to anyone other than those
pors?)ﬁs actually preparing it or their counsel until it is made
public by the Secretary.

(d) The Health Care Financing Administration shall
review materials submitted under this section and shall
recommend that the Secretary adopt a specific terminology
system and its relative values for use by carriers in calculat-
ing reasonable charges under title XVIII of the Social
Security Act, but only after:

(1) Interested parties have been given an oppor-
tunity to comment and any comments have been
considered ;

(2) Statistical analyses have been conducted assess-
ing the economic impact of the relative values on the
physicians in various specialties, geographic areas and
types of practice, and on the potential liability of the
program established by part B of title XVIII of the
Social Security Act;

(3) It has been determined that the proposed ter-
minology and related définitions are unambiguous, prac-
tical, and easy to evaluate in actual clinical situations
and that the unit values assigned generally reflect the
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relative time and effort required to perform various

procedures and services.

(4) That the use of the proposed system will en-
hance the administration of the Federal health care
financing programs.

(e} A system of terminology, definitions, and their
relative values, as approved by the Secretary, shall be pe-
riodically reviewed by him and may be modified. An ap-
proved system (as amended by any modification of the
Secretary) may subsequently be used by any organization
or person for purposes other than those of this Act. Nothing
in this section shall be considered to bar the Secretary from
adopting a uniform system of procedural terminology in
situations where a relative value schedule has not been
approved.

HOSPITAL PROVIDERS OF LONG-TERM CARE SERVICES

Seo. 20. (a) Section 1861 of the Social Security Act
is amended by adding after subsection (aa) (as added by
section 10 (b) of this Act) the following:

“Hospital Providers of Extended Care Services

“(bb) (1) (A) Any hospital (other than a hospital
which has in effect a waiver of the requirement imposed by
subsection (e) (5)) which has an agreement under section
1866 may (subject to paragraph (2)) enter into an agree-

ment with the Secretary under which its inpatient hospital
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facilities may be used for the furnishing of services of the
type which, if furnished by a skilled nursing facility, would
constitute post-hospital extended care services.

“(B) (i) Notwithstanding any other provision of this
title, payment to any hospital for services furnished under
an agreement entered into under this subsection shall be
based upon the reasonable cost of the services as determined
under this subparagraph.

“(ii) The reasonable cost of the services will consist of
the reasonable cost of routine services and ancillary services.
The reasonable cost of routine services furnished during any
calendar year by a hospital under an agreement under this

- subsection shall equal the product of the number of patient-

days during the year for which the services were furnished
and the average reasonable cost per patient-dey. The aver-
age reasonable cost per patient-day shall be established as
the average rate per patient-day paid for routine services
during the previous calendar year under title XIX to skilled
nursing facilities located in the State in which the hospital is
located and which have agreements entered into under sec-
tion 1902a (28). The reasonable cost of ancillary services
shall be determined in the same manner as the reasonable
cost of ancillary services provided for inpatient hospital

gervices.
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“(2) (A) The Secretary shall not enter into an agree-
ment under this subsection with any hospital unless—

“(i) for a period specified by the Secretary (not
less than twelve months) which immediately precedes
the date the agreement is entered into, the hospital has
had an average daily occupancy rate of less than 60
percent,

(i) the hospital is located in a rural area and has
less than 50 beds, and

“(iii) the hospital has been granted a certificate
of need for the provision of long-term care services
from the agency of the State (which has been desig-
nated as the State health planning and development
agency under an agreement pursuant to section 1521
of the Public Health Service Act) in which the hospital
is located.

“(3) An agreement with a hospital entered into under
this section shall, except as otherwise provided under reg-
ulations of the Secretary, be of the same duration and
subject to termination on the same conditions as are agree-
ments with skilled nursing facilities under section 1866,
unless the hospital fails to satisfy the requirements defined
in paragraph (2) (A) of this subsection and shall, where not
inconsistent with any provision of this subsection, impose

the same duties, responsibilities, conditions, and limitations,
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as those imposed under such agreements entered into under
sectioﬁ 1866; except that no such agreement with any hos-
pital shall be in effect for any period during which the hos-
pital does not have in effect an agreement under section
1866, or where there is in effect for the hospital a waiver of
the requirement imposed by subsection (e) (5). A hospital
whose agreement has been terminated shall not be eligible
to undertake a new agreement until a ¢wo-year period has
elapsed from the termination date.

“(4) Any agreement with a hospital under this sub-
section shall provide that payment for services will be made
only for servioces for which payment would be made as post-
hospital extended care services, if those services had been
furnished by a skilled nursing facility under an agreement
entered into under section 1866; and any individual who is
furnished services, for which payment may be made under an
agreement, shall, for purposes of this title (other than this
subsection) , be deemed to have received post-hospital ex-
tended care services in like manner and to the same extent

as if the services furnished to him had been post-hospital

. extended care services furnished by a skilled nursing facility

under an agreement under section 1866.
“(5) During a period for which a hospital has in effect
an agreement under this subsection, in order to allocate rou-

tine costs between hospital and long-term care services for
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purposes of determining payment for inpatient hospital serv-
ices (including the application of reimbursement limits speci-
fied in section 1861 (aa) ), the total reimbursement received
for routine services from all classes of long-term care patients,
including title XVIII, title XIX, and private pay patients,
shall be subtracted from the hospital’s total routine costs
before calculations are made to determine title XVIII reim-
bursement for routine hospital services.

“(6) During any period during which an agreement is
in effect with a hospital under this subscction, the hospital
shall, for services furnished by it under the agreement, be
considered to satisfy the requirements, otherwise required, of
a skilled nursing facility for purposes of the following pro-
visions: sections 1814 (a) (2) (C), 1814 (a) (6), 1814 (a)
(7), 1814 (h), 1861 (a) (2), 1861 (i), 1861(j) (except
1861 (j) (12)), and 1861 (n); and the Secretary shall
specify any other provisions of this Act where the hospital
may be considered as a skilled nursing facility.

“(7) (¢) Within three years after enactment, the Secre-
tary shall provide a report to the Congress containing an
evaluation of the program established under this subsection
concerning:

“(1) The extent and effect of the agreements on
availability and effective and economical provision of

long-term care services,
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#(2) whether the program should be continued,
md i :

“(8) whether eligibility should be extended to
other hospitals, regardless of bed size or geographio lo-
cation, where there is a shortage of long-term care
beds.”.

(b) Title XIX of such Act is amended by adding at
the end thereof the following new section :
“HOSPITAL PROVIDERS OF SKILLED NURRING AND INTER-
MEDIATR CARB EERVIOES
“Beo. 1911. (a) Notwithstanding any other provision

- of this title, payment may be made, in aceordance with
" this section, under an approved Btate plan for skifled nurs-

ing services and intermediate care services furnished by a
hospital which has in effect an agreement under section
1861 (bb). '

“(b) (1) Pdyment to any such hospital, for any skilled
nursing or intermediate care services furnished, shall be at a
rate equal to the average rate per patient-pay paid for routine
services during the previous calendar year under this title
to ekilled nursing and intermediate care facilities located in
the State in which the hospital is located. The reasonable
cost of ancillary services shall be determined in the same
manner as the reasonable eost of ancillary services provided

for inpatient hospital service



-

B W b

10

11

13
14

15-

16
17
18
19

21

22
23

24 -

48

46

©. *(2) With respect to any period for which a hospital

has an agreement under section 1861 (bb), in order to allo-

cate routine costs between hospital and long-term care serv-
ices, the total reimbursement for routine services received
from all classes of long-term care patients, including title

XVIII, title XIX, and private pay patients, shall be sub-

tracted from the hospital total routine costs before caleula-

tions are made to determine title XIX reimbursement for
routine hospital services.”.

(¢) The amendments made by this section shall be-
come effective on the date on which final regulations, promul-
gated by the Secretary to implement the amendments, are
issued; and those regulations shall be issued not later than
the first day of the sixth calendar month following the month
in which this Act is enacted.

REIMBURSEMENT RATES UNDER MEDICAID FOR SKILLED
NURSING AND INTERMEDIATE CARE FACILITIES
Sec. 21. Seetion 1902 (a) (13) (E) of the Social Se-

curity Act is amended by inserting *“ (and which may, at the

option of the-State, include a reasonable profit for the facil-

ity in the form of: (a) fixed per diem amounts or, (D)

incentive payments related to cflicient performance, or (c)

a rate of return on net cquity)” immediately after “cost

related basis”,
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MEDICAID OCERTIFICATION AND APPROVAL OF SKILLED
NURSING AND INTERMEDIATE CARE FACILITIES
" SE0. 22. (a) Section 1910 of the Social Security Act is
amended to read:
“CRRTIFICATION AND APPROVAL OF SKILLED NURSING AND
INTERMEDIATE CARE FACILIPIES

“Seo. 1910. (a) The Secretary shall make an agree-
ment with any State which is willing and able to do so
whereby the State health agency or other appropriate State
or local agencies (whichever are utilized by the Sectetary
pursuant to section 1864 (a) ) will be utilized to recommend
to him whether an institution ' the State qualifies as: a
gkilled nursing facility (for purposes of section 1902 (a)
(28) ) or an intermediate care facility (for purposes of sec-
tion 1905 (c) ).

“(b) The Becretary shall advise the State agency ad-
ministering the medical assistance plan of his approval or
disapproval of any institution certified to him as a qualified
skilled nursing or intermediate care facility for purposes of
section 1902 (a) (28) and specify for each institution the
period (not to exceed twelve months) for which approval is

‘granted, except that the Secretary may extend that term

for-up to two months, where the health and safety of patients
will not be jeopardized, if he finds that an extension is
necessary to prevent irreparable harm to the facility or
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hardship to the facility’s patients or if he finds it impracti-
cable within the twelve-month period to determine whether
the facility is complying with the provisions of this title and
applicable regulations. The State agency may upon approval
of the Secretary enter into an agreement with any skilled
nursing or intermediate care facility for the specified approval
period.

“(c) The Secretary may cancel approval of any skilled
nursing or intermediate care facility at any time if he finds
that a facility fails to meet the requirements contained in
section 1902 (a) (28) or section 1905 (c), or if he finds
grounds for termination of his agreement with the facility
pursuant to section 1866 (b). In that event the Secretary
shall notify the State agency and the skilled nursing or inter-
mediate care facility that approval of eligibility of the facility
to participate in the programs established by this title and
title XVIII shall be terminated at a time specified by the
Secretary. The approval of eligibility of any such facility to
participate in the programs may not be reinstated unless the
Secretary finds that the reason for termination has been re-
meoved and there is reasonable assurance that it will not
recur.

“(d) Effective July 1, 1978, no payment may be made
to any State under this title for skilled nursing or intermedi-

ate care facility services furnished by any facility—
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“(1) which does not have in effect an agreement
with the State agency pursuant to subsection (b), or

“(2) whose approval of eligibility to participate in
the programs established by this title or title XVIII
has been terminated by the Secretary and has not been
reinstated, except that payment may be made for up to
thirty days for skilled nursing or intermediate ocare fu-
cility services furnished to any eligible individual who
was admitted to the facility prior to the effective date of
the termination.”.

- “(e) Any skilled nursing facility or intermediate care
facility which js dissatisfied with any determination by the
Becretary that it no longer qualifies as a skilled nursing
facility or intermediate care facility for purposes of this
title shall be entitled to a hearing by the Secretary to the
same extent a8 is provided in section 205 (b) and to judicial
review of the Secretary’s final decision after such hearing as
is provided in section 205 (g) . Any agreement between such
facility and the State agency shall remain in effect until the

‘period for filing a request for a hearing has expired or, if a
- request has been filed, until a decision has been made by the

Secretary: Provided, however, That the agreement shall
not be extended if the Secretaly makes a written determina-
tion, specifying the ressons therefor, that the continuation

of provider status conmstitutes an immediate and serious
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threat to the health and safety of patients, and if the Sccre-
tary certifies that the facility has been notificd of its defi-
ciencies and has failed to correct them.”,

(b) Section 1869 (c) of the Social Security Act is
amended by adding at the end the following sentence: “If
the Secretary’s determination terminates a provider with an
existing agreement pursuant to section 186G (b) (2), or if
that determination consists of a refusal to renew an existing
provider agreement, the provider’s agrecement shall remain in
cffect until the period for filing a request for a hearing has
expired or, if a request has been filed, until a final decisioq
has been made by the Secretary: Provided, however, That
the agreement shall not be extended if the Secretary makes a
written determination, specifying the reasons therefor, that
the continuation of provider status constitutes an immediate
and serious threat to the health and safety of patients and if
the Secretary certifies that the provider has been notified
of such deficiencies and has failed to correct them.”.

(¢) The amendments made by this section shall be-
come effective on the date on which final regulations, promul-
gated by the Secretary to implement the amendments, are

issued ; and those regulations shall be issued not later than
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the first day of the sixth calendar month following the month
in which this Act is enacted.
VISITS AWAY FROM INSTITUTION BY PATIENTS OF SKILLED
NURSING OE INTERMEDIATE CARE FACILITIES

Sgc. 23. Section 1903 of the Social Security Aect is
amended by adding: -

“(1) In the administration of this title, the fact that an
individual who is an inpatient of a skilled nursing or inter-
mediate care facility leaves to make visits outside the facility
shall not-conclusively indicate that he does not need services
which the facility is designed to provide; however, the fre-
quency and length of visits away shall be considered, to-
gether with other evidence, in determining whether the in-
dividual is in need of the facility’s services.”. Pt

ESTABLISHMENT OF/.BEAL‘I‘H CARE FINANCING
ADMINISTRATION

SEc. 30. (a) Section 702 of the Social Security Act is
amended—

(1) by inserting “(a)” immediately after “Skc.

702.”, and -

(2) by adding at the end the following subsection:

“(b). The. Secretary shall establish; withisi ‘the De-

-partmient of :Health, ‘Edueation, and Welfare, a separate

organization to be known as the Health Care Financing
Administration (which shall include the fanetions and per-
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sonnel of administrative entities known as of January 1, 1977
as the ‘Bureau of Health Insurance’, the ‘Medical Services
Administration’, the ‘Bureau of Quality Assurance’ (includ-
ing the National Professional Standards Review Council),
and the ‘Office of Long-Term Care’ and related rescarch
and statistical units (including the Division of Heglth In-
surance Studies of the Social Security Admindstration)
which shall be under the direction of the Assistant Secre-
tary for Health Care Financing, who shall report directly
to the Secretary and who shall have policy and adminis-
trative responsibility (including policy and administrative
responsibility with respect to health care standards and certi-
fication requirements as they apply to practitioners and in-
stitutions) for the programs established by titles XVIII
and XIX, part B of itle XI, for the renal dispase program
established by seetion 226 and any other health care finane-
ing programs as may be established under this Act. The
Assistant Secretary may not have any other duties or func-
tions assigned to him which would preveat him from carrying
out the duties required under the preceding sentence on a full-
time basis.

(b) (1) There shall be in the Department of Health,
Kducatian, and: Welfare an Assistant Secretary for Health

Care Financing, .ﬂho,‘ shall bhe appointed by the -President,

by and. with the advice and eonsent of the Senate.
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(2) Beotion 5315 of title 5, United Btates Code, is
amended in paragraph (17) by striking out “(5)” and
inserting in lien thereof “ (8) ”,
STATE MEDICAID ADMINISTRATION
8Ero. 31. (a) Section 1902 (a) is amended by adding at
the end the following:
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“(87) provide—

“(A) for meking eligibility determinations on
the basis of applications for coverage, within forty-
five days of the date of application for all individ-
uals: (i) receiving aid“or assistance (or who ex-
cept for income and resotrces would be eligible for
aid or assistance) under a plan of the State ap-
proved under title IV, part A, (ii) .receiving aid or

~ assistance (or who except for income and resources

would be eligible for assistance) under any plan
of the State approved under title I, X, or XVI
(for the aged and the blind), or (iii) with respect
to whom supplemental security income benefits are
being paid (or who would except for income and-
resources be eligiblé to have paid with respect to

‘them supplemental security income benefits) under-

title XVI on the basis of age or blindness; and
“(B) for making eligibility determina-
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tions based upon applications for coverage, within
sixty days of application for all individuals:
(i) receiving aid or assistance (or who except for
income and resources would be eligible for aid or
assistance) on the basis of disability under any plan
of the State approved under title XIV or XVI, or
(ii) for whom supplemental security income bene-
fits are being paid (or who would except for income
and resources be eligible to have paid to them
supplemental security income bencfits) under title
XVI based upon disability;

“(C) for making redeterminations of eligi-
bility for persons specified in subparagraphs
(A) and (B): (i) when required based upon
information the agency has previously obtained on
anticipated changes in the individual’s situation, (ii)
within thirty days after receiving information on
changes in an individual’s circumstances which may-
affect his eligibility, and (iii) periodically but not
less often than every six months for persons speci-
fied in subparagraph (A) (i), and not less often
than annually for persons specified in subparagraph
(A) (ii) and (A) (iii) ;

“(38) establish procedures to assure accurate

determinations of eligibility and provide that the error
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rate for eligibility determinations made on or after
October 1, 1977, shall not exceed the rate specified in
section 1911 (b) ; and

“(89) establish payment procedures to assure that

+ -~ (A) 95 percent of claims for which no further written

information or substantiation is required to make pay-

" ment, be paid within thirty days of receipt of the claim

from a provider, and that 99 percent of such claims be
paid within ninety days, and (B) both prepayment

‘*and postpayment claims review procedures are per-
_ _formed, including— i :

“(i) review, on a reasonable sample dr more
_extensive basis, to determine the accuracy of data
submitted and processed;

“(ii) review to determine that the provider is a
participating provider;

“(iii) review.to determine whether the service
is egvered under the State’s plan;

“(iv) review to determine whether the recip-
* jent iB eligible;

“{v) review of care and services provided
‘where such review has not been assumed by an
-organization designated by the Bécretary under
part B of title XI of this Act;
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“(vi) review to determine that payments made
do not exceed those allowable;
“(vii) review to determine and recover any
third party liability ;
“(viii) review which reasonably safeguards
against duplicate billing.”.

(b) Section 1902 (a) (6) is amended by adding the
following at the end: “the reports are to be accurate and
filed within sixty days following the close of the reporting
period for monthly and quarterly reports, and within one
hundred and five days following the close of reporting
periods for yearly reports;”.

(¢) Amend section 1903 by adding at the end the
following subsection:

“(n) (1) Effective with each calendar quarter beginning
October 1, 1978 the amount paid to each State under para-
graphs (a) (2), (a) (3), and (a) (6) shall be reduced or
terminated unless the State demonstrates to the Secretary
that—

“(A) 95 percent of eligibility determinations are
made within the time periods specified under section
1902 (s) (37) (A) and (B), except that in determin-
ing whether a State has met the requirements of this
paragraph there shall not be included eligibility deter-

minations for persons whose eligibility is determined
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under State plans approved under title I, X, XIV; XVI,
or part A of title IV,.or by the Secretary under see-
tion 1684;

“(B) the Btate’s eligibility determination error rate
does not exceed the rate specified in section 1911 (b},
except that in determining whether a State has met the
requirements of this paragraph there shall not be
included error rates for those persons whose eligi-
bility i determined under a State plan-approved under
titles- I, X, XTIV, XVI, or part A of title IV or by
the Secretary under section 1634 ;

“(C) the State is processing claims for payment
within the time period specified in seetion 1902 (a)
(39) (A) and applying prepayment and postpayment.
claims review procedures specified in section 1902 (a) -
(39) (B) ; and .

“(D) the Btate is making timely and complete
reports to the Secretary on the operation of its medi-
cal assistance program within the time period includ-
ing the information specified in section 1902 (a) (6).
“(2) The Becretary shall conduct an onsite survey in

22 each Btate, at least annually, of State performance in each

93 category under paragraph (1). The methodology and pro-
24 cedures ‘(which may involve onsite evaluation) employed,

25 including procedures for any necessary followap of any de-
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ficiencies, must be formally approved by the Comptroller
General of the United States;

“(3) Any State which fails to meet one or more of the
requirements specified in subparagraph (A), (B), (C)
or (D) of paragraph (1) shall be formally notified within
thirty days of the survey of the deficiencies. The State shall
be given an appropriate period of time, not to excced six
months, to correct the deficiencies;

“(4) Any State which fails to correct deficiencies within
the time period specified under paragraph (3) as determined
by the Secretary shall be notified and subject to a reduction
in Federal matching as specified in paragraph (5) beginning
on the first day of the first calendar quarter following the
date on which the Secretary specified the deficiencies must be
corrected under paragraph (3) ;

“(5) (A) Where the Secrefary finds that a State failed
to meet the requirements of one of the subparagraphs (A},
(B), (C), or (D) of paragraph (1) and has not made cor-
rections required under paragraph (4), Federal -matching
shall be reduced to 50 percent of what the State would other-
wise receive under subsections (a) (2), (a) (3), and (a)
(6).

“(B) Where the Secretary determines that a State fail-
ed to meet requirements of two or more of subparagraphs

(A), (B), (C), or (D) of paragraph (1) and that it has
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not made the corrections as determined under paragraph
(4), its Federal matching shall be terminated under sub-
sections (a) (2), (a) (3), and (a) (6).

“(6) (A) Any State which had had Federal matching
reduced or terminated under paragraph (5) shall continue o
have the matching reduced or terminated until the Secretary
determines that the deficiencies have been corrected.

“(B) -A State determined to have corrected all cate-
gories specified as deficient shall be entitled to the matching
rate specified in subsections (a) (2), (a) (3), and (a) (6)
heginning on (he first day of the calendar quarter in which
the corrections were made.

“(C) In a State where matching has been terminated
under subsections (a) (2), (a) (3), and (a) (6) as pro-
vided under subparagraph (5) (B) and where the Secretary
determines that deficiencies continue in only one of the four
specified categories, that State shall, beginning on the first
day of the calendar quarter in which the correction was
made, be entitled to the reduced matching rate specified in
subparagraph (5) (A). )

“(7) Where a State is determined by the Secretary

" based upon an onsite evaluation to substantially exceed the

requirements of at least two of subparagraphs (A), (B),
(0), or (D) of pamgraph (1) and meets the requirements
of the remaining subparagraphs, that State shall be notified
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and entitled to a Federal matching rate under subsection
(a) (6) of 75 percent and that amount shall apply in each
calendar quarter for which the Secretary finds the State con-
tinues to meet the requirements of this paragraph;

“(8) The Secretary shall provide or arrange for the
reasonable provision of technical assistance by experienced
and qualified Federal, State, or local governmental person-
nel to any State which requests assistance in meeting the
requirements of paragraph (1).

“(9) If the Secretary notifies a State of deficiencies, or
a reduction, termination, or increase in Federal matching,
simultancous notification shall also be made to the Governor
of the State, and the respective chairmen of the legislative
and appropriation committees of that State’s legislature
having jurisdiction over the medical assistsnce program
authorized under this title.”.

(d) Title XIX of the Social Security Act is amended by
adding at the end the following new sections:

“QUALITY CONTROL

“Sec. 1911. The Secretary shall—

“(a) determine the eligibility error rates, including
cases incorrectly approved and cases incorrectly denied,
for each State for the six-month period commencing
with the first calendar quarter beginning six months
following enactment of this title. The Secretary shall
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exclude those cases for which the most recent determina-
tion or - redetermination of eligibility was correctly
- made, but where eligibility status subsequently changed,
if the State meets the time requirements specified in
section 1902 (a) (37) ;

“(b) establish a State classification system, with
States classified according to: (1) whether the State
provides medical assistance for persons specified in sec-
tion 1902 (a) (10) (C) ; and (2) population, with those
States with greater populations in one grouping and
those States with lesser populations in another;

“(c) establish an error rate defined as the rate
which equals the 75th percentile of the rates reported
by the States under paragraph (a) for each class of
States under (b).

“BEPORT BY THE SECRETARY

“Spo. 1912, The Secretary shall prepare a biannual
report (beginning with fiscal year 1978) on the character-
istics of the State programs of medical assistance financed
under this title, including, at least (1) a description of the
scope and duration of benefits available in each State, (2) a
description of eligii:ility criteria for all groups eligible for
medical assistance, (3) specification of the reimbursement.
methodology for payments under the State program for the
major types of services, and (4) a listing of all fiscal agents,
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insurers and health maintenance organizations contracted
with for administration of the program. Such report shall be
submitted to the Committee on Finance of the Senate and
the Committee on Interstate and Foreign Commerce of the
House of Representatives no later than six months following
the close of the fiscal year.”
REGULATIONS OF TIIE SECRETARY
SEc. 32. (a) (1) Scction 1102 of the Social Security
Act is amended—

(\\) by inserting ““(a)” immediately after “Sec.
1102.7, and
(B) by adding at the end the following subsection :
“(bY Whenever the Secretary, in compliance with
requirements imposed by law, has published in the Federal
Register general notice of any proposed rule or regulation
to be promulgated by him, that notice shall indicate whether
prompt promulgation is urgent. Where the notice indicates
that prompt promulgation is urgent, the rule or regunlation
shall hecome effective within sixty days after publication of
the notice: in any other ease, the rule or regulation shall
hecome cffective without regard to the provisions of this
subsection in the manner prescribed hy applicahle provisions
of law.”,
(2) Amendments made hy paragraph (1) shall be

effective for proposed rules published in the Federal Register
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on and after the first day of the first calendar month which
begins more than thirty days after the date of enactment of
this Act.

(b) Except as otherwise specified in this Act or
in a provision of law which is enacted or amended by
this Act, any regulation of the Secretary of Health, Educa-
tion, and Welfare (hereinafter in this section referred to as
the “‘Secretary”), which is necessary or appropriate to im-
plement any provision of this Act or any other provision of
law which is enacted or modified by this Act, shall, subject
to paragraph (2), be promulgated so as to become effective
not later than the first day of the thirteenth month following
the month in which this Act is enacted.

BREPEAL OF SECTION 1867

Sec. 33. Section 1867 of the Social Security Act is
hereby repealed.

PROCEDURES FOR DETERMINING REASONABLE COST AND
REASONABLE CHARGE

Src. 40. (a) (1) In determining the amount of auny
payment under title XVIII, under a program established
under title V, or under a State plan approved under title
XIX, when the payment is based upon the reasonable cost
or reasonable charge, no element comprising any part of
the cost or charge shall be considered to be reasonable if, and
to the extent that, that element is—
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(A) a conunission, finder's fee, or for a similar
arrangemnent, or
(B) an amount payable for any facility (or part
or activity thereof) under any rental or lease arrange-
ment
which is, directly or indirectly, determined, wholly or in
part as a percentage, fraction, or portion of the charge or
cost attributed to any health service (other than the ele-
ment) or any healih service including, but not limited to,
the element.
AMBULANCE SERVICE

Sec. 41. (a) Scetion 1861 (s) (7) of the Social Security
Act is amended by inscrting:

*“(Including ambulance service to the nearest hos-
pital which is: (a) adequately equipped and (b) has
medical personnel qualified to deal with, and available
for the treatment of, the individual’s illness, injury, or
condition) ” immediately after “ambulance service”.
(b) The amendment made by subseetion (a) shall

apply to serviees furnished on and after the first day of the

first calendar month which begins after the date of cnact-

ment of this Act.

GRANTS TO REGIONAL PEDIATRIC PULMONARY CENTERS
Src. 42, (a) Scetion 511 of the Social Security Act is

amended—
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(1) Dby inserting “(a)” immediately after “Src.
511.”, and
(2) by adding at the end of the section:

“(b) (1) From the sums available under paragraph
(2), the Sccrotary is authorized to make grants to public
or nonprofit private regional pediatric respiratory centers,
which ave a part of (or are affiliated with) an institution of
higher learning, to assist them in carrying out a program for
the training and instruction (through demonstrations and
otherwise) of health care personnel in the prevention, diag-
nosis and treatment of respiratory diseases in children and
young adults, and in providing (tbrough such program)
nceded health care scrvices to children and young adults
suffering from such diseases.

“(2) For the purpose of making grants under this sub-
section, there is authorized to be appropriated, for the fiscal
year ending September 30, 1978, and each of the next four
sueceadipg fiscal years, such sums (not in excess of $5,-
000,000 for any fiscal year) as may be necessary. Sums
authorized to be appropriated for any fiscal year under this
subsection for making grants for the purposes referred to in
peragraph (1) shall be in addition to any_su'ms authorized
to be-appropriated for such fiseal year for similar purposes
under other provisions of this title.”.

(b) Section 502 (2) of such Act is amended by insert-
ing “ (a) ” immediately after “511”.
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WAIVER OF HUMAN EXPERIMENTATION PROVISION
FOR MEDICARE AND MEDICAID

SEc. 43. Any requirements of title II of Public Law
O3-248 otherwise held applicable ave hereby waived with
respeet to programs established wnder titles XVIITT and XIX
of the Social Security Aet.

DISCLOSURE OF AGGREGATE PTAYMENTS TO IIYSCIANS

See. 44, Section 1106 of the Social Seenrity Aet s
amended by adding:

“(f) The Seeretary shall not make available, nor shall
the State titte XIX agency be required to make available
to the publie information relating to the amounts that have
heen paid to individaal doctors of medicine or osteopathy
hy or on behalf of beneficiaries of the health programs estal-
lished by titles XVIIT or XIX, as the case may bhe. exeept
as may he necessary to carry out the purposes ol those titles
or as may be specifically required by the provisions of other
Federal law.”.

RESOURCES OF MEDICAID APPLICANT TO INCLUDE CERTATN
PROPERTY PREVIOUSLY DISPOSED OF TO APPLICANT'S
RELATIVE FOR LESS TIIAN MARKET VALUE
Ske. 45. Section 1904 of the Social Seeurity Act is

amended by adding the following sentence: “The Secretary

shall not find that a State has failed to comply with the re-

quirements of this title solely becanse it denies medical as-
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sistance to an individual who would be ineligible for such
assistance if, in determining whether he is eligible for bene-
fits under title XVI of this Act, there were included in his
resources any property owned by him within the preceding
twelve months to the extent that he gave or sold that prop-
erty to a relative for less than ils fair market value.”.
RATE OF RETURN ON NET EQUITY FOR FOR-PROFIT
HOSPITALS

SEec. 46. (a) Section 1861 (v) (1) (B) of the Social
Security Act is amended—

(1) in the first sentence thercof, hy inscrting
‘“hospital or” immediately after “Such regulations in
the case of”,

(2) in the second sentence thereof, by striking
out “onc and onc-half times” and inserting in lien
thereof “the percentages, specified in the next sentence,
of” and

(3) by inserting after the last sentence of subpara-
graph (13) the following sentence: “For hospital and
skilled nursing facility fiscal periods beginning before
the month following the month of enactment of the
Medicare-Medicaid Administrative and Reimbursement
Reform Act, the percentage referred to in the previous
sentence is 150 per cent and for subsequent fiseal years,

the percentage is 200 per cent: Provided, however,
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That no payments will be made under this subpara-
graph, in the case of a hospital, for October 1980 or any

month thereafter.”.
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Senator TarLsmapce. Many constructive changes in the present bill,
S. 1470, were included as a direct result of the testimony received on
S. 8205. I believe we have made a good bill better.

Another proposal now receiving active consideration in the House
of Representatives, H.R. 3, might well be ed as the offspring of
S. 3205. H.R. 8 is the “antifraud and antiabuse” bill which includes
among its kel_f ﬁmvisiona important sections taken from S. 8205. House
passage of H.R. 3 is anticipated this month.

It 1s my intention to move promptly in committee as soon as the
House version of m a.ntifra,ug and antiabuse legislation is referred
to us. The need for basic reform of medicare and medicaid is urgent.
The two programs will cost Federal and State taxpayers more than
$47 billion in fiscal 1978—some $9 billion more than in fiscal 1977 and
$15 billion more than the $32 billion cost in fiscal 1976. The increasil?ﬂ
costs of these programs continually outstrip the rate of rise in Fede
revenue.

The choice is a simple one—either we make medicare and medicaid
more efficient and economical or we reduce benefits. Indeed, many
States are already cutting back on their medicaid programs, But, there
is an overriding need to get a handle on medicare and medicaid costs
apart from the Federal, State and local budget effects. ,

There is no question but that the way we pay for care under our pro-

gerves to inflate health care costs for all Americans. That situa-

glon needs correction nﬁow. 'I-‘hlere is an alrilolute need :lflorlf;aderal and

tate government to effective. e existing health care pro-

grams, It would be difficult, i nmdy to extend health insur-

ance coverage to other segments of the popul,a.tion until we are satis-
fied that we can properly manage what we now have.

This hearing, of course, is not on the subject of the administration’s
hospital cost containment proposal. While that bill must ultimately
come before this committee, it is currently being considered by the
Senate Human Resources Committee, which has jurisdiction over a

rt of the bill, and the Ways and Means and Interstate and Foreign

ommerce Committees in the House of Representatives. At such time
as the House completes action on the administration bill, or when the
Human Resources Committee reports out a bill, we will of course give
prompt attention to the proposal in the Finance Committee.

With respect to the hospital reimbursement provisions contained
in S. 1470, support has been expressed based upon it being an equitable
means of rewarding efficient hospitals and penalizing only inefficient
institutions, The thrust of section 2 of S. 1470 is that the reasonable-
ness of a given hospital’s costs is to be determined by comparing those
costs with similar costs in similar hospitals.

But at the hearing last year on S. 3205 and in discussion elsewhere
this year, three principal criticisms have been made of the hospital
provision in both S. 3205 and the counterpart in the present bill, S.
1470. I think it is important that each of these points be addressed at
the outset of this hearing. .

The first argument is that section 2 of the bill applies only to the
hospital care provided to medicare and medicaid patients—that it does
not extend to the balance of hospital care. I indicated when introduc-
ing S. 1470 that, if a consensus developed to apply similar rewards and
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penalties across the board, I would not be averse to extending the pro-
vision to cover all hospitals. That is still my view and the staff of the
committee has been working at my direction on possible approaches
which could be considered if the decision is made to extend section 2
across the board. )

The second argument is that the bill covers only adjusted routine
hospital costs and does not apply to other hospital costs. The reason
for this limited initial approach is simple. We did not believe that we
had the expertise to make reasonable comparisons of costs other than
adjusted routine at the outset of the program, but the bill specifically
provides that, just as soon as that expertise becomes available, the scope
would be broadened to include other hospital cost centers. In response
to this particular concern, I have had the staff working and consulting
to see whether the methodology in section 2 could be applied to more
than just routine costs at the outset.

The staff now advises me that they believe it might be feasible to ex-
tend section 2 in such a way as to apply to something like 75 or 80 per-
cent of hospital costs when it becomes effective. Assuming that the staff
suggestion is reasonably workable and reasonably equitable, and if it
includes appropriate appeals procedures to avoid unfair treatment, T
would certainly be agreeable to modifying S. 1470. The staff advised
me that they will have an outline for possible expansion of hospital
costs initially covered by S. 1470 by the time markup on the bill begins.

The third criticism of the Talmadge bill is that its penalties and
incentives would not apply until fiscal 1981 and that without something
in between, hospital costs will continue to soar. T think that a careful
reading of S. 1470 reveals that it will have a positive impact on hos-
pital costs well before fiscal 1981. While, in fact, the penalties would be
applied and the incentive payments made in fiscal 1981, those amounts
would be based upon fiscal 1979 performance by the hospitals: that is.
in the year beginning October 1, 1978.

The way it works is this—following the close of fiscal 1979, the Sec-
retary has 6 months to gather and compare hospital cost data. By April
1, based upon that data, he announces that, effective October 1, 1980, 6
months later, hospitals will be paid on the basis of their 1979 costs per-
formance adjusted for the average of any inflation occurring between
the end of fiscal year 1979 and the beginning of fiscal 1981.

The point here is that hospitals which are high cost or otherwise in-
efficient will have every incentive to moderate their operations in the
year beginning October 1978, if not earlier, because that will determine
whether they are penalized or rewarded in fiscal 1981. Tt is reasonable
to assume that many hospitals will act in fiscal 1979 to moderate costs.
where they can, in hope of gaining an incentive payment or avoiding
penalty. '

As a matter of fact, under the bill. the Secretary, in 1978, publishes
advisory information showing hospitals where they would rank if the
program had been in operation. The purpose of this is to give high-cost
hospitals more time to adjust or moderate their operations. '

I seriously doubt that in the relativelv short time between now and
October 1.1978, that hospitals would indiscriminately allow their costs
to go up. If they did so—and remembering that fiscal 1979 is the base
year—those hospitals would run serious risk of having costs deter-
mined to be excessive or disallowed. T also think it important to stress
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that the savings in the S. 1470 approach would derive from moderating
the rise in hospital costs rather ﬁlan the actual difference between the
penalties and the incentive payments. .

Some have engaged in a numbers e saying that my bill would
only save such and such an amount, ”nfortunntely, their cs,lculg,t]ons
are based only on simple subtraction—that is, adding up all the incen-
tive payments and then subtracting that total from the reduction in
payments to excessively high-cost hospitals. I cannot stress too much
that the real savings will come from cost moderation and not penalties.

The reason is that high-cost hospitals will act to bring down their
costs to levels which are fully reim'imrsed. Other hospitals will act to
moderate their costs so as to gain incentive payments or to avoid mov-
ing into the range where a portion of their costs are not reimbursable.
T]%e effect of all of this will be to moderate the average costs of hos-
pitals as they are recalculated each year.

This would occur as the high-cost institutions—those hospitals close
to or above the penalty levels—moderated their costs thereby favor-
ably affecting the average cost which is, after all, determined by calcu-
lating in both the higher and lower cost hospitals.

S. 3205 contained a section establishing a new agency, the Health
Care Financing Administration. That agency was intended to consoli-
date medicare, medicaid, the Bureau of Quality Assurance, and some
minor offices in order to cut redtape, eliminate overlapping and dupli-
cative activities and personnel, and do away with the pancake layers
of bureaucracy which repeatedly hampered effective and timely policy-
making by the operating agencies.

I was more than pleased when Secretary Califano and President
Carter announced that, under administrative authority, they were
establishing the new Health Care Financing Administration. This
was the first major reorganization undertaken. Unfortunately, the
concept I had appears to have lost a great deal in translation.

The new Health Care Financing Administration, as proposed, ap-

rs in large part to represent nothing more than another massive
ureaucratic boondoggle. A boondoggle which occurred because the
dismantling of the Social and Rehabilitative Service—the welfare
bureaucracy—happened simultaneously with the establishment of the
Health Care Financing Administation.

The task force established to develop the structure and functions
of the new Health Care Financing Administration consisted princi-
pally of people—not from medicare, medicaid or the Bureau of Qual-
ity Assurance—but rather from the defunct Social and Rehabilita-
tion Service. In fact. the five-member so-called core staff developing
the reorganization plan came directly out of the Social and Rehabili-
tative Service.

The people from the actual agencies consolidated—medicare, med-
icaid and the Bureau of Quality Assurance—those with primary un-
derstanding of the tasks to be accomplished by the new organization,
were not included in this select “core” group. To no one’s great sur-
prise, what evolved was a top-heavy superstructure designed to not
only assure the survival of all existing grade levels and positions, but
also to provide new opportunities for supergrades as well as provide
the potential for a general escalation of grades at all levels,
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Let me be quite specific. Based on information in HEW memoranda
and from HEW staff directly involved in reorganization activities,
the principal concern of the task force clearly appears to lie far more
with the dismemberment of SRS and not the creation of an effective
and efficient Health Care Financing Administration.

There was the task force concern over how to justify all the person-
nel in view of President Carter’s desire to streamline the Government
and make it more efficient. There was concern over how to broaden the
administrative structure since there was no increase in statutory re-
sponsibilities. There was no discussion, however, of efficiencies—such
as elimination of duplicative jobs—that could be gained by consolida-
tion; this was just not addressed.

One of the first tasks of the reorganization task force was not to
develop a structure that would reflect the benefits of true consolidation
where one chief might serve in place of two; it was to justify super-
ﬁrndes. Under the approach taken, the mathematics of consolidation

id not have one and one equalling two or less but equalling three
or more, It gets worse.

Before the so-called consolidation, the Bureau of Health Insurance,
the Medical Services Administration, the Bureau of Quality Assur-
ance, the Office of Long-Term Care, and the Division of Health In-
surance Studies has a total of exactly 138 supergrade employees. In
fact, there was one vacancy within that total of 13.

Our latest information is that the new Health Care Financing Ad-
ministration will now ask for 29 supergrades, nearly 214 times the
current number. This is apart from the confusing and unnecessary
layer upon layer of staff offices that have been part of the problem in
the past and which prompted me to seek a legislative remedy.

By last count there were 21 divisions and 18 offices being proposed
as part of the Health Care Financing Administration superstructure
and we have not started counting the offices and divisions and branches
of the operating programs, many of which are being upgraded to cash
in on the bureaucratic bonanza.

And there is more—the Medical Services Administration, the
agency responsible for medicaid had a total of 387 central and regional
personnel. But, 568 Social and Rehabilitation Service employees are
coming in on top of medicaid’s 387.

Time after time we have been told by responsible and very much
concerned and outraged HEW employees at all levels that the basic
mission has become one of protecting grades and positions, Our files
show instance upon instance where this new agency is breeding dupli-
cation and overstaffing and not eliminating them as we in the Congress
intended.

The proposed Health Care Financing Administration appears to
be another good idea bogged down in the quagmire of bureaucratic
self-interest. The President and the Secretary could use a little help
from the Congress in dealing with these elements of the HEW bureau-
cracy. It may well be necessary for us to specifically legislate the
organization and staffing of the new Health Care Facilities Adminis-
tration. For that reason, S. 1470 includes the section statutorily
establishing the new agency.
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In fact, the simplest thing to do might be to just.incorporate all
the medicare and medicaid activities into the Bureau of Health Insur-
ance and then rename that agency the Health Care Financing Ad-
ministration. I believe we have a representative range of witnesses
this week.

It is my hope that these hearings will provide the basis for timely
co ional action on necessary chanﬁa in the way Government
conducts medicare and medicaid. As I have stated repeatedly, none
of the provisions in S. 1470 are locked in concrete. Ho , CoRn-
structive changes and improvements will be a product of these hear-

mgenator Dole, do you have a statement that you wish to make?

Senator Dore. Thank you, Mr. Chairman. I have s brief statement.

I am pleased to join with you and other members of the subcommit-
tee, when they appear, to hear comments on S. 1470. I can only echo
much of what you have said, Mr. Chairman, regarding the rapid rise
in health care expenditures, particularly the Federal share of these
expenditures. I, like you, Mr. Chairman, feel that the hearings held
last year on your similar proposal provided us with many constructive
suggestions. The result we have before us today is this bill.

As ranking Republican member of this subcommittee, I am par-
ticularly interested in seeing that meaningful improvements are made
in the medicare and medicaid programs.

We are familiar with the figures which show that total health care
spending comprised 4.5 percent of the GNP in 1950, while today 1t
amounts to approximately 8.8 percent. Projected fiscal year 1978 spend-
ing for medicare and medicaid programs alone account for $47.5 bil-
lion. But the significance stretches beyond those expenditures.

The average American citizen is also required to spend inc i
out-of-pocket costs for health care either directly or indirectly throug|
insurance premiums and taxes. We must recognize that the delivery
system itself is not completely responsible, for generating those infla-
tionary pressures. Rising labor and supply costs, the need to constantly
upgrade equipment and physical facilities, skyrocketing malpractice
premiums, and compliance with proliferation of new regulations have
all contributed.

In my view, the proposal we are discussing today addresses many
of these problems realistically. As a Senator from the State of Kansas,
many sections of which are less densely populated, I understand the
importance of provisions that consider the differenees in hospital needs
because of their differing location, size, and patient mix.

Section 11 which provides incentives for physician practice in low-
fee shortage areas is of special importance to States such as my own,
where physicians are y needed. but where recruitment is difficult.

Mr. Chairman, I join you in welcoming the witnesses who are with
us today and those we will hear from in the next 3 days. I believe that
there is a consensus among the members of the eommittee that no pro-
vision of this legislation is written in concrete. We look forward to
hearing suggestions and possibilities for improvement.

I will be particularly interested in hearing Mr. Califano’s remarks
regarding the proposeg organization of the new health care financing



76

administ ration. I share Senator Talmadge’s concern that as proposed,
the new administration would not only not reduce the bureaucracy but
would add to what has already become the catastrophic illness of our
multifaceted, poorly functioning governmental structure.

For example, it has come to my attention that in the Kansas City
HEW regional office, the social rehabilitation service has 76 em-
ployees. Of these, only 14 have responsibility for medicaid. Under the
new reorganization plans, 36 of the 76 employees are being sent to the
health care financing administration. So above the 14 medicaid em-
ployees, 22 additional social rehabilitation service personnel are being
superimposed. The balance—40—will go to the Office of Human
Development and the Social Security Administration,

Mr. Chairman, I am convinced after hearing your remarks and after
having heard of the instance I mentioned, that the issue of the present
reorganization plans should be considered carefully by our subcommit-
tee. It is quite clear that there are serious problems with the proposed
reorganization of the health care financing administration.

I would respectfully suggest that the subcommittee request the
Comptroller General to evaluate the entire situation and report back to
us within 30 days. I think he should find out whether this new agency
1s developing more as a bureaucratic Frankenstein than as a means of
doing a better job with fewer people.

The Comptroller General should be supplied with all of our com-
mittee files dealing with the development of HCFA. He should be
asked to consult with the Civil Service Commission apart from review-
ing the matter with any Health, Education, and Welfare people he
thinks knowledgeable,

It would also be helpful if the Secretary would agree to hold off with
further implementation of the HCFA until we have all had a chance
to review the report of the Comptroller General.

Mr. Chairman, that concludes my remarks, but T would hope that
there would be some immediate action taken in reference to the sug-
gestion, certainly, of the Comptroller General. I am pleased to be
working with you on this. We just successfully completed a farm bill.
Maybe we can have some luck on the health legislation.

Senator Taryapce. Without objection, that recommendation will be
adopted.

[The following is the formal request of the subcommittee to the
Comptroller General :]

U. S. SENATE, COMMITTEE 0N FINANCE,
Washington, D.C., Junc 1}, 1977.
Hon. ELMER B. STAATS,

Comptroller General of the United States,
General Accounting Office, Washington, D.C.

DEAR Mr. STaATS: On June 7, 1977, during hearings before this Subcommittee,
the Subcommittee, on formal motion. agreed to request your Office to review the
development and organization of the Health Care Financing Administration in the
Department of Health, Education, and Welfare. Subsequently, members of our
respective staffs have been in consultation on this request.

As you know, the concept of bringing the Medicare and Medicaid programs,
health standards activities, and the Professional Standards Review Organiza-
tion program under one organization was inclnded in my bill S. 3205 introduced
in the last session,

Because of my concern that this organization has been attributed to a concept
closely identified with myself, on May 5, 1977, I wrote to Secretary Califano
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expressing my dissatisfdction with respect to the new reorganization. Specifically,
my concerns dealt with— (1) the apparent proliferation of new superagencles,
(2) the fragmentation of authority and responsibility through the submergence
of the principal operating bureaus (Medicare, Medicald, and Health Standards
and Quality), and (8) the proliferation and possible overlapping of staff activi-
ties reporting directly to the Administrator.

By letter dated June 2, 1977, the Secretary responded to my concerns, However,
in the judgment of the Subcommittee, this response was not satisfactory. In
fact, detailed information received by the Subcommittee on Health subsequent
lto tt:;'y May b5 letter has served to reinforce the concerns expressed in that
e .

Therefore, I am requesting the General Accounting Office to make an immedi-
ate review of this new organization with emphasis on the following issues:

A. PROLIFERATION OF BUPERGRADES

1. How many supergrades were authorized in the operating agencies
cogsollldaﬁ?

. Immediately prior to the HEW reorganization, how many supergrade -
tions were authorized in the Social and Rehabilitation Service? %ei?ham,m
many were vacant? With the reorganization on March 8, 1977, the Service was
dishanded and its functions were distributed to the new Health Care Financing
Administration, the Office of Human Development, and the Social Security
Administration. In these organizations (i.e., HFCA, OHD, and SSA) how many
suasiergerg?de positions were designated and how many supergrade employees were
assign

8. We understand that supergrade-level job classifications are subject to
approval by the Civil Service Commission. What is the status of the approval
process—hoth within CSC and OMB—for the supergrade positions being pro-
posed for the Health Care Financing Administration;

4. What has been the result of prior reviews by the Civil S8ervice Commission
of the grade structure of the Soclal and Rehabilitation Service as it pertained
to supergrades as well as Grades G8-14's and 16's; :

B. Of the supergrades being proposed, how many would be assigned to a staff
function as opposed to a line or operation function and does the General Ac-
counting Office believe that the mix would be appropriate?

B. FRAGMENTATION OF AUTHORITY AND REBPONBSIBILITY

1. Obtain the views of key officlals of the operating bureaus as to their role
in the new organization and as to whether they view operating effectiveness
and policymaking enhanced or diminished.

In connection with any interviews, it would be appreciated, where requested
by the individual concerned, that confidentiality as to his identlty be observed.

2. Over the years a basic problem at HEW has been the timely promulgation
of regulations pertaining to '‘the health programs. If possible, please provide a
flow chart ehowing how proposed regulations dealing with (a) reimbursement,
and (b) Professional Standards Review, would be developed through the hier-
archy of the new Health Care Financing Administration.’

8. Historically, the heads of the operation bureaus for Medicare and Medicaid
have been authorized to submit program related instructions to intermediaries,
to carriers, and to the States. Will this authority remain or will it be diluted
under the new organization? Specifically, what will be the authority of the
Bureau operating heads with respect to developing and signing correspondence
to members of Congress and the public, and what will be thelr authority and
responsibility in issuing instructions to contractors and State agencles?

4. To what extent will staff offices (such as the Assoclate Admlinistrator for
Policy, Planning and Research) be involved in the flow of official communications
between the Burean heads and the Administrator or Deputy Administrator?

[+8 PBOMATIi}H AKND POSSIBLE OVERLAPPING OF STAFF ACTIVITIES

1. Identify any evidence of duplication or overlapping from the functional
statements of the various offices and Bureaus, and divisions of the Health Care
Financing Administration.

2 Does the General Accounting Office see any opportunities to combine or
consolidate any of the offices or divisions of the new organization?
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3. Is there any evidence that the structure was designed to accommodate
grades and personnel rather than to serve to enhance fuuctional efficiency in
timely policymaking and operations?

4. Is there any evidence of duplication or overlapping of stated functions
between the Bureaus' ollices and divisions of the Health Care Financing Adminis-
tration and the similar organizational elements of other organizations within
HEW? For example, what functions of the Associate Administrator for Policy
Planning and Research in the Health Care Financing Administration are dupli-
cated or overlap among the functions of the Office of the Actuary in the Social
Security Administration, and the National Center for Health Statistics and the
National Center for Health Resources Research in the Public Health Service?

Our current bill, 8, 1470, proposes reforms of the administrative and reim-
bursement procedures for Medicare and Medicaid, including a provision for the
legislative establishment of a Health Care Financing Administration. There-
fore, it is requested that you or your representatives be prepared to provide
the results of their review no later than July 18, 1977 for the Subcommittee's
consideration in connection with 8. 1470. We realize that many of the issues
pertaining to the HEW reorganization involve judgments; nevertheless, because
of your staff's extensive experience in auditing the administration of the health
programs involved, their views would be of obvious value to the Subcommittee.
In this connection, we noted that, in his testimony of June 7, Secretary Califano
also welcomed this study of the HEW reorganization which includes the estab-
lishment of the Health Care Financing Administration.

Quite simply, the basic questions are: Does this organizational structure en-
hance or impair effective and timely coordinated policymaking and operations?
Are duplicative or parallel functions and jobs consolidated or eliminated at
central and regional levels?

With every good wish, T am

Sincerely,
HerMAN E. TALMADGE,
Chairman, Subcommittec on Health.

Senator Tararance. Do you have a statement, Senator Danforth?

Senator Daxrorta. No, thank you, Mr. Chairman.

Senator Taraance. The subcommittee is indeed honored to have
the distinguished Secretary of HEW this morning.

Mr. Secretary, you may proceed in any manner that you see fit.

STATEMENT OF HON. JOSEPH A. CALIFANO, JR. SECRETARY,
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Secretary Cariraxo. Thank you, Mr. Chairman.

It is always a pleasure to see you and Senator Dole and Senator
Danforth. T would like, Mr, Chairman, to submit my entire statement
for the record. T will read some excerpts of it. )

I appreciate the opportunity to appear before this distinguished
Subcommittee on Health to discuss S. 1470, the proposed Medicare-
Medicaid Administrative and Reimbursement Reform Act.

I would like to make some general comments on S. 1470. Then per-
haps I will direct some comments to the remarks of the chairman
and Senator Dole, )

Last session. the Finance Committee, through this subcommittee,
again provided leadership in identifying serious problems and devis-
ing needed reforms in the Nation’s health care system. _

In less than 6 months in office, we in the new administration have
moved to support or to implement the most urgent of those reforms.

First, in the 94th Congress, you introduced legislation to remedy
serious problems created by fraud and abuse in the medicare and
medicaid programs. You recognized that fiscal integrity and sound
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management, practices must characterize these programs if they are
to enjoy the trust and confidence of the American people.

This year, the fraud and abuse legislation has been introduced
separately in both houses of Con, with strong endorsements from
the President and from me. That legislation sﬁould soon pass the
House and we look forward to the opportunity to urge its passage in
the Senate.

Second, your health care reform legislation in the 94th Co:
proposed establishment of an Inspector General for Health within
the Department of Health, £ducation, and Welfare. That proposal—
expanded so that the jurisdiction of the Inspector General includes
all programs of HEW—became law last year, and we have acted
quickly to implement it.

The new Inspector General, Tom Morris, and the new Deputy
Inspector General, Charles Ruff, are men of superb qualifications who
have been moving swiftly to organize their office and to begin the
vital work of reducing fraud and abuse in HEW’s prograims, especially
in the Department’s health programs.

Third, you have proposed, both last session and in the present
Medica.re-i[edicaid Administrative and Reimbursement Reform Act,
that the health care financing functions of the Department be con-
solidated into a single administrative structure.

President Carter endorsed this concept early in the presidential
campaign. As you know, less than 60 da.zs after assuming office, I
effected this much needed reorganization through administrative ac-
tion. As I noted at_the time of the reorganization, we are deeply
indebted to the work of this subcommittee and to the illuminating
hearings that you held last year on the problems of health care
financing.

We have high expectations for this element of the Department’s
reorganization. The Health Care Financing Administration should
significantly improve the effectiveness, efficiency and responsiveness
of medicare and medicaid by coordinating the policies and practices
of the two programs and by eliminating, or reducing, unnecessary
and costly duplication in their operations. .

By joining these programs under one administrative structure, we
should also realize important economies through reduction of fraud,
abuse and leakage. I have with me Mr. Robert Derzon, one of this
Nation’s outstanding hospital administrators, with tremendous experi-
ence in New York City and in San Francisco, who was sworn in as the
head of the Health Care Financing Agency last week. I am delighted
that Mr. Derzon agreed to disrupt his family and personal life. He
has been in San Francisco a relatively short time. )

Wae searched long and hard for someone for this task. He is un-
questionably the finest person in thig country to do it. He did a
spectacular job in New York City and in New York State, and he
will, in tyjudgment, vindicate all the glowing reports that we received
when we checked him out around.the country, as he takes over this
agency and puts it into motion.
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I also have with me Ms. Karen Davis, Deputy Assistant Secretary
of HEW for Health in the office of the Assistant Secretary for Plan-
ning and Evaluation.

Senator Taryapee. I am delighted to have both of them before the
committee.

Secretary Cavrirano. We believe that the structure presently con-
templated 1s an appropriate first step in the development of a sound
HCF A organization, and that it will be fully consistent. with the intent
of your health care financing proposal. At this time, it is essential that
we continue to have flexibility to adapt organizational structure to
the programmatic needs that emerge from practical, day-to-day ex-
perience. We do not, therefore, believe that legislation establishing
HCFA is necessary to achieve the desirable goals of consolidating
medicare and medicaid administration.

Mr. Chairman, there is another problem identified in the proposed
Jegislation that the administration views as being of the greatest
urgency—the methods by which hospitals are reimbursed for services
provided to medicare and medicaid beneficiaries and the skyrocketing
Increases in hospital costs that are caused, in substantial part, by
present reimbursement methods.

I would like to devote much of my remaining testimony to this
fundamental issue because it is a matter of signal importance and
because the President has proposed legislation, the Hospital Cost
Containment Act of 1977, which also addresses the problem.

As you noted when introducing S. 1470, the administration bill is
a stopgap, transitional measure that complements the long-term strue-
tural reform contained in the Medicare-Medicaid Administrative and
Reimbursement Act.

As this subcommittee knows well, the medicare and medicaid pro-
grams presently reimburse hospitals for reasonable costs incurred in
providing services to program beneficiaries. This retrospective pay-
ment method has proven to be highly inflationary, because reimburse-
ment. simply covers rising hospital costs, however unneccssary or
wasteful those costs may be. By reimbursing hospitals for most in-
curred costs, this method provides virtually no incentives for
efficiency.

As this subcommittee also knows well, this method of reimburse-
ment—vwhich also applies in other health programs—has contributed
to rampaging inflation in the hospital industry, which constitutes 40
percent of health care costs. If we take no action now, total health
expenditures will double between 1975 and 1980; hospital costs paid
by medicare and medicaid will double even sooner; total hospital
spending could reach $220 billion by 1986 ; and the share of the Federal
budget that goes to hospitals will rise steeply above the present 9 cents
of every dollar.

Mr. Chairman and members, we must either take some fairly
stringent action or find the way to pick up the tab through increased
taxes onthe American taxpayers.

Section 2 of S. 1470 would establish a prospective reimbursement
system for hospitals participating in medicare and medicaid. In
essence, this is accomplished by classifying hospitals according to
bed size and type and by establishing prospective limits on per diem
routine operating costs for hospitals in that group.
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We believe that the concepts underlying section 2 of the proposed
legislation are sound and another testament to this subcommittee’s
foresight. Reimbursement of hospitals must be shifted from retrospec-
tive to prospective; prospective limits on hospital costs should be based
on different types of hospitals; and these limits should encourage
efficiency and penalize inefficiency. These concepts, as the President
has stated, must clearly be part of meani ui il )

But, although we support the concepts underlying section 2 hos-

ital reimbursement requirements, let me share with you some of the
gifﬁculties we have with that provision as presently drafted.

First, the provision applies only to medicare and medicaid pay-
ments, which constitute about one-third of hospital spending nation-
wide. Holding down medicare and medicaid payments alone could
simply encourage hospitals to refuse these patients, to provide such
patients with second-class care, or to transfer their costs to other
pa.ﬁ»rs.

r. Chairman, I was delighted to notice in your opening statement
that you would consider extending coverage to all hospitals. In Colo-
rado, for example, where the State im limits solely on medicaid,
other hospital costs in that State rose by 40 percent. So if you do not
cover it all, there will be a balloon—it is like putting your hand on
one part of a pillow and watching the rest of it blow out.

Second, we do not yet have adequate data or methodologies to
classify hospitals according to relevant cost-based characteristics—and
such a classification is, of course, necessary for a sound, long-run
prﬁective reimbursement system.

though section 2 significantly improves on the present method of
classifying hospitals—which is required under section 223 of the
Social Security Amendments of 1972—by using local wage base data
as an im¥orta.nt variable, we simply do not have such data at present
for most localities in the United States.

I do not know how long it will take to get such data. I know that
most of the data cha.n%m we made in the m1d-60’s were requested from
the Bureau of Labor Statistics and the Commerce Department. They
were not in effect for several years.

A sound classification should take into account not just bed size
and types of hospitals, as proposed in the bill, but also the types of
patients in hospitals of equivalent size and type. Obviously, a 200-bed,
short-term general hospital with a large fraction of obstetrical patients
will have different costs than a 200-bed short-term general Eospital
with a large fraction of cardiac patients. Unfortunately, we presently
lack the methodology to classify hospitals by types of patient—that is,
by the type of diagnostic patient case mix.

Similarly, the bill proposes that “teaching” hospitals constitute one
of three types of hospitals—along with short-term general and spe-
ciality ho?itals. Again, we presently lack an agreed-upon method-
ology for determining whether, and to what extent, an institution is a
“teaching hospital.” ;

We do not believe that these are insurmountable barriers to a sound
prospective reimbursement classification system, and we look forward
to working with you to develop such a system. But these difficulties are
real obstacles in the short term.
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Third, and related to the point immediately above, section 2 covers
only about 3540 percent of present hospital costs and does not in-
clude such critical expenditures as capital costs, education and train-
Ing costs, malpractice insurance expenses, energy costs, and so-called
ancillary costs—for example, the costs for expensive operating rooms
or high-priced X-ray machines. Hospitals may be able to circumvent,
section 2’s restraint on a limited proportion of their costs by shifting
costs to other. uncovered areas—for example, ancillary costs—or by
Increasing the lengths of patient stays.

I was delighted, again, to notice in your opening statement a flex-
ibility to extend the coverage of this legislation should we, or others,
be able to convince the subcommittee that that is an important thing
to do.

Senator TaLmapce. We would be delighted to have your recom-
mendations in that regard, Mr. Secretary.

Secretary Cavirano. Thank you, sir.

Fourth, we seriously question whether a specific classification sys-
tem should be actually written into a statute, Even when we are able
to devise an adequate classification system for prospective hospital
reimbursement, we will be continually refining our data and meth-
odologies. Flexibility should be buil into the statute to allow for
improvements without additional legislation.

Fifth, section 2 does not place a limit on actual increase in hospital
costs over time but instead bases its limits on the average costs for
types of hospitals. Thus, if all hospitals increase their costs substan-
tially from one year to the next, this provision would permit reim-
bursement to rise accordingly.

The skyrocketing, 15-percent-a-year increase in hospital costs would
continue interminably.

Finally, section 2, while pointing the way toward sensible changes
in reimbursement. techniques, will not, in our judgment, effectively
control costs in the immediate future. Indeed, our preliminary, rel-
atively conservative estimates indicate that section 2 could cost up to
$50 million more in fiscal year 1978—even if it could be fully im-
plemented—than the present cost-limiting provisions already in law.

Not only could section 2 add as much as $50 million to President
Carter’s fiscal year 1978 budget, but its costs appear to increase with
time—to approximately $55 million in fiscal year 1979, $64 million in
fiscal year 1980, and $75 million in fiscal yvear 1981,

If modifications could be devised to meet the difficulties discussed
above, however, then we would expect substantial long-term savings
from section 2.

I might note, Mr. Chairman, in view of your opening statement,
the professional actuaries who did the analysis included a factor for
the effect of incentives, I will submit for the record all of their de-
tailed work, because I think it would be helpful for your experts to
look at what our professional people have done.

Senator Tararapae. We would be pleased if you wonld submit that
data, Mr. Sccretary.

Secretary CaLivaxo. Thank you, Mr. Chairman.

[The following was subsequently supplied for the record :]
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JUKE B, 1977.
Note to the files,
Subject : Summary of selecbed Talmadge bill (8. 1470) provisions and cost esti-
mates for HI.
Following is a brief description of the provisions of 8. 1470 which are expected
to have a significant impact on HI, the expected financial impact of such provi-
sions, and the principal assumptions underlying these estimates.

1
BECTION 2—REIMBURSEMENT FOE ROUTINE OPERATING COSTS OF INPATIENT HOSPITAL
BERVICES

A uniform system of accounting and cost reporting would be established, and
hospitals would be classified by bed size, type of care, etc. Routine operating
costs (l.e., costs other than capital and related costs, education and training
costs, intern-resident-physician costs, heating and cooling energy costs, mal-

pracitce insurance costs, and ancillary service costs) would be reimbursed on the
following basis :

(a) An “adjusted per diem payment rate for routine operating costs” would be
established for each classification cell, based on average routine operating costs
for the cell and adjusted for price increase.

(b) A hospital which has actual routine operating costs greater than or equal
to this rate would receive its actual costs, subject to 2 maximum of 120 percent
of the greater of (1) the rate for its cell and (2) the rate for the cell in the
nearest bed-size category

(c) A hospital which has actual routine operating costs less than the “adjusted
payment rate” would receive itg actual costs plus the lesser of (1) 560 percent
of difference between actual costs and the payment rate and (2) 5 percent of the
payment rate.

Certain other adjustments and exclusions are identified in the bill

This section of the bill would be fully effective for hospital fiscal years begin-
ning with flacal year 1981, The following estimates illustrate the impact of this
gsection without regard ta the implementation schedule, based on a fully imple-
mented, full-year, incurred basis:

COST IMPACT

{in millions]

implementa-  Elimination
tionofS. 1470 of sec, 223 Net impac

—Pﬂ -Hlss +u5
—100 I
—120 175 55
—140

—160 230 - 70

The above estimates, both for Section 228 and Section 2 of 8. 1470, were
based on distributions of Medicare hospital routine cost per day amounts by bed
size, metropolitan-nonmetropolitan, and other classifications. Specific recognition
was given to (1) the types of costs excluded from coverage and the various
exception or adjustment provisions under 8. 1470 and (2) the exception catego-
ries under Bection 228. The net result is a reduction in average hospital reim-
bursement levels of 0.5 percent under 8. 1470 (a reduction of 1.2 percent due to
the upper limit, partially offset by a cost of 0.7 percent due to the incentive pro-
vision) versus ‘0.7 percent under Section 223, Although the 120 percent limit
under Section 2 is more stringent than-the present Hmitation under Section 223,
the “incentive” provision offsets a part of this higher level of savings; this results
in lower total savings than under Section 228.

SECTION 3—PAYMENTS TO PROMOTE CLOBINGS OR CONVERBION OF UNDERUTILIZED
FACILITIES

Capital and increased operating costs associated with the approved closing or
conversion of underutilized bed capacity or services would be recognized as
reasonable costs for reimbursement purposes.
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This section of the bill would be effective upon enactment, with applications
for approval to be accepted beginning with January 1, 1975, but with a maximum
of 50 approvals to be granted prior to January 1, 1981. The following estimates
illustrate the full impact of this section, without regard to the 50-hospital limit :

Cost impact

Fiscal year: (millions)
Lt g RS RS SRR SR S e — - $—85
TOTY: cascsr o s Fali s G e e e S S —100
O e e e e e e —115
198] s e ——————————— —135
198 e —155

These estimates were based on a distribution from a 500-hospital sample of
the number of hospitals, the number of hospital beds, and the amount of hospital
expenses by occupancy rate. A target minimum occupancy rate, for purposes of
this section, was assumed to be 70 to 75 percent; a reduction in the supply of
beds nationally of about 5 percent would result if all hospitals were raised to
this level by reducing the number of beds maintained. Partial or full closing was
assumed to be practicable in settings accounting for 14 to 1% of these beds, on
a dollar-weighted basis (i.e., reflecting the fact that the bulk of the hospitals
with the lowest occupancy rates tend to be smaller hospitals with relatively low
levels of cost, where closing tends to be less feasible). The marginal savings be-
tween (1) maintaining an empty bed and (2) ceasing to maintain such a bed but
recognizing certain residual costs was assumed to average 20-30 percent, based
on the hospital expense categories that could be reduced or eliminated. The net
result is a potential level of savings of about 0.5 percent, under full implementa-
tation and full participation by the hospital sector.

BECTION 46—RATE OF RETURN ON EQUITY FOR PROPRIETARY HOSPITALS

The rate of return on equity recognized by the program would be increased
from 1% times to 2 times the current interest rate on trust fund assets.

The section of the bill would be effective upon enactment, applicable to hospi-
tal fiscal years beginning after the month of enactment. The following estimates
illustrate the full impact of this section :

Cost impact

Fiscal year: (millions)
A i i i e AR T S e e $30
TOTE i o s i s i S e 33
FOR0: o c v s s ST T e e ey 36
OB e emurarnmrnpn s nss s s s e S S 40
L e M Sy et S e it R e S AN . +H

These estimates were derived from data collected from a sample of Medicare
cost reports for proprietary hospitals and from data published by the American
Hospital Association on investor-owned short-term hospitals,

RoxALD HARRIS.

TALMADGE BILL (SUMMARY OF ASSUMPTIONS USED FOR PART B ESTIMATES)
SECTION 10 (ADMINISTRATIVE COST SAVINGS ALLOWANCE)

Based on a National Center for Health Statistics survey and SMI program
experience, i t is projected, that there will be 7 physician visits per SMI enrollee
during fiscal year 1978. 25% million SMT enrollees are projected for fiscal year
1978, Approximately 55 percent of SMI ¢laims are submitted on an assignment
basis. Therefore if $1 is to be paid for each visit paid under assignment, the cost
would be %30 million for the three months that the provision would be effective
in fiscal year 1978 and $115 million during the full year, fiscal year 1979.

SECTION 11 (NEW PHYBICIANS IN SCARCITY AREAS)

Allowing new physicians in scarcity areas to establish their customary charge
levels at the ¥5th percentile rather than the 50th percentile would add about 20
percent to present law reimbursement levels to those new physicians. This esti-
mate is hased on data from a survey of customary charges in Arkansas. From
“The Supply of Health Manpower,” it was estimated that 12 percent of new
physicians (1700 in fiscal year 1978) would be working in scarcity areas. The new
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physicians will be receiving an estimated $13,000 per year in reilmbursement from
Medicare in fiscal year 1978. Therefore, the incurred cost of this program for
fiscal year 1978 is $5 million. .

Section 11 (Statewide prevailing charge limit to locally prevailing charges).
By denying the automatic, yearly adjustment to any prevailing charge level
which is more than 114 times the statewide prevailing, a savings of approxi-
mately 1.6 percent of current physician expenditues would be achieved.

This estimate is based on an analysis of the 1077 prevailing charge levels and
the 50th precentile levels in a sample of high frequency procedures for five states.
Based on estimated current law physician expenditures of 515& in fiscal 1978 the
provision would save $80 milllon. ;

BECTION 12 (REIMBURSEMENT FOR PATIENT B. & D.)

The change in the reimbursement procedure for inpatient radiology and
pathology will affect only those physicians billing Medicare directly. Non-par-
ticipating physicians will be reimbused at 80 percent rather than 100 pereent.
An estimated $200 million is projected for fiscal year 1978 for a total
R. & P. expenditures paid directly. Assuming a 50 percent assignment rate for
hospital based physicians there will be a savings of $5 million in 3 months of
fiacal year 1978 that the provision would be effective, and $25 million in the full
fiscal year 1979.

Summary of provisions and cost estimates for BMI

1. Administrative cost-savings allowance (section 10)—$1 per eligible patient
would be payable to a participating physician, which would cover all services
billed for a patient included in a multiple billing listing. Effective July 1, 1977.

Cost

Fiscal year: (millions)
1978 - $110
1979 —_— 180
1980 ce e —————— 150
1981 166
1982 180

2. New physicians in scarcity areas (section 11)—New physicians in localities
with low fee levels would be permitted to establish their custémary charges at the

75th percentile rather thau the 50th. Effective upon enactment. -
o8

Fiscal year: (millions)
1978 % = $6
1979 i b
1980 = b
1981 . b
1982 1]

3. Statewide prevailing limit to locality prevailing fees (section 11)—The
statewide prevailing fee would be the 50th percentile for all customary charges
in the state. If any prevailing charge in a locality is more than %3 higher than
the statewide prevailing, the locality prevailing would not be automatically in-
creased each year, Effective upon enactment.

Savings

Fiscal year: (milliona)
1978 -- 880
1979 95
1080 - 110
1981 SR 120
1082 130

4. Reimbursement Hmit for inpatient R. & P, (section 12)—Reimbursement for
inpatient radiology and pathology will be 100 percent only for participating
physicians (i.e., those agreeing to accept assignment). Nonparticipating physi-
clans will be relmbursed at 80 percent. Effective July 1, 1978.

; Havings
Fiscal year: _ (miliiona)
1978 $20
1979 — 25

588

1960
Bee
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5. Liberalized coverage of ambulance services (section 41)—Currently, ambu-
lance service to a hospital outside a patient's locality is covered if the hospital is
the nearest institution with appropriate equipment, personuel, and with the
capability to provide necessary services. However, ambulance service to n more
distant hospital solely for the services of a physician in a specific speciality does
not make the hospital the nearest with appropriate facilities.

The proposal includes ambulance service to a hospital for the services of quali-
fied medical personnel. Effectve first calendar month beginning after date of
enactment.

Cost—no more than $2 million.

Secretary Cavnirano. For these reasons, Mr. Chairman, I share your
views that the President’s proposed Hospital Cost Containment Act of
1977 is complementary to S. 1470. The administration’s cost contain-
ment proposal is a transitional program, designed to restrain the in-
tolerable current rate of increase in hospital costs and to gain the time
necessary to work out some of the difficulties that we ~cc i the present
version of section 2’s hospital reimbursement reforms.

As you know, the President’s bill limits increases in total hospital
inpatient revenues to an annual rate of about 9 percent, beginning in
October 1977. The program would cover the inpatient revenues of
about 6,000 acute care and speciality hospitals, but exclude long-term,
chronic care and new hospitals.

The basic limit would be set by a formula reflecting general price
trends in the economy with an increment for increases in services.
Each cost-based third party payor would apply the limits in interim
and final payments, and would monitor hospitals for compliance with
respect to its own subscribers.

Under present estimates, the savings resulting from implementa-
tion of the Hospital Cost Containment Act would be approximately
$1.9 billion in fiscal year 1978—including $657 million in medicare
and Federal medicaid and $879 million in private funds. By fiscal year
1980, net savings would nearly triple to over $5.5 billion, including
$2 billion in medicare and Federal medicaid and $2.6 billion in private
funds.

Thus, Mr. Chairman, as you stated on May 5, 1977, when introduc-
ing S. 1470, the Medicare-Medicaid Administrative and Reimburse-
ment Reform Act “represents a long-term basic structural answer to
the problem of rising hospital costs, whereas the administration is
calling for a short-term interim cap on revenues to be in place only
until a long-term solution can be established.”

‘We recognize that our proposal is only a short-range measure, but
it is no less necessary for being short-term and can serve the critical
function of simply, quickly and effectively curbing the intolerable rise
in hospital costs.

While I will not attempt to describe the administration’s cost con-
tainment proposal in any great detail at this time, Mr. Chairman, I
would like to take this opportunity to respond to several specific ques-
tions and concerns you expressed about the administration proposal
in your statement introducing S. 1470.

You expressed concern that the administration proposal might es-
tablish a floor rather than a ceiling. Initially, when we were devising
the proposal, I was worried about that, but I do not believe that hos-
pitals will increase their revenues to the 9-percent allowable limit un-
der our program. Experience with the economic stabilization program
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indicates that a substantial fraction of hospitals kept costs and rev-
enues within the limits imposed and did not automatically increase
them to the maximum extent allowable. ) - ;
Similarly, approximately one-fifth of all hospitals now voluntarily
keep their cost increases below ‘i[pement annually even th they

are not required by law to do so. Moreover under our plan, we have in-
cluded Etglmons which would reward those hospitals coming in be-
low the limit in any given year.

Mr. Chairman, you also indicated some concern that our exceptions
are excessively generous. )

We believe that we have restricted exceptions to enly those condi-
tions genuinely meriting some flexibility. There are only two basic
grcnmg for exceptions—major changes in patient loads—more than a
15-percent increase in admissions—and major changes in new capital
facilities or equipment.

In both cases local health systems agencies would have to approve
exceptions. The hospital would also have to demonstrate that it had
current assets less than apfmximately twice its current liabilities, and
therefore was in need of additional revenue to make those major
chan,

We also permit an optional adjustment for increases in wages of
nonsupervisory employees. W have not been the driving force in
hospital costs increases. Historic trends in hourly increases have been
7.2 percent for hospital nonsupervisory workers for the past 6 years.
Even assuming that these wages should increase at a rate of 9.5 percent,
the allowable revenue limit would be increased by less than a percent-
age point. This provision is important to protect low-wage hospital
workers from any adverse impact of cost constraints and to recognize
that their average wages y still are 15 Eercent below the wage
for the average wage for nonagricultural workers in our economy.

You also expressed some reservations about our program’s differen-
tial impact on efficient and inefficient hospitals.

‘We do not believe our program penalizes efficient hospitals. Efficient
low-cost hospitals should not need increases greater than 9 percent. It
is true, however, that our program does not eliminate all of the waste
and inefficiency in the m. As I indicated earlier, one of the major
technical deterrents to doing so is the lack of an adequate classification
system for distinguishing efficient and inefficient hospitals. But our
plan would penalize those inefficient hospitals whose costs are currently
rising at a greater rate than 9 percent and put us in much better posi-
tion to ferret out remaining inefficiency in a long-term solution along
the lines you have pn:md.

Furthermore, the inistration proposal does build in & number of
rewards for hospitals which choose to become more efficient.

Hospitals that close unnecessary facilities or eliminate duplicative
equipment would have revenues for these services retained in the base—
if the HSA approved discontinuance of these services. Thus, the hos-
pital would be permitted a greater than 9-percent increase on remain-
ing services.

Hospitals that work with their medical staffs to eliminate unneces-
sary tests, admissions, or days of stay would be permitted higher allow-
able revenue per unit of service—since our limit is on total revenue
increases.
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Mr. Chairman, you also indicated some concern about starting
with a transitional cost containment program and then moving to a
longer term system. As noted, we feel strongly that thp problem of
rising costs is of such disastrous proportions that we simply cannot
wait for a perfect solution before acting. It is important, however, to
provide for an orderl%r evolution. We have designed our transitional
program so that it will be compatible with a number of more funda-
mental structural reforms of reimbursement methods, including the
types of incentives for improved efficiency contained in your bill.

Finally, I would like to respond to one other query about the ad-
ministration’s program—namely, that any slowing of the rate of in-
crease in hospital costs can only be achieved by lowering the quality
of patient care.

hat is absolute nonsense.

Mr. Chairman, your subcommittee has contributed significantly to
our understanding that more is not always better in the health care
system. Unnecessary medication, hospitalization, testing, and surgery
can be positively harmful to health and can constitute poor health care
policy. Our program provides a strong economic incentive for hos-
pitals to work with professional standards review organizations to
curtail this unnecessary utilization. Unlike the current cost reimburse-
ment system, our program would reward the hospital which chooses
to reduce the length of patient stay or reduce unnecessary admissions.

Mr. Chairman, one of the most important points related to the care,
to the impact of our program on hospital care, is the fact that some
hospitals in this country have become so obese that they are literally
endangering the lives of the patients that they serve.

Both title I and title IT of our plan would provide strong incentives
for hospitals to reduce unnecessary specialized facilities. For ex-
ample, studies have shown that to maintain minimum standards of
quality, a cardiac center should perform four to six cardiac operations
weekly. Over 80 percent of all hospitals performing cardiac surgical
procedures do not meet this requirement. In fact, an independent study
of a Massachusetts hospital. where 49 percent of open-heart surgery
patients died during the period 1968-1975—an unusually high death
rate—concluded that an inadequate number of open-heart operations
at the hospital, and the resultant inexperience of the cardiovascular
team, contributed to the poor results.

The administration’s proposal can help eliminate underutilized
cardiac care facilities, promote regionalization, and thus improve
patient care.

Another area where substantial cost savings would be achieved with
an actual improvement in qualitv of patient care in inhalation ther-
apy. Mr. Chairman, vour staff has alerted the Nation to alarming
improper professional practices in this area. One study indicates that
approximately $500 million could be saved by eliminating those in-
halation therapy procedures which are of dubious benefit.

In sum, with the help of this subcommittee, we have identified over
%5 billion in savings that can be achieved without harming patient
care. A “fat list” of those wasteful or unnecessary items which could
be trimmed back without affecting quality of care is appended to my
statement.



89

For these, and for other reasons that I will hopefully detail before
this subcommittee when it considers the Hospital Cost Containment
Act of 1977, we believe that the administration’s proposal is a neces-
sary precursor to the major, structural hospital reimbursement re-
forms set forth in S. 1470. -

Mr. Chairman, I will submit the rest of my statement for the rec-
ord. I can either comment on some of the points that you made in
your opening statement if you would like me to, or refer to one or
two other items in your legislation that we think we should deal with
directly, and also comments on Senator Dole’s statement.

Senator Tarmapce. That would be fine.

Secretary Carirano. As far as the Health Care Financing Agency
is concerned, I wrote you a letter on June 2, which I am not sure you
have yet received. I would like simply to make a couple of points
from that letter.

One, the number of supergrades moving throughout the Depart-
ment to the Health Care Financing Agency, those available to move
into that Agency, is 28. We intend to use only 22 of those super-
grades, and possibly an additional 5 in the regions.

If we do not need the five supergrades in the region, there will ac-
tually be a reduction.

The programs that HCFA will deal with involve $40 billion in
Federal Funds and $10 billion in State funds—$10 million beneficiar-
ies, sensitive beneficiaries—the old and the poor—and 4,200 employees.
I think that is a remarkably small number of supergrades to deal
with an organization of that size.

As you well know, there are many organizations in this Govern-
ment with a much larger number of supergrades. One example, in an
area with which you are familiar, is the Foreign Agricultural Serv-
ice, which has 20 supergrades, 751 employees and a $43 million budget.
It has, in effect, one supergrade for every $2 million. We have less
than one for every $2 billion.

I think we need talent at the top of this Government. I have spent
a large part of my time since I became Secretary trying to recruit
that talent, and we need the grades to get that talent.

Also, as you know, the supergrades have to be justified independ-
Bllllt]y with the Civil Service Commission and they will be submitted
there.

I think we are doing as well as we can in that arena. I think it is
a very modest request. I was surprised when ultimately we were able
to hold to that number of supergrades, compared to the rest of the
Government. I would be happy to compare that agency with any
number of agencies in the Government.

Secondly, as far as the comment of Senator Dole regarding having
the Comptroller General look at HCFA is concerned, I would be
happy to have the Comptroller General do anything in HEW. I am
trying to build the Inspector General’s Office into our own Comp-
troller General, if you will. You will remember that from my con-
firmation testimony, and I am moving in that direction.

The organization of HCFA has moved along. I do not think there
is any reason to stop the reorganization, pending that examination.
It would have a very serious and deleterious effect on the beneficiar-
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ies of these programs and our ability to meet the cost savings goals
that we are setting.

Further, with the creation of HCFA and the other elements of the
reorganization, I amn trying to save about $1.8 billion between now
and 1981, then $2 billion a year beginning in 1981, as a result of our
reorganization, and I am pressed very hard to keep it on track and
get 1n place the kinds of things that we need in place to meet these
savings goals.

I would be delighted to have Mr. Staats and his people. One of the
first things I did after I became Secretary of HEW was to ask the
(‘omptroller General to come over with his top people to examine
HEW, and I spent hours with him and found out all of the prob-
lems that they felt were there, all the changes they thought could be
made. They are an extraordinarily able group of people. They were
very helpful to me then; perhaps they can be very helpful again in
this and other areas,

Senator Dore. Thirty days more would not disrupt your progran.

Secretary Carirano. No, I think we will have to go forward with
the program. The thing is just on track, like a PERC systemn, the
Navy system, where vou set up points moving to something very
large and complex. We are moving.

There are 15,700 people who are being changed as a result of this
reorganization. It is a very complex organization. It will be comn-
pleted within the next 10 days, 10 or 15 days. I think that it would
be very wrong to delay that, but I would be delighted to welcome the
Comptroller General—there is nothing that will, in any way. inhibit
the Comptroller General’s study or inhibit us in acting on any of his
recommendations that are helpful.

Indeed. I think you will find that many of the suggestions that the
Comptroller General and his people made to me in the meetings I
had with them shortly after I became Secretary are indeed being in-
corporated in the rcorganization of HCFA and the reorganization
of other elements of the departments of HEW.

I share the subcommittee’s concern. I share the concern of every
committee in the Congress that looks at HEW that this Department
needs to be better managed. I have devoted a substantial amount of
time to relatively obscure management questions. For example, I dis-
covered that there was no procurement system in HEW. We had a
system in which we gave out $7 billion a year in grants and contracts
and had no procurement, no true procurement system, nothing com-
pfaﬁrable to NASA, for example. We had no certified contracting
officers.

I put into place 3 weeks ago, after weeks of work, the first procure-
ment system for training those officers, a system for establishing a
cadre of trained people, a system, I hope, that will increase competi-
tive bidding on our contracts and grants and displace some of the sole-
source procurement.

The Department has several management problems. I am trying to
address them.

The investigations undertaken by the committees of the Congress,
including this committee and the Senate Human Resources Commit-
tee over the past several years, have provided ample suggestions and
identification of many of these problems. I am trying to move as fast
as T can on them.
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I want this Department to be a model of efficiency in this Govern-
ment. I intend to exert every energy I have in that direction.

Mr. Chairman, I will make two other comments, and I will then
insert the rest of my statement in the record. These are larger matters
of concern. One is a provision in the bill not directed at the reimburse-
ment area, the provision for the secrecy of the payments made to
doctors which would prohibit the Secretary of HEW from making
available to the public and the press under the Freedom of Informa-
tion Act or otherwise, the amounts of money paid to individual doc-
tors by medicare. We strenuously object to tgat provision. We believe
that sunshine is the greatest disinfectant for health care.

Senator TAryapce. Would you yield at that point?

Secretary Caviraxo. Yes.

Senator Tarmapce. Would you guarantee the accuracy of the re-
port? We inserted that provision in the bill because there has been
Inaccurate information.

Secretary Carrrano. We have taken steps. I deeply regret the list
that went out. It was not in many respects an accurate list. I expressed
that regret directly to Dr. Samson of the AMA. We have taken steps
to improve that.

At this time, in addition to an examination of our whole computer
system, and of the computer systems of our payors, we are setting in
motion a system of sampling payments made to individual doctors
throughout the year, and before we release a list in the future we will
be checking with the people who are being paid.

Senator Taraapge. If you can guarantee the accuracy, I would have
no objection to deleting that provision in the bill.

Secretary Carrrano. Thank you, Mr. Chairman. It is important that
the American people know who is getting their tax money.

The other point, Mr. Chairman, relates to the provision in the bill
that would permit profitmaking hospitals to increase their profits.

Presently, profitmaking hospitals under legislation are permitted
a profit rate of 1.5 times the long term Treasury bill rate. The long
term rate on Treasury bills is now 7 percent. They are permitted a
profit rate of 10.5 percent. Your legislation would permit them to
increase their profit rate by 33 percent to two times the long term rate,
permitting them profits of 14 percent.

We believe, as I pointed out in the fat list, that hospitals in this
country make ample profit. All hospitals in this country made $438
million in profits in 1970. In 1976, their profits were over $1 billion.

We think by letting hospitals get even more profits, we would con-
tribute to inflation. We really would be adding, as I said in another
connection, even more sweets and deserts, pies, candy, and cream puffs,
to the very obese hospital system that we have now in our Nation.

Mr. Chairman, I appreciate the opportunity to express these views.
Let me underline one thing : the concept of prospective reimbursement
is a critical concept for the future. You have identified that early.
Many of the things that T have tried to do, both administratively and
in terms of legislation that has been recommended, have come out of
the work that you have done over the last several years.

I think that you, Mr. Chairman, and Senator Kennedy and your
subcommittees, have made significant contributions to whatever we
have been able to get done in these first few months and what we are
trying to do in the future.
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T think that I and the American citizens and those interested in
the health care system should be deeply grateful to both of you and
both of your subcommittees.

Senator Tarmance. Thank you very much, Mr. Secretary, for a very
fine statement.

On the profit of hospitals, T believe you have overstated the situa-
tion a little. We have limited a 15-percent return on equity, which
we thought was rather reasonable. We think we have the same con-
straints on for profit hospitals that we did earlier. ) )

If you have any recommendations to perfect it, we will be delighted
to have them.

I would also like to say at this point that T invited Senator Kennedy,
chairman of the Subcommittee on Health of the Committee on Human
Resources, to sit with us this morning. Unfortunately, he was unable
to be present. .

M. Secretary, S. 1470 contains a subsection establishing a procedure
for developing and utilizine velative value schedules in determining
the reasonableness of physicians fecs. T believe proper safeguards have
been included to adeqnately protect the public interest.

Do vou have any views on this ~cction of the hill?

Secretary Cartraxo. Mr. Chairman, we think that eventually the
health eave system and the (Govermment will have to deal with
physician’s fees. Early this year, President Carter and T considered a
recommendation that had been made to ns with relation to physician’s
fees. We rejected it, because we felt that we did not know enough
about it.

T cuess my answer to your question is that we believe something
has to be done about, physician’s fees. T am not 100 percent certain that
the precise way that it 1s done in this bill is the best way to do it, and
I think we can provide a more sophisticated response to that question
if we just have a little more time.

Senator Taryabae. Would vou send us a recommendation specifi-
cally on that particular proposition ?

Secretary Cavtrano. I will, Mr. Chairman.

Senator Tararance. And on value schedules?

Secretary Carirano. Yes, sir,

Senator Tararance. On page 12 of your statement, vou say that one-
fifth of all hospitals now keep their costs increases below 9 percent,
voluntarily.

First, are these hospitals gencrally smaller or large institutions?

Secretary Cavirano. 22.2 percent have their costs down below 9 per-
cent: 28.3 percent of small hospitals—those with fewer than 4,000
admissions—keep their costs below 9 percent ; 14.7 percent of the large
hospitals—those with 4,000 or more admissions—kecp their costs be-
low 9 percent.

Of the Government hospitals, 26.3 percent are below 9 percent. Of
the nonprofit hospitals, 19.4 percent are below 9 percent. Of investor-
owned hospitals, 25.1 percent are below 9 percent.

Examples by region: in New England, 20.8 percent of the hospitals.
In the South Atlantic, 18.7 percent are below 9 percent. In the Pacific
area, 21.9 percent are below 9 percent,

Senator Tarmapce. How about by size ¢
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Secretary Carirano. By size, as I said, the smaller hospitals, with
fewer than 4,000 admissions, 28.3 percent are below 9 percent. Of the
large, those with 4,000 or more admissions, 14.7 percent are below 9
percent.

Senator Dore. Will you yield ?

Senator TaLmapGe. Yes. L.

Senator Dore. Are these the same hospitals each year, or 1s 1t a
changing list ? L

Secretary Carirano. I cannot answer that. I do not think it changes
very much. A lot of hospitals have driven the cost down. I can get
you more detailed data on that, Senator Dole.

Senator Doce. If it is a changing list, the list would not be very
meaningful.

Secretary Carirano. I do not think it is.

Senator TarLmapee. Following on Senator Dole’s question, are these
the same hospitals with a percent below 9 percent? In other words,
how r;'lany have kept their increase below 9 percent for 3 consecutive
years

Secretary CaLirano. I will have to submit that for the record. Some
hospitals are doing that.

[The following was subsequently supplied for the record :]

The Department recently completed a study which determined the number and
types of hospitals experiencing annual increases in total operating expenses of
less than nine percent for the period 1974-75, the most recent period for which
complete data are available from the American Hospital Association. The findings
were as follows:

18.2 percent of hospitals experiences increases in total operating expenses
less than 9 percent;

25.4 percent had increases in total operating expenses per adjusted (for
outpatient visit volume) admission less than 9 percent; and

19.7 percent showed increases less than 9 percent in total operating ex-
penses per adjusted patient day.

Although many hospitals had cost increases below 9 percent, most hospitals
did not. Groups of hospitals with the following characteristics had a less than
average proportion of hospitals realizing cost increases below 9 percent for all
three cost measures :

Hospitals with nonprofit, nongovernment type of control;
Hospitals with a northeastern location;

Hospitals with a metropolitan location; and

Hospitals with more than 4,800 admissions.

A similar study for the periods 1973-74 and 1972-73 is currently underway
iu the Department. As soon as the results are available they will be made avail-
able to the committee.

Secretary CavLirano. I would also note that there are States that have
rate commissions that your bill recognizes and which the President’s
bill recognizes. in which hospital costs, hospital rate increases, or hos-
R;tal revenue increases, are held below 9 percent. Massachusetts is one,
Maryland is another, Connecticut is now putting such a system in
place,, Rhode Island, some other States.

‘Senator Tarmapee. You will submit that for the record?

Secretar_g CarLirano. Yes.

[The following was subsequently supplied for the record :]

HoSPITAL REIMBUESEMENT RESEARCH
PROSPECTIVE REIMBURSEMENT

Prospective reimbursement encompasses those mechanisms of payment to
health eare providers which establish the rate the provider will be reimbursed
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prior to the period over which the rate is to be applied. Traditionally, most health
insurers, including Medicare pay hospitals and other providers retrospectively
on the basis of their reasonable and allowable costs. While this policy guarantees
coverage for almost all hospital expenditures, it provides little economic incentive
to the hospital to moderate costs. Proponents of prospective reimbursement be-
lieve that the rewards and penalties built into such systems wll motivate pro-
viders to allocate resources more efficiently without compromising the quality of
their services.

Fvaluations of nonfederally funded systems

When the Social Security Amendments of 1972 were enacfed, several State
and local prospective reimbursement systems were operating without Federal in-
volyement. Consequently, the Division of Health Insurance Studies decided to
conduct indepth analyses of several of these existing systems in order to deter-
nmine where and how experimental resources should be concentrated. These
analyses have attempted to determine the impact of prospective reimbursement
on hospital administration, cost behavior, and quality of care through compari-
sons with matched control groups of hospitals and/or before and after time
periods.

The seven operating systems selected for empirical study were those in western
Pennsylvania, upstate New York, downstate New York, New Jersey, Rhode
Istand, Indiana, and Michigan. These systems had a variety of sponsors including
Blue Cross plans, State governments, and bospital associations and employed
one of five prospective payment methodologies—budget review, budget reviews by
exception. formulas, negotiation, or some combination thereof. The evaluation
of these systems will soon be available from the National Technical Information
Service. At present, all but the Indiana and Michigan evaluations have been
completed.

In general, the evidence from the analyses suggests that the prospective reim-
bursement programs have been moderately successful in lessening the pace of
hospital eost inflation. Thse findings are significant in that they represent the
first careful documentation in the United States that prospective reimbursement
has a downward effect on hospital costs. Based on these results, seven elements
have been identified which appear to be essential to an efficient prospective rate-
setting program. These elements are as follows:

(1) All hospitals within a given system should submit accounting and reporting
data based on uniform systems.

(2} Health planning and ratesetting should be closely coordinated.

(3) Prospective ratesetting systems should focus on total hospital expenditures
including utilization factors.

(4) Prospective ratesetting systems should cover all payers.

(3) Hospital participation in prospective ratesetting systems should be
mandatory.

(6) Statistical screens should be established to determine what hospital costs
are reasonable.

(7) An appeals or exceptions process should be created to allow hospitals the
opportunity to rectify what they believe to have heen an inappropriate decision.

Resnlts of the statistical measurements of cost savings achieved by the pro-
spective reimbursement systems analyzed are summarized in table 1.

TABLE 1.- COST SAVINGS FROM NONFEDERALLY FUNDED PROSPECTIVE REIMBURSEMENT SYSTEMS*

Percent savings

\I'nlupt‘aryf per year
" Y

Program Duration  Methodology slatus Per day Per case

New Jersey. . ... coeceooooae . 1969-73 Detalled budget review b L
New York (upstate)_ 1970-74 Formula._. Lt 1 2
New York (downstati . 1968-74 . _..do... . 4 2
Rhade Island .. __ _ 1972 Negotiated budgets ... R 3.7 3.1
Western Pennsylvani . 1870-74 Formula and budget review______ do.o__.. 4 2.6
1 Excludes evaluat of the syst perating in Michigan and Indiana which are still in progress. Final reports are

due by the end of 1977.
1 Two-percent savings per year on total costs.
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In viewing these results, it should be cautioned that many findings did not pass
rigorous statistical significance tests. Even where statistics were significant, the
1- to B-precent magnitude of savings attributable to prospective relmbursement
would not suffice to bring hospital cost increases in line with inflation in other
sectors of the economy. Nevertheless such'savings compounded over time offer
a substantial benefit to the economy.

Federally supported research evperimentation

Between 1972 and January 1977 the Social Security Administration imple-
mented five prospective reimbursement demonstrations involving wailvers of
Medicare reimbursement principles for short-term acute hospitals. Concurrently,
over 20 other studies, developmental projects, and evaluative projects have been
initiated. The focus of these activities has been on the hospital, for it is the
hospital sector of the health care delivery system which has experienced the
most precipitious increase in costs. Since the expiration of the Economic Stabili-
ization Act in April 1974, the hospital service charge component of the Consumer.
Price Index (CPI) has risen at an annual rate of approximately 13.4 percent,
as compared with the 7.5 percent increase in the overall CPI. Medicare's outlay
for hospitals has risen commensurately.

In the past 2 years, DHIS's prospective relmbursement research and experi-
mented efforts have expanded rapidly and entered a “second generation.” Six
new projects have resulted from a request for proposals (RFP’s) issued in
September 1975 soliciting offers to develop or implement prospective ratesetting
systems. Two of these new contracts are operational : Washington State Hospital
Commission and Blue Cross of Western Pennsylvania. The other four, to develop
and/or refine prospective ratesetting systems, were awarded to the Massachu-
setts Rate Setting Commission, the New Jersey State Department of Health, the
Blue Cross Association of New York and the Connecticut Commission on Hos-
pitals and Health Care. SSA has also recently signed a two-phased contract with
the Maryland Health services Cost Review Commission. These second generation
ratesetting activities have incorporated and built upon experience gained from
previous research. Each of these new programs is based on mandatory provider
participation. The programs will be carefully monitored and analyzed to deter-
mine how hospitals would have behaved in .the absence of specific prospective
reimbursement models and to determine if broader mandatory statewide pro-
grams, including all payers, are more effective than earlier “first generation”
systems in containing health care costs. Because the procedures used to set rates
are perhaps the most transferrable features of ratesetting programs, these anal-
yses will focus on comparison of alternative ratesetting methodologles.

The relationship of the ratesetting authority to other State agencies will also
be studied to assess the internal structure of alternate ratesetting agencies. Some
of these new programs may ultimately qualify for grants under section 152¢ of
Public Law 93-641. Under this authority, DHIS will examine the impact of
ratesetting models which co-locate the  ratesetting and health planning
authorities.

In addition to these new ratesetting activities, DHIS will continue to monitor
and evaluate a number of ongoing projects, including prospective relmbursement
systems operating in Rhode Island, South Carolina, and Western Pennsylvania,
and evaluate a number of ongoing projects, including prospective reimbursement
at Yale University. The results of these reimbursement activities should provide
the necessary empirical evidence upon which to base sound policy decisions
concerning the financing, organization, and management of a cost-effective hos-
pital and health care system.

Senator TaLMance. In your testimony, on age 7, you state, “We
do not have local wage-base data for most localities.” Ta with you
that this is an important variable in comparing hospitaﬁea

_Are you aware that during the drafting of this section we were ad-
vised by the Office of Research and Statistics of Social Security that
:}mh d‘:t?e%e level indicators could be developed prior to the bill’s effec-

ive .

Secretary Cavirano. I indicated that it would take a couple of years.
to respond to that, they are indicating by fiscal 1981. That’s my ex-
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perience—in fact, we talked about this just yesterday. We believe
such data should be developed. We believe some other data should be
developed as well. I think you are absolutely on the right track.

Senator Taryance. They gave us information last year that that
data could be provided prior to the effective date. In your statement,
you say that the Department will submit comments on the various
sections of S. 1470 during the next several months.

As you know, most of the previsions of S. 1470 were contained in a
similar form in S. 3205.

Last July, your department promised to provide us with comments
on the various sections of the bill. I understand that, in fact, com-
ments were drafted, but never submitted.

In view of the fact that es-entially the same agency people who
were operating medicarce and modicaid are still running the programs
and in view of the failure of it to submit promised comments last
vear, I expected that we will be marking up the bill during the next
few months. rather than waiting aronnd indefinitely.

Once, again, for HEW’s possible reaction, do you think youn could
expedite those comments for us?

Secretary Cariraxo. You bet I will expedite them,

If I may make two other comments, first, we will expedite the sub-
mission of our comments. A Jot of people are the same. But after
the election. there is a different attitude in terms of hospital costs at
the top of HEW today than there was in the past.

There are two other sections of the bill that I am prepared to com-
ment on now so that yon understand our view.

Regarding section 12. in which you would fold in the radiologists,
anesthesiologists. pathologists and others, we helieve theyv should be
folded in under any kind of legislation in this area. As you know. Mr.
Chairman, from other conversations that you and I have had. we feel
strongly that they should be folded in. they should be covered. The
day of getting a percentage of the gross, like Robert Redford. or big
movic stars, has got to end for the ancsthesiologists and radiologists
and pathologists of this country.

We may have some technical amendments and ways in which we
think we can deal with some of the inherent conflict-of-interest
problems,

Senator Tarmanae. We would appreciate that.

Secretary Califano, I might say, incidentally. here, that all three
of those professions have now agreed to accept a fee for service rather
than a percentage of the gross receipts as has been customary.

Secretary Cavtraxo. That is terrific.

The other thing that we have already been trying to move on to the
extent we can administratively. and which we think is another way
in which vou have shown foresight, is found in section 20, in the con-
version of hospital beds to nursine home beds in rural areas where
those beds are clearly excess. We think that is important. We may have
some suggestions for extending an enlarging on that concept.

This may be one way to use excess hospital heds in this eountry.
There are 240.000 emptv heds. 100.000 of which local agencies have de-
termined to be excess. Tt is costing the citizens of this country $1 to 82
billion a year,
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Senator Tarmapee. I could not agree more, Mr. Secretary.

One of my primary objectives in proposing the creation of the
HCFA is to fix accountability, particularly in quality assurance ac-
tivity. Even though a whole new layer of bureaucracy is being pro-
posed in the new organization to deal with this matter, I am informed
that approximately 22 medicare-medicaid related positions are being
retained in the Public Health Service to review and sign off on the
work of the Associate Administrator of Quality and Standards of the
Health Care Financing Administration.

Further, while the PSRO program is being administered by the
Health Care Financing Administration, PSRO policy, and the na-
tional PSRO Counsel, is to remain in the Public Flealt Service. Mr,
Secretary, can you explain how you can fix accountability and respon-
sibility when you have policy in one agency and operations in another?

Secretary Carrrano. I do not think I have quite made that separa-
tion, Mr. Chairman. What seemed to me important, when I announced
this reorganization in February, was to retain an element of quality
control within the office of the Assistant Secretary for Health. We do
that for two reasons. One, that office itself has programs over which
it has control that need quality control, such as HMO’s, community
health centers, what have you. Some people must be kept there to
watch them.

Second, it seemed to me that the broad health professional, medical
doctor input was important to have on a continuing basis in the Health
Care Financing Administration.

I want to make certain that the Assistant Secretary for Health,
which I am trying to build and strengthen as an office, would be ca-
pable of providing the kind of advice that he would need to provide
on the medical doctor’s side to HCFA. That is why I left the organiza-
tion that way.

3 Senator TaLmapee. The Bureau of Quality Assurance has its own
octor.

Secretary Cavrraxo. I know that, Mr. Chairman.

One of the things that I think this part of the reorganization does
which I think you are after, too, is the fact that we have pieces in
health, pieces in SRS, and we have pieces in the Social Security
Administration.

Senator TALMADGE. Scattered all over the lot.

Secretary Cavrrano. That is right.

‘We now pretty much have all the health pieces in health, and pretty
much all the financing pieces in the Health Care Financing
Administration.

I think the bridge—this sort of dotted line—organizational bridge
between the Office of the Assistant Secretary for Health and HCFA,
is important ; at least for the time being we should have the capability
iln the Office of the Assistant Secretary for Health, with the medical

octors.

The medical doctors of this country and the health professionals in
a very real sense look to that Office. They look to the individuals in
that Office as the place to which they best and most effectively relate
professionally. I wanted to make sure, at least for the time being, that
that capability is there.
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Senator Taraance. It seems to the committee, Mr. Secretary, that
the split still continues with the reorganizational plan rather than
with the accountability of one staff and one spot. Rather than getting
into a controversy with you at this time, we will wait for the report
of the Comptroller General and look at it further,

Senator Dole?

Senator Dorr. Thank you, Mr. Chairman.

I understand that in answer to my suggestion that the Comptroller
General take a look at the reorganization. that you have no objection
to that, though you would rather not hold off implementation.

Is that because it might disrupt your long-range program?

Secretary Caviraxo. I think that is right. Senator. We have been im-
plementing it step by step for an extended period of time. There are
15,700 people and $58 billion in programs involved, and it will all be
completed in 10 days to 2 weeks. I just think we cannot do that. That
will not inhibit acting on any recommendations that the Comptroller
General has. As I indicated to you, one of the first things I did was sit
down with the Comptroller General

Senator Dorr. You sat down with him. Did he malke any recommen-
dations?

Secretary Cavnrraxo. I did it about 3 months ago, shortly after I be-
came Secerctary. He had suggestions in this and other areas and I
think you will find, to a very large extent, that we have acted on many
of the ideas that the Comptroller General has given us. Some of them
are legislative ideas which we are still studying. Some of them are
longer-range ideas.

Senator Dore. Are these in writing so that they can be made avail-
able to the committee?

Seeretary Caviraxo. No, I think he left me with boolks and material
that T am sure you can get from him or me. I would be delighted to fer-
ret them out of our records. '

There may have been some comments about individual people and
their capabilitics which I would rather not submit. if you do not mind.
All the substantive material about programs and problems and
changes covered the whole area of HEW, covered civil rights, covered
all facets of the Department, including: this facet of it.

Senator Dorr. I understand the subcommittec will make that request
of the Comptroller General and hopefully we will have it in 30 days.
If he recommends changes, it is my understanding that you are willing
to adjust to those changes.

Secretary Cavniraxo. I would be happy to look at them.

Senator Dore. Maybe we can look at them together.

Secretary Cariraxo. Yes, Senator. '

Senator Dork. I want to correct something here. You indicated since
the election there has been a new fecling at the top. I think both Nixon
and Ford also sought to contain hospital costs with a cap, and we re-
jected that, too. The only difference is that you have raised your cap
to 9 percent. Theirs was 6.7 or 7 percent. They did not do much better
than you are going to do, and I think, based on the lack of enthusiasm
for your bill, could it be presumed that you might be willing to go
along with something like gen ator Talmadge's bill?

Secretary Carirano. I do not think, Senator. that we can sit and wait
without putting some cap on hospital costs. I think that we are in a
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situation where we have an industry that is immune from all of the
traditional incentives of our system.

I think that we have to have the 9-percent cap. If we do not, be-
tween now and 1981, we will spend an additional $18.8 billion, cumu-
latively, as Senator Kennedy has pointed out. I think it is imperative
to have that cap. My own judgment is that the only alternative is to
have some kind of additional taxes on the American people. I do not
think that makes sense.

As I have said repeatedly, there is plenty of fat in hospitals. We
identify it in the appendix here: $5 billion of fat, out of which we are
only seeking $1.9 billion in the first year.

binator LE. Senator Talmadge, of course, does not agree. He sees
some savings before 1981 in the Talmadge bill. I think perhaps we can
reserve judgment on that.

It seems to me, even if the cap were enacted, you are not separating
the efficient from the inefficient operations. You talk about fat hospi-
tals, it seems to be the survival of the fattest. They are going to get
the increase, just as the efficient hospitals are going to get the increase.
That is the reason for some of the resistance in addition to the argu-
ment, how can you guarantee that the hospital costs are going to re-
main at 9 percent. Do you have that worked out ?

Secretary CaLrrano. Let me deal specifically with respect to hospi-
tals that are now increasing at more than 9 percent—and a lot of them
are way over 15 percent. We are dealing with some very obese hospi-
::1&15. e will bring them down to 9 percent, so we would hold them

own.

Secondly, with respect to hospitals that are below 9 percent now,
they have incentive to become more efficient. The 111()Ecpii;sflu3 that we do
not catch is the hospital that today is charging, say, $300 or $400 for a
rloom$and should be charging only $250 for a room. We do not catch
that $150.

We think that hospital should be knocked down to $250, but we do
not know enough about the bed mix of hospitals, about area wage
rates, about a whole host of other things, to do that.

If you are interested in getting after that hospital as well, we are
delighted to agree with any%egislative proposal that you have to knock
that hospital down, but the other hospitals we catch. Senator Tal-
madge’s bill would begin to deal with that hospital with his prosgec-
tive reimbursement formula in terms of averaging out the classifica-
tions of hospitals.

Wae realize that. We want to get the data we need to do that as fast
as we can.

The concern that we have on the other side with respect to the
prosEect.iva reimbursement system is it does not do anything to stop
the hospitals from continu'mE ing up in their mean averages by
15 percent a year. So neither 1]%0 is a perfect world. It is not a simple
problem. - N .

We are trying to do our best to deal with this problem. We think
that we have gotten as much of it as we can, and at the same time be
eminently. fair to the hospitals. We are letting their revenues increase
by one and a half times the rate of inflation, and we think that is a
fairly generous amount, especially with all the waste and inefficiency
and excess capacity that thereis, .- ;
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Some of it is tremendous. In Houston, Tex., which has a very
well-planned hospital system, the most miodern hospital bed in a
private room is $85 a day.

In Miami, 1., which ftbmmds with excess hospital beds, old hospi-
tals, the rates are more than twice that. They are running at about $180
to $190 a day for a private room. There is a tremendous amount of
waste in this system that does not do anything except increase the
taxes on the American taxpayer and increase the bills on the poor
people who have to buy their own health insurance.

Scnator Dore. That is probably correct, but if you deseribe some
of the hospitals as fat, what adjective do you use to deseribe HCF.A?
Is that lean?

Secretary Cavrraxo. T think HCFA will he the Jack Sprat of
Government organizations by the time we get 1t off the ground.

Senator Dork. You are going to have a 9-percent cap on supergrades?

Secretary Caviraxo. Actually, Senator Dole, there are 28 super-
grades available to move into HCFA. We are only moving 22 in for
sure. Another five may go to the regions.

At most. they wonld be the same.

. Senator Dorr. Thirteen existed before. Nine percent of that would
e two.

Seeretary Carmraxo. Thirteen supergrades existed in the medicare
and medicaid bureaus and quality control bureaus, There are an addi-
tional set of 15 supergrades that come from the central office of SRS
and clsewhere, We are moving the grades in. We are not moving the
people in. Not all of the people are qualified for these jobs. Tt is very
important to get qualified people.

Senator Dore. Who is writing the job descriptions for these?

Secretary Cartrano. Someone other than me, after the job descrip-
tion that I wrote for my own chef. I have retired from that business.

Senator Dovk. I just read the job description for the No. 3 man.
You probably could use him somewhere.

What about Mr. Rnﬂ'? What brings him to the Department? His
great work last year?

Secretary Cariraxo. In trying to determine what qualities we needed
for the Inspector General and Deputy Inspector General, reviewing
the hearings that this subcommittee held and that the Fountain sub-
committee held in the Honuse, we need two kinds of skills. One, we need,
if you will. a Comptroller General kind of skill, someone c;ophlstlmtod
in efficiency, economy, government—and T asked Tom Morse to be the
Inspector General, He had 5 years in the Pentagon in these areas and
3 years in the Office of the Comptlol]el General in developing efficiency
systems, efficiencies, and economies.

Also, he studied the delivery of human service care services at
Brookings for a couple of years, where he reorganized the Florida
government, That was onc set of skills.

It alco seemed to me that directed at the fraud problem we needed
the legal <kills, we needed some criminal investigative skills and some
prosecntorial skills, I went after and am delwhtod that I was able
to attract Mr. Ruff to be the Deputy Inspector General and bring in
that set of skills,

I think the combined sets of skills are what I belicve are needed in
our office and from our review of the legislative hearings.
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Senator DoLe. What are his skills?

Secretary Cavrrano. I think his skills in a technical sense are his
proficiency as a lawyer.

Senator DoLe. He embarrassed President Ford last year and myself.
Beyond that, does he have any skill?

ecretary CaLirano. He has skill as a criminal lawyer, as a professor
at Georgetown University, as a prosecutor. I am not familiar with
your personal relationship with Mr, Ruff, My best judgment of him
1s he is first class for that job. )

Senator Dovrk. He will be coming to this committee for confirmation ¢

Secretary CarLirano. This committee or Human Resources, I do not
know. I am sure you can have him any time you want him.

Senator Dore. I just raise that question, it seems so many of the
people in the prosecutor’s office are winding up in the administration.
I did not know they were a bit partisan. I assume they are not hired
on that basis.

Secretary Carirano. Let me say, Senator, he was not hired on that
basis. I have no idea what his politics are.

Senator DoLe. He is a Democrat.

Secretary Carirano. I am glad to know that.

Senatorr{)ow. I wouldn’t want you to go 4 years without knowing.

Secretary CaLirano. Senator, you should be a Democrat. You have
a great sense of humor.

+ Senator Dore. I want to protect minority rights. I will stay where
am.

I just have one other question. I may have some more later.

In one area that you n%dress, there may be good reason for it, you
allow payment for wage increases to nonsupervisory employees with-
out limit. You touch on that in your statement. Maybe if is mecessary.
I do not know. You explain that it is because some are in the lower
pay category. ) ..

Has that been studied and surveyed and justified

Secretary Carrrano. Yes.

Our basic justification—we looked at the problem and there are
several kinds of problems. One is to try to get lower paid workers
to stick for longer periods on the job. Second, to try and get them a
little better trained. Some of those workers desire to do that. A lot
of them are handling patients. A lot of them provide part of the
comfort that can be very important to a hospital patient.

‘We also looked at the economic impact and, over the last 6 years,
those wages have risen on an average of 7.2 percent a year.

‘We found that there may be several situations, particularly the first
time a hospital recognizes those workers, either as an organized body
for the first time, or the first time a hospital deals with those workers
where there might be a need for a significant wage increase. We did
not want to hurt them.

We also noted that on the average, hospital workers are 15 percent
below nonagricultural workers in terms of pay in our economy. We
thought this exoegtion was justified.

Senator DoLe. I do not quarrel with that.

They are also organized. Is there any more justification for that
exemption than, say, any increase in drug costs or fuel costs or other
necessary costs that may or may not be in the control of the hospital ¢
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Secretary Carirano. We thought there was, for the special reasons

I noted. As far as fuel costs are concerned, I would make two
oints——

P Senator Dore. I think you indicated they could save up to 20

percent.

Secretary Cavirano. There are two points. Qur studies indicate
that within a year or so hospitals can be saving about half a billion
dollars a year if they were just more efficient.

Second, the energy cost piece of this will eventually have to be re-
lated to the energy legislation that is working its way through the
Congress, in which there is provision to ease this problem to some
degree with respect to hospitals.

As far as the other costs, we really thought that this 9-percent cap
would make the hospital administrators a little tougher negotiators
on a lot of things.

Senator DorE. I certainly understand your dedication to try to do
something about it. We commend that.

I think, as you point out, if you carry out your program you might
save $1.9 billion or something in that area, more billions that that
over the years.

I am hopeful that, at the same time we are talking about hospital
costs, we are talking about administrative costs and the costs to the
taxpayer because of HEW or Agriculture or whatever it is. That is
the other half of the coin.

Secretary Cavrrano. I agree 100 percent. I really devote a lot of
time to try to trim administrative costs in HEW, not just in this
area, but in other areas as well, to try to get a systematic procurement
policy in place, just to try to get the Department better managed. I am
not saying that it can be done overnight.

There are a whole host of problems, but we are trying to do it as
fast as we can. Also, not unrelated, I might say, to the personnel issues
here, is the fact that there are almost 16,000 employees involved in
the whole reorganization. There are a host of rights they have under
laws passed by the Congress, and the Civil Service Commission pro-
vides some inhibition on the flexibility that you or I might, in any
particular case, wish to recognize.

When you see it all—as fsaid, I am delighted to have Mr, Staats
and his people look at it, and they may even have better ideas than
they had previously suggested, or that we have had. I am delighted to
get it rolling. I think we can use all of the help available in getting
better management.

Senator Dore. Thank you. J

Senator TaLyapee. Senator Danforth ¢

Senator DanrorTe. Mr. Secretary, let me see if I can summarize
Yyour position.

You view the 9-percent lid as a temporary stopgap method until
some permanent cost containment program is in place?

Secretary Carieano. That is correct, Senator.

Senator DanrorrH. The permanent cost containment program may
turn out to be the kind of program that Senator Talmadge has offcred,
or it may turn out to be something different. Your view is rather than
having Congress push forward and pass this particular bill, you
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would rather keep your options open and see what will be developed
over the next 9 months? .

Secretary Carirano. I would rather state that a little differently.
There are some elements of Senator Talmadge’s legislation that we
think are and we would like to see move pro;igtly, such as the
elements I mentioned related to radiologists, anesthesiologists, and
the very adept manner in which he is attempting mrofvide incentives
to convert excess hospital beds to nursing home or other health
facilities where they can be used for that Eulgvosia.

Also, we like the idea of prospective reimbursement very much. Our
concern about prospective reimbursement is how fast we can develop
the kinds of sophisticated data that we want that is necessary for that.

I am not, here, saying “stop” on the Talmadge bill, roll our bill
through and we will all look at it a year or two from now. We would
like to make technical suggestions on this legislation because there are
a lot of aspects of it that are good.

I dothink I did mention a couple of specifics, such asthe Emﬁt point,
and the medicare payment to doctors secrecy point which the chair-
man agreed with. Also, I would not want to see detailed legislation on
the Health Care Financing Agency, quite frankly. When you start a
new agency, you are moving 4,200 people around. It is going to take
a year or two to get it on the books, to get it as lean as it ought to be.

I think at that point in time we need flexibility. We need all the
watching that I am sure the subcommittee and others will give us, but
we need flexibility to put that in place.

Senator DanNrorTH. Let us concentrate on the reimbursement
problem.

It is your view, I think you said, that this problem is the leading
contributor to the increased cost in health care.

Secretary Cavrrrano. Hospitals are going up faster than anything
else in this arena. That is right.

Senator DanrorTH. The reimbursement problem is right at the heart
of the total concern.

Secretary Carmrano. Yes.

There are other pieces. The fact that we do it retrospectively hurts,
because we are operating in a cost-plus world in which you just put in
your CAT scanner and every hospital has every piece of expensive
gadgetry that it wants, and we just come along and pick up the tab.

Senator DanrorTH. That is & somewhat different problem. That is a
capital acquisition problem.

Secretary Carxrano. It is a part of this, Senator. We, in effect, end
up picking up the tab. They are depreciating that equipment, so we are
also picking up overhead charges on that stuff,

Senator DanrorTH. I understand that. What T would like to focus
on is the reimbursement problem, per se, rather than any limitation on
capital acquisition, or way of financing capital acquisition.

It is my understanding that your view is that the method of reim-
birsement is very much a part of the problem.

Becretary Cavrrano. That is correct. We feel, if in the short run we
can say to a hogpital administrator, vou may have 9 percent more rev-
enues next year than this year, but that is the extent of your increase
in reimbursement. You know that now, go plan your year, and we be-
lieve that that will have a tremendous impact.
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We think that both the Talmadge bill, and our bill are in effect pros-
pective, in that they both say “this is what you are going to get in the
future.”

Senator DanrorrH. They are very different approaches. The 9 per-
cent is saying, here is your total revenue. The Talmadge proposul is
to say, calculate your estimated revenue and, if you go 20 percent over
that, we are not going to pay you the overage. If you go under that,
we will give you some sort of financial incentive, )

Secretary Caviraxo. In the Talmadge proposal, if you go under it
by 90 percent, you get half of that. Youn are allowed to keep half of
that.

In our proposal, if your admissions are as much as 6 percent less
than they were in the prior year, you are allowed to keep all of that
money. So there are incentives on that scale.

Tn both bills, T think ultimately in the long run, Senator. we are
going to end up with all the caveats. We are going to learn a lot in the
nert couple of years. We are going to end up with a system of prospee-
tive reimbursement similar to what Senator Talmadge is snggesting
with some kind of a cap.

His does not pick up the cap part. just as ours does not pick up that
hospitals charging $400 a day that should be only charging $250.

Senator Danrorta. Reimbursement. whether it is prospective reim-
bursement then adjusted at the end of the vear, or whether it is retro-
spec;tiw reimbursement, is still essentially payment for piecework. is it
not ?

Secretary Cavrirano. T guess you could characterize it that way.

Senator DaxrortH. Let me ask you a question. Is this not a part of
the problem ¢

Maxbe we should not be dealing with medical care as thongh it is
piecework. Maybe we should be making grants to hospitals, even
erants to physicians, of a lump sum. That is in essence what the 9-per-
cent Iid does. Then we can say to them. look. we are tired of all of the
paperwork. We are tired of the kind of approach where the more yon
do the more you get paid, the kind of overutilization of health care,
which apparently we have now. What we are going to do is simply
give you a lump-sum pavment and von are the professional. vou make
the decizion as to what kind of service you want to render.

Secrctary Caviraxo., T would say “hnrray” to that. That is exactly
what we are tryine to do. We are saying, yon will get this much money
next vear, Mr. Adnunistrator: how you are going to get it is all in
vour ball park. What yon are going to do with vour board of trustees,
what kind of equipment. you are going to buy, whether you are going
tlo 1"5{[,1]20 savings here or there, or what have you, it is all yours to
decide.

_Also. in the context of paperwork, there is not a single additional
piece of paper that you have to file under this system unless you want
to come in for some kind of special exemption. and that would only
1}9 In a situation where you are really, essentially, over or under
15 percent.

That does make sense, at least in the context of what we tried to
put together,

Senator Daxrortin Ts it politically possible, or is there going to be
a continuing demand, for the Government to audit what doctors do,
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audit what hospitals do, make them justify on a case-by-case basis
on payments received ? .

ecretary Cavmrano. The difficulty is in finding a way between
throwing money away because you are inefficient and you are not
carefully enough monitoring what the taxpayer’s money is being spent
on, and trying to develop a system where we can delegate the fiscal
responsibility, and say to somebody, “you are the expert here.” This
dilemma runs through every program we have got.

We have to find ways, very candidly, over the long haul, over lots
of programs, to effectively audit on a sample basis, the way the IRS
does, and get out of the business of sitting over everybody’s shoulders
with a green eyeshade trying to figure out whether when he added two
and two and got five he was defrauding us or just made a mistake.

Senator DaNrorTH. Your concept is, instead of the present system
of paying @ number of dollars for, say, an aEpendectomy, we would
be in the business of paying a hospital # number of dollars for caring
for people who need to be cared for?

Secretary Cavirano. We would, in a sense. This would be self-
enforcing in the sense that the third party payors would also restrict
their payments to this point. There are provisions in the administra-
tion’s bill, where we would make public, for example through the
health systems agencies, the cost of hospital services or stays in
hospitals—putting a little sunshine in where there was darkness, put-
ting in a little of the free enterprise system.

There is at this time an utter lack of competition. I realize we are
not selling shoes or automobiles, but the fact is, another aspect of the
current reimbursement mechanism, Senator, is that the person who is
getting the service is not paying for the service. In 90 percent of the
cases, the patient does not pick the service. The doctor tells him what
service he needs or his mother needs or his child needs and he does
not pick where he is going to get it. The doctor says, go to this hos-
pital; that is the hospital that I am associated with. I would like you
to go here.

So there is no incentive of any kind, as there are in other aspects of
American life, to be efficient. Within that context, the patient, the
purchaser, really does not have any incentive. Either his employer is
picking up the tab for his health insurance, or he does not notice it

wlﬁen he pays each month, or medicare or medicaid is picking up that
tab.

‘We had hoped——
Senator Danrorra. The worst kind of disincentive to economy is
to tell the hospital, we do not care what you do. We are going to pay

you.

S%NMI'{)CAHFANO. Right.

Senator DaxrorTH. We are presently in the business, are we not, of
financing capital construction and financing the acquisition of
equipment.

Secretary CaLrrano. Yes, we are, Senator.

e Senator DaxrorTH. By reimbursing for interest paid and deprecia-
ion.

Secretary Carirano. We do that, and also we build some hospitals.
We also finance them. We also, through HUD, provide guarantees,

Senator TaLyapce. May I interrupt briefly ?
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There is a record vote in the Senate, Ylow long do you intend to
interrogate?

Senator Daxrorti. One minute.

Senator TaLmapce. Senator Dole?

Senator Dove. I have one question.

Senator Tarmapce. May I make thi- suggestion, then?

I will ask Senator Dole to preside; 1 will go vote, Senator Danforth
can complete his interrogation of the Secrctary, you complete yours.
I will return immediately from the Senator floor and we will continue
the hearings,

Is that agrecable?

Thank you very much, Mr, Secretary. If you will excuse me at this
point.

Senator DaxrorTH. Mr. Secretary, do you think we should continue
to be in the business of paying for building and equipment ?

Secretary CALIFANO. }in very limited circumstances. I do not think
by and large we should be in the business of increasing hospital beds.
That makes no sense at all, because we are paying for it. We just keep
paying for all those idle beds.

I do think there may be situations in which there might be two or
three old hospitals which can be renovated. The VA, for example,
out on the west coast is building, but they are combining a couple of
hospitals, actually reducing the number of beds and hopefully putting
in a more efficient facility.

We have, in our bill, a $2.5 million capital expenditure cap. I hope
that will provide some incentive to hold this down. I think that it is
rare that we should be in the business of building any more hospital
beds.

Senator DanrorTH. The alternative to the cap, of course, is to say,
we do not care what you do. We are not foing to pay you for it.

Secretary Cariraxo. There is enough local money out there. What
we wouldlgave to do is say, not only are we not going to pay you for
it, but if you go to that hospital you are not going to get medicare
and medicaid payments.

I think we could end up with an overly complicated system if we
get into the business that where there is a new wing of the hospital, we
would ask how much does that wing add to the cost?

That is the problem.

Senator Dore. Mr. Secretary, maybe you can supply an answer to
this question. It is regarding the need for physician practice in low
shortage areas found in section 11.

There was a section in S. 3205 last year, at that time HEW was
not prepared to respond to that. If there are any comments or sug-
gestions on that provision, I think it would be helpful to have it for
the record. I do not think you have responded to it.

Secretary Cavrrano, I will provide it for the record.

I would note generally, Senator, that I realize you have been, and
are, a proponent for increasing physician services in rural areas. We
agree with you. We recognize that need. The President has proposed
legislation which would bring within the gambit of medicare payments
physician extenders and nurses.

Basically, we have increased, and hopefully will soon have in place
and ready to go, our National Health Service Corps and our financial
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aid for medical students to try to encourage more and more of them
to go into rural areas.

t is important to do this, and we will look at this issue and respond
constructively.

Senator Dore. Now, throughout your statement you describe the
lack of necessary methodology for comparison of hospitals and hos-
pital costs. If that is the case, how long do you think that it will take
to develop the necessary expertise?

Hospitals are very concerned. It is not 9 percent a year, sort of a
ratcheting effect, as I underestand it, a very complicated formula that
may be less than 9 percent in the second year.

guess the second part of that question would be, do you intend,
with your so-called short interim controls, to apply them indefinitely
until you are satisfied that you have the expertise?

Secretary Carirano. We would like it to apply until we have in
place a more sophisticated and permanent system. I think that we
should be working and we are, I hope, working on getting the kinds
of information, such as wage area rates, or some simple but fair sys-
tem of determining what bed mixes there are in particular hospitals,
or some fair way of figuring out what are teaching hospitals. There
are between 1,100 and 2,000 teaching hospitals in this country. Some
teach one course. Some are full-blown megica.l school-related hospitals
like Harvard, Johns Hopkins, or Georgetown.
l_kThera are also questions of accounting systems, questions on things

1ke that.

Ours is a transitional proposal. I think we can do better with a more
permanent system.

The whole thing is not unrelated to what kind of a system of
national health insurance over what period of time this Nation
ultimately decides to adopt.

Senator Dore. Do you have any notion at this time as to how long it
will take§

Secretary Carrrano. To get some of the information here, Senator
Talmadge indicated that there was a feeling that the wage area rates,
for example, could be in place by 1981. I wﬁl be happy to submit our
best estimate on that for this committee for the record.

[The following was subsequently supplied for the record :]

It is anticipated that adequate data to classify hogpitals in a desirable manner
will be available as follows :

1. area wage data: 1 year.

2, teaching hospital/medical center hospital: 1 year.

3. bedmix/casemix : 2—4 years. :

4. Uniform accounting system implementation : 2 years.

The effort of implementing a classification system includes not only resolving

any data avallability problems but also determining how the data should be
esnplcyed in reimbursing hospitals. Research is continuing in each of the areas
above.

An area wage index may be developed from each of several sources, sevral la-
bor categories, and several levels of aggregation. A report presenting the alter-
natives will be prepared by September 1, 1877. The teaching hospital definition
most commonly used in HCFA research has been any short-term general com-
munity hospital with (1) a ratio of interns and residents per bed greater than or
equal to 0.10 and (2) a major medical school affiliation listed in the Medicare
Provider of SBervices File. Regional Offices of SSA should be able to certify hos-
pitals as medical center hospitals under this definition. No more than 400 hos-
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pitals are estimated to be designated medical center hospitals under this defini-
tion. The aeceptability of this definition has yet to be tested.

The bedmix/casemix measures will take 2 years to develop due to the eurrent
lack of experience in defining hospital casemix. Developing a relinble easemix
index which measures the degree to which hospitals eare for severely ill, re-
source-intensive patients will require advancing the state of the art. Three proj-
ects are bheing initiated in HCFA to test the validity and feasibility of using
Medicare casemix information to infer generally the casemix difficulty of the
entire hospital patient load. The relation between the best casemix measure(x)
and hospital care costs will then be examined. A data collection system whereby
every hospital classified must reveal the number of discharges and patient davs
by discharge diagnosis plus additional patient information such as average age by
diagnosis number or surgical procedure performed, etc., may be considered.

A uniform accounting system has been developed by HCFA and could be pub-
lished in the Federal Register, after responses from interested parties and
subsequent revision, six months from a “go ahead” date. This system will solve
many problems associated with hospitals having different accounting systems
if implemented throughout every hospital.

Senator Dore. I do not want to belabor the Comptroller General's
point. I do not intend to imply any criticism of what you have been
able to do with the reorganization, but I think that it would be helpful,
and we will pursue the Comptroller General route, just as a matter of
being totally objective and thorough, but if he should make recom-
mendations, I want to get back to the question, can we expect some
action on those ?

Secretary Carirano. I will act upon any good recommendation that
he makes.

) .?enator Dore. I do not always agree with the Comptroller General,
either.

Secretary Cariraxo. Obviously T have to reserve the right and the
responsibility to look at them carefully in the context. From my vant-
agepoint, people can disagree about how best to put an organization
together, but as I said, I have found Mr, Staats and his people in this
area and other areas related to HEW to be very good. They provided
a lot of helpful suggestions to me the first few weeks I was in office.

I would cxpect to work closely with him, and I would be happy to
have him look at this or any other part of the reorganization. They
provide a very important service indeed. They are my model for what
I would like to see my Inspector General’s office be. I would like to see
that be the internal control for HEW,

Senator Dotk. I think they do do, for the most part, an excellent

job.
: Senator Talmadge touched on another matter that physicians are
concerned about. You referred in your statement to developing con-
trols on the costs of physicians’ service. I think you may have ad-
dressed that indirectly in response to one of Senator Talmadge’s
questions.

Could you share with us any specific, or even general ideas that you
have along these lines?

Secretary Cavirano. We really do not have any specific ideas. As 1
said, there was a proposal suggested earlier in the year to the President
and to me. We rejected the proposal at that time because we did not
think we knew enough about it to make a fair judgment as far as
doctors were concerned.

I think the only fair thing for me to say is that we just do not know
yet how to deal with the problem.
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Senator Dore. I understand, Mr. Secretary, that Senator Talmadge
has no further questions and I have no further questions.

‘We deeply appreciate your apperance. You may be excused. I
will go over and vote.

We will stand in recess until Senator Talmadge returns. I look for-
ward to seeing you again.

Secretary Cavirano. I am sure that you will, Senator.
[The prepared statement of Secretary Califano follows:]

STATEMENT BY SECRETARY JOSEPH A. CALIFANO, JB., DEPABTMENT OF HEALTH,
EDUCATION, AND WELFARE

Mr. Chairman, I appreciate the opportunity to appear before this distinguished
Subcommittee on Health to discuss S. 1470, the proposed Medicare-Medicaid
Administrative and Reimbursement Reform Act.

By introducing this legislation, you continue the Finance Committee’s tradi-
tion as thoughtful critic and powerful force for reform in this nation’s health
care system.

Your Committee’s concern with development of a comprehensive health care
policy for all Americans—especially for those who are poor, or aged or disabled—
dates to the 1930’s and the original maternal and child health program.

Since then, you have been instrumental in health care innovation and policy-
making with such measures as vendor payment programs supporting medical
assistance to the poor and aged in the 1950's and early 1960's; the development
and expansion of Medicare and Medicaid; and the design of other landmark
health programs including Professional Standards Review Organizations.

Last session, the Finance Committee, through this Subcommittee, again pro-
vided leadership in identifying serious problems and devising needed reforms
in the nation’s health care system.

In less than six months in office, we in the new Administration have moved to
support or to implement the most urgent of those reforms.

First, in the 94th Congress, you introduced legislation to remedy serious prob-
lems created by fraud and abuse in the Medicare and Medicaid programs. You
recognized that fiscal integrity and sound management practices must char-
acterize these programs if they are to enjoy the trust and cinfidence of the
American people.

This year the fraud and abuse legislation has been introduced separately in
both Houses of Congress, with strong endorsements from the President and from
me. That legislation should soon pass the House and we look forward to the
opportunity to urge its passage in the Senate.

Second, your health care reform legislation in the 94th Congress proposed
establishment of an Inspector General for Health within the Department of
Health, Education, and Welfare. That proposal—expanded so that the jurisdic-
tion of the Inspector General includes all programs of HEW—became law last
year, and we have acted quickly to implement it. The new Inspector General,
Tom Morris, and Charles Ruff are men of superb qualifications who have been
moving swiftly to organize this office and to begin the vital work of reducing
fraud and abuse in HEW’s programs, especially in the Department's health
programs. A

Third, you have proposed, both last session and in the present Medicare-
Medicaid Administrative and Reimbursement Reform Act, that the health care
financing functions of the Department be consolidated into a single administra-
tive structure.

President Carter endorsed this concept early in the presidentlal campaign.
As you know, less than sixty days after assuming office, I effected this much
needed reorganization through administrative action. As I noted at the time of
the reorganization, we are deeply indebted to the work of this Subcommitiee,
and to the illuminating hearings that you held last year on the problems of
health care financing.

We have high expectations for this element of the Department’s reorganiza-
tion. The Health Care Financing Administration should significantly improve
the effectiveness, efficlency and responsiveness of Medicare and Medicaid by
coordinating the policy and practices of the two programs and by eliminating,
or reducing, unnecessary and costly duplication in their operations. By joining
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these programs under one administrative structure, we should alse realize
importunt economies through reduction of fraud, abuse and lvakage.

Under the leadership of Robert Derzon, one of this nation’s outstanding hos-
pital administrators, we are trying to make HCFA operativonal as soon as pos-
sible. In the short term, we must take the separate Medicare and Medicaid
functions and employees and weld them into a cohesive unit.

We believe that the structure presently contemplated is an appropriate first
step in the development of a sound HCFA organization that will be fully con-
tent with the intent of your health care financing proposal. At this time, it is
essential that we continue to have fiexibility to adapt organizational structure
to the programmatic needs that emerge from practical, day-to-day experience.
We do not, therefore, believe that legislation establishing HCFA is necessary
to achieve the desirable goals of consvlidating Medicare and Medicaid admin-
istration.

TI0SPITAL REIMBURSEMENT AND HOSPITAL COSTS

Mr. Chairman, there is another problem identified in the proposed legisla-
tion that the Administration views as being of the greatest urgency—the meth-
ods by which hospitals are reimbursed for services provided to Medicare and
Medicald beneficiaries and the skyrocketing increases in hospital costs that are
c¢aused, in substantial part, by present reimbursement methods.

1 would like to devote much of my remaining testimony to this fundamental
issue because it is a matter of signal importance and because the President
has proposed legislation, the Hospital Cost Containment Act of 1977, that also
addresses the problem. As you noted when introducing S. 1470, the Adminis-
tration bill is a transitional measure that complements the long-term, structural
reform contained in the Medicare-Medicaid Administrative and Reimbursement
Act.

As this Subcommittee knows well, the Medicare and Medicaid programs pres-
ently reimburse hospitals for reasonable costs incurred in providing services
to program beneficiaries. This retrospective payment method has proven to be
highly inflationary because reimbursement simply covers rising hospital costs,
however unnecessary or wasteful those costs may be. By reimbursing hospitals
for most incurred costs, this method provides virtually no incentives for efficiency.

As this Subcommittee also knows well. this method of reimbursement—which
also applies in other health programs—has contributed to rampaging inflation
in the hospital industry (which constitutes 40 percent of health care costs). If
we take no action now, total health expenditures will double between 1975 and
1980; hnspital costs paid by Medicare and Medicaid will double even sooner:
total hospital spending could reach $220 billion by 1986; and the share of the
federal budget that goes to hospitals will rise steeply above the present 9 cents
of every T'ederal dollar.

Section Two of S. 1470 would establish a prospective reimbursement systemn
for hospitals participating in Medicare and Medicaid. In essence, this is ae-
complished by classifying hospitals according to bed-size and type and by estah-
lishing prospective limits on per diem routine operating costs for hospitals in
that groan.

We believe that the concepts underlying Section Two of the proposed legisla-
tion are =ound and another testament to this Subeommittee’s foreight : reimburse-
ment of hospitals must be shifted from rotrospective to prospective : prospective
limits on hospital costs should be based on different types of hospitals; and
these limits should encourage efficiency and penalize inefficiency. These con-
cepts, as the President has stated, must clearly bhe part of meaningful reform.

But, although we support the concepts underlying Section Two’s hospital re-
imbursement requirements, let me share with you some of the difficulties we
have with that provision as presently drafted.

First, the provision applies only to Medlcare and Medicnid payments, which
constitute about one-third of hospital spending nationwide. Holding down Medi-
care and Medicaid payments alone could simply encnurage hospitals to refuse
these patients, to provide such patlents with second-class care, or to transfer
their costs to other payors,

Second, we do not vet have adequate data or methodologies tn classify has-
pitals according to relevant cost-based characteristics—and such a classifiea-
ﬁmtl is, of course, necessary for a sound long-run prospective reimbursement
system.
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Although Section Two significantly improves on the present method of clas-
sifying hospitals—which is required under Section 223 of the Social Security
Amendments of 1972—by using local wage base data as an important variable,
g& simply do not have such data at present for most localitles in the United

tes.

A sound classification system should take into account not just bed size and
types of hospitals' (as proposed in the bill) but also the types of patients in
hospitals of equivalent size and type. Obviously a 200 bed short term general
hospital with a large fraction of obstetrical patients will have different costs
than a 200 bed short term general hospital with a large fraction of cardiac
patients. Unfortunately, we presently lack the methodology to classify hospitals
by types of patient (i.e, by the type of diagnostic patient case mix).

Similarly, the bill proposes that “teaching” hospitals constitute one of three
“types” of hospitals (along with short term general and speciality hospitals).
Again, we presently lack an agreed upon methodology for determining whether,
and to what extent, an institution is a “teaching hospital.”

‘We do not believe that these are insurmountable barriers to a sound prospec-
tive reimbursement classification system, and we look forward to working with
you to develop such a system. But these difficulties are real obstacles in the
short term.

Third, and related to the point immédiately. above, Section Two only covers
about 3540 percent of present hospital costs and does not include such eritical
expenditures as capital costs, education and training costs, malpractice insur-
Ance expenses, energy costs, and so-called “ancillary costs” (e.g. the costs for
expensive operating rooms or high-priced x-ray machines). Hospitals may be
able to circumvent Section Two's restraint on a limited proportion of their costs
by shifting costs to other, uncovered areas (e.g. ancillary costs) or by increasing
the lengths of patient stays.

Fourth, we seriously question whether a specific classification system should be
actoally written into a statute. Even when we are able to devise an adequate
classification system for prospective hospital reimbursement, we will be con-
tinually refining our data and methodologies. Flexibility should be built into the
statute to allow for improvements without additional legislatlon.

Fifth, Sectlon Two does not place a limit on actual increases in hospital costs
over time, but instead bases its limits on the average costs for types of hospitals.
Thus, if all hospitals increase their costs substantially from one year to the next,
this provision would permit reimbursement to rise accordingly.

Finally, Section Two, while pointing the way towards sensible changes in re-
imbursement techniques, will not, in our judgment, effectively control costs in
the immediate future. Indeed, our preliminary, relatively conservative estimates
indicate that Section Two could cost up to $50 million more in 1978—even if it
could be fully implemented—than the present cost limiting provision glready in
law. Not only could S8ection Two add as much as $50 million to President Carter's
fiscal year 1978 budget, but its costs appear to increase with time-—to approxi-
mately $55 million in flseal year 1979, 384 million in fiscal year 1980, and 375
million in fiscal year 1881. If modifications could be devised to meet the diffi-
culties discussed above, however, then we would expect substantial long-term
savings from Section Two.

For these reasons, Mr. Chairman, I share your views that the President’s pro-
posed Hospital Cost Containment Act of 1977 is complementary to S. 1470. The
Administration’s cost containment proposal is a transitional program, designed
to restrain the intolerable current rate of increase in hospital costs and to gain
the time necessary to work out some of the difficulties that we see in the present
version of Section Two's hospital reimbursement reforms.

As you know, the President’s bill limits increases in total hospital inpatient
revenues to an annual rate of about nine percent, heginning in October 1977.
The pro would cover the inpatient revenues of about 6,000 acute care and
speciality hospitals, but exclude long-term, chronie care and new hospitals.

_The basic Jimit would be set by a fdrmula reflecting general price trends in
the economy with an mctt;menﬁ for increases in services. Each cost-based third
party payor would apply the Mmits in interim and final payments, and would
monitor hospitals for compliance with respect to its own subseribers. .

Under present estimates, the gavings rpsylting from implertientation of the Hos-
pltal Cost Contalfment Act would be approximstely $1.9 billion in fiscal year
‘1978—including $657 million in Medicare and Federal Medicald and $879 million
in private funds. By fiscal year 1980, net savings would nearly triple to over
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%55 billion, including $2.0 billion in Medicare and Federal Medicaid and $2.6
billion in private funds.

Thus, Mr. Chairman, as you stated on May 5, 1977, when introducing S. 1470,
the Medicare-Medicaid Administrative and Reimbursement Reform Act “rep-
resents a long-term basic structural answer to the problem of rising hospital
costs, whereas the Administration is calling for a short-term interim cap on
revenues to be in place only until a long-term solution can be established.” We
recognize that our proposal is only a short-range measure, but it is no less neces-
sary for being short-term and can serve the critical function of simply, quickly
and effectively curbing the intolerable rise in hospital costs.

While I will not attempt to describe the Administration's cost containment
proposal in any great detail at this time, Mr. Chairman, I would like to take this
opportunity to respond to several specific questions and concerns you expressed
about the Administration proposal in your statement introducing 8. 1470.

You expressed concern that the administration proposal might establish a
floor rather than a ceiling.

But I do not believe that hospitals will increase their revenues to the 9 percent
allowable limit under our program. Experience with the Economic Stabiliza-
tion Program indicates that a substantial fraction of hospitals kept costs and
revenues within the limits imposed and did not automatically increase them to
the maximum extent allowable., Similarly, approximately one-fifth of all hos-
pitals now voluntarily keep their cost increases below 9 percent annually even
though they are not required by law to do so. Moreover, under our plan, we
have included provisions which would reward those hospitals coming in below
the limit in any given year.

Mr. Chairman, you also indicated some concern that our exceptions are ex-
cessively generous.

We helieve that we have restricted exceptions to only those conditions genu-
inely meriting some flexibility. There are only two basic grounds for exceptions—
major changes in patient loads (more than a 15 percent increase in admissions)
and major changes in new capital facilities or equipment. In both cases local
health systems agencies would have to approve exceptions. The hospital would
also have to demonstrate that it had current assets less than approximately
twice its current liabilities, and therefore was in need of additional revenue to
make those major changes.

We also permit an optional adjustment for increases in wages of nonsuper-
visory employees. Wages have not been the driving force in hospital costs in-
creases. Historic trends in hourly increases have been 7.2 percent for hospital
nonsupervisory workers for the past six years. Even assuming that these wages
should increase at a rate of 9.5 percent, the allowable revenue limit would be
increased by less than a percentage point. This provision is important to protect
low-wage hospital workers from any adverse impact of cost constraints.

Yon also expressed some reservation about our program’s differential impact
on efficient and inefficient hospitals.

We do not believe our program penalizes efficient hospitals. Efficient low-cost
hospitals should not need increases greater than 9 percent. It is true, however,
that our program does not eliminate all of the waste and inefficiency in the sys-
tem. As I indicated earlier, one of the major technical deterrents to doing so is
the lack of an adequate classification system for distinguishing efficient and in-
efficient hospitals. But our plan would penalize those inefficient hospitals whose
costs are eurrently rising at a greater than 9 percent rate, and put us in much
better position to ferret out remaining inetliciency in a long-term solution along
the lines you have proposed.

Furthermore. the Administration proposal does build in a number of rewards
for hospitals which choose to become more efficient :

Hospitals that close unnecessary facilities or eliminate duplicative equipment
woulid have revenues for these services retained in the base (if the HSA approved
discontinuance of these services). Thus, the hospital would be permitted a greater
than 9 percent increase on remaining services.

Hospitals that work with their medical staffs to eliminate unnecessary tests,
admissions, or days of stay would be permitted higher allowable revenue per
unit of service—since our limit is on total revenue increases.

Mr. Chairman, you also indicated some concern about starting with a transi-
tional cost containment program and then moving to a longer-term system. As
noted, we feel strongly that the problem of rising costs is of such disastrous pro-
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portions that we simply cannot wait for a perfect solution before acting. It is
important, however, to provide for an orderly evolution. We have designed our
transitional program so that it will be compatible with a number of more funda-
mental structural reforms of reimbursement methods, including the type of in-
centives for improved efficiency contained in your bill.

Finally, I would like to respond to one other query about the administration’s
program—namely, that any slowing of the rate of increase in hospital costs can
only be achieved by lowering the quality of patient care.

Mr. Chalrman, your Subcommittee has contributed significantly to our under-
standing that more is not always better in the health care system. Unnecessary
medication, hospitalization, testing, and surgery can be positively harmful to
health and can constitute poor health care policy. Qur program provides a strong
economic incentive for hospitals to work with Professional Standards Review Or-
ganizations to curtail this unnecessary utilization. Unlike the current cost reim-
bursement system, our program would reward the hospital which chooses to re-
duce the length of patient stay or reduce unnecessary admissions.

Both Title I and Title II of our plan would provide strong incentives for hos-
pitals to reduce unnecessary specialized facilities. For example, studies have
shown that to maintain minimum standards of quality, a cardiac center should
perform four to six cardiac operations weekly. Over 80 percent of all hospitals
performing cardiac surgical procedures do not meet this requirement. In fact,
an independent study of a Massachusetts hospital were 499, of open-heart surgery
patients died during the period 1965-1975—an unusually high death rate—con-
cluded that an inadequate number of open-heart operations at the hospital, and
the resultant inexperience of the cardiovascualr team, contributed to the poor
results. The Administration’s proposal can help eliminate underutilized cardiac
care facilities, promote regionalization, and thus improve patient care.

Another area where substantial cost savings would be achieved with an actual
improvement in quality of patient care is inhalation therapy. Mr. Chairman, your
staff has alerted the natiop to alarming improper professional practices in this
area. One study indicates that approximately $500 million could be saved by
eliminating those inhalation therapy procedures which are of dubious benefit.

In sum, with the help of this Subcommittee, we have identified over $5 billion
in savings that can be achieved without harming patient care. A “fat list” of
those wasteful or unnecessary items which eould be trimmed back without affect-
ing quality of care is appended to my statement.

For these, and for other reasons that I will hopefully detail before this Sub-
committee when it considers the Hospital Cost Containment Act of 1977, we be-
lieve that the Administration proposal is a necessary precursor to the major,
structural hospital reimbursement reforms set forth in S. 1470.

HOSPITAL CAPITAL CONSTRAINTS

The legislation you have introduced also contains important provisions for
dealing with the problem of over-capitalization in the hospital industry. The
Subcommittee’s concern with elimination of unnecessary hospital beds, as
reflected in Section 3 of 8. 1470, and with strengthening sanction against institu-
tions which provide services with unapproved capital facilities or equipment, as
reflected in Section 4, is shared by the Administration.

In the Hospital Cost Containment Act of 1977, we have addressed these con-
cerns in a slightly different fashion. We, too, are convinced that it is important
to restrict Medicare, Medicaid, and Maternal and Child Health payments not
only for the depreciation expenses of unapproved capital expenditures, but also
for their associated operating expenses. Besides limiting the dollar amount
of certificates of need that can be issued within each State, the provisions of
our bill would use a ratio of $10 of operating expenses for every $1 of deprecia-
tion expenses in estimating the relevant operating expenses to be disallowed.

We would also encourage the closing, modification, or conversion of under-
utilized hospital beds by several methods. The Administration proposal permits
hospitals to retain any discontinued beds, services, or facilities approved by
the HSA in their revenue base, It also prohibits net additional bed investment
in Iar:ns which :ar; already overbedded.

ope my 8 can explore with yours the most effective and a; riate
methods of eliminating unnecessary hospital capacity. ppEoP
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OTHER PROVISIONS

As I have indicated, Mr. Chairman, the Administration in less than half a
vear has followed the lead of this Subcommittee in a number of areas. We have
focused on the problems that seemed most urgent.

But the Medicare-Medicaid Administrative and Reimbursement Reform Act
also has identified a number of other problems that beset our present health
care system. These problems are correctly identified, and many of them, such as
devising criteria for determining reasonable charges for physician's services, are
matters of great coneern to the Administration, and to the American people.

Given our emphasis on what we believed were the most pressing problems,
my staff has not yet fully analyzed all other major provisions of the proposed
lesi<tation. The general thrust of those reforms seems correct.

The health team at HEW is considering many proposals that are similar to
the ones set forth in your bill, and we will continue to work at full speed to
evaluate the many complex factors that underlie some of the more far-reaching
reforms advanced in 8. 1470.

We look forward to the informative record that this Subcommittee will de-
velop on these issues in the weeks ahead. I also look forward personally to a
long and productive relationship with you and your staff. We in the Executive
Branch have much to learn from your path-breaking efforts.

Thank you very much.

APPENDIX TO STATEMENT OF SECRETARY JOSEPH A. CALIFANO, JE.

HEW has identified over $5.0 billion savings which could be achieved by hos-
pitals without harming patient care:

First, according to the American Hospital Association's own data, community
hospitals accumulated $1 billion in profits (or surplus revenues) that were put
into hospital cash reserves in 1976. Nearly all of the reduced revenues which we
are requesting could come from cutting out these surpluses for this largely
nonprofit hospital industry.

Second, there are today about 240,000 empty beds in our community hospitals.
At least 100,000 of these beds are absolutely unnecessary.

At a maintenance cost of $10,000 to $20,000 per empty bed, the annual cost of
100.00 ernpty beds 1s $1 billion to $2 billion.

Yet, in 1976, 27.000 additional beds were built in the United States at a con-
struction cost of $2 billion.

The Hospital Cost Containment Act of 1977 would prohibit additional hospital
beds in areus that already have more than 4.0 beds per 1.000 population—the
standard endorsed by the Institute of Medicine. As a positive incentive, a
hospital closing beds with the approval of state and local planning bodies would
be permitted to retain the allowable costs from those beds in its revenue base.

Third, there are now 700,000 people in the nation’s acute-care hospitals. As
many as 100,000 of themi—almost 15 percent—do not need to be hospitalized and
would be better cared for at home, in skilled nursing facilities, or on an out-
patient basis. These patients are generating excess charges of $7 million per day
just for operating costs, or $2.6 billion per year.

Since the limit in the Administration’s cost containment bill is on total
revenues, a reduction in unnecessary admissions will automatically permit the
hospital a higher rate of increase in allowable revenues per patient. Thus
hospitals would have an incentive to work with their medical staffs to reduce
unnecessary hospital admissions.

Changing these economic incentives to the hospital should help existing
utilization review and PSRO programs work more effectively.

Fourth, the Institute of Medicine released a study recently that strongly
urged careful controls on the purchase and use of CT (“CAT') scanners, a
sophisticated x-ray and computer diagnostic tool costing one-half million
dollars or more. Currently, there are approximately 500 scanners in the United
States with a total operating cost of $150 million to $250 million annually. At the
rate that the scanners are being adopted, the bill for scanning could quadruple
in just the next three years, with little noticeable change in the care of the
American citizen.

The Administration proposal would slow the purchase of redundant equip-
ment by limiting new capital expenditures to about one-half the projected in-
creases for new capital equipment and modernization.
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Fifth, hospitals have not carefully examined their use of energy. A recent
HEW study found that hospitals could reduce energy costs by up to 20 percent
in the first year by reducing high water temperature, recycling air, improving
insulation, monitoring heating plant eficiency, and cutting use of nonessential
equipment during peak hours. These measures would have saved $332 million
if in place last year and could save nearly one-half billion dollars by 1980.

The Administration proposal would give hospitals an economic incentive to
institute energy-saving measures—most of which can be achieved without major
capital expenditures.

Sixth, use of expensive and often unnecessary therapies has increased rapidly
in recent years. For example, individual hospitals report that as many as 25 to
30 percent of patients receive inhalation therapy services. Hstimated costs are
$500 million annually. Yet there is limited professional evidence to support the
widespread use of such procedures.

The Administration proposal would encourage hospital administrators to work
with their mediecal staffs to eliminate unnecessary services and tests. Allowable
revenues from these services and tests would remain in the bage. Since the limit
is on Increases in total revenues, hospitals would be permitted greater than 9
percent increases on other services to the extent that these tests are curtailed.

Finally, hospital costs would be cut substantially by not admitting patients
several days before treatment, as is often done now. Pre-admission diagnostic
tests should be conducted on an outpatlent basis. Friday and Satarday admissions
should be eliminated if laboratory and operating facilities are closed on
weekends. 2

The Administration proposal would give hospitals an incentive to reduce
lengths of hospital stays. Any reduction in stays results in an automatic in-
crease in the allowable revenue increase on a per diem basis, Again, these
changed economic incentives should strengthen our existing utilization review
programs. . .

A brief recess was taken.] )
enator Tarmapee. The subcommittee will come to order.

The next witness is Hon. David Hollister, Representative of the
State of Michigan, on behalf of the National Conference of State
Legislatures.

Mr. Hollister, we are delighted to have you with us. We have many
witnesses and the Senate is in session. If you desire to do so, you may
insert your statement in full in the record and summarize it.

STATEMENT OF HON, DAVID HOLLISTER, REPRESENTATIVE, STATE
OF MICHIGAN, ON BEHALF OF THE NATIONAL CONFERENCE OF
STATE LEGISLATURES

thhif.r. HovrisTer. It will be a pleasure, Senator. I will respectfully do
a

I will try to highlight the aspects of my testimony. One aspect relates
to what States are doing now in cost containment areas, specifically
where we as State legislators agree with provisions of the Senate bill
we are considering this morning.

Another aspect involves some suggested changes, or things to keep
in mind for the record.

My background, Senator, is as a second-term legislator in the Mich-
igan House, where I have chaired the mental health committee, The
speaker has appointed me to his special committee on welfare reform
and his committee to investigate welfare fraud. .

‘ I am also representing the National Conference of State Legis-
atures. : .

States are very much concerned with the runaway health care costs.

A decade ago, the medicaid bill was $1.6 billion a year. It is projected
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for next year, 1978, to be $18 billion. That has had a devastating
impact on State budgets across this country.

The States’ response has been multiple. One response has been to
reduce the scope of services available to citizens, the second response
is to reduce the number of individuals who are able to be served.
Another response is to increase patient cost-sharing requirements.

Another response is to eliminate the service coverage, a response
that Michigan has recently enacted. The States are groping for ways
to contain costs, and they are experimenting.

In 1970, New Jersey developed a computer data system which became
the model for the HEW medicaid management system and using that,
it has saved $27 million.

Eleven States have now incorporated the medicaid management
information system. Twenty other States are moving in that direction.

Connecticut created a commission on hospital and health care with
decisionmaking authority over capital expenditures, annual operating
budget reviewing rights, and analyzing costs.

Six other States are operating with mandatory ratesetting systems.

California issued a medicaid card outlining the services available to
an individual. Any services beyond that must be approved by a team
of doctors.

In Michigan, we have initiated several cost-saving procedures.
Michigan was hard hit by the automobile recession. As you know, we
are heavily dependent on the automobile industry. We had a high
unemployment, rate and increased welfare costs—costs which increased
health care costs and put a real crimp into our budget.

We just simply reduced payments to providers by 11 percent. We
discounted their bills, We eliminated physical therapy in nursing
homes. We put a 14-day limitation on inpatient psychiatric care. We
eliminated dental, vision and hearing services for people over 21.

Those were drastic steps that we have had to take in the past to try
to contain the costs. For this year, we are moving to a couple of other
provisions. One, a prepayment review of hospital invoices for patients
staying more than the 75th percentile of hospital stays. We initiated
programs through legislation, recovering costs on third party liability.
making Medicaid a payee of last resort, not first resort.

Finally, we are initiating the generic drug law in Michigan.

Even with these savings, 1 our of every 4 new dollars will go to
the medicaid budget in the State of Michigan.

With that background, we appland you and the committee for
Senate bill 3205 of last year and Senate bill 1470 of this year. We also
thank Mr. Constantine for his openness and sincerity and willingness
to listen to the suggestions that the State legislatures have had in the
past, and which have been incorporated into the changes which you
highlighted in your statement earlier.

Our position has been developed through our human resource
committee, with representatives from all the State legislatures and
the health and welfare committees. In addition the State Federal
Assembly of the NCSL has unanimously endorsed the concept of your
bill and the highlights of my testimony this morning.

Specifically, we enthusiastically support certain provisions of the
Senate bill, First, the exception of states with effective rate-setting
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systems from the bill’s hospital reimbursement provisions, we think,
makes good sense. .

In your opening statement this morning you indicated a willingness
to expand your bill and widen its context to include more than just
medicaid and medicare. We feel this ought to be done. We believe that
the legislation ought to apply to Blue Cross, Blue Shield, and other
private payees. . L

Another point to keep in mind is that cost containment is still an art,
not a science and flexibility and experimentation should be en-
couraged. To designate one approach is too rigid and could be in-
equitable and doomed to failure.

All States should be required to mest Federal minimum standards
with incentives for doing r, and I think your bill moves in that
direction. We should require a good data base collection from the De-

artment of Health, Education, and Welfare, working with State and
ocal agencies in developing evaluation techniques. .

‘We enthusiastically support the provision for technical assistance
to the States for improving management administration and operation
of the program.

We entﬁ:ﬁs‘iastically support the requirement that regulations per-
taining to this act be issued 1n 13 months. )

In developing those regulations, we have some things that we think
ought to be kept in mind. One, that HEW should consult with State
and local officials and the results, as they are developed, should be
issued in advance, with a clear explanation of purpose and objectives.

We also like the President’s recommendation that the Secretary read
the provisions and understand them himself.

We feel, in developing HEW regulations, that State variations
should be allowed. We think, Senator, in mandating requirements, pri-
orities should be established.

Although we want to comply with regulations all the way, some-
times that is not possible.

We think reasonable deadlines ought to be established and agreed
upon by State and local officials and we specifically feel that there
should be an update of present requirements and simplification of
present medicaid regulations.

We applaud and enthusiastically support the provision which dic-
tates that information concerning the inefficiencies of the program be
made available not only to the Governor, but shared with the legisla-
tive leadership and the appropriate legislative committees.

We are always the last to know. Like the poor husband, he finds out
last when things have gone astray, and we in the State legislature are
also frequently the last to find out about a program that has failed. We
applaud the effort to include legislative leadership and committee
leadership in this effort.

This is unprecedented in Federal legislation and welcomed by the
state legislators with enthusiasm.

We also endorse the provisions for strengthening medicaid adminis-
tration. We do have a few concerns that I would like to share with
you, and then answer any questions that you might have.

Our major concern is that performance standards are dependent
upon the MMIS program being in place and not all States have that
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in place and we need to think about phasing that in. There is also a
question of paying for that MMIS program, and whether or not the
present matching ratio ought to be increased. )

Wehave a concern that the medicaid requirements are very detailed
and specific. We question whether they should be locked into statutory
language.

Wehave a concern that some States already meet or exceed perform-
ance standards while others are just beﬁinning. How do we bring those
others up without holding the ones that have moved ahcad behind.
And moving the other States up is gomg to be a considerable cost to
States which have not done this job.

How do we meet their needs?

We are concerned about the Tith percentile quality control rate
as being rigid and arbitrary.

We specifically would like to share our concern with you about the
fiscal penalty, and feel that incentives ought to be built in and not nec-
essarily limitations.

We think that there ought to be periodic corrective action plans and
then, and only if the States refuse or are unable to mect the action
plans, then apply the penalty. Do not apply the penalty immediately.

Performance standards should be a vehicle for ongoing assessment,
not a vehicle for fiscal penalties. We should distinguish between willful
intent not to comply, which shounld have penalties. and inefficiency,
which should have technical assistance. This, the bill ought to recog-
nize. There should be positive incentives of higher matching ratios to
enconrage good programs. Again, we feel that HEW should develop
the data ; HEW should be able to reimburse up to 90 percent of the ad-
ministrative costs of programs that are doing a good job and meeting
the high standards that we all look forward to. And we think MMITS
should be a top priority in every State and should be reimbursed on a
75 to 25 percent basis,

Senator. in summary. the State legislatures are enthusiastic ahout
most of vour proposal. We are hamstrung with increased cost in med-
jeaid. and we desperately want to see some kind of action. We see this
as an excellent vehicle to do that, and with our limited concerns, we
enthusinsticallv endorse the proposal before this committee.

Senator Tarmance. Thank you very much, Mr. ITollister. for a very
fine statement.

T ninderstand the National Conference of State Tegislatures has heen
verv helpful in helping us to draft this bill. We areatly appreciate that.

Virtnally every State government. in the United States has had great
diffienlty with their medicaid payments.

T know that is true in Georgia and is one of Governor Busbv’s prin-
cipal problems. Tf you have any further recommendations to improve
Hieﬂ'}:iﬂ. we woild appreciate you submitting them in writing to the
staff.

Thank vou very much.

Mr. Horuister. Thank you.

[The prepared statement of Mr. Hollister follows:]

STATEMENT OF REPRESENTATIVE DavIp C. HOLLISTER 0N BEHALF OF THE NATIONAL
CONFERENCE OF STATE LEGISLATURES

My name is David C. Hollister and T am a state representative from Michigan,
I have served In the Michigan state legislature for the past three years, during
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which time I have been the Vice-Chairman of the House Committee on Public
Health and Social Services and as Chajrman of the House Committee on Mental
Health. : -

I have also served as a member of several committees relating to social serv-
ices and health care, including,a special committee to rewrite Michigan's social
welfare law and investigate medicaid fraud. 3

My office has also initiated several citizen’s task forces, including a welfare
reform task force and a medicaid review task force. Both these task forces
have worked with the department of soclal services in identifying program areas
in policy and service delivery as well as with legislative committees to address
these problems through legislation. :

Also, as a state legislator I am a member of the National Conference of State
Legislatures and it is on behalf of the NCSL that I appear before you today.
For your information, the NOSL is the only Natlonal organization representing
the interests of the nation’s 7,600 state law makers.

I am delighted, Mr. Chairman, to appear before you and the members of this
committee,

STATE LEGISLATIVE INTERESTS

I need not tell you that the unacceptable growth in Medicald expenditures over
the past few years is undoubtedly one of the most troublesome problems facing
all levels of government today. You will recall that in its first year of operation
a decade ago, state and local governments, along with the federal government,
spent $1.6 billion on the medicaid program. Projections for fiscal year 1978
estimate the cost of the program at nearly $18 billion—an eleven fold increase
that has all levels of government searching for ways to bring the expenditures
back within acceptable bounds. Needless to say, such cost escalations have had
a tremendous impact on state budgets. Medicaid expenditures are already as-
suming a disproportionate share of the limited state funds available to finance
social programs for low income individuals. As you so correctly noted last year
in your introduction of 8. 3205, Mr. Chairman: “the choice is a simple one—
either we make medicare and medicaid more efficlent and economical or we
reduce benefits.”

While the factors contributing to the rapid expansion in the costs of providing
medicaid services are easily discernible—inflation in medicaid prices and fees,
expansion in the number of eligibles served, growth in the utilization per eligible
person—effective and equitable methods for controlling the acceleration of
costs are more elusive. ;

In the face of growing budgetary restraints, the most common response by the
states has been to focus on reducing either the scope of services offered or the
number of individuals served undet the program. Other short term steps taken
to reduce costs would Include spch actions as increasing patient cost-sharing
requirements for basic and optional services and lowering the reimbursement fee
levels for ambulatory services. Random examples of the above include; The
elimination of adult dental services from coverage by Maryland, Florida, Georgla,
New Hampshire, and Louisiana; the institution of a co-payment for eyeglasses
in Virginia and Michigan, and the restriction of one physiclan visit per month
in Alabama and Georgia.

Increasing recognition however, is being given to the contribution poor man-
ag:t::ent and administration of the medicald program makes to the problems of
C .

Waste and mismanagement is likely. to continue unless the conduect of the
administration is appropriately checked. This is the duty and the function of
the state legislature. In addition to its policy and program development role,
the responsibility of the legislature extends to the control of policy and program
after the stage of formulation. The legislature must review the performance of
its administrators—econducting oversight, curbing dishonesty and waste, ensuring
compHance with legislative intent, and challenging bureaucrats. It must also
assess the effectiveness of state policies and programs.

Currently in addressing the problem 'of rising medicald costs state legislatures
have basically three options: Qontinue to appropriate money to the program at
increasing rates; cut benefits and reimbursements; or effect savings within the
program itself. The later option Implies getting a better handle on managing and
administering the program. '

As you are aware, some of the most effective and innovative measures in
containing health costs have been Introduced through state medicaid programs.
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Most of the attention so far, however, has been on curbing fraud and abuse in
the program. For example, during 1970, New Jersey developed a computer system
to detect patterns of fraudulent practice and abuse. The ingredients of that
system were adopted by HEW in developing the Federal medicaid management
information system (MMIS). New Jersey’s system resulted in a $27 million
saving just by prescreening claims. Additional savings were incurred through an
aggressive investigation and prosecution of several nursing home operators,
pharmacists and doctors.

Over the past few years—in cooperation with and encouraged by HI\W—many
state legisiatures have sought to aid the medicaid management process by ex-
pending large amounts of state funds for the development of MMIS systems.
MMIS, including the surveillance and utilization review components, is directed
specifically at controlling utilization, cost effectiveness and maintenance of
quality eare. These systems give medicaid program directors and state legislators
a state wide perspective on how the medicaid program is being used or abused.
Eleven states now have a certified MMIS system; an additional 20 states are
in the process of implementing MMIS this year.

States retain the authority to determine rates and methods of reimbursement.
Although somewhat constrained by Federal statue and regulations, states have
developed a variety of policies in this area. Through the budget process, state
legislatures have dictated reimbursement policy to a certain extent. A few states
have developed sophisticated reimbursement policies, each tailored to a specific
provider program. Some states have experimented with regulating the medical
care indu~try, on the assumption that controlling costs only in one part of the
health care sector will only result in a “ballooning out” effect in other areas of
the sector. As an example, in 1973 Connecticut created a commission on hospitals
and health ecare, with decisionmaking authority over capital expenditures and
annual operating budgets, as well as reviewing rates and anlyzing costs. As a
result, in its first year of operation the CHHC reported that the percentage of
increase in cost per adjusted patient day was 8.4 percent, compared to 10.9 per-
cent nationally, I'resently, six states are operating mandatory rate setling sys-
tems with several other states sponsoring a rate review mehodology of one sort
or another.

Since 1970, several states have supported experiments with the delivery of
services to medicaid recipients through prepayment plans. The experiences of
CHHC programs in Washington, Kansas, Kentucky, Michigan, New Jersey, and
the Distriet of Columbia are worth studying.

The state of California instituted several methods to reduce overutilization.
Hach recipient’s medical card indicates the services the recipient is entitled to.
Additional services sought by the recipient beyond those mentioned on the eard
must be approved by a medical field office before payment can be made. More-
over, a new program implemented at the end of 1975 requires every hospital
serving medicaid patients to include a team composed of a physician, a nurse and
a social worker. The team, in cooperation with the attending physician, must
make a determination regarding the recipient's length of hospital stay. Pre-
li:&ﬁnary results indicate that the average length of hospital stay has been
reduced.

The state legislature in Wisconsin established a 30 member strike force
against medicaid fraud. Investigation and audits carried out by the Illinois
bureau of special investigation and the Governor's task force on medicaid fraud
resulted in the suspension of 60 medicaid providers. Illinois has also reduced
costs by changing the formula for reimbursing pharmacists for medicaid pre-
scriptions. In New York State, audits of the nursing home industry are expected
to help return almost $70 million in overcharges to the state's treasury. Last
year Minnesota began a pilot project of restricting recipients’ use of physician
and pharmacy services in cases where there is documented evidence or abuse or
misutilization of these services.

Michigan probably has a greater degree of experience with medicaid cost
containment efforts than any other state. Recent periods of high unemployment
have increased the state’s welfare rolls and have concurrently reduced state
revenues. This combination, with that of rampant health care cost inflation, has
meant that medicaid has had a devastating effect on our state's budget.

In December of 1975 the Governor issued an executive order containing a
number of medicaid reductions, Because of the immediacy of the state's fiscal
plight, we could not sufficiently assess the ramifications of the measures taken.
Some of the programmatic changes included :
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An 11 percent reduction in payment rate for many medicaid providers;

Elimination of physical therapy coverage in nursing homes;

A 14-day Hmitation on inpatient psychiatric services; and

A reduction of the protected income level for medicaid only recipients, and the
elimination of dental, vision and hearing services for persons over 21,

Most of these measures have long since been abandoned or modified because
they either were not effective cost savings devices or hdad a devastating impact
on clients. .

As the legislature considered the current fiscal year's appropriation for medic-
aid it became apparent that available state funds for this program were salg-
nificantly lower than projected expenditures. The Governor and legislative
leadership joined together in a meeting with representatives of all major pro-
vider associations to outline the dilemma and to seek their help in developing
and implementing effective and appropriate cost containment measures for the
medicaid program. That effort was successful and resulted in a number of posi-
tive policies such as:

Prepayment review of hospital invoices for patients staying beyond the 75 per-
cent length of stay for that diagnosis ;

Increased efforts by providers to identify and bill other third party sources;
and

The establishment of a generic drug policy and revisions in the adult dental
and vision program.

Although these efforts were largely successful, I would like to note that the
Governor’'s statewide budget for fiscal year 1977-78 allocates one out of every
four new state dollars to medicaid. This despite inclusion of substantial savings
collected as & result of the cost containment initiatives.

In summary, despite the fact that we in Michigan have made gignificant efforts
to identify and implement appropriate cost containment measures, it is abun-
dantly clear that these efforts in medicald alone cannot resolve the fundamental
problem at hand—one of uncontrolled health care cost escalation. The need is
great, therefore, for an effort at the Federal level which can effectively en-
courage the application of proven cost containment measures and sound manage-
ment procedures by all levels of government and by the entire medical care
industry. We believe that the Talmadge bill is a major step in the direction of
achieving those goals.

* * * * * * *

8. 1470

Mr. Chairman, we at the state level realize the enormous time and energy
that was devoted to the creation of this legislation. Moreover, we sincerely appre-
ciate the willingness—and even the initiative—taken by your staff to meet with
representatives of state government on the merits of this bill. Over the past year,
your very able staff director, Mr. Constantine, has conferred with members of
our organization on several occasions and, at each meeting, made it clear that
the contributions of state officials are most highly valued by the committee, We
have taken this invitation most seriously, Mr. Chairman. In preparation for
this testimony we have gone through a series of steps to ensure a broad range
of inputs from elected officials and program administrators at the state level.

The recommendations which follow were originally submitted by the Human
Resources Committee of the NCSL. That committee is comprised of chairmen and
ranking members of health and welfare committees from practically every atate
legislature. Those recommendations were then considered by our State-Federal
Assembly (SFA) and were adopted unanimously. The SFA includes over 400
state legislators, representing every state and both political parties, and has
the exclusive authority to speak on behalf of the orgeanization with respect to
issues affecting State-Federal relations.

In general, Mr. Chairman, state legislators are enthusiastic about this bill.
Reasonable attempts to fulfill the many objectives stated in S. 1470 deserve the
attention and support of all levels of government. Those objectives specifically
relate to addressing several problem areas in the medicaid and medicare pro-
grams. Those problem areas include :

The lack of uniform and efficlent program management and administration;

Excessive and steadily rising costs in medicare and medicaid ;

Ineffective enforcement of regulations by HEW ; and
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Inefficient cost-generating reimbursement policies of hospitals, nursing homes,
and to some extent, physicians.

Several provisions within 8. 1470, if implemented, offer an excellent chance
of resolving many of the aforementioned problems, NCSL specifically supports
the following key measures:

1. EXEMPTION OF BTATES WITH EFFECTIVE RATE BETTING BYSTEMS FROM THE BILL'S
HOSPITAL REIMBURSEMENT PROVISIONS

Rising hospital costs have been a major concern to most states for a number of
years, and several of the third-party payers—particularly medicaid and Blue
Cross/Blue Shield—have initiated prograins which aim at restraining hospital
costs., However, what that experience confirms is that policies promoted by dif-
ferent payers acting alone can have only a limited impaet on controlling ho=pital
costs for the whole system. If the reimbursement system is to provide the lever
for controlling costs, a uniform policy which applies to all hospital payers is
highly desirable. The approach coutained in 8. 1470 constitutes a major improve-
ment over the current hospital reimbursement structure but should extend even
further to reach all payers.

The present piecemeal reimbursement structure is an inequitable and ineffee-
tive approach to hospital cost containment, as well as being a disruptive influence
on hospital planning and financing. Reforms which apply to the reimbursement
policies of only a single payer (e.z., medicaid) provide strong incentives for
hospitals which are being squeezed by that payer’s policies to cither opt out of
the program or to pass on the costs to other pnrehasers. In such cirenmsatances
costs are shifted from payers who have imposed reimbursement constraints (e.g.
medieaid) to other payers who do not or cannol control their level of reimburse-
ment (e.g., private insurers and patients without insurance). The result is thaf
total liospital costs are not effectively controlled. privtae payers realize an in-
equitable fiscal burden, and those hospitals which have a high proportion of
medicaid patients bear the brunt of cost containment efforts. Furthermore, hos-
pitals may increasingly view medicaid admissions as undesirable, with the long-
run result that medieaid admissions are shifted to a few hospitals. Since those
hospitals wonld then face increasingly tighter eost constraints relative to other
hospitals, the result might very well be a discernably different hospital delivery
system for medicaid patients.

There is no dixpute that a sen<ible hospital cost eonfrol system must precede
the implementation of a national health insurance program. Substantial dis-
agreement may exist, however, mver what kind of cost control system will prove
offective and what level of government should be responsible for administering
and operating the system.

Given the fact that cost containment is still largely an art, not a science, flexi-
bility and experimentation shonld be key to the eventual discovery of a system
or systems that will function property. The assumption that the colution to cost
inflation in the hospital sector lies in a single approach is a faulty one and. if
allowed to guide our policy, is likely to lead us into a system of extreme rigidity
and inequity.

Henece, we believe, as the bill suggests, that states operating rate review pro-
erams which either meet or exceed minimum Iederal guidelines should be free
to continue to ndminister their own hospital reimbursement programs. The use
of state expertize and staff wonld greatly angment the limited number of Federal
employees who would be available to administer a nationwide program,

We wish to emphasize, however, that the crviteria by which states would be
permitted to operate their own hospital reimbursement systemns should be mini-
mum standards. Sinee the development of a sound incentive system for reimburs-
ing hospitals ix sfill in its infaney, states shonld not be put in the pasition of
having to demonstrate “beyvond a reasonable doubt” they ean do a better job
thun the Federal Government.

The legizlation should encouraze further state experimentation with alternn-
tive hospital reimbursement mechanisms in order to build an information and
data base necessary to exanune and resolve several ervirieal issnes prior to the
establishment of a national health insurance system. Strong evaluation measures
shonld be built into the program to insure that innovations in techinology and
procedure are measured, presceried and made available nationwide.

Vildinonally, the legistation should contain incentives to states to adopt even
toucher ~tandards than federal requirements. For example, if a state operated
system can manage to control hospital costs below a reasonable level, the state




123

should be able to retain part of those savings and devote them to such pur-
poses as prevén_tlve services and debt retirement on unnecessary facilitles.

IL. PROVISION OF TECHNICAL ASSISTANCE TO THE BTATES FOB IMPEOVING THE MAN-
AGEMENT, ADMINISTRATION AND OPERATION OF THE PBOGRAM

On numerous occasions states have sought technical guidance from the fed-
eral and regional offices, only to be ignored or refused because the necessary
technical expertise was unavailable, given the increased number and complex-
ity of federal statutes and regulations, as well as performance standards expected
under the proposal, improved technical assistance is indispensable to the ulti-
mate effectiveness of this legislation. We are, nevertheless, concerned that while
the bill calls for increased technical assistance, no recommendation appears call-
ing for additional federal dollars to be allocated for that purpose. Moreover,
we would like to be assured that if the resources are available, they not be
consumed by monitoring and enforcement functions to the detriment of needed

technical assistance services.

III. REQUIREMENT THAT REGULATIONS PERTAINING TO THIS ACT MUST BE IS88UED BY
THE BECRETARY OF HEW WITHIN 13 MONTHS OF PASSAGE

The record of the department over the past few. years-in issuing timely regu-
lations has been extremely poor. On several occasions states have been plagued
with complying with requirements which become effective before final regula-
tions are published and under which their compliance will ultimately be evalu-
ated. One concern, however, is that the need for expedition not infringe on
the need for greater clarity in the regulations. NCSL offers the following specific
suggestions with respect to medicaid regulations:

Consultation with representatives of state and local governments should pre-
cede the development of medicaid regulations. The regulations shiould be issued
well in advance of the effective dates and the purpose and objectives of the
regulations should be clearly specified.

State variations should be allowed in implementing the regulations, recogniz-
ing the differences in relative wealth and poverty and other socioeconomic fac-
tors. Criteria should be developed in light of these variations. Standards by
which to evaluate state-compllance with regulations must be formulated, with
an emphasis on outcome objectives rather than process measure or technical
requirements.

In view of the fact state and local governments are confronted with several
sets of regulations at the same time, DHEW should, in consultation with the
units of government affected by the rules, establish :some priorities among the
mandated requirements.

Reasonable deadlines for compliance with regulations should be agreed upon
by all levels of government affected by the regulations.

-An updated and simplified compilation of Medicaid regulations is badly needed.
The task should Dbegin with ‘the following regulations specified in order of
importance:

1. Financial eligibility requirements,

2. Hospital reimbursement.

3. Nursing home standards, including quality of care.

4, Cost sharing. .

. B. Freedom .of choice.

6. Single state agency. .

7. Regulations. preventing states from. eliminating or restricting dual certi-
fication of ICFs and SNFs. . & .

Iv. ‘BEQUI‘REM]!I:NT THAT INFORMATION REGARDING DEFICIENCIES IN THE ADMINISTRA-
.TIGN OF A ETATE'§ MEDICAID PROGEAM BE MADE AVAILABLE NOT ONLY TO THE GQV-
ERNOR OF THE 8TATE, BUT ALS0 BE SHARED WITH THE LEGISLATIVE LEADER OF EACH

: HQUSE IN THE STATE LEGISLATURE, A8 WELL AB THE CHATRMAN UF THE LEGISLA~
. TIVE COMMITTEES WITH JURISDICTION OVER THE MEDICAID PROGRAM

Mr. Chairman, it'is an unfortunate reality that leglslators are often among
the 1ast to know when things are going wrotig with the medicald program.

The deference 8. 1470 pays to the importance of the State legislative branch
of governmefit—in récognizing ‘its accountability for .the expenditure of state
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funds and assuring program effectiveness—is unprecedented in federal legis-
lation and welcomed with great enthusiasm. This provision will unquestionably
strengthen the legislatures’ ability to oversee the administration of their Medi-
aid program. Moreover, it should spur greater interest on the part of the ap-
propriate committees to continually evaluate the performance of their own state
agencies,

V. PROVISIONS FOR IMPROVING MEDICAID ADMINISTRATION

8. 1470 calls for specific reforms in the administration of Medicaid by estab-
lishing specitic performance standards in four areas:

1. Eligibility defermination;

2. Quality control;

3. Claims processing; and

4. Program reports and statisties.

Whiie the introduction of performance standards represents an appropriate
step towards improving program administration and management, NCSL feels
the following specific coucerns must be accommodated:

1. Since compliance with the performance standards in the four broad areas
is largely dependent on the assistance of fully operating management informa-
tion systems, state and local governments will need more lead time than the
preposed October 1978 effective date offers. Additionally, we recommend that
the federal government assume the full cost of the development and operation
of these management information systems.

2. ‘Lhe Medicaid requirements are extremely detailed and specific. The advis-
ability of locking such regulatory language into a statute is seriously questioned.

3. While several states already meet or exceed the performance standards in
the bill, many other states will be unable to comply without a substantial in-
crement in state expenditures,

4. The standards related to the area of quality control give us considerahle
difficulty. To begin with, a maximum error rate for eligibility determination set
af the 75th percentile of rates reported by the srates (between a specified time
perind) will always be an arbitrary standard., More equitable measures which
recongnize state capacities could be developed. rather than legislating such a rigid
statisticnl requirement.

5. Even more troublesome is the tying of a fiscal penalty to certain tolerance
levels, Given the fact that “quality control” is still an art and not a precise
seience—that is to say no one has the answer as to what combination of factors
will guarantee a reduction in errors—we find the attachment of fiscal penalties
to tolerance levels unaceeptnble. Instead, we would prefer to see a nationwide
quality control system developed as a management tool which will allow elected
atficials, program managers and the publie to reliably and validly know the
accuracy of the eligibility system at regularly recurring intervals.

The basic principles of this nationwide quality control system should be
applied not only to medical assistance but to AFDC, S8I and food stamps as
well. Additional administrative standards should not be mandated by the
federal government without prior consultation with states and localities and
until there is clear evidence of their cost effectiveness.

We further helieve that no national performance tolerance levels should he
established at this time. Instead. all states should be required to develop periodie
eorrective actinon plans, aceeptable to the department of health, edueation and
welfare, geared to the individual conditions of each state and including the
state’s specific targets for error rednetion,

Sanctions, if necessary, should be applied only through the existing compliance
procedure and only in those instances where a state clearly refuses to propose
an acceptable corrective action or fails to appropriately implement the actions
in the agreed upon plan,

We also recommend that the publicity of quality control findings should be
continned with the following modifications :

More emphasis should be placed on publicizing in each jurisdiction the reeord
of that single jurisdiction (mational publicity makes it difficult for the public
to evaluite the program which operates in their own localities.)

Publie recognition should be given to those jurisdictions with low error rates
or which are making significant improvements,

More emphasis should be placed on clarifying the causes of errors and the
<content of corrective actions plans.
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In addition to the preceding recommendations NCSL offers the following
suggestions for enhancing the quality and effectiveness of the administration
and management of the medicaid program:

Performance standards should be viewed as an essential management or
information device by which an ongoing assessment of the effectiveness and
efficiency of a state’s medicald program can be made and by which areas of
deficiency can be identified and corrected. Standards should not be used as a
vehicle for the application of fiscal penalties.

With respect to the application of fiseal sanctions, efforts should be made to
distinguish between willful intent not to comply and management inefficiencies.
‘Where the latter is the problem, technical assistance should be the initial remedy
with a specified time limit established for compliance,

The application of penalties should be only a measure of last resort. When
program deficiencies are identified, a corrective action plan should be formulated
by the state and technical assistance should be extended by DHEW to help
implement the plan. Only when further review indicates non-compliance should
a penalty be imposed.

Penalties should be levied on a flexible basis, in accordance with the degree
of non-ecompliance.

Positive incentives, e.g., higher matching ratios, should exist to enmcourage
worthwhile programs.

One of the serious deficiencies in medicaid management is the lack of com-
prehensive and comparable program information, DHEW should work with the
states to establish a common set of data describing each state medicaid program,
ineluding information on reimbursement.

DHEW should have the authority to reimburse states up to 90 percent for
administrative costs. In return for the increased match, states must fulfill certain
performance criteria in the administration of the program. HEW would negotiate
with each state on the conditions and standards that must be met in order to
receive the higher match.

The development of MMIS within every state should be a major priority of
DHEW. The matching ratios for development and operation of MMIS should
be reconsidered in view of the disproportionate burden the costs have on
predominantly low income states.

Staff to implement findings from the MMIS systems should be paid on a 75/25
percent matching basis.

The medicaid technical assistance role of the DHEW should be strengthened
and upgraded and added emphasis should be placed on training federal staff
on-site within the states.

DHEW-—in cooperation with the major state and local public interest organiza-
tions—should foster inter-state technical assistance and resource exchanges for
the improvement of medicaid management and administration.

In conclusion, Mr. Chairman, we suggest that while 8. 1470 contains numerous
worthwhile features that deserve widespread support, the bill should not be
represented as the exclusive answer to controlling health care costs. Medicaid
and medicare account for only one third of the total health care dollars spent
nationally ; therefore, the regulation of medicaid and medicare cannot control
costs throughout the entire health care sector. Even if the bill’s provisions
succeed in holding medicaid and medicare hospital costs in line, there are too
few safeguards to prohibit the reallocation of those costs to other third parties.
Furthermore, we feel that action must begin right away on comprehensive health
care cost containment, A delay until 1981 is likely to mean that hospital costs
will have increased another 456 percent before we start to deal with them.

We believe that the development of a national health policy offers the most
effective meansg of containing costs throughout the health care sector in the long
run. Such a policy at a minimum would link decislons on provider reimburse-
ment to effective health planning authorities. It would correct the present im-
balance in the health care system between the emphasis on treatment of illness
and the deemphasis on promotion of health. A national health policy can begin
to grapple with some of the difficult public policy. Issues being forced on
soclety by the proliferation of expensive, sophisticated technologies, such as,
what kinds of health services shall be provided and where shall our limited re-
sources be concentrated?

Last year in your introductory remarks on 8. 3205 you indicated, Mr. Chair-
man, that the kinds of administrative and payment changes advocated in the
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bill “are absolutely necessary prior to any expansion of the federal role in
providing more health insurance to more people”. You went on to _suggest that
absent these changes, “any expansion would be an open invitation to fiscal

disaster”. A .
While, of course, our presence here today is not to debate the merits or de-

merits of the various national health insurance proposals pendin_g before Con-
eress, we do anticipate that that debate may be forthcoming {mrly soon and
when the time comes, state and local governments will be anxious to make a
contribution to a consensus as to the kind of hiealth ecare system America ought to
have.

In preparation for that possibility, state and local organizations have been
working together over the past year to learn how their constituents fell about
certain key issues in the national health insurance discussion, as well as to de-
lineate what roles and authorities state and local governments ought to exer-
cise under any new health eare system. For the record, I would like to submit
some attachments which deseribe in detail our concerns in this area, as well
as zome of the tentative recommendations we have developed.

Thank you once again for this opportunity to meet with you.

Senator TarMapce. The next witness is Dr. Robert P. Whalen, com-
missioner of health, New York State, on behalf of the Association of
State and Territorial Health Officials. )

Dr. Whalen, we welcome you to the committee. You may submit
your entire statement for the record, and summarize it.

STATEMENT OF DR. ROBERT P. WHALEN, COMMISSIONER OF
HEALTH, NEW YORK STATE, ON BEHALF OF THE ASSOCIATION
OF STATE AND TERRITORIAL HEALTH OFFICIALS

Dr. Waarex. Thank you. Senator.

As the chief framer of this legislation, Mr. Chairman, you are to be
congratulated for your foresight and perception. The ever-increasing
costs of medicaid and medicare have indeed become an intolerable
burden for Federal and State governments and for the Nation’s tax-
payers. We at the State level need relief from our burden and we need
it now.

We note with interest and approval your recent comments that this
bill does not compete with President Carter’s Cost Containment Act,
but instead, complements that legislation. We endorse the concept of
adopting immediate interim restraints on health care costs while long-
term solutions are worked out.

At or near the top of every State’s priority list is relief from the
current. provisions of so-called reasonable costs in paying for hospital
and long-term care. This misnamed and misguided policy has pro-
vided the Nation’s health care industry with carte blanche to pass
through to the govermental payer whatever costs the industry chooses
to charge for its services. As a consequence. many States and local
communities have reached the limits of their fiscal resources, even for
such socially beneficial programs asmedieaid.

When hospital rooms cost upward of $300 a day. as they do in some
metropolitan arveas of our Nation, and when medicaid must reim-
burse some hospitals $70 to $80 a day for a single visit to a clinic or
an emergency room, as was true carlier this year in New York City,
I say to you that hospital costs are anything but reasonable.

Thus, our association strongly supports efforts to reform the
administrative and reimbursement mechanisms in the medicare and
medicald programs. The bill before you represents a thoughtful ap-
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proach to this u tly needed reform, and is a signal improvement
over kindred legislation offered last year. i

We wish to offer the following comments concerning the bill and
some of its provisions. 774

Our principal concern is with the level of consultative and adminis-
trative control that this legislation would accord to the States, which
together with localities, are legally responsible for the operation of
the medicaid program and are expected to fund half of its costs.

Many States, New York among them, have been working for years
to refine and implement effective programs aimed at contro%.lin ever-
rising hospital expenditures, and to do so without denying vital health
services to those people who need them. These State programs
represent a pluralism that should be encouraged to continue and

pro i

This would not only give the Federal Government a benchmark
against which to measure its programs of hospital cost containment, it
would also permit these States to serve as laboratories for the develop-
ment of innovative cost control procedures. We strongly recommend
that States with existing and effective programs of hospital cost con-
trol be exempted form the hospital reimbursement provisions of this
bill and that this waiver be granted without prejudice.

We endorse the coneept of rewarding hospitals whose routine costs
are below the average of their groups, and penalizing hospitals whose
costs exceed the group’s average. '

But the classification of hespitals into groups differentiated only
by bed capacity seems inflexible and unwieldy. More sensitive criteria
may be needed to account for geographical differences, different spon-
sorship and variabilities in level of care that is provided. In New York
State, for example, the character of the hospital industry in New York
City 1s far different from that in rural areas upstate.

When New York State first sought to control hospital costs in 1970,
we began by examining certain routine costs of inpatient care, as this
bill does. Many years Jater and wiser, we have become more sophisti-
cated in our efforts to contain hospital eosts. We found that, when cer-
tain cost components are left out of a reimbursement formula, these
costs often become artificially inflated in an effort to counteract re-
straints contained in the formula. Thus, when we placed stringent
controls on reimbursement for inpatient care, we found that the aver-
age length of stay began to increase and that charges for outpatient
and ancillary services shot upward at a precipitous rate.

Accordingly, we found it necessary to broaden our cost contain-
ment efforts to include ancillary costs, to set standards for average
length of stay, and to place a ceiling on reimbursement for clinic and
emergency room services,

I offer this experience as proof that cost control legislation, if it is
to be effective, must cover ancillary as well as routine care.

This bill would allow hospitals to receive full reimbursement for
costs up to 20 percent higher than the average of their peer group. In
our view, this is far more permissive than the limit already set by
some States, In New York State, for example, medicaid and Blue Cross
reimbursement is limited' to the average of the group. Those hospitals
exceeding the average are penalized.
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The concept of conversion allowance is, we believe, an ingenious
answer to the problem of unneeded, underutilized hospital facilities.
We believe such a provision would overcome the opposition many
States have experienced when they have tried to close or consolidate
unnecessary hospitals and hospital services. .

Such efforts, however, should be closely linked to health planning
at the State level, and should involve both health systems agencies and
State health facilities planning agencies. Through this interface, the
States would be in a position to identify those institutions and services
that are redundant to need.

Many States have sought permission for hospitals to convert some
beds to the level of nursing home beds, with appropriately reduced
reimbursement. Heretofore, Federal health policy has not permitted
this. Thus, we are pleased to endorse this provision in the bill.

And we also endorse the constraints placed on reimbursement of
hospital-based physicians, such as anesthesiologists and pathologists,
for services not directly related to patient care. )

The performance criteria. reporting requirements, and penalties
specified in relation to eligibility determination, claims processing. and
data retrieval are, in our opinion. unrealistic.

In summary, may I say that we States, much like the Federal Gov-
ernment, need to coordinate our cost control efforts with related ac-
tivities in health planning and development. The proposed legislation
could be more supportive of such efforts by closely involving the States
with the administration and intent of the legislation. For example,
States could be asked to submit administrative programs that would
integrate cost control. planning. and policy linkages at whatever level
they might be currently operating.

In some States, this would be development of a strong capital ex-
penditure control system. while in others it would be a coordinated and
complex system of ratesetting. planning, and capital expenditures
controls,

This could be at least partially accomplished through a State ad-
ministrative program requirement. Such a requirement would need to
be supported by federally established performance criteria tied to the
intentions of the act, but in keeping with the unique situation of the
various States.

Inherent in my testimony is the belief that something must be done
immediately to cope with the explosive vise in State and loeal. as well
as Federal Government, share in health care costs. But at the same
time, we need a long-term approach, such as this bill, to the problem.
We believe that considerable attention should be given to increa<ing
State resources go that health cave cost containment can be eflectively
planned. implemented, and evaluated.

I want to stress that ASTHO strongly endorses the intentions of
this legislation. Onr commentary is presented from the perspective of
strengthening a useful and necessary proposal.

And if we mav be permitted one final observation, it is that the in-
crease in expenditures by the health care delivery system over the past
decade has not demonstrably benefited the health status of the Amer-
ican people. We are confronted with rapidly increasing expenditures
for new technology, more personnel, and new facilities, without a nee-
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essary relationship to improved health. In addition to capping the
costs of institutional care, we must consider increasing our investment
in the prevention of illness and the promotion of good health prac-
tices on the part of the populace.

Senator T'armange. Dr. Whalen, thank 11:':01: very much for an excel-
lent statement. You are an exﬁ)ert. in this field. Do you think this bill,
as Bresent]y drafted, will do the job# L.

r. WHALEN. I think, Senator, that it is a very ﬁood beginning. .
_ I think, as you move into this field, that approaching it by a group-
ing of hospitals and putting a ceiling on routine costs, making pay-
ments prospectively, and putting in an incentive payment, so those
who are more efficient are rewarded, is a very good approach.

I think that eventually it is going to have to move, as you indicated
in the bill, to ceilings in other areas of cost. This is a little bit more
difficult. Groupings are more difficult as one moves to control anci]]s.r{
costs, but I would heartily endorse the general approach of the bill.

Senator TarLmapce. If you or the Association 0? State and Terri-
torial Health Officials have any further recommendations that might
improve the bill, we would greatly a%preciate your putting them in
writing and submitting them to the staff.

Senator Dole ?

Senator Dore. I have just a couple of—more or less—comments.

In your statement, you indicate :

We strongly recommend that States with existing and effective programs of
hospital cost control be exempted from the hospital reimbursement provision
of this bill and that this waiver be granted without prejudice.

If I am correct, in the bill, if the Secretary is satisfied that a State
hospital reimbursement system results in lower aggregate payments
to hospitals in the State than the system established by the bill, then
payments to hospitals in that State would be based on State system.

Dr., Waairen. That satisfies our needs, Senator. I just wanted to
make the point that the States heartily endorse that.

Senator DoLe. Then in that same general area, fvou talk about classi-
fications of hospitals in groups differentiated only by bed capacity. I
think also that the bill, as drafted, takes into account geographical
differences and other areas of possible difference. It does have the flexi-
bility that you suggest.

Dr. WHALEN, %t does, Senator, when you are talking in terms of
routine costs. I think over time, as one moves to a consideration of
imposing ceilings on ancillary costs that the grouping process becomes
much more difficult. One has to deal with such items as intensity of
service, patient mix, and so on.

The only point that I was trying to make was that grouping of
hospitals is not as simple as it might appear at first blush, and it is
quite & oom;l))lex undertaking and that there ought to be some flexi-
bility in the bill that will allow for changes in groupings and changes
in the criteria.

Senator Dore. I share that view, and I am sure the chairman does.
I believe the language is in the bill, but if it lacks flexibility, we can
probably add it, but X think it may be there.

Thank you very much.
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Senator TaLmapee. Thank you, Dr. Whalen. We appreciate your
contribution.
[ The prepared statement of Dr, Whalen follows:]

STATEMENT BY ROBERT P. WHALEN, M.D., IN BEHALF OF THE .\SSOCIATION OF
STATE AND TERRITORIAL HEALTH OFFICIALS

SUMMARY

The Association of State and Territorial Health Officials supports efforts to
reform the administrative and reimbursement mechanisms in the Medicare and
Medicaid programs. In particular, states need relief from the so-called “reason-
able cost” provisions of the Medicaid program.

A principal recommendation of the Association is that states with effective
programs of hospital cost control be encouraged to continue these efforts by
exempting them from the reimbursement provisions of this bill,

The Association endorses the concept of rewarding hospitals with lower than
average costs and penalizing those with higher than average costs.

Experience at the state level suggests that excepting ancillary costs from the
reimbursement formula may weaken the effectiveness of cost control measures.

The concept of a conversion allowance is endorsed, as is the provision that
would allow hospitals to convert some beds to nursing home level, with reduced
reimbursement.

The Association helieves cost control efforts at the federal level must be
coordinated with activities of state health planning agencies.

Mister Chairman. Members of the Subcommittee, I am Dr. Robert P. Whalen,
Commissioner of the New York State Department of Health, and I am here to
testify on behalf of the Association of State and Territorial Health Officials,
comuwoenly referred to as ASTHO.

As the chief framer of this legislation, Mr. Chairman, you are to be congratn-
lated for your foresight and perception. The ever-increasing costs of Medieaid and
Medicare bave indeed become an intolerable burden for federal and state gov-
ernments, and for the nation’s taxpayers. We at the state level need relief from
our burden and we need it now.

We note with interest and approval your recent comments that this bill does
not compete with President Carter's Cost Containment Aect, but instead, eom-
plements that legislation. We endorse the concept of adopting immediate interim
restraints on health care costs while long-term solutions are worked out.

At or near the top of every state’s priority list is relief from the current pro-
visions of so-called “reasonable costs” in paring for hospital and long-term care.
This misnamed and misguided poliey has provided the nation’s health rare in-
dustry with carte blanche to pass through to the governmental payor whatever
costs the industry chooses to charge for its services. As a consequence, many
states and local eommunities have reached the limits of their fiscal resources,
even far such socially beneficial programs as Medicaid.

When hospital rooms cost npwards of $300 a day, as they do in some metro-
politan areas of our nation. and when Medicaid must reimburse some hospitals
$70 to 880 a dar for a single visit to a clinie or an emergency room, as was true
earlier thiz year in New York City, T say to you that hospital costs are anything
but reasonahle,

Thus, onr Association strongly supnorts efforts to reform the administrative
and reimbnrsement mechanisms in the Medicare and Medicaid programs. The
bill before you represents a thoughtful approach to this urgently needed reform.
and iz a signal improvement over kKindred legislation offered last year. We wich
to nffer the following comments concerning the hill osnd some of its provicions,

Our principal eoncern is with the level of con«nltation and administrative eon-
trol that this legislation wonld accord to the states, whieh together with loeali-
ties. are lezally resnonsihle for the operation of the Medicaid program and are
exnected to fund half of its cnsts,

Manv states, New York among them. have heen workine for vears to refine and
implement effective programs aimed at controlling ever-rising hospital expendl-
tures. and to dn sn withont denying vital health services fn those peanle wha
need them, Thes<e state programs represent a pluralism that should he encournoed
to eonfinue and progress. Thiz wonld not onlvy give the federal government a
benchmark agninst which to measure its program of hospital cost eontainment,
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it would also permit these states to serve as laboratories for the development of
innovative cost control procedures. We strongly recommend that states with ex-
isting and effective programs of hospital cost control, be exempted from the hos-
pital reimbursement provisions of this bill, end that this waiver be granted
without prejudice. \

We endorse the concept of rewarding hospitals whose routine costs are below
the average of their groups, and penalizing hospitals whose costs exceed the
group's average.

But the elasgification of hospitals Into groups differentiated only by bed ca-
pacity seems inflexible and unwleldy. More sensitive criteria may be needed, to
account for geographical differences, different sponsorship, and variabilities in
level of care that is provided. In New York State, for example, the character of
the hospital industry in New York City is far different from that in rural areas
upstate.

pWhen New York State first sought to control hospital costs in 1970, we began
by examining certain routine costs of inpatient care, as this bill does. Many years
later and wiser, we have become more sophisticated in our efforts to contain
hospital costs. We found that, when certain cost components are left out of a re-
imbursement formula, these costs often become artificially inflated in an effort
to counteract restraints contained in the formula. Thus, when we placed stringent
controls on reimbursement for inpatient care, we found that the average length
of stay began to increase, and that charges for outpatient and ancillary services
shot upward at a precipitous rate. Accordingly, we found it necessary to broaden
our cost containment efforts to include ancillary costs, to set standards for aver-
age length of stay, and to place a ceiling on relmbursement for clinic and emer-
gency room services. I offer this experience as proof that cost control legislation,
if it is to be effective, must cover ancillary as well as routine costs,

This bill would allow hospitals to receive full reimbursement for costs up to
twenty percent higher than the average of their peer group. In our view, this is
far more permissive than the limit already set by some states. In New York State,
for example, Medicald and Blue Cross reimbursement 1s limited to the average of
the group. Those hospitals exceeding the average are penalized.

The concept of a conversion allowance is, we believe, an ingenious answer to
the problem of unneeded, underutilized hospital facilities. We believe such a pro-
vision would overcome the opposition many states have experienced when they
have tried to close or consolidate unnecessary hospitals and hospital services.
Such efforts, however, should be closely linked to health planning at the state
level, and should involve both health systems agencies and state health facilities
planning agencies. Through this interface, the states would be in a position to
identify those institutions and services that are redundant to need.

Many states have sought permission for hospitals to convert some beds to the
level of nursing home beds, with appropriately reduced reimbursement, Hereto-
fore, federal health policy has not permitted this. Thus, we are pleased to endorse
this provision in the bill.

And we also endorse the constraints placed on reimbursement of hospital-
based physicians, such as anesthesiologists and pathologists, for services not di-
rectly related to patient care.

The performance criteria, reporting requirements, and penalties specified in
relation to eligibility determination, claims processing, and data retrieval are,
in our opinion, unrealistic. : ,

In summary, may I say that we states, much like the Federal government, need
to coordinate our cost control efforts with related activities in health planning
and development. The proposed legislation could be more supportive of such ef-
forts by closely involving the states with the administration and intent of the
legislation. For example, states could be asked to submit administrative pro-
grams that would integrate cost control, planning and policy linkages at what-
eve level they might be currently operating. In some states, this would be devel-
opment of a strong capital expenditures control system, while in others it would
be a coordinated and complex system of rate-setting, planning, and capital ex-
penditures controls. This could be at least partially accomplished through a state
administrative program requirement. Such a requirement would need to be sup-
ported by Federally-established performance eriteria tied to the intentions of the
Act, but in keeping with the unique situation of the vartous states.

Inherent in my testimony is the helief that something must be done !mmedi-
ately to cope with the explosive rise in state and local, as well as federal,
governments’ share in health care costs. But, at the same time, we need a
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long-term approach, such as this hill, to the problem. We believe that consider-
-able attention should be given to increasing state resources so that health care
-cost containment can be effectively planned, implemented and evaluated.

I wan to stress that ASTHO strongly endorses the intentions of this legislation.
-Our commentary is presented from the perspective of strengthening a useful and
.necessary proposal.

And if we may be permitted one final observation, it is that the increase in
expenditures by the health care delivery system over the past decade has not
demonstrably benefited the health status of the American people. We are cou-
fronted with rapidly increasing expenditures for new technology, more personnel,
new facilities, without a necessary relationship to improved health. In addition
to cappiug the costs of institutional care, we must consider increasing our invest-
ment in the prevention of illness and the promotion of good health practices
on the part of the populace.

Senator Tararapce. Our next and final witness today i~ M». Anthony
Mott. executive director, Finger Lakes Health Systems A ¢ency, chair-
man. Legislative Committee, American Association for Comprehensive
Health Planning.

Mr. Mott, we welcome you to the committee, We will incert yonr
full statement in the record and you can summarize, if yon will.

Mr. Morr. If we could male one departure, I would like Mrs.
Jacqueline 1Tansen, board chairman of the HSA in Kansas City, to
make a presentation.

Senator Tararance. We would be delighted.

Senator Dore. Rinee Mrs. Hansen is a Kansan, we would be very
pleased to have her appear as a witness this morning.

STATEMENTS OF ANTHONY MOTT, EXECUTIVE DIRECTOR, FINGER
TAKES HEALTH SYSTEMS AGENCY, AND CHAIRMAN, LEGISLA-
TIVE COMMITTEE, AMERICAN ASSOCIATION FOR COMPREHEN-
SIVE HEALTH PLANNING, AND JACQUELINE HANSEN, BOARD
CHAIRMAN OF HSA, KANSAS CITY

Mz, Haxsex. Mr. Chairman and members of the committee, my
name is Jacqueline Hansen. I am delighted to have this opportunity
to appear today on behalf of the Association of Comprehensive Health
Planning to testify on Senate bill 1470,

AACHP is organized to foster and encourage health planning
across the country at the State and local levels. It represents the in-
terests of those involved in health planning and resources development
at the State and local levels: consumers, providers, governmental
bodies, and professional health planners.

Organizational membership includes health systems agencics, State
health planning and development agencies, and a broad cross-section
of business, industry, labor, and universities, as well as several hun-
dred individual members.

T am sure that the members of this committee know the litany of
health care costs only too well. National health expenditures tripled
between 1965 and 1975. In fiscal year 1976, the annual expenditure for
health totalled $139.3 billion up 14 percent over the $122.2 billion
spent in fiscal year 1975. This rate of increase was approximately twice
the CPI for the same period.

The largest expenditure category was hospital care, representing
nearly 40 percent of the total at $55.4 billion. This was a $7 billion—
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14.5 percent—increase over fiscal year 1975. Physicians’ services,
nearly one-half as large as hospital expenditures, were estimated at
$26.4 billion, an increase of 15 percent over 1975 expenditures.

Continued increases of this magnitude jeopardize the availability
of reasonably priced quality medical care for all Americans and delay
any serious.consideration of a national health insurance program.

Any effective program designed to limit the increases in medical
care costs must control both the development and the reimbursement
of héalth care facilities and services. AACHP believes that bmldm&
on the existing certificate of need and rate setting authorities containe
in Public Law 93-641, and on the integrity of the Federal, State and
regional functions and relationships established under that legislation
is the best way of achieving these goals. We believe that S. 1470 takes
this approach and for that reason we endorse the fundamental prin-
ciples embodied in the bill. ) ' ) .

As you know, a majorcontributing factor to the rate of increase in
health care facility costs is capital investment. Unnecessary ca]'iv)ltal
expenditures are doubly inflationary. Not only must the public bear
the development, construction and financing cost of unnecessary fa-
cilities, but it must also pay the significantly increased operational cost
generated by those facilities.

Thus, while efforts are undertaken to control increase in operating
costs through the introduction of measures desi%ned to encourage
efficiency among health care facilities, efforts should also be made to
achieve other compatible basic changes in the health care system.

Specifically, unnecessary expenses for facilities and services should
be prevented, excess capacity should be diminished, unnecessary utili-
zation of facilities should be reduced, and the public should be edu-
cated to the relationship between the proliferation of facilities and
services and increases in medical care costs.

A strong systemwide planning program is necessary to address
these concerns so that imbalance in the distribution and mix of serv-
ices and facilities is reduced and additional medical care resources
are developed according to true regional and community needs. With-
out such an aggressive phmni:nfl program restrictions in reimburse-
ment for operating costs will do little to affect the long-range patterns
of increasing health care costs. .

Another major advantage of linking reimbursement and resource
development controls is that it would more effectively involve wide
public participation in the national effort to contain the rise in health
care costs. This is important because these efforts will ultimately re-
‘quire’ highly unpopular decisions which can best be accomplished by
maxmzngecltlzen involvement, understanding and support. This is
precisely the role of our member agencies, =

As we have been most directly involved in the control and appro-
priate placement of health resources we would like to first speak to'the
‘provisions of the bill which directly affect these activities.

We are particularly pleaséd that 8, 1470 <coritains authority in section
3 for the provision of a conversion allowande for underutilized facili-
ties and services. Such an allowance has been one of the most essential
missing ingredients in existing efforts to shrink excess capacity. We
do believe, however, that State and local planning agencies should
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be provided with a more active role in selecting appropriate recipients
of such allowances. ) ) _

We also applaud the provisions contained in section 4 of the bill
which would strengthen the section 1122 review process by increasing
the sanctions for unauthorized capital expenditures, and by requiring
that proposed capital expenditures in standard metropolitan statistical
areas which encompass more than one jurisdiction receive the approval
of all designated planning agencies in the area.

We do note, however, that underlying deficiencies remain in the
review process under both Public Law 93-641 and section 1122. Spe-
cifically, we believe that the following additional provisions should be
introduced:

One, the establishment of a national capital expenditures ceiling;
while we cannot confirm the accuracy of the $2.5 billion ceiling con-
tained in the administration’s cost control proposal, our experience
suggests that only a relatively low ceiling will allow us to achicve
the rationality required. We believe the $2.5 billion suggested by the
administration to be generous.

Two, the establishment of national supply guidelines. We accept
the suggested maximum of 4 beds per 1,000 population and the 80-
percent occupancy factor contained in the administration’s cost control
proposal as general gnidelines. Application of such “standards” as a
ratio of 4 beds per 1.000 population, coupled with the 80-percent oc-
cupancy rate requirement, is a reasonable step in the right direction.

We wish to stress, however, that both guidelines must be viewed
from a national perspective. Minimum requirements should not. in
fact, become the norm. The health care delivery system in more than
one-fourth of the Nation already functions more efficiently than the
guidelines specify. Great care must be taken to avoid laxity or retro-
gression in areas that are already functioning relatively efficiently,

In this connection, we would point out that the old Hill-Burton oc-
cupancy norm, which many people felt was too lax, stipulated an aver-
age occupancy factor of 85 percent.

Three, the extension of controls on capital expenditure to all facili-
ties, including Federal Government facilities.

Four, the inclusion of all expensive equipment in the range of $150,-
000 and above, regardless of location. Without this inclusion, planning,
service delivery, and capital expenditure computations becomes
distorted.

Five, the inclusion of explicit authority for decertification and/or
conversion of facilities and services to assure success.

Six, the inclusion of provisions for discontinuation of FHA loan
guarantees, tax-free bonding authorities or investment credits, or any
other incentives for capital formation for unapproved facilities and
equipment ;

Seven, the inclusion of provisions specifically requiring that project
approvals be consistent with the health facilities plans, Sta,telilealth
plans, and national guidelines described in Public Law 93-641.

We also regret that DHEW is not currently compensating our
member agencies for performing section 1122 review. The effectiveness
of the review process depends in part on the payment for the functions
required by that process,
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With regard to the provisions of S. 1470 which are designed to im-
pact on reimbursement principles we are strongly supportive of the
principles contained in a number of provisions.

We support section 2 which calls for both an accounting and uni-
form functional cost reporting system as well as the classification of
hospitals for purposes of limiting reimbursement. Additionally, we
support the provisions which prohibits hospitals from increasing
other charges to compensate for reduced medicaid and medicare reim-
bursement. Private patients should not be the victims of the regulatory

rocess.
> Moreover, we are t}:l;leaal.:-se{cl with the role of planning agencies in de-
termining whether the adjusted per diem payment rate should apply
to the portion of a hospital’s routine operating costs attributable to the
underutilized capacity, as well as the waiver provided to State rate-
setting programs under section 222 of Public Law 92-603 and 1233 of
the Pub]iic Health Services Act. However, we believe that individual
Elamljng agencies could be given a role in suggesting criteria for the

ospital classification described in section 2.

We also specifically support section 10 of the bill which encoura
physicians to accept assignments under medicare, Section 11 dealing
with limitations on prevailing charges under medicare, and section 15
which authorizes the development of relative value schedules to be
used in reimbursement. )

These provisions are important In our view because they begin to
give legislative recognition to the fact that comprehensive policy and
planning cannot occur without addressing physician remuneration in
a more rational fashion.

Nevertheless, we should not lose sight of the fact that such re-
muneration is substantially less important than the other medical costs
which are controlled, but not received, by physicians. We must, there-
fore, also intensify our efforts to reduce unnecessary utilization of
facilities and services and develop effective alternatives to inpatient
facilities and services.

Finally, we would like to lend our support to the provisions in the
bill relating to the streamlining of the administration of medicaid. We
believe these provisions will help eliminate the second-class medical
care which has all too often been the unhappy fate of those who require
medicaid assistance. '

Mr. Chairman and members of the subcommittee, this concludes our
remarks. We reiterate our support for the principles involved in S.
1470, We believe that they merit consideration not only in relation to
medicare and- medicaid but as;a modél for desired changes across the
entire health care system. )

We look forward to working with you on the enactment of the bill
as well as on other key issues of mutual concern.

Thank you. : ) 4 "

Senator Tazmancr. Ms. Hansend, I believe you are the chairman of
the board of directors, Mid-American Systems Agency ¢ '

Ms. HanseN. Yes. Bow T

Serator Tarnanes: Howménymembers doyow Rave? = .

Ms, Hanpax. Weard & 30smember board! nradk ip-ai 51 percent’ con-
sumers, 28 t prowidems: Dain & conwgmer' mémiber of ‘the board.

Senator TaLmapce. How many States? -
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Ms. Hansew. We are in two States, a five-State agency. We represent
five Missouri counties, three Kansas counties in the statistical area of
as City, Mo. . . :

KﬂSI:eSI;l:tSr %:\LMADGE. Do you think this bill is a step in the right direc-
tion to try to control the very rapid escalation of medicare and medi-
aid ? s s ;

u}{}s. ITavseN. I do, Senator, partly because it has in it provisions for
the utilization of the already existing health planning network, al-
though it is a network, as you well know, in a dcrv]opmcntal_stlagi‘ and
a planning stage, I think it is an appropriate means by which health
care costs can be controlled. _

Senator Taramapce. If you llayc any further I:E(.'Ol]l]l]i‘ll_dﬂtl()_l!"_‘- to
improve the bill, we would appreciate your submitting them in writing.

Ms. ITaxsex., Thank you.

Senator Tavaraner. Senator Dole? o

Senator Dore. I have only one question, based on paragraph No. 2
on page 4 that ends on page 5, with reference to the four beds per 1,000
and the 80-percent occupancy requir¢ment. )

What has been yonr experience in the eight counties that you are
active in as far as occupancy ? Does that cover any rural counties?

Ms. Haxsey. Partially rural, Senator. We have part of Platray.
some parts of Cass and Clare are considered rural and other parts of
Leavenworth are censidered rural. We are a mixed region in that way.

We do not approach that kind of occupancy in the eight counfy
metropolitan avea. I would be namine the 11nn"|b0r. I guess overall,
considering the 29 inpatient facilities in the region, somewhere about
T2 to 75 overall.

Senator Dore. Is it lower in the rural areas, the occupancy rate?

Ms. Haxsew. I think not. I think it is lower in the central city area
where we have clusters of facilities. They are uneven in their oc-
cupancy. Some are very much full most of the time. Others are finding
it less easy to provide the same quality of service and obviously it has
resulted in some lessened demand.

We are an overbedded area, however, in terms of the needs.

Senator DoLe. You support the provision.

In rural areas I think there is some flexibility. We have the swing
bed provision that indicates that You can use some of those beds for
long-term care, Do you see that as a satisfactory provision ?

Ms. Hawnsen. I think again, in my experience, being a local experi-
ence, I would have to view it on a case-by-case situation. In our region,
I think it is certainly a reasonable alternative rather than allowing a
capital expenditure that already has been made to be put to no fune-
tion while over here, a long-term care institution is being constructed.

Ithinkitisa rational alternative to be considered.

Senator Dorg. That is the way Senator Talmadge views it, and I
think that is the way others of us view jt.

f you have the facility, it makes little sense to go out and build
another,

Ms. Hansew. It is true.

hHoyve_vel:, Senator, sometimes you do find in an inpatient facility
'tl' lslzt it 1s inappropriate for long-term care because of the building.

1at comes down to specifics. But in it i )
Prior pe general, it is an excellent
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Senator Dock. I appreciate very much your testimony. )

Senator Talmadge has indicated if you have any plans, or if you
have an opportunity to read the testimony of the witnesses that will be
here the rest of this week and have any suggestions or comments on
that testimony, it will be helpful.

Senator Tarmapee. Thank you very much, Mrs. Hansen and
Mr. Mott. We appreciate your contribution to the committee’s
deliberations.

Tomorrow we will hear from representatives of the Nation’s
hospitals.

he subcommittee will stand in recess until 8:30 tomorrow
morning.

[Thereupon, at 11:20 a.m. the subcommittee recessed to reconvene
at 8:30 a.m. Wednesday, June 8, 1977.]






MEDICARE AND MEDICAID ADMINISTRATION AND
REIMBURSEMENT REFORM ACT

WEDNESDAY, JUNE 8, 1877

U.S. SENATE,
SuecoMmrrTEE 0N HeALTH
or THE CoMMrTTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 8:30 a.m. in room
2921, Dirksen Senate Office Building, Hon. Herman Talmadge (chair-
man of the subcommittee) presiding.

Present : Senators Talmadge, Matsunaga, and Dole.

Senator TaLmapce. The subcommittee will come to order.

The first witness this morning is Mr. John Alexander McMahon,
‘president, American Hospital Association, accompanied by Mr, Alan

anzano, vice president and Leo J. Gehrig, senior vice president.

Gentlemen, we are delighted to have you. Your entire statement will
be inserted into the record and, if you will summarize it in 10 minutes,
we would appreciate it.

STATEMENT OF JOHN ALEXANDER McMAHON, PRESIDENT, AMER-
ICAN HOSPITAL ASSOCIATION, ACCOMPANIED BY ALAN MAR-
.ZANO, VICE PRESIDENT AND LEO J. GEHRIG, M.D., SENIOR VICE
PRESIDENRT

Mr. McMauox. Thank you, Mr. Chairman.

As you noted, I amm Alex McMahon, president of the American
‘Hospital Association, accompanied by Dr. Leo Gehrig and Mr. Allan
Manzano.

. The AHA reli’r:i?ents more than 6,500 member institutions, includ-
ing most of the ] 1pitals in the country, extended and long-term care
institutions, mental health facilities, hospital schools of nursing, and
over 24,000 personal members. We appreciate the opportunity to pre-
-gent eur views and recommendations on S. 1470, the Kfedicare/Medic—
aid Administrative and Reimbursement Reform Act.

The AHA believes that your hill, S. 1470, Mr. Chairman, identifies
and constructively addresses 8 nymber of critical issues important to
the public, providers, and Government in the provision of health care
services. Central among these issues ig the rapidly. increasing cost of
Baxkh care services. . SN oy E

Hospitals are coricerned and a.;je-_worlu}.tig_ ing actively to restrain health
care mﬁ Increases within their coritrol. Health c&r{ cost inc -are
4 complex problem; to address the 1ssue requires the combine pfforts
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of all providers, consumers and Government and other third-party
payers. Therefore, as we seek to bring the increase in health care
costs in line with the growth of the general economy, it is essential that
the actions taken be constructive to this end, and it must be recognized
that this objective cannot be accomplished in a relatively short time.

‘What is forgotten is the fact that these 6,000 hospitals are governed
by 100,000 community-oriented trustees who are very, very concerned,
just as you are in the Congress and as other people are, about the rate
of increase in cost. Sometimes, the allegations of what is going on in
hospitals overlook the dedicated service of these trustees, many of
whom both of you Senators know from your own States and your own
communities. Hospitals are ready and willing to reduce costs, but not
at the expense of reducing quality or turning away patients.

It is essential that the actions taken be constructed with all the ends
in mind and it must be recognized that cost reduction objectives cannot
be accomplished in a short timespan.

Hospital cost increases result from a variety of factors. On page 2 of
our statement we have set forth, as we see it, the difference in impact.
of inflation on the cconomy as a whole versus that on the hospitals’
market basket and the services that lead to the increase in cost.

We know that you recognize the unique characteristics of the health
care delivery system, Mr. Chairman, and our analysis indicates that
S. 1470 reflects an understanding and consideration of its complexi-
ties. S. 1470, in revising the method of payment to hospitals, estab-
lishes a system of incentives and disincentives based on target rates
for groups of essentially similar hospitals. We strongly support the
provisions allowing State rate review programs to serve as an alterna-
tive method for control over medicare and medicaid payments. In
addition, we support your efforts not only to make improvements in
the medicare reimbursement system, but also your efforts to improve
the current medicaid program.

The approach of your bill, Mr. Chairman, which considers the
operational differences between institutions, is a reasonable and equita-
ble one that deals rationally with cost problems, unlike the inequi-
table and harmful approach proposed by the administration’s bill,
S. 1891. In your introductory remarks on S. 1470, you expressed sev-
eral concerns about the administration’s proposal which we share. We
have concluded that S. 1391 is inequitagle in design, wrong in con-
cept, and impossible to administer.

If the committee would like, we can expand on that later on.

On pages 4 to 6, Mr. Chairman, we have noted some of the pres-
ent hospital controls as well as hospital activities designed to reduce
the rate of increase. We have touched upon the importance of plan-
ning and on the existence of capital controls and we have suggested
the use of incentives to eliminate unneeded facilities. We are pleased
with the provisions of your bill dealing with this matter. I will have
more tosay about that later.

Even unneeded facilities, Mr. Chairman, we must recognize, are
depended on by some people. It is one of the reasons why it is diffi-
cult to say that there are a lot of excess beds or unneeded facilities,
when the elimination of those would mean that some people would
then have to go without.
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- 'We have touched on utilization, review, and medical audit. We have
spoken favorably about the anti-fraud and abuse provisions which you
began and which are now moving forward in the Co

We have talked about the impact of State rate review. We have
noted the excessive regulation problems. We have suggested greater
public disclosure of costs and charges. We have commented on the
problem of patient demand, how the encouragement of better health
practices could be a contributor to lower rates of increase in hospitals,
as well as health care costs.

We have touched upon the individual hospital efforts. We have
noted that we would certainly support reasonable efforts to go fur-
ther, as we did in the testimony on your bill last year, and as we hope
todo toda?r.

The balance of the testimony, Mr. Chairman, deals with S. 1470.
It is basically supportive with a few suggestions which, we believe,
would improve the workability of the approach. We began the dis-
cussion of that on page 7.

We believe that the provisions, Mr. Chairman, of section 2 would
result in significant improvement of the existing methodology of sec-
tion 223 of the 1972 amendments, which it is intended to replace, and
we strongly support the provision in the bill that permits State rate
review programs as an option to the bill’s federally administered con-
trols. We are pleased with the addition of those provisions which we
take as responsive to our suggestions last year. However, the proposal
we think—and we noted this, Mr. Chairman, on page 7—is a narrow
delegation to the States because of the requirements that delegation
would be only to those States where hospital payments would be less
than would be paid under the Federal program, are perhaps too re
strictive.

Governors would have difficulty in determining whether or not they
could meet that challenge. We think probably, with the present situa-
tion of the rate review programs, broader opportunity for delegation
would be advisable, and we noted that.

On page 8, we have commented favorably on the proposal for uni-
form functional costs reporting systems without the requirement of a
uniform functional accounting system. We think that uniform re-
porting will deal with the problem. Of course, a problem basic to the
workability of the classification system is the need to get uniformity
of reporting.

Toward the bottom of page 8 we begin noting the number of recom-
mendations which we believe, as I said earlier, would make the pro-
vifsil(:ns of the bill more workable and I would like to highlight several
of them. !

-In the middle of page 9, under item 3, we noted that the proposed
system of classification continues to be based on bed size and type of
facility. We suggest a consideration of other variables, such as case mix
and length of stay which would provide more flexibility.

On page 11, under point 7, we suggested a somewhat broader excep-
tion process because the assessment of intensity and complexity of
care, as we noted on the bottom of the page, in addition to patient mix,
would add a needed flexibility and would give opportunity to ex-
pand on the evaluation of the workability and classification system.



142

On page 12, we expressed a concern about the possibility that, over
time, the incentive formula, the average per-diem cost within a group
of comparable institutions which may have a ratchet effect. We sug-
gested a 2-year review.

We might also, and will discuss this further with the staff, Mr.
Chairman, consider the use of the median rather than average to make
the system more workable.

We have suggested, at the bottom of page 12, two important issues,
the first being a provision for charity care and bad debts incurred by
hospitals. Some attention might be given to that—medicare and medic-
aid might share in the ocst of treating all unsponsored patients,

We have suggested at the bottom the need to provide for the financ-
ing of necessary replacement of hospital plant. The problem of sur-
plus revenues. or an operating margin, Mr. Chairman, is not under-
stood as the {estimony of the Secretary yesterday seems to indicate.
Section 46 addresses another question, and we must provide for the
effect of inflation on working capital and provide the equity needed
for the improvement of plant or replacement of wornout facilities.

Mr. Chairman, hospitals, as a whole, do not have a surplus, an op-
erating surplus—hospitals as a whole, across the field—we have tracked
this for a number of years, the field operates at an operating loss.
What does bring about excess of revenues over expenditures are non-
operating revenucs. donations, and so on, that make it possible for
expansion; and this is an absolutely necessary part of hospital
operations.

Finally, Mr. Chairman, from pages 13 through 17, we have offered
comments on other sections. We were particularly pleased with several
sections, such as section 3. to encourage the closing and conversion of
unneeded facilities, and section 24, the conversion of unneceded acute
beds in small institutions.

We made a minor suggestion or so on that, We are not quite sure,
T will say. Mr. Chairman. that we completely understand the new sec-
tions 12, 15 and 40, althongh we do see improvement over the earlier
version and will be pleased to work with the committee staff on needed
clarvification.

Finally, Mr. Chairman. as T noted in the concluding remarks on
page 17, we believe that vour bill includes many constructive and im-
portant reforms in administration and reimbursement for services
under medicare and medicaid programs. We support them and have
suggested some modifications. and we do appreciate the opportnnity to
continue to work with you and vour staff and in participating in this
hearing.

T wonld be glad to respond to questions.

Senator Tararance. Thank vou very much, Mr. McMahon, for your
very helpful testimony.

On page 12, vou express concern over a possible ratchet effect on
average hospital costs nnder the reimbursement plan in the bill. Do
vou helieve that that would ocenr because the average cost would be
reduced as above average high cost hospitals brought their costs down?

That. of course. would tend to lower the average when it was next
calenlated. T agree that we should avoid forcing the average down to
unfair and inequitable levels, but Secretary Califano testified yes-
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terday that the proposal would not have much of a moderating effect
on hospital costs,

I gather that your stand is just the opposite, that we might moderate
hespital costs too much. Is that what you are say:

Mr. McManox. We are concerned—well, it really goes to the work-
ability, Mr, Chairman, of the incentive activity. If you take an average
and then give the incentive for the hospitals to come below the avera,
through an award, we are not sure on what the effect of that on the
average as well as the effect through the elimination or the reduction
of rate of increase of the high costs will have. That is the reason that
we have su d the possibility of the use of a median which would
avoid what I am talking about. .

It might be useful—why we suggested what we did in the testimony,
the reevaluation very 2 years might be useful. We are concerned. We
know it is going to have a very positive effect, Mr. Chairman, in focus-
ing on and giving notice to the institutions who are above, substantially
above, the average to bring themselves in line.

I think this is a very useful concept, because it zeroes in on those
where savings are possible and we are convinced that that program
will have a beneficial effect.

Dr. Gearre. May I add to that?

As Mr. McMahon has stated, I think this is going to have a vetjly
positive effect. I think it is important to note that the plan in the bill
would provide, prior to initiation, data for hospitals to look at. I be-
lieve its effect will occur before, in fact, it becomes fully in force, be-
cause it would have provided fuller data to hospitals in which those
costs are high. They can begin to make management changes prior to
the effective date of this bﬁjlnand adjust accordingly. It will have a
real effect in moderating costs. It will occur early.

Senator TaLmapce. We are concerned with the need for accurate
measures and methods for hospital wage levels in geographical areas.
Both you and the Department of Health, Education, and Welfare, say
that such methods are not now available.

HEW says, however, that they can be developed in a reasonable

period of time. If these methods are not now available, what yard-
sticks do you people use who say that hospital wages are too high, too
low, or average?
. Mr. McManon. Mr. Chairman, we have always thought that the
issue there is one to be determined by the institution itself. Again, as
I say, governed by those community-oriented trustees who are very
much concerned, both about the rates of increasing costs and about the
ability to obtain and retain qualified people.

We have had some experience and tracked very closely, Mr. Chair-
man, some of the impact of section 223, and we know that hospitals in
a specific community are influenced by activities outside of that
community.

For example, you may have a State institution in a relatively
moderate wage-level community, but it is tied to its own State wage
programs and ocannot really be measured by that community wage
level. There are other problems as well.

When the need comes to recruit nurses out of that community, we
have always been very careful to try to measure or make comparisons
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about the wage level from institution to institution, because we know
what the problems are. .

We pointed out in the testimony, as you note, thpre are some prob-
lems with that concept. We have no solution at this stage. We would
certainly be pleased to work with you and the staff to see what we
might be able to do. )

Senator Taraapse. Thank you for that suggestion.

Should the wages of nonprofessional hospital employees be in a
class hy themselves, or is it reasonable to relate them to general wage
levels in a given geographical area, or similar areas?

That is, are there not broad tvpes of emplovment related to the work
which janitors, clectricians, orderlies, and administrative and clerical
personnel do in hospitals?

Mr. Maxzaxo. We do not have specific data on a national hasis on
what those wage comparisons are, but there are indications, when von
are talking about classifications of employees that are representative
of the general employment market, that is a market in which hospitals
mnst compete, their wages are generally comparable,

Senator Tazaranee. Ts it not reasonable to use those as benehmarks?

Mr. Maxzaxo, In the case of classifications of employees that are
represented in the general wage market, it wounld be, yes, Mr.
Chairman.

Senator Tarataner. Senator Dole?

Senator Dorx, Thank you, Mr. Chairman.

I think Mr. MeMahon touched on the administration proposnl. We
are not having a hearing on that as such. but yon might briefly tell
us. at this point, what you think the prineipal defects are in that
approach, the approach that Secrctary Califano discussed briefly
vesterday and :1so vour comments or sugeestions, if any, on having
the Comptroller General take a look at what they are attempting to
do in reorganizalion.

I might say GAO is already starting that investigation. They are
going to start at 2 o’clock this afternoon with a meeting with the
Finance Comnuitee Health Staff. Your comments might be helpful.

Mr. McManox, All right. Let us take those, Senator Dole, one at
a time.

When one from the hospital field tries to pick a beginning point. to
analyze the administration’s proposal, one is at a complete disadvan-
tage, because it is all bad. Whether you are talking about the use of
a specific percentage or whether yon are talking about this extremely
complex system that the bill sets forth, the whole thing is based upon
a series of misunderstandings and miscomprehensions of the ways
hospitals work. .

For example, the Secretary said that 20 percent of the hospitals
are already below 9 percent and he does not see why the others cannot
do so. When you look at it, hospitals vary so greatly that those who
are in a steady state, vou might say, operating at about the same
occupancy, providing the same services, ought to be under 9 percent.

An institution, as you know, that I am familiar with, will operate
at less than a 9-percent increase next year, but it will not the following
vear, when some new services come into play.
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The difficulty is, in many institutions, they are undergoing changes,
changes in services, changes in patient mix, changes in the services
that they provide for the community or changes in the community
itself. It is that attempt to use a single yardstick that leads me to say
that the bill is unworkable in cofcept.

I have also said that it was administratively impossible. You start
off a year under the administration’s proposal, and you are given a
ta.r%(lat,'but that target is subject to change during the year. It is subject
to change if the number of admissions change, and also because it says
that we assume the same patients will come in next year as last year.
This makes it impossible to adjust as circumstances change.

You do not know, Senator Dole, until well into the second year
whether you have met the compliance requirements of the first year,
because it does not do away with retrospective cost reimbursement.
You are given a target and then you have to go throu%h the accounting
for the year and into the second year, make your calculations to find
out whether you did meet the targets of the first year.

Nobody can budget under those circumstances. It would make the
management of the institution absolutely impossible.

On top of that, you have the imposition of a class of purchaser con-
cept, medicare, medicaid, the Blues, the commercial carrier are given
some targets to meet with no recognition of the fact that their sub-
scriber or insured or beneficiary mix might change.

For that reason, with the supervision of the third I1})::.1-1;ies coupled
with the managerial problems that make this the absolutely worst
mish-mash we have ever experienced. It even goes beyond the so-called
phase 4 of the economic stabilization program. That we found very
difficult because it, again, was based on the assumption that a hospital
operates in similar fashion from year to year, and that just is not the
case.

We think that the only way to deal with the problem of the rate of
increase in hospital costs is to understand first, why they increase;
second, what the differences are from institution to institution. That,
then, will enable you to say, as the bill that is the subject of this hear-
ing does, let us begin by focusing in on the high cost of what seem to
be high-cost institutions and make our savings in those areas first,
givin;.?i’lnotice, and target through an appropriate classifications scheme.

__If there are further aspects of these problems the committee would
like to examine or the kind of example that I have tried to sketch
out of what happens over the course of a couple of years or to see why
we say that the institution would be unmanageable and the third-party
relationships impossible, we would be glad to submit that.

As far as the reorganization, of course, we have seen this only from
the outside. I was aware of the testimony of yesterday. I have been
aware of some of the reorganization plans and the criticism laid against
1t.

We have been so worried about other aspects of the administration’s
activity that we have not tracked that as closely as we might have.

Senator Dore. You know, there was some comment yesterday—I
guess “fat” is an easier word to understand than “obese.” Do you have
any fat hospitals in your association ?
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Mr. McMamox. Mr. Dole, it would be impossible to answer that in
the negative. I am sure that there are areas where savings are pos-
sible. I am sure that there are savings in the areas, each of us know.
But to say that all institutions are similarly obese or fat or ineffi-
cient is to say that they all similarly efficient or slimmed down.

It is just inappropriate, inaccurate, and does not contribute to the
solution. The reason I mention those trustees, along with the profes-
vional administrators, and now, fortunately, the medical staffs, I have
seen more concern on the part of medical staffs in recent ycars than
ever before. They are becoming acquainted with their hospitals’
budgets, with their hospitals’ finaneial problems, because they are ab-
solutely dependent upon the hospital for the care of their sickest
patients.

We have seen more concerned administrators and concerned medical
staffs working together to see how increases in costs can be contained.

Unfortunately, for too many people involved, particularly the phy-
«icians—this is a new exercise, because the total concern used to be,
let us have everything available in case something goes wrong. Now we
are beginning to see that that probably imposes—not probably, but
it does impose—too large a bill on the public, on the Government, on
the third parties, generally.

We are beginning now to look at ways in which some of those stand-
by activities can be eliminated. but once again, it is dependent upon
judgment, dependent upon people to make appropriate decisions.

Senator Dore. My point was, do you have any control, if you see
an arca where costs are perhaps excessive, and where there may be
some ways to reduce them #—What can you do as an association if you
find such a hospital ?

Mr. McMation. We have no control, but we certainly have been
pointing out illustration after illustration in our punblications and
bulletins, in our cost containment manual, the manual for cost con-
tainment committee, pointing out areas where we know some institu-
tional savings have been made, and suggested that those areas be
Jooked at, whether they be staffing patterns or the use of service con-
tracts as opposed to employed labor, and so on.

Our responsibility, as we see it, is to provide information to the
management of institutions as to arcas that they might find further
savings.

Senator Dore. Not only provide information on what they may
receive, but also what they may be able to do without?

Mr. McMamoxn. Yes.

This is the reason why we have spent a lot of time in the planning
area in urging more care before capital expenditures are made and in
the sharing of services, and we have seen it is a result of those en-
couragement eflorts, sceing substantial progress made in all of those
areas.

Senator Dore. You talk about State review programs, not neces-
sarily mandated by law. I guess the obvious question is. how can we
insure compliance if the rate control program is only voluntary ?

M. MeMaron. Again, I imagine, Senator, because of the peculiar
naturc of the hospital field, the programs have been extremely work-
able. Quite often, it is the old business of leading a horse to water.
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“When you have the hospitals in the State working together, it tends
to bring others into line. There has been, for a number of years in
Indiana, a voluntary E)rogrm that has been quite workable. What
we have suggested is, let’s take a look at it. We have a lot to learn
about State rate review programs and we think the broader the dele-
gation—we do not think if the Federal Government would delegate,
whether a mandatory program, mandated by law, or a voluntary pro-
gram, that you are going to find much difference in the ultimate pay-
ment by medicare and medicaid over what would otherwise be the case.

We think the evaluation that can take place, because they are
doing things in different ways, might have a very beneficial effect
of showing what kind of approaches seem to work the best, not that
we would say that a voluntary program over a long period of time
would be appropriate, but some of the voluntary programs are using
different mechanisms to control rates of increases in cost and in

charges.

V‘\gﬁt’hink it would be worth looking at them, too. It is a question,
even in the voluntary program, of the peer pressure itself, not unlike
this committee’s longtime interest and involvement in professional
standards of review organizations on the political side, the same kind
of peer review on administrative costs.

e e are convinced that would have a very strong and beneficial
-effect.

We are saying, the more delegation that there is, because we are
convinced that it will not lead to excess payments, then we will all be
able to see what kind of rate review mechanisms direeted at individual
hospitals work the best and bring about the best balance between the
reduction in the rate of increase in cost, on the one hand, and an
apﬁ)ropriate improvements in the quality of care over time on the
other.

Senator Dok, I think, finally, you talked about the need for com-
paring hospitals, considering variables other than size and types.
I think in Hle bill itself, on page 4, subparagraph (iii) and subpara-
graph (viii) on the bottom of page 9, as well as paragraph (c) (1),
you will find the language of those three references would authorize
the inclusien of any justifiable variables of possible costs. Perhaps
if you have any comment, you would submit it for the record.

Mr. McMano~n. We will take a look at it. I think our concern
went to the idea that we were not at all sure that that, in effect, did
not mean other criteria of the same kind as size and geography.

If it does what we are talking about, then obviously—except, you
Jknow, sometimes we do have difficulty and the Congress, I am sure,
is aware of it, too, of having the spirit of something carried into
-effect by an administration that has its own priorities.

We would always be more comfortable with some spelling out
before you get to other considerations or other criteria, other criteria
'such as patient mix, length of stay and the things that would give us
then some thing to hang our hat on as we went to encourage the people
in the Department of HEW charged with the administration to take
into account some of these other matters.

‘We will take a look at that, and offer additional comment.

[At presstime no additional comments had been received.]
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Senator DoLE. It just has been called to my attention it is spelled
out in some detail in subparagraph (c) (1) which begins on page 10
and concludes on page 11, the top of page 11, “Costs similar in terms
of size or scale of operations and prevailing wage levels.”

You might just review that, and if you have any additional
comments

Mr. McManox. Our reading of that section of the bill, however,
dealt with the expansion of the program—an expansion, incidentally,
that we are pleased to see, because we think it carries a useful concept
into other areas. We thought that was only reflecting how improvement
might be made in the ancillary services. We will take a look at that.

Senator Dorr. It does affect rural arcas, not just in the state of
Kansas where we are pretty healthy, but in other states where it would
be important and your suggestion would have merit.

Dr. Genrie, We would like to follow up on the point you just made
as to regard to what the bill covers. I think we are a little sensitized,
however, because under past legislation, in section 223, there was
defined a number of areas that should be considered in that classifica-
tion scheme that were ignored by the Department.

It has been a problem. Maybe we are overreacting. That has been a
problem for us in the past.

Senator Dovrk. Thank you.

Senator TaLmapce. Mr. McMahon, we appreciate your helpful testi-
mony. As you know, the Georgia ITospital Association is one of the
leading in the Nation in its field.

[The prepared statement of Mr. MeMahon follows:]

STATEMERT oF MR. JOHN ALEXANDER McMAnoN, PRESIDEXNT, AMERICAN
HosSPITAL ASSOCIATION

Summary

I.

The American Hospital Association represents more than 6,500 health care
institutions, including most of the hospitals in the country, and over 24,000 per-
sonal members. In this testimony, we comment on Sections 2, 3, 4, 12, 15, 20, 30. 31,
32. 33 and 40 of S. 1470. We recognize the thoughtful and constructive approach of
this bill, and we support a number of its provisions. We recommend several modi-
fications to the bill as introduced and propose some additional provisions.

II. BACKGROUND

At the outset, we discuss the overall problem of rising health care ecosts amd
gome of the major factors that have contributed o increases in the cost of hospital
care, Further, we point out that solutions to these problems must take into account
the unique characteristies of the health delivery system and provide appropriate
Incentives for efficient operations eonsistent with the needs of the American people
for access to quality health care. Finally, we oppose arbitrary percentage caps on
hospital payments as proposed in 8. 1391.

IIT. COST CONTAINMENT APPROACHES

In this section of our statement, we include a variety of governmental and
private approaches aimed at conserving our health ecare resources, which are sup-
ported by the American Hospital Association. These approaches include some
programs which are already in place, but need further development and improve-
ment, and others which are in a formative stage, such as S. 1470. We believe they
will result in more effective use of bealth care resources.
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IV. BECTION 2

We review the provisions of this section and offer several specific recommenda-
tions for improvement of the methodology described therein. In addition, we
suggest the inclusion of provisions recognizing the need to assist hospitals in
caring for unsponsored patients.

V. BECTION 3

We support the provisions of this section which encourage hospital efforts to
close or convert underutilized capacity through special reimbursement incentives.

VL BECTION 4

We strongly support strengthening the health planning process through the
certificate-of-need process, and we recommend broadening this review process
to include all sites which provides services usually rendered in a hospital. We
also recommend the use of existing procedures under P.L. 93-641 for the coordi-
nation of review activities In interstate SMSAgs, rather than the mechanism con-
tained in this section.

VII. SBECTIONB 12, 15 AND 40

The AHA is concerned with actions which would limit the administrative
prerogatives of hospital management. We understand that in connection with
these sections, efforts are continuing for developing certain definitions and rela-
tive value schedules for use in the payment of hospital-associated physicians, We
are hopeful that these actions will provide a satisfactory solution to this very
difficult problem.

VIOL. BECTION 20

‘While we support the “swing bed” provisions in this sectlon of the bill, we
recommend that the eligibllity requirements for hospital participation be
expanded.

IX. BECTION 30

The AHA supports the reorganization provisions of this section and further
recommends the ereation of an Under Secretary for Health with the responsi-
bility for coordination of all HEW health activities.

X. BECTIONS 31 AND 32

We strongly support the administrative reforms in the state administration
of Medicaid and the requirement for an adequate time for comment on program
regulations.

XI. S8ECTION 33

We believe that the use of expert, nongovernmental advisors has contributed
significantly to the development and implementation of federal health programs.
We recommend that either HIBAC be continued with increased responsibilities,
or that a new health insurance policy advisory council he established.

XTI
Concluding remarks.
STATEMENT

Mr. Chairman, I am John Alexander McMahon, President of the American
Hospital Association. With me today are Leo J. Gehrig, M.D., Senior Vice Presi-
dent, and Allen J. Manzano, Vice President of the Association, The AHA repre-
sents more than 6,500 member institutions, including most of the hospitals in
thhe country, extended and long-term care institutions, mental health facilities,
hospital schools of nursing and over 24,000 personal members. We appreciate the
opportunity to present our views sand recommendations on 8. 1470, “The Medi-
care/Medicald Administrative and Reimbursement Reform Aect.”

BACKGROUND

The AHA belleves that your bill (8. 14701, Mr. Chairman, identifies and con-
gtructively addresses a number of critical issues important to the publie, pro-
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viders and government in the provision of health care services. Central among
these igsues is the rapidly inereasing cost of health care services, Hospitals are
concerned and are working actively to restrain health care cost increases within
their control. Health care enst increases are a complex problem : to address the
issue requires the combined efforts of all providers, consumers, and government
and other third-party payers. Therefore, as we seek to hring the increase in
health care costs more in line with the growth of the gencral econowmy, it is
essential that the actions taken be constructive to this end, and it must be recog-
nized that this objeetive cannot he accomplished in a relatively short time,

Hospital cost increases result from a variety of factors. These include infla-
tion in the general economy, the intensification and improvement of services,
modernization and maintenance of service capacity, expansion of manpower re-
sources, increased demand for services, and compliance with government regu-
Jativns, Although the Consumer I'rice Index (CPI) reflects inflation in the
general economy, it is inappropriate as an index of the impaet of inflation on
the goods und =ervices that hospitals must buy. Moreover, the CPI does not
reflect the impact of increased intensity of hospital serviees. The hospital mar-
ket baskel mcludes many items that have risen much faster than the CIPL.

The A1L\, therefore, has developed a hospital cost index (HCI) and a hospital
intensity mdex (HII) which are based on the price and utilization of 37 service
elements which are comimon in the delivery of care to patients. These more typi-
cilly reflect the hospital market basket. Using these indices, we have found that
of the 15 percent rise in hospital costs last year, 10 percent was purely the result
of inflation. The remaining 5 percent resulted from incerased intensity and
improvement in patient eare,

We know that you recognize the unigue characteristies of the health eare
delivery system, Mr. Chairman, and our analysis that 8, 1470 refleets an under-
standing and consideration of its complexities, 8. 1470, in revising the method
of payment to hospitals, establishes a system of incentives and disincentives
basced on target rates for groups of essenfially similar hospitals. We strongly
support the provisions allowing state rate review proceams Lo seeve as an alterns-
tive method for control over Moedieare and Medieaid payments. In addition, we
support your efforts nor only to wmahe improvemenis in rhe Medicare reimburse-
mend system, bul also your efforts to bmprove the eurrent Medicaid program.

The approach of yonr hill, Mr., Chairman, whieh considers the operational dif-
ferettces hetween institutions, is a reasonable and equitable one that deals ra-
tionally with co~t problems, unlike the inequitable and harmful approach pro-
posed by the Adminiztration’s bill. S, 1391, In your introductory remarks on
8. 1470, yon expressed several concerns abonut the Administration’s proposal which
we share, We have concelnded that N, 1391 is inequitable in devign, wrong in con-
cept, and impossible to administer.

S, 1391 wonld reqguire use of uniform percentage limits on increases in reve-
nues, withon! recard to individual hospital situations. Sueh an approach would
exert the heaviest pressures where they are the least appropriate—on the most
eflicient hospitals. An efficient hoxpital wonld be forced to eurtail essential serv-
ices and saerifice the quality of care in order to survive within the formula con-
straints set forth in 8. 1391, It is our belief that such a cap is arbitrary in nature
and could have the unintended effect of rewarding hospitals for past inefficiencies
or preventing many bospitals from makine essentinl improvements in their serv-
ices. Additionally, 8. 1391, as a “short-term expedient.” would ereste distortions
in the financing and administration of haspital services which would have serious
and long-term adverse impaet on the delivery of health care,

Payment reform is only one part of an array of government and private pro-
grams under development or in existence that deal with the problems of health
care costs. The American Ilospital Association is committed to the pursuit of a
reasonable solution to thisx problemm which promotes efficiency and does not
jeopardize access to delivery of quality health eare, While we have stated the
opposition of the AITA to the Administration’s hospital cost containment bill,
we are by no means negativistic with regard to viable alternatives for the con-
tainment of health eare costs. Neither do we feel any less comimitted to sceking
solntions fo the nation's problems of health care costs than is the federal
government,

COST CONTAINMENT APPROACHES

Our Association has consistently supported a variety of programs aimed at

conserving the nation's health care resources, some of which are in place, some-
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in developmental stages, and others yet in the process of formulation through
ie%:slaitive and administrative initiatives, state and federal. Among them are the
ollowing :

1. AHA vigorously supports comprehensive heaith planning and the develop-
ment of local commugity planning, Our Associatian bhas urged and continues to
urge the development of strong certificate .of need laws at the state level to
avoid the development -of duplicative or unnepded health resources and to
coordinate the alloeation of available resources. Planning efforts must be con-
tinued and broadened. We are pleased to note that 8. 1470 recognizes that suc-
cess with eliminating unneeded capacity requires that account be taken of the
costs associated with conversion or closure of beds. This bill has taken a positive
approach to making possible the correction of maldistribution of resources.

2. AHA supports the development of improved utilization review and medical
audit. We have worked for the development of cost effective, institutional qual-
ity assurance programs as part of Professional Standards Review activities,
which can be ilmportant in the identification and analysis of areas of high hospi-
tal wutilization. Where such utilizatlion patterns are inappropriate, corrective
action should be taken and can have a beneficial impact on health care
expenditures. -

3. AHA fully supports anti-fraud and -abuse legislation to strengthen the
capability of the government to detect, prosecute, and punish fraudulent activi-
ties under the Medicare and Medicaid programs, as embodied in your bill, 8, 143
(also in H.R. 3).

4, The AHA believes that an effective state rate review system can assure the
public that hespital costs and rates are reasonable and appropriate. Such state
systems can provide for individualized hospital review, copsideration of commu-
nity characteristics and coordination with local planning decisions. Such rate
review programs must include the participation of all payers and recognize the
legitimate financial requirements of hospitals necessary for the provision of
services to their communities. Furthermore, such state-based review systems
permit the development and testing of alternative payment methods and the
evaluation of their effectiveness.

5. AHA believes that the government has an obligation to analyze the cost
benefits of regulations it impeses on hospitals. As we have stated in the past,
government regulations have significantly contributed to the cost of hospital
care—for example the continual revision of the Life Safety Code. These and
other regulations often have been imposed with significant cost impact but with-
out commensurate improvement in health care or safety . )

6. We understand and accept the need for greater publie disclosure of hospital
cost data. We support collection and disclosure of such information in order to
enable the public to make more informed choices in the use of health care serv-
jces, as well as to better understand the nature of hospital costs. .

7. Another factor that has contributed to the increase in health expenditures
is patient demand, often unrestrained because of a lack of direct financial in-
volvement. We support exploration of the restructuring of copayments and de-
duectibles to stimulate greater consumer cost consciousness in decisions to utilize
health care services. Such restructuring must be carefully designated in order
not to impose inappropriate financial barriers to care upon those with limited
resources. ) ’

In sddition to all such cost containment approaches, the American Hospital
Association and its member hospitals have sought and continue to séek ways of
conserving health care resources. Many hospitals across the country, in addition
to their wsusl management activities, have developed special cost contdinment
efforts. While the Association does not at this time have a complete picturé of
these activities, our information from many sources points out savings through
projects which will have countin@ing long-term beuefits, ag well as Trdjeets. that
result in .Ometimé savings. These efforts include a wide varlety of approaches
such as the conversion or closure of underutilized resources ; the development of
shared services with other ingtitutions; changes in the methods of providing hos-
pital support services; and cost savings changes in hospital stafling patterns.

. a ! .

MEDICARE/ MEDICAID ADMINISTRATIVE AND REIMBURSEMENT REFOBM ACT, B. 1470
PR . v s .

Criteria for determining raasonable cost of hospital serviéeé : e
We have carefully reviewed the hospital reimburgement changes outlined in
Section 2 of your bill. When a classification system is used for the purposes of
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reimbursement on a comparative basis, it must be sufficiently sophisticated to
permit differentiation of efficient and ipefiicient hospitals., We believe that the
provisions of Section 2 would result in significant improvement over the existing
wethodology of Section 223 of P.L. 92-603, which it is intended to replace.

We appreciate your recognition that certain hospital costs must be excluded in
order to assure comparability. Your bill eliminates, for purposes of cost compar-
ison, the costs of capital, education, energy, and malpractice insurance.

While the bill provides for the exclusion of malpractice insurance expense from
the determination of routine operating costs, a significant problem remains in
the application of this exclusion. Commercial insurance companies insure hospitals
against malpractice under a single policy which includes coverage for both profes-
sional and comprehensive general liability. Because it will not be feasible to
identify the specific costs of malpractice insurance alone, we strongly recommend
that thisexeclusion include the total cost of such policies.

Mr. Chairman, we strongly support the provision of your bill which permits
state rate review programs as an option to the bill's federally administered con-
trols. However, the proposal would permit delegation only to state programs
which are legislatively mandated, and we urge that you amend this provision
to recognize voluntary programs which meet other established eriteria.

One of the conditions for state delegation requires that the estimated ngzgregate
annual Medicare and Medicaid payments by the state to hospitals be less than
would otherwise be paid under the federal programs. We are extremely con-
cerned about this requirement. Many state rate review programs are still in the
developmental stage, and it would not be unusual for such programs. in coping
with overall costs in their early years, to permit an annual payment higher than
would be allowed by the federal programs. We believe that similar eonstraints in
Sections 222 of P.L. 92-603 and 1526 of P.L. 93-641 are important reasons for the
very limited development of and experience with these alternative payment sys-
tems. In a similar manner, 8. 1470 provides that the delegation of rate review
authority to a state be revoked if it is determined that in any one-vear perinil,
except in extraordinary circumstances, the state program results in payvments
greater than would otherwise have been made by the federal programs. We helieve
that such rigid requirements for delegation to states, or revocation of delegation,
wi'l have the effect of stifling the development of state rate review progcrams.
which, over time, can achieve the goal we all seek. We recommend that this section
Le modified to allow the Secretary more flexibility in permitting the state rate
review options. taking into account longer-term results of such delegation.

We commend you for proposing a uniform, functional cost reporting system
without the requirement that there he established a uniform funectional aceonnt-
ing system. We agree with the need to identify “like” ensts of institutions. Such
a repnrting requirement is a prerequisite in your classification system and is used
in the determination of inpatient per diem target rates. The position of the
American Hospital Association has been and remains that a uniform funetional
cost reporting syatem will accomplish this objective. Last year, S. 3205 would
have required “a uniform system of accounts . . .” and in our testimony on that
hill, we pointed out the problem that such a requirement would create. Because
of the differences in the nature and operation of varinus kinds of hospitals—
urban and rural. large and small, teaching and non-teaching—the requirement
f"" a miform functional accounting system wou'd have required each of these
institutions to adopt a singular method for recording all transactions that would
be hurdensome. extremely costly and nnnecessa ry. '

er _nﬁnr the following recommendations that we believe will improve the
provisions of Section 2 of your bill and we are ready to participate in further
discussions toward that end:

1. _In defining routine operating costs, the bhill eliminates several items that
are, in fact, beyond the control of an institution and have, in the past, created
a_iiﬂimlties in using a classification scheme. The objective in excluding these costs
is to remove from the determination of routine operating costs major “eost
elements hey?nd the control of the hospital” which vary widely among institutions
in a way which is unrelated to the efficiency of the institutions, We agree with
th_ls_ 'However, at some future date other cost elements meeting the same
criteria may appear and should be =i milarly excluded. Therefore, we strongly
recommend that this provision be modified to permit the Secretary to deal with
such circumstances as they arise. ’
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2, Among the costs to be excluded from routine operating costs are “emergy
costs associated with heating and cooling the hospital plant.” We believe all
energy costs must be excluded for two reasons: (1) there is a significant varia-
bility in types of energy sources used by hospitals and their costs in various
regions of the country;.and (2) differentiation of the cost of energy by type
and use is very difficult, if not impossible. For example, electricity, which is used
for environmental control, particularly cooling, is also used for the operation of
diagnostic and therapeutic equipment, as well as lighting.

3. The proposed system of classification continues to be based on bed size and
type of facility. While these variables can account for certain aspects of hospital
reutine operations, others such as case mix and length of stay, are necessary to
truly classify “like” hospitals.

We recognize the inherent problems of developing and utilizing such data in
any classification system. Further, the state of the art of determining and com-
paring these extremely important variables, as they relate to cost, requires
further development. It is essential that evaluative procedures for analysis of
the effectiveness of the payment method be carried out on a continulng basis.
Such activity will be important to ensure that the basic classification and excep-
tions processes cover all appropriate factors and that the entire procedure can
be improved.

"4, The bill provides that the personnel component of average per dlem routine

costs be adjusted through the use of a wage index based on general wage levels
prevailing in the areas where the hospitals are located. As expressed last year,
our concern is that this index refers to wage levels in the general economy rather
than the segment of the labor foree from which hospitals recruit their employees.
It must be pointed out that the correlation between these wage levels is not even
approximate because in any hospital, employees’ wage levels are not representa-
tive of wage levels in a cross section of the general economy. Moreover, to the
best of our knowledge, wage data of nonmetropolitan areas are not available on
a periodie basis, and it is in these areas that approximately 50 percent of all
hospitals are located.

Although a hospital with higher wage levels than those prevailing in the
general economy of its area would have a on-year reprieve under the bill, it
would be subjected to controls thereafter that fail to recognize that those bigher
levels of cost may be fixed, for example, by virtue of prior contractual arrange-
ments, or may well be maintained by state or local law, as in the case of public
institntions. Again, we recommend that a new hospital wage index be daveloped
and maintained based on that segment of the labor market from which hospitals
must recruit.

5. Section 2 provides that *. .. at the end of the fiscal year retrospective
fadjustments will be made in the amount paid a hospital to reflect the lesser
of the cost increases incurred by the hospital or the cost inerease in practice which
occurred in goods and services used . . .”. The problem with this provision is that
a hospital could be told at the beginning of the fiscal year that it would be re-
imbursed at a certain dollar level per patient day for its routine services, and
budget accordingly. But, if at the end of the vear the government determines that
the forecasted price increase was in error, and, therefore, that the hospital
should be paid at a level lower than that previously set, the institution would
subsequently incur a deficit. We do not believe that hospitals should be placed
at such risk. The system should not permit a retrospective denial of reimburse-
ment of incurred costs on the basis of erroneous economic forecasts.

6. We concur with the use of a uniform data base period, i.e., Fiscal year 1979,
in establishing the target rate for Fiscal 1981. As you know, in projecting pay-
ment rates it is essential that the base data be as accurate and as reflective as
possible of actual situations. However, the proposal is silent concerning adjust-
ments to base data in recognition of institutions’ varying fiscal years. We believe
that this is not your intent, and we recommend that a varying inflation adjust-
ment be incorporated in the proposal that would reflect the inflation factor
during an institution’s actual fiscal year.

7. Section 2 provides an exceptions process based on two criteria. The first ex-
ception is for an underutilized hospital in a medically underserved areia. The
second exception is for increased intensity of care or unusual patient case mix.
One of the problems faced by hospitals with unusual case mixes and high levels
of intensity of care, is that they do not have the necessary comparative data
to justify their costs. We have observed that hospitals seeking exceptions frem

$2-202—77——11
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the limitations imposed under Section 223 of P.L. 92-603 for this same purpose
experience this difficulty. They must attempt to justify atypical costs without
knowledge of the amount or nature of such costs for other hospitals in their
peer grouping. We recommend that the bill provide that the HEW Secretary
make such comparative data available to all hospitals within a classification
group.

= Fl?rtherl‘llore, the assessment of the intensity and complexity of care pro-
vided hy the institutions include, in addition to patient mix, such variables as
length of stay. Hospitals with high patient turnover and shorter lengths of stay
are usually characterized by higher intensity and per diem routine zosts, and
we strongly recommend that these factors be included as justification for
excepfion.

s, ];\r'e continue to be greatly concerned about the provisions that would tie
the incentive reimbursement formula to average per diem costs within a group
of comparable institutions without provisions for evaluating and altering an
unwarranted “ratchet” effect. If, as intended, the results of the incentive formnla
would he that each year average per diem costs would potentially be rednced,
additional hospitals not previously found to have high costs would be so identi-
fied and penalized. This would be the inevitable consequence each fiscal year of
cost reduetions in hospitals classified in the highest eategory. Unless provision
ix made to deal with this effect, the eventual result would be that costs related
to the prevision of needed, complicated and, therefore, costly health services
would no longer be recognized. Thus, the delivery of such services would no
longer be feasible in many health care institutions. We recommend that legis-
lative language be included to ensure that this matter be reviewed every two
years after the system is applied, so that the system may be evaluated and
modified accordingly.

9. Two important issues are not addressed in Section 2 of the bill, The first
i the provision of charity care and the had debts incurred by hospitals. Unspan-
sored patients are a serious problem to hospitals because of the increasing
stringency of state programs and becanse of the decline in the ability of local
governments to finance the care of their medically needy patients. This problem
is eritical, and a solution must be found., We believe the time has come for both
Medicare and Medicaid to acknowledge and share in the costs of treating all
unsponsored palients,

The second issne not addressed is the need to provide for the financing of the
necexssavy replacement of hospital plant as it wears out and for needed im-
provements. Paying hospitals only their operating costs will not he sufficient
ter provide them needed capital funds or permit them to secure debt financing
at realistie interest rates, if needed, they can qualify for loans at all. We are
anxions ro work with the Committee to devise methods for addressing these
issues.

Payments to promote closing and conversion of underutilized facilities
We suapport, Mr. Chairman, the need to provide special reimbursement pro-

visions to encourage hospital efforts to close or convert underutilized facilities.
ALLA strongly endorses the experimental approach in Section 3 of the bill.

Federal participation in hospital capiltal expendilures

Section 4 of the bill amends Sections 1122 and 1861 of the Social Security
Act relating to the health planning process. Under P.L. 93-641, most, if not all,
states will have a certificate-of-need program in place by 1950. We support the
previsrm in the bill that would strengthen the health planning process by
expandmg the reimbursement penalties applied to providers who proceed with
eapital expenditures without planning approval. We do believe, however, that
the application of {he certificate-of-need requirement should be broadened to
include eapital expenditures at any site when such expenditures are made for
equipment or services customarily provided in a hospital setting.

We understand the purposes of the provision in this section that requires
designated planning agencies to jointly review and approve a proposed capital
expendifure in a standard metropolitan statistical area (SMSA) which encom-
passes an interstate area. However, we are also concerned that this provision
may block needed action in these areas because it may involve in the review
process a designated planning agency which iz primarily interested in support-
ing improvements only in its own area. In view of the fact that P.L. 093-641
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currently has mechanisms available to coordinate project reviews in SMSAs
crossing state lines, we recommend deletion of this provision.

Hospital-assooiated physiocians/use of approved relative vulue schedule

While we are concerned that the degree of intervention in hospital-physician
agreements suggested in Sections 12 and 40 of your proposal may unduly affect
hospital management flexibility and the availability of needed professional
services, we note that 8. 1470 includes the use of relative value schedules under
Section 15. It is our understanding that such schedules would provide a basis on
which to determine reasonable reimbursement for the professional services of
hospital-associated physicians. We also understand that the staff of the Com-
mittee is continuing to develop recommendations related to important features
included in this provision. We are hopeful that these efforts will result in a
satisfactory solution to this very difficult problem.

Hospital providers of long-term care services

Section 20 of the bill provides incentives for the use of underutilized acute
hospital beds for needed skilled nursing services. While we gtrongly support this
section of your bill, we do believe that the conditions imposed on hospital partici-
pation are unduly restrictive. By limiting this provision to hospitals with 50 beds
or less, and with an occupancy rate of 60 percent or less, we anticipate that some
facilities in communities with a serious shortage of skilled nursing beds will be
ineligible to utilize their capacity efficiently through this ‘“mixed use” of their
beds.

We recommend that the benefits of this proposed change in current law be
available to hospitals with up to 100 beds with an average occupancy level of
not more than 75 percent.

Establishment of health care financing administration

As you have stated, the Administration, through Executive Order, has created
a Health Care Financing Administration (HCFA), combining in a single entity
the Bureau of Health Insurance, the Medical Services Administration, the Bu-
reau of Quality Assurance, and the Office of Long-Term Care and related research
and statistics units under the direction of an administrator. We coneur with
your intent in Section 30 to ensure that the objecives of your provisions are
carried out in the new HCFA. However, we are still concerned that the HCFA,
which is intended to provide an organization through which greater coordina-
tion of policy and program administration can be achieved, cannot of itself
resolve the problems of coordination of overall federal health policies, As we
stated last year, we urge even greater coordination of federal health programs
and recommend that a new position of Under Secretary of Health be established.
This would permit the Assistant Secretary for Health and the Administrator of
the HCFA to report to an Under Secretary for Health, and in this way, coordi-
nate the many HEW health programs.
State Medicaid admindstration

Section 31 of the bill would establish specific performance criteria with respect
to state administration of Medicaid. Requirements related to the timely deter-
mination of eligibility, prompt payment of claims, quality control and eligibility
determinations, and effective claims review could result in better state admin-
istration. We strongly support such measures to improve Medicaid administra-
tion. However, this proposal establishes a 45-day period for state eligibility
determinations. The time frame in S. 3205 was 30 days. We would recommend
that the 45-day period be changed back to a 30-day period, because we believe
this to be an adequate time for states to meet this requirement.

Regulations of the Becretary

Under Section 32 of the bill, 2 minimum of 60 days would be provided to com-
ment on proposed HEW regulations under this provision. The American Hospital
Association has always been concerned that appropriate time be provided for
comment on program regulations, and we strongly support this provision.

Termination of HIBAC

Section 88 would terminate the Health Insurance Benefits Advisory Council
(HIBAC). We believe that the use of expert, nongovernmental advisors through
HIBAC has contributed significantly in the development and implementation of
federal programs, and consider it important that the major health care programs
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of Medicare and Medicaid be provided the advice and assistance of such an advi-
sory group, particularly during a period of signiticant legislative and program
changes. HIBAC served an important and useful role in the earlier development
and implementation of Medicare. As a result of the changes in the responsibility
of this advisory council in 1972, the evolution of the program, and the extent to
which its advice has been sought and ufilized in recent years, the role of the
couneil has deecreased. Nevertheless, such an advisory council should be available
not only for its potential contributions during th~ reform of Medicare and Medie-
aid, but also for the development and implementation oof any major revisions in
Social Seecurity health-related legislation. Therefore, we strongly recommend that
either HIBAC be continued with increased respon=ibility for its advisory role or,
if it is discontinued, that a new healrth insurance poliey advisory eouncil be
formed, with more adequate authority and responsibility for advice to the Secre-
tary about these programs.

Procedures for determnung reasonable cost and reusonalie charge

Last year, Section 40 of 8. 3205 would have vested with the Secretary of HEW
authority to determine in advance the reasonahleness of all hospital contracts
greater than $10,000 annually. Its deletion from S, 1470 is an appropriate and
administratively realistic change.

However, Section 40 of the proposal would still eliminate, as an element of
reasonable cost, those costs derived from a percentage or fraction arrangement.
As we have stated before, this requirement interferes unnecessarily with hospital
management prerogatives. There are situations in which the use of this method of
ealeulating payments for services is an equitable and justifiable arrangement.
Present law provides the Secretary with the authority to deny payment for costs
when they are excessive. Sections 12 and 15 of the bill appear to deal with a reim-
bursement method for hospital-associated physiciaus and. therefore, the provisions
of this section may no longer be needed.

CONCLUDIXG REMARKS

Tn summary. Mr. Chairman, we helieve your bhill includes many eonstruetive and
important reforms in the administration and reimbursement for services under
the Medicare and Medicaid programs. We support them and have suggested some
modifications. We appreciate the opportunity to continue to work with you and
your staff and to participate in this hearing. I will be pleased to answer any
questions you may have.

Senator Taraapce. Our next witness is Mr. John A. D. Cooper,
president, Association of American Medieal Colleges, accompanied
by David D. Thompson. M.D.. director. the New York Hospital, chair-
nman. Council of Teachinag Hospitals: and .James D. Bentley, assist-
ant director, department of teaching hospitals.

We are delighted to have you. ] )

Dr. Cooper, you may insert your statement in full in the record and
summarize it in 10 minutes.

STATEMENT OF JOHN A. D. COOPER. M.D., PRESIDENT, ASSOCIA-
TION OF AMERICAN MEDICAL COLLEGES, ACCOMPANIED BY
DAVID D. THOMPSON, M.D., DIRECTOR, NEW YORK HOSPITAL,
AND CHAIRMAN, COUNCIL OF TEACHING HOSPITALS, AND JAMES
D. BENTLEY, PH. D., ASSISTANT DIRECTOR, DEPARTMENT OF
TEACHING HOSPITALS

Dr. Coorrr. Thank you very much for this opportunity to testify.
With your permission, our te~timony will be delivered by Dr. David
Thompson who is the director of New York Hospital and chairman of
our Council of Teaching ospitals.
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Dr. TroMesoN. Mr. Chairman and members of the committee, as
Dr. Cooper says, I am Dr. David Thompson, chairman of the Council
of Teaching Hospitals of the Association of American Medical Col-
leges and director of the New York Hospital. Dr. Cooper and Dr.
Bentley are accompanying me this morning. )

The Association of American Medical Colleges is pleased to have
this opportunity to testify on the Medicare-Medicaid Administra-
tive amf Reimbursement Act, S. 1470. In addition to representing all
of the Nation’s medical schools and 60 academic societies, the associa-
tion’s Council of Teaching Hospitals includes over 400 major teach-
ing hospitals. These hospitals: account for approximately 16 percent
of the admissions, almost 19 percent of the emergency room visits, and
29 percent of the outpatient visits provided by non-Federal, short-
term hospitals; provide a comprehensive range of patient services,
including the most complex tertiary services; and are responsible for
a majority of the Nation’s graduate medical education programs. Thus,
the medicare and medicaid amendments proposed in S, 1470—concern-
ing hospital and physician payments and program administration—
are of direct interest and vital concern to the association’s members.

A review of S. 1470 clearly shows that the subcommittee and its
staff have given careful consideration to suggestions made by witnesses
during past hearings on possible medicare and medicaid amendments.
Several improvements have been made in these proposed amendments,
including increased flexibility in the classification of hospitals, the
addition of malpractice insurance costs to the list of expenses excluded
from routine operating costs, and the establishment of provisions for
relative value scales for physicians’ services. For these modifications
and for the staff’s willingness to discuss general concepts and tenta-
tive provisions of S. 1470 the AAMC expresses its appreciation to
the subcommittee and its chairman.

In the interests of brevity, I will confine my oral statement to two
concerns: the legislative specificity of the bill and teaching hospital
concerns for hospital classification, case mix, and exception provi-
sions. I would request, however. that our comprehensive written state-
ment be included in the record of this hearing.

The medicare program was established on the principle of paying
individual hospitals their reasonable costs for caring for program
beneficiaries. As a result of escalating program expenditures and
observed variations in reasonable costs, S. 1470 has been designed to
moderate and limit hospital costs by determining allowable payments
based on comparing similar costs of similar hospitals.

Grouping similar hospitals to determine payment ceilings is one
legitimate approach for containing the rate of increase in hospital
costs. It is handicapped, however, by the absence of necessary data for
computing the impact of alternative provisions and by the elementary
state of the art of hospital classification. Within these constraints, the
association believes the subcommittee and its staff have worked dili-
gently to create workable legislation,

While the association-is pleased that S. 1470 provides the executive
branch with some increased flexibility in implementing the congres-
sional intent, the Association of American Colleges remains concerned
that some specific grouping criteria, such as bed size categories, are
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initially designated in the bill. Similarly, while no one knows what
the actual distribution of hospital costs by group will look like, the
association is concerned that the 120-percent ceiling is established
without these distributions. With these detailed provisions in the leg-
islation, learning acquired through experience can only be incor-
porated by future amendments, In a proposal for a significantly
revised payment program; the association believes this problem is
critical and strongly recommends that the bill be modified to provide
more flexibility.

To avoid the possible conscquence that flexible legislation give
Executive ageneies unbridled opportunity to vestructure the program,
the as-cciation recommends that a more flexible bill be accompanied
by a clear statement of intent in the committee report and by providing
in the legislation for a high level advisory group: a National Tech-
nical Advisory Board on hospital classification for developing, ad-
Vising. and implementing the act. This Board should serve in an
advisory capacity to the Secretary of HIZW, should conduct all meet-
ings in publie sessions, and should publish all recommendations.

IFor approximately 2 years, the association’s staff has worked with
the staff of this subcommittee in an attempt to adequately define
teaching/tertiary care hospitals and to examine the impact of estab-
lishing a special category for these institutions. GGiven the present state
of the art and the lack of necessary quantitative information. our own
efforts thus far have been unsucce--ful: We have neither simple
criteria for selecting such a group nor an cvaluation of the effect of
creating a category for them.

In this situation. the association strongly recommends that the
subcommittee modify the present provision establishing a category
for the primary afliliates of accredited medical schools. First. if such
a category is to be established, the limitation of a single hospital per
school is arbitrary and does not accurately recognize the number of
tertiary care/teaching hospitals that presently exist. Second. the prin-
cipal source of atypical costs in the major teaching hospitals results
from the scope and intensity of the services provided and the diagnos-
tic mix of the patients treated, not from the presence of an educational
relationship with the medical school. Therefore, the AAMC strongly
recommends modifyving or deleting the provision {for the primary
affilintes of accredited medical schools.

If Congress determines that a <pecial group of tertiarv eare/teach-
ing hospitals is initially necescary, the Secretary should he directed
to undertake the study effort 1o determine the category and seleet in-
stitutions for it based on their diagnostic mix, intensity of carve pro-
vided, and involvement in health, manpower education. Moreover. it
is recommended that the Secretary be required to undertake studies to
determine and evaluate the extent to which tertiary eare hospitals have
atypical costs as a result of the diagnostic and treatment services pro-
vided ; as a consequence of providing necessary services having hich
unit costs; as a result of educational expenditures: and as a con-
sequence of ancillary service utilization and anecillary unit costs.

The association strongly supports the case mix provision provided
in S. 1470, Tertiary care/referral hospitals serve the more severely
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ill patients and referral of such patients from other hospitals tends to
increase in times of adverse economic activity. Recognition of these
facts in the legislation should help to insure the economic integrity of
tertiary care centers. .

Experience gained since the development and initial operation of
section 223 of the 1972 medicare amendments shows the need for a
viable and timely exception and appeal process. Such an appeal proc-
ess does not function under the present section 223 provisions. The
association recommends that this legislation include provisions for
an exception and appeal process that provides: ]S}) That information
describing the specific methodology and data utilized to derive excep-
tions be made available to all institutions; (2) that the identity of
comparable hospitals located in each group be made available; (3) that
the Easis on which exceptions are granted be publicly disclosed, widely
disseminated and easily accessible to all interested parties in each cir-
cumstance; and (4) that the exceptions process permit the use of
“per-admission cost” determinations recognizing that compressing
the length of stay may result in an increase in the hospital’s routine
per-diem operating cost with no change or reduction in per-admission
costs.

In the interest of brevity I have only highlighted the association’s
response to S. 1470, As the subcommittee and staff address these issues
ancfo others, the association would be pleased to provide constructive
comments and suggestions.

Thank you for permitting me to testify before you in support of the
bill. I will be happy to answer any questions.

Senator TarmapGe. Thank you very much, Dr. Thompson. We know
that your hospital is one of the great teaching hospitalsin the Nation.
We appreciate your very helpful and very constructive suggestions.
Many of them, I feel sure, tEe committee will consider carefully.

In your statement, you expressed extensive concern over the need
to assure an adequate supply of pathologists.

I am curious as to exactly how percentage arrangements enhance the
gract.ice of clinical pathology. That is, would you not agree that most

octors are motivated toward radiology, anaesthesiology and pathol-
ogy for professional reasons rather than because they get a percentage
of the gross receipts?

Dr. TaOMPsON. Yes, sir. I think that is correct. I think most individ-
uals select the specialty in which they are engaged on the basis of their
professional interest.

I think the manner in which the payment mechanisms developed
go back in tradition. The percentage arrangement is something that
seemed to work for some og the hospitals. Many of the smaller hospi-
tals found that they were unable to recruit individuals, perhaps because
they did not have a full-time need for them, and they adopted this
approach.

I think everyone agrees today that this is a situation that needs to be
looked at, The concern on the part of these specialty groups, I think, is
that they not be put in the position where it might seem that they are
second-class citizens in relation to other physicians. In other words,
the fee-for-service approach which is generally utilized in most special-
ties, is something that is important to these individuals as well. It does
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not necessarily, of course, require the fce on any percentage arrange-
ment.

I would hope that the committee, and I know they are, and the staff,
are working with the various a-sociations. It is my understanding that
an agreement in principle as to the approach that should be taken is
being developed. I am pleased to note that.

Senator Tavaspce. How ave pathologists paid in your particular
hospital

Dr. Troneson. In our hospital pathologists are all on a salary basis.
This is by no means uniform, as you know, but it has been traditional
In our hospital.

Senator Tararapce. I think we have worked ouf an agreement with
all three of your professional groups that they will be paid on a fee-
for-service basis, based upon a relative value scale. Do you agree with
that?

Dr. Troxresox. That seems to be a reasonable approach. It is not a
simple issuc.

Working with the societies that understand the concerns I believe
will result in an equitable and reasonable approach. At least, it seems
that way to me.

Senator Tarmapce. That would be an alternative. You could still
be an emplovee on a salary basis if it is mutually agreed by the hospital
and by the doctor.

Dr, Troarrsox. I believe so.

Senator Tararapge. Thank you.

Senator Dole?

Senator Dotk I just have a very broad question. It probubly cannnt
be answered.

We hear all of the time that the free market does not work in the
medical ecare arena because the patient does not pay the bill. he dooes
not select the goods and services or the facilities in which these facili-
ties are rendered. Of conrse. the patient does pay the bill through a
combination of premiums, higher prices, and taxes.

What he really has are a number of agents that pay the bill on his
behalf. These are the insurance companics or the Government.

Why can the free market not operate in the medical care area?

Dr. Tirompsox. I think that what we are about, perhaps. basically
distinguishes the situation. I do not think that ideally in the medical
realm you are looking to develop a competitive industry in the sense
of seeing which one can provide the product at the least cost.

I think what we are hoping to accomplish is more of a cooperative
effort, that institutions working together will be able to supply the
services that are needed to the publie, that not all hospitals will
necessarily provide the same services.

The economies that can be achieved in the industry reallv depend
upon that cooperative approach and I think that this will be helped
as the regionalization develops. as the health systems axencies become
more involved and more knowledgeable about it. Tt seems to me that
these are the ways in which the hospital industry can be shrunk so
that unnecessary duplication will be avoided.

For these reasons, I do not see it in the same light as I do the
automobile industrv. for example. )

Senator Dore. Thank you very much.
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Senator TaLmapge, Are there many unnecessary beds in New York

Cig?
. Dr.. THoMPsON. Yes, sir, there are.

There have been many studies by a variety of agencies over the
years and it is interesting that most of them have come up with
roughly the same conclusion : that there are probably in the neighbor-
hood of 4,000 or 5,000 excess beds. This is certainly not restricted to
New York City. There are national figures that have been developed
as well. I am more familiar with New York.

I think it is important to point out, for purposes of economy, a
closure of beds scattered throughout all of the hospitals does not have
as much savings as the closing of total institutions. That is a difficult
matter to do for a lot of reasons, political and otherwise, as you know.
Nonetheless, I think that it is recognized in New York in order to
accomplish this objective, some hospitals will have to close.

Senator Tarmapce. That is a very significant issue, Doctor. If you
have any ideas that you could share with our committee staff, we
would be grateful.

Dr. TaomesoN. We would be delighted to do that.

Senator Tartmance. Do you think 1t is appropriate for the burden
of financing the cost of training residents, interns, and nurses in
h05p§tals to fall upon the sick people through payments for hospital
care? -

Dr. Taoeson. The issue in regard to interns and residents, as you
know, Mr. Chairman, has been widely discussed. It is our view in the
teaching hospitals that this is an appropriate cost. As you know, the
interns and residents are students; no question about that. They are
there to develop under supervision. The average individual, after re-
ceiving his medical degree, spends nearly 4 years in this postgraduate
period before he is really ready to practice independently. At the
same time, the individual as a student is, of course, providing signifi-
cant patient services.

The interns and residents work 60 to 70 hours a week, most of them,
night and day, and that is essentially for their education as well as
provision of services. :

In my view and from my understanding in talking to the public,
they understand that this is a necessary cost to be borne to produce the
next generation of physicians, Otherwise, they will not have well-
trained physicians. That is terribly important to them.

So I think that it is very much justified. I think that the situation
with nursing is a little different. It depends on the particular educa-
tional arrangement that one has. There are still, today, hospital schools
of nursing and the students do provide significant patient services.
Some of the nursing schools have gotten away from the provision of
services and I think a question might be raised there whether or not
it is appropriate for that to be paid out of the health care dollar.,

What concerns me is that we need these people very much and some
mechanism of payment needs to be provided and I do not see any sub-
stitution for that, Mr. Chairman. I think it is absolutely essential
that in some form these educational programs continue to be
supported. :

Senator TAarLmapee. Do you have any suggestions for a more equi-
table means of paying the necessary medical and nursing education
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and training costs in hospitals rather than putting these costs on the
acks of the sick ?

Dr, Tiromrson. I really do not know, Mr. Chairman, of any other
method. It seems to me that no matter which pocket it comes out of
these costs need to be borne. It seems to me that it is essential for the
future of patient care, so I think that if one does split it out of the
health care dollar, there is really a serious question as to whether or
not it will be supported or whether the various agencies will argue
about whose responsibility it is. In this situation those institutions
which are providing that education are going to suffer, and ultimately
the public.

Dr. Coorer. May I add a comment here 2

As the cost of medical care is spread broader and broader through-
out the population on the basis of insurance, really it is not just the sick
who are in the hospital who are paying the course of graduate medical
education. Actually, the public generally is bearing the cost of the
preparation, as Dr. Thompson has said. of the next gencration of
physicians, And so that it 1s not just the sick in the hospital that are
mvolved, but the entire population in assuring that they have ade-
quately trained physicians for the next generation of cave.

Senator Tarmapge. As you know, that is a very serionus problem. If
any of you have any more equitable ~ugcestions that the committee
conld consider, we would certainly be grateful for your contribution.

Thank you very much.

Senator Dole ?

Senator Dork. T wonld just like to raisc one question. Ts it true that
the hospital schools of nursing are on the decline?

Dr. Tiiomeson. Yes. sir. it is. While the hospital schoals are on the
decline, the baccalanreate programs are on the increase. .\ ctually, there
has been an inerease in the nmmber of graduates.

The reason for this. Senator Dole, I think basically is as the practice
of medicine has become more complex. so has the practice of nursing
and the edneators have found that thev need to have educational pro-
grams in nursing which are somewhat longer and more extensive, more
scientifically developed, than was the case in the past. So there is
definitely the trend toward having a baccalaureate program,

Senator Dore. Thank vou.

Senator TavLyapge. Thank you very much, gentlemen, for your very
helpful and construetive te-timony.

[The prepared statement of Dr. Cooper follows:]

STATEMENT oF DR. JoHN A. . CoOPER, PRESIDENT, ASSOCIATION OF AMERICAN
Mepical CoLLEGES

Summuary
I. HOSPITAL PAYMENT PROVISIONS

A. Uniform cost reporting

1. AAMC supports the provisions of Section 2 requiring uniform hospital cost
reporting.

2. AAMC urges that the Committee Report state that the provisions of 8. 1470

do not require or authorize the establishment of mandatory uniform hospital
accounting,
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B. Classiflcation of hospitals

1. AAMC recommends more flexible legislation providing that hospitals “be”
classified by type and size” with specific guidance in the Committee Report.

2. AAMC recommends appointment of a “National Technical Advisory Board”
to recommend and evaluate classification systems.

3. AAMC strongly recommends deleting the present provisions establishing
a specific category for the “primary affiliates of accredited medical schools™.

4. AAMC strongly recommends that the Secretary of HEW be directed to
examine the implications for reimbursement of alternative definitions of the
term “teaching/tertiary care hospitals” .

C. Determining rouline operating costs

1. Where cross-classification schemes for determining hospital payments are
used, the AAMC supports removal of atypical and uncontrollable costs,

2. AAMC supports more flexible legislation which would permit additions to
the list of excluded costs without new legislation.

3. AAMC recommends providing Executive Branch with flexibility to specify
payment ceiling with guidance in the Committee Report.

4. AAMC recommends permitting wage rates to be used as the basis for an
exception where a hospital can demonstrate that it had to pay atypical wage
rates to recruit personnel.

5. AAMC supports case-mix provisions,

6. AAMC recommends provisions for exceptions process.

D. State rate control authority

AAMC finds state rate systems are acceptable where they meet specific orga-
nizational and operational characteristics.

II. PHYSICIAN PAYMENT PROVISBIONS

A. Defining “Physicians’ Services”: AAMC recommends amending 8. 1470
to explicitly permit “physicians’ service” compensation for a physician who is
simultaneously functioning as an educator and personally performing or directing"
identifiable patient care services.

B. Anesthesiology Services: AAMC supports broader definition of anesthesi-
ology services.

C. Pathology Services.

1. AAMC is concerned that the proposed emphasis on fee-for-service pay-
ment for surgical pathology services and hemato-pathology services would
favor these two areas over other important areas of clinical pathology.

2. AAMC is concerned about payment mechanisms which could possibly
discourage the involvement of pathologists and inhibit the development of
the disecipline.

D. Percentage Fee Compensation.

1. AAMC is concerned that the proposal may inhibit the development of
some clinically necessary disciplines by placing them at a disadvantage with
others.

2. AAMC requests explicit guidelines for determining “an amount equal
to the salary which would have reasonably been paid”.

E. Part A Compensation Arrangements: AAMC requests explicit guidelines
for determining “an amount equal to the salary which would have reasonably
been paid.”

III. ADMINISTRATIVE BEFORMB

A, Health Care Financing Administration.
1. AAMC supports centralization of Federal health care financing.
2. AAMC advocates Cabinet-level Department of Health.
B. State Medicaid Administration: AAMC strongly endorses more rapld pay-
ment to providers.
C. Regulations of the Secretary.
1. AAMC supports 60 day comment period.
2. AAMC requests some guidelinesg for defining “urgent” regulations.
D. Abolition of HIBAC: AAMC strongly recommends the maintenance of an
advisory board to the Secretary of HEW which is composed of providers, practi-
tioners, and consumers from the private sector.
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STATEMENT

The Association of American Medical Colleges (AAMC) is pleased to have
this opportunity to testify on the “Medicare-Medicaid Administrative and Re-
imbur ~cient Act,” 8. 1470. In addition to representing all of the nation’s medi-
cal s howls and sixty academic societies, the Association’s Council of Teaching
Hospitals includes over 400 major teaching hospitals. These hospitals: account
for approximately sixteen percent of the admissions, almost nineteen percent
of the emergency roowm visits, and twenty-nine percent of the outpatient visits
provided by non-Federal, short-term hospitals; provide a comprehensive range
of patient services, including the most complex tertiary services; and are respon-
sible for a majority of the nation’s graduate medical education programs. Thus,
the Medicare and Medicaid amendments proposed in 8. 1470—concerning hospitual
and phy=ician payments and program administration—are of direet interest and
vital concern to the Association’s members.

A review of 8. 1470 clearly shows that the Subcommittee and its staff have
given caveful consideration to suggestions made by witnesses during past hear-
ings on possible Medicare and Medicaid amendments. Several improvements have
been made in these proposed amendments including increased flexibility in the
claxsification of hospitals, the addition of malpractice insurance costs to the
list of expenses exdluded from routine operating costs, and the establishment of
provisions for relative value scales for physicians’ services. For these wodifi-
cations and for 1he staff’s willingness to discuss general concepts and tentative
provisions of 5, 1470, the AAMC expresses its appreciation to the Subcommittee
and its Chairman.

The Association is well aware of the fact that spending for health care—
as a resnlt of general economic inflation. increased service availability, improve-
meils in serviee quality, growth and changes in population, and increased per
capita ntilization—has inereaxed mojge ramdly in the past two decades lhan
have most other segments of the economy. Tlas fart has foeused consumer, jndus-
trial, governmental, and provider atfention of the nation’s health acre expendi-
tures, In recent legislation—such as 'L, 92-603 and P.L. 93-6G41—the Congress
has attempted to establish procrams and policies which will help stimulate 3 more
eflicient and effective health industry.

It shonld be emphasized that the present levels of hospital costs have de-
veloped over a long period of time and as a result of hospital respunses to
national and state legizlation, to prevailinz economic and social conditions, and
fo public demamds, Thu~, the Assodiation i= pleased that Senator Talmadge, in
introducing 8, 1470, de<cribed it as . . . a long-term basie structural answer to
the problem of risinz hospital eosic , . )" To reduce the increase in hospital
costs, the AAMC supports the posirion thar a lonz-term approach is needed,
and critieal comments made in thic testimony are submitted with the infen-
tion of sirengthening the propo<ed legislation,

Amendments coneerninag hospital payments
Uniform cost reporting

A most important prerequisite for the proper measurement, evaluation and
comparisnn of hospital (o<ts is the development and implementation of a syv<tem
of uniform cost reporting Therefore, the Association supports the protviions
nf Section 2 of 8, 1470 requiring uniform hospifal eost reporting,

Snme organizations and governinent officiale have argned that uniform re-
porting reanire< mandatory muniforn: aceonnting, The Association does not sup-
port this econfention, That wniform reporting data ean be provided wifhout
mandatory uniform acconunting has been demonztrated by several srate rate con-
tral azencies and by non-hospital industries, Tharefare, the A<cocintion uroes
that the Cemumittee Report accompanying this bill elearlc state that the uniform
reporting provisisms of 8. 1470 do not require or authorize the establishment of
wandatory uniform hospital aceounting,

Clessification of hospitals

A fundamental concern of the A<soriation is the eriterin used to establish anv
hozpital classification system used to enleulnte hospital payments, While the
Assoeiation is pleased that 8, 1470 provides the Fxecntive Branch with ineren=od
flexibility in implementing the Congressinnal intent, the AAMC remains con-
cerned that some specific srouping eriterin—sueh as bed size catezuries—nare
initinlly designated in the bill. Recognizing that there is a lack of data available
for analyzing the impact of these grouping criteria, the AAMC helieves a more
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prudent approach would be to permit some additional flexibility with which to-
construet the system. Therefore, the Association recommends that S. 1470 state
that hospitals “be classified by type and size” with specific guidance in the
Committee Report, rather than stipulate the specific bed categories and types of
hospitals prior to the availubility of adequate data for examining the effects
of such classification variables.

It is further recommended that a “National Technical Advisory Board” be
appointed to recommend and evaluate alternative classification systems of size
and type, review program progress, monitor prugram implementation, examine
problems encountered and make recomunendations regarding appropriate solu-
tions for problems identified. The advisory board to be established should include
representatives from the Legislative and Executive Branches of Government, as
well as knowledgeable individuals from the private sector. In addition to its
technical expertise, this advisory board would provide public visibility for the
decislons implementing these amendments. The Association’s experience with the
implementation of the payment limitations of Section 223 of I’.L. 92-€03 leads
it to strongly recommend such as advisory board.

S. 1470 provides for the creation of a separate group of hospitals which are
the “primary affiliates of accredited medical schools.” It is difficult to evaluate
the implications of creating such a group because of the absence of data. Iifforts
to gain data and experience with a separate group are hampered by the inability
of the current Medicare reporting process to identify and extract {he elements
to be excluded from the proposed scheme. 'Thus, there is uncertainty as to the
relative merits of a separate group for teaching hospitals,

More importautly, the present legiclation would restrict the “primary affili-
ates of accredited medical schools” to a single hospital per medical school. This
is a gross injustice to many teaching hospifals. Limiting each medical school to
one and only one “primary affiliate” iy arbitrary and does not recogunize the com-
plexity or the reality of medical education in this nation.

In this situation, the Association strongly recommends that the Subcommittee
delete the present provision establishing a category for the “primary affillates of
accredited medical schools.” First, no one knows how routine operating costs in
teaching hospitals will compare with routine operating costs in non-teaching
hospitals. Secondly, the principal source of atypical costs in major teaching hos-
pitals results from the scope and intensity of service provided and the diagnostic
mix of patients treated, not from the presence of an educational relatlonship
with a medical school. Third, if a separate category is to be established, the
limitation of a single hospital per school is arbitrary and does not accurately
recognize the number of “tertiary care/teaching hospitals” which presently exist.

In the absence of adequate data and operational experience to evaluate the
proposed classification scheme and to aveid arbitrarily limiting the ‘“‘primary
affiliates of accredited medical schools” to one hospital per school, the Associa-
tion believes that the combination of a flexible classification system and an
adequate phase-in period are essential elements of the program's chances for
success. Thus, the Association strongly recommends that the Secretary of the De-
partment of Health, Education and Welfare be directed to examine the implica-
tions for reimbursement of alternative definitions of the term “teaching/tertiary
care hospitals.” Instead of prescribing a pre-defined grouping for teaching hos-
pitals, it is proposed that the Secretary be required to determine, in consulta-
tion with the appropriate knowledgeable health organizations, a definition which
most accurately reflects the impacts of case mix, intensity of care, and health
science education on the costs of teaching hospitals. In performing these consul-
tations, the Secretary should be required to distribute and share the data upon
which alternative definitions are to be evaluated. This is a good example of an
issue which would be brought before the proposed Technical Advisory Board,

Determining routine operating cosis

In the past, the Association has not specifically advocated a cross classification
approach to cost limitations. Rather, if a cross-classification approach 18 to be
used, the Association has recommended the exclusion of specific components of
routine operating costs which will help ensure that variations in the remaining
costs are not due to the nature of the product produced or to characteristics of
the production process. Therefore, the Association believes that the exclusion of
capital and related costs; direct personnel and supply costs of hospital educa-
tion and training programs; costs of interns, residents, and non-administrative
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physicians; energy costs associated with heating or cooling the hospital plant;
and malpractice insurance expense is a step in the proper direction.

This present list of excluded costs includes several significant items which
make cost comparisons between hospitals difficult either because they are not
uniformly present in all hospitals (e.g., stipends for residents), because they are
uncontrollable by the institution (e.g., utility rates), or because there is substan-
tial regional variation (e.g., malpractice preminms), However, because today's
controllable cost may become tomorrow’s uncontrollable cost, flexible legislation
including, but not limited to. the costs excluded in 8. 1470 is recommended. If
conditions change this wonuld permit any appropriate additions to the list of
excluded costs without new legislation,

Following a rather complicated calculation, 8. 1470 establishes the ceiling for
routine service payments at 120 percent of each classification oronp’s average.
As we have stated earlier, the present Medicare reporting system dves not per-
mit identification of costs to be excluded in computing routine service costs.
Therefore, no one knows what the actual distribution of hospital costs by group
will look like. The Association believes ithat a 120 percent ceiling should not
be established by statute without knowledge of these dixtributions. It is recom-
mended that the bill provide some flexibility in determining the ceiling and that
the Committee Report clearly stute Congressional intent as guidance for Execu-
tive Branch action.

The procedure for caleulating the reimbursement limitation includes an
adjustment for changes in general wage levels in the hospital's geographic arca.
Because many medical centers must recruit personnel outside of their immediate
areas, the AAMC recommends that 3. 1470 be amended to add that wage rates
may be used as the basis for an exception to a routine operating payment
limitation where a hospital can demonstrate that it had to pay atypical wage
rates to recrunit personnel.

The Association strongly supports the case mix provision provided in S, 1470,
Tertiary care/referral hospitals serve the more severely ill patients and referral
of such patients from other hospitals tends to increase in times of adverse
economic conditions. Recognition of these faets in the legislation should help
to ensure the economic integrity of tertiary/referral centers.

Experience gained since the development and initial operation of Section 223
of the 1972 Medicare amendments has demonstrated the urgent need for a viable
and timely exception and appeal process. Such an effective and equitable process
has not functioned under the present Section 223 eost limitations. Therefore,
the Associntion recommends this legislation inelude provisions for an exception
and appeal process which provides (1) that information describing the specific
methadology and data utilized to derive exceptions be made available to all
institutions: (2) that the identity of “comparable” hospitals located in each
sroup be made available; (3) that the basis on which exceprions are cranted
be publicly disclosed in each circumstance, widely disseminated and easily
accessible to all interested parties; and (4) that the exceptions process pernit
the use of “per-admission cost" determinations reengnizing that compressing
the length of stay often results in an increase in the hospital’s routine per diem
operating costs but no change or reduction in the per-admission costs.

State rate control authority

Where the Secretary of HEW and a state enter info an appropriate confract,
the bill permits a mandatory state reimbursement system to be used to determine
payment limitations. The Federal Government is the source of funds for the
Medicare program and shares in the funding of Medicaid: however, apart from
an aggregate payment cap, S. 1470 provides no Federal payment or operational
standards for the state agencies. On the issue of state rate setting agencies,
the AAMC's position is that state rate systems are acceptable where they meet
the following conditions: (1) the system is based on the full financial reque-
ments of hospitals; (2) the system is based on an adequately financed, politically
independent agency headed by a small nwmber of full-time, well-compen=ated
commissioners appointed for relatively long staggered terms of office and <taffed
hy competent professionals; (3) the ageneyr's operations include clearly defined
formal procedures, adopted after public hearings, for systematic review of rate
or hudget applications and with provisions for routine changes to he made with
minimal procedure and expense; and (4) the ageney provides due proress,
ineluding the right to judicial appeal for the applicant as well as for others
affected by the decisions, and specific protections against undue delays in action.
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Bummary

Assuring Medicare beneficiaries needed health care services, encouraging
efficlency in the prowvision of health care and paying the full and fair costs of
health care providers. should be the guiding principles of any reimbursement
system. The compatibility of the goals can be maintained under a system which
accounts for the many legitimate service and case-mix differences found between
hospitals. When this is done, illegitimate costs arising from inefficiency or
extravagance, can be isolated. However, if care is not taken to identify the
costs of inefficiency, legitimate reimbursement may be threatendd and conse-
quently the hospital’s ability to provide needed health services will be reduced.

In this regard, one has to be impressed with the thought and effort that went
into the provider reimbursement portion of this bill. One is also impressed with
the real complexity of implementing the proposal on a national scale. While
the Association finds the proposal, with suggested amendments, worthy of sup-
port, the Association recommends that we move forward cautiously and under
the review and supervision of the recommended Technical Advisory Board.
Physician payment

Defining “physicians’ services”

Under present Medicare law, “the term ‘physicians’ services’ means profes-
sional services performed by physicians, including surgery. consultation, and
home, office and institutional calls . . .” Section 22 proposes to extend the defini-
tion to state: “the term ‘physicians’ services' means professional services per-
formed by physicians, including surgery, consultation, aud home, office, and
institutional calls . . . except that such term does not include any service that a
physiclan may perform as an educator, an executive, or a researcher; or any
patient care service unless such service (a) is persenally performed by or per-
sonally directed by a physician for the benefit of such patient and (b) is of such
a nature that its performance by a physician is customary and appropriate.”

As presently stated, the amendment could be interpreted to mean thit a faculty
physician performing or directing personal medical services in the presence of
2 student is not eligible for a fee for his professional medical services because
the physician will be defined as an educator whose services are to be payed on
& cost basis. The AAMC is opposed to this interpretdtion and, therefore is opposed
to the present wording of the amendment., Where a faculty physician is simul-
taneously performing or directing patlent care and educational functions, the
Association believes that the physician should be eligible either for professional
service payment on a fee-for-service basis or for educator compensation on a
cost basis. Therefore, the AAMC recommends amending 8. 1470 to explicitly
permit “physicians’ service” compensation for a physician who is simultaneously
functioning as an educator and personally performing or directly identifiable
patient care services.

Anesthesiology services

Anesthesiologists in the Association’s Counell of Academic Societies are con-
cerned that the definition proposed in S. 1470 for anesthesiology services could
be 80 narrowly interpreted as to preclude payment for physiciang’ services tradi-
tionally performed by anesthesiologists. Therefore, the AAMC supports amend-
ing Section 12(a) (2) of S. 1470 to read as follows: “In the case of anesthesiology
services, where anesthesia is administered to facilitate surgery, obstetric delivery
or special examinations, a procedure...” . ) ;

Pathology services

The AAMC is concerned about the proposed pathology provisions of 8. 1470.
The proposed provisions would tend to alter and restrict professional activities
and services in clinical pathology. By emphasizing fee-for-service payment for
surgical pathology services and hemato-pathology services, the bill would favor
these two areas over other important areas of clinical pathology where distinct
and medically important services are rendered.

Laboratory Medicine (Clinical Pathology) has become an important specialty
of medicine within recent years both in teaching centers and in the community
at large. Clinical pathologists provide a variety of services vital to medical care
including the following: assurance of quality of laboratory procedures and
results; guidance in the use of the laboratory, in the appropriateness of labora-
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tory requests and in the interpretation of results; and interfacing between
patient care physicians and the laboratory by providing two-way communication
in the form of ad hoc consultation to clinicians on a wide variety of laboratory
information and feed-back to the laboratory concerning specific elinical needs and
problems. In addition to these vital functions, the clinical pathologist provides a
broad variety of direct formal consultative funetions in hematology, coagulation,
microbiology, immunology, blood banking, and elinical chemistry (for example,
bone marrow and peripheral blood examinations and reports in hematology).

Clinical pathologists have final medical and legal responsibility for all labora-
tory reports and verify their reliability. In this capacity, they also take respoun-
sibility for analytical validity and for the appropriateness of the methodologienl
approach to the precise clinical needs, and they see to it that appropriate reference
valuesare provided and are continuously reviewed and up-dated.

While the AAMC does not have a compensation alternative which wonld recog-
nize the concerns of pathologists and of the government, it is concerned about
payment mechanisms which eould possibly discourage the involvement of pathol-
ogists and inhibit the development of the discipline.

Percentage fee compensation

Where the hospital's allowable costs include “the charges of physicians or other
persons which are related to the income or receipts of a hospital or any subdivision
thereof,"” 8. 1470 proposes that such charges would only be recognized as allowable
costs to the extent that they do not exceed . . . an amount equal to the salary
which would reasonably have been for such services . . .”. This provision is the
focus of two concerns. IMirst, some specialists have traditionally been paid on a
basis that is reluted to either hospital or departmental income or receipts, While
not opposed to limiting the open-ended character of some of the compensation
arrangenients, the Association is concerned that the propos=al way inhibit (he
development of some clinically necessary disciplines by placing them at a disad-
vautage with others,

Secondly, while the objective of limiting Medicare recognition of echarges hased
on percentage arrangements is clear in principle it is clonded with ambiguities in
practical application. The bill ineludes no indication of the basis on which . . .
an amount equal to the salary which would have reasonably been paid . . ." is
(o be determined. Certainly the Association realizes and appreciates the desire of
the Congress to permit those developing regulations to have some flexibility in
implementing this amendment ; however, in recruiting and negotiating with the
medical staff, the hospital chief executive officer and/or medieal sehool dean must
be able to determine the amount of compensation that Medicare and Medicaid will
recognize, Therefore, the Association requests that the Subcommittee either mad-
ify the proposed amendment to incorporate some specific guidelines for regulations
or so speeify its intent in hearings and Congressional Reports that those preparing
the regulations have a clear and consistent direction for determining a reasonable
salary for physicians in employment situations,

Part A compensation arrangements
The apparent purpose of Section 12(¢) is to eliminate Medicare and Medicaid
recognition of remuneration arrangements between physicians and hospitals in
which the physicinn’'s fee-based income rate in his professional medical service
practice is used as a basis for computing his compensation for Part A reimburs-
able services. In place of such arrangements, the subsection proposes recognition
of *“. . . an amount equal to the salary which would have reasonably been paid
for such services. . . .” Because this provision includes the same practical am-
biguities discussed under percentage fee compensation, the Association reiterares
its request for a clear and consistent means for physicians in employment
situations.
Administrative reforms
Establishment of health care financing administration
This section proposes a codification of the Federal health care financing fune-
tion and a unificution of administrative entities recently reorzanized as the
Health Care Finaneing Administration. The Association supports efforts toward
centralization and unification of Federal health care financing. Costs incurred
by hospitals which result from diffuse and conflicting adnnnistrative and report-
ing requirements and which add overhead to the provicion of direct patient
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services should be somewhat moderated by the policy of unification and admin-
istrative standardization which should accompany this reorganization.

While the reorganization of the financing functions offers the potential of
significant reform in program operations, the Association believes the benefits of
this reform are limited by continuing the subordination of the health function
within the Department of Health, Education and Welfare, A Cabinet-level De-
partment of Health is needed to serve as the single point of responsibility for the
nation’s critically important health policies and programs. If a separate Depart-
ment of Health is not to be presently established, the Association recommends
the establishment of an Under Secretary for Health to whom both the Assistant
Secretary of Health for Health Care Financing and the Assistant Secretary for
Health would report. The Under Secretary for Health would then be the Depart-
ment’s central individual for all health matters.

State Medicaid administration

The reform of state Medicaid administration to provide more rapid payment
of health care providers is strongly endorsed by the Association. Because of delays
in Medicaid payments to hospitals, health care providers in many states have had
to borrow funds at substantial interest rates to provide adequate cash flow. These
additional interest costs add to the nation’s health care expenses without con-
tributing to the direct provision of personal health services. Decreasing the time
required for Medicaid payments should contribute in at least a small way, to
moderating the nation’s health expenditures as well as to reducing the tension
between hospitals and state governments.

Regulations of the Secretary

The Association understands and shares the general Congressional concern with
present procedures for proposing, evaluating, and publishing Federal regulations.
The provisions of Section 32, which would establish a 60 day comment period for
regulations, are a much needed reform in this area. Sixty days will allow time for
a more thorough evaluation and review. Moreover, it will enable individuals
and groups to collect appropriate data to illustrate and substantiate their com-
ments and to offer constructive suggestions. To help ensure that the Subcommit-
tee’s intentions are achieved, the Association recommends that some clarification
or definition be provided in the Committee Report for the term “urgent” as it
applies to the regulations. The Association would also like to emphasize that this
reform should not be limited to Medicare and Medicaid programs alone, This Com-
mittee and others in both the House and the Senate are urged to consider the need
for this reform and others in the area of administrative procedures for the pub-
lication of rules and regulations.

Abolition of HIBAC

The Health Insurance Benefits Advisory Council (HIRAC) was established
in the original Medicare legislation as a mechanism for providing the government
with private sector advice on the implementation and operation of the Medicare
program. At least in its early days, it served this function well and helped make
legislative language into a workable program, The provisions of 8. 1470—especi-
ally those concerning hospital and physician payment computations—make major
changes in the present program. Without advoecating a continuation of HIBAC
as it has operated in recent years, the AAMC strongly recommends the mainte-
nance of an advisory board to the Secretary of HEW of providers, practitioners,
and consumers from the private sector which publicly advises the Secretary of
the implementataion of program changes.

Conclusion

In conclusion, the Association expresses its appreciation to the Committte for
this opportunity to testify on 8, 1470. The Association share the Committee’s
objective of improving the Medicare and Medicaid programs, and the Association
has offered this testimony on the legislation as a sincere effort to refine and
improve the proposed amendments.

Senator Tarmanae. The next witness is Michael D. Bromberg, direc-
tor, national offices, Federation of American Hospitals, accompanied
by Robert J. Samsel, president.

Mr. Bromberg, you may insert your statement in full in the record
and summarize for 10 minutes.



170

STATEMENT OF MICHAEL D. BROMBERG, DIRECTOR, NATIONAL
OFFICES, FEDERATION OF AMERICAN HOSPITALS, ACCOMPANIED
BY ROBERT J. SAMSEL, PRESIDENT

Mr. Bromeere. Thank you, Mr. Chairman. Accompanying me is
Mr. Samsel, who, in addition to being our president, is vice president
of American Medical International, one of the world’s largest hospital
management companies. Our_association represents 1,050 hospitals
with over 111,000 beds. In addition, our member hospital management
companics now manage under contract over 165 additional hospitals,
including teaching institutions, public, religious and other community
nonprofit hospitals.

As taxpaying institutions, investor-owned hospitals have been par-
ticularly interested in modern professional management of our Na-
tion’s health facilities. S. 1470 recognizes the need to amend the medi-
care and medieand programs in order to provide economic incentives
for effective and ecfficient management systems in participating hos-
pitals. We commend the subcommittee chairman for his Jeadership in
proposing these meaningful incentives,

When medicare and medicaid were first enacted 11 years ago,
and until gunite recently, Congress pereeived its role to be one of
increasing and assuring access for the elderly and the disadvantaged
to quality health cave. That public policy decision trigesred the
demand-pull inflation which is a major reason for these hearings,

Since Giovernment has become the Targest single purchaser of health
care, the marketplace has become inereasingly artificial as Govern-
ment control over both the supply and demand intensifies,

The hospital industry has been hit with severe inflationary pres-
sures for the past 10 years and in particular, following the expiration
of the economic stabilization program in earlv 1974. Those major
pressures Included catchup wages in a labor-intensive industry;
escalation of prices for the goods and services purchased by hos-
pitals, particularly in food, fucl. and malpractice insurance : a rapidly
changing medical technology in which new diagnostic and theraneutic
technigues and expensive new equipment are centered in the hospital:
inflated material costs for hospital modernization and expansion pro-
grams; the increased costs of borrowing capital; increased costs of
compliance with Government regulations; and the medicare-medicaid
retrospective cost reimbursement formula which provides no incentives
for efficient management and fails to meet its fair share of the total
financial requirements of hospitals, forcing institutions to shift addi-
tional costs to private patients.

This combination of demand-pull and cost-push inflation has created
a hospital industry with an annual inflation rate well above the
national consumer price index.

HEW has identified three major canses for soaring inflation in the
hospital sector of the health industry: unrestrained demand. lack
of competition among facilities, and {he enrrent system of cost re-
imbursement. However, instead of addressing tho-e underlying causes
of inflation, the administration has opted for an arbitrary ceiling on
revenues and capital. In its haste to ~olve within a few months a
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budgetary problem which has been snowballing for 12 years, the
administration has developed a scheme which exacerbates all that
is wrong with the health care payment system.

_There are other crucial issues which the administration plan im-
pinges upon. It is a conflict of interest for government, as the major
purchaser of health services, to unilaterally determine the price that
1t will pay for those services. Furthermore, the scheme, as proposed
fails to acknowledge a number of unalterable factors which in large
part predetermine hospital costs, and therefore, charges.

For example, hospitals have no legal authority to control such
physician-directed, and revenue-determining, factors as length of stay,
number of services, and the frequency of admissions.

Nor do we seek such control, because it must be left to the physician,
under direction from peer and utilization review boards, to make such
decisions. However, an arbitrary cap on revenues ignores physician,
not hospital, authority in this area.

The revenue cap also fails to recognize that, minus a cap on the cost
of supplies and services, hospitals would be forced to absorb such
costs, to the detriment of the quality of care delivered. A ceiling on
revenues is price controls on a single industry. It amounts to nothing
more than a more stringent version of the phase IV hospital price
control program rejected by a prior Congress for sound economic,
social, and medical reasons which remain valid today.

In contrast with the administration proposal, the medicare-medicaid
reimbursement reform bill reintroduced by Senator Talmadge, repre-
sents a major step forward in making these programs more cost effi-
cient. It is an innovative, imaginative plan reflecting an examination
of both cause and effect as a necessary adjunct to proposed solutions.
The measure correctly presupposes that incentive-based competition—
not self-defeating caps—is essential to alleviate escalating costs in
the health sector.

We have a number of suggestions on pages 7 through 12 for minor
almendments to section 2 of the bill. I will just mention one or two of
them,

First, we believe that where a ceiling for reimbursement is imposed,
a hospital should be allowed to charge the program beneficiary for the
difference between the ceiling and actual costs. This is particularly
important since the bill prohibits a shifting of those costs to private
patients, and the hospital would have to absorb it otherwise. The rise
n cost of care should be a matter of shared responsibility to all, and
that includes stimulating public awareness through increased out-of-
pocket public participation in the cost of care.

Someone has to pay for medicare and medicaid benefits.

Secondly, we would urge the committee to go very slow and exercise
caution in delegating to the States the power to set rates for medicare.
We believe that more time is needed to evaluate State ratesetting
grogra.ms and the bill should be amended to provide that only those

tates that have 2-year experience in ratesetting prior to the enact-
ment of the bill should be allowed a waiver.

In addition, we would urge that new hospitals less than 3 years

old be placed in a special category, or made exempt, because of unusu-
ally high start-up costs.



On page 13 of our testimony we discuss the issue of rate of return,
which is addressed in section 46 of the bill. We urge the committee to
provide for a rate of return equal to industries of comparable risk.
That, we believe, should be the test, rather than any single number.

A study was confracted for by us with ICF, Inc., a Washington-
based consulting firm. The study was released this morning. I would
like to leave a copy for insertion in the record, with the permission of
the chairman.

Senator Tararange. Without objection, so ordered.

[The executive summary of the study referred to follows. The bal-
ance of the study was made a part of the oflicial files of the
committee. ]

AN Evarvariox oF MEpICARE RETURN oN EqQUITY PAYMENTS TO INVESTOR-OWXNED
HosPITALS

Execcutive Summary

A. PURPOSE

The purpose of this study is to determine the rates of return on equity (ROE<)
that the Medicare program should pay to investor-owned hospitals (I0Hs) for
services to Medicare patients. This report is intended to provide an analytical
basis for evaluating changes in the present ROE payment formula under Medi-
care, and for identifying a range of average ROE levels that is appropriate
under any type of reiwbursement system, including incentive or prospective
reimburseient systeims.

This analysis assumes that Congress intended for the Medicare program to
pay the full reasunable cost of equity capital, and that the cost of equity eapital
for TOHs is equivalent to the rate of return earned by investors in industries
of comparable risk. The first assumption is based upon the regulations for the
Medicare program, which state that:

“the share of the total institutional cost that is bormne by the [Medicare]
program is related to the care furnished beneficiaries so that no part of their
coxt would need to be borne by other patients,”* and

“an allowance of a reasonable return on equity capital invested and used in
the provision of patient care is allowable as an element of the reasonable cost
of eovered services to beneficiaries by proprietary providers.”?

Twplicit i this assumption is the fact that certificate-of-need and Section
1122 eapital disallowances, not Medicare ROE payments, represent the Con-
gressionally-mandated approach by which unnecessary hospital investments are
prevented. This approach is consistent with the need to ensure the availability
of capital to maintain existing hospital investments and to make new invest-
ments where Health Systems Agencies authorize them. This appreach also
ensures that non-profit hospitals and investor-owned hospitals are treated even-
handedly, without regard to their tax status.

The =econd assnmption is based upon the principles that have been established
in federal rate-setting proceedings conducted by state public utility commissions
and regulatory agencies such as the Federal Communications Commission. These
principles. hased primarily upon the 1944 Hope Natural Gas case.” state that
private businesses which employ their assets in service of the public interest
should be paid rates of return which:

Protect their financial integrity ;
Reward their investors at a level commensurate with the risks the in-
vestors assumed in making their investment; and,
Permit the companies to attract new capital for purposes of maintaining
and expanding their operations.
These principles form the basis for determining appropriate rates of return in
virtnally every regulated industry, and, therefore, appear to be well-suited to
the Medicare program,

120 C.F.R,, § 405.402(a).
220 C.I.R,, § 405.429(a).
3 Federal Power Commission ve. Hope Natural Gas Company, 320 U.S. 591 (1944).
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B. APPROACH

The basic approach was to examine the financial characteristics of the investor-
-owned hospital industry and to compare the riskiness of IOHs with that of other
-consumer product and service industries. Using this comparison, we identified
-other industries of similar risk and established a range of appropriate rates of
return on equity for I0Hs for the years 1969 through 1975. A range was used
rather than a single ROE because it is not possible to measure industry risk
precisely.

In order to analyze IOH flnancial characteristics, we first compiled financial
data on ten major hospital management companies whose financial statements
are flled annually with the Securities and Exchange Commission. Those com-
panies operate about 42 percent of all IOH beds and over 80 percent of the beds
owned by hospital management companies. Hence, they represent a major por-
tion of the IOH industry. In addition, although independent IOHs tend to be
smaller, they seem to have risk and return characteristics which are similar to
the larger hospital management companies in our sample. As a result, we are
confident that our findings can be safely applied to investor-owned hospitals in
general. .

We next compared the financial data on these ten hospital management com-
panies with similar information on 24 major consumer product and service in-
dustries. These comparisons focussed explicitly on the average returns earned
by these industries over the 1969-75 period in relation to four measures of risk:

Variability of profit margins, which measures the uncertainty of the earn-
ings in an industry and, thus, the exposure to demand or competitive factors
which increase the risk to stockholders;

Financial leverage, which measures the proportion of an industry’'s capitali-
zation that is financed by debt. Leverage reflects the risk assumed by stock-
holders because it indicates the extent to which lenders have a prior claim
on assets when a default occurs,

Interest coverage, which measures financial risk in terms of the adequacy
of firms’ profits to cover their interest payments; and,

Stock price volatility (beta values), which indicates investors’ overall
perception of industry risk as reflected in movements of firm's stock price
relative to the stock market average.

Based upon the analysis, we identified those industries which were definitely
less risky than the IOH industry over the period to establish an appropriate
lower limit on the range of ROEs that I0HSs should have earned during 1969-75.
Then, we identified industries of comparable risk over the period and used the
ROEs earned by these industries as the basis for an appropriate upper limit on
the ROEs that IOHs should have earned over the same period.

Using these ROE estimates, we examined how the present Medicare cost-
reimbursement formula could be modified to provide appropriate rates of return.
Specifically, we analyzed the impact of alternative Hospital Trust Fund multi-
plier values on Medicare ROEs over the 1969-75 period and evaluated the use
gf atlltematives to the interest rate on bonds purchased by the Hospital Trust

‘und.
0. FINDINGS AND CONCLUSIONS

1. The IOH industry faces above average financial and business risk in com-
parison to other consumer product and service industries.—Using measures of the
variability of profit margins, financial leverage, interest coverage, and stock price
volatility, we found that IOHs face risks which are viewed by investors and
bankers to be similar to those of industries in the second highest quartile of risk
(see Table 1 on page 7). These industries include broadcasters, brewers, shoe

“manufacturers, food processors, leisure industries and dairy products. Although
some claim that providing care to Medicare patients entails less financial risk
than providing care to private patients, we could find no support for that claim
among those who provide capital to all types of hospitals. )

. 2. To achieve ROEs commensurate with this risk, the IOH indusiry should have
earned rates of return on equity between 11 and 16 percent over the 1969-75
_period.—Average after-tax Medicare ROEs during this period ranged from 4.7 to
6.3 percent, and overall hospital ROEs averaged between 10.0 and 12.2 percent over
these years. The Standard and Poor’s 400-stock average over this period was 12.3
percent. Hence, JOH earnings were in the low range of appropriate ROEs for their
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risk, and Medicare paid a substantially smaller share for equity costs than other
Lospital patients (see Table 2 on page 7). This shure was even below the RUEs
earned in low risk regulated industries such as electric utilities. Thus, non-Medi-
care patients subsidized the use of hospital services by Medicare patients to the
extent of the difference,

3. Under the Medicare ROE formula, return on equity payments should have
been baszed upon a 3.7 Hospital Trust Fund multiplier rather than the current 1.5
tultiplier.—A multiplier equal to 3.7 would have yielded IOH rates of return on
equity which were commensurate with their risk during each year of the 1969-75
period. If Medicare recognized taxes as an allowable cost, then the corresponding
appropriate Trust Fund multiplier should have been 2.0. In 1976, the use of a
multiplier of 3.7 would have increased total Medicare costs (net of taxes) by
about $28 million or less than 0.3 percent of total Medicare program costs.

4. Medicare disellowances of certain unacoidable hospital crpenses or inrest-
ments can produce effective Medicarc ROFEs which are below the approprivte
nominal rates identified above—Consequently, higher Hospital Trust Fund multi-
pliers might be needed to ensure that effective ROEs are commensurate with the
ROEs in similar risk industries. Such unavoidable costs disallowed by Medicave
inelude income taxes, rontine SIZC registration costs, and other stock maintenance
costs. If such disallowances represent three percent of total costs attributable to
Medicare, then a Trust Fund multiplier equal to 5.1 rather than 3.7 would have
been renuired to provide the appropriate avernge ROLIs during 1969-75. Medicare
equity disallowances include denial of fair market value asse~<ments of IOH Iand
used for hospital expansion and of hospitals aequired throngh the exchange of
stoek. When three percent of the value of such investments is disallowed by Medi-
care, then the Trust Fund multiplier needed to provide appropriate ROIs during
1969-75 would have been 3 8.

5. Medicare ROFE payments in the indicated range 1could allmwe TOHg to reduce
non-Medicare patient charges by at least two pereent, or reduce the amount of
debt capital employed by some JOHs.—DBy eliminating the current subsidy of
Medicare patient expenses by other payors. hospital charges eould be reduced on
average by about two percent without reducing overall TOH profits. In areas
where third-party cost-reimbursement covers a larger than average proportion of
all patients, non-Medicare charges eonld be reduced even more. Alternatively,
these ROE payments could permit TOHs to raise additional eqnity and therehy
reduce some of the risk ereated by the use of large amounts of debt. The higher
Medicare ROEs might thus tend to be offset by the lower inferest rates and pay-
ments which result from a less risky capital struneture. Under certain ecireum-
stances, this return to a more balanced capital structure would produce lower
total capital costs.

6. Under alternative Medicare reimburscement systems, 10 Hs should still re-
ceive ROEs which on average are congistent with the 11 to 16 percent returnsg.—
Although our analysis foenssed specifieally on changes under the present Medicare
cost-reimbursement system, most experts agree that Medicare reimbnrsement
should be reformed to promote greater efficiency among hospitals. If a different
reimbursement approach is adopted through legislation or changes in DHEW
policy, then the new approach should still provide a target average industry ROF
of at least 11 to 16 percent, becanse the TOH industry continues to face the same
business and finanecial risks as before. Indeed. n new reimbursement system conld
actually inerease industry risk, This seems to have ocenrred in other regulated
industries that are naturally competitive. such as airlines and nursing homes.

7. Future analysis should focus upon three key factors iwohich affect the deter-
mination of appropriate ROFs for investor-owned hospitals.—Specifically, future
work should foeus upon :

The deegree to which certain unallowable costs and investments are simply
unavoidable in I0H operations and thus may unreasonably reduce the effective
return on equity :

The potential impact on return on equity and capital structure of alternative
Medicare reimbursement propo<als: and,

The degree to which full pavmnent of TOIT debt ensts and partial pavient of
eqnity costs affects total costs of capital and the resulting capital structure,

These factors are important in the establishment of an appropriate reaulatory
policy for hospital reimbursement and were simply beyond the scope of this study.
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TABLE 1.—COMPARISON OF RISK IN THE 10H INDUSTRY WITH RISK IN 24 OTHER CONSUMER PRODUCT AND SERV-
ICE INDUSTRIES, 1869-75

Yariabili Pretax

Financial in profi interest  Market price
Quartiles leverage ! margin 2 coverage  volatility (B)
Highest rigk P, 3.15 83.8 3.0 1.40
Medium risk__.......coomeeeeennns 214 15.9 1.1 L19
Low risk. ... s S 1.89 8.6 10.8 1.01
Very low risk___ 1.63 4.7 20.4 .85
AVOIBES. e ccmammaan 220 28.3 10.3 1.13
llospitnls._..'.. ______________________________________ 2.84 18.4 3 1.29
1 Total assets divided by equity.
2 Standard deviation of prﬁit margins divided by average profit margin.
Source: Tables 14, 15, 16, and 17 in ch. i1,
TABLE 2.—ICF ESTIMATES OF APPROPRIATE ROE’s FOR INVESTOR-OWNED HOSPITALS, 1969-75
[in parcent)
Range of appropriate ROE's " Actual 10
Low High ROE's! ROE's?
12.0 15.3 4.9 12,2
10.4 16.5 55 1.2
1.0 16.7 4.7 10.8
1.7 17.1 4.9 10.5
11.5 16.8 58 10.0
10. 6 16.8 6.2 10.0
111 14.9 6.3 1.1
1.2 16.3 13.8 10.8

1 Sales-weighted average of 10 major hospital management companies.
Source: Tables 3 and 4 In ch, 11,

Mr. Bromeere. That study finds that the aftertax return on equity
in comparable industries was 11 to 16 percent. The law has been inter-

reted to make our return on equity a pretax return. Under present
aw, we would only get 5 percent after taxes. As the bill is written,
under section 46, that would be increased to 7 percent after tax.

We think the study will document the need for higher return.

I would like to make a comment on the administrative reforms of

the bill. On page 22 of our testimony, in addition to the concerns that
the chairman and others have expressed we have another one, and that
is, that the quality of care may be subordinated to budgetary problems
unless this new Health Care Financing Administration is either placed
under the Assistant Secretary for Health or under a new Under Sec-
retary for Health.
. We do not think it is really possible to separate quality and cost
issues. We are afraid that having one agency concerned with costs.
separated from the top position in the Department of HEW that those
1ssues will not be properly addressed.

Finally, at the end of our testimony, starting at page 25, we make
the following conclusions. This bill is a result of a great deal of well-
thought-out labor on the part of the subcommittee cﬁairman, the mem-
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bers, and the committee staff. On its own, it may be considered to be a
bill with a great deal of merit; compared to arbitrary cost control
schemes, it is particularly commendable. ) o

The impact of this bill, S. 1470, on reducing the rate of inflation in
cost reimbursement under medicare and medicaid should automatically
impact non-Government program costs. Charges to private patients,
for example, should rise less sharply because actual costs will be moder-
ated and will be rising at a much slower pace as a result of yvour bill.

For this reason, together with our opposition to any Government
price controls over one industry, we urge you to limit application of
vour bill to medicare and medicaid. We will be very much willing to
work with the staff to see how the bill can be applied to ancillaries. We
would like to see the concept limited first to medicare and medicaid
and with respect to other patients to make sure that there is no shift-
ing of costs.

We wonld recommend use of a general jawboning policy particn-
larly emphasizing public disclosure, rate review, and public finance. It
seems to us that there is not enough disclosure in the hospital field. Not
only do consumers not pay at the time they get the service, they make
payments, but do not pay at the time they get it, but also they are not
aware of what the competitive charges ave.

It seems that the first step to stimulate the competition would be
disclo=ure,

Second. the threat of adverse publicity. for example, from findings
of local insurers or the President’s Conneil on Wage-Price Stability
in the cases of unjustifiably high rate increases, the threat of adverse
publicity in itself would ereate a problem whieh most hospitals would
attempt to hold down ¢limate increases.

.-\ mational guideline for hospital priec inereases could be estab-
lished, with review of such increases by the President’s Council,
utilizing publicity.

Wo commend the committee for taking the lead in changing the
medicare and medicaid programs, and thank you for this opportunity
to present our views.

Senator Tararaper. Thank you, Mr. Bromberg, for your construe-
tive testimony.

Do you have any questions, Senator Dole?

Senator Dowx. Just briefly, It i< an excellent statement,

I asked the previous witness why does not the free market operate
in the medical care arena and I jnst noted that vou were sort of nod-
ding your head. I could not get that in the record. T thought T would
ask vou the same question.

Mr. Bromsere. Let me take a shot at it, Senator. T think, Senator,
it has not worked becanse nobody has let it work, I think this bill,
S. 1470, is the first effort I have really seen in the Congress to inject
competition. T think competition can play a role,

I agree that hospitals are not like automobile companies, but there
are certain analogies. We do not, for example, sav that there shoul
be a 9-percent limit on antomobiles or food or housing. although people
spend almost as much on foad and housing as they do on health.

We do say if you want to buy a Cadillac instead of a Chevrolet you
have that right. We are not going to take that away from you and
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say that all cars should be no higher in quality than Chevrolet, but
because the patient does not have that choice under the administration
bill—it would just put a flat cap on that—that eliminates competition.
By classifying hospitals by size and looking at the average costs, that
1s the classic way of stimulating competition : by rewarding efficiency.

Until we have more public disclosure, until we have more patient
cost sharing, we cannot have true competition in that sense.

Senator Dore. That is the point I wanted to make, Only 10 percent
of the costs now are paid by the patient, is that correct ?

Mr. BromBera. Yes; that is correct. Third party payers not only
pay them, but the patient never even knows about it. Although he pays
the premium, he pays that premium at the beginning of the month.
He does not pay it when he sees the doctor or goes to the hospital. That
is another problem, paying at the time that the service is received.

We realize that there are people who cannot afford it, that to the
medicaid patient, the first dollar coverage may be catastrophic. To
the vast number of other Americans, that is not true. It does not have
to be applied that way.

Senator Dore. I do not know how the insurance companies work.
Maybe I can find out. It seems like they should be exercising a cost-
conscious discipline when they decide what rates to pay and what
premiums to charge. Maybe they do, but it must not be very tough.

Mr. Samsern, They should be considering what benefits should be
offered to the public as well—what benefits, possibly that the benefi-
ciary should be paying the first dollar.

Senator DoLk. gne way to bring about efficiency, when I start pay-
ing more, I take a closer look at it.

Mr. Bromeerg. When you have cost reimbursement, we will pay you
whatever you spend. There is no way you can stimulate competition
or efficiency. The more you spend, the more you get.

The other point I would like to make, you asked the question of a
prior witness as to whether there were any fat hospitals in their asso-
;iation. Under the administration bill, the fat hospitals would get

atter.

The problem is even more compounded.

Senator Dote. I suggested it would be the survival of the fattest, I
guess that would fit the administration’s program.

Finally, there has been a consensus or a feeling among those who
testified that perhaps the bill introduced by the chairman and others
should be expanded to cover all payors.

You do not feel that this would be satisfactory, or workable, or
necessary ?

Mr. Samser. I do not feel it should be extended at this time. The
extension to other fields, such as the third party payors, direct pai-
ment, robs the management again of his essential management tec
niques at arriving at the appropriate price levels he should be charging
for services.

‘We do not believe that the outside bureaucratic influences can really
come to the appropriate price levels. They should be charged for an
individual hospital. We are talking about very complex organiza-
tions. Many things have to be taken into account. We are utilizing
very good management techniques to arrive at those various areas
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that are necessary to address in setting rates. We do not believe that
they can be ascertained from outside the hospital itself. I do not think
Government establishing the price level is only a temporary measure
and it really takes away from the manager his abilty to be eflicient
in the long run. .

Mr. Bromsere. Taking it across the board would, in effect, do to
the hospitals what the Health Security Act does to the whole health
system. It places in the hands of the Federal Government total con-
trol over an industry, in this case, part of an industry, hospitals.

I think it is that objection to price controls. as well as the fact that
until we see how it works under medicare and medieaid, we would be
making a dramatic jump, that leads us to that conclusion.

Mr. Saxmsen. You would be greatly surprised what incentives would
do for the efficient management of hospitals.

Senator Dore. I am certain they are significant. Are the investor-
owned operations costs less?

Mr. Broxerre. Last vear we paid $50 million in property taxes
and %150 million in income taxes, so we are a taxpaying industry as
well. We like to think our rates are very competitive,

One other point—it came up vesterday, and I wonld like to address
it briefly. Secretary Califano has made several comments over the
past 2 wecks abont one example of the fact that hespitals could cut
1s the $1 billion in profits that exist. I would like to point out for the
record, as T have to him in a letter last night. £1 hillion surplus from
7.000 hospitals, 6.000 of which are nonprofit. €1 billion surplus on %3
billion in revenues is less than a 2-percent margin which I think is
not only low, but dangerously low,

Our particular industry is a for-profit industry. We had $250 mil-
lion profits on %3 billion In revenue. or 5 percent. When compared to
any other sector or any other industry, any other sector of the health
field. certainly when compared to hospital supply companies. that is
dramatically Tow. Tf the quality of just existing plant and services
is to be maintained. T think a 2-percent reserve should not be nsed as
an example of where costs need to be cut. It shows a misunderstanding,
T think.

Senator Dore. Thank you.

Senator Tararance. Thank von verv much. gentlemen, for your very
constructive and very helpful testimonv.

[The prepared statement of Mr. Bromberg follows:]

STATEMENT oF M1ci1arL, . BROMRERG, DIRECTOR. NATIONAL OFFICES. AND ROBERT
J. Samsrr, PRESIDENT, FEDERATION OF AMERICAN HOSPITALS

On behalf of thie members of the Federation of American Hospitals. we would
like to thank the Committee for this opportunity to present our views on pro-
posed reforms of the Medicare and Medicaid programs.

T am Michael D. Brombere, Director. National Offices of the Federafion. Ac-
comranying me is Robert J. Samsel, President of our organization and Viee
President of American Medical International, Inc., one of the world's largest
hospital management companies,

The Federation of American Hosnitals is the national association of investor-
owned hospitals, an industry with 1.050 hospitals in the United States and over
111.000 beds. In addition, our member hospitnl management companies now
manage nnder contract over 165 additional hospitals, inelnding teaching institu-
‘tions, publie, religions and other community non-profit hospitals. )
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As tax paying institutions, investor-owned hospitals have been particularly
interested in modern professional management of our nation’s health facilities,
8. 1470 recognizes the need to amend the Medicare and Medicaid programs in
order to provide economic incentives for effective and eficlent management
systems in participating hospitals. We commend the Subcommittee Chairman
for his leadership in proposing these meaningful incentives.

Risine CosTts

When Medicare and Medicaid were first enacted eleven years ago, and until
quite recently, Congress perceived its role to be one of increasing and assuring
access for the elderly and the disadvantaged to quality health care. That public
policy decision triggered the demand-pull inflation which is a major reason for
these hearings.

Since government has become the largest single purchaser of health care, the
marketplace has become increasingly artificial as government control over both
the supply and demand intensifies.

The hospital industry has been hit with severe inflationary pressures for the
past ten years and in particular, following the expiration of the Economic Stabili-
zation Program in early 1974. Those major pressures included catch-up wages
in a labor intensive industry ; escalation of prices for the goods and services pur-
chased by hospitals, particularly in food, fuel and malpractice insurance; &
rapidly changing medieal technology in which new diagnostic and therapeutic
techniques and expensive new equipment are centered in the hospital ; inflated
material costs for hospital modernization and expansion programs; the increased
costs of borrowing capital; increased costs of compliance with government
regulations; and the Medicare-Medicaid retrospective cost reimbursement
formula which provides no incentives for efficient management and fails to meet
its fair share of the total financial requirements of hospitals, forcing institutions
to shift additional costs to private patients.

This combination of demand-pull and costpush inflation has created a hospital
industry with an annual inflation rate well above the overall consumer price
index.
~ HEW has identified three major causes for soaring inflation in the hospital
sector of the health industry: unrestrained demand, lack of competition among
facilities, and the current system of cost reimbursement. However, instead of
addressing those underlying causes of inflation, the Administration has opted for
an arbitrary ceiling on revenues and capital. In its haste to solve within a few
months a budgetary problem which has been snowballing for twelve years, the
Administration has developed a scheme which exacerbates all that is wrong with
the health care payment system.

There are other crucial issues which the Administration plan impinges upon.
It is a conflict of interest for government, as the major purchaser of health serv-
ices, to unilaterally determine the price that it will pay for those services. Further
more, the scheme, as proposed, fails to acknowledge a number of unalterable
factors which in large part predetermine hospital costs, and therefore, charges.
For example, hospitals have no legal authority to control such physician directed
(and revenue determining) factors as length of stay, number of services, and the
frequency of admissions, Nor do we seek such control, because it must be left
to the physician (under direction from peer and utilization review boards) to
make such decisions. However, an arbitrary cap on revenues ignores physician,
not hospital, authority in this area.

The revenue cap also fails to recognize that minus a cap on the cost of
supplies and services. hospitals would be forced to absorb such costs, to the
detriment of the quality of care delivered. A celling on revenues is price con-
trols on a single industry. It amounts to nothing more than a more stringent
version of the Phase IV hospital price contrel program reiected by a prior
fongress for sound economiec, social, and medical reasons which remain valid
today.

8. 1470

In contrast with the Administration proposal, the Medlcare-Medicaid Re-
imbursement Reform bill re-introduced by Senator Talmadge, represents a major
step forward in making those programs more cost efficient. It is an innovative,
imaginative plan reflecting an examination of both cause and effect as a
necessary adjunct to proposed solutions. The measure correctly presupposes
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that incentive-based competition—not self-defeating caps—is essential to allevi-
ate escalating costs in the health sector.

INCENTIVE REIMBURSEMENT

We realize that much of the impetus for reform of Medicare-Medicaid stems
from increasing Congressional insistence that these programs operale in a
manner that is as cost eihaent as possible. Replacement of the current, hiizhly
intlationary system of retrospective payment would be our primary recom-
mendation for reforming in-nfutional reimbursement.

The Federation of Awerwcan Hospitals has long favored increased experimen-
tation with no~pective payments for hospital serviees based on negoriated
rates or target riates established by a formula. Our association favors a ajor
overhanl of the Medicare-Medicaid reimbursement system for institutionnl pro-
viders; however, we also believe that experimentation on a national hasis
involving several prospective payment methods is necessary to determine appro-
priate long range systems.

We generally support the defermination of a target rate for routine oper-
ating costs as outlined in Section 2 of 8. 1470, with the following suggested
revisions:

We endorse the general approach of Section 2 which includes economic re-
wards for efliciency. By estallishing a target baxed on average routine custs,
the proposal, as already noted, seeks to inject competition among siunlar
Tacilities.

The incentive feature of Section 2 should be amended se that the bonus piyv-
ment is not restricted to 5. of the average routine operating costs, Instesd,
hospitals whose costs are Lelov, the target should be reimbursed for actual cosis
Ius one-half the difference bietween ileir costs and the average for their care-
gory Thus a hospital whose cost< are 8§30 per day as oppoased to a $100 group
averpsc wonld receive a bonmus payment of $10, rather than S5, We believe that
the 57, limit lescens the potential impact of the program and ean be deleted
without impairing its overall cost eilectiveness. Barring this, we recommenl
that the incentive features of Secnon 2 be browdened to provide for provider
retention of savings of np to 7137 of the first 8100 of routine operating co~f< mud
up te 3% of any excess. This would place even greater emphasis on efficiency by
reducing the reward for high cost institutions compared to lower cost faciiities,
A sliding seale for incentive payments is more equitable because it would make
the dollar rewards more uniform for all hospitals,

The legislation jeovides for an adjustment to the average per diem roufine cost
for area wage difierentials, Thix is n most important adjustment since payvoll
costs represent about 559 of total hospital costs, We recommend that the bill be
clarified by including a definition of the word area to assure that the adjustuent
is made for community differentials within states.

The 1estnetions on reimburseinenr for those hospitals with routine costs ninre
thian 20¢% above the gronp averave should be more flexible. The exception proce-
dure ~honld assure that no in~titution is penalized for costs beyond its conrrol
Ineficiency should be penalized Lur unforeseen or uncontrollable events should
be defined and recognized as justifiable causes for cost increases,

Where the restrictions on reimbursement are imposed, the fucility shonld 1w
allowed to charge the program beneficiary for the difference between the reim-
bursement ceiling and its actual cost=. This is particularly important since the
bill stipulates that hospitals may not increase their rates to other payors in orider
to offset Medicare and Medicaid reductions resulting from implementation of
the legislation. Without such relief, hospitals would be forced to absorb these
extra ecosts, The rising cost of health esre should be a matter of concern—antd
shared responsibility—to all of us. That includes stimulating public awareness
through increased out-of-pocket expwnses, and government recognition that
someone must pay for increased Medicare-Medicaid benefits.

A major change in this year's Lill would exempt from the proposed reimbmrse-
ment system those states which have effective rate setting agencies with author-
ity over all classes of purchasers, The bhill requires that the state progrim
results in lower aggregate Medicare and Medicaid costs than would otherwise he
incurred.

An evaluafion of the long-range efficacy of such an approach has vet to be
completed. In hearings before the Ways and Means Health Subcommittee last
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year, an HEW representative acknowledged that it would be at least three more
years before the effectiveness could be gauged. We would, therefore, recommend
that this exemption for state programs be deleted, If an exemption for state
programs is provided, we recommend that only those states with a minimum of
two years of experience in rate review prior to enactment of 8. 1470 be considered
for an exemption. At least that much time would be required to establish a
workable system generating sufficient data for the Secretary to review.

Furthermore, the test should not be whether or not the stute system results
in lower Medicare and Medicaid costs alone, hut if the system is expected to
result in a long-range reduction in the total cost increases of all classes of
purchasers. Otherwise there is an incentive for states to mandate further
discounted rates for government subsidized programs, with hospitals forced to
absorb the difference.

With regard to the method for determining a group average, we believe that
as this average decreases over time due to the incentives incorporated in the
bill, it may become too harsh. Ultimately, more and more hospitals could be
penalized. To prevent this, we recommend that two years after the program is
in place the target per diem be based on the average plus 10%.

Turning to suggested modifications in the exceptions procedures, we would
like to recommend that there be an exemption for new hospitals built with
required planning approval to recognize the high start up costs as well as higher
debt services of a new facility or wing. This exemption is needed because of
initially low occupancy rates that push up the average per diem costs of new
facilities making it unfair to expeect those hospitals to compete with already
established facilities. We recommend that new facilities be exempt from the
tarzet rate for their first full three fiseal years.

For similar reasons we suggest an exception for sudden and uncontrollable
drops in occupancy in an established facility, The Economic Stabilization Pro-
gram provided such an exception for reductions in oceupancy of more than 5%.

Another eoncern is that recognition needs to be given to differences in treat-
ment modality for psychiatric facilities. ''he legislation should require the
Secretary to take into account the treatment modality of psychiatrie hospitals
and give recognition to the variation in personnel needs demanded by the dif-
ferent programs.

For example, a psychiatrie hospital that has extensive shock treatment modal-
ity will have a very different pattern of personnel requirements than a psychi-
atrie facility that has programs which have milieu therapy treatment. Yet
these are all accepted and recognized treatment modalities for mental health
care.

We urge the Subcommittee to recommend a “hardship” exception for other
“unforeseen and uncontrollable” events which cause significant cost increases.

Finally, 8. 1470 requires that the Secretary, by a given date, establish “an
accounting and uniform functional cost reporting system.” Although we assume
that this means development of a system of uniform reporting only, we would
like to see that language so clarified. The requisite data can be obtained through
a uniform reporting system bolstered by uniform definitions of reported costs
without imposing a costly and burdensome system of uniform accounting.

CONTINUED EXPERIMENTATION

We believe that the performance-based reimbursement system outlined in
S. 1470 represents a major step in making Medicare and Medicaid more cost
efficient. However, it is essentially not a system of prospective rates. We believe
that if payments are to be closely related to actual costs, they should be made on
a predetermined basis. Therefore, although we favor the implementation of the
target rate scheme proposed in 8. 1470, we recommend that the Secretary be
directed to engage in an intensive program of experimentation along prospective
lines. Experimentation on a national basis involving several prospective rate
methods is necessary to determine appropriate long range systems.

It is important to understand that because Medicare has not paid its fair share
of institutional costs for providing services to program beneficlaries, health facil-
ities have been forced to increase charges to non-government patients. The infla-
tionary impact of Medicare has been felt throughout the health field. By chang-
ing the payment system to a predetermined rate, we can begin to reduce the
annual inflation rate, but the Medicare program must first acknowledge its obli-
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gation to pay a fair rate for services rendered. There will, therefore, be no fed-
eral budgetary savings in the initial periods of experimentation with prospective
rates. There should, however, be an immediate impact on inflation rates in
charges to non-government patients as well as long range cost containment for
the Medicare program.

The concept of a predetermined rate for specific treatments on a per diem or
per admission basls by diagnosis is one example of the type of prospective rate
system we believe should be developed and tested. Other examples include a nego-
tinted rate; a negotiated discount from billed charges with a negotiated inflation
rate for subsequent years: and a rate review process limited to facilities whose
rates exceed a percentile of group charges or costs.

RATE OF RETURN

We urge the Committee to amend the Medicare law to create a mechanism for
the annual determination of a reasonable rate of return on investment, The
Medicare rate of return should be eyual to investments of comparable risk in
other industries.

An adequate rate of return is nece~~ary for a number of reasons, most impor-
tantly to: (1) protect the hospital’s hnancial integrity and maintain its eredit;
(2) toreward investors at a level commensurate with the risk assumed in making
their investment:; and (3) to attract new capital for maintenance and needed
expansion.

In no other industry are income taxes not recognized as an operating expeuse
for purposes of cost based reimbursement or rate of return. By eliminating income
taxes as a reimbursable cost, the Department «f HEW has effectively redueed the
return on equity for investor-owned hospitals to approximately 107 on a pre-tax
basis or an after-tax return of approximately 5.

Investor-owned hospituls must make a fair return on investment in order to be
viable, and if the federal government refuses to pay its fair share, this increases
the return needed from the private patients, in order to malke the overall retnrn
acceptable. This is, in effeet, an indirect subsidy to the federal government at the
expense to private patients needing hospitalization. Such cross-subsidization
represents not only a direct violation of the Medicare Inw, but is a major eause of
inflation in the private sector of the health industry.

Last year, in a ease filed in the U.8. District Court for the District of Colnmbia,
Humana of South Carolina, Inc. v. Malhews, Civil Action No. T5-0302. the court
ruled that the Seeretary of IIIEW must establish new guidelines for the defermina-
tion of an appropriante rate of return on equity capital for investor-owned hospi-
tals participating in the Medicare program. Humana contended that the current
formula of one and one-half times the trust fund yield does not reimburse the
reasonable cost of providing services insofar as a return on equity eapital is sneh
a cost and therefore, hospitals are forced to raise their charges to private paying
patients. The court held that such eross-subsidization directly violates 42 U.S.(.
§ 1395x(v) (1) (A), the law governing the Medicare program. The court directed
the Secretary of HEW to make “a detailed study of the various factors nffecting
the economics of the proprietary hospital industry” in order to enable the Secre-
tary to determine the actual level of return needed to provide a reasonable return
on equity and avoid cross-subsidization.

The Federal Power Commission, the Civil Aeronautics Roard. the Federal Marl-
time Commission, the Interstate Commerce Commission and the Federal Com-
munications Commission all recognize that federal income taves represent a
proper sertive cost in determining a just and reazonable rate of return,

Although S. 1470 attempts to correct this inequity by raising the allowable
return to tnice the rate on current hospital insurance trust fund investments
until 1951 when it returns to the current 1% times, we believe that this is still
insnfficient. Section 46 wonld in effect increase the rate of return from 5% after
taxes to 7 after taxes. That proposed increase would still fail to make the
rate of return equal to investment of comparable risk.

The Federation recently contracted with ICF, Ine, a Washington based
consulting firm, for an in-depth study of rates of return on equity in industries
comparable to the investor-owned hospital industry. The study has just been
completed and copies will be furnished to the Committee Members and staff.

The summary of findings by ICF includes the following conclusions:

1. For comparable risk industries, the estimated range of an after tax return
on equity was between 11.09% and 16.09%.
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2. For investor-owned hospitals, this range implies a multiplier of 3.7 of
the Hospital Insurance Trust Fund rate, rather than the 2.0 in the proposed
Iegislation.

3. Depending upon the level of Medicare cost adjustments which represent
necessary costs of doing business but unallowable by Medicare, the multiplier
required to achleve reasonable returns for investors would be between 5.2 and 8.6.

We urge you to consider these alternative approaches to improve the current
Medicare rate of return on investment:

(1) Provide for an annual determination by the Secretary of a return equal
to rates of return on investments in industries of comparable risk;

(2) Recognize income taxes as an allowable cost of doing business, reim-
bursable under Title XVIII; or

(3) Increase the current formula to at least 3.7 times the trust fund yield.

CAPITAL EXPENDITURES

Section 4 of 8. 1470 provides that Medicare and Medicaid reimbursement of
both capital and direct operating costs would be prohibited when a capital
expenditure has not met with specific approval. We support this as a valid
means of strengthening the health planning law in a manner which will effec-
tively restrain increasing costs. We believe that it should be up to individual
HSAs, working to meet the needs of the communities they oversee, to deeide
what new capital expenditures are justified. This is in marked contrast to the
Administration’s proposed dollar ceiling on capital expenditures on a state wide
basis according to population, coupled with a fixed ratio of four beds yer 1,000
individuals or occupancy of 80%

We do not, however, support the provision in 8. 1470 which requires unanimous
approval of a proposed capital expenditure when it involves an SMSA which
crosses state boundaries. Although the other jurisdictions should certainly be
actively consulted, the decision regarding approval should ultimately be left
to the state in which the proposed expenditure will actually be made. That HSA
should be equipped with sufficient data to accurately gauge the need—based on
current and projected utilization trends—of the proposed project. It would be
too cumbersome a process for approval to be secured from secondary jurisdie-
tions and political stalemates could jeopardize needed health expenditures.

Finally we recommend an amendment requiring certificate of need agencies
to solicit competitive applications for needed services, equipment, and facilities
to stimulate competition and lower costs,

CONVERSION ALLOWANCE

The Federation supports that provision of the bill which encourages closing
or converting underutilized beds or services by including in the hospital reason-
able cost payment, reimbursement for costs associated with closure or conversion.
However, in the case of for-profit hospitals, only increased operating costs would
be recognized ; capital costs would be disallowed.

We believe that regardless of ownership, hospitals should have both their
capital and increased operating costs associated with closure or conversion rec-
ognized. To differentiate on the basis of ownership raises serious constitutional
questions. If there are two hospitals located in a community—one a non-profit
the other investor-owned—and the eommunity believes that the investor-owned
facility should be closed or converted to another use, the provision as presently
stated provides no incentive for the investor-owned hospital to acquiesce. After
all, no facility can be expected to shut down and retire its debt without benefit
of patient income. The question should be “What is best for the community?"”
Then all costs connected with closing or converting the facility—regardless of
ownership—should be recognized

This provision is essentially experimental limiting transitional allowances
to only fifty hospitals per year for the first two years of operation. The Secretary
would review a1l recommendations forwarded by the Hospital Transitional Allow-
ance Board ; however, there would be no appeal to the Secretary’s final decision.
We recommend that when the program becomes more than experimental, these
decisions become subject to judicial review.

“In addition, we recommend that total hospital closures be given priority under
this voluntary program. Little or no dollar savings will be realized from closing
some beds within an institution, but significant savings can be realized if an
entire facility is purchased for fair value and closed.
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HOSPITAL BASED PHYSICIAN REIMBUBSEMENT

Insofar as control of physician reimbursement is concerned, we can understand
the desire to discourage potential abuse or excessive paywments by limiting the
reimbursement for certain hospital based physiciaus. However, we believe that
the actual method of payment—be it tixed tee, or percentage, lease, or direct bill-
ing arrangements—should be left to the discretion of hospital management. By
restricting payments to a fixed fee, many rural areas might be unable to attract
the services of these specialists.

We would not, however, be opposed to screens being applied to the final result
of the hospital physician negotiations using a technique similar to the 75th per-
centile of the prevailing payment levels in the area.

Finally, there should be a “grandfather” clause covering all contracts made
prior to enactment of 8. 1470 betweeu hospitals and hospital based physicians.

HOSPITAL CONTRACTS

We are pleased to note that Section 40 has been modified substantially, de-
leting last year's requirement that all contracts of $10,000 or more be approved
in advance by the Secretary. This moditication reflects an awareness of the chaos
that such a provision would have caused in the daily administration of a
facility.

However, Section 40 still provides that no cost or charge will be considered
reasonable for purposes of reimbursement under Titles X VIII or XIX if it rep-
resents a commission or finder's fee or an amount payable under rental or lease
arrungement where payment is based on a percentage arrangement, The IFedera-
tion objects to this provision which covers consulting and management contracts
for the same reasons it rejects the restrictions imposed on contracts with hospital
based physicians. We believe that these itre matters properly left to the diseretion
of the hospital's administrator and Board of Trustees.

Section 2 of the bill precludes the need for the kind of line-by-line budget
examination proposed in Section 40. Under the proposed target rate, the concern
is properly with the total costs, not with all the individual components that go
into that final figure. Hospitals are given incentives to come in under the target
rate, or at the very least make sure that their per diem routine operating costs
do not exceed 1209 of the average rate determined for their eategory. Thi~ factor
in itself serves to prohibit the negotiation of contracts that are excessive. We,
therefore, recommend that Section 40 be deleted altogether from S. 1470.

HOSPITAL PROVIDERS OF LONG-TERM CARE SERVICES

We believe that the stated purpose of Section 20 of 8. 1470—to make better
and more flexible use of underutilized hospital beds in rural areas by permitting
their conversion to long-term care beds with appropriate reimbursement—is
an cexcellent one. We would suggest, however, that this provision be amended
to delete the requirement that limits the section to hospitals with less than
fifty beds. Since a certificate of need would be required prior to conversion,
planning authorities would not be faced with a surplus of long-term care beds.
Therefore, we do not think that the potential success of this provision should
be blunted by the currently suggested fifty bed limitation.

ADMINISTRATIVE REFORMS

Turning lastly to the area of administrative reforms, the Federation shares
Senator Talmadge's concern that the new Health Care IFinancing Administra-
tion may be guilty of furthering, rather than alleviating, the bureaucratic super-
strueture controlling the health sector,

We wonld suggest that in re-examining the purpose and proponsed organization
of such an Administration under Section 30 of 8. 1471, rhat consideration be
ziven to placing it under the direct supervision of the A--i-fant Secretary for
Health or creating an Under Secretary for Health, rather than an Assistant
Secretary for Health Care Financing. With the exception of the Secretary him-
self, the Assistant Secretary—or Under Secretary—for Health, should be the
top srokesman and policy maker for departmental health policy. The position
of Aw~istant Secretary for Health Care Financing could serve to undermine
this authority.
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In addition to weakening the basic powers of the Assistant Secretary for
Health, establishment of an Assistant Secretary for Health Care Fiancing sepa-
rates cost and quality issues, and places even more authority in the hands of
health economists. We, too, support cost-consciousness, but we are concerned
by the increasing preoccupation with budget that has come to characterize
departmental thinking and regulation. Issues of cost and quality of care are
appropriately addressed jointly. For this reason, we believe that the Assistant
Secretary for Health should have Jurisdiction over the nmew agency.

BIXTY DAY COMMENT PERIOD

With few exceptions, a thirty day comment period is presently provided for
public comment on proposed regulations, In order to assure that regulations
affecting health care are representative of sound publie policy, it is mandatory
that the public and the health sector as a whole be given the time to respond
with comments and constructive recommendations, However, as matters now
stand, by the time that the proposed regulations reach our hospitals, particularly
those in western regions, we are left with conslderably less than thirty days in
which to evaluate regulations that are often complex and lengthy. There is often
not sufficient time available to study the regulations, gather information on their
possible and probable effect, and then formulate and forward a response to the
Department of Health, Education, and Welfare officials. Therefore, we strongly
support the provision to extend the period for public comment on proposed
regulations to sixty days except in those cases where the urgent nature of the
regulations demands otherwise.

HEALTH INSURANCE BENEFITS ADVISORY COUNCIL

The effective administration of Title XVIII depends in part on the coopera-
tion—not confrontation—between government and the health industry. HIBAC
was created by Congress when Medicare was first passed as a means for affirm-
ing Congressional intent that industry advice and cooperation be sought by the
department. Instead of abolishing HIBAC, as proposed in 8. 1470, we recom-
mend that the Council’'s role in the regulatory process be clarified and where
appropriate, broadened.

We recommend that HIBAC be reconstituted as a ten member advisory body,
broadly representative of health providers, consumers, and third party payors,
a more workable size than the present nineteen members. HIBAC should be an
advisory body of the legislative as well as the executive branch. It should meet
more frequently and all proposed regulations under Title XVIII should be sub-
mitted to HIBAC thirty days prior to initial publication in the FEDERAL REG-
ISTER. Any regulation which HIBAC .determines to be contrary to the public
interest or inconsistent with sound administration of the Medicare program,
should be reconsidered by the Secretary prior to initial publication.

These recommendations, if adopted, would help restore confidence and trust in
the system by assuring a real dialogue between the payor and provider of pro-
gram benefits.

CONCLUSION

8. 1470 is the result of a great deal of well thought out labor on the part of
the Subcommittee Chairman, the Members, and the Committee staff. On its own
it may be considered a bill with a great deal of merit; compared to arbitrary
cost control schemes, it is particularly commendable.

These attempts to place arbitrary limits on hospital revenues ignore the
causes of rising health costs, and fail to provide incentives to counter this
trend.

The impact of 8. 1470 on reducing the rate of inflation in cost reimbursement
under Medicare and Medicaid should automatically impact non-government
program costs. Charges to private patients, for example, should rise less sharply
because actual costs will be rising at a slower pace.

For this reason, together with our opposition to any government price controls
over a single industry, we urge you to limit application of 8. 1470 to government
programs. :

With regard to non-government patients, we recommend use of the President’s
general economic policy of jawboning to hospital rate increases in excess of an
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agreed upon percentage. The threat of adverse publicity from findings of local
insurers and the President’s Council on Wage-Price Stability would certainly
create a climate in which most hospitals would attempt to hold down spending
increases.

For example, all hospitals seeking charge increases in excess of 809 of the
hoapital service charge component of the CPI could be required to disclose and
justify their budgets to their local Blue Cross plan and commercial insurance
companies.

A national guideline for hospital price increases could be established with
review of increases above that level by the President’s Council on Wage-Price
Stability, utilizing publicity as a disincentive to unrestrained price increases.

We commend the Committee for taking the lead in revitalzing and reforming
Titles XVIII and XIX of the Social Security Act, and thank you for this
opportunity to present our views. .

Senator Tarmapce. Our next witness is Mr. John F. Horty, presi-
dent, National Council of Community Hospitals.

You may insert your statement in full in the record and summarize

it in 10 minutes, if you will. -

STATEMENT OF JOHN F. HORTY, PRESIDENT, NATIONAL COUNCIL
OF COMMUNITY HOSPITALS, ACCOMPANIED BY JOHN HUFF,
COUNSEL

Mr. Horry. Thank you, Mr. Chairman, for the opportunity to ap-
pear here this morning. I have with me Mr. John Huff, legal counsel
for the National Council of Community Hospitals. I will not read our
statement to you, but rather attempt to summarize what we have said
in our prepared statement, which we ask to be inserted in the record.

We have taken the position that the approach taken by this com-
mittee is a very constructive approach in an attempt to enact and
formulate long-term reform in the health care system and we would
welcome working with the committee in this effort. We do, however,
urge the committee to consider postponement of the enactment of this
kind of long-term reform because of our feeling that the present situa-
tion with respect to hospital costs is one which requires drastic action
and also one which requires us to examine not merely the inequities
in the present system, but also the possibility of total reform of the
entire concept of the way in which hospitals are paid for their services.
Not only the way in which hospitals are paid, but the way in which all
sectors of the health care field are paid, physicians, and others.

In fact, it is our belief that the philosophy of reasonable cost reim-
‘bursement as such no longer provides the kind of incentives that this
field needs, and therefore that the very excellently conceived and stated
reforms of this bill would find the reasonable cost reimbursement sys-
’perrtlg, do not get at the root problems of the entire industry at this point
in time. .
~ We therefore, in a sense, join with the administration in their con-
cern with the immediate cost problem in the hospital field. However,
as other witnesses have stated, we do not believe that the vehicle that
the administration has adopted is a satisfactory vehicle. We have
stated so in our testimony in detail. I will not go back over the litany
of reasons that other witnesses have provided and which the committee
already understands.
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It is our bélief that another action is necessary and we have %pOSed
that action in our prepared testimony and propose it now. at we
are suggesting is that this committee consider a freeze on hospital
capital construction, on capital construction in this entire field—that
includes nursing homes, governmental hospitals, and doctors offices,
for not only equipment and facilities but across the board for 24
months.

That the committee also consider a freeze on full-time equivalents
per patient day which would, in effect, have a dampenindg effect upon
the rise of the intensity of services in the hospital field. .

Several other proposals are a part of this package which we have
made. We state(f in our testimony that we ask that this freeze be
applied for 24 months. The purpose of, the limitation that the freeze
would end at the end of 24 months, is to use that period of time to
consider real long-term and radical reform of the entire system, includ-
ing the possibility of building in meaningful free enterprise incentives
into the structure of payment, not into the structure of “reimburse-
ment,” a term which, in itself, characterizes certain philosophical con-
cepts that perhaps are outmoded.

I think that the bill that you are considering today is one of the alter-
native methods of reforming the system. We would like to see it go
much further than it does. We would be happy to provide technical
amendments and changes and to work with the subcommittee and its
staff, but it is our feeling at present that it is time to not only call a
halt to what is going on, but to do so in such a manner that gets the
issues out on the table—that is, to determine whether .in fact the
American public wants a growth system in this field; whether the
American public wants a no-growth system.

The hospitals, I believe, have been unfairly accused of fostering un-
limited ang unrestrained growth. It may well be that that is precisely
what the American public desires and that the trustees and other
members of hospital boards and members of the hospital management
and I_eadershif; are doing precisely what the country wants, or that may
not be so. Let’s see !

If the country wants a very modified or no-growth industry, it is
my view that the hospital trustees and administrators could provide
that service as well, without any new or increased intensity or increased
services.

In short, Mr. Chairman, what we ask is a consideration of a very
tough concept of going beyond the reasonable cost reimbursement sys-
tem that was put in place 10 years ago for medicare and medicaid. and
really looking at what other possib?ﬁties there are, ’

In that regard, I would like to make one or two statements with re-
spect to the testimony that the Secretary of HEW made yesterday.
I believe for the record there should be a couple of comments made
with respect to his so-called fat list which uniortunately, because of
the term, tends to excite media interest, which the actual facts do not
justify. The $1 billon profits which the Secretary characterized, in-
volves the entire hospital industry; not as the Secretary implied
solely to nonprofit community hospitals, whom I represent; I think
the Secretary’s discussion of profit deserves response.
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In the first place, generating a cash surplus is a traditional way of
raising capitalpin tl{ig field. It_Tlﬂ.S been used traditionally and the hos-
pital boards have a tendency, in many instances, to practice pay as you
go plans, despite the availability of easy loans capital over the past 10
yeais in this field. .

" 1 think, it is not imprudent to have accumulated these kinds of sur-
pluses, it 1s eminently prudent to have done so. .

I think the characterization of surpluses of $1 billion in the commu-
nity hospital field and $250 billion pay-out qf this $1 bl]_lmn in th_e
profitmaking field amply puts the situation into perspective. One is
not unreasonable, compared to the other. .

It scems to me to cut out this surplus, to get your savings, as the
administration suggests, out of this kind of money, is likely to convert
community hospitals into welfare hospitals.

It seems to me that the Secretary already has sufficient problems
with welfare reform without moving the hospitals into that category.

Secondly, questions of unnecessary therapy, unnecessary surgery.
unnecessary hospitalization has been stated again and again by the
Secretary in testimony and in the media. This is a very serious charge.
If, in fact, there is this much, an awful lot of patients ought to be
suing doctors, not hospitals, because hospitals do not admit them and
do not order the therapy and should not be blamed. I do not believe
that there are facts to support these charges.

It is very difficult, obviously, to prove this type of thing. T just do
not believe that 100,000 patients are in hospitals at this very minute
unnecessarily, as the Secretary states. Hospitals do not order therapy,
do not give therapy. I think it is unfortunate to state that hospitals
somehow force physicians to raise hospital charges by this kind of
unnecessary practice.

It will come as a very grave shock to the dedicated trustees in 3.000
community hospitals around this country to know that what the Secre-
tary charges is a widespread practice. T do not helieve it is.

I think that the same is true of hospital’s wasting energy, If ever
there is a place that businessmen on hospital boards would attempt
to save money, this is an area where they would move as rapidly as
anybody else including HEW. T question whether the savings are as
easy, as facile as the Secretary states.

Senator Tarsanee. How many hospitals does your organization
represent, Mr. Horty ? '

Mr. Horry. Fifty hospitals scattered in 21 States, all of them com-
munity hospitals—one of them a very fine institution in the State of
Georgia, Memorial Medical Center in Savannah.

Senator Tararaver. It is very fine.

Your freeze on emplovment is an interesting one in view of vour

criticism of the administration’s 9-percent cap as being inequitable.

Mr. Horty. Yes.

Senator Taryance. Would not a freeze on employment also be in-
equitable inasmuch as the efficiently staffed hospitals would go along
with the inefficiently staffed hospitals?

Mr. Horry. No. QOur membership which—TI should expand some-
what on what T said—includes hospitals that range from 700 beds
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such as the hospital in New Orleans down to very small hospitals. In
fact. our membership has been chosen for this kind of a range.

‘We have consultag with each one of them. The freeze that we pro-
Ppose, is not a freeze on employment per se. It is a freeze on something
that the technicians and comptrollers tell me is full-time equivalents
per paticnt day. . .

t would mean, if utilization goes up, the full-time equivalents
goes down, if the patient days go down, the full-time equivalents will
down.
g.OT}:w.\ purpose of this is not a flat freeze. It is a restraint on increase
and as such we believe it rightly places the burden upon the individual
hospital, upon its management without mandating the wrong kind
of decisionmaking.

It is not, for example, we make no bones—it does not prevent you
from replacing a $3 full-time equivalent with a $10 an hour full-time
equivalent. We believe the management of hospitals in this country
is not likely to run wild in that kind of an environment because they
have not up to the present. Hospital wages have not climbed over
the past decade, or 20 years, in such a way as to indicate that hospital
management or boards of trustees will take the easy way out on the
business operations of their hospitals.

I do not believe that would happen under such a freeze. There is
no attempt to freeze actual employment and we would be opposed
to doing so.

Senator TaLmapee. Do you think Memorial Hospital would be
agreeabletoa QXear freeze on employment ¢

Mr. Horry. As expressed in the testimony, they would and have
endorsed it.

Senator Tarmapge. Thank you.

Senator Dole ?

Senator Dore. I do not think that is going to happen. Based on
that, what would you support

Mr. Horry. I support our proposal and we believe it may be enacted.

Senator Dore. If it does not, you are not supporting anything?

Mr. Horry. At this point in time we are not for anything else for
the simple reason that we believe at some point something radical
18 going to have to be done, and if something is not done at the present
time (or halfway measures that only move in the direction of reform)
we are likely to face worse problems next year.

At some point, something radical has to be done. In that sense, we
do agree with the administration—but we do not agree with the
approach which they have taken, it moves in the wrong direction.

enator DoLe. How many beds do you represent ?
thl\{r. Hgdm. Close to 25,000. I might say one more statement in

a )

We have received, since our testimony in the House on this exact
matter, considerable support from individual hospitals around the
country who have written to me personally endorsing the concept—
not always in all of its detail. Everyone has quarrels or qualms with
certain things. Some endorse it entirely; some endorse with certain
exceptions.
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But I think that there has been interest and support outside of our
membership for the idea that perhaps this is the time to stop the
“growth” machinery look at the entire concept.

Senator Dorz. I am not critical. T think it is probably good.

Mr. Horry. You are questioning its political practicalities.

Senator Dore. I am trying to count your votes.

Mr. Horry. Maybe now is the correct time to look at the situation.
Maybe we do not have any more time, and maybe it is time to look
at total reform.

Senator Dorx. I think you have raised a good idea. Certainly you
have made a good statement. You have supported your point of view.
I do not know who else supports it. I am just trying to find out.

Mzr. Honrry. Most ideas start out with very little support.

Senator Dove. I learned that.

Thank you.

Senator Taryapge. Thank you very much, gentlemen, for your testi-
mony.

[The prepared statement of Mr, Horty follows:]

STATEMENT of JouN F. HorTY, PRESIDENT OF THE NATIONAL COUNCIL OF
CoMMUNITY HOSPITALS

SUMMARY

1. The National Council of Community Hospitals (“NCCII") welcomes S. 1470
as a constructive effort to face some of the major problems of Medicare-Medicaid
reimbursement and as a stimulus to a national debate on how hospitals should
be reimbursed under those programs.

2. NCCH, however, opposes enactment of 8. 1470 at this time. The most press-
ing problem is the need to restrain increases in the costs of health care. This
should be done immediately, The Administration's bill (8. 1391), however, is
inequitable and unconscionably complex. It would add yet another layer of
regulatory control. It could well be self-perpetuating and become the control sys-
tem of the future. This would be chaotic and destructive of the health care
delivery system. S. 1470 does not provide immediate cost containment and even
in the long run does not attack the fundamental causes for cost increases. NC(II
has proposed a program that would effectively attack increases in health care
costs immediately and would do so without a complex program or cumbersome
bureacracy. NCCH has proposed that there be a freeze for 24 months on any
increases in hospitals’ labor intensity and a freeze for 24 months on new capital
expenditures related to providing health care.

3. NCCH's proposal would be temporary. It would also force consideration
by the American public of long-range structural reforms in the health care
delivery system. 8. 1470 represents one possible avenue of reform, but NCCH
believes it does not address the structural changes that are necessary. NCCH
believes that long-range refuorm will go far beyond adjustments to the reasonable
cost reimbursement system, upon which S. 1470 focuses.

4. 8, 1470 is incousistent with the fundamental changes NCCH and others
believe are necessary in at least three respects:

(@) 8. 1470 is premised on the classification and homogenization of
hospitals, while true reform should be built on and encourage diversity.

(b) 8. 1470 would add another layer of bureaucracy and Governmental
regulation, but fundamental reform should entail the introduection into the
health care delivery system of financial incentives, competition, and other
measures in place of Governmental regulation (other than quality
assurance),

(¢) 8. 1470 would encourage hospital-based physicians not to enter into
arrangements with hospitals but to bill their patients on a fee for service
basis. Long range reform will require various arrangements by which
Dhysicians are tied more closely to the institution rather than being encour-
aged to be independent of it. But S. 1470 will remove from hospitals what
little leverage they have to negotiate such arrangements with physicians.
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STATEMENT

My name is John F. Horty. I am President of the National Council of Com-
munity Hospitals, an organization composed of not-for-profit, community hos-
pitals located in-21 States throughout the United States, Our members include
some of the best known hospitals in the country. They represent a variety of
sizes and types; all are dedicated to providing quality patient care to their
communities with the maximum of efficiency. All are deeply dissatisfled with
the organization of the current health care delivery system and with the govern-
ment regulation of it, and all are committed to developing and implementing
fundamental reforms of that system. I greatly appreciate, therefore, the oppor-
tunity to present the views of NCCH on 8. 1470.

NCCH submitted a statement on 8. 3205 to this Committee during the last
Congress. In that statement, we commended Senator Talmadge and the other
sponsors of the Bill for facing some of the most vexatious problems that have
arisen in the administration of Medicare and Medicaid programs. We urged
that S. 3205 play an important role in provoking a national debate on how
hospitals should be reimbursed for the care they provide the beneficiaries of
Federal health programs.

We renew those thoughts this year. The sponsors of S. 1470 and their staffs
are to be congratulated for tackling some of the hard issues of reimbursement
and doing so in a spirit of cooperation with and concern for the health care
community—providers and patients alike, However, while we support some of
the technical innovations of the bill, we must oppose its enactment at this time.
We do not believe this is the proper time to consider 8. 1470. We are concerned
that concentration of 8. 1470 will distract attention from the problems that need
immediate action, and may dissipate efforts to develop truly fundamental
reforms in the health care delivery system.

The most pressing and immediate need is to restrain increases in the costs
of health care. 5. 1470 is not an immediately effective cost containment measure.
Beyond cost containment, there is wide-spread agreement that structural changes
in the health care delivery system must be instituted. 8. 1470 provokes debate
on the form these reforms should take, but does not envision the fundamental
standard changes NCCH believes are necessary and may, I am afraid, only make
the task of structural reform more difficult.

The Administration bhas proposed a cost containment bill and promised a
report on fundamental reforms by March 1, 1878. NCCH opposes S. 1391, That
bill is inequitable and inordinately complex. It would, in addition, launch a
bureaucracy and introduce a mind set that would, we fear, exert considerable
pressure to continue the cost containment program beyond the “temporary” dura-
tion assumed by the Administration. It might well shelve indefinitely considera-
Lion of 8. 1470 and other long-range reform measures. Perpetuation of the Ad-
ministration’s cost containment program would be chaotic, and destroy hospitals’
financial viability. Even worse, 8, 1391 is inconsistent with long-range reforms,
and is an obstacle to developing structural changes. It impedes the likelihood
that 8. 1470 or any other reform measure will be enacted.

NCCH recognizes and endorses the need for immediate cost control measures;
at the same time, we believe structural reform is so important it should not be
subordinated to a cost containment program that could well become a permanent
control system. Nor should cost contalnment impose another layer of complex,
unworkable, and ill-advised regulations on hospitals. NCCH has, therefore, pro-
posed a truly temporary and simple cost containment program that would save
approximately the same amount of money as the Administration claims for its
program, and would not impede development of true structural reform. At the
same time, NCCH's proposal would place hospital boards, management, and
medical staff leadership in charge of cost containment and would not replace
community management with Governmental bureaucracy. NCCH has suggested
that for twenty-four months there be:

1. A freeze on hospitals’ labor intensity—the number of FTE's per patient
day would be maintained at the current level.

2. A freeze on new capital expenditures by all providers (including
physicians).

This freeze would be simple to administer, and it would be effective, resulting
in savings in health care expenditure of at least $1,600,000,000 in the first year
By the terms of the statute we propose and by the practical realities of such a
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stringent moratorium, the freeze would be temporary. At the same time, the
freeze would force the American public ot consider what kind of health care
delivery system it wishes to implement when the freeze expires. The freeze
would give state and local planning agencies the time necessary to develop the
various health plans required by the Planning Act. i o

It is ironie that hospitals should suggest a freeze, but this is an mdmat:op of
how absurd the current system is and how great is huspitals_‘ need to b_o. given
the tools to maintain and contain costs and how strongly held in their belief that
fundamental changes in the health care delivery system must be made—changes
which will be considered and instituted only if there is strong impetus to do so.

We have received gratifying support from hospitals and other concerned groups
for our proposal. We commend it to your attention. We believe NCCII's proposal
warrants your approval, and that it is not inconsistent with the careful consid-
eration of 8. 1470 as part of long-range reform.

Our criticisms of 8. 1470, set out below, are therefore meant to be constructive
and to be considered along with other proposals for reforming the health care
delivery system during the 24 months’ life of our proposed freeze. Thus, while
we cannot endorse 8. 1470 in its present form, we believe that your purposes and
ours are fundamentally the same. The philosophical difference is that S. 1470 is an
effort to reform the existing reimbursement system. We believe it is time to stop,
take stock, and evaluate the possibilities of truly radical reforw, of developing
a new system, rather than reforming the present system. Consideration of 8. 3205
last year helped develop NCCH's realization that fundamental reforms are
needed. I hope we can persuade you of the need for reforms that go beyond what
8. 1470 envisions.

1. 8. 1430 i3 not an cffective cost containment measure

8. 1470 is not an immediate cost containment measure. The reimbursement
changes proposed by Section 2 of the Bill appurently would not be effective (ac-
cording to the terms of subsection (d)) until fiscal year 1981—and given the
awesome administrative burdens the Rill would entail, we do not believe they
could be implemented any more rapidly. The cost of health care is rising too
rapidly and is too important a problem to defer cost containment measures fur
three more years.

More importantly, however, it is difficult to perceive how $. 1470 will be a
strong cost-containment measure, whenever it is implemented. The Bill assumes
that the cost problem arises from some high-cost and therefore presumptively in-
efficient hospitals. It is our belief, however, that the real problem is the basic
system under which hospitals are forced to operate—which the Bill does, as I
discuss below, nothing to rectify.

We do not believe the Bill would effectively save significant amounts of money,
for a number of reasons.

First, of course, the Bill applies only to routine operating costs, whieh aceount
for approximately 50¢7 of a hospital’s total costs.

I will discuss later rhe inappropriateness of attempting to classify hospitals
and the irrelevance of pexzing reimbursement to the average cost, Dut even
setting those difficulties aside, the mechanism proposed by Seetion 2 would do
little to prevent even ruvutine operating costs from rising. The Rill does not
address the fact that the average is a floating average and that it will inevi-
tably float higher because system pressure, not inefficiencies of individual hos-
pitals, cause higher costs. The Bill does not discourage hospitals—regardless
of utilization and “profitability” factors—from purchasing expensive new eauip-
ment, which can increase routine operating costs. Experience to date has shawn
that planning cannot be counted upon to stop this expensive proliferation. Nor
does the Bill prevent doctors from ordering additional tests or providing new
services which may require longer stavs and increase routine operating costs.

Third, the Bill might encourage some hospitals to raise their costs. Hospitals
at the average cost will be encouraged to raise their costs to take advantage of
the 1209, range offered by the Bill. Those helow the average will be encouraged
to rise to the average (and from there fo 1207 of the average). The Bill offers
the so-called incentive of permitting hospitals whose routine operating costs are
helow the average to retain a percentage of that differential. Rut we can foresee
hospitals who would prefer to retain 1009% of the differential, rather than a
percenlage of if, and will offer a sufficient number of improved services so that
operating costs rise to the average. By doing so, the hospitals would have the
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benefit of the entire amount of the differential between their prior cost and the
average cost of the class. They might find these improved services preferable to
keeping only part of the differential, which would pay for only a smaller amount
of new service.

Fourth, because the proposed system is tied to average routine operating
costs per patient day, the Bill introduces incentives to lemgthen stays and to
increase admissions—factors which can only increase the total health care cost,
although lowering it on a unit basis.

Finally, the Bill entails tremendously complex calculations for each hospital
and for the Government, The Bill would require determination of the classifica-
tions, determination of index rates for the “area” in which each hospital is
located, and determination of the increase in the cost of each hospital's mix of
goods and services. These calculations cannot be taken out of a reference book.
The Bill would require resolution of a number of additional questions: e.g., did
the hospital *manipulate” its patient mix or flow; does it provide less than the
“normal” range of patient services; do its patients require “a substantially
greater intensity of care”; what portion of its routine operating costs are
“attributable to the greater intensity"; etc. These are no simple questions. They
will have to be resolved by the thousands. Doing so will he expensive.

In addition, the Bill introduces uncontrollable uncertainties, which can only
further complicate the problems hospital management must deal with. How, for
instance, can a hospital whose fiscal year begins in January budget when it
will not be informed of HEW’s calculation of its adjusted per diem payment rate
until April 1% These complexities can only increase hospital costs and the costs
of Medicare-Medicaid administration.

2. 8. 1470 does not embody struciural reforms

In introducing 8. 1470, the Chairman of this Subcommittee referred to the Bill
as a long-term solution to the cost containment problem. NCCH is pleased that the
Chairman recognizes the need for long-range reform. But we must respectfully
note that S. 1470 does not present fundamental long-range reform. 8. 1470 makes
highly complex adjustments in the present reasonable cost reimbursement system,
but it does not change the basic system.

As my statement last year on S. 3205 discussed, there is widespread dissatisfac-
tion, on the part of both the Government and the hospitals, with the reasonable
cost reimbursement system. The reasonable cost system contains a number of
inherent difficulties:

“Reasonable cost” represents the ultimate in conflict of interest. It permits
HEW to determine what is reasonable cost for the services it is purchasing. Not
surprisingly, we have observed in the past few years numerous occasions on which
HEW has restricted what is “reasonable,” not because a service was unreasonable
or unnecessary or because the cost of the service actually was unreasonable as a
financial matter, but only because the Government sought ways to reduce Federal
expenditures for health care. The Government has transformed a system that was
intended and designed to prevent hospitals from overcharging the Government
into a mechanism for underreimbursing them.

Reasonable cost entails a vast army of Federally employed and Federally acti-
vated accountants whose sole mandate is to save the Federal dollar without con-
sideration of the effect on the provision or quality of care. Reasonable cost
requires expensive and time-consuming audit of the thousands of participating
hospitals.

Reasonable cost makes no allowance for the fact that even not-for-profit hospi-
tals need a “profit” to provide them with working capital and discretionary funds.

Reasonable cost subjects hospitals to a process of review and second-guessing
years after the services have been performed, and after the reimbursement has
been approved and paid by the Government itself.

As a result of these and other problems with the reasonable cost system of
reimbursement, NCCH determined to develop a more effective and fairer method
of reimbursement. It soon recognized that the reimbursement system cannot be
changed without changing the structure of the delivery system.

S. 1470 does not approach those needed changes. Classifying hospitals, pegging
reimbursement to certain arbitrability selected levels, and indexing costs represent
fine tunings of the reasonable cost system. They do not address the problems in-
herent in any system of reimbursement based on reasonable costs, and they do not
point the way to a new delivery system. Indeed, a larger number of functionaries,
both in hospitals and the Government, would be required to administer the pro-
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posed system. As discussed above, the Bill introduces a host of complex caleula-
tions and determinations. The inevitable result will be additional phalanxes of
accounts, economists, statisticians, systems analysts, lawyers, and associated
personnel.

Nor does 8. 1470 prevent the Government from continuing to cut back on what
it is willing to recognize as a reasonable cost. Indeed, S, 1470 would make those
unwarranted determinations applicable to all hospitals (by reducing the aver-
age). And 8. 1470 would give the Government yet another tool to assert its self-
interest : reimbursement pegged at ithe average of a class and limited to 1209
of the average could always be lowered by changing those arbitrary standards.

We also note that S. 1470 would exacerbate the reasonable cost system in an-
other way. At the present time, hospitals that are not reimbursed by Medicare-
Medicaid for the full and fair cost of caring for these Federal beneficiaries are
forced to transfer these costs to private patients. S. 1470 (Section 2(f) (1))
would prohibit such a transfer. This can only result in impairing the finaneial
stability of hospitals or forcing them to eliminate the services they are now
providing Federal beneficiaries for which they are not fully reimbursed. We
would think a more just provision would be one that reguired the Federal Gov-
ernment to pay the full cost of hospital services its beneficiaries receive.

S. 1470 does not do anything for a not-for-profit hospital’s need for a “profit.”
The incentive payment in the Bill is not a profit. As I mentioned above, hospitals
could well decide they would be in a better position by increasing their expendi-
tures to the permitted average than by keeping a small percentage of what they
can save. Also, the money made available by this provision would go to the
hospital offering the least services (and whose routine operating costs, therefore,
are below the average)—while the more active, more innovative Lospital is
deprived of discretionary funds. All hospitals need an operating margin,

3. 8. 1}70 will in fact impede nccessary structural reforms.

NCCH believes that long-range structural reforms must contain at least the
following elements: financial incentives for providers to restrain health care
costs ; management diseretion, including the opportunity to benefit from success
and the obligation to bear the burdens of failure; mechanisms that reguire both
health care providers and patients to consider the cost as well as the benefit of
any particular health service ; increased control by health care institutions of the
source of their “business” ; increased competition among health care institutious
to serve patients with better quality of care at lower cost; recognition of the
benefits of diversity among health care providers; and greatly reduced Govern-
ment control over the management of a health care institution except in the area
of quality assurance.

I believe these principles will find widespread acceptance by the health care
field, the Government, the medical profession, and patients. We believe that there
is sufficient consensus as to the outlines of structural reform that we should he
certain that no measures are implemented which would be inconsistent with these
reforms or make their implementation more difficult. It is our confidence that
reform is possible that made us propose the 24-month freeze.

8. 1470, NCCH believes, would hold back long-range reforms. There are three
major premises of the Bill that we believe are inconsi<tent with true structural
reform.

a. Hogpitals should not and cannot be clussificd bt S0 1450 would promole
therr ar itrary classification

A Dbasic prenuse of S, 1470, I fear, is that diversity among hospitals should be
discouraged, and if possible, eliminated. The Bill would force hospitals into
grossly determined classifications, and set their reimbursement on the basis of
the costs of other hospitals who happen to be in the same classification. This
approach totally ignores the ways in which hospitals of the same “type’ and
“size’” (the two criteria employed by Section 2) may be different.

We do not believe that it is possible to categorize hospitals. They are far too
diverse to permit classification, except by a complex of matrixes that is so
sophisticated that it is yet to be developed. HEW's efforts in this direction,
pursuant to Section 1861(v) (1) (A) of the Act, have been grossly simplistic
and have unfairly lumped disparate hospitals together. We have no reason to
believe that classifications made under Section 2 would be any different.

We doubt that classification of hospitals would work even with the most
sophisticated system and we believe it is a false way of handling reimbursement.
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No two people are alike. Hospitals are nothing but aggregates of the interaction
of many individuals (including those who shaped the institution in prior years)
and to classify hospitals is even more impossible than classifying individuals.

Even if, after spending millions of dollars, some sufficiently sophisticated
classification system were developed, moreover, it would be outmoded the next
day, for institutions are and should be perpetually changing. They cannot—
and should not—be fast-frozen. Classification, in short, is impossible for living
things.

The safety valve in Section 2 by which the payment rate would be readjusted
for any hospital which the Secretary determined provided “substantially greater
intensity of care” is not workable. Experience has shown that the Secretary is
reluctant to make such determinations (which result in additional Federal pay-
ments) and that even if he does, they are made years after the event. In any
event, how does the Secretary determine what is substantially greater intensity
of care? There are, moreover, a vast number of variables among hospitals in
addition to intensity that affect cost. Every hospital is different from every other.
The unusual is commonplace.

The effort by 8. 1470 to squeeze every hospital into categories is, if I may
mention two legends, akin to the endeavors of King Canute and Procrustes
combined. Diversity should be welcomed and promoted. It is a threat only to
those who wish to exert centralized Governmental control. 8. 1470, therefore, is
inconsistent with the directions in which NCCH and others believe structural
reform and the best and most efficient health care system lie.

b. Although bureaucracy in this fleld should be reduced, 8. 1470 would add
yet another layer of bureaucratic conirol

NCCH does not believe the structural reform of the health care delivery sys-
tem is advanced by a system under which the Federal Government would set
reimbursement for all hospitals on the basis of arbitrary percentages of artifi-
cially created categories of hospitals. There is no reason to believe that a hos-
pital which exceeds the average cost of the hospitals in the category in which
the Secretary has placed it is by virtue of that statistic alone inefiicient. That
hospital may provide additional (or different) services. A vibrant, innovative
health care system is not promoted where the Government sets reimbursement on
a totally arbitrary basis and reserves for itself the right to set some other arhi-
trary rate when it so chooses.

In addition, 8. 1470 would, as discussed above, increase the complexity of an
already overwhelmingly complex system and require a new army of accountants,
economists, statisticians, bureaucrats, lawyers, and the like, This growth of the
bureaucracy is harmful by itself. It ealcifies the entire system. The more com-
plex the reimbursement system, the more innovation and risk-taking are dis-
couraged. Management must focus on working within a complex set of rules;
Government must strive to assert the primacy of its rules and protect their
efficacy. The more entrenched such a system is, the more difficult it becomes to
reverse the trend and develop a health care system that can function without
the daily and minute control of the Governmental dead hand.

c. Managerial innovation and excellence i essential to the future strengih
of this field, but 8. 1470 impedes hospitals’ efforts to exert managerial
control

An essential component of any structural reform must be enhancement of a
hospital’s ability to manage its own “business.” Hospitals are the only institution
I know of that have virtually no control over their “sales force” (primarily
physicians), little control over their “production department” (physiclans, and
even a hospital's own employees), and no direct connection with thelr “custom-
ers” (patients). Until hospitals can determine what patients they serve, what
services are provided, and when, it will be posgible for them to introduce financial
considerations into the provision of health care or to control their own expendi-
tures. To inecrease the efficiency of the system, to widen access, and to introduce
financial incentives, hospitals will have to develop different and more meaning-
ful ties with their patients and be more directly responsible for the provision
of health care.

In his speech before the Hospital Association of Pennsylvania last October,
Senator Talmadge recognized that hospitals do not have the legal authority or
the power to make the decisions that largely determine the cost of care becanse
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ithe medical staff decides admissivng and length of stay, what tests are per-
formed, and so on. Senator Taluadge continued by saying that we “cannot
continne to accept that reality as an excuse forever."

We agree with Senator Talmadge as to hospitals’ inability to make those deci-
sions, but we believe that the reality eannot be ignored or brushed aside. Ways
must be found to change this reality so that hospitals can control costs. This is
a prime elemeni of the reforms needed in the health care delivery system, But
S, 1470 does nothing to increase hospitals' ability to coutrol their own costs;
the Bill actually impedes efforts by hospitals to work out more eflective rela-
tion=htp~ with their physicians.

1 1eter, of course, to Section 12, which effectively precludes any arrange-
ment cother than a salaried employee relationship) between a hospilal and
any physician for the physician to perform medical services at the hospital.
We understand gnd share the current disquietude over the amounts of money
=omie physicins receive. But even 1f 1t is wise as a matter of public policy
for the Covernmrent to be in the po-ttien of imposing compensaltion limitations
on one small scgment of society, >cotion 12 is pot an effective mechanism
for doing =o. Putting hospital-assoctated physicians on a fee-fur-service basis
is no guaeantee that the total amount of their compensation will be any less
than it was under the hospital arrangement. It is likely to be wmore, and it
certainlv will be more difficult for anyone to know what the physician's total
compensation js. Exeept {o the extent ignorance of the outcome can be masked as
asolution, then, Section 12 is unlikely to be effective,

At rne sume thue, and of more importance for long-range reform, Seetion 12
will destroy hosvitals' efforts to tie plhysicians more closely to the institution.
By its termns, Section 12(¢) would limit the phy~ician's compensaticn ander any
arrangement to the amount he would receive if he had been on a salary. I
imagine it may be rather difficult to calculate what a physician would have
received if he had been on salary.

ut the provision would have far more harmful results than merely enhancing
the complexity of the system. As applied by the bureaucracy. the provision
certainly will limit physicians’ compensation to less than what they will receive
under fee-for-serviee. This, plus the “ethieal” arguments that will he raised
in favor of fee-for-service will effectively prevent any “arrangeinent” Letween
community hospitals and their physicians. Hospital associated physicians wonld
be wsiven an overwhelming inceutive to refuse any arrangement with the
hasnital and go to fee-for-servire,

As a eonsequence, most of the ties that these nrranzements generate between
a hospital and their physicians would be broken. It is an elemental fact that
A person who is paid by the hospital feels more loyalty to the instituticn and
j< more willing to cooperate with hospital management in cost and quahfy con-
trol than is ene who receives no funds from the hospital, but only uses it 25 a
waorkplace. IPurthermore. arrangements between hospitals and physicians give
the hospitals leverage tn obtain better service. To ensure around-the-clock
coverage by a radiology group, for instance, a hospital may offer the group
a eontraet. The existence of 1 eontract gives the hospital a vehicle for enforcing
quality, for ensuring that the contracting physicians mesh their operations with
other hospital services, for obtaining administrative and educational services
from them, et cetera. If hospitals are prevented from entering into such arrange-
ments with physicians, they will be deprived of their main bargaining counter.
How will the community hospital provide radiology around the clock, 24 hours
a day, if it has nothing to give the radiologist in exchange for his agreement to
provide such services? A physician on fee for service will tend to work at the
hours when there is the most amount of potential “business.” Section 12, there-
fore, will impede hospitals' efforts to provide quality care in the short term, and
it will set back efforts to tighten the relationship between hospitals and physi-
cians and thns disconrage long-range reform efforts,

I recognize that Section 12(c) was spurred hy a suspicion of pereenfage con-
tracts. But the effect is overkill. The Bill is not limited to thpse arrangements.
And even if it were. NCCH wonld oppose the provision, Percentage contracts are
ahused by some physicians. But that does not justify prohibiting the arrange-
ment. The fault is not in percentage contracts themselves, Suech eantraets are in
many instances an effective and fair way for the hospital tn ohtain specialty
services. A hospital should be left free to nse whatever arrangement it deems
hest. Tn the extent there are “abuses” of percentage contraets, they are a result
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of poor negotiating or of the hospital’s lack of bargaining power. In such a mar-
ket, the physician will be able to collect comparably high compensation no matter
what arrangement (including fee-for-service) is used. Ttge Qroblem can best be
faced by changing the market pressures, and the hospital’s leverage, not by
futilely trying to reverse the consequences of those pressures and reducing the
hospital’s leverage.

All}ll lncreaainggnumber of physicians are being produced. It is possible that
within four or five years, the market will swing into a more realistic balance.
Hospitals will then be able to negotiate more advantageous arrangements with
physicians who wish to use their facilities. But Section 12 would prevent them
from doing so (except to the extent they are able to obtain salaried physicians).
Section 12 leaves no room for the hospitals to develop innovative arrangements
with doctors in the broad area between fee-for-service on one extreme and physi-
cian employees on the other. Structural reform of the system requires the devel-
opment of such arrangements, but Section 12 would deter that effort.

CONCLUBION

For these reasons, NCCH must respectfully oppose 8. 1470 at this time, We
urge consideration of our proposal for a short-term freeze, designed to contain
cost increases immediately and to force a wide-ranging consideration of what
kind of health care delivery system the American people desire. The ideas devel-
oped in 8. 1470 could play an important part in formulating structural reform,
although, as my testimony has indicated, NCCH believes the health care delivery
system needs changes that go beyond those proposed by 8. 1470.

I appreciate the opportunity to appear before you today.

Senator TArmapge. The next witness is Dr. Charles E. Philli%s,
president, American Protestant Hospital Association. I understand he
1s not present. His statement will be inserted in the record.

[The prepared statement of Dr. Phillips follows:]

STATEMENT OF CHARLES D, PRILLIPS (Ep.D.), PRESIDENT, AMERICAN PROTESTANT
HoBPITAL ASBOCIATION

Mr, Chairman, I am Charles D. Phillips, President of the American Protestant
Hospital Association, representing some 300 hospitals, homes for the aging and
other health care agencies throughout the country, as well as some 2,000 per-
sonal members who are engaged in the delivery of health care services. The
Association membership is dedicated to providing quality health care to patients
within a Christian reference and to ensuring the strength and viability of our
voluntary, pluralistic health care delivery system, With me is Michael 8. Cas-
sedy, the Director of our Government Affairs Department.

We greatly appreciate the opportunity to present the position of APHA on
S. 1470, Mr. Chairman, let me say at the outset that the members of APHA
appreciate your concern about the rising costs of the Medicare and Medicaid
programs to the taxpayers of this nation. We are grateful for your commitment
to the development of reforms which will prevent the cutting and slashing of
payments to hospitals and physicians indiscriminately and inequitably and the
imposing of arbitrary controls and indiscriminate limits on payments to hospitals
such as the Administration’s proposed ceiling on hospital cost increases.

We are concerned, huwever, that the reforms which are proposed as solutions
to the problem of escalating costs of hospital services under Medicare and
Medicaid be based on an awareness of the factors which are responsible for
such increases, and that the retforms address those factors rather than taking a
simplistic approach of limiting relmbursement, We believe that this bill demon-
strates your awareness of the enormity of the problems faced both by the federal
government and the health care institutions of this nation and that it is a step
in the direction of addressing needed reform,

Mr. Chairman, we will comment on only certain sections of this bill which we
feel are of more crucial significance to our members.

Sec. 2. Criteria for determining reasonable cost of hospital services

APHA is confused over the intent of the provision whereby the Secretary
shall establish an “accounting and uniform functiona] reporting system” to
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determine hospital operating and capital costs. If this means a uniform account-
ing system will be mandated for all hospitals, then we must oppose it as an
infringement upon management prerogative. llowever, if the intent is for the
Secretary to devise a uniform cost reporting system in order to facilitate cost
comparisons between like hospitals, then we support the proposal.

The APHA is also concerned with the proposal for the classification of institu-
tions for the purposes of reimbursement on a comparative basis. We can under-
stand the attractiveness of such a methodology to the federal government.
However, we feel that great difficulty will be experienced in the technical
aspects of devising such a methodology for eclassifying institutions for purposes
of reimbursement. The fact that 8. 1470 deletes from the comparison procedure
for routine per diem hospital costs some of the elements over which an instito-
tion has little or no control is a vast improvement over section 223 of Public
Law 92-603.

We suggest that the classification system be devised with full consultation
from the field of health care and government agencies. We therefore recommend
that this committee bring together a group of technical experts who have been
involved in Medicare-Medicaid reimbursement matters over the years. Repre-
sentatives should include persons from associations of providers, Social Secu-
rity Administration, health care institutions, congressional staff, Blue Cross
Association, and ete. These experts would discuss in depth the basis for the
classification system and the appropriateness and the validity of the components
now included in this bill. We believe that the formation of such a panel of
experts would be in keeping with the spirit of openmindedness expressed by the
chairman when you introduced the bill and that it would prove to be of sub-
stantial assistance in forming a workable and equitable method of classification.

AP'HA is on record as supporting a reimbursement system which includes
prospective reimbursement administered on a state level under federal guide-
lines, We are pleased to see the inclusion of a state administered rate review
option for the determination of institutional reimbursement that could be based
upnn prospective payment methodology if a state so chooses. APHA feels that
state level rate review on a prospective basis is more likely to assure that the
variables among institutions, which are often very local, are taken into account
and that the full financial requirements of the institutions are provided.

Sec. 3. Payments to promote closing and conversion of underutilized facilities
We support the demonstration project proposed in Section 3 by which federal

financial support would be provided institutions which apply for such support on

the basis that their operations would be made more efficient or cost-effective by

the clesing or conversion of underutilized beds and that they would also become

eligible for positive incentives under the provisions of section 2,

Sec. 12, Hospital—Associated physicians

We recognize that the problem which this section attempts to address is not
a new one for hospitals or the government. We express grave concern, however,
over the proposal that the federal government involve itself with such specificity
in determining the types of contractual arrangements between hospitals and
physicians, We recognize that cases of unreasonable compensation can be docu-
mented, but believe that to enact legislation prohibiting a specific type of contract
removes decision making from its proper authority—management and the gov-
erning hoards—and places it in Washington. Financial incentives for efficient
hospital administration contained in other sections of this bill will effect the
desired result by encouraging the administrators to find areas in which savings
might be made, including this area of contractual arrangements with physicians
if an individual administrator so chooses.

We are concerned further that as section 12 is written, it will not accomplish
the intended result of reducing hospital costs. There are those who have studied
this proposal who are econvinced that the aggregate costs resulting from cate-
pgorizing the various services of these physicians and the mandating of a fee-
for-service basis of reimbursement for personal patient services will be greater
than those now being experienced.

Src. 30. BEstablishment of Health Care Financing Administration

We are pleased to note that the President and the Secretary of HHEW have
adopted administratively your proposal for a Health Care Financing Administra-
tion, incorporating the old Bureau of Health Insurance, Bureau of Quality
Assurance, Medical Services Administration and the Office of Long-Term Care.
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However, we share your concern that the new agency, rather than collapsing
overlapping positions and clarifying lines of authority, may do the opposite
and establish a new bureaucratic superstructure as a haven for displaced
bureaucrats, We support, therefore, your keeping this provision in the
bill. In addition, we continue to recommend, as we did in testimony before you
last summer, the creation of a cabinet-level Department of Health as a mechanism
for the most effective coordination of the setting of national health policies and
administration of federal health programs.

Sec. 31. State medicald administration

This section reflects the awareness of the Chairman of the problems besetting
hospitals because of the performance of states in administering Medicaid. We
support the proposal to establish specific performance criteria for state admin-
istration of Medicaid which will result in more prompt payment of claims and
vastly improved administration of the program.

Sec. 40. Procedures for determining reasonable cost and reasonable charges

APHA vigorously opposes this section. The Medicare law already contains ade-
quate provisions to determine reasonable costs. Further, the proposal is a gross
infringement on the management prerogative of individual institutions.

Sec. 46. Rate of return on net equity for for-profit hospitals

APHA supports the principle implemented in this section—that an adequate
return on investment is a reasonable expectation in business. By the same prin-
ciple, we urge the Committee to amend this section to provide for an adequate
operating margin on reimbursement by Medicare and Medicaid to not-for-profit
institutions, since no institution can continue to operate only on the basis of
costs. Determined for the various classes of nonprofit hospitals, the operating
margins would reflect factors unique to these facllitles such as the costs of
charity care, educational programs, and generally more acute level of care
provided.

SUMMARY OF RECOMMENDATIONS

Mr. Chairman, in conclusion we would like to summarize some of the recom-
mendations that we have made here today.

Under Section 2:

1. We support a uniform functional reporting system to facilitate cost compari-
sons beitween like hospitals. However, we are opposed to a mandated uniform
accounting system for all hospitals as it would be an infringement on a right of
management., .

2. We recommend that the Committee, in devising the classification system to
determine reimbursement, consult in depth with a panel of experts drawn from
association providers, hospital executives, Social Security Administration, Blue
Cross and other third party payers, congressional staff and others.

Under Section 12:

3. We recommend leaving the cholce of hospital-physician contractual arrange-
ments with management. The financial incentives for efficient hospital manage-
ment contained elsewhere in this bill are adequate to address the problem of
unusually high payment to hospital-associated physicians.

Under Section 80:

4. We support keeping the legislative provision for the creation of the Health
Care Financing Administration. We further recommend the creation of a cabinet-
level Department of Health as a mechanism for the coordination of the setting of
national health policles and the administration of all federal health programs.

Under Section 40:

5. We recommend the deletion of Section 40 in its entirety.

Under Section 46:

8. We recommend the Committee amend this section to provide an adequate
operating margin, since no institution can continue to operate only on the basis of
costs.

Mr. Chairman, we thank you and members of this Committee for considering
these views and for giving us this opportunity to appear before you. If we can
answer any questions you might have now or later on any technical aspects of our
recommendations, we will be happy to do so.

Senator TaLmapce. The next witness is Bruce D. Theyvenot, admin-
istrator, Government Services Division, American Health Care
Association,
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We are delighted to have you back before our committee as a witness.
You may insert your full statement into the record and summarize 1t.

STATEMENT OF BRUCE D. THEVENOT, ADMINISTRATOR, GOVERN-
MENT SERVICES DIVISION, AMERICAN HEALTH CARE ASSOCI-
ATION

Mr. Tuevenor. My statement is brief this morning. I will confine
my comments principally to those which relate directly or indirectly
to long-term care providers.

As you know, the American Health Care Association is the Nation’s
largest organization representing nursing homes. Presently, Mr.
Chairman, we have some 7,500 members in the association which rep-
resent about half of the industry nationwide. That includes about
600,000 beds at the present time.

As I said, in view of our lengthy testimony on S. 3205 last year, I
shall make my comments brief today.

I should first like, however, to commend the chairman of this sub-
committee for his willingness to incorporate a number of construc-
tive sugeestions made during last year’s hearings. As a result, a good
bill has been made better. It seems to me that S. 1470 is on target in
its overall approach and concept, and is well thought out in its partic-
ulars, This legislation should be enacted as soon as possible.

While the reimbursement reforms proposed in section 2 would not
initially apply to long-term care facilities, AHHCA would like to indi-
cate its support of the important principles upon which these reforms
are based. Section 2 is a large step in the direction of rational pricing
of institutional health services. This step, and succeeding steps, must
be taken now if long-range price stability is to became a reality in the
health care sector. By contrast, the President’s proposed cost contain-
ment plan, though well meaning, is simplistic, inequitable and poten-
tially disruptive.

I would like to point out to the subcommittee that reimbursement
systems similar in concept to the methodology proposed in section 2
have been and are being put into effect for nursing homes by a number
of State medicaid programs under the requirement of section 249 of
the 1972 amendments that skilled nursing and intermediate care facil-
ities be paid on a reasonable cost-related basis. Currently by our count,
some 29 States have in place some form of prospective rate setting for
nursing homes which includes incentives designed to reward efficient
performance.

In this respect, reform of payment methods for nursing homes are
somewhat farther advanced than for hospitals, owing to the earlier
legislative mandate and the relatively smaller degree of complexity
involved.

Therefore, while we strongly support the approach sugeested in
section 2, we believe that any future consideration to apply this partic-
ular system to long-term care facilitics should take into account the
status of the implementation of section 249.

I would like to comment on two additional seetions of the bill that
are quite similar in approach. Section 3 would authorize payments to
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promote the closing or conversion of underutilized facilities; section
20 would make changes in current law designed to facilitate the con-
version of excess hospital capacity to long-term care services. I am
aware, Mr. Chairman, that there has been considerable discussion
recentiy of the feasibility of simultaneously solving the problems of
too many hospital beds and too few nursing home beds by placing the
excess hospital beds into service as long-term care beds.

AHCA believes this assumption has practically no validity in the
case of truly long-term patients, and only limited potential in the case
of posthospital convalescent patients.

e are therefore pleased to see that S. 1470 takes a cautious and
measured approach to the conversion of excess hospital capacity. In
general, it is our expectation that closure or “mothballing” will be the
most practical solution in the majority of instances, and we support
the provisions in section 8 for financial assistance to hospitals to dis-
continue underutilized operations,

Section 20 permits, under limited circumstances, certain rural hos-
pitals to provide long-term-care services. AHCA supports the require-
ment in this section for a certificate of need, and the limitation of per
diem payments for routine services to the prevailing rates for free-
standing facilities in the State.

‘We would like to suggest again a modification, thistime to section 4,
in that provision relating to Federal participation in disapproved
hospital capital expenditures. A number of provider organizations,
including ours, raised the point in testimony last year suggesting that
section 1122 be further amended to make it clear that prior approval
is not required of simple changes of ownership—that is, where there
are no additional beds or equipment and no change of service.

It was our understanding that this suggestion conforms with the
original intent of the Finance Committee.

Senator TarLmapce. I think that is a good suggestion, and we will
probably agree to that.

Mr. Taevevor. Thank you, Mr. Chairman.

Section 21 relates directly to reimbursement of skilled and interme-
diate care facilities. It would make the statute clear with regard to
the flexibility given to the States to include as a part of its payments
to nursing homes reasonable amounts for profit and it specifies the
methods by which these amounts can be earned.

Recent iIEW policy limits these allowances to an amount figured
on the invested equity of the proprietary owner and permits no earn-
ings allowance whatever for nonproprietary facilities. This policy is
unduly restrictive, and effectively prevents the establishment of incen-
tive based payment systems by removing the incentive feature. There-
fore, section 21 is crucial to assure that States are able to establish
cost-effective payment methods while attracting necessary capital in-
vestment in nursing homes.

Section 22 would transfer the final authority to certify and approve
for medicaid purposes skilled nursing and ICF’s to the Secretary of
HEW. I believe, Mr. Chairman, that this particular provision has been
greatly improved over the comparable provision in S. 8205 by the addi-
tion of provisions for hearings and appeals with AHCA strongly
supports.
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Frankly, though, Mr. Chairman, we remain skeptical that this
transfer of authority will be the secret to uniform application of health
and safety standards. The unnecessary complexity, paperwork, and
duplication of inspections by Federal, State, and local health, licensure
and other related and unrelated authorities scem doomed to continue as
long as these agencies refuse to recognize standards and surveys on a
reciprocal basis.

We continue to support the provision in section 23 which would
liberalize the policy toward permitting patients of nursing homes to
make visits away from the facility. We believe this provision recognizes
the therapeutic value of these visits away from the institution, theve-
fore, we think it is certainly in the best interests of the patients, and we
support this change without reservation.

I would like to make a final comment concerning the President’s cost
containment proposal at this point. Mr. Chairman, as you are aware,
the President’s proposal does not presently apply to long-term care
facilities. I am certainly not here to allege any discrimination in that
respect. We believe that there are exccllent reasons to support the
exclusion of nursing homes from the President’s proposal.

Among the best reasons are No. 1, that the nursing homes per diem
costs have risen relatively modestly. Indeed, it seems to us that the
9-percent cap would be almost completely superfluous.

Secondly, there is presently no surplus of long-term care beds nation-
wide, hence an overall capital expenditures limit without regard to
need would be very unwise indeed at this time.

Third, it should be understood clearly that the very real problem that
exists, insofar as medicaid expenditures for long-term care are con-
cerned, is largely the result of inereased utilization and not due to
increases in the per diem costs or rates being paid to nursing homes.

For these reasons, AHCA would be strongly opposed to any congres-
sional decision to broaden the President’s plan to include long-term
care facilities. On the contrary, we would urge greater incentives for
the use of long-term care facilities, HMO’s, home health carc and other
alternatives to hospitalization where appropriate.

I would conclude my remarks, Mr. Chairman, by thanking you again
for enlisting the cooperation of the many groups that will be affected
by this legislation. The results of this process are evident. It seems to
us that S. 1470 is realistic, it is constructive, and it ought to be given
expeditious consideration by the Senate and by the House.

Thank you.

Senator Taraavce. Thank you, very much, Mr. Thevenot for your
constructive suggestions. We also appreciate the fact that your Amer-
ican Health Care Association has worked closely with our staff in
drafting our bill.

Do you have any questions, Scnator Dole?

Senator Dowk, Is it true that we spend more for long-term care in
nursing homes and medicaid than we do in hospitals?

Mr. TreveNor. According to the most recent statistics I have seen,
they are both in the neighborhood of 39 to 40 percent of the total
medicaid expenditures. That is an important point, Senator Dole.

Expenditures for nursing home care tend to be located primarily in
the medicaid program; somewhat more than 50 percont,]% believe, of
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all of the revenues derived by nursing homes are coming out of the
medicaid program, so that the impact of expenditures has a dis-
proportionate effect on that particular program.

I might point out to you that the medicare program, by contrast,
is spending less money 1n real dollars than it was in 1969. Medicare
accounts for a very marginal share of any of the expenses related to
nursing homes.

Senator Dore. The only point I make, all the focus has been, at
least as I look back on it, has been on hospital costs as it relates to
medicaid—maybe not on nursing homes or other long-term care facil-
ities, The primary focus has been on hospital costs. Most of the com-
ments and things I have read have dealt with the hospital costs rather
than nursing homes, or long-term care facilities.

I can understand that there would be an impact on these as well.

Mr. Tuevenor. You are quite correct, sir. It is, however, a question
of unit prices versus program expenditures. ,

Senator Dore. Thank you. o

Senator TaLmapge. Thank you very much for ﬁour testimony.

[The prepared statement of Mr. Thevenot follows:]

STATEMENT oF BRUCE D. THEVENOT ON BEHALF OF THE AMERICAN HEALTH CARE
ASSOCIATION

Mr. Chairman and members of the subcommittee, I appreciate this opportunity
to share with the subcommittee the views of the Nation's largest organization
of long-term care facilities concerning 8. 1470. In view of our lengthy testimony
on 8. 3205 last July, I shall confine my comments to those provisions of 8. 1470
which are of direct or indirect interest to long-term care providers.

I should like first, however, to commend the chairman of this subcommittee
for his willingneas to incorporate a number of constructive suggestions made dur-
ing last year’s hearings. As a result, a good bill has been made better. It seems to
me that 8. 1470 is on target in its overall approach and concept, and is well
thougg;t out in its particulars. This legislation should be enacted as soon as

Sec. 2. Criteria for determining reasonable cost of hospital services

While the reimbursement reforms proposed in Section 2 would not initially
apply to long-term care facilities, AHCA would like to indicate its support of
the important principles upon which these reforms are based. Section 2 is a
large step in the direction of rational pricing of institutional health services.
This step, and succeeding steps, must be taken now if long range price stability
is to become a reality in the health care sector. By contrast, the President's
proposed cost-containment plan, though well-meaning, is simplistic, inequitable
and potentially disruptive.

I would like to point out to the Subcommittee that reimbursement systems
similar in concept to the methodology proposed in Section 2 have been and are
being put into effect for nursing homes by a number of State Medicaid pro-
grams under the requirement of Section 249 of the 1972 amendments that
skilled nursing and intermediate care facilitles be paid on a reasonable cost-
related basis. Currently, by our count, some 29 states have in place some form
of prospective rate setting which includes incentives designed to reward effi-
cient performance.

In this respect, reform of payment methods for nursing homes are somewhat
farther advanced than for hospitals, owing to the earlier legislative mandate
and the relatively smaller degree of complexity involved.

Therefore, while we strongly support the approach suggested in Section 2, we
believe that any future consideration to apply this particular system to long-

term care facilities should take into account the status of the implementation of
Section 249.

Sec. 3. Payments to promote closing and conversion of underutilized facilities
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SEc. 20. Hospital providers of long-term care services

There has been considerable discussion recently of the feasibility of simul-
taneously solving the problems of too many hospital beds and too few nursing
home beds by placing the excess hospital beds into service as long-ferm care
beds.

AHCA believes this assuwmption has praectically no validity in the case of truly
long-term patients, and only limited potential in the case of post-hospital con-
valescent patients.

We are therefore pleased to see that S. 1470 takes a cautious and measured
approach to the conversion of excess hospital capacity. In general, it is our
expectation that closure or “mothballing” will be the most practical solution in
the majority of instances, and we support the provisions in Section 3 for financial
assistance to hospitals to discontinue underutilized operations.

Section 20 permits, under limited cirecumstances, certain rural hospitals to
provide long-term care services. AHHCA supports the requirement in this section
for a certificate of need, and the limitation of per diem payments for routine
services to the prevailing rates for free standing facilities in the state,

SEc. 4, Federal participation in hospital capital expenditures

AHCA urges that these suggested modifications in Section 1122 of the Act
be further amended to make clear that prior approval is not required of
simple changes of ownership involving no addition of beds or equipment and
no change of service. A mumber of provider organizations, including AHCA,
raised this point in testimony on 8, 3205 and understood that our suggestion
conformed with the oririual intent of the Finance Committee when it enacted
Section 1122, I therefore suggest again that S. 1470 be so amended.

Sec. 21. Reimbursement rates under medicaid for skilled nursing facilities and
intermediate care facilities

AHCA strongly supports this amendment to present law. Section 21 would
make it ¢lear that states may include reasonable amounts for profit as part of
its payents on a reasonable cost-related basis. It further specified the manner
in which these amounts can be earned. Recent HEW policy limits these pay-
ments to an amount figured on the invested equity of the proprietary owner and
permits no earnings allowance whatever for non-proprietary facilities. This
policy is unduly restrictive, and effectively prevents the establishment of incen-
tive based payment systems by removing the incentive feature. Therefore Sec-
tin 21 is crucial to assure that states are able to establish cost-effective pay-
ment methods while attracting necessary capital investment in nursing homes,

SEC. 22, Medicaid Certification and Approval of Skilled Nursing Facilities and
Intermediate Care Facilities

This section, which transfers to the Secretary of HEW final authority for the
certification of Medicaid SNF's and ICF’s, has been greatly improved over a
comparable provision of S. 3205 by the addition of provisions for hearings and
appeals which AHCA strongly supports.

In all candor, however, we remain skeptieal that this transfer of authority is
the secret to uniform application of health and safety standards. The unnecessary
complexity, paperwork, and duplication of inspections by Federal, state, and
local health, licensure, and other related and unrelated authorities seem doomed
to continue as long as these agencies refuse to recognize standards and surveys
on a reciprocal basis.

Sec. 23. Visits away from Institutions by Patients of Skilled Nursing or Inter-
mediate Care Facilities

AHCA continues i‘fs endorsement of this provision which reeagnizes the thera-
peutic value of visits away from an institution and provides a more flexible
policy on such visits,

Additional Provigions

AHCA is suppnrtive of Ehe administrative and other miscellaneous improve-
ments contained in 8. 1470. The only exception is Section 33, which would
abn]gsh tl:le Health !nsurnnce Benefits Advisory Council. AHCA supports the
continuation and revitalization of IIIBAC.

8. 1391, H.R. 6575

Mr. Chairman, the I'resident’s cost contninment pro y
an, the I'resid S €08 1 posal would not apply to
long-term care facilities. We believe there are excellent reasons to supporII: I’trhis
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exclusion. Among the best reasons are: (1) nursing home per diem costs have
risen relatively modestly ; indeed a 99 cap would be almost completely super-
fluous; (2) there is no surplus of long-term care beds nationwide, hence an over-
all capital expenditure limit without regard to need would be very unwise ; and
(3) utilization, not inflation, has been the primary force behx_nd the rapidly in-
creasing Medicaid expenditures for nursing home care. (Medicare expenditures
for extended care are currently less than they were in 1969 in real dollars).

For these reasons, AHCA would be strongly opposed to any Congressional
decision to broaden the President’s plan to include long-term care facilities, On
the contrary, we would urge greater incentives for the use of long—ter:p care
facilities, HMO'’s, home health care and other alternatives to hospitalization
where appropriate.

CONCLUBION

In summary, AHCA urges this subcommittee to proceed expeditiously on the
mark-up and reporting of 8. 1470. I would also like to thank the Chairman for
eliciting the cooperation of the many groups affected by this legislation. The
results of this process are evident. S. 1470 is realistic and constructive legislation
which recognizes that our present programs must be put in order before any
attempt to expand benefits can be seriously contemplated.

Senator TaLmapce. The next, and final, witness today is Mr. Harry
Asmus, president, National Council of Health Care Services, accom-
panied by Jack MacDonald, executive vice president.

Mr. Asmus, you may insert your statement in full in the record and
summarize it in 10 minutes, if you will.

STATEMENT OF HARRY ASMUS, PRESIDENT, NATIONAL COUNCIL
OF HEALTH CARE SERVICES, ACCOMPANIED BY JACK MacDONALD,
EXECUTIVE VICE PRESIDENT

Mr. Asmus. Mr. Chairman and members of the subcommittee, my
name is Harry Asmus. I am the president of the National Council of
Health Care Services which represents a select group of proprietary
multifacility nursing home firms. Members of the national council
own and/or administer more than 80,000 beds in long-term care facili-
ties throughout the country.

We appreciate this opportunity to appear before you today and
submit a brief statement concerning S. 1470. The national council
commends you, Senator Talmadge and the committee members, for
taking the initiative in this bill to correct, and hopefully reform, the
medicare and medicaid programs.

We strongly support the intent of S. 1470 as reflected in the title
of the bill, “Medicare and Medicaid Administrative and Reimburse-
ment Reform Act.” That title effectively delineates the two areas that
are the cause of the major problems of the medicare and medicaid
programs,

The present diffusion and confusion in the administration of the
medicare and medicaid programs has created a regulatory quagmire
that has prevented the effective operation of the two programs. It has
also created problems in the enforcement of standards which, in many
instances, have led to the abuses noted by various critics of the health
industry. These problems involve eligibility criteria for beneficiaries,
the delivery of services, certification of providers, and payment for
services rendered under the program.

A more effective administration is required if this situation is to be
corrected. This can only result, however, if a single authority has the
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overall responsibility and accountability for determining the accepta-
ble scope and levels of services and monitoring and assuring that the
budgetary constraints are met for services rendered to beneficiaries.

Although one may argue that medicaid is significantly different
from medicare because it is administered by the States, nevertheless,
the States are administering the medicaid program under federally
mandated regulations, These regulations presently leave the States
with little flexibility once they have determined the beneficiary’s eli-
gibility and that individual’s need for services under the medicaid
program.

For these reasons, the proposed consolidation and restvucturing of
the responsible Federal agencies under a single anthority, the Assistant
Sceretary for Health Care Financing as set forth in S. 1470 would
greatly assist in resolving the confusion in the administration of the
medicare and medicaid programs, .

We are of the firm opinion that this type of massive restructuring of
the administrative bureaucracy of IIEW requires the “advice and con-
sent” of the legislative process. ‘Therefore, we firmly support section
90 in S. 1470. While there is a strong need to restructure the admin-
istrative system of the two programs, there is a counterbalaneing need
to stabilize the medicare and medicaid payment standards for long-
term care providers. The changes made as a result of the Social Se-
curity Amendments of 1972, Public Law 92-603, need to be evaluated
as to their impact before any major revisions, such as instituting per-
centage caps on revenues are made involving the skilled nursing and
intermediate care facilities, Mr. Chairman, in our opinion, this can
best be achieved under the format proposed by S. 1470.

Based on that view, the national conneil offers specific comments and
recommendations concerning the following sections of S. 1470.

In our summary on page 3 of our statement with regard to section
2 criteria for determining reasonable cost of hospital serviees—it is
our understanding that this section, as proposed in S. 1470. only per-
tains to hospitals. As a result, it would not preclude the nse of medi-
caid payment systems for nursing home services which have been de-
veloped by States pursuant to section 2 1) of Publie Law 92-603. These
svstems we feel should not be encumbered by the system outlined in
section 2 of S. 1470 or the concept of revenue caps which has been
introdneed in other legislation currently pending in Congress.

It is our recommendation that the Seeretary should bhe strongly
encouraged to utilize section 249 of Public Law 92-603 as a means to
develop “improved methods” for establishing prospective pavment
systems which contain costs for nursing home services for both the
medicaid and medicare programs.

On pages 5 and 6 in onr statement, section 3, pavments to promate
closing and conversion of inderntilized facilities, the National Coun-
cil would acknowledee the fact that there mav be at the present time,
an excess of hospital beds in some parts of the countrv. However, we
are concerned with the possible long-range results of these sections of
S. 1470, '

It should be noted that the shifting of excess hospital beds to an-
other purpose conld easily result in an execees of beds in that latter area.
At the same time. it might be neccesary at a later date to switch the
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hospital beds back to their original purpose which could result in a
shortage in the alternative service area.

Sengator Doce. If I may interrupt there, do you represent any rural
areas

Mr. Asmus. Yes, I personally am from Colorado.

Senator DoLe. Very small hospitals, that we think this section may
be very helpful to?

Mr. Asmus. In very remote areas—it would have to be very remote
areas, Senator.

Senator DorEe. I understand the problem you raise. I just wonder
what the alternatives may be in some of the small towns like Russell,
Kans., where we have a very small hospital. I am not sure what the
utilization rate is.

Mr. Asmus. I would say it would have to be very remote areas where
the hospitals are maybe 15 to 20 beds or less, and this is very remote.

On pages 6 and 7 of our statement, section 20, hospital providers for
long-term care service. It is our understanding that this section would
require parity in payments between free standing skilled nursing facili-
ties and hospital skilled nursing units on the basis of “an average rate
per patient-day paid for routine services.” The National Council
strongly endorses the payment provisions set forth in this section for
the payment for skilled nursing services furnished by a hospital.

On page 8 and 9 of our statement, section 21, rexmbursement rates
under medicaid for skilled nursing facilities and intermediate care
facilities, we strongly support this provision. It is our opinion that this
section would clarify the intent to allow State medicaid agencies the
discretionary authority to include a “reasonable profit” in cost-related
payment systems and rates developed pursuant to section 249 of Public
Law 92-603.

We would urge the committee to reaffirm its original intent of this
subsection as expressed in the committee’s report on the Social Security
Amendments of 1972,

On page 10 and 11 of our statement, section 22, medicaid certification
and approval of skilled nursing and intermediate care facilities, Mr.
Chairman, the problem in the area of certification and enforcement of
standards is not one of who should be certifying, inspecting, and en-
forcing, but rather one of unifying the standards and surveys under a
single authority. There is presently no one authority empowered to say
“yes” or “no” on a timely basis in response to a certification finding. -

As a result, this process can often be dragged out for an extended
period of time.

In regards to section 32, regulations of the Secretary, Mr, Chairman,
this provision is long overdue. It would directly address the type of
situation that has occurred under section 249 of Public Law 92-603
where the Department of HEW delayed implementing that section for
514 years.

The lack of timely implementation of provisions of the Social
Security Act has plagued the medicare and medicaid programs since
their inception. The damage which has occurred as a direct result
should not be underestimated.

On page 14 and 15 of our statement, section 46, rate of return on net
equity for for-profit hospitals, we support the percentage change in the
rate of return on net equity for proprietary hospitals and skilled
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nursing facilities prescribed in this : cction. We do so in (1ie context of
the present medicare payment system in that we do not feel that medi-
care’s current rate of return, after taxes, is competitive with that of
other service industries.

Mr. Chairman, at this time we wonld like to express our concern
about the manner in which profvs-ional standards review organi-
zations have approached skilled nui~ing and intermediate care serv-
ices and patients. It is not the type of a situation which this committee
intended when it approved enabling legislation in the Social Security
Amendinents in 1972

Very few PSROS have implemented programs for skilled nursing
and intermediate care patients, and very liftle functional guidance
has been provided to the facilities in this regard.

Asaresult, rather than PSRO’s functioning in a manner that would
alleviate much cf the confusion in the veview of services and the need
for them by patients, they have only added to the mysteries of the
ntilization and quality review process.

We would recommend that the committee consider an amendment
to N. 1470 which first would clearly delineate the functional relation-
ships of the PSRO’s for both skilled nursing and intermediate care
services under the medicare and medicaid programs. Second, we
wonld nurge that all other medical utilization review authoritics estab-
li-hed for purposes of the medicare and medicaid programs be
iimmediately consolidated and assumed by the PSRO’s.

Third, that it be specified that a PSRO’s authority is related to
the determination of the medical appropriateness of a given -crvice
and that the appropriate medicaid or medicare authority retains the
ultimate jurisdiction over program cligibility ecriteria of their
beneficiarvies.

My, Chairman, while we feel there are problems in the manner in
which PSRO’ are functioning in the long-term care area, we do not
support their piccemeal elimination. They can be effective and benefi-
cial to everyone concerned, including the patient, provider, govern-
ment and the public.

Mr. Chairman, in conclusion, again, we appreciate the initiative
which you have taken in holding these hearings and shown by intro-
ducing S. 1470. The need for reforming the administrative structure
of the Medirare and Medicaid programs is clear. The National Council
of Health Care Services feels that S, 1470 represents a large step in
that direction and on that basis, we concur with the scope of the
reform proposed in the bill.

Thank you.

Senator Tararanee. Thank you very much for your very constructive
testimony, Mr. Asmus.

Do you have any questions, Senator Dole?

Senator Dovr. No. I think it is an excellent statement. You raised
a number of good points; it is very helpful.

[The prepared statement of Mr. Asmus follows:]

STATEMENT of IHARRY ASMUS OX BEHALF oF THE NATIONAL CoUNcIL oF HEALTH
CARE SERVICES

The National Council commends Senator Talmadgze and the Committee mem-
bers for taking the initiative reflected in this bill to correct, and hopefully, reform



209

the Medicare and Medicaid programs. We strongly support the intent of 8. 1470
as reflected in the title of the bill “Medicare-Medicald Administrative and Relm-
bursement Reform Act”. That title effectively delineates the two areas which are
the cause of the major problems of the Medicare and Medicaid programs.

The present diffusion and confusion in the administration of the Medicare and
Medicaid programs has created a regulatory quagmire which has prevented the
effective operation of the two programs. It has also created problems in the en-
forcement of gtandards which in many instances have led to the abuses noted by
various critics of the health industry.

These problems involve eligibilty criteria for beneficiaries, the delivery of
services, certification of providers, and payment for services rendered under the
programs.

A more effective administration is required if this situation is to be corrected.
This can only result, however, if a single authority has the overall responsibility
and accountability for—

(1) determining the acceptable scope and levels of services, and
(2) monitoring and assuring that the budgetary constraints are met for
services rendered to beneficiaries.

Though one might argue that Medicaid is significantly different from Medicare
because it is administered by the States, nevertheless, the States are administer-
ing the Medicaid program under Federally mandated regulations. These regula-
tions presently leave the States with little flexibility once they have determined
thé beneficiary's eligibility and that individual's need for services under the
Medicaid program. For these reasons, the proposed consolidation and restructing
of the responsible Federal agencies under a single authority, the Assistant Secre-
tary for Health Care Financing, as set forth in 8. 1470, would greatly assist in
resolving the confusion in the administration of the Medicare and Medicaid
programs.

The National Counecil applauds the initiative shown by the Secretary of HEW,
Joseph Califano in administratively establishing the “Health Care Financing
Administration”, this has, in effect, resulted in the conceptualized reorganization
which is described in Section 30.

However, we are of the firm opinion that this type of massive restructuring
of the administrative bureacuracy of HEW requires the “advice and consent”
of the legislative process. Therefore, we firmly support Section 20 in 8. 1470.

While there is a strong need to restructure the administration systems of the
two programs, there is a counter-balancing need to stabilize the Medicare and
Medicaid payment standards for long term care providers. The changes made as a
result of the Social Security Amendments of 1972, Public Law 92-603, need to
be evaluated as to their impact before any major revisions such as instituting
percentage caps on revenues are made involving the skilled nursing and inter-
mediate care facilitles. Mr. Chairman, in our opinion, this can best be achieved
under the format proposed by S. 1470.

Based on that view, the National Council offers specific comments and recom-
mendations coneerning the following sections of 8. 1470.

Sec. 2. Criteria for determining reasonable cost of hospital services

It is our understanding that this section, as proposed in 8. 1470, only pertains to
hospitals. As a result, it would not preclude the use of Medicaid payment systems
for nursing home services which have been developed by States pursuant to
section 249 of Public Law 92-603. These systems we feel should not be encumbered
by the system outlined in Section 2 of 8. 1470 or the concept of revenue caps
which has been introduced in other legislation currently pending in Congress.

It is our recommendation that the Secretary should be strongly encouraged to
utilize section 249 of Public Law 92-603 as the means to develop “improved
methods” for establishing prospective payment systems which contain costs for
nursing home services for both the Medicaid and Medicare programs.

Sgc. 3. Payments to promote closing and conversion of underutilized facilitles

The National Council wounld acknowledge the fact that there may be, at the
present time, an excess of hospital beds in some parts of the country. However,
we are concerned with the possible long-range results of these sections of 8. 1470.

It should be noted that the shifting of excess hospital beds to another purpose
could easily result in an excess of beds in that latter area. At the same time, it
might be necessary at a later date to switch the hospital beds back to their
original purpose, which could result in a shortage in the alternative service area.
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We wounld also point out that there is a difference in physical plant standards
between hospitals and nursing homes. Nursing facilities are now being required
to have more floor space available than hospitals for patients outside, as well as
inside their rooms, for what the regulations define as general “activities of daily
living”,

It gis, therefore, our recommendation that the Committee should carefully
weigh and consider the possible ramifications of the conversion of excess hospital
beds on other segments of the indus~try. ‘Co put it simply, we are concerned that
the suggested cure might be worse than the disease,

See. 20, Hospital providers for long-term care services

It is ovr understanding thal this section would require parity in payments
between free standing skilled nursing facilities and hospiral skilled nursing units
on the basis of “an average rate per patient-day paid for routine services”, The
National Couneil strongly endorses the payment provisions set forth in this
section for the payment for skilled nursing services furnished by a hospital.
Sec. 4, Federal participation in hospital eapital expenditures

In vegard to subsection () of this section we would like to call to the atien-
tion of the Committee the problems created by the interpretation and resulting
regulations implementing the existing Scetion 1122 (g) of the Social Security Act.
The Department of Health, Education, and Welfare issued regulation (42 CFR
100.1031a) (1) ) on November 9, 1973, which reguire that the purchaser of an
existing facility must obtain approval for that purchase from the appropriate
comprehensive liealth planning ageney.

We would urge the Committee to give consideration to clarifying the intent
of the existing section as well as subsection (d) of 8. 1470 in regard to the simple
acquisition of existing facilities. We would urge that such simple acquisitions
be exewpted when there is no increase in the size of the facility or a change in
the services which they provide,

Ric, 210 Reimlmrsement rates under Medicaid for skilled nursing facilities and
intermediate carve facilities

We strongly support this provision. It is our opinion that this section wonld
clarify the intent to allow Srate Medicaid agencies the discretionary authority
fo inclnde a “reasonable pnont” in cost related payment systems and rates, devel-
oped pursuant to section 249 of 1'ublie Law 92-603.

We would also like to diaw the Committee’'s attention to the fact that subsec-
tion (1) of section 249 of I'ublic Law 92-603 has still not heen implemented by
the Department of Health, Lducation, and Welfare, Subsection (b) would pro-
vide an exeellent opportunity to simplify the payment structure faced by nursing
facilities pairticipating in the Medieare and Medieaid program. This would be
accomplished under subsection (b) in that the Secretary of HEW is permitted to
utilize a State’s Medicaid payment method developed in accordance with sub-
section () for purposes of the Medicare programs.

We would urge the Committee to reaffirm its original intent of this subsection
as expressed in the Committee’s “Report on Social Security Amendments of
19727,

Sec. 22, Medieaid certification and approval of skilled nursing and intermediate
care facilities

Mr. Chairman, the problem in the area of certification and enforcement of
standards is not one of who should be certifying, inspecting, and enforeing, hut
rather one of unifying the standards and surveys under a single authority. There
is presently no one aurhority empowered to say “res” or “no” on a timely basis
in response to a certification finding. As a result, this process can often be
dragged out for an extended period of time.

Baser on our experience, this process can be accomplished most expeditiously
at the local level. However. as the Committee is aware, this has in the past
resulted in a general lack of mniformity in the application of standards in
nursing facilities. Therefore, the consolidation of this anthority in the Secretary
may be appropriate. We would offer 1 word of caution though that this will ro-
quire a very streamlined administrative process at the Federal level if we are
to avoid a massive log jam of administrative delays in the certification process.
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SEec. 23. Visits away from institution by patients of skilled nursing or inter-
mediate care facilities

The concept refiected in this section is extremely important to both the nurs-
ing home patient and the facility. Patients should be encouraged to make visits
to their families and mot discouraged. The latter has been the practice, we are
=0rry to say, of the Department in the past, Even though ithey have recently
liberalized their policy, we commend Senator Talmadge for clarifying the statute
in regard to this issue.
Sec. 30. Establishment of Health Care Financing Administration

We support the proposed consolidation of agencies, as well as the administra-
tive and policy responsibilities set forth by this section. An effective administra-
tion of the Federal Government’'s participation in the Medicare and Medicaid
programs can only evolve if a single agency has the overall responsibility and
authority to fully administer the programs. Anything less is both duplicative
and cumbersome.

Sec. 31, State Medicaid Administration

We strongly endorse this section in that it clarifies the relationship between
the State Medicaid agencies and the Federal Government. This is particularly
true in regard to the areas of the accountability and the responsibility of the
Medicaid program to patients and providers.

SEc. 32. Regulations of the Secretary

Mr. Chairman, this provision is long cverdue, It would directly address the
iype of sitnation which has occurred under section 249 of Public Law 92-603
where the Department of Health, Education and Welfare delayed implementing
{hat secticn for five-and-a-half years. The lack of timely implementation of
provisions of the Social Security Act has plagued the Medicare and Medicaid
programs since their inception. The damage which has occurred as a direct result
should not be underestimated.
Sec. 33. Repeal of Section 1867

We would like to recommend that the Committee consider carefully the impact
of this section which would abolish the Health Insurance Beneflts Advisory
Council. This proposal would cut off one of the few formal inputs that the publie,
as well as the health industry, have into the agencies which govern and regulate

them.
While the Health Insurance Benefits Advisory Council has not always func-

tioned effectively, it could be a valuable source in the formalization of objectives
for the Department’s Health programs. We urge the Committee to consider re-
vising it in terms of possibly its membership makeup and its stated purpose, but
not eliminating it at this time.

SEc. 46. Rate of return on net equity for for-profit hospitals

We support the percentage change in the rate of return on net equity for
proprietary hospitals and skilled nursing facilities prescribed in this section.

We do so in the context of the present Medicare payment system, in that we
do not feel Medicare’s current rate of return, after taxes, is competitive with
that of other service industries.

Senator TaumApce. The committee will stand in recess until 8:30
tomorrow morning when we will hear from Bert Seidman, the
AFL~CIO representative as the first witness; Raymond T. Holden, the
chairman of the board of trustees of the American Medical Associ-
ation; Anthony G. Weinlein, the secretary-treasurer of the Service
Employees International Union; Neil Hollander, vice president for
Health Care Services, Blue Cross Association; A. B. Davis, Jr., execu-
tive vice president, chairman of the board of directors, Kansas Hos-
E!._tal Association; Morton D. Miller, the vice chairman of Equitable

ife Assurance Society of the United States; and Tom Greene III,
vice president of Paine, Webber, Jackson & Curtis, Inc., on behalf of
the Hospital Financing Study Group.

The committee will stand in recess until 8:30 a.m.

[Thereupon, at 10:30 a.m., the hearing in the above-entitled matter
was recessed to reconvene at 8:30 a.m. on Thursday, June 9, 1977.]






MEDICARE AND MEDICAID ADMINISTRATIVE AND
REIMBURSEMENT REFORM ACT

THUREDAY, JUNE 9, 1977
U.S. SENATE,

SuscommiTTEE oN HraLTH
oF THE CoMMITTEE ON FINANCE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 8:30 a.m. in room 2221,
Dirksen Senate Office Buil[zling, Hon. Herman Talmadge (chairman of
the subcommittee) presiding.

Present : Senators Talmadge, Dole, and Danforth.

Senator TarLmapce. The subcommittee will please be in order.

The first witness this morning is Mr. Bert Seidman, director, Social
Security Department, AFL-CIO. We are delighted to have you, Mr.
Seidman. You may insert your full statement into the record and
summarize it in 10 minutes.

STATEMENT OF BERT SEIDMAN, DIRECTOR, SOCIAL SECURITY DE-
PARTMENT, AFL-CIO; ACCOMPANIED BY ROBERT McGLOTTEN,
LEGISLATIVE DEPARTMENT, AND RICHARD SHOEMAKER, SO-
CIAL SECURITY DEPARTMENT, AFL-CIO

Mr. SemymaN. Thank you, Mr, Chairman.

With me this morning are, to my left, Robert McGlotten, member of
the legislative department of the AFL-CIO and to my right, Richard
Shoemaker, member of the social security department of the
AFL-CIO.

Senator TarmAapge. I am delighted to have your gentlemen.

Mr. Semman. The AFL~CIO appreciates the opportunity to appear
before the Health Subcommittee with respect to the Medicare-Medicaid
Administrative and Reimbursement Act.

Medical care costs continue to escalate at about twice the rate of all
goods and services as measured by the Consumer Price Index. The
impact of these rising costs on the Federal budget is substantial. In
fiscal year 1976, 42 percent of health expenditures came from public
funds. Federal payments for medicare, medicaid, and other health
programs totaled about $40 billion.

e combination of direct and indirect Federal, State, and local
government payments to the health industry makes the health industry
one of the most heavily subsidized industries in the country. This
subsidy amounts to over $64 billion.

(213)
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There is no way to contral these escalating costs until Congress
enacts a comprehensive national health insurance program such as
the health security bill (S. 3). Under health security the Congress
would establish a budget for health services and provide the financial
resources to pay for these services. Medical societies would be obligated
to negotiate realistic fee schedules so that the budget for physician
services could not be exceeded.

Likewise, hospitals and other health institutions would have to
negotiale their hudgets so that total expenditures for hospitalization
could not exceed the amount of funds allocated for institutional care.
A budgeting system of cost control is far more flexible than regulation
and is less costly as well.

Over the long run, the health security program is the least costly
of all national health insurance proposals that have been introduced
into the Congress. Under health security, and only under health secu-
rity, could health care costs be held to a constant percentage of the
gross national product which is, currently, 8.6 percent of the GNP.

Other national health insurance-bills split up the funding of NHI
between the Government and the private sector. The private sector is
divided between Blue Cross-Blue Shield and about 2,000 private
insurance earriers. Under such proposals, the providers of health care
would continue to dictate their remuneration. There would be no
OEtsi(})e limits to the amount of money the health industry could
absorb.,

The bill introduced by the distinguished chairman of this sub-
committee is a step in the right direction but does not go far enough.
There are two main thrusts in the bill:

One, it would establish a single prospective reimbursement system
for hospitals;

Two, it would attempt to induce physicians to aceept usual and
customary fees under medicare.

If a prospective hospital reimbursement program is to control
hospital costs, it must deal with three elements: One, intensity of
care; two, utilization; and three, routine operating costs.

Intensity of care is the primary cause of hospital cost inflation.
Txcessive utilization of hospital beds is the second most important
cause of escalating costs. But S. 1470 deals only with routine operating
costs which have contributed to only a minor degree to this inflation.
We conclude, therefore, that S. 1470 will not significantly contain
the escalation of hospital and medical care costs,

We find particularly objectionable the provisions of S. 1470 which
would, in effect. establish a system of wage control. Hospital wages
are too low in most communities and average less for the Nation as
a whole than those of workers generally or even service workers. They
have played almost no role in generating the inordinate escalation of
hospital costs. Yet, S. 1470, in effect, would place a ceiling on hos-
pital wages keeping them permanently below general wage levels.
These provisions are unacceptable to us as an infringement of the
rights of hospital workers to negotiate their wagzes with hospital man-
agement through the process of free collective bargaining.

We believe that a negotiated budget is a far more effective and flex-
ible tool for controlling hospital costs than the complicated system pro-
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vided in 8. 1470. However, hospital budgets would have to be negoti-
ated across-the-board and not just for patients covered by medicare
and medicaid. Otherwise, costs could too readily be passed on to private
patients whose premiums are paid by negotiated health benefit pack-
ages, group insurance, and individual health insurance policies.

The bill treats physicians very ¥ent1y. Physicians would be induced
to accept assignments by a possible $2 per encounter increase in their
income from medicare patients if they agreed to become participating
physicians. AP .

This simply will not work because nonparticipating physicians in
the medicare program make more than $2 extra per encounter from
their over-65 patients.

The AFL-CIO strongly recommends a negotiated fee schedule for
physicians. Such a fee schedule should be applied across-the-board and
not f'ust for medicare patients. In addition, physicians should be free
to elect payment by capitation. It is quite possible that some physi-
cians would prefer this method of reimbursement since it provides
improved continuity of care for the patient and almost complete elimi-
nation of paperwork for the physician.

We strongly favor the provision in the bill which relieves HMQ's
of restrictions on reimbursement for expenses related to capital ex-
penditures where the HMO can demonstrate that it can provide health
services effectively and economically.

The AFL-CIO supports provisions of the bill which would place
limits on cost reimbursement by medicare and medicaid to hospital-
based physicians who have percentage or lease arrangements with the
hospital. Radiologists, pathologists, and anesthesiologists have made
excessive profits from such arrangements.

Additional recommendations with respect to detsiled provisions
of S. 1470 will be found in our complete statement.

In conclusion, we believe the most effective way in which to achieve
control over escalating health care costs is to budget health expendi-
tures for hospital and physician services along the lines of the health
security bill.

For the interim period, we favor the approach of S. 1391, the admin-
istration’s hospital cost containment provisions with, however, some
important reservations with regard to wage control features which we
have set forth in our attached statement. We are strongly convinced
that Congress should not now enact a long-term program which might
have to be dismantled when & national health insurance program is
developed. Therefore, we urge that only a temporary cost containment
bill be reported out to be effective until Congress has an opportunity to
review the national health insurance proposal to be submitted to Con-
gress by the administration early next year.

That completes the summary of my statement, Mr. Chairman. The
details on many of these points, and others, are continued in the full
statement and we have also attached to our statement a copy of a sum-
;r;)ség (t)f %hstatgggnp sihaé;. we submitte(% tohanother committee with re-

0 the administration’s proposal, t i in-
ment Actof 1977, 8. 1891, L ro o e Hospital Costs Contain

Senator Tarmapee. Thank Mr. Sei o
inserted in the record. you, Mr. Seidman. All of that will be
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T congratulate you on a very thoughtful Statlm'nel}:. iI‘}.u; %l}l)lfjfi'z?nﬂ‘rh‘;
tee has given consideration to broadening the hospital reimburse il
provision to extend beyond medicare and medicaid as you recomm ]tl.

Mr. Seidman, if the Congress does, in fact, enact a national health
insurance bill, are you saying that the Federal GGovernment should pay
without limit whatever wage amounts employecs can negotiate with

spitals? ;

]m;ﬁ'.: Semwarax. We are saying two things, Mr, Chairman. In the first
place, we are «aying that there is no evidence whatsoever that wage
increases in the hospital industry have played any significant role In
the escalation. the tremendous escalation in hospital costs which has
occurred, not just within the past few years, but over a long period of
time. : oy )

T have a report of the Council on Wage and Price Stability which
was prepared by Prof. Martin Feldstein of TTarvard University. I
might say. Mr. Chairman, that Professor Feldstcin and we disagree on
many points. ITe is not particularly a friend of organized Jabor. But
in this report he makes it quite clear {hat the responsibility for the rise
in hospital costs does not rest at all with increased wages. He says,
“Although hospital wage rates have risen more rapidly than wages in
other parts of the cconomy”—and there he happens to be wrong: we
havea table in our testimony that shows that this is not true, neverthe-
less, this is what he <ay~: “These relatively greater wage increases are
responsible for only a <all part of the overall increase in the cost of
hospital care.

“Had earnings of hospital workers risen no faster than the average
for all private, nonfarm production workers, the annual rate of in-
crease in daily hospital costs would have heen only about 1 percentage
point lower.” Which makes it quite clear, therefore, that even with his
assumption, which is wrong, that hospital costs have risen faster than
other wages—this may be true in percentage terms, but not in absolute
terms.

The rise in hospital wages has had no appreciable impact on the
rise in hospital costs.

Now, in addition to that, we see no evidence whatsover that there is
going to be any tremendous increase in hospital costs in either nego-
tiated sitnations where collective bargaining between unions and man-
agement prevails or in other situations,

Therefore, we can see no reason for singling out this one sector of
the economy with imposition of wage controls on relatively low-wage
earners in this industryv. We are opposed to wage controls in the econ-
omy. I believe most of the Members of Congress and the administra-
tion are, as well, and we see no reason for imposing it in this industry.

Senator Tarmance. Ts there any test of reasonableness that you can
think of?

Mr. Semyan. The test of reasonableness is the test that occurs in
collective bargaining. Management has every incentive, particularly
where there are any controls on cost. to hold down wages. They al-
ways do. The workers in this industry are not so well-organized that

they can exact out of line wage increases and T have no reason to think
that they will.
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Therefore, I see no reason why there should be any ceiling, on
s s ge.n Zi's is nd% the

wage increages in this irdustry, when we all agree thatt
route to go for in the economy as & whole and there s no resson why
these workers should be slngf;d out for that kind of discrimination.

Senator Taraavee, You seem to support limits on hospital revenues
and controls on payments for doctors, and at the same time urge a
blank check for any or all wage increases in nonsupervisory hospital
employees. . ]

Mr. Semaan. Mr. Chairman, we might have s more difficult m
tion to uphold if, in fact, the increase in hospital wages had
largely responsibfa for the tremendous escalation of hospitgl costs.
But this is not true at all. There is no reason to think that it would be.

We do think that there should be controls on those elements of hos-
pital costs which have been responsible for the inflation in cost as well
as other sectors of the health care economy that have been Tesponsible.
We see no evidence whatsoever that these workers, low-paid workers,
have been responsible for this esealation. We see no reasen why a eeil-
-ing should be placed on them when nobody that I know of is proposing
to do anything similar in any other industry.

Senator TaLmapce. We were told yesterday by a witness that the
wage levels of hospital employees have not risen significantly in the
past and thus has not contributed significantly to the rise in hospital
costs. You said substantially the same thing today.

What percentage have salaries risen generally for health care work-
erssay in the last 5 or 6 years? ,

Mr. Semuan. We have a table attached to our testimony, appendix
A, which gives average hourly wages for nansupervisory employees in
hospitals. The latest year is 1976 : $4.18 as compared with $4.36 for all
service workers and $4.87 for total private employees.

You can see how much lower hospital wages are an the average.

‘With respect to your question, 5 years earlier, 1971, when they were
$2.96—I cannot do the (}igures in my head, Mr. Chairman. 'We hgve
some figures, however, in our table which do nat deal specifically with
the questions that you ask but they give you some idea of what has been
happening. We think it is able that wages have been risitig some-
what higher in hospijtals which have been organized IE' uniops than in
nonunion hospitals. We think that is the way it should ba; that is why
workers join unions. But even erganized hospitals have been unable to
ke&lag up with the cost of living.

1975, the median negotiated wage increase amounted to 7.7 percent
‘while the eest of living increased by 9.1 percent, and in 1976 the average
negotiated increase amounted to 6,4 percent while the cost of living
incressed-5.8 percent.

If you take the 2-year period, 1975-76, there was a drop in real wages
for hospital workers over that period.

Senator Taumaper. I believe it was two compared with seven,

Mr. Semman. Yeés,

Senator TaLmange. Fifty to sixty E:rcent, ig that about right?

Mr. Semaman, No. That would be about 40 percent. It is 2.96 to 4.18.

Senator Tarmance. Is one of the problems that some hospitals have
too many employees? -
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Mr. SemumaN. They may have too many employees in one sense ; that
is, that they have too many beds to begin with and they have patients
whoare in {ospitals unnecessarily when they should be getting ambula-
tory care. Therefore, they may have too many employees because they
have too many beds and patients in hospitals that should not be in

hospitals.
This is 2 question of management and does not relate to the workers

in any way.

Senator Tarmapee. Senator Dole?

Senator Dore. I am sorry I missed the testimony ; I was attending a
breakfast for Kansas. I apologize.

Senator TarLyapce. Thank you very much, Mr. Seidman, for a very
interesting statement.

[The prepared staternent of Mr. Seidman follows:]

STATEMENT OF BERT SEIDMAN, DIRECTOR, DEPARTMENT OF S0CIAL SECURITY, AMERI-
caN FEbpERATION OF LABOR AND CONGRESS OF INDUSTRIAL ORGANIZATIONS

The AFL-CIO appreciates the cpportunity to appear before this snbcommittee
today to present our views with respect to S. 1470, the Medicure-Medicaid Admin-
istrative and Reimbursement Reform Act introduced by the distinguished Chair-
man of this subcommittee.

The time is ripe for Congress to take action to control the unconscionable
esealation in medical care costs. President Carter’'~ health message to Congress
estimated that medical care costs will be $160 inllion in 1977 and will amount to
close to nine percent of the Gross National Product. Compare this to Canada which
has a social insurance health program which provides for its entire popu-
lation comprehensive benefits without any deductibles for only seven percent
of its GNP. Canada’'s costs are lower because they have a single social insurance
program rather than the fragmented private insurance we have in the United
States.

The average cost per day of a hospital stay has been increasing at a rate of
about double the rate of increase of the Consumer Price Index. According to the
Couneil on Wage and Price Stability, the average per day of a hospital confine-
ment was $191 in September 1976. This represents an 18.4 percent increase over
ibe same month in the previous year.

The impact of these escalating costs on the federal budget is substantial.
In fiscal year 1976, 42 percent of health expenditures came from public funds.
Federal, state and local government payments for health care totaled $58.8
billion. Total federal payments for health care, including Veterans Adminis-
tration and Department of Defense hospitals, construction and research, came
to 2299 billion. State and local government outlays for health were $19.0 billion
and tax subsidies for health purposes amounted, conservatively, to $5.6 billion.
The combination of direct and indirect federal, state and local government
payments to the health industry makes this one of the most heavily supported
industries in the country. The total annual subsidy to this industry amounts to
$64.4 billion.

It is disturbing that in the ten years that have elapsed since Medicare and
Medicaid were implemented, Congress has yet to take effective action to control
health care costs. The AFL-CIOQ, therefore, congratulates you, Mr, Chairman,
on your initiative in introducing S. 1470.

COMPREHENSIVE NATIONAL HEALTH INSURANCE

It is our opinion that there is no way to control these escalating costs until
Congress enacts a comprehensive national health insurance program such as
the Health Security Bill (8, 3) which chaunels all funds through a single
government agency with the power to review hospital budgets and negotiate
with them as to the amount of their total reimbursement. The give and take of
such negotiations is far more flexible and effective than regulations. Similarly,
medical societies should have the opportunity to negotiate fee schedules with
the responsible government agency and doctors should be required to accept
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‘negotiated fees in full payment for services rendered. Doctors could participate
or not participate in the program, but nonparticipating physicians would have
to confine their practices to the few wealthy patients who could afford to pay
their excessive fees.

Briefly this is how the Health Security Bill (8. 3) would work. The Health
Security Bill would establish a national health expenditures budget comprised
of Social Security taxes earmarked for health matched by federal general
revenues. The only way in which providers could increase their revenue faster
than incomes of the population as a whole would be to come before the Senate
Finance Committee and the House Ways and Means Committee and justify
an increase in taxes. Thus, Congress would decide what percentage of the gross
national product should be allocated for health care.

Asg it is now, the government, Blue Cross and insurance companies are simply
issuing blank checks for the providers virtually to flll in as they please,

The budgeting of health expenditures as provided by Health Security would
not alter the present ownership of hospitals or the private practice of medicine,
The delivery of health services would remain in the private sector.

The national budget for health expenditures would be & set amount in any
given year. This national budget would be allocated to health regions and in
turn to health services areas. The allocation would be based primarily, on two
factors:
Expenditures for the prior year adjusted for inflation and productivity;

The need for health services.

For example, for physician services over-doctored health service areas would
receive a somewhat lower budget, on a per capita basis, than under-doctored
areas, clearly an incentive for better geographical distribution of physicians.
Similar considerations would apply to facilities.

Becauge of built-in cost controls in & budgeting system, detailed regulation
is not needed to conrtol costs. Essentially, providers would have far more freedom
to experiment and innovate under a budgetary system than under a regulatory
system. Moreover, the budget approach provides incentives for pbysicians to
become involved in better organizational arrangements for the delivery of care.

In a budgeted system of cost control, due weight would be given to historical
costs. That is, due weight would be given to the prevailing pattern of hospital
and institutional charges., Due weight would also be given to current fees for
physicians and other provider services, However, allocations for institutional
and practitioner services would be adjusted to take into account the need of
patients for medical care.

This is the approach of the Health Security Bill (8. 8).

Ii should be emphasized that these decisions with respect to the allocation of
funds for health services would not be made unilaterally by the Federal govern-
ment. The Health Security bill provides for the allocation of money in con-
formity with state and local planning. The Health Systems Agencles (HSAs),
the State Health Planning and Development Agencies (SHPDAs) and the state
advisory councils and the Statewide Health Coordinating Councils (SHC(s)
have been organized under the National Health Planning and Resources Develop-
ment Act of 1974. This law provides for consumer, governmental and pro-
vider participation in the planning process. Thus, decisions with respect to
resource allocation would not be dictated by the federal government as is so
often alleged by the opponents of Health Security.

HEALTH SECURITY LEAST COSTLY OF ALL NHI PREOPOSALS

The escalating federal expenditures for health services should bring into
perspective the cost of the Health Security Program. Health Security has been
the object of a propaganda attack that it costs too much. The fact is that
Health Security over the long haul would be the least expensive of all national
health insurance proposals. With Health Security, the national health expendi-
tures budget could be held at or below the present 8.8 percent of the Gross
National Product. It should be noted that this year Canada enacted a law
which will relate federal payments to the provinces for health services to a
constant percentage of the Canadian GNP. Canada has put the providers of care
on notice that Canada will pay seven percent of its GNP for health eare and
no more.

There i8 no question that the health industry can absorb virtually unlimited
amounts of money. One unique aspect of medical care is the degree to which
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physicians control the demand for health services. Yet, physicians seldom think
about the cost of the care they engender.

After the first contact with the physician, which is initiated by the patient,
the doctor establishes the patient’s course of treatment. The doctor advises the
patient when he or she should come back for a follow-up otlice visit—next week,
in 10 days or next month. The doctor orders the lab tesis and X-rays. If the
doctor deems it advisable, he or she hospitalizes the patient and decides when
the patient can be discharged. The doctor writes the prescription, usually for
costly trade name drugs, and gives instructions to interns, residents and nurses.

Another unique aspect of medical care is that the training of g physician
emphasizes that any medical expense is justified. Thus, marginal improvements
in the quality of care, even if achieved at substantial cost, can always be
supported.

5. 1470

Considering the magnitude of the problem, 8. 1470 is a step in the right
direction but it is our view that it does not 2o far enought. The bill's principal
thrust is in two directions: Section 2 would establish a single prospective re-
imbursement system for hospitals; and Section 10 would attempt to induce
physicians to accept usual and customary fees under Medicare.

There are numerous other provisions, but we propose to limit our comments
to the following sections :

Section 4. Federal participation in hospital capital expenditures.

Section 12. Hospital-associated physicians,

Section 14. Payments on behalf of deceased individuals.

Section 22, Medicaid certification aud approval of skilled nursing and
intermediate care facilities.

Sec. 30. Establishment of Health Care Financing Administration.

Sec. 33. Repeal of Section 1867,

Sec. 44. Disclosure of aggregate payments to physicians.

Sec. 46. Rate of return on net equity for for-profit hospitals,

. B. 1470 is a very complex bill which would essentially rely on detailed
regulation. Its implementation would require a large number of investigators
and enforcers. Unless sufficient funds were provided to police the providers
there would, undoubtedly, be widespread evasion of its provisions.

HOSPITAL REIMBURSEMENT

The major thrust of the bill would be to establish an incentive reimbursement
method rewarding hospitals whose routine operating costs are less than average
and penalizing hospitals whose routine operating costs are more than 20 percent
ahove average, While some high cost hospitals would have to become more effi-
cieut, or be phased out, the upward trend of average hospital costs would con-
tinue heenuse the organization of hospital services would not be altered and the
growth in utilization of new services and technology would continue unabated,

To be effective, a prospective hospital reimbursement scheme must deal with
three elements: (1) intensity of care, (2) utilization and (3) routine operating
costs. By focusing on only one of the above elements, such as routine operating
costs, every hospital can too easily increase its revenues by expanding the other
two elements,

The recent staff report of the Council on Wage and Price Stability, “The Rapid
Rise of Hospital Costs” shows that the intensity of care has been the primary
cause of hospital eost inflation.

A study sponsored by the National Planning Association, “Technological Dif-
fusion in the Hospital Sector” shows that intensive eare units (ICUs) in hos-
pitals were relatively rare in 1958 when niune perceut of a1l community hospitals
reported them. By 1974 virtually all hospitals with 200 or more beds reported
baving ICUs, 85 percent of those with 100~199 beds had them and 40 percent of
those with fewer than 100 beds had them. We would suggest that the great ma-
jority of ICUs 1n hospitals with less than 200 beds are an unnecessary expense
if they are withio one hour of a medical center or large hospital by motor or air
ambulance,

The study reported similar problems with respect to therapeutic radiation
equipment and open heart surgery units. Not covered in the study is the pro-
liferation of CAT (computerized axial tomography) seanners, No doubt the
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OATT scanners are & nseful diagnostic tool but must every hospital have one? Once
purchased at a cost of $800,000-$500,000 they will have to be amortized.

It is important to recognize that new technology and new equipment is invari-
ably purchased without evaluation ae to their effectiveness. One study in Britain
found that survival rates for heart attack vietlms were at least as good for
patients cared for at home as for those who recelved intensive care,

Yet, we find very little in 8. 1470 which addresses the problem of proliferation
of medical technology which is never evaluated in terms of life saving potential
nor cost effectiveness. In fact, 8. 1470 would Invite escalation of these costs.

In the first place, the bill relies on the health planning legislation to control
capital expenditures, This legislation hes been in effect for ten years now, and
there is not a shed of evidence that planning has been able to control ecapital
expenditures for new technology. With the passage of Public Law 03-841, Con-
gress has given planning agencies now powers. Hopefully, these new powers will
curtail such eapital expenditures. However, we are skeptical. In the first place
8 minimum representation of providers on Health Bystems Agencies Planning
Hodies must be from 38 to 49 percent. Their pocketbooks are directly affected by
planning declsions. but the pocketbooks of consumers are only indirectly and
remotely affected by such decisions. At any given meeting, therefore, the ma-
jority of those in attendance will likely be providers.

Secondly, the ancillary service costs would continue to be nncontrolled so that
medical technologists required for the operation of new equipment would be
exempt from the prospective reimbursement provisions of 8. 1470.

Third, section 2(an) (4) (F) states: “If a hospital satisfactorily demonstrates
to the Secretary that, in the aggregate, its patients require a substantially
greater intensity of care than is generally provided by the other hospitals in the
same category, resulting in unusually greater routine operating costs, then the
adjusted per dlem payment rate shall not apply to that portion of the hospital's
routine operating costs attributed to the greater intensiy of care required.”

What patients require with respect to intensity of care is a medical decision
and there is a community of interest between the medical staff and the hospital
administrator with respect to inereasing the intensity of care.

Fourth, the incentive reimbursement provisions of the bill specifically ex-
clude “direct personnel and supply costs of hospital education and training pro-
grams” as well as the ‘“‘costs of interns, residents and non-administrative
physicians.” Thus, there is an incentive for every hospital to institute, if it
doesn’t have one, an educational and training program.

It is our conclusion that 8. 1470 would accelerate the trend to more and more
intensive care—the primary cause for hospital cost inflation.

8. 1470 does not have any provision that would stop hospitals from increasing
utilization, the second most important factor in controiling hospital costs, As
we understand the bill, the Secretary would be reguired to establish a classifica-
tion system for short-term general hospitals bnsed on the number of beds in the
hospital.

The “routine operating costs” of all the hospitals in each category would be
averaged. This average ccst would become the hospital’s per diem payment rate
for “routine operating costs” for services to patients covered by Medicare and
Medicaid. After the per dlem payment rate had heen thus established, therefore,
any increases in hospital utilization would result in lower costs and a larger
surplus which would have to be shared with the government. This would be a
built-in incentive for hospitals to increase utilization for Medicare and Medicaid
patients. 'fhus utilization, the second largest factor responsible for rising haos-
pital costs, would be encouraged.

Moreover, hospital administrators are not going to lock favorably npon re-
turning one-half of any savings back to the government. They would have, on
the contrary, an incentive to increave the intensity of care by, for example,
purchasing a CAT scanner or some other expensive equipment. Hospital admin-
istrators are in no position to resist the demands of the medical staff because
their customers are doctors, not patients. The transfer of the affiliation of even
one doctor to another hospital would result in a substantial loss in hospital
reveaues.

‘While 8. 1470 does Httle to control the most inflationary elements of hospital
costs, it would control the wages of hospital workers. It is the position of the
AFI~CIO that the wages of nonsupervisory employees must be determined by
free colleetive bargaining where such employees are organized.
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The incentive reimbursement system applies only to routine operating costs
such as the cost of supplies and food which are only marginally controllable by the
hospital. The controllable items of routine operating costs, the wages of nurses,
the wages of clerks and stenographers, the wages of janitors and engineers in the
maintenance department, would be controlled by the bill, The costs of capital,
costs of education and training, physician costs, energy costs, fuel costs, malprac-
tice insurance expense and ancillary service costs (not defined) would continue to
be reimbursed on a cost-plus basis under Medicare and Medicaid. In fairness,
routine operating costs would include the salaries of management and supervisory
personnel. However, we cousider it highly unlikely that management would cut
their salaries or even hold them constant. In our judgment, 8. 1470 is not a cost
containment bill. Rather, it is a wage control bill. No wonder the hospitals favor
8. 1470 over the Administration’s Bill, S. 1391.

Hospital wages still lag behind the average wages for all private nonsupervisory
employees and even behind the average wages for service employees, In 1976, the
average hourly earnings of nonsupervisory employces in all nonfarm cmploy ment
amounted to $4.87. For service employees, it was 54 36 and for bospital workers
only $4.18. Assuming a full work-year of 2080 hours. the annual earnings of the
average hospital worker would come to ¥~iG04, substantially below the level of an
austerity budget of $10,041 for a family of four in an urban community. From 1968
to 1976 the wages of hospital employees ncreased by only $1.87 while those of
employer~ in service jobs increased by $1.93 and of all nonsupervisory employees
in private industry by $2.02 even though it was during this period that hospital
employees gained coverage under the Fair Labor Standards Act and for the first
time large numbers of them were benefited by collective bargaining negotiations.
(See Appendix A for the average hourly earnings fom all private employment, all
service employment and hospital employment from 196S to 1976).

Collective bargaining settlements in the nospitnl industry have been modest. In
1975, the median bargained wage increase amounted to 7.7 percent. In that year,
the cost-of-living rose 9.1 percent. Even organized hospitals were unahble to keep
up with the cost-of-living. In 1976, the average negotiated wage increase amounted
to 6.4 percent while the cost-of-living increased 5.8 percent which still meant a
drop in real wages over the two-year period.

The AFL—CIO unions with substantial membership in the hospital industry are
the Service Employees International i "nion and the American Federation of State,
County and Municipal Employees. These unions will be testifying in more detail
with respect to wages in the hospital industry and with respect to their collective

bargaining contracts. o .

The recent staff report of the Council on Wage and Price Stability, “The Rapid
Rise of Hospital Costs,” clearly shows that hospital wages have only been a minor
faetor in escalating hospital costs. Total lahor costs were the souree of only about
one-tenth of the annual increase in average costs per patient per day. Aceord-
ing to the American Hospital Association, payroll expenses have steadily declined
as a proportion of total hospital expense from 66 percent in 1962 to 51 percent in
the last quarter of 1976. But AHA payroll data includes salaries of supervisory
employees. The percent of hospital expenses represented by nonsupervisory em-
ployees is only 35 percent.

Thus, wage increases of nonsupervisory employees have almost no bearing on
the runaway inflation in hospital costs.

The principal cause of hospital cost inflation is not wages but the control
doctors exercise over the manpower and capital resources of the hospital. This
control in voluntary hospitals is exercised without any accountability to either
the hospital or to the public. The result is dual administration, poor planning,
duplication of expensive and seldom used equipment and the purchase cf new
equipment the effectiveness of which is seldom evaluated.

'Therefore. we find particularly objectionable Section 2(b) (an) (3)(E) of the
bill which, in effect, would establish a system of wage control. It would limit
wages and salary increases for hospital employees, but not for doctors, in areas
where wages and salaries are generally low. Paradoxically, in highly organized
areas where wages were already at more adequate levels but where wages in some
hospitals lagged behind the average, some hospital wages would be allowed to
rise to the average wage Iev'el provided the hospitals were not in the high cost
bracket. But high cost hospitals. at or close to, the 120 percent ceiling would
not be able to raise the wages and salaries of their employees even if they were
below the average in a given area. Where hospital wages are higher than the
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average wage level, such as might happen in small communities where the only
organ.lgzed gploye]éa are hospital workers, the wages of hospitals would have to
be lowered to the average wage after October, 1979. We find this is completely
unacceptable and clearly inconsistent with the principles of free collective
a. ning. .

» il:gl;?re agre other difficulties. The average general wage levels are simply no*;'
available throughout the country. Nor are the average wage levels of hospita:
employees. The gathering of such information would run into millions of dollars.
Moreover, even if it were possible to gather this data it would not be usetul.ulé
would be like trying to compare oranges and apples. The mix of skills in hospl

employment is very different from the mix of skill in the general community.

Another weakness of the bill is that the reimbursement method would apply
-only to Medicare and Medicaid payments. :

nllfl our opinion the approach to hospital cost containment of the Administra-
tion’s Bill, 8. 1391, is far superior to that of S. 1470. 8. 1391 establishes a ceiling
on each hospital’s total revenue. The result would be that each hospital would
have to address itself to all three elements that cause hospital cost ln_ﬂatlon.
namely : (1) intensity of care, (2) utilization and (3) efficlency of operation. Al-
though the cost constraints would be more effective each hospital ‘would have
more flexibility than under 8. 1470. To hold to the estimated “cap” of an allowable
nine percent increase in total revenues, a hospital could, for example, close down
.a seldom used open heart surgery unit, eliminate its intensive care unit, sell its
seldom used high voltage radiation therapy unit or defer purchase of a CAT
scanner provided, of course, such units and scanners were avallable in the com-
munity. The hospital could bring pressure to bear on its medical staff to reduce
unnecessary utilization or increase the efficiency of its operation or even resist
wage increases for their underpaid employees. All these options and more would
be available to the hospital.

The Administration Bill, moreover, would only require a small staff to enforce
its provisions. 8. 1470, on the other hand, would require an army of investigators
and volumes of regulations.

We do recognize that 8. 1391 can only be a short-term solution to escalating
hospital costs. The high cost inefficient hospital can increase revenues by nine
percent—the same percentage increase that is allowed an efficient low-cost
hospital. In short, inefficiency is rewarded and efficiency penalized. But all that
is required is a short-term program. Our main objection to the Administration
Bill is that it also attempts to control wages. (See Appendix B for the summary
of our statement on 8. 1391 before the Senate Resources Committee).

The Carter Administration plans to introduce a national health insurance
bill by March 31, 1978. Whatever program the Administration proposes, it will
have to deal with escalating medical care costs. We think the most effective
and flexible cost containment measure would be a negotiated budget on a hos-
pital by hospital basis. In any event, we are strongly convinced that Congress
should not enact a long-term program which might have to be dismantled when
t{:e thrust of the Administration’s national health insurance program becomes
clear.

8ec. 10. Agreement by physiclans to accept assignments

With respect to physiclan reimbursement, 8. 1470 treats doctors very gently.
Under the bill there would be “participating” physiclans under the Medicare pro-
gram. A participating physician would be one who agrees to acecept assignments in
full reimbursement for services to Medicare patients.

Participating physiclans would be allowed to submit their claims on a simpli-
fied, multiple-listing basis rather than submitting individual claim forms. It is
estimated that the simplified multiple-listing form would save $1 in administra-
tive expense which would be passed on to the participating physician. In addition,
it is claimed that the simplified multiple-listing forms would also save the partie-
ipating physician another $1 in billing, collection and office paperwork costs and
thereby result in an extra $2 of income for the participating physician.

While we find the $1 reduction in Medicare administrative costs creditable. the
experience of the United Mine Workers of America with thefr simplified multiple-
listing claim forms for their participating physicians indicates the doctor does
not save anywhere near an additional $1 in his office costs.

But even if participating doctors could save $1 in their office expense by using
simplified multiple-listing claim forms, this together with the extra $1.00 allowed
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by Medicare would come to an increase in income of $2.00 per patient encounter
for the participating physician. Most doctors who refuse to accept Medicare
assignments charge more than $2.00 over the usual and customary fee allowed by
Medicare.

As an alternative to the bill’s approach, we recommend a negotiated fee sched-
ule in the various Medicare reimbursement areas for Part B of Medicare. Physi-
cans should then be required to accept such fee schedules in full payment for
services rendered. However, to be fully effective such fee schedules should be ap-
plied across-the-board, not just to Medicare, Otherwise physicians would likely
raise their fees for private patients, thereby creating three levels of care: one
level for private patients, another level for Medicare patients and a bottom level
for Medicaid beneficiaries.

Physicians should also be free to select payment by capitation for patients who
choose to receive all of their primary care from such physicians. Physicians who
elect capitation as a method of reimbursement for their services might well dis-
cover that such a payment mechanism results in better continuity of care for the
patient and almost no paperwork since a separate claim for each service is
unnecessary.

The experience of HMOs has shown that capitation payments reverse the in-
centives of physicians. Under fee-for-service, doctors make more money for treat-
ing sick patients; and the sicker the patient, the more the doctor makes. Under
capitation, doctors make more money if they keep their patients well.

Capitation is the way in which medical groups are generally reimbursed in
prepaid group practice plans. This is the primary reason hospital use in such
plans is two to two and one-half times lower than in fee-for-service reimburse-
ment by Blue Cross-Blue Shield and commercial insurance plans.

We strongly support Section 4(d) (B) (2) which allows the Secretary to deter-
mine that an exclusion of expenses related to any capital expendirure by a Health
Maintenanee Organization which has demonstrated that it can provide health
services economically and that such exclnsion would discourage the operation or
expansion of such HMO. then such expenses related to capital expenditures
would, regardless of need, be allowed.

Section 12 of S, 1470 would not recognize for Medicare and Medicaid reim-
bursement purposes percentage or lease arrangements for radiologists, pathel-
ogists and anesthesiologists where such arrangements resnlted in higher costs
than if such specialists were employees of the hospital. We support this provi-
sion in the hill whicl would limit these arrangements.

We also aie in favor of Section 14 which would permit payment by Medicare
on the hasis of 2 non-receipted bill for eare directly to the legal representative of
a deceased Medicare beneficiary hnt snggest this problem could better be han-
dled by requring all physiciang to accept assignments for deceased Medicare
beneficiaries.

The AFL-CIO strongly supports Section 22 of the bill which would make the
Secretary of HEW the final certifring officer for skilled nursing and intermediate
care facilities nnder both Medicare and Medicaid. Present law gives the Secretary
this authority with respect to skilled nursing facilities participating under Medi-
care only, vr both Medicare and Medicaid. but not where they participate only
under Medijcaid, Thus. substandard nursing homes have continued in operation by
aceepting only Medicaid patients.

We find Section 30 which establishes a Health Care Financing Administration
by law redundant since the Secretary of HEW las already begun to reorganize
the Departinent by establishing a Health Care Finanecing Administration.

Section 33 of 8, 1470 wonld terminate the Health Ingurance Benefits Advisarry
Council (HIBAC). The AFL-CIO deplores this provision. HIBAC does provide
some megsure of publie accountability in the administration of Medicare and
Medicaid and can make a major contribution to these programs. The advisory
council should be continued.

We disagree, however, with Section 44 which would prohilit the release of
the names of physicians who have heen paid large amounts for treating Medicare
patients. Admittedly. HEW has made some serious errors in releasing such
information and such errors must be corrected in the future, but the publie has
the right to know what physicians are exploiting the program.

Section 406 of the bill increases the rate of return on net equity of for-profit
hospitals and skilled nursing homes to two times the average rate of return on
Social Security investment from the present cne and one-half times, We feel this
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1s uncossciopable alnce.investigations. b Subeommittee on Long-Term Care
of the Special Gommittee on Aging of t’ﬁfw gte have revenled deplorable amd
uph;lglva conditions in the for-profit 1 home industry. We oppose this
provigian, , e s )

In conglusion, Mr. Chalrman, we believa the cost coutrol'pi-ovhlcms of Health
Security-—that Is, & bnﬁ_ aystem for nstitutional services—wouid be the
most effective way hy w o escalation of hospital coats cotld de codbained;
Admittedly, such a control weuld best be catried o\t if all payments for health
serviges were channelled through a single agemcy of govetnment such a&s in
Health Security.

In order for such a program to work, it is quite clear, in our opinton, that the
budgat review must encompass the haspital's total budget and not just that part
of the institution’s budget that would apply to Medicare and Medicaid Benefl-
claries, Caps on part of the hospital budget for federal and state beneficiariea
would leave health care institutions free to raise charges to private patfents.
This merely shifts costs but does not contain them, The premium cost to collee-
tively bargained health plans would increase, along with all other premiums, to
cover any shortage of payments for Medicare and Meftcaid beneficiaries.

For physicians, we would support negotiated fee schedules which should be
accepted by doctors as full payment for services dered. These fee schedules
would also have to be applied across-the-board. Capttation payments should be
an alternative method of reimbursement for those practitioners who elect this
method of payment.

We hope the Health Subcommittee of the Senate Finance Committee will give
consideration to our views and that only a temporary cost containment program
along the lines of the Administration’s proposal but embodying the changes we
bave suggested should be enacted until such time as the Administration has the
opportunity to introduce a national health insurance blll next year.

APPENDIX A

AVERAGE HOURLY EARNINGS (NONSUPERVISORY EMPLOYEES)

Total private Searvice Hospitals
B e A .85 $2.43 2.4
M e s s i 2.61 2.57
is:* e e R b B s iz 2.81 .73
L S A e e T e o e PR 343 m 2 :
197 i - 3480 3,
I3 T 3. 34 322
19M4..... 2 4, 3.76 345
TOTD i com i oy i o m 4.54 4,08 3
1970... . ; w 4.36 418
Dollar increase 1968-76. .02 1.83 1.7

Source: Bureau of Labor Statistics.
APPENDIX B

BUMMARY OF STATEMENT OF ANDREW J, BIEMTLLER, DIRECTOR, DEPARTMENT OF
LEGISLATION, AMERICAN FEDERATION OF LABOR AND CONGAESS OF INDUSTRIAL
ORGANIZATIONS BEFORE THE SENATE HEALTH SUBCOMMITTEE OF THE HUMAN
ﬁia% qrouurrm, oN THE HosPITAL Cost CONTAINMENT AcT oF 1077—

Y 1

On behalf of the AFL-CIO we wish to express our appreciation for the
opportunity to testify before the Subcommittee on Health on the Hospital Cost
Containment Act of 1977 (8. 1301).

8. 1801 ectablishes a Federal program of hospital cost containment which
1s designed to place a cetling on future increases in hospital costs. The average
eost of a hospital stay has been in at about double the rate of the
increase of the Consemer Pricé Index. Cleatly, something must be dome to
¢ontain the escalation in'hospital costs,

The Administration’s bill has some strengths and some wealmesses. One
strength is its provisions to place a ceiling on total hospital revenues. This
comprehensive approach would contain not omly hospital charges but also ex-
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cessive utilization of hospital beds and extravagant use of personnel and capital
resources, some of which is of marginal value in diagnosing and curing disease.

However, a ceiling on hospital revenues can only be a short-term solution to
the hospital cost escalation problem. As time goes on, any attempt to regulate
a single industry to the exclusion of others tends to build up distortions and
stresses with respect to the allocation of human and capital resources. The
high cost inefficient hospital would receive the same nine percent increase in
revenues as the low cost efficient hospital. Inefficiency would, therefore, be
rewarded and efficiency would be penalized. Also, even if hospital costs are
contained, 8. 1391 does nothing about the escalation of doctor fees or the
increasing costs of diugs, nursing home care and bhome health services, Voluntary
hospitals will inevitably attempt to transfer their expensive patients on to the
public hospitals in order to contain their costs.

‘We see no reason why big-city public general hospitals should be covered under
the bill. Such hospitals are already under stringent municipal and county budget
controls, In fact, these hospitals are underfunded.

A much more effective way in which to control hospital costs would be to
phase-in the principles of the Health Security Bill (8. 3) introduced by the
distinguished Chairman of this Subcommittee. Under this approach, the Health
Security Board would be empowered to negotiate hospital budgets on a hospital-
by-hospital basis. Such an approach would provide flexibility, equity and maxi-
mum adaptation to local circumstances.

The wages of nonsupervisory employees lag behind the wages of such em-
ployees in private industry generally and in the service industry. For this reason,
the wages of hospital employees should be established through free collective
bargaining and not be restrained by the hospital cost containment program.
In recent years, the average wages of nonsupervisory employees in hospitals
bave risen less than nine percent annually and, therefore, pose no threat to
the nine percent increase in hospital revenues which would be allowed by the
bill.

The recent staff report of the Council on Wage and Price Stability, “The Rapid
Rise of Hospital Costs,” clearly shows that bospital wages have only been a
minor factor in escalating hospital costs. Total labor costs were the source of
only about one-tenth of the annual increase Iin average costs per patient, per
day. According to the American Hospital Association, payroll expenses have
steadily declined as a proportion of total hospital expenses from 66 percent in
1962 to 51 percent in the last gquarter of 1976. But AHA payroll data includes
salaries of supervisory employees. The percent of hospital expenses represented
by nonsupervisory employees is only 35 percent.

Thus, since wage increases of nonsupervisory employees have no bearing on
the runaway inflation in hospital costs, we strongly urge the exclusion of the
wiages of nonsupervisory employees from the hospital's base accounting year
for purposes of determining the allowable increase.

However, request for such exclusion shonld not be optinnal with the hos-
pitals as is provided in Section 124 of S. 1391. This section purports to exempt
nonsupervisory personnel wage increases from the hospital revenue limit. Instead,
it provides an incentive for hospitals to continne to increase expendilures in
those areas which have been most responsible for health ecare inflation. This
loophole is provided by the optional nature of the recalculation of revenne limifs
as stated in Section 124. In short, if hospitals request a modifieation of their
revenues to eliminate the effects of nmonsupervisory wages, then nonlabor costs
can only rise by the permissible limit (e.g., nine percent). 1f on the other
hand, a hospital does not request such a modification, then it is possible for non-
labor costs to rise by as much as 14 percent by shifting the burden of the
program onto the shoulders of low-wage workers by mot granting such workers
any increases,

The example that is contained in our full statement illustrates the problem.

The solution to this flaw in the legislation is to require the Secretary to wodify
for all hospitals the inpatient hospital revenue limit to assure exclusion from
the base of any wage increases of nonsupervisory employees.

This can readily be accomplished by dropping the language at the beginning
of Section 124 (a) which states:

“At the request of any hospital which is subjeet ot the provisions of this
title and which provides the data necessary for the required caleulation.”

A major problem with the bill is that it initially allows a minimum of six
states to opt out of the federal hospital cost containmest program and operate



227

their own program as long as such states meet the Federal criteria. However,
the provisions in the Federal law which are designed to provide for free collec-
tive bargaining are not included as one of the requisites for such state adminis:
tration, In addition, other states could opt out of the Federal program in future
years thereby emasculating uniform and effective administration.

The AFL-OIO strongly favors a Federal program with uniform standards
and uniform administration. If, however, states are allowed to administer their
own program, one criterion that should be required of the states would be that
they adopt the Federal standard which would exclude nonsupervisory wages
from the cost containment formula. This is implied in President Carter’s health
message but it is not specifically included in the bill. ’

Highly objectionable to the AFL~CIO is the provision in the bill which pro-
vides that the Secretary of the Department of Health, Education and Welfare
would have the authority to review but one aspect of the program—the pro-
visions relating to wages—and subsequently be able to modify or eliminate the
exclusion of nonsupervisory wages. It is the position of the AFL—CIO that the
Secretary should report to the Congress as to how the entire program is working
within eighteen months 8o that Congress can take whatever actlon it deems
appropriate. 8. 1391 cannot be more than a temporary program since the regu-
lation of a single industry involves many complexities and potentially serious dis-
tortions. The entire program, therefore, should be reviewed by March 31, 1879.

The disclosure requirements of the bill are completely inadequate. As stated by
AFL-CIO President George Meany, “for too long, hospitals have operated under a
veil of secrecy despite the fact that tax dollars are a major source of hospital
jncome. Taxpayers have a right to know how these funds are expended.” Public
disclosure of each hospital’s total receipts, expenses, assets and liabilities should
be required. Hospitals should disclose the salaries of all highly paid employees
including their fringe benefits. Detailed conflict-of-interest statements should be
required of highly paid administrators and hospital trustees. In particular, the
total receipts of a hospital's pathology and radiology departments should be dis-
closed. If anesthesiologists, pathologists and radiologists bill separately for their-
services, all such physicians should disclose their gross and net incomes. Addi-
tional information that the public should know would be hospital charges and'
whether the hospital has a preadmission certification program, whether the hospi-
tal requires a second opinion for elective surgery and whether the hospital shares:
services with other hospitals to avoid duplication of services.

Voluntary nonprofit and for-profit hospitals should not be allowed to transfer
their expensive and nonpaying patients onto the public hospitals. The provisions
of 8. 1391 intended to deal with this problem need to be strengthened.

The AFL-CIO favors the proposed limitation on hospital capital expenditures
but would suggest prepaid group practice plans to be given a priority for such
capital expenditures as HMO hospitals reduce the total need for hospital beds.

In conclusion, Mr. Chairman, we approve the basic thrust of this bill which
would establish a ceiling on hospital cost increases but the burden of cost contain-
ment must not be borne by low-paid hospital employees. We strongly urge that the
improvements we have suggested be incorporated into the finalbill that is reported
out and passed by the Senate.

Senator Tarmance. All too often we do not give enough recognition
to those outstanding Federal employees who do a really good job. The
health staff of the Education and Public Welfare Division of the Con-
gressional Research Service typifies what good public service should
be. The health staff has just produced an outstanding document en-
titled “Health Care Expenditures and their Controls.” In one place, we
can find virtually all of the information necessary to evaluate the
present health care picture in the country. I commend the publication
to all those interested in health care and its financing.

I ask, without objection, that the document be made a part of the
record at this point.*

*See app. B, p. 588,
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The next witness is Dr. Raymond T. Holden, chairman of the Board
of Trustees of the American Medical Association; accompanied by,
Edgar T. Beddingfield, Jr., chairman, council on legislation.

We are delighted to have you gentlemen. You may insert your
statement in the record in full and summarize in 10 minutes, if you

will.

STATEMENT OF RAYMOND T. HOLDEN, M.D.,, CHAIRMAN, BOARD
OF TRUSTEES, AMERICAN MEDICAL ASSOCIATION; ACCOM-
PANIED BY EDGAR T. BEDDINGFIELD, JR., M.D., CHAIRMAN,
COUNCIL ON LEGISLATION

Dr. HoLpen. Mr. Chairman, Senator Dole, we are pleased to present
to this subcommittee the views of the American Medical Association
on the important legislation, S. 1470, before you.

We have reviewed S. 1470 extensively and we commend the spon-
sors of this legislation for its broad coverage of a variety of issues in
the medicare and medicaid programs. While we find that there are
some provisions that we do not support, there are many others which
we believe would be beneficial and for which we urge your favorable
consideration.

One of the initial issues addressed in the bill relates to hospital costs.
The intent of the hospital cost provisions is to provide a mechanism
for controlling rising hospital costs. In any approach to this problem,
it is important that solutions are not imposed that will adversely affect
the quality of care available to beneficiaries of the Federal programs.
As a matter of fact, it is important to note that attempts to curtail
costs in those programs do in fact have a direct and substantial spill-
over effect upon all patients.

It is important that any cost containment measures be equitable for
institutions, for patients and for third party payers while at the same
time not compromising essential and desirable services and allowing
for continued advances in hospital services incorporating the latest in
technological developments.

One approach, Mr. Chairman, that of the administration, would
impose an arbitrary ceiling or “cap™ on total hospital revenues, We
have opposed this approach because we feel it lacks appropriate flexi-
bility, provides disincentives for efficiency and in fact would reward
inefficiency. Most importantly that proposal wonld impact unfavor-
ably most directly upon the continued provision of quality care,

On the other hand, S. 1470 contains provisions which attempt to
meet the hospital cost problem in a more positive and equitable man-
ner. Mr. Chairman, notwithstanding our belief that S. 1470 is a more
realistic program, we also believe that adoption of the program in
the manner presently proposed could have uncertain and perhaps even
undesirable effects. Risks of any single new program imposed nation-
ally are not warranted at this time especially when there are other
potential alternatives which merit similar consideration. Experiments
with various reimbursement methods have not been fully imple-
mented and evaluated.

We would recommend that the cost containment incentive program
of S. 1470 be the subject of experiment and demonstration in a limited
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ic area before being considered for nationwide application.
) feg:n:hat all i.utamsmgtl parties would benefit from §1l€h ]
rqoeedure. i ; .
B ﬁother provision addresses hospital ml:i encouraging the vol-
untary elimination of underutilized beds and the closing of fac) ltle;
or parts thereof. We think this approach in the bill can Ee cla.
we support this. We do raise a question as to whether the su t-
ing funds should be taken from patient care funds. This is one of the
questions which need to be determined, and the fact that a new pro-
gram has uncertainties emphasizes the advantages to be gained by
Initiating the program on a limited or experimentsl basis, as is the
case here. s e W
Mr. Chairman, we also have recognized the problem of increasing
bealth costs and are seeking solutions. I wish X could tell you now that
we have the answers, but we do not. The problems ar¢ complex as you
know, and we do not believe anybody has complete answers. In an
attempt to find solutians, however, we have established our national
commission on the costs of medieal care. That cemmission is broadly
based and draws its membership from leadership of all sectors: Eco~
nomics, government, labdr, insurance, business, and the public. That
commission, which has been meeting since early last year, has been
charged with the responsibility to provide the AMA’s Beard of
Trustees with a final report by January 1978, to contain:
One, a description of the health care delivery system;
Two, identification of the factors underlying the rising costs of
medical care; :
Three, a review and evaluation of existing research of the causes of
medical care eost inflation;
Four, an evaluation of the impact of pending or future health care
P ms on the health care delivery system and medical care costs;
;%wve, recommendations on policies that will contribute to contain.
ment of medical expenditures while providing quality medical care
to the public; and _ .
Six, recommendations and- direction for future research p S.
We note, also, that many State medical societies have expmm!:ir
concern about rising costs. Some are participating in the formation of
local cost commissions.
Now, Mr. Chairman, Dr. Beddingfield will continue with our
pr}e)sentﬁt.wn. K M. Gh
r. BEDDINGFIELD. M. ( airman, among the changes pro in
S. 1470, there are several apply:gf to physician reirnbursammat
we believe could have a detrimental effect on the availability and qual-
1t3:rc1:f e;i.-m un(;er these programs.
1@ lirst relates to the creation of a special class of practiti
des:g_na.ted “p_artm;patmg_ physicians,” and we note 't}ie ben:gcoir:l,
change made in this ci)mvgiglun from the earlier provision in S, 3203,
Nevertheless, - “participating physicians” would sti) be thosé whe
agreed to accept all medicaré reimbursement for their ‘services on the
basis of assign: ents. Indnegmlentas,mchnsai‘xﬁp}i‘ﬁed claims procedures
and an “administrative cost savings allowsnce” of $1 per patient,
would bé offered to enconrage physicians to becoms “participatin,
physicians,” g
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This proposal is designed to increase the assignment rate by physi-
cians, yet it does not reach the issue of why assignments are not widely
accepted. The major deterrent to assignments is the insufficient reim-
burls)%ment rate under medicare and this proposal does not correct, this
problem.

Increasing the acceptance of assignments can only be achieved by
raising the level of reimbursement to reflect accurately the costs of the
service provided. By perpetuating arbitrarily low reimbursement,
physician acceptance of assignment in the medicare program will be
discouraged. This can only lead to a reduction in the availability of
care to the intended beneficiaries.

If simplified billing procedures can be made available, and we think
they can be even without legislation, they should be introduced into the
program now and be available to all physicians. It is disheartening to
think that administrative aids might be available but are not used.
Mr. Chairman, section 10 should be deleted.

Our second area of concern relates to the proposed criteria for deter-
mining medicare reasonable charges for physicians’ services. Under
section 11 of S. 1470, the Secretary would determine statewide prevail-
ing charge levels for each State, based on 50 percent of the charges
made for similar services in the State. Prevailing charge levels in a
Jocality would continue to be subject to an economic index, but any
increase in the prevailing charge level could not exceed the statewide
prevailing charge by more than one-third.

The real effect of this change would be a further restriction on
reimbursement levels in the State achieved primarily through a reduec-
tion in the already limited increases which would otherwise be allowed
under the medicare economic index. We believe that this stifling of
proper fee recognition for all physicians would be detrimental to main-
taining a proper level of care under the program. This limitation could
further aggravate the shifting to program beneficiaries and to private
patients of those expenses which should be reimbursed by medicare.
Section 11 should not be adopted.

S. 1470 also limits certain physician/hospital arrangements in a
manner which we believe would also be detrimental to quality patient
care. Those provisions in sections 12 and 40 should not be adopted.

Another area of concern relates to the redefinition of “physician’s
services” which would exclude those services the physician performs
as an educator, an executive, or a researcher and would exclude even

atient care services unless “personally performed by or personally

irected by a physician” for the benefit of the patient and unless the
service is of such a nature that its performance “by a physician is cus-
tomary and appropriate.” This new limitation would apply to all
physicians’ services under medicare.

We object strongly to this modification. All activities of physicians
customarily recognized as part of the physicians’ practice should be
reimbursable as “physicians’ services.” A strict application of this
language would have dire consequences for proper recognition of, and
payment for, all services of physicians under medicare and would at-
tempt to allow HEW to determine what the practice of medicine is. In
fact, other provisions of this same section specifically and, in our
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opinion, inappropriately delineate specific specialty practice for pur-
poses of medicare. Sew%n 12 should not be fdoptag. P

S. 1470 would also authorize the development by HEW of a system
of uniform pmc,ed;ml;,t.erm.i.m,lm.and of 3 relative value schedule.
We believe this provision is laudable in recognizing and attempting’
to ameliorate unfavorable restrictions upon the use of such schedules.

The RVS, as a guide to recognizing reimbursement, is a beneficial
tool when developed by physicians for use in a locality. Several ‘Ph si-
cians’ organizations in fact have sought to develop and use a RVS but
have been prevented from doing so by Federal restrictions.

While the RVS as found in S. 1470 attempts to overcome restric-
tions, we believe it would do so in an undesirable manner. For example,
the provision would not recognize an{r schedule unless developed and
approved by the Secretary; medical organization participation is
limited ; adoption of the RVS by the Secretary would require use only
in Federal programs and use in nonfederal (fm ms would be ap-
proved but only of that RVS as used in Federal programs and ap-
groved by the Secretary. Any RVS would be subject to modification

the Secretary at any time, and there is no requirement that any
RYVS even be developed. We believe that this provison in S. 1470 is too
restrictive. It could lead to increasing difficulty of beneficiaries in
obtainng quality care.

As to 1ts provision for developing and establishing a uniform proce-
dural terminology, we believe this too is restrictive and does not prog)—
erly recognize tﬁz widespread acceptability of the system adopted by
the profession—current procedural terminology (CPT). Legislation
should recognize and provide for use of terminology and relative value
schedules as developed by the profession.

Section 15 should be modified to reflect our comments. L,

A number of proposed amendments are, in our opinion, necessary
and proper as changes in medicare-medicaid. Among these are the pay-
ment under part B of medicare for certain antigens lErtapare,d by an
allergist; allowing a return on equity for _proprietael;iy ospitals; facil-
itating payment after the death of a medicare beneficiary for services
furnished; and allowing a profit factor under medicaid for skilled
nursing and intermediate care facilities,

We are also pleased to see changes that would allow certain rural
hosgmals to be reimbursed under medicare for the provision of ex-’
tended care services through the use of inpatient hospital facilities,
Patient absences would also be allowed from skilled nursing or inter-
mediate care facilities—allowing flexibility in treatment’ﬁfextended
care patients. . .

Changes in medicaid administration to allow more timely payment
are also salutary. Other beneficial changes relate to reimbursement for
ambulance services under medicare and to permissible cost-shari
under medicaid law. We are also gratified to see that restrictions wonulﬁ
be placed on the release of confidential financial information on physi-
cians under medicare and medicaid pro
. Notwithstanding these needed c , the overall thrust of S. 1470
is cost control thmlil;ﬁg curtailment of reimbursement. We again re-
mind the committee that a lowering of reimbursement, levels represents
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: ings only to the Government. The actual cost of services does:
ﬁ%sttc?a‘;igg,sand{he difference between actual cost and reimbursed cost
usually 1s made up by higher prices on services to nongovernment
patients or in increased cost to the program beneficiary.

It is unrealistic to expect that physicians and institutions can pro-
vide services to Federal heneficiaries within the mainstream of medical
care if continually reimbursed at inadequate levels.

Mr. Chairman, at this time, we would be pleased to respond to ques-
tions from the subcommittee.

Senator Tarmapee. Thank you very much, gentlemen, for a very
thoughtful statement. ) ) ) .

As you may know, we have had constructive discussions with the
college of pathologists concerning alternatives to percentage arrange-
ments. The AM.A statement, on page 19, still argues for retention of
the percentage arrangements by hospital-paid specialists, You are
chairman of the council on legislation. It is not true that the council
on legislation has twice voted in the last 3 months, both times by 8 to 1,
recommending that the AMA adopt a policy opposing the percentage
arrangements ?

Dr. Beopingrierp, That statement is not totally accurate, Let. me
amplify it, if I may; in general. it is an accurate statement. '

I think you have to consider the structure of the American Medical
Association and the development of its policies. The governing body
that sets policies for the AM.\ is a house of delegates, where the doc-
tor members are elected democratically from the various States on
the basis of physician representation.” That body convenes at least
twice a year to determine the association policy.

The interim governing authority is the board of trustees, chaired
by Dr. Holden. There is a system of committees in the AMA, one of
which is the council on legislation, which I do chair.

The council on legislation acts in an advisory ca pacity to the board
of trustees and to the house of delegates, Any action that we take does
not become association policy until it is favorably acted upon by the
board of trustees or house of delegates. In fact. T am reminded very
much of the similarity between this great deliberative body here. I
understand occasionally recommendations come from the committees
of the Senate that are changed somewhat when they get before the
entire deliberative body.

The council on legisl):ltion has made a continuing study on the issues
raised in the medicare and medicaid programs; certainly percentage
%t:)ntracts are one of them. We have made recommendations to the

ard. '
We ha]ve appeared before the board. We have discussed this with legal
counsel,

We believe that the thrust of this is not so much the structure of
payment—whether it is a contract, a percentage contract, a fee for
service type thing, the type of revision suggested in your previous
bill—what is important is the bottom line, and we have reason to
believe now that there are many hospitals, many physicians, many
hospital boards of trustees who are perfectly happy with the existing
contracts. We do not believe that anybody ought to profit exorbitantly,
unnecessarily, off of any type of percentage arrangement,
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" Tt'is the resultls that connt, not the form that ensbles you to arrive
at those results, e wE SRR R gl '

Fhe matter is :under continuing study. As a matter of fact, our
board of trustees has recently taken some firm action which. will be
submitted to oyr yltimate governing body, the house of delegates, later
this month in San Francisco which speake to this isstre,

. Senator, TaLmangg. Your council has recommended against it?

. Dr. Beoviwarmmin, We have submitted recommmendations. We have
discussed this with the board. It has been sent back to the council. It ia
under contimzing mdi )

Senator Tazmapar. My question is for Dr. Holdeén. I recognize that.
the cost of medical practice increased significantly in the lpast fowr
years. Are ductors’ incomes before taxes declining as a-resulti

Dr. Housewn. Off the top of my head, Mr. Chairman, I would bave to.
say I do not believe so.

Senator Tarmange. Could you submit a more complete answer for
the record ¢

Dr. Howpew. I could not give you a dollar and cents figure on that.

Senator Tarmapge. Do you have any information ¢

Dr. Horoen, If you wish we can submit a written answer.

Senator Tarmapce. I would be delighted. What I would like for you
to do, if you can, is submit to this committee any information you can
provide as to changes in physicians’ pretax income by specialty, urban,
or rural location, time in practice, over, say the last 5 or 10 years.

Dr. Howoen. We will be glad to see that this information is given ta
the committee,

[The following was subsequently received for the record:]

AMERICAN MEDICAL A8SOCIATION,
Chdcago, INl., July 6, 1977.
Hon. HEEMAN E. TALMADG!

E,
Chairman, SBubcommitiee on Health, Commiitee on Finance, U.8. Benate, Wash~

ington, D.C.

DeAR SENATOR TarmapceE: Enclosed please find a series of tables showing
physicians’ net income after expenses from 1970-1974, the latest years for which
our figures have been compiled. This information is collected by the AMA’s Cen-
ter for Health Services Research and Development through periodic surveys of
physicians.

Net income from medical practice depends on various factors, fees being only
one of these. Besides the fees charged by physicians, net income depends upon
the quantity of services provided and the expenses incurred in delivering the
services. Increases in fees or the quantity of services provided do not, in them-
selves, ensure that physiclans will realize higher net incomes if the costs of
conducting medical practice rise more rapidly than either fees or quantity of
se;vig: éjrovi?:d, 0: bﬁth.

a ons ne come and expenses among specialties and geographical
regions cannot be explained on the basis of simple generalizations, The nature.
of medical practice, control of expenses, regional wage and price levels, and a
number of independent factors undoubtedly help to explain the relative levels.
of expense incurred in the conduct of medical practice. Similarly, the demand:
for varying services and additional independent factors must be considered in
any explanation of net income variations, The data presented here should demon-
gi;a&t: the diversities inherent in any profile of physicians’ net income and

ses,
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Please contact us if we may be of further service to the Subcommittee. We re-
quest that this data be made part of the hearings records.

Sincerely,
James H, SaMmmons, M.D.

Enclosures.

TABLE 1.—AVERAGE NET INCOME FROM MEDICAL PRACTICE BY SPECIALTY, 1970-74

Specialty 1870 1971 1972 1973 1974

TOM o s i i i i $41,789 $45,278 $47, 240 348,574 $51,997
General practice. - o oo ae 33, 859 39, 823 41,277 41, 915 44,727
Internal medicine. 40, 251 42, 869 44, 692 47,809 51,390
BUREMY . oo s i e 50, 701 54, 045 56, 041 57,228 , 510
S 34,799 38,503 38,879 41, 166 42,112
Obstetrics- gyneCologY-movmm o ccaeccemee 47,904 54, 045 53, 165 55, 357 61,693
Psychiatry__.__.._____ 39, 986 37,248 39,124 536 41,258

Anesthesilogy. - —umemamce oo 39,432 47,293 49, 536 48, 092 54, 366




TABLE 2.—AVERAGE NET INCOME FROM MEDICAL PRACTICE BY SPECIALTY AND LOCATION, 1970-74

Metropolitan

1,000,000 and over

Less than 1,000,000

1971

Nonmetropolitan

1971

235

19713 1974 1870 1971 1972 1973 194

1973 1974 1970 1972

1972

1870

Specialty

FRZENT2
gAsivavs

gz28g28
gedazas
SERES2S
e
g883382
GYNEEY

2385283
goddges

3ssseg
it
8535238
§38<des
2838328
FINYeeY
§2328e3
ge8559s
5238388
Ieaddds
g558:88
IS5894e
S¥akEgE
PEEEEIE
2338289
FIYAINS
gz833cy
gRYIddd

il
i

11n 1970, averages were determined for all metropolitan areas over 50,000,
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TABLE 3.—AVERAGE NET INCOME BY CENSUS DIVISION, 1970-74

Census division 1970 1971 1972 1973 1974
New England . oo $38, 019 $41,925 $43, 460 $44, 215 £46, 261
Middle E\Ithntnc__ S 37,618 40, 510 43,228 43,815 47,688
East North Central 47, 000 48, 232 49, 400 50, 509 54, 166
West North Central ———— 41, 057 44,887 46, 004 51,541 53,637
South Atlantic_ .. ki 42,577 46, 782 48, 088 50, 318 54, 3%
East South Central... soniain 41,963 51, 084 53,910 53,317 58,371
West South Central... FRER 43, 457 47, 162 49, 548 52,758 57,724
Mountain.._____.... iy 39,359 X 43,085 47,371 49,522
PRCII: . . emse i i mem e e — 44, 049 46, 813 49, 076 48, 132 50, 858

Senator Tarmance, One other question, Dr, Holden.

The participating physician concept has been used in many Blue
Shield plans—there is nothing new or radical about it.

You are opposed to this provision because you say that nothing less
than increases in reimbursement levels would encourage acceptance of
assignments.

Based upon discussions with many physicians, we believe that the

rovision will, in fact, increase their net incomes without necessarily
increasing the payment levels. My bill of last year, as you know,
S. 4205, contained a section requirng that medicaid pay not less than
80 percent of medicare payment levels for physicians’ services, That
provision would have established a minimum level. You opposed
that scction in your testimony last year, yet many physicians and physi-
cian organizations have since expressed their surprise at your posi-
tion. In fact, they stated adoption of last year’s provision would
have resnlted in substantial increases in payments under medicaid
in many States and would increase physician's participation.

I think your position on the participating phvsician provision in this
year’s bill may also misread the intentions and concerns of many
doctors, Would you comment on that?

Dr. Horpen. May I ask Dr. Beddingfield, who has been more con-
versant with the details of this bill, to comment ?

Senator Tarymapce. Yes.

Dr. BroorNerrerp. Mr. Chairman, as we point out in our statement,
we think that the present bill certainly represents a considerable
improvement. The reason that we oppose the tying together of medi-
care and medicaid reimbursement in the last bill was that we realized
the intent of the author of the legislation in trving to establish this
as a floor for medicaid reimbursement and encourage participation
by physicians. We have the feeling, and I think that this 1s a valid
concern, that this would actually become a ceiling.

There is already a reduction in all governmental programs. First
of all, you have the somewhat skewed definition of what the usnal,
customary and reasonable was, as in the original medicare law. That
has been further curtailed by the imposition of the economic index.

Now there is a proposal in the bill to further regulate this by the
mechanism in the present bill which would tend, over the long run,
to equate fecs, or narrow the gap between various fee areas.

Actually, I believe in the previous legislation that one really had
two choices under medicare. You either participated as a physician,
or you were a nonparticipating physician. You had to be either way,
one way or the other.
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If my reading of the present bill is correct, there is a third option.
At the present time, one could be participating and be so identified
with the Government stamp of approval as & pa.rt1c1pa.t1niphy31plan,
or one could be completely nonparticipating and bill all of his patients
directly, or one could be eelective, as one ¢an now. One can take
assignments in certain cases and not take assi ts in other cases.

If you were following that, last option, the dual choice mechanism,
of course, I do not think you would be eligible for the dollars admin-
istratively.

Senator Tarmapge. Is it not true that under present law, they can
do whatever they see fit? In many States, they have been reducing
physician fees. In my own State, the prevailing rate now is 55 percent.

Dr. Beopinerrern, Yes; I think we are all aware of not only the
financial plight of the Federal Government, but of the States and the
escalating medicaid costs. We share those concerns as recently as
yesterday in my own State of North Carolina the Governor came out
expressing his concerns about the medicaid program. There are going
to be cutbacks in services or rates of reimbursement.

This is true.

Senator TaLmapGE. Senator Dole? L

Senator Dore. Of course, you address yourself primarily to the
chairman’s legislation, which others cosponsored, S. 1470. You did not
touch on the administration’s proposal.

‘We should not infer that you support it because it was not men-
tioned, or should wef .

Dr. BeopinerteLn. You are correct. We do not support the adminis-
tration’s proposal. We would be pleased to make available te this com-
mittee some prior testimony we have given to committees of the Con-
gress on that proposal. o

Senator Dove. Even though there may be some objectionable features
in S. 1470, that does offer a better framework as far as you are
cencerned {

Dr. Beopinerrerp. I think it is a better approach, very much so.

Senator Dore. We have had s lot of testimony, from hospital wit-
nesses and others, that really sort of keys in on the physicians. He is
the key person, he or she, as far as costs are concerned, and the level
of result of costs, because he sends you to the hospital, orders your
services. A lot of the costs are a direct result of initiatives taken by
the physician.

I am just wondering what can be done, or what is being done, or
what shonld be done, to build a greater cost consciousness on the part
of physicians?

assume they might have that in mind from tims to time, but you
have the ball now. What do you do with it ¢

Dr. Bewoiverrerp. I would be pleased to respond, Senator. Every-
bog warits a whipping boy. At this moment, we are the whipping boy.

Jertainly, physicians do play a part in this. We are not trymg to
escape that role, I d6 not believe that thoughtless admission of pa-
tients to hospitéls, or careless or prolific ordering of tests is playing a
substantial part in the monumental problem facing us. It is & part of
the problem.
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We are concerned about costs as a professional organization,
as practicing physicians—Dr. Holden made reference to a study going
on currently in the AMA in which a Member of Congress 1s
participating.

Second, to be more specific, the association has appeared before
this committee back during the days of deliberation of PSRO, and we
have PSRO. This is a mechanism which, when properly used, can
address the problem that you are addressing in your question.

Ever since Congress created PSRO, the implementation of it has
been slow—primarily because of the slowness of funding by Congress.
The application of PSRO techniques is not universal across the
land. Many of them exist only on paper and not in substance or
function.

While we do not believe that cost control should be the primary
and only thrust of PSRO, this was certainly a part of the motivation
of the Congress in enacting that amendment to the Social Security
Act. We believe that application of this technique, in looking at its
results, would address the question as far as unnecessary admissions
are concerned and as far as the appropriateness of various tests.
Coming back, however, to what I consider to be the main difficulties—
the main things causing the increase in health care cost~—I believe
they are inflation in general: the increasing expense of an advanced
technology, the expectations of the public in general, and the over-
expectations of the consuming public in general which, I think, have
been engendered by overpromise by the Congress and perhaps even
overexpectations engendered by the medical prolession. We can do
everything for yon—the simple fact is, we cannot.

Senator Dore. It seems to me that there is a lot of focus—not
intentional—but repeated references to, we do not put anybody in the
hospital, we do not this—it sort of rests on the doorstep of the
physician. Sooner or later it is just going to occur to someone, if
you just can control the physician you can control everything else.
Probably it has already occurred to some.

Dr. Beopinerierp. That thought has already occurred to me.

Senator Dore. I am sure it has occurred to some of us in Congress.

Also in your statement you refer to the need for higher reimburse-
ment by medicare. I am not certain I really understand what higher
reimbursement is,

Let me give you an example. Is the reasonable amount $1,000 for
cataract surgery which medicare allows in New York, or Los Angeles
or the $800 that pays for the same procedure in San Francisco or
the $600 allowance in Boston, St. Louis, Phoenix, and Philadelphia?
I am not certain what it is in Wilson, N.C., or Washington, D.C.
I do not think it would be that much.

You have the same spread between the highs and the lows and the
mediums as far as initial comprehensive office visits in Los Angeles
and Chicago, $60; $50 in San Francisco: $40 in New York, Phila-
delphia, Boston, Houston, Dallas, and Cleveland.

It is confusing. How should we determine what should be higher
reimbursement ?

Dr. Beopinerrern. To further confuse it. giving a nuts and bolts
example with which I am obviously more familiar, I can tell you a
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$10 an hour office visit in Wilson, N.C., is reimbursed at $6.50 by
medicaid. There are more of those office visits than there are of those
$1,000 cataract operations,

I would have to look into the technical aspects of the fees, because
I am not, off the top of my head, that conversant. Your recitation of
them sounds adequate by my standards, I think.

Senator Domeql'ha $600 or the $1,000 is adequate?

Dr. Beopinerrerp. You have to look at the way these are tradi-
tionally developed, on the basis of the statistical measurement of the
usual, customary, prevailing or reasonable profile and the application
of the 75th percentile.

There were fees charged that were over that and picked up by the
process to start with.

Senator Dore. Mr. Chairman, I would ask to be made a part of the
record this chart that does give some of the disparities or some of the
comparisons.

Ser(llator Tarmapce. Without objection, it will be inserted in the
record.

[The material to be furnished follows:]

FISCAL YEAR 1976 PREVAILINGS FOR SELECTED PROCEDURES!

20 largest cities a b [ d ] f E L]
New York:
40.00 23.60 50.00 2500 1,200.00 1,000.00 1,040.00 1,000.00
30.00 16.00 38.00 20.00 1,000.00 800.00 844.25 850.00
35.00 15.00 41,30 17.70 884,30 707.40  825.00 800. 00
59.00 11.80 S9.00 15.00 707.40 600.00  650.00 600. 00
59.00 15.00 59.00 15.00 1,002.00 79580 1,000.00 1,000.00
60,00 12.00 60.00 15.00 810.00 707,40  980.00 875.00
52.50 12.00 61.90 1500 850.00 65150  940.00 800. 00
d.... 53.00 15.00 60.00 1500 1,000.00 763.50 1,000.00 1,000.0
Philadelphia:
a 40,00 11,00 50.00 11.80 589.50 47160  589.50 550. 00-
b -~ 40.00 10.00 50.00 10.00 550.00 412.70 550,00 530.60
Detroit — 45,00 11.00 50.00 12,10 600.00 47.60  550.00 575,00
Houston o 40.00 11.80 50.00 1L80 707.40 5% 600. 00 630. 00
Baltimore. ... 50.00 10.00 50.00 12.00 589.50 450.00 589.50 589. 50
allas_ .. ______. 40.00 11.80 45.00 12,00 750.00 550.00  589.50 548, 20-
District of Columbia 47.20 1180 59.00 14,20 589.50 483 40 710.00 619, 00
Cleveland._. 40.00 11.80 40.00 11.00 500.00 450.00 530.60 550, 00
Indisnapolis..______ . ... 41,00 11.00 47.20 11.80 500.00 450.00 525.00 525. 00
Milwaukee._ .. 35.00 11.80 41.20 12.40 511. 00 440.00  565.90 580. 00
San Francisco. 50.00 11.80 52,50 13.50 800.00 640.00  900.00 800, 00
San Diego__ 59.00 10.00 59.00 12,00 774.00  652.00  B800.00 800.00
San Antonio 40,00 11.80 50.00 12,00 630.00 500.00 565.90 600. 00
Boston..... 29,50 15.00 29.50 15.00  550.00 495.20  585.00 600, 00
Memphis..oo oo oo oo 3540 9.40 47.20 10.00 600.00 AAZL10  530.60 500, 00
St. Louis 47.20 10.00 50.00 10.70 525.00 450,00 500. 00 599, 60
Mew Orleans__ .. oo 25.10 9.40 N/R  14.20 700. 00 550, 00 550.00 575. 00
oenix. 53.10 14.20 50.00 15.00 800.00 5%.00 660.20 589. 50-
1 Column definitions:
ce . - Spacial
a. Initial wmman:m office visit, new patient______ Interni
b. Routine fol p brief office visit, established patient. iy Do,
c. Initial wmiw"'l ve hospital visit i i S
d. Routine followup brief hoespital visit...._..________ - "I "
o. Radical mastectomy.._.__ General surgeon,
. Tw Joturel o "'%'&m:&ﬁ" - Urdl%!'n.
. Transuretura rores pr -
ﬁ. -Extraetion of lens (i ). : Ophthalmologis

Sensator Dore. As I understand it, section 20 allows rural hospitals
to be reimbursed under medicare for extended care service. Do you
support that proposal ¢
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. BEppinGFIELD. Yes, we would.

g;ngor Dovre. Do you See an y problems at all with that? There was
some question raised by the extended care people that it is talking
about oranges and apples, a part that might be set aside for extended
care is not suited for extended care. You might want to put it back
in the patient-type function. You have to convert it.

Dr, Beopinererp. We would certainly support this principle. There
may be details that need to be worked out.

To us it makes uncommonly good sense. For example, Senator Dole,
it is not unusual to have a patient in the hospitu]fperhaps, let’s say,
a stroke; that is a good example—the patient stabilizes, gets over the
acute. critical phase of the stroke and he could be moved to an ex-
tended care facility. There is no vacant extended care facility bed in
the area. He lives alone; you cannot send him home.

This does result, and has resulted, in many, many instances, of pro-
longing unnecessary hospitalization. From a humanitarian point of
view, you simply cannot put the patient out on the street.

I do not think it would require a great change, if any, in the physical
facilities of the small hospital. You keep them in the same room, same
bed. You simply categorize his appropriate level of care, and reim-
burse accordingly.

I submit that makes very good sense. If that patient does have a
stroke and you do place him in extended care facilities, and after a
month he becomes acutely ill again, then you have a patient who is
again inappropriately in a nursing home when he should be in the
hospital. If you had him under the same roof, you could provide him
with an intensity of the level of care that is appropriate, and reim-
burse it accordingly. I think thisisa very progressive thing.

Senator Dore. I think it is, too, especially in rural areas where we
do not have two facilities we can utilize. We have one that we may be
able to use. We do not have the sccond one. This seems to me to make
a great deal of sense. Maybe it needs modification.

. Finally, there is provison in the law that would place some restric-
tion on the release of confidential financial information. Of course, this
was based on the very gross error made recently where many physi-
cians were held up to some scorn and ridicule, and probably abuse, in
their local communities, at least editorially, because of misinforma-
tion. That provision is in the bill. The important thing is the aceuracy.

I do not suppose physicians would object to the information if it
were accurate,

Secretary Califano promised the chairman that from now on there
would be a better review of that information, and T think on that basis
there may have been some indication that the provision would be
deleted or softened. I do not know how you insure accuracy in the
Federal Government, unless vou abolish it.

. Do you have any comments? You are not opposed to the informa-
tion’s being released ?
Dr. HoLpex. Senator, T think the thing about this t i
_Dr. N, his type of informa-
tion is that it should be, first of all, acc?lrate, and the circumstances

under which the income is developed should be part of the information
that is released.
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_ It is inappropriate to give the information Dr. X in such and such &
city that received $200,000 from medicare pa{:wnts without provid-
ing the faet'that he wae part of & group, that he may have been one of
12 people. It is quite customary in a gﬁﬂpﬁo have one individual sign

the forms as theﬁhiefho'ngmor igf of the group. He signs all of
the forms and the retums are made in his name.

Acouraey as to the acturl doliar amoumts, as well as the proper
statement as to the circumstances as to which the income is derived,
should be made.

Senator Dore. I share that view. There is a tendency for those
writing headlines—it does not make as good a headline if you name
12 physicians instead of one. I think that would be helpful, and it
certainly should be included.

It is a fact, if you are going to write the story, you should deal with
facts. That is not necessarily the case.

Dr. HoroeN. We do not have any objection to the actual facts. As
Dr. Beddingfield said, we are the whipping boys. We get it one way or
the other.

Senator Dore. Thank {;ﬂ.

Senator Taramance. Thank you very much, gentlemen. I might say
Senator Dole did say that Secretary Califano did pledge to this sub-
committee that he would make every effort to insure accuracy in the
future. If he does that, I have no problem with this being made public.

Thank you very much.

Mr. Pererson. Mr. Chairman, Dr. Beddingfield made reference
earlier to the portion of your bill with respect to hos}[l)ital cost con-
tainment, indicating that was a better approach than the administra-
tion’s approach in its bill, and we would like to submit for the record
our testimony that was given on the administration’s proposal.

Senator Tarmange. Without objection, it will be inserted.

Senator Dole?

Senator Dore. It may be helpful if you would give us suggestions on
how we can insure accuracy on the release of information.

Dr. Horpen. May we submit that in writing ?

Senator Dore. You had a good suggestion where you had a dozen
people, as the chairman said, one signs for it and the headline says he
1s the recipient, which is not the case.

[The following was subsequently received for the record:]

AMERICAN MEDICAL ASSOCIATION,
Chicago, I, July 6, 1977.
Hon. RorserT DOLE,
Subcommitice on Health, Commiitee on Finance,
U.8. Senate, Washington, D.C.

Dear S8gwaTor Dowz: During the American Medical Assoclation’s testimony on
8. 1470, the Medicare-Medicaid Administrative and Reimbursement Reform Act,
on June 9, 1077, we strongly supported the provision that would prohibit the
publication of lists of physicians and the amounts they recelve from Medicare and
Medicaid, At that time yéu asked our witnesses what could be done to insure the
accuracy of such lists. I am taking this opportunity to previde you this
information.

As you know, the pabHeation of this material s of great eoncern te the AMA
and members of the profession beesuse of the inaccuracies the lists have con-



242

tained in the past. The publication of mere figures, without any amplif_ving_m-
formation, has resulted in physicians being needlessly embarrassed, and unfairly
harassed and subject to rumor and innuendo. .

We believe that accuracy of any lists could best be maintained by allowing
each physician on the list to examine and verify the figures prior to publication.
In addition, the physician should be able to supply pertinent data which he feels
would give more meaning to any reported figure. For example, he might wish to
note that his is a group practice and all billing is done in his name. This is a
common practice that is not revealed by merely publishing a dollar amount, but
obviously would have a strong bearing on the significance of the figure.

Physicians might also wish to list the number of ancillary staff employed. Very
often the physician employs a large staff in order to provide a wider range of
patient services.

The number of Medicare-Medicaid patients secen might also be included by
way of amplification. A very large urban practice, or one in a retirement com-
munity, conld well have many patients under these programs, thus readily ac-
counting for increased billings.

These suggestions are by no means exhaustive, but are intended as examples
of those items a physician might wish to include by way of amplitication of the
dollar amount.

However, we reiterate our support for the provision of 8. 1470 that would
prohibit publication of receipts by physicians from Medicare and Medicaid. We
do not believe that the public interest is best served by this publication.

If we may be of further service to you, please contact us.

Sincerely,
James H. Samumoxs, M.D.

Senator Taryance. Thank you very much.

[The prepared statement of Drs. Holden and Beddingfield follows:]

STATEMENT oF RaymMonD T. Horvew, M.D. Axp Epcar T. BEDDINGFIELD, Jr., M.D,,
AMERICAN MEDICAL ASSOCIATION

HOSPITAL REIMBURSEMENT CHANGES
Reasonable cost determinations for hospitals under Medicare (sec. 2)

For purposes of reasonable cost reimbursement, a uniform system of account-
ing and a system of uniform functional cost reporting for determining operational
and capital costs would be established for hospitals. All hospitals would be classi-
fied according to size, type and other criteria, and an “average per diem routine
operating cost” would be determined for hospitals in each category. In general,
a payment to a hospital for routine operating cost would be determined for
hospitals under a formula applying an average “per diem payment rate” adjusted
for price increases and special circumstances. Special allowances would be made
in shortage areas for hospitals which were certified as being necessary by an
appropriate planning agency and which were underutilized,

A hospifal with actual costs equal to or greater than adjusted rates, would re-
ceive the greater of its actual cost (not exceeding 120 percent of adjusted rates)
or the amount it would have received if classified in the next mearest bed-size
category (but not exceeding actual cost).

A hospital with actual costs less than adjusted rates would receive actual eost
plus the smaller of 5 percent of adjusted rates or 50 percent of the amonnt by
which the adjusted rate exceeds the actual cost.

Comparable reimbursement methods would be developed by the Secretary for
all other hospital costs, and for reimbursing other health care institutions reim-
bursed on a reasonable cost basis.

The new cost determination procedures for hospitals would be informational
and advisory until July 1, 1979 and would be effective with the fiseal vear 1981,
Medicaid reimbursement to hospitals could not exceed the amount determined
under the new Medicare formula.

These provisions would not apply to hospitals in a State having a program for
State rate-making provided it applies to all hospitals in the State, it applies to all
revenue sources, all hospitals conform to the accounting and uniform reporting
(as above) and aggregate payments are less than they would be under the federal
program.
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In addition, institutions would agree under Medicare and Medicaid not to in-
-crease amounts due from any individual, organization, or agency in order to offset
reductions made under these cost determinations.

We are deeply concerned that the quality of patient care could be sacrificed in
-some situations by this proposed methodology for the determination of reimburs-
.able hospital costs if this methodology were to be applied across the country. A
hospital would be paid not on-the basis of its actual costs, but on the relationship
of its actual costs to average costs for its hospital classification. These determina-
tions for hospital reimbursement would not operate as a standard for the reason-
.ableness of each hospital’s costs; they would constitute restrictions on the reim-
bursement of costs to a hospital.

Reimbursement ceilings for individual hospitals, as set by Section 2, are not
.based on an actual assessment of what it costs to provide hospital services. The
leeway permitted hospltals whose actual costs are above average, the special
allowance for those which are below average, and any special consideration for
hospitals which are understaffed or which have special cost problems or serve
needy areas are commendable. But clearly, as an end result, the payment of actual
_and necessary costs of providing hospital care is no longer the controlling factor;
instead a system is created for setting arbitrary statistical limits on hospital
reimbursement.

Furthermore, the restrictions on a hospital’'s ability to pass on unreimbursed
costs mean that hospitals will be forced to absorb the differential between actual
.costs and reimbursable costs. This can only result in an eventual diminution of
services offered or a decline in their quality. Neither result is desirable from any
point of view.

The proposal provides no assurance that inefficiency will be corrected. The
prescribed methodology simply creates a pressure to reduce costs to a set dollar
amount without regard to how such reductions may be attained.

‘We recommend that section 2 not be adopted as proposed for full implementa-
‘tion. Medicare and Medicaid are represented to provide health care in the main-
-stream for their beneficiaries. The federal government must meet this commit-
ment. We cannot subscribe to or condone “average” health care services for our
elderly and disadvantaged in order to accommodate payment “on the average'.

However, we do recognize the need to work out appropriate solutions to prob-
lems of health care costs. Therefore, we would suggest that this particular cost
-containment measure be instituted on an experimental basis with limited geo-
graphical application for a sufficient period of time so ‘that its effects might be
‘properly monitored and evaluated before a nationwide system is instituted. We
believe that to attempt this system on a national basis, without any data as to its
-effects, would be unwise. Section 2 should be modified to make this proposal ini-
tially a local experimental one.

Inolusion in Recsonable Cost of Hospital Services of Allowance for Relirement
or Conversion of Underutilized Facilities (Sec. 8)

Section 8 would authorize increased payments from Medicare, Medicaid and
Maternal and Child Health Care funds to cover a “reimbursement detriment” as
a result of a qualified conversion or closure of underutilized facilities. This would
-authorize an increase in payment as recommended by the Hospital Transitional
Allowance Board, and finally determined by the Secretary, when such conversion
or closure resulted in a reduction in capital-related reimbursement or in costs
above those reimbursable under the “reasonable cost” determination formula.

We support the principle of providing assistance to hospitals which would
‘suffer a “reimbursement detriment” as a result of voluntary conversion or closure
of facilities which are underutilized and for which adequate alternative sources
of care are available in the area. This could encourage a more effective use of
hospital facilities. Initiating this support on a limited basis, as provided in the
bill (for 50 hospitals), will enable an assessment to be made of this mechanism
‘before more widespread application is attempted.

‘We do have some reservations concerning the use of Social Security health care
funds for a program of assistance for the conversion or closure of facilities. In
effect this would be devoting Social Security health care funds for other than
direct health services. In our view, funding for the conversion or closure of facili~
.ties might more properly be provided from other sources.
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Federal Participation in Hospital Capital Erpenditures (Sec. §)

Section 1122 of the Social Security Act would be amended to specify that for
purposes of Section 1122 review the State Health Planning zland Development
Agency is the designated agency. Reimbursement of expenses jincurred by plan-
ning agencies under section 1122 would be available out of any health care funds
under Social Security including the Federal Hospital and the Supplementary
Medical Insurance trust funds.

Additional amendments would provide for disallowance for any reimbursable
amount allocable to capital expenditures or direct operating costs (to the extent
associated with the capital expenditure) if the planning agency had not been
notified by the facility of a proposed capital expendlture 60 days prior to the
expenditure or if, after a fair hearing, the planning agency had not approved the
capital expenditure. Any facility seeking a capital expenditure approval and
located in a Standard Metropolitan Statistical Area encompassing more than oue
jurisdiction would bave to obtain unanimous approval of all planning agencies.

We believe that it is inappropriate to reimburse state agencies for planning
functions from funds earmarked for patient care services. The expenses should
be paid out of appropriations made for that purpose, not from Social Security
trust funds.

We also believe that requiring unanimous approval of all planning agencies
associated with a multi-state SMSA is unnecessary. Such a requirement builds
in additional delays to the approval process. The recommendation of the
planning agency in the state where the institution is located should be sutficient.

PRACTITIONER REIMBURSEMENT AMENDMENTS

Agrecment by Physicians to Accept Assignment (Sec. 10)

This section would create under Medicare a special class of physicians desig-
nated as “participating physicians” .

A “participating physician would be one who agreed with the Secretary to
accept all Medicare reimbursement for his services on the basis of an assizn-
ment. The amounts recornized as the reasonable charge under the assignment
wonld have to be aceepted by the physician as the full charge. In addition, the
“participating physician” would obtain from each Medicare recipient a sirned
statement anfhorizing the assignment and releasing any medical information
needed to review claims.

“Participating physicians” would be permitted to submit claims on a simpli-
fied basis. includirz a multiple-listing basis (rather than on an individual patient
basis), and wonld he allowed an “administrative cost savings allowance” of $1
for each patient asan inducement to participate.

No “cost savings allowance” would he pavable for physicians' services per-
formed in a hospital (whether on an inpatient or outpatient basis) unless the
physician ordinarily bills directly and such services were surgical or anesthesin-
logical services or were performed by a physician who personally examined the
patientand whose office or regular place of practice was located outside a hnspital.

No “cost savings allowance” would he recognized for services consisting solely
of laboratory or X-ray services for hospital inpatients or outpatients or per-
formed outside the office of the physician claiming payment.

This proposal is desizned to increase the sagoing rate of acceptance of assign-
ments hy physicians. Certain inducements are offered to achieve this goal. A
“participating physician” would recerive an “administrative cost savings allow-
ance” for each patient. The provision also implies that the claims of “participat-
ing physicians” would be processed faster than those of nonparticipating phy<i-
cians. It further ereates two classes of physicians—participating and non-
participating. To the Medicare patient. the message will be clear—patronize the
“participating” physician rather than the non-participating,

However, the nse of inducements, direet or indirect, does not reach the issue
of why the assigmment is so little used. The fact that inducements are neces-
sary in nrder to buttress a sagging assignment rate should cause an examinatinn
of basie factors involved. Without question the current svstem. with its in-
sufficient reimbursement rate. is the major deterrent to assignments. The arti-
ficial and discriminatory payment mechanism under Medicare has caused a
rejection of the assienment method of receiving payment. The 75th percentile
formula. applied to onfdated and unrealistie data (at times almost two years
old) and further curtailed through application of the economic index, has caused
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many physiciansg to be disenchanted with the assignment method. It also should
be observed that in seeking to foster acceptdnce of assigoments 8. 1470 ie dichoto-
mous. In one section it seeks to provide inducemenis for assignments, while in
anothertit dlscotrages such use through the imposition of more reductions in
paymen .

Rather than seeking new devices to bolster assignment usage that are based on
the perpetuation of artificial and arbitrary payment levels, it is time to examine
and make realistic the basle Medicare reimbursement formula and payment
mechanisms. If indeed it is the intent of Section 10 to achieve more widespread
acceptance of asgignments, it would be better accomplished by making the reim-
bursement level under that system more acceptable and in accord with nsual and
customary practices. Medicare limitations, as through application of the economic
index, are discriminatorily imposed, and should be removed.

As to the multiple list billing mechanism, one assumes there are administrative
advantages for Medicare and the physician that underte this propesal. If so, there
is ne reason why this payment feature should not be put into effect immediately.
The provision for early—or more appropriately, timely-—payment is certainly no
more than physicians are entitled to and should receive at the present time, with-
out the necessity of statutory mandate. It would be disheartening if convenient
administrative aids are now available—but are not being utilized.

. Section 10 as now written will not contribute to the continuation of quality care
under Medicare and should not be adopted.

Criteria ‘j;gf Determining Reasonable Charges for PRysicians’ Services (Sec. 11
and 12)

The bill would significantly change determinations of reasonable charges under
Medicare. At the present time prevailing charge levels are set in localities so that
the prevailing charge level would cover 75 percent of the customary charges made
for similar services in that locality. Certain additional limitations are imposed s0
that the charge level for any flscal year beginning after June 30, 1973 would not
exceed the level determined during the fiscal year that ended on that date, except
to the extent that a higher level is justified by economic changes determined to be
acceptable by the Secretary on the basis of appropriate economie index data.

Under 8. 1470, however, the Secretary would determine state-wide prevailing
charge levels for each State. The prevailing charge level of the State would be
lsmsed on 50 percent of the customary charges made for similar services in the

tate.

Prevailing charge levels in a locality would remain subject to the economic
index but the bill specifies that for amn economic index increase for any particular
service, “no prevailing charge level for physicians’ services shall be increased to
the extent that it would exceed by more than one-third the statewide prevailing
charge level . . . for that service.”

This procedure could, in many cases, result in a diminution in future increases
in the reimbursable amount which physicians might otherwise receive. It appears
that the real effect of the new methodology would be to cause a leveling of reim-
bursement. This leveling would be accomplished, however, through a reduction
(particularly in metropolitan areas) in the amount of increases which otherwise
would be due under the economie index and to which physiclans currently are
entitled. While the reimbursement levels in non-urban areas might for a period of
time undergo normal imcreases which eould be higher (as a percentage) than
those to be recognized in metropolitan areas under the economic index, this
stifling of proper fee recognition for all physicians would be detrimental to main-
taining = proper level of care under the program.

Discrimination in the application of the economic index in states with two or
more localities would result. Some physiclans would receive the full amount
allowed by the index, others would not. Further diserimination would result be-
cause the mdex would apply fully to all physicians im states constituting a single
locality. The artificial ceiling imposed on Medicare reimbursements could affect
partieipation by physictans and affect the availability of care for Medicare
patients. This type of limitation would also further aggravate the shifting of
expenses not reimbursed by Medicare and Medieald to patlenta under private
programs.

n otr opinion, relinbursement levels imposed upon pbysicians are already sub-
stapdard. This provision would further reduce this standard and thus.adversely
affect Medicare patients. This provision should not be adopted.
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A further provision in sec. 12 also affects the amount a physician may be reim-
bursed. The charges of a physician or other person related to income or r(ﬂ:{t{?lpts
of a hospital or hospital subdivision would not be taken into consideration in
determining his customary charge to the extent 'that such a charge exceeded
what a salary (plus certain expenses), as determined by the Secretary, would
reasonably have been if the physician or other person had been employed by the
bospital.

TI])llis provision presupposes that these contractual arrangements automatically
result in excessive remuneration and that by “outlawing” certain forms of con-
tract, excessive charges will be avoided. In point of fact, excessive reimbursement
is not the result of the form of financial arrangement, but instead results from
the intentions of the parties involved. Limiting the freedom of contract will not
control or eliminate any problem of excessive reimbursement. What it will do is
make it more difficult for certain institutions to provide needed services to Medi-
care patients.

We further question the appropriateness of the Secretary's power to deter-
mine a “reasonable salary.” On what basis will this be decided? No guidelines
are provided in this bill and, therefore, the discretion given to the Secretary is
excessive,

This provision should be deleted from the bill.

We note that one provision in section 11 is intended to permit greater flexi-
bility in the recognition of charges in physician shortage areas.

The intent of this provision is salutary. The current needs of certain areas
for medical care are well recognized and a variety of ideas should be tried in
order to solve these shortages. We would recommend, however, that the defini-
tion of shortage area be consistent with that in other laws. There is no need
to create another definition of shortage areas exclusive to Medicare that will
overlap areas established under other statutes.

Hospital-Associated Physicians (Sec. 12)

Seetion 12 would establish a stringent definitioin of “physicians’ services”;
would enact statutory definitions of reimbursable anesthesiology and patholozy
services; and would reduce the Medicare payment for radiology and patholegy
services if the physician providing them did not accept assignment.

Medicare law now defines “physicinns’ services” as “professional services per-
formed by physicians”. 8. 1470 would amend that definition to exclude those
services the physician performs as an educator, an executive, or a researcher.
The amendment would exclude even patient care services unless “personally
performed by or personally directed by a physician” for the benefit of the patient
and unless the service is of such a nature that its performance “by a physician
is customary and appropriate.”

It should be made clear that although this amendment comes under the head-
ing “Hospital-Associated Physicians” the amendment is not so limited, and the
placement of this amendment under that heading is misleading. In fact this
amends the general definition of “Physicians’ Services"” in section 1861(q) and
consequently the new limitations apply to all “physicians’ services” under Medi-
care. We object strongly to this modification. All activities of physicians cus-
tomarily recognized as part of the physician’s practice should be reimbursable
a8 “physicians’ services” under Medicare. A strict applieation of this language
would have dire consequences for proper recognition of, and payment for, all
services of physicians under Medicare,

Jven if the provision was intended to affect only the inpatient services of
“hospital-associated physicians”, the modification would still be ohjectionable.

The writers of rezulations, armed with this proposed statutory langunace,
could arbitrarily change the practice of medicine as recognized today to the de-
triment of both the patient and the profession.

Whatever its intent, a legal definition which states that a physician acts as
a physician only when directly treating a patient and when performing services
only a physician can perform will ultimately Iead to confusion in the Medicare
program and further dismemberment of health care.

Furthermore, the pbysician as educator, researcher, or administrator does
not cease to be a physician; indeed, since the earliest days of the medical pro-
fession, teaching and research have been recogpized as intrinsic parts of the prac-
tice of medicine. As medicine has become more organized and technologically
sophisticated, administrative tasks have developed which can be performed most
effectively only by a practicing physician.

‘We protest strongly any artificial division of the physican’s role.
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‘We further protest, therefore, the attempt to define precisely what are “per-
sonally performed” or “personally directed” services in the flelds of aesthesiology
and pathology. Medicine is a living science, which changes rapidly and drama-
tically. Laws may take years to change. Even the regulatory process, as this
Congress is well aware, can be dilatory and inflexible. The language of these
sections goes further in limiting medical practice than the laws under which
these physiciang are licensed to practice. Its restrictions on anesthesiology and
pathology are not only unwise legislation in themselves, but tend to undermine
the very mechanism established by Congress in 1972 designed to improve care
under Medicare, Medicaid, and Maternal and Child Health programs. Congress
then established PSRO's to determine whether patients under the three programs.
receive care which meets appropriate professional standards of quality. Deci-
sions as to what constitutes proper physician services were delegated to locak
professionals who are better equipped to make such determinations than gov-
ernment employees.

This bill would superimpose on PSRO deliberations specified artificial stand-
ards as to how many patients a physician could personally treat, or personally
direct treatment for, and still have the treatment considered a *“physician’s:
service”. It would say which services of pathologists are “physician’s services™
and which are not. PSRO’'s were properly given the charge to determine the-
propriety of medical services and if they met professional standards. Congress
should not undermine this funection.

We suggest that this Committee consider very carefully the limitations this
law would set on care recognized as properly provided by anesthesiologists. For
purposes of the program, an anesthesiologist could “personally perform” physi-
cians’ services for only two patients at a time, and could only “personally direct™
care for four patients at a time. The “reasonable charge” for “personally di-
rected” care will be half that for “personally performed” ecare.

By this standard, an anesthesiologist will receive the same payment for two
patients for whom he provides all the listed services as for four patients for
whom he provides all but one of the listed services, but for whose care he remains
legally liable. This change could well result in a reduction in the anesthesiology
services available to Medicare, Medicaid, and Title V patients.

The Congress should not set in inflexible statutes the elements that constitute
acceptable performance of practice by anesthesiologists or pathologists or any
other physician,

Finally, in Section 12, the bill would enact an approach which ig intended to
“encourage” physician acceptance of assignments—but it does so by
the patients if they do not. Under present law, pathology and radiolegy services
to hospital inpatients are paid under Part B at 100 percent of the “reasonable
charge,” whether the physician has accepted assignment or not. S. 1470 would
change the amount of Medicare payment to the usual 80 percent of the “‘reason-
able charge” if the physician does not accept assignment, and permit crediting
of the patient's 20 percent of the “reasonable charge” towards the annual Part B
deductible. We point out that the Medicare “reasonable charge” for pathology
and radiology services remains the same, whether or not the physician accepts
assignment.

The Association questioned whether the coinsurance factor should be elimi-
nated for specific segments of medical care during the discussions prior to pas-
sage of Public Law 90-248, We question even more strongly the establishment
of different rates of payments by Medicare for similar services when provided
on assignment or when billed to the patient. We belleve that this approach vio-
lates basie principles of equity to the Medicare beneficlaries, who pay the same
out-of-pocket premium but would receive different degrees of coverage as a result
of factors over which they have little or no control,

These proposed definitions of “physicians’ services” are deseribed as an effort
to control health care costs by limiting reimbursable services under Medicare.
In actuality, it is an effort by the government to evade its responsibilities to
Medicare beneflclaries who depend on this program for their health care. Chang-
ing the definitions does not change the true costs of services, but merely shifts the
burden of finane¢ial responsibility from the government to the patient who can ilt
afford such a shift.

For the government to renege on its promises to the elderly can only result in
& further diminution of confidence in our federal system.

The changes, ostensaibly aimed at the physician, will in the end cause the most

‘harm.t¢-the patient.
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‘Westrongly urge that section 12 not be adopted.
Payment for Certain Antigens Under Part B of Medicare (Sec. 13)

There would be added to the definition of “‘medical and other health services”
provisions to include antigens (as limited in quantity by the Secretary) prepared
by an allergist for a particular patient. Included also would be antigens prepared
and forwarded to another qualified person for administration to the patient by
or under the supervision of another physician.

We believe that this provision is a beneficial one. It would answer questions
concerning payment that have been raised with respect to antigens prepared
by allergists. Providing payment for these services will be beneficial for many
Medicare beneficiaries. We recommend support for section 13.

Payment Under Mcdicare of Certain Physicians’ Fees on Account of Services
Furnished to a Deceased Individual (Sec. 14)

Medicare payment to a physician for services rendered to a person who died
prior to payment to, or acceptance of an assignment by, a pbysician presently
may oceur only if the physician agrees later to accept payment under the terms
of an assignment.

This new provision would enable a spouse or other legal representative of the
deceased person to anthorize payment to the physician under Part B without
regard to the acceptance of an assignment by the physician.

We helieve this provision would aid the orderly administration of the Medi-
care program and be of benefit to the heirs and representatives of deceased Medi-
care beneficiaries in estate administration. We are in support of this provision,

Use of approved relative valuec schedule (sece 15)

The Secretary of HEW would establish a system of procedural terminology
under Medicare, Medicaid and Maternal and Child Health as developed by the
Health Care Financing Administration (HCFA) with the advice of professional
groups and other interested parties. Upon development of the procedural termin-
ology, it would be published in the Federal Register for six months’ comment and
for recommendations as to relative values for procedures and services desig-
nated.

Any association of health practitioners in “good faith” preparing or submitting
a relative value schedule would not be barred from doing so because of any con-
sent decree waiving its rights to recommend fees provided such schedule is not
disclosed to anyone other than those preparing the schedule or their counsel,
until made public by the Secretary. HCFA would recommend that the Secretary
adopt a specific terminology system and its relative values for use under Part B
of Medicare, but only after analyzing and evaluating the system and determining
that its use would enhance the administration of the federal health care financ-
ing programs.

After adoption of a system by the Secretary, any organization or individual
could use it for purposes other than for this bill. The Secretary could adopt a
terminology system without adopting a relative value system and could modify
any system adopted.

The nse of relative value schedules (RVS) can, if properly desizned and
implemented, be a useful administrative tool in any system of health care reim-
hursement. However, a RVS must not be so rigid as to preclude adjustments in
fees based on regional cost-of-living differences, overhead or other factors that
affect physicians’ fees in a particular locality.

Above all, a RVS should not be used to “fix" fees either by practitioners or the
government on a regional or national level.

We are concerned about this particular proposal because of the discretion
available to the Secretary, and residing solely in the Secretary, in establishing
the relative values. In determining any RVS, he is not required to adopt the rec-
ommendations of the Health Care Financing Administration or of any profes-
sional association and is also free to modify any RVS at any time, Such over-
broad anthority is not conducive to effective use of the RVS in federa] reimburse-
ment programs.

Nothing prevents the Secretary from using the RVS to create a federal fee
schedule. We would oppose such a move.

Likewise, there is nothing in this provision that prevents the Secretary from
using the RVS as a lever to lower the already inadequate reimbursement levels
under federal henlth care payment programs. Such a move would only make it
more difficult for the beneficiaries of titles V, XVIII and XIX to obtain quality
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care. There should be proper recognitiom of the wide acceptance in the profes-
sion of the Current Procedural Terminology (CPT). -

We urge the committee to incorporate in section 15 appropﬂabe safeguards for
the :development .and use of the RVS to.insure its proper impiemantat;on, and
to keep it from being used as a fee reduction system. . .

We again remind the committee that a lowering of reimbnraement Tevels" rep-
resents cost savings only to the government. The actual cost of the service does
not change and the difference between actual cost and reimbursed cost usually
is made up by Higher prices on dther services to nongovémxhent patients or an
increased cost to the Medicare beneficiary.

It is unrealistic to expect physicians to donate servi,ceq on a massive scale. A
system of inadequate reimbursement can only lead to inferior health services.

We note that this provision would permit other uses of the approved RVS.
This is an effort to overcome certain legal obstacles that now prevent the use
of an RVS. However, because of the complexity of the legal situation surround-
ing the use of the RVS, we are not sure that the language of section 15(e) .is
sufficient to overcome the present restrictions on its use. We urge that the lan-
guage be re-evaluated. We oppose adoption in its present form. Legislation should
recognize and provide for use of terminology and relative value schedules as

developed by the profession. ! .
LONG-TERM CARE REFORMBS

Hospital providers of long-term care services (gec. 20)

Title XVIII would be amended to allow rural hospitals of less than 50 beds
having average daily occupancy of less than 60% to enter into agreements with
the Secretary to provide extended care services using inpatient hospital facili-
ties. These hospitals would have to meet other conditions prescribed by the
Secretary, obtain a certificate of need for provision of long term care services
from the health planning agency, and would be reimbursed at the Medacaid
level of skilled nursing facilities in the State. A hospital having such an agree-
ment wounld be considered as meeting most of the otherwise appllca bla Med.lcare
requirements for providing extended care service.

Medicaid wounld also be amended to provide reimbursement for akﬂled nurs
ing services and lnbermedlate cnre services of a hospital haﬂng such as

ment.

This provision is designed to allow certain rural hospitals ﬂeribllit‘y in their
use of hospital beds. Under present law, long term care services offered by a
hospital must be located in a separate unit of the hospital. Such a requirement
often works a hardship on rural hospltals with limited facilities slnce they cannot
reasonably comply with the separate location requirement,

This amendment recognizes this handicap of many small, rural hospitals and
allows them to use available bedspace for multiple purposes for whlch they will
be reimbursed under Medicare and Medicaid.

This 1s a sensible response to this sitmation and we support the provision.

Medicaid certification and approval of skilled nursing facilities (sec. £2)

This section provides that the Secretary would enter into an agreement with
any State able and willing under which the services of the State health agency,
or other appropriate -State or local agencles, would be utilized by the Secretary
for the purpose of determining whether an institution in the State was quali-
fied as a skilled nursing facility for purposes of the Medicaid program. Notwith-
standing certification by the State agency, however, the Secretary is empowered
to accept or reject such certification and would make the final determination
for each institution.

In our opinlon this section of the bill would create confusion and uncertainty
in the program and constitutes an unnecessary and unwarranted involvement of
the Federal government. The present procedure which recognizes certification by
state agency as determinant of eligibility for Federal Medicald payment to the
sqtabes’ should be retgined.' Section 22 should not be adopted.

Patient absences from facility (sec. 23)

‘We support Section 23 of the bill on *“Visits Away From Inst:ltut.ion by Pa-
tients of Skilled Nursing or Intermedinte Care Facilities”. -

This section would provide thHat under Medicaid an idpatient of a skilled
nursing or intermediate care facility could make visits outside the institution
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and that such vsits would not be regarded as conclusively indicating that such
individual was not in need of the facilities services.

This provision provides desirable flexibility in the course of treatment of
skilled nursing and intermediate care facility patients. Such flexibility could
produce positive results in patient care.

ADMINISTRATIVE REFORMS

Establishment of the Health Care Financing Administration (sec. 30)

There would be established within HEW a separate unit known as the Health
Care Financing Administration (HCFA) under the direction of an Assistant
Secretary of Health Care Financing appointed by the President. This Assistant
Secretary would have policy and administrative responsibility for Medicare,
Medicaid, PSRO, and the renal disease program under the Social Security Act.

In our testimony in the last Congress, we voited our concern over what the
long range effects of the creation of HCFA may be for health care in this
country.

While we recognize the need to keep a rein on health care costs, we urge that
any measure be closely serutinized for its ultimate effects on the patient. Noth-
ing is gained by depriving patients of quality treatment because of shortsighted
“economy” measures, It may be well not to crystallize the new structure with
statutory formality. allowing time to test the desirability of continuing cost
and quality funetions in one unit relating to health, In our view matters re-
lating to quality would more appropriately be under a health oriented unit rather
than one geared to financing.

This change has largely been accomplished by administrative action. Our
concern is that matters of quality of care may become submerged in, and of
only ancillary concern to, costs of health eare. Increasingly now we see matters
of cost taking priority consideration.

State medicaid administration (scc. 31)

This amendment would add new criteria to State Plan requirements under
Medicaid. Medicaid eligibility determinations would have to be made for all
applicants receiving payments on the basis of disability within at least 60 days,
and for applicants receiving assistance on the basis of AFDC, age or blindness,
within 45 days. Redetermination of eligibility for these two categories wonld
have to be made within 30 days after the State received information which
would change a recipient’s eligibility and in any event at least every 6 months
for AFDC recipients and at least annually for recipients of aged or blind
assistance.

In addition, other proposals are designed to improve the State's administra-
tiom of its Medicaid program.

Penalties could be assessed for uncorrected deficiencies in a State's perform-
ance in the form of reduction or termination of the federal contribution to
Medicaid administrative expenses. An increased federal contribution would be
made to States exceeding performance requirements.

States would also be required to improve their schedule of reimbursement
of Medicaid claims.

The administration of Medicaid at the State level has been too uneven in
the past. The poor performance record of many states is discouraging to provid-
ers and beneficiaries alike. We support these efforts to improve the administra-
tion of Medicaid, especially those provisions calling for more rapid determinations
of eligibility and improved payment of claims.

We urge caution, however, in the selection and administration of penalties.
The use of a penalty can be appropriate, but must not be handled in such a
way as to penalize the beneficiary for actions taken by the State over which
the patient has no control.

Health Insurance Benefits Advisory Council (sec. 33)

Section 33 of 8. 1470 mandates the dissolution of the Heath Insurance Benefits
Advisory Council originally enacted under Public Law 89-97. When the SOth
Congress created (as part of the original Medicare and Medicaid enactment)
HIBAC. it was not its intent to establish this as an “ad hoc” or temporary ad-
visory body. Congress envisioned an active and constructive advisory role for
HIBAC and expected that the Secretary would take full advantage of it.
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We recognize that HIBAC has not been as active or contributory as it might
have been. However, the fault lies not with the body itself, but rather with its
use—or disuse—and to the stafing—or lack of stafing—it has received. In our
view the Congress, rather than abolishing HIBAC, should strengthen it by re-
quiring that it recelve the support necessary to permit it to function as an effec-
tive advisory body to the Secretary.

We therefore urge that Section 33 be rewritten to strengthen HIBAC and to
make it truly effective.

Regulations (seo. 32)

S. 1470 provides that a proposed rule or regulation issued under the Social
Security Act would become effective within 60 days following the publication in
the Federal Reglster of the notice of such rule or regulation if the notice indicated
that prompt promulgation was urgent. Any other regulation would be promui-
gated pursuant to other applicable law.

We do not believe that the processes of the Administrative Procedure Act
should be bypassed. It is difficult enough for the public to have a sufficient op-
portunity to study and comment upon proposed regulations, without amendments
that shortcut the system. If a regulation must be finally promulgated before a
certain statutory deadline, then HEW should offer the proposal well enough in
advance of the final date to allow ample opportunity for public discussion and
comment. The government should not be given a statutory excuse for its own
procrastination.

The promulgation of regulations implementing Federal health programs, par-
ticularly Medicare and Medicaid, is one of the more vexing problems confronting
the medical profession.

In testimony the AMA has previously offered to Congress during hearings on
proposed changes to the Administrative Procedure Act, we bave urged a major
restructuring of the Act to afford opportunities enabling the public to respond
meaningfully to proposed regulations, and to require that Federal agencies ac-
curately refiect the intent of the law and be more responsive to the public’s com-
ments. In response to repeated agency abuses of the APA, the AMA has developed
it own legislative proposal.

Section 32 also proposes & second modification in present law relating to the
promulgation of regulations. It directs that regulations necessary to implement
the provisions of the bill, or any provision of law enacted or modified by the
bill, be4 promulgated so as to become effective within one year after enactment
of 8. 1470. .

While we are certainly in favor of prompt promulgation of rules, the broad
mandate of this section cannot be supported inasmuch as it would surely result
in the publication of hastily conceived and inadequately developed regulations
which would not be in the best interest of a propoer and orderly development of
programs established under the law. The concept of requiring prompt promulga-
tion of regulations is salutary; however, the statutory mandate does not in our
opinion provide an appropriate solution to a situation widely recognized as being
in dire need of remedy.

We would urge the deletion of this section from 8. 1470. We further suggest
that problems with administrative procedures be resolved through comprehensive
reform of the APA.

MISCELLANEOUS CHANGES

Ambulance service (sec. 41)

‘We recommend a slight modification of Section 41 relating to “Ambulance
Service”, and offer our support for this section as modified.

Under this section of the bill, Medicare would be extended to provide for am-
bulance service to the nearest hospital which was both adequately equipped and
had medical personnel qualified to deal with, and available for the treatment of,
the individual’s illness, injury or condition.

Improved ambulance coverage for Medicare patients is highly desirable, How-
ever, this provision is not clear as to who will make the determination of which
hospital is “nearest” the individual. An amendment to this section should be
made to provide that within reasonable limits, this determination shounld be
made by the patient. This would assure that the patient could enter the hospital
at which his physician has medical staff privileges, but which may not in fact be
the hosptial “nearest” the patient. We would recommend that Sectlon 41 be
changed to provide for reasonable determination by the patient.
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Disclosurc of aggregate payments to physiciansg (sec. 44)

The Social Security Act would be amended to prohibit the Secretary from
making available (and to prohibit any requirement of a State Medicaid agency
to make public) information pertaining to amounts paid physicians for or on be-
half of beneficiaries of Medicare or Medicaid except to the extent necessary to
carry out the purpose of the programs or as required by other federal law.

The AMA. is pleased to see an effort finally being made to terminate the annual
publication of lists of providers receiving funds above a certain level from Medi-
care and Medicaid. The disclosure of this information has served no useful
public function, but merely has been a means of attacking the profession through
innuendo. The revelations of massive error in the most recent list issued by
ITEW nnderscore the need to put an end to this practice,

Westrongly support the provisions of section 44.

CONOLUSION

We have discussed many of the provisions of 8. 1470. As we have indicated,
this bill would have serious and far-reaching ramifications with respect to serv-
ices furnished under the Medicare, Medicaid, and Maternal and Child Health
P'rogramns. While the thrust of the bill is cost containment for these programs,
the full effects would be broader, affecting the quality and availability of care
not ouly to program beneficiaries, but also to other patients.

In view of the continuing inflationary pressures in our economy, we are indeed
sympathetic with the intent of this legislation to seek limitations upon rising
health care costs. It must be recognized, however, that arbitrary curtailiments
of increases in costs will have natural consequences with respect to maintaining
quality and availability of care. Each element cannot be treated separately with-
out expectation of impact on the others. Any changes in reimbursement levels
must be carefully evaluated in terms of their ultimate effects on patient care.

In our discussion we have indicated those provisions which we believe are not
in the interest of program beneficiaries, We have also indicated our support for
other provisions, Taken as a whole, however, the bill should not be enacted as
it is not in the best interests of Medicare-Medicaid patients.

As the Subcommittee continues its deliberation on this bill, we urge that our
comments and suggestions be carefully considered. The American Medical Asso-
ciation is ready to work with the Subcommittee and its staff in developing ap-
propriate modifications to the Medicare and Medicaid programs.

Senator TaLmapce. The next witness is Mr. Neil Hollander. vice
president for health care services, Blue Cross Association.

Mr. Hollander, you mav insert your statement in full in the record
and summarize for 10 minutes, if you will.

STATEMENT OF NEIL HOLLANDER, VICE PRESIDENT FOR HEALTH
CARE SERVICES, THE BLUE CROSS ASSOCIATION

Mr. Hollander. Thank you, Mr. Chairman and Senator Dole.

I am appearing here today on behalf of the Blue Cross Association
and our 70-member Blue Cross plans. The association is a prime con-
tractor to the Department of Health, Education, and Welfare and the
plan subcontractors play an important role in the administration of
medicare nationwide.

Many of our plans administer medicaid and we underwrite private
health care protection for more than 80 million people.

Although we are most commonly associated with inpatient hospital
care, our plans have contracts with 6,700 hospitals. We cover many
other services, including diagnostic laboratory and X-ray, dental, pre-

scription drugs, vision, nursing homes, preventive care, and outpatient
psychiatric services.
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Last year we paid $13 billion in benefits for our subscribers, includ-
ing $9 million for inpatient claims and $20 million for aml’)ulabory
care. : g

To save the committee’s time, I would like to give a brief summary of
our views on S. 1470. More detail is contained in our full statement.

I shall begin first with some overall observations. Qur association
strongly believes there is an immediate need for enactment of a pro-
gram to contain costs in the health care field, We favor 2 program to
contain costs with a program to‘limit hospital inpatient revenues on
the basis of class of purchaser, along with positive incentives for the
hospitals, and a national moratorium on capital expenditures.

The problem that we are talking about is a massive one. Right now
no one has been able to design hospital incentive payments systems or
other cost containment tools to achieve lasting and effective results.
Because we believe an early effort to contain costs deserves attention,
our comments today reflect that concern.

Senator Talmadge, as you pointed out, when introducing S. 1470,
the bill is not designed to contain costs immediately. We would like to
mémmge your consideration of changes that would have an earlier
e

Section 2, “Criteria for Determining Reasonable Costs, A1l Hospi-
tal Services,” contains many of the ideas and concepts that might be
considered in designing a revenue limijtation program for the short
term.

These are, notably, hospital grouping and incentive payments. For
longer term programs, these concepts may also prove appropriate.

‘We would like to see in the bill provisions for flexibility designed
exception processes that will give hospitals greater opportunity to con-
tain costs. Since not enough kinds of prospective or other incentive
E:.yment apsrba.ches have been tried to determine which approach will

best, we do not think that any one approach should be settled upon
at this time. . , L e

‘We are concerned that, as drafted, section 2 will not have nearly
the early impact needed and will not affect enough of the hospital
cost structure. Section 2 would not become effective until 1981. It
would apply only to hospital inpatient routine costs; only to medicare
and medicaid patients; and only to participating hospitals, not other-
wise determined to be in underserved areas or to be underutilized.

About two-thirds of total hospital costs are excluded because sec-
tion 2 does not cover ancillary costs, education, and teaching costs,
malpractice insurance premiums, energy costs, and capital and related
capital costs. Including only medicare and medicaid excludes nearly
half of the hospital volume. The net effect of the two provisions
restricts the impact of section 2 to about one-fifth of total hospital
industry costs.

The result of thege provisions is that the impact is limited and the
opportunity to shift ‘costs from those covered to those not covered
is substantially increased. Enforcement of the provision prohibiting
such shifts in cogt may be quite difficult to manage.

The grouping hospitals into three major categories and into sub-
groups based on size may not be the best approach to achieve the de-
sired results of identifying high cost, inefficient hospitals.
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Unfortunately, there is no known way to classify hospitals by their
efficiency, although various systems are being studied.

The incentive system in the bill impacts primarily hospitals operat-
ing at between 90 to 100 percent of average costs, although incentives
are provided for those below 90 percent.

The bill’s penalties apply to those hospitals above 120 percent of
the average. We would prefer to see an incentive penalty system that
operates across the full range of costs instead of being limited pri-
marily to two zones of financial performance.

In any program such as that provided by scction 2, we support a
provision for uniform functional cost reporting, but without the
requirement for uniform accounting. Uniform accounting could add to
operational inefficiency.

We support the transitional allowance provision of the bill and
think it is potentially an innovative and important step in developing
longterm cost containment measures. We believe that the Seceretary
should be given latitude to accelerate the program after thorough
evaluation. However, there are some issues that should be clarified.

In the case of conversions, where the aggregate reimbursement is
reduced, would the facility continue to receive any portion of the
amount reduced? Also, it is not clear whether such amounts inelnde
operating costs or just capital costs such as interest and depreciation.
In the case of closure, that facility apparently receives only an allow-
ance per day. We recommend that all types of costs associated with
closure be included.

In section 4, we strongly support the concept of capital expenditure
limitations. We think that section 4 addresses important aspects of
this issue by further linking medicare and medicaid reimbursement
to Public Law 93-641, the Health Planning Act, and extending section
1122 penalties to include direct operating costs associated with capital
expenditures.

owever, given the magnitude of the health economic problems
facing our Nation, we believe that there is a need for a national mora-
torium on new capital expenditures. We urge that such a moratorium
be built into section 4 until decisions are reached on fundamental re-
current reforms in Public Law 93-641, such as the capital limitations
now being proposed in other Federal legislation.

In our full statement to the subcommittee we support the concept
contained in section 20, “Hospital Providers of Long-term Care.” of
using hospital beds for long-term care and encouraging extending pro-
visions to hospitals with 100 beds or less. This, we feel, represents the
type of positive approach necessary to resolve problems of excess
operating capacity.

We agree with the provisions of section 12, “Hospital Associated
Physicians,” that would limit physician billing patients to where they
had rendered the service directly, but we suggest as an alternative
method that medicare program payments to all hospital-associated
physicians be made to the provider on a combined billing basis where
the physician does not have a private patient relationship.

In our full statement. we also raise other technical questions abont
}tlhe bill and comments on sections that I have not taken time to include

ere.
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‘What I hopo to do in this oral presentation is to give you our basic
thinking about the bill and about its relationship to the problem of
cost containment, hospital reimbursement and capital expenditure
limitations, I hope that my comments have been of some help to you
and I believe that the full statement will make the position of the Blue
Cross organization much more clear.

If you have any questions, I will be glad to try to answer them now.
If you need additional information that is not in our statement or
which I do not have with me, we will see that that is given to your
staff as quickl;lvsgs possible. )

‘We would also be very hapEy to consult with them on any parts of
the bill. Thank you very much.

Senator TaLmapee. Mr, Hollander, I appreciate your detailed com-
ments. You pointed out that that Walter J. McInery believes that any
program of cost containment should consist of two 11:;&3, first, hospital
revenue control and second, hospital capital contro

I appreciate your series of constructive suggestions with respect to
capital control. With respect to hospital costs or revenue controls, I
note that you said that it is easier to see flaws than to develop and
recommend alternatives, but I must say that I am somewhat surprised
that as the largest third-party payor with the longest history in this
area, you are unable to bring us anything but criticisms.

Do you not have a responsibility to your own subscribers to develop
constructive costs or revenue control procedures rather than merely
criticizing those proposed by others?

Mr. Horraxper. The basic answer to your question, Senator, is yes.
We do have such a responsibility. In fact, many Blue Cross plans are
involved in prospective or other reimbursement experiments around
the country that are addressing the reimbursement problem in health
care expenditures.

We also have been significantly involved with the development of
health maintenance organizations directed toward cost containment
and have supported health planning, utilization review programs and
other kinds of activities throughout the country that are directed at
the issue of cost.

It is now a condition of the membership for a plan in the Blue Cross
Association to have a cost containment program.

To speak specificallv to the issue of reimbursement, a couple of ex-
amples of programs that are in place now that involve Blue Cross
plans. One is the maxicap aporoach that is being tried in Rhode Island
and upper New York State. Tts obiective is to allow a community to re-
ceive a total amount of health dollars for all hospitals and then, the
hosnitals allocate them in the most efficient manner.

1 take your suggestion as a critical one, that we do have an obliea-
tion to sueogest other kinds of thines. T personally have several of the
best peonle in reimbursement in Blue Cross thronghout the country
gitting down and attemnting to develon additional incentive kinds of
themes to propose to the Congress. We would be happy to submit
them.

Senator Tarmanee. We wonld be deliohted to have those recommen-
dations submitted to the staff for our consideration. I am interested in
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your alternative suggestion dealing with hospital based physicians,
namely that we require medicare payments to these physicians to be
made to the provider and then merely put some limits on the overall
extent of the payments rather than getting into the details of how the
payments were made.

The Federation of American Hospitals proposed a similar solution
saying that we should try a 75-percent test of aggregate payments for
these physicians. Do you have any data to indicate the size of the pay-
men}@s éc; physicians which would result if such a simple test would be
applied ?

pli\)ir. Horr.anper. T do not have the answer ofthand. I would be happy
to submit it for the record.

Senator Tavyavce. Would you find that and try to submit that data
for the record ?

[The following was subsequently supplied for the record :]

The Blue Cross Associatiom, often reviewing the available data found them
inadequate to permit an accurate response to Senator Talmadge's question re-
garding payments to hospital-based physicians. The type of study needed to pro-
duce 3 reliable answer could not be completed prior to the closing of the hearing
record.

Senator Taraance. Senator Dole ?

Senator Dore. I want to reemphasize the first point made by the
chairman. It would be helpful to know just what you are doing in the
cost containment area. I am certain you have ongoing programs. As
far as responsibility, it is not enough for government to address itself
to cost containment.

I wonld appreciate personally receiving a copy of whatever yon
submit to the committee so that we can take a look at it.

Mr. Hor.ranner. I would be very happy to do that, Senator.

Our helief is that the responsibility for health care costs is a shared
responsibility, that is, we in government, labor and management
equally must participate in doing something abont health care costs,
It isnot a simple problem. We do not have all of the answers. nor does
government., But we think, working together. we may be able to he
more e ffective in doing what we need to do to solve this problem.

Senator Dorr. That wonld include whether vou snbmit to who finally
males the decision on benefits and matters of that kind ?

Mr. Horranprr. Yes. sir.

Senator Dorr. I notice vour recommendation that we not allow a
greater retnrn on equity for proprietary hospitals on the grounds that
there is no reason to provide incentive for capital in this industry. In
fact vou «aid we should move in the other direction.

Haw do vonr Blue Cross plans deal with this issue. and do von allow
return on equity? '

Mr. Hornanner. Yes.

Blne Cross plans have contracts with hospitals, inelnding nroprie-
tarv hospitals, that pay them for the costs associated with servine Blue
Cross patients. In the case of a proprietary hospital, many of these
contracts would include a return on equity. Our argument. Senator.
was not that proprietary hospitals should not receive adequate return
on their investment.

Indeed, our argument was, that we thought there was some ambig-
uity about that provision in the bill. It might be interpreted to mean



257

that after a period of time that it should not include any return on
equity. We believe that, proprietary hospitals should have a return on
eqnut{r. However, we do not think th&tslglere is a need to attract addi-
tional capital into the health care sector at this time.

Indeed, here are probably miore hospital beds than we need. There-
fore, we do not see any  to encourage additional capital.

Senator Dore. Thank you.

Senator Tarmance, Thank you very much, Mr. Hollander.

[The prepared statement of Mr. Hollander follows:]

STATEMENT OF NEIL HOLLANDEE, Vice PRESIDENT, BLUE CR08S ASSOCIATION

Mr. Chairman, and Members of the Committee, I am Neil Hollander, Vice Pres-
ident of the Blue Cross Association, the national coordinating agency of the 70-
member Blue Cross Plans in the United States and Puerto Rico.

I thank you for the opportunity to share with you our thoughts on administra-
tive and reimbursement reform in the Medicare and Medicaid programs, partic-
ularly from the standpoint of health care costs, the focus of many of the
provisions in 8. 1470.

In government programs, the Blue Cross Assoclation is a prime contractor to
the Department of Healtk, Education and Welfare for the Medicare program
nationwide. Individual Blue Cross Plans are subcontractors to the assoclation
for this program, Many of our Plans also administer the Medicaid program in
their territories.

For privately underwritten business, the Blue Cross organization serves more
than 80 million Americans who are significantly affected by the rising cost of
health care. In nearly all instances, we provide “service benefits,” that is, full or
nearly full payment for covered services, in contrast to “indemnity” or fixed cash
benefits paid by many commercial insurance policies.

In 1976, we paid $13 billion in benefits for our subscribers, covering nine mil-
lion claims for inpatient hospital care and twice that number—twenty million—
for outpatient and other ambulatory care.

Our Plans have contracts with 6,700 hospitals, covering both inpatient and out-
patient services. In addition, 30 of the Plans are involved with 57 health main-
tenance organizations, mostly the prepaid group practice type, to help give our
subscribers a choice of the kind of care they will receive.

We have been most closely identified with hospltal coverage. But now, to a
significant degree, we also cover diagnostic laboratory and X-ray services, dental
care, home health care, prescription drugs, vision care, nursing home care, am-
bulance service, preventive care and outpatient psychiatric services.

Beause of consumer demand for broader benefits, our payments would have
gone up over the years even if the cost of care had remained constant. However,
costs have increased significantly.

GENERAL OBSERVATIONS OF 8. 1470

Because many sections of S. 1470 have been carried forward from last year’'s
bill, 8. 3205, I will not comment specifically on most of the provisions of 8. 1470.
I refer you to our testimony last year which supported, in whole or in part, many
of the proposals. Therefore, I shall confine my specific comments to selected sec-
tions of 8. 1470.

Sections 2, 3, and 4, on hospital reimbursement reform, are almed at resolving
the same critical problem we are all very much concerned about—continued
high rates of inflation in bealth and hospital costs.

To move toward resolution of that problem, the Blue Cross Assoclation
strongly believes there is immediate need for enactment of a program to contain
costs in the health care delivery system.

Walter J. McNerney, President of the Blue Cross Association and representing
Blue Cross Plans, belleves that a program of cost containment should consist of
two parts: (1) a program to limit hospital inpatient revenues on & class of pur-
chaser basis with positive inc¢entives for hospitals, and (2) a national mora-
torium on new plan capital expenditures.

As Senator Talmedge has pointed out, Sections 2, 8 and 4 do not represent
an immediate program to contain health care costs. We also recognize that there
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is a current lack of sufficient knowledge about how to design hospital incentive
payment methods and other cost containment tools to achieve more lasting and
effective results in moderating health care cost inflation.

Section 2, as presently drafted, would not be effective for some time; it would
at first apply only to hospital inpatient routine operating costs, only directly to
the Medicare and Medicaid programs, and only to participating hospitals not
otherwise determined to be located in an underserved area. Based on those char-
acteristics and certain others, Section 2 would not be the type of revenue limita-
tion program which is needed for the short-term to moderate health care cost in-
Aation while longer term, more permanent cost containment approaches evolve,
We do believe. however, that cerfain concepts in Section 2—such as hospital
grouping and incentive payments to a hospital by Medicare and Medicaid where
its inpatient revenne increases are below the established annual limit for those
claszes of purchasers—might be considered in the design of a revenue limitation
program that could have short-term results.

A number of concepts in Section 2 might ultimately prove to be appropriate to
the design of longer term. permanent reform measures in how hospitals or other
health care providers should be paid. However, there have not been enough num-
bers and varietics of prospective or other incentive payment approaches tried
and evaluated to determine whether the type of target-rating approach proposed
in Section 2, state hospital rate regulatory mechanisms., or any other specific
approach represents the best alternative for the long term. A flexibly designed
and ndministered exemption process—within the context of a vevenue limitation
program—represents, we believe, an opportunity to contain costs while allowing
hospilals, payor groups, nnd others to respond to incentives in the design of pay-
went systems.

We believe there is also a second key component of a cost confainment pro-
gram—a national moratorium on new plant capital expenditures. It ¢an provide
some “breathing room” for new state and local planning agencies. now in a eriti-
cal stage of development, to formulate health care plans for service needs and
project review eriteria and procedures in an effective way, Also, it will help to
insure that providers of service< not covered under a revenue linntalion program
do not unnecessarily duplieate faiilities and services of those subject o a revenue
Himitation program : or thal providers themselves, subject to the revenune limita-
tion, dn not move services into otherwise uncontrolled seftings.

We urge incorporation of such a moratorium into Section 4 of 8. 1470, Federal
Participation in Hosgpital Capital Expenditures, until such time as deecisions are
reached on any fundamental and permanent reforms to Publie Law 93-G41, such
as the types of eapital expenditure limitations currently being proposed in other
federal legislation.

We are pleased to see that Section 3, Payments to Promote Closing and Con-
version of Underutilized Facilities, has been carried over from last year. Tt repre-
sents the type of positive approach we believe is necessary to help solve problems
of excess operating capacity within selected health care institntions. For similar
reasons, our reactions are highly favorable to the new “swing-bed"” proposal
contained in Section 20 of this year's Lill.

T would like to now present some more specific reactions to various sections.

SECTION 2—CRITERIA FOR DETERMINING REASONARLE COST OF HOSPITAL SERVICES

We like an approach that uses incentives to promote changze and improve hos-
pital efficiency Similarly, we like the emphasis that 8. 1470 gives fo incentive
payment tied to prospective payment. Peer groups and prospective target levels
for them can be important in determining incentive payments for gond perform-
ance and penalties for excessive costs. Furthermore, these concepts wounld give
that reimbursement system a sensitivity to individual hosnital characteristics.
Such a system would contribute fairness to hospital reimbursement and would
recognize the necessary cost of patient care.

We support the provision for accounting and uniform functional cost report-
ing. This change from the wording in 8. 3205 recognizes that uniformn nccounting
is not practical. with the diversity of hospitals and their management practices
and needs. A uniform accounting system could be costly to use and could even
contribute to inefficiency where the proposed accounting system is not responsive
to management practices to achieve uniform functional eost reporting. The re-
sponsibility appropriately belongs to the provider to assure that the uniform
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reports are correctly prepared and that a proper audit trail exists. However, to
be effective, we agree that uniform reporting must be supported by detailed de-
scriptions of the cost and revenue elements which compare each function of the
uniform report.

As we said in our testimony last year, no one best performance based payment
system has yet emerged. We recognized the problems in the development of an
effective cost containment program. It is easier to see flaws than to develop and
recommend an alternative that is free of major faults.

In our review of S, 1470, we are concerned about several specific aspects.

Range of costs to be covered

Section 2 covers only routine operating costs adjusted for capital and other
cost pass-throughs. Ancillary costs, education and teaching costs, malpractice in-
surance expense and energy costs are excluded In very large hospitals, perhaps
80 percent of total costs may be excluded; for all hospitals combined, perhaps
two-thirds of all hospital costs would be excluded. Therefore, the impact of Sec-
tion 2 is limited.

Payors eovered

As presently drafted, Section 2 covers only Medicare and Medicald. As a result,
nearly one-half of total payments for hospital care are excluded. While hospitals
are prohibited from shifting costs from one payor to another, no means of en-
forcement is given where the provider, by oversight or intent, disregards this
provision.

Pcer group

The bill provides for three major categories: acute general hospital care (8
subgroups by size) ; hospitals associated with medical schools; and specialty
hospitals. The classifying system is intended to separate inefficient from efficient
hospitals. In the development of penalties and incentive payments in this bill,
there is the assumption that inefficient means high cost and efficient means low
cost within each category. There 1s no basis for such an assumption at this time.
Unfortunately, there is no known way to classify hospitals by their efficiency.
Various systems are being studied. Some ignore size, but consider affiliation and
facility characteristics. No system has yet been adequately evaluated and found
satisfactory.

In any classification system, more than one hospital may need to be affiliated
with a medical school. The larger medical schools frequently have training
programs in many hospitals. By limiting the primary afiiliation to only one hos-
pital for each medical school, the contractual relations between medical schools
and hospitals could be adversely affected. A change in that relationship may re-
sult in unexpected consequences to the care provided to patients, including Medi-
care and Medicaid beneficiaries.

Target levels—average costs

The bill provides for calculating average costs in each peer group on the basis
of the sum of two parts: average personnel costs adjusted for area wage differ-
ential and average nonpersonnel costs. The adjustment for area wage rates seems
intended to make the national peer average applicable to an area hospital. A
government study of total hospital costs suggests that wage differeniials may not
account for all significant variations in cost among hospitals. The adequacy of
wage data available for small geographic areas is not yet proven, The provision
in the bill that permits a comparison of a hospital wage level with an area wage
}eve%b}nay be administratively difficult and expensive even if it is technmically

easible.

To implement this provision of the bill, hospitals would have to maintain
personnel costs for routine operating costs scparately from personnel costs for
ancillary and other operating costs. Such allocations are likely to be arbitrary
and self-serving.

Penalties for excessive costs

Section 2 does not allow a hospital to be paid more than 20 percent in excess
of the average or target level for the group to which it is assigned. Few hospitals
may be subject to penalties. Exceptions are granted for hospitals that are in un-
derserved areas or are underutilized and for hospitals that can claim higher in-
tensity of care. The average excludes low cost hospitals which are considered
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understaffed. At the option of a hospital, a higher target lefrel in an adja}uent. size
«class may be used for its cost reference. No penal_ty is provided for hospitals that
move up within the 100 percent to 120 percent corridor.

Incentives payments

Hospitals whose costs are below the average for routine operating costs receive
an incentive payment equal to half the difference between their cost l_evel a'nd
the target rate, but not more than 5 percent of the average. There' is no _1ncent1ve
to operate below 90 percent of the average. There may be no incentive for a
hospital below 90 percent to remain there. As presently written, there is no
incentive to improve performance unless a hospital is over 120 percent of the
target rate or close to 100 percent of the target rate. The net impact of the incen-
tive payment and penalty provisions may be that total costs will increase.
Uilization impact

Section 2 provides for reimbursement to be based on per diem payments.
Utilization control mechanisms have yet to effectively reduce unnecessary utiliza-
tion. There may be ways to use per diems in a more effective way to discourage
unnecessary utilization. For example, Blue Cross of Michigan has designed an
alternative that considers volume changes based on a combination of admissions
and days of care. This combination could give hospitals a built-in incentive to
encourage early discharges.

I'mpact on outpatient services

As presently written, section 2 excludes ancillary costs from the calculation of
target levels. This may encourage hospitals to provide tests and diagnostic serv-
ices on an inpativnt rather than an outpatient basis,

In summary, a bill utilizing the concepts sugrested in 8. 1470 could have im-
portant cost containment impact. Among the features we think are necessary
are that it:

1 (Cover all hospital costs.

2 Cover all payors.

3 E-tablish incentive systems that would reward or penalize hospitals along
a contiopuous range of efficiency performance levels and would also reward
hospitals for improvements in their performance.

4, Allow for and encourage non-federal, locally developed experimental reim-
bursement programs.

It would be helpful if the bill required the Secretary to analyze efficiency and
inetficiency factors, as related to costs, and recommend to the Congress an
appropriate peer grouping system. In addition, a eritical need at this time ig to
identify the kinds of data that will evaluate properly the effects of different
cost containment programs. The Secretary should be required to assume the
existence of an adequate data base, making maximum use of currently available
respurces,

SECTION 3—PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF UNDERUTILIZED
FACILITIES

We support the “transitional allowances” provision which will provide tem-
porary financial support to hospitals undertaking closure or conversion of du-
plicate and unneeded services and facilities. Because the industry’'s ecapital strue-
ture represents a key determinant of costs, this provision (in combination with
I’.L. 93-641) represents an innovative step in developing appropriate long-term
cost containment measures,

While this provision introduces a novel approach, in need of testing and
evaluation, we recommend that the provision be broadened in the following
respects.

We suggest that Section 1132(¢) (1) and (2) be modified to allow prospective
application to the Board. This would provide hospitals considering qualified con-
versions another incentive—that of financial assurances before the fact.

We also recommend that Section 1132(e) be broadened to provide for more
than 50 hospitals during the test. We suggest a minimium of 100, which would
provide a broader base for analysis of the provision’s impaet and give greater
latitude to the Secretary to accelerate application of the program on the basis of
favorable test results,



261

Last, in terms of general modifications, we urge that the Board be given more
latitude in making its determinations. While the Board should take into con-
sideration planning agency findings under Section 1528 of Public Law 93-641,
Section 1182(b) (2) is too restrictive in requiring the “Board decision to be
consistent with the findings of the appropriate health planning agency.” Al-
though consultation with local planning agencies is essential, we suggest that
this section be rephrased to, “Such determinations will be made by the Board
only after consultation with and advice from the appropriate health care facility
planning agency.” This language would clearly establish the Board as the deci-
slon-making authority.

In tetrms of technical modifications, we recommend that the reimbursement
provisions, which are different in the cases of hospitals that close and those that
remain open, be dealt with in separate provisions for purposes of clarity. ’

As Section 1132(b) (8) currently reads, several issues are unclear. For in-
stance, in the case of conversions, where the aggregate reimbursement is re-
duced, would the facility continue to receive any amount of the reduction? If so,
does that amount include operating costs or just capital costs such as interest
and depreciation? And where operating costs increase on an “interim basis,”
should time limits be specified for the “interim basis”?

In the case of complete closure, it appears the facility only receives a transi-
tional allowance for debt obligations. We suggest that operating costs associated
with the closure also be included.

BECTIONR 4—FEDERAL PARTICIPATION IN CAPITAL EXPENDITURES

‘We strongly support capital expenditure limitations and controls to achieve
both a short and long-term effect on rising health care costs,

While Section 4 of the proposed legislation attempts to address important
aspects of this issue by further linking Medicare and Medicaid reimbursement to
Public Law 93-641 and extending Section 1122 penalties to include direct
operating costs assoclated with capital expenditures, we do not feel that these
reforms go far enough, given the magnitude of the health care economic problems
currently fiacing our nation.

We support State Health Planning and Development Agencies (designated
under Section 1521 of Public Liaw 98-841) serving as Designated Planning Agén-
cles under Section 1122, the re-establishment of funding to State Health Planning
and Development Agencies and Health Systems Agencies under Section 1122, and
the extension of Section 1122 penalties to include direct operating costs of tun-
approved projects.

With respect to capital expenditures of providers located in inter-state SMSA's,
we have several guestions and concerns, What happens in an SMSA which in-
fringes upon two or more jurisdictions, one of which is not an 1122 State? As-
suming the State Health Planning and Development Agencies will be asked to
review proposed capital expenditures in such mareas, will the Secretary relmburse
the non-1122 state for the cost of a review of a project located in a neighboring
1122 state? If the facllity proposing the eapital expenditure is located in an
SMSA, but in a non-1122 state, can reimbursement be limited to the facllity
because the non-1122 state SHPDA concars with a negative finding by a neighbor-
ing 1122 state, part of which 1s also In the SMSA? Is it the intention of this pro-
vision to extend 1122 authority to cover facilities in non-1122 states? Finally,
180 days may not be adequate time for multiple state reviews of projects in
SMSA’s. Even though a provider may be located in an inter-state SMSA, it is very
possible that it serves few people residing in the neighboring state; from an
equity standpoint, should such providers be subject to this provision? Finally, is
the interstate SMSA problem of such a magnitude that the benefit to the public
will outweigh the additional costs and administrative workloads for both states
and providers?

As mentloned earlier,- we algo recommend a national moratorium on new
capital expenditures nrder the Medicare and Medicaid programs until decisions
are made on more permanent reforms to. Public Law 93-641, such as the capital
expenditures limitation contained in Title 2 of 8. 1391 and H,R. 6575.

From our perspective, the kéy provisions of a capltal expenditure moratorinm
incinde expansion of Section 1122 to include, as covered capital expenditures,
major equipment acguisitions regardless of location, e.g., both Part A and Part
B participating providers; and the extension of Section 1122 review eunthority
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to all states, regardless of whether or not they are currently participating in the
Section 1122 review program.

In state that have a Section 1122 review agreement with the Secretary, the
Designated Planning Agency would have the responsibility to administer the
transitional moratorium program, including the granting of exceptions. Ex-
ceptions in such states should be granted for capital expenditures approved by
the DPA prior to the date of enactment of the moratorimm. After that date,
exceptions may be allowed for capital expenditures necessary to eliminate or
prevent imminent safety hazards as defined by federal, state or local fire, build-
ing or life safety codes or regulations; or to avoid non-compliance with state or
voluntary licensure or accreditation, if the health services for which the capital
fs:gpenditure is proposed are needed, as determined by the Designated Planning

€ency.

The moratorium program should also be applied in states that have not entered
into a Section 1122 review agreement with the Secretary. In such states, Medicare
intermediaries would monitor capital expenditures made by parvticipating pro-
viders and report violations of the moratorium program to the Sceretary.

In such states, the Seeretary, or his designee, should administer exceptions to
the moratorium program. Exceptions would be granted for capital expenditures
that have been obligated or approved by an existing state certificate-of-need pro-
gram prior to the date of enactment of this program; or, have been determined
to be needed by an existing conditionally or fully designated state health plan-
ning agency or health systems agency and are necessary to eliminate or prevent
imminent safety hazards.

The Secretary would be required to establish procedures governing both the
review of exeeption requests and appeal of exception decisions,

We recognize that there are some problems associated with application of a
capital expenditures moratorium program to Part B providers; we would be
pleased to work with congressional staff and others on this issue.

SECTION 12—HOSPITAL ASSOCIATED PHYSICIANS

We agree with the provisions in Section 12 that limit physician billing to
patients to situations where they have rendered the services direetly. Such pro-
visions can provide a basis for realistic evaluation of the costs associuted with
this important component of health care cost.

We have concerns about the specific provisions limiting physician reimburse-
ment on the basis of its being a “volume related” arrangement becanse:

1. they are based on the form of the transaction rather than on the result
(how much was paid for what services). We believe an arrangement for pay-
ment based on volume can produce a reasonable level of compensation. On the
other hand, salary or other non-velume arrangements could result in unreason-
able levels.

2. they could result in physicians entering into direct billing arrangements,
Such arrangements, with a separate contract for administrative fuunctions, would
result in an increase of cost to Medicare.

Limitations on revenue or cost should not be related to form or process, but
should relate to the result. Furthermore, changes in this area should be con-
sidered in the context of a long-range cost containment program which considers
providers’ total costs and revenues,

In this connection, we believe the following suggestions would malke adminis-
tration of the program easier, assure that payments to physicians are appro-
priate and reduce the fragmentation of payment choices that now exist for
hospital and medical services:

1. Require that Medicare program payments to all hospital associated physi-
cians be made through the provider. This would require that all physicians bill
for their services on a “combined billing basis” if they do not directy relate to
the patient and do not have a “private patient relationship.”

The provision would apply most frequently to radiologists, pathologists, cardi-
ologists, and emergency room physicians. Splits between Part A and Part B
Trustt Funds could be made at the end of the year based on the provider cost
report.

g. Add provisions to assure that payments and increases in payments by pro-
viders to physicians are appropriate. The provisions should: focus on the total
amount paid to the physicians rather than on the type of arrangements; estab-
lish an acceptable rate of increase, published in advance; and be consistent with
the overall cost containment program adopted.



263

‘Any changes made in the reimbursement for hospital associated physicians
under this legislation should be monitored carefully and evaluated so that the
impact is consistent with the intent of the law.

BECTION 20—HOSPITAL PROVIDERB OF LONG-TERM CARE

‘We support the provisions in Beetibon 20 that encourage acute care hospitals
provide skilled extended nursing care to Pally utilize existing facilities while
appropriately meeting patient care needs. We are particularly pleased with the
provision for evaluating the impaet of such change on utilization.

Although experiments have oceurred in which some acute care hospitals have
made beds available for such care, these experiments have not been in effect
long enough to permit a satisfactory evaluation. The promise is such that we
urge that Section 20 be modified to permit greater access to the possible benefits
of the program and to provide a broader base for program evaluation. In that
connection, we suggest :

(1) The bed size limit be set at 100 beds or less. This change will include a
number of hospitals and communities which could effectively benefit from this
provision.

(2) Permit planning approval by appropriate planning agencies in the com-
munity. As presently written, this section appears to limit planning to federally
approved Certificate-of-Need agencles under Publie Law 93-641. This is too
restrictive, since there are no such agencles currently in operation.

BECTION 33—REPEAL OF SECTION 1867

We believe that HIBAC, or a similar mechanism, should continue to exist.
There is a need for a strong and effective, broad-based external advisory body
which can provide important points of view to the Secretary at the critical stages
of Titles 18 and 19 development and administration. Titles 18 and 19 represent
major public programs which affect many citizens, and careful consideration
should be given to HIBAC membership and representation to improve its
performance,

BECTION 43— WAIVER OF HUMAN EXPERIMENTAL PROVIBION FOE MEDICARE AND
MEDICAID

‘We are unsure of the exact intent of this provision and recommend further
clarification. To our knowledge, there are no legislative requirements in Title
II of Public Law 98—348 that preclude cost-sharing. Even if cost-sharing is pre-
cluded in related rulemaking, we are still uncertaln as to what is really being
accomplished in this provision,

BECTION 44—DISCLOBURE OF AGGREEGATE PAYMENTS TO PHYSICIANS

We believe in disclosure of information necessary to increase public awareness
of key aspects of health care financing and delivery.

Although much of the information in the news media pertaining to physicians
who have been pald large amounts of public funds for treating Medicare and
Medicaid patients has been incorrect and/or misleading, we urge that some public
disclosure continue with better safeguards.

BECTION 405—RESOURCES OF MEDICAID APPLICANT TO INCLUDE CERETAIN PROPERTY
PREVIOUSLY DISPOSED OF TO APPLICANT’S RELATIVE FOR LESS THAN MARKET VALUE

'We support this provision to prevent fraudulent practices by individoals for
purposes bf becoming eligible for Medicaid,

However, it 1s our understanding that a state cannot deny Medicaid eligibility
to welfare recipients in the categorical assistance programs such as AFDO or
Ald to the Blind and Disabled. If no similar test of property disposal applies
to those categorical assistance programs, could a state legally deny Medicaid
eligibility, even if this provision were enacted ?

In addition, we urge caution with respect to enactment of a provision which
as it currently reads, might not require states to look at individual circum-
stances, e.g., Whether there were valid reasons for someone to dispose of property
with no intent to defraud, and whether the person has retained actual use of
the disposed property.
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We are also unclear as to the exact definition of “property” for purposes of
this proposal and recommend clarification.

BECTION 46—RATE OF RETURN ON NET EQUITY FOR FOR-PROFIT HOSPITALS

Section 46 would allow a higher rate of return on equity capital for for-
profit hospitals. We believe it would be inappropriate to provide such an increase.
There is no reason to provide incentives to invite capital into the industry at
this time. ‘On the contrary, there is public concern about overcapacity. 8. 1470
recognizes this concern in two major provisions that relate to closing or correct-
ing unneeded or excess capacity.

Given the present tax structure, the primary effect of an increase in the re-
turn on equity would be a transfer from the Medicare-trust funds to general
revenue funds. Such a shift would do little to affect access to or quality of care
and is inappropriate in view of concern over the cost of health care.

On the other hand, Paragraph (3) of this section, which appears to eliminate
any return on net equity for for-profit hospitals after 1980, is unfair, Legisla-
tion should not deny providers a right through the reimbursement system to earn
any excess over accounting costs. Investors should be able to receive a return on
their investment. To do otherwise would effectively eliminate this important seg-
ment of the industry.

Mr. Chairman and Members, I thank you sincerely for giving me the oppor-
tunity to present the views of the Blue Cross Association and of our entire
organization of Plans on these Medicare and Medicaid reforms.

If you have questions about anything I have said, I would be glad to answer
them now. If you need further information that I do not have with me, we will
be pleased to provide it as quickly as possible.

Thank you very much,

Senator Taraapce. In view of the fact that Senator Dole must
leave at 10 o’clock, we will hear from Mi. A. B. Davis, Jr., next, ex-
ecutive vice president and chairman, Board of Directors, Kansas ITos-
pital Association. _ .

Senator Dore. With him is Frank Gentry, executive director of the
Kansas Hospital Association.

Senator Taryapce. Welcome, gentlemen.

STATEMENT OF A. B. DAVIS, JR., EXECUTIVE VICE PRESIDENT AND
CHAIRMAN, BOARD OF DIRECTORS, KANSAS HOSPITAL ASSOCI-
ATION, ACCOMPANIED BY FRANK L. GENTRY, EXECUTIVE
DIRECTOR, KANSAS HOSPITAL ASSOCIATION

Mr. Davis. Thank you very much, Mr. Chairman. We are here to
represent the Kansas Hospital Association and speak for its 165 mem-
ber hogpitals. These institutions range in size from a 12-hed hospital

roviding primary care in an isolated small rural community to a
arge medical center in our metropolitan area having more than 700
beds. A wide gamut of hospital services are provided by our mem-
bership, and each and all of our hospitals are vital links in the health
care chain in Kansas.

We are grateful for this opportunity to speak on behalf of our
members concerning the Medicare-Medicaid Administrative and Re-
imbursement Act, S. 1470.

It is fitting that after a decade, title XVIII and title XIX of the
Social Security Act should be reviewed and those portions that have
become burdensome and unworkable should be excised and replaced
with more efficient and economical provisions. These programs for
providing high quality health care for Kansas, and all Americans,
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have become an integral part of our national priorities and must
continue to be available to the aged and indigent ill and injured. -

Mr. Chairman, it is reasurring to know that you and the other
cosponsors of this bill have introduced legislation that recognizes the
complexity of the administrative and reimbursement mechanisms in
the medicare and medicaid programs, and have refused to offer sim-
pﬁist.ic short-term solutions to the problems that have evolved over
the years.

This committee, in recent history, has been inundated with facts
and ﬁ%ures about reasons for rising health care costs and the meas-
ures that hospitals are taking to curtail costs. We will not repeat
these for you at this time, Nor will we comment on other legislative
groposa.ls that advocate additional controls on the hospital industry.

ince the American Hospital Association has provided you with their
comprehensive section-by-section discussion of S. 1470, we will limit
our remarks to those two sections of the bill we perceive to have the
greatest impact on Kansas hospitals.

.Before we begin our discussion of S. 1470, we would like to make
a few general comments. Lids and ceilings on hospitals alone are in-
effective because they address only one of the individual “actors” in
the health care drama. Continued increases in the cost of health care
are the composite of individual decisions made by hospital adminis-
trators, physicians, Blue Cross, commercial insurance companies,
Federal government officials, State government officials, union and
management labor negotiators, suppliers, and the general public.

Only as these individual actors become increasing%; cost conscious
aEd ]ili'lake cost effective decisions will health care cost increases be
abated.

The proponents of caps on hospital costs apparently feel that the
only individuals making decisions affecting hospital costs are those
people responsible for the management of hospitals. This simply is
not the case.

As noted earlier, many parties—including physicians, commercial
insurance companies, the general public, and the Government—daily
make decisions that ultimately result in increases in hospital costs. For
any governmental cost control program to be effective, it must ad-
dress all of these decisionmakers, instead of forcing restraints on one
actor, whether that is a hospital manager or the Federal reimburse-
ment system.

Even if Congress develops an incentive reimbursement system that
rewards efficiency and punishes inefficiency, and even if hospitals are
as efficient as ultimate ]y possible, the following factors continue to
exist: (1) Insurance policies tend to encourage II:Batient hospital uti-
lization; (2) private individuals do not share the financial risk of
their decision to enter hospitals; (3) the Federal Government man-
dates unnecessary and expensive regulations; (4) the cost of goods
and services hospitals must purchase continues its upward trend ; and
(5) peoé:vle continue to persist in self-indulgent lifestyles. ;

Mr. Chairman, it is obvious that the portion.of the current version
of the Medicare and Medicaid Reform Act which will impact most
siﬁ.ﬁcantly on hospital operations is section 2 relating to hospital,
reimbursement reform. The Kansas Hospital Association agrees that
there are a number of significant changes in institutional reimburse-

92-202—77——18
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ment that can and should be made in the medicare and medicaid pro-
grams, The reimbursement changes embodied in S. 1470 appear to
be an improvement over the existing methodology employed in the
administration of section 223 of Public Law 92-603, which we under-
stand section 2 is designed to replace.

We must point out, however, that any system designed to classify
institutions for the purpose of limiting reimbursement due to insti-
tutional comparison has certain inherent difficulties. A classification
system must be sufficiently sophisticated so as to separate efficient from
inefficient institutions. The system should be designed so that effi-
cient hospital operations do not find themselves penalized because of
inappropriate classification determinations.

We, in Kansas, are concerned that too much reliance on bed size
in a classification mechanism may not be wholly appropriate. For
example, the major hospital center for the southwestern portion of our
State is a 191 bed hospital. This institution could very well have a
much more complicated ease mix and totally different kinds of admis-
sions than wonld a similar sized general hospital located in the sub-
urbs of a major metropolitan area.

We arc also concerned about the provisions of the reimbursement
section of the bill that call for the adjusting of average per diem rou-
tine operating costs through the use of the wage index based on gen-
eral wage levels prevailing in the areas in which the hosiptals are
located. Such indices are not available for that large portion of our
State which is rural.

Only 8 of the 105 Kansas counties fall within stancard metropoli-
tan statistical arcas. We are concerned also that the index refers to
wage levels in the general economy rather than that segment of the
labor force from which hospitals recruit their employees. In Kansas,
such an index would have to reflect the predominate nature of agri-
culture on our cconomy and would not accurately reflect the highly
specialized employees required in today’s modern hospitals.

We support the efforts in S. 1470 to remove from the routine per
diem hospital cost comparison procedure a number of elements which
are beyond the control of the individual hospitals. This, of course, will
serve to ameliorate many of the problems inherent in previous classifi-
cation systems. The Kansas Hospital Association, however, feels that
there is another reimbursement system which would be preferable. It
is the opinion of XHA that the best vehicle for long range reimburse-
ment reform is through budget and rate review of individual hospi-
tals. Rate review commissions created by statute in several of the
States have demonstrated their ability to hold the increase in hospital
charges to below the national average. In Indiana, where a voluntary
program has been in effect since 1959, the same record of cost savings
has been demonstrated. We would envision that such rate setting
mechanisms could be established in individual States, by State statute
or through operation by major third party payers such as Blue Cross-
Blue Shield as is the case in Indiana.

A viable prospective rate review system must focus on total costs;
the rates determined must be applicable to all payers; and participa:
tion in them must be mandatory for all hospitals.

We feel it is imperative that prospectively determined rates apply
to all third parties to avoid subsidization of one group of patients by
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another. This in itself will have the effect of moderating increases in
hospital costs as are reflected by the hospital service charge index of
er Price Index, .
theltggi'smu%eohanisms must be designed so as to protect the financial
integrity of the medicare and medicaid programs. Broad mmlrpa.lli
Federal guidelines should be developed which include: (1) Whic
costs are allowable; (2) requirements for statewide rate review sys-
tems; (3) recognition of the full financial requirements of hospitals;
(4) the implementation at the State level of existing cost control con-
cepts, such as the pla.nninsg process created by Public Law 93-641 and
the utilization review/PSRO mechanisms; (5) the establishment of
adequate appeal procedures to insure due process; and (6) provisions
requiring tI})le State regulating body be an mdeﬁendent a?enc whose
sole responsibility would be the regulation of the rates of health care
roviders.
d This agency should specifically be prohibited from acting as a pur-
chaser of care, provider of care, or regulator of any other aspect of
health care; for example, capital expenditures or licensure.

Mr. Chairman, our second major concern relates to long-term-care
reforms. While we support the provision of S. 1470 dealing with the
swing bed concept, we feel it omits discussion of one area of concern
causing significant problems to hospitals providing long-term-care
services.

In Kansas, we have 30 institutions that have attached long-term-
care facilities. In these combined facilities, the general services such as
administration, business office, laundry, medical records, housekeeping,
maintenance of the plant, and education are shared between an acute
hospital and an attached nursing home unit. Serious problems have
developed due to the treatment of these facilities by both the certifica-
tion and reimbursement processes.

The combination method of cost finding for hospitals with attached
long-term-care facilities is inequitable in that costs which should be
allocated to the acute hospital are, under the current system, being
allocated to the long-term-care unit. This process results in large
amounts of money being denied to the hospitals for valid costs which
they have incurred.

Many hospitals in Kansas that are trying to provide this service
lost as much as $100,000 per year because of the unjust reimbursement
system. We understand that this simplified cost finding will not be
required in the future, but the departmental cost finding that will take
its {)18.(_:3, although an improvement, will not be sufficiently flexible to
gﬁiﬁ :;1%‘ the special problems of these combined units. Inequities will

; }IPJOI;IErObIEm_s are present regarding the certification of these fa-
cilities. The conditions of participation for both hospitals and skilled
lflmsficﬂmeg ttft:;l the c:lyt.nﬁcat;itmn standards of intermediate-care

re wri in anticipatio i
Free-standing tatisties. pation of the surveyor encountering a

@ surveyors are not prepared d
for these combined facilities, > * c the SUrvey process allow,

The Kansas Hospital Association therefore strongly reco
that a new section be added to that portion of S, %43’:'0 mlﬂlilt:egngs
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long-term-care reforms that would require the Secretary of Health,
Education, and Welfare and the Health Care Financing Administra-
tion to develop flexible cost-finding procedures that can be utilized to
accurately allocate expenses between hospitals and their attached
long-term-care units. The Kansas Hospital Association also recom-
mends that a special section be created in the conditions of participa-
tion for hospitals and certification requirements for nursing homes to
regulate the operation of these shared units. .

The hospitals of Kansas appreciate this opportunity to present our
statement on S. 1470 and we will be happy to respond to questions of
the committee.

Senator Tarmance. Thank you, sir.

Senator Dole? )

Senator Dovr. With respect to the last page, when the staff read this
prepared statement they noted the recommendations on how to im-
prove the current certification process for hospitals that also provide
long-term-care services. It seems logical to me that since hospitals pro-
viding long-term-care services share most of the resources of the com-
bined facility, it would be appropriate to recognize this situation and
the regulations for hospitals rather than apply two separte sets of
regulations, one for hospitals and one for long-term-care facilities.

T have been advised by the staff that your recommendations can be
accomplished administratively by HEW. Mr. Chairman. I would sug-
gest that this subcommittee send a request to the Secretary asking that
the recommendations of the Kansas Hospital \ssociation be adopted.

Senator Tarymapce. Without objection, so ordered.

Senator Dorx. Dr. Davis, you point out in your statement on page
5 that prospective determined rates for reimbursement should he
applied to all payvers. I understand, then, you would support enlarg-
ing the Talmadge bill to cover everyone ?

Mr. Davis, Yes, Senator. we would, definitely.

Senator Dorr. Also, on page 4 of your statement vou note your
concern regarding the classification mechanism for hospitals. T think
we also recognize that bed size is only one component that must be
considered. I think that is clarified on page 4, line 18, of the bill. I am
I am not certain you have the text of the bill.

If, after reviewing that and other provisions. specific provisions of
the bill. you think there should be further modification, we would he
happy to have that.

Myr. Davis. Thank you, Senator. We will review that more care-
fully and submit further testimony.

[ The following was subsequently supplied for the record =],

THE KaxNsas HOSPITAL AssocIATION,
Topela, Kans,, 9, 197
SENATE COMMITTEE 0N FINANCE, o B A L0007,
Dirksen Senate Office Building,
Washington, D.C.

Dear Sins: The Kansas Hospital Association is appreciative of the opportunity
to f\_lrt_her elal_m!ra_te on two portions of our earlier testimony on the Mcdicare:/
Medicaid Admlmstr_atn'e and Reimbursement Reform Act, S. 1470.

_The section relating to the classification of hospitals in S. 1470 notes that hos-
pitals were to be placed in groups by bed size, type of hospital, or categories
found to be appropriate. During the testimony of the Kansas Hospital Associ-
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ation on 8. 1470, the Medicare and Medicaid Reform Act, Mr. Jack Davis, Chair-
man of the Board of Directors of the Kansas Hospital Association, was asked to
provide suggested changes to the section that would eliminate our concerns about
the proposed classification methodology.

The Kansas Hospital Assoclation will not propose a full classification system,
but will rather identify some of the elements that need to be considered in order
for a classification system to achieve maximum equity. Those elements that need
to be addressed are:

1. Bed size.

2. Hospital location.—The methodology utilized could be the same as is now
being utilized under Section 223 of P.L. 92-603 which involves a Standard Metro-
politan Statistics Area (SMSA) or a non-Standard Metropolitan Statistics Area
designation. Or a classification system could use other appropriate measures to
separate urban from rural facilities.

3. Scope of Services.—Such an element is necessary so as to identify and treat
together, as much as possible, hospitals with attached long-term care units; hos-
pitals involved with teaching programs; hospitals offering an unusually wide
range of services for their size. An example of this latter circumstance might be
a relatively small osteopathic hospital, working in conjunction with a college of
osteopathy, that offers a much broader range of services than a normal hospital of
similar size.

4. Length of stay.—This factor must be considered because of its impact on the
intensity of services rendered during a hospital admission. Hospitals with shorter
stays often provide more intense (compact) services in a shorter timeframe, thus
their cost per day is higher. e '

5. Patient mio.—This element in some ways overlaps other categories, but a
150 bed hospital that is a medical center for a large rural area could have a
considerably different patient mix than a similar sized hospital that Is located
on the outskirts of a metropolitan area with several large teaching institutions.

8. Demographic characteristics of the hospital's service ares—This element is
quite complex. One such factor that must be considered is the average wage levels
in different communities, A 75-bed hospital just outside of a metropolitan area,
that is required to compete with that metropolitan area on a wage basis would
have substantially higher wage costs than would a 75-bed hospital in western
Kansas. The impact seasonal farm workers have on the average wage level should
also be considered.

Another demographic measure would be the age composition of the population
in a hospital trade area. A facility serving an area of predominately elderly
people could need vastly different kinds of services and thus incur higher costs
than a hospital serving a relatively young and healthy mpulatlon.

The final demographic factor that would need to considered could be re-
lated to climate or special regional circumstances. The problem of the upper res-
piratory ailments of coal miners, and dust-related problems found in the Great
Plains states, and the especially high energy costs In the extreme northern states
need to be taken into account in some way.

All of the above listed elements need to be studied and their relative impact of
each on hospital costs must be taken into account in the development of a classi-
fication system. The omission of several of these elements has the potential to
create severe inequity.

The second area that the Kansas Hospital Association was requested to pro-
vide additional information on concerned the problems currently being experi-
enced by those Kansas hospitals which currently operate attached long-term
care facillties. In our testimony two major problems with these units were iden-
tifled and discussed. The first of those, relating to certification problems of the
combined units, was addressed in the June 14, 1977 letter to the Health, Educa-
tion, and Welfare Secretary Joseph Califano, Jr. from Senators Talmadge and
Dole. If the Secretary implements the request of the Subcommittee on Health of
the Senate Finance Committee, the certification problems now being experienced
should be eliminated. The Kansas Hospital Assoclation wishes to thank the Sub-
committee on Health for their assistance in helping resolve this problem.

The second problem of these combined units relates to reimbursement prob-
lems. In the testimony of the Kansas Hospital Assoclation before the Subcom-
mittee, we fully explained the problems with the current cost allocation processes
in the Title XVIII and Title XIX reimbursement systems. We will not: repeat this
explanation at this time but will attempt to provide specific recommendations
as to how this might be remedied. =
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On Friday, November 20, 1976, the Bureau of Health Insurance published in
the Federal Register propused regulations designed to eliminate the Combination
Method of cost apportionment from Medicare cost-reporting periods staring after
December 31, 1977. The proposed regulations would allow all hospitals, irrespec-
tive of size. to utilize the more sophisticated Departmental Method of cost funding
The Kansas Hospital Association strongly supported such a change. It has been
our experience in Kansas, as is the experience nationwide. that hospitals are able
to easily meet the necessary statistical requirements of the Departmental Method
of cost apportionment, We further urge that these proposed regulations be adopted
in their final formm as soon as possible. It was our hope at that time that final
rezulations would be published early enough to allow hospitals with June 30. 1977
year-end closing dates to be able to use the Departmental Method of cost ap-
portiomuent. Many of our Kiansas hospitals, in anticipation of this proposed
change, are already keeping the necessary statistics and thus will be prepared to
use the Departmental Method of cost apportionment for the current tiscal year.

To date the final regulations have not been published. This delay has Leen very
costly to Kansas hospitals. The Kansas Hospital Association would appreciate
the assistance of the Senate Finance Committee in securing the inunediate publi-
cation of these final regulations.

Although the elimination from the Combination Method of cost apportionment
and the resultive requirement that all facilities use the more sophisticated step-
down Departmental Method of cost apportionment methodology. which is a step
in the direction of more equitable cost apportionment. we urge the subcommittee
to remember that this is only the first of what needs to he a series of many steps.

Departmentalized cost apportionment still requires standard apportionmment
bases and that in the instances of combined hospital and long-term care units
may not be appropriate in determining exactly the true cost of operation for each
separate component of the institution. We would recommend that both the Health
Care Financing Administration and the staff of the Subcommittee on Health of
the Senate Finance Committee continually monitor the effects on enuity of hos-
pital reimbursement of the various apportionment methodolozies. It is imperative
that enoungh flexibility be provided in the apportionment process so that insti-
tutions that embark upon new and innovative kinds of services, in order to better
serve their client population, not be penalized in the apportionment process. If
departmental cost apportionment still results in a disproportionate share of total
facility costs being allocated to the long-term care unit, we urge that the Health
Care Financing Administration be directed to publish regulations that would
allow for the utilization of alternate apportionment hases. These would need to
be sufficiently specific so as to allow the use of only those bases which wonld allow
for more equitable cost finding. This process should not ever he allowed to result
in an wnwarranted run on the financial resources of the federal health eare
progriams.

In summary, the Kansas Hospital Association urges that the Subrommittee on
Health direet the Health Care Financing Administration to publish as soon as
possible its regulations eliminating the Combination Method of cost apportion-
ment : and secondly. that for hospitals operating cominned units. that alternative
allocations be considered <o that the true costs of operation are identifiahle,

The Kansas Hospital A~~ocintion again thanks the Subcommittee on Health
of the Senate Finance Commiltee for this opportunity to provide additional testi-
mony on the Medicare/Medicade Administrative and Reimbursement Reform Aet,
1.‘;2. 1470. We are prepared to answer any further questions the Subeommittee might

ave.
Sincerely,
Frawk I. GExTRY. President.

_ Senator Dore. Then with reference to the need to have area wage
indexes as an important clement in adjusting for differences in hos-
pital costs, T assume that your concern is with the present lack of
proper indexes rather than opposition to using them where they reason-
ably reflect differences in wage levels. That is correct

Mr. Davis, That is correct, Senator. That is the problem.

Senator Dore. Perhaps that can be addressed appropriately.

You have also heard the previous witness from AMA with refer-
ence to errors in releasing physician’s payments under medicare,
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The chairman has indicated, of course, the primary concern is full
information and accuracy. I think that has occurred, and you expresed
to me, I think that if we can be assured of accuracy and that the infor-
mation is full and complete I do not think anybody objects to the
information being released.

Mr, Davis. Exactly. ) L

Senator Doce. I thank you, Dr. Davis, for g.pﬂearmg. I think it does
give us some insight into a little different mix because Kansas has, as
you indicate, from 12 beds up to 700 beds. *

Do I, finally, understand from your statement that you support
using some of the unused capacity in hospitals for extended caref

Mr. Davis. That is correct, Senator. o

Senator DoLe. Do you see any problems there? We had some indica-
tio:nin that there may be a probf’am of conversion and then converting
bac

Mr. Davis. I want to ask Mr., Gentry to speak to that.

Mr. GenTry. Mr. Chairman and Senator, we do sense some problems.
As you recall, we have been dealing with it ever since 1966, The swing
bed concept, I think, will help most of our hospitals. There are 150
hospitals. All but 30 of those are strictly hoe‘ripitals. The other 30 where
they try to meet a community need by adding a longterm care unit
within the hospital or within the facility have suffered some difficulties
that the swing bed concept per se will not solve.

They have successful in meeting the need. They have benefited
the community but have been penalized by the medicare reimburse-
ment system. .

You mentioned it could be handled administratively and I hope it
can. A few years ago, you did help us in an instance where there was
a serious situation for a county hospital that had approximately the
91:)&61(1116 number of acute beds and the same number of longterm care

s,
The bottom line of the reimbursement formula for that hospital was
lized very significantly, by reason of the formula. It can be
andled. That particular one was solved, but not for the overall mix-
ture. We need to work with the Department on that.

I am very pleased that you made that recommendation.

Senator Dore, Thank you very much.

Senator TaLmapce. Thank you very much, gentlemen, for your
constructive contribution.

The next witness is Mr. Richard E. Murphv. legislative director,
Service Employees International Union, AFL~CIO.

Mr. Murphy, we are delighted to have you sir. You may insert your
fu% statement in the record and summarize it in 10 minutes, if you
will.

Mr. MurenY. I regret our secretary-treasurer is not here to testify.
He is ill, that is why I came in his place.

Our research director, Stanlev Wisniewski, will offer our testimony.

We represent almost 200,000 hospital workers across the United
States, plus 400,000 in private industry, We think that your legislation
as drafted needs some substantial revision to protect the members that
we represent, as well, as we think, the other workers in the hospital
who, by and large, are low paid.
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Mr. Wisniewski will elaborate.

STATEMENT OF RICHARD E. MURPHY, LEGISLATIVE DIRECTOR,
SERVICE EMPLOYEES INTERNATIONAL UNION, ACCOMPANIED
BY STANLEY WISNIEWSKI, RESEARCH DIRECTOR, SERVICE EM-
PLOYEES INTERNATIONAL UNION

Mr. Wisntewskr. Thank you, Mr, Chairman.

As Mr. Murphy said, we represent over 200,000 health care workers.
In addition, we represent another 400,000 workers in private industry
and in the public scetor.

Allof the workers we represent are seriously affected by the problem
of health care inflation. Many of our members are low-wage service
workers and consequently find it difficult to deal with the high cost of
medical care. Ironically, among the workers hardest hit by medical
care inflation are health care service workers whose wages still remain
below the level of earnings enjoyed by workers in most other sectors of
the economy.

The average nonsupervisory hospital worker carned $4.18 an hour
in 1976—a rate lower than the average wage earned in the private
sector, in manufacturing, or in the private economy taken as a whole.
Most health care workers, nurses, nurses’ aides and service workers, are
inadequately paid and find it difficult to shoulder the burden of rising
health care costs. Based on a 40-hour week, the average nonsupervisory
worker’s annual salary in 1976 would have approximated $8,694. By
comparison, in autumn 1976, the U.S. average cost of the lower budget
for an urban family of four was $10,041 a year, while the intermediate
and higher levels were $16,236 and $23,759 respectively.

As a result of the inadequate wages received by health care workers,
the gap between their earnings and the price of medical care has
widened over the years. During the past 10 years, hospital room
rates have risen nearly twice as fast as hourly wages. Therefore, we
welcome initiatives aimed at moderating the rise in health care costs
but we are strongly opposed to any program that would interfere with
free collective bargaining in the hospital industry or hold down the
wages of hospital workers. We believe that to be effective, a health
care cost containment proposal must address the real cause of infla-
tion—mismanagement. poor planning, and wasteful duplication of
services—rather than impose additional hardships on already poorly
compensated wage earners.

Hospital workers are the victims, not the cause, of medical care
inflation. The rapid increases in the cost of medical care are not attrib-
utable to nonsupervisory labor costs. Over the past 15 years, less and
less of the hospital dollar was spent on Jabor costs each year. This trend
is remarkable in view of the ever-rising demand for more and better
skilled health care workers employed in hospitals increased from
1.763,000 in 1962 to 3.0230,000 in 1975 and the number of workers per
100 census—average daily hospital census—more than doubled to 269
employees per 100 census. In addition, the types of health care workers
and the skills they possess have been dramatically upgraded with the
introdnction of new paraprofessional and technical positions. Yet.
notwithstanding these huge increments in both the quantity and
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quality of hospital manpower, payroll expenses have steadily declined
as a pioportﬁ of totallrospital expenses from 66.5 percent{n 1962 to
51.1 percent in the last quarter of 1976. .
Total labor costs in the hospital industry now account for a little
more than half of operating costs and the salaries of administrative
and supervisory personnel account for roughly one-third of these
labor costs. In otier words, nonsupervisory and nonadministrative
labor costs currently absorb approximately 35 percent of total operat-

ing costs.

%‘he available evidence clearly demonstrates that nonsupervisory
labor costs, whether union or nonunion, had little to do with inflation
in health care prices. For example, the Council on Wage and Price
Stability recenigy released a study which estimates that limiting the
rise in the rate of eamin%ﬁ increase of hospital employees to the in-
creases experienced by all private nonfarm production workers over
the 1955-75 period would have only reduced the annual rate of increase
in average cost per patient day from 9.9 percent to 8.8 percent. In other
words, total labor costs were the source of only about one-tenth of the
annual increase in hospital costs.

Other recent studies of hospital worker wages which focus on only
collectively bargained wages indicate that the union impact on hospital
costs appear to be in the range of 1 to 2 percent. Moreover, while
unionized hospitals pay higher wages, they may experience lower
labor costs because, unlike their nonunion counterparts, they are
troubled less by high labor turnover rates.

With about 18 to 20 percent of all hospital workers organized and
with total payroll costs representing roughly 51 percent of operating
costs, organized labor accounts for only 10 percent of hospital costs.
Clearly, this is too small a portion to have had a significant impact on
health-care inflation.

Collectively bargained wage increases in the health care industry
have not been excessive as indicated by the data provided in the ap-
pended table II. The average increase which became effective during
1975, in SEIU contracts was 7.8 percent, while for 1976, the average
increase was 7.1 percent.

To date, in 1977, those increases which have occurred or are expected
to occur on the basis of previously negotiated settlements average 7.1
percent. These increases can hard){y be termed excessive inasmuch as
the effective wage rate changes reported by the Bureau of Labor
Statistics for wage settlements in the private sector as a whole aver-
aged 8.7 percent in 1975 and 8.1 percent in 1976.

Clearly, labor costs have played a minor role in pushing hospital
costs upward. Health care workers are the victims of rising health
costs as much as anyone else, or perhaps even more so, since they are
less able to afford such price increases. Workers engaged in manufac-
turing earn at least a full dollar more than the average hospital
worker. In actual dollars and cents, hospital workers gained only &.39
in increased hourly wages since 1970, while the average worker in the
private sector increased his earnings by $1.65. Therefore, we find S.
1470 highly objectionable because it unfairly places the burden of
comi:olling hospital costs on the shoulders of low-wage hospital
workers.
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Section 2(b) (aa) (3) (E) of the proposed legislation erroneously
tries to set hospital wages on the basis of comparisons with their
counterparts outside hospitals in the same geographic area, when in
fact, in most instances, comparable occupations either do not exist out-
side hospitals or else, do not exist in sufficient numbers to permit
meaningful comparisons,

Occupations which make up the bulk—80-85 percent—of the non-
supervisory hospital work force such as nurses aides, psychiatric aides,
licensed practical nurses, medical records technicians, medical tech-
nologists, respiratory therapists, radiologic technologists, admitting
clerks, and registered nurses are not found employed outside the health-
care industry in significant numbers and, even where they do exist,
their job responsibilities are often vastly different, Jiven in those few
instances where comparisons between hospital and general wage levels
for a particular occupation can be made, methodological problems
such as obtaining data outside major metropolitan areas, timing the
collection and analysis of the data to meet the needs of the lecislation,
collecting accurate fringe benefit data on an annual basis would prove
to be a formidable and expensive task for the Government’s statistical
agencies.

Section 2(b) (aa) (3) (E) of S. 1470 makes no effort to separate wage
and salary data for supervisory and administrative personncl from
data for nonsupervisory personnel. The net result of this omis-ion is
that low-paid nonsupervisory personnel can have their wage increases
restricted because they happen to work at a hospital with highly paid
administrative personnel.

Section 2(b) (aa) (3) () also makes no distinction as to the size of
the hospital in making its comparisons. Irrespective of the size or
nature of the hospital, occupations are to be compared to the same gen-
eral area wage levels—completely ignoring the different labor market
factors that may impact on each situation.

Notwithstanding all these shortcomings in its proposed mechanism

for setting a limit on hospital personnel costs, S. 1470 not only attempts
to control wage increase but, after 1979 could form the basis for wage
cuts. It is unconscionable to contemplate wage cuts in an industry in
which the average nonsupervisory wage already lags behind wages in
practically every other major industry and where low-paid workers are
hard-pressed to deal with pains of the general rate of inflation.
. Furthermore, section 2(b) (aa) (3) (E) provides hospitals with an
incentive to continue to increase expenditures in those arcas which
have been most responsible for health care inflation at the expense of
low-paid workers. This terrible state of affairs is precipitated when-
ever the hospital wage level is below the permissible limit. because
irrespective of its actual expenditures for wages the hospital is reim-
bursed the full permissible limit to the extent that they can lower
wages below the amount allocated to them by the personnel cost
formula. In short, a hospital is able to shift the burden of the program
onto the low-wage workers through a refusal to grant any wage
increase.

In view of the fact that wage increases for hospital worlkers have not
been responsible for the rapid rise in hospital costs and that nonsuper-
visory workers are still severely underpaid, we believe that the system
of wage controls advocated in S. 1470 is unjustified, unfair, and un-
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workable. Moreover, it represents an unwarranted interference with
the ri%hts of hospital workers to engage in free collective bargaining—
a right which was finally extended to all private sector hospital
workers in the 1974 amendments to the National Labor Relations Act.
Therefore, we are adamantly opposed to S. 1470 as proposed. We be-
lieve that the wages of these nonsupervisory hospital workers should
rightfully be excluded from the scope of this legislation.

As consumers of medical care we appreciate S. 1470's efforts toward
establishing a uniform accounting and reporting system, however, at
the same time we are dismayed by section 44 which would prohibit the
release of the names of physicians who have been paid large amounts
for treating medicare patients. It is the lack of information available
on provider activities in the industry that encourages abuse. We favor
full disclosure for all providers in the health care industry.

On behalf of the members of the Service Employees International
Union I thank the committee for the opportunity to present our views.
Senator TaLmapae. Thank you very much for your testimony.

You stated that nonsupervisory wage rates lagged behind wages in
practically every other major industry. Elsewhere in your testimony
you stated that comparable occupations do not exist outside of hos-
pitals, or else do not exist in sufficient numbers to permit meaningful
comparison.

If you say you cannot compare hospital occupations with other occu-
pations, how can you tell us that hospital workers are underpaid?

Mr. Wisniewskr. What I mean to say there is the private nonsuper-
visory hourly rate for all workers in the economy happens to be higher,
not only for the total private sector but for service workers included,
than the hospital workers average hourly rate.

That is not to say there is comparison between the occupations there,
but just to say that the average hourly rate for that industry group as
a whole is less than the average hourly rate for the service sector as a
whole and for the private sector as a whole. That information is con-
tained in the first table.

_Senator Tarmange. Our subcommittee has no objection to publica-
tion of physicians’ fees. What we are trying to get at is in the inaccu-
rate publication which has been rampant.

Secretary Califano testified Tuesday and he has pledged to try to
correct that. We certainly have no objection to any Federal expendi-
tures being made a matter of puble record. We think it should be.

Senator Danforth ¢
. Senator DanrorTH. You are concerned about the increasing costs
in health care?

Mr. Wisniewskr® It affects health care workers as much, if not more,
than other workers, because they have less wages to spend on health
care. '

Senator DanrorTa. If you were in our shoes, what would you do?

Mr. WisNvmewskl. We favor the approach proposed in the Health
Security bill. We recognize that is a long-term approach. In the
interim, we would favor something along the lines o? S. 1391, but we
have some reservations.

Senator DanrorTH. S, 1391 ¢

Mr. Wisntewsk1 The administration’s bill.

Senator DaNrorTH. The 9 percent {
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AMr, WisNiEwsKL Yes. .
Senator Daxrorrir. You would view that as tem porary ? )
Mr. WisxiEwskl. Yes. We would view that as temporary, until the

health security system would be in place. .

Senator Daxrortir. What do you mean by the health security
system?

" Mr. WisNiewsxk1. National health insurance. .

Senator Danrorrr, Would national health insurance be simply a
way of paying the costs or a way of limiting the costs? .

Mr. Wissmwskr. We feel that there are adequate safeguards in the
program through its budgeting mechanisms to hold down the rise in
licaltheare costs and limit them to reasonable levels.

Senator Daxrorrir. Thank you. _

Scnator Taramapee. S. 1891, T believe, is the number of the ndmin-
istration bill and it has « cap on virtually everything but wages.

Mr. Wisnviewskr. That is correct, in part. The so-called wage pass-
through is not, in essence, a passthrough : simply optional as far as the
hospital is concerned. The hospital can decide whether or not to pa-s-
through wages.

Senator Taryavce. Thank you very much. gentlemen, for your con-
tribution to our deliberations.

[The prepared statement of Mr. Wisniewski follows:]

STATEMENT OF STANLEY WISNIEWSKI, RESEARCII DIRECTOR SERVICE EMPLOYEFS
INTERNATIONAL UxION, AFL-CIO

I am Stanley Wismewskl, Research Director for the Service Employees Tu-
ternational Union We represent GO0,000 workers in private industry and the
publie seetor, including over 200,000 healtheare workers.

All of the workers we represent are seriously affected by the problem ol health-
care inflation. Many of our members are low-wage service workers, and couse-
quently find it diffienlt to deal with the high cost of medical care. Ironically.
among the workers hardest hit by medical eare intlation are healtheare sevvice
workers whose wages still remain below the level of earnings enjoyed by work-
ers in most other sectors of the economy.

The average non-supervisory hospital worker earned $4.18 an hour in 1076G-—n
rate lower than the average wage earned in the service sector, in manufacturing.
or in the private economy taken as a whole (as illustrated in the appendsd Table
I). Most health-care workers——nnrses, nurses’ aides and service workers—are iu-
adequately paid and find it Jdiffienlt to shoulder the burden of rising healtheare
costs. Based on a forty-hour week, the average nonsupervisory worker's anntial
salary in 1976 would have approximated $8694. By comparison, in Antwnn 1976,
the U.S. average cost of the lower budget for an urban family of four was 810 041
a year, while the intermediate and higher levels were $16.236 and $23.7°9
respectively.

As a result of the inadequate wages received by healtheare workers, the gap
between their earnings and the price of medical care has widened over the
years. During the past ten years, hospital room rates have risen nearly twice as
fast as hourly wages. Therefore, we welcome initiatives aimed at moderating
the rise in healthcare costs but we are strongly opposed to any program that
would interfere with free collective bargaining in the hospital industry or hold
down the wages of hospital workers. We believe that to be effective, a healthcare
cost containment proposal must address the renl causes of inflation—mismanage-
ment, poor planning, and wasteful duplication of services—rather than impose
additional hardships on already poorly compensated wage earners.

Hospital workers are the vietims, not the cause, of medical eare inflation.
The rapid increases in the cost of medical care are not attributable to non-
supervisory labor costs. Over the past fifteen years, less and less of the hospital
dollar was spent on labor costs each year. This trend is remarkable in view of
the ever-rising demand for more and better skilled healtheare workers through-
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out the period. The number of healthcare. workers employed in hospitals in-
creased from 1,763,000 in 1962 to 3,023,000 in 1975 and the number of -workers
per 100 census (average daily hospital census) more than doubled to 269 em-
ployees per 100 census. In addition, the types of healthcare workers and the
gkills they. possess have. been ‘dramatically upgraded with the introduction of.
new paraprofessional and, technical positions. Yet, notwithstanding these huge
increments in both the quantity and quality of hospital manpower, payroil
expenses have steadily declined as a proportion of total hospital expenses from
66.6 percent in 1962 to 51.1 percent in the last quarter of 1976.

Total labor costs in the hospital industry now acceunt for a little more than
half of operating costs and the salaries of administrative and supervisory per-
sonnel aecount for roughly one-third of these labor costs. In other words, non-
supervisory and non-administrative labor costs currently absorb approximately
35 percent of total operating costs. :

The available evidence clearly demonstrates' that nonsupervisory labor costs,
whether union or non-union, had little to do with inflation in healthcare prices.
For example, the Council on Wage and Price Stability recently released a study
which estimates that limiting the rise in the rate of earnings increase of hospital
employees to the increases experienced by all private nonfarm production work-
ers over the 1955—75 period would have only reduced the annual rate of increase
in average cost per patient day from 9.9 perecnt to 8.8 percent.! In other words,
total labor costs were the source of only about one-tenth of the annual increase
in hosiptal costs.

Other recent studies of hospital worker wages which focus on only collectively
bargained wages indicate that the union impact on hospital costs appear to be
in the range of 1-2 percent.” Moreover, while unionized hospitals pay higher
wages they may experience lower labor costs because, unlike their nonunion
counterparts, they are troubled less by high labor turnover rates.

With about 18 to 20 percent of all hospital workers organized and with total
payroll costs representing roughly 51 percent of operating costs, organized labor
accounts for only 10 percent of hospital costs. Clearly, this is too small a portion
to have had a significant impact on health-care inflation.

Collectively bargained wage increases in the healthcare industry have not been
excessive as indicated by the data provided in the appended Table II. The
average increase® which became effective during 1975, in SEIU contracts was
7.8 percent, while for 1976, the average increase was 7.1 percent. To date, in
1977, those increases which have occurred or are expected to occur on the basis
of previously negotiated settlements average 7.1 percent. These increases can
hardly be termed excessive inasmuch as the effective wage rate changes reported
by the Bureau of Labor Statistics for wage settlements in the private sector as
a whole averaged 8.7 percent in 1975 and 8.1 percent in 1976.

Clearly, labor costs have played a minor role in pushing hespital costs upward.
Healthcare workers are the victims of rising health costs as much as anyone
else, or perhaps even more 80, since they are less able to afford such price in-
creases, Workers engaged in manufacturing earn at least a full dollar more than
the average hospital worker. In actual dollars and cents, hospital workers
gained only $1.89 in increased hourly wages since 1970, while the average worker
in the private sector increased his earning by $1.65. Therefore, we find 8. 1470
highly objectionable because it unfairly places the burden of controlling hospital
costs on the shoulders of low-wage hospital workers,

Section 2(b) (aa) (3) (B) of the proposed legislation erroneously tries to set
hospital wages on the basis of comparisons with their counterparts outside
hospitals in the same geographic area, when in fact, in most instances, compa-
rable occupations either do not exist outside hospitals or else, do not exist in
sufficient numbers to permit meaningful comparisons. Occupations which make
up the bulk (80-85 percent) of the nonsupervisory hospital workforce such as
nurses aides, psychiatric aides, licensed practical nurses, medical records tech-
nicians, medical technologists, respiratory therapists, radiologle technologists,
admitting clerks and registered nurses are not found employed outside the
healtheare industry in significant numbers and, even where they do exist, their

1 Martin Feldsteln and Amy Taylor, The Ra Rise of Hospital Costs: A R
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job responsibilities are often vastly different. Even in those few instances where
comparisons between hospital and general wage levels for a particular occupa-
tion can be made, methodological problems such as obtaining data outside major
metropolitan areas, timing the collection and analysis of the data to meet the
needs of the legislation, collecting accurate fringe benefit data on an annual
basis would prove to be a formidable and expensive tusk for the government's
statistical agencies.

Section 2(b) (aa) (3) (E) of 8, 1470 makes no effort to separate wage and
salary data for supervisory and administrative personnel from data for non-
supervisory personnel. The net result of this omission is that low-paid nonsuper-
visory persounel can have their wage increases restricted because they happen
to work at a hospital with highly paid administrative personnel.

Section 2(b) (aa) (3) (E) also makes no distinction as to the size of the hos-
pital in making its comparisons. Irrespective of the size or nature of the hospital,
occupations are to be compared to the snme general area wage levels—completely
ignoring the different labor market factors that may impact on each situation.

Notwithstanding all these shortcomings in its proposed mechanism for setting
a limit on hospital personnel costs, 8. 1470 not only attempts to control wage in-
creases but, after, 1979, could form the basis for wage cuts. It is unconscionable
to contemplate wage cuts in an industry in which the average nonsupervisory
wage already lags behind wages in practically every other major industry and
where low-paid workers are hard-pressed to deal with pains of the general rate
of inflation.

Furthermore, Section 2(b) (aa) (3) (E) provides hospitals with an incentive
to continue to increase expenditures in those areas which have been most re-
sponsible for health care inflation at the expense of low-paid workers. This ter-
rible state of affairs is precipitated whenever the hospital wage level is below
the permissible limit, because irrespective of its actual expenditures for wages
the hospital is reimbursed the full permissible limit to the extent that they can
lower wages below the amount allocated to them by the personnel cost formula.
In short, a hospital is able to shift the burden of the program onto the low-wage
workers through a refusal to grant any wage increase.

In view of the fact that wage increases for hospital workers have not been
responsible for the rapid rise in hospital costs and that nonsupervisory workers
are still severely underpaid, we believe that the systemm of wage controls advo-
cated in 8. 1470 is unjustified, unfair and nnworkable Moreover, it represents
an unwarranted interference with the rights of hospital workers to engage in
free collective bargaining—a right which was finally extended to all private
sector hospital workers in the 1974 amendments to the National Labor Relations
Act. Therefore, we are adamantly opposed to 8. 1470 as proposed. We helieve
that the wages of these nonsupervisory workers should rightfully be ex-
cluded from the scope of this legislation.

As consumers of medical care we appreciate 8. 1470's efforts towards estab-
lishing a uniform accounting and reporting system, however, at the same time
we are dismayed by Section 44 which would prohibit the release of the names of
physicians who have been paid large amounts for treating Medicare patients. It
iz the lack of information available on provider activities in the industry that
encourages abuse. We favor full financial disclosure for all providers in the
henlth care industry.

On bebalf of the members of the Service Employees International Union, I
thank the Committee for the opportunity to present our views,

TABLE |.—AVERAGE HOURLY EARNINGS (NONSUPERVISORY EMPLOYEES)

—_—

Total

private Service Hospitals
$2.85 $2.43 $2.31
3.04 2,61 2.57
3.22 2,81 2.719
3.43 im 29
3.65 3.40 3.08
3.92 3.46 3.22
4,22 3.76 3.45
4,54 4,06 3.83
4 87 4,36 4.18
2.02 1.93 1.87

Source: Bureau of Labor Statistics,
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TABLE 11.—SEIU COLLECTIVELY BARGAINED HOSPITAL AGREEMENTS

Percent increass, selected occupations

Unit Regis-
percent  Nurse's . tered
State and increase dates increase aide Maid Portar LPN nurses Other
California—14,900 employees (more than
26 Ilusﬂhh):
8.2
7.2
6.8
1.0
12.0
6.5
6.0
9.7
6.3
7.1
7.4
1.9
e 6.2
Massachusetts—330 employees (1
hospital): 1976 .. .. e 8.0
Michigan—2,327 employees [
hospitals):
1875 82 81 1.7
1976 6.4 7.1 37,1
1977, 5.9 6.5 16.5
61978 ___.__. - 4.4 4.6 S
Mnnesota—5000  employees (20
hospitals):1976.__________________.. 5.0 5.3 353 e
Missouri—500 employees (1 hospital):
1976, 10.6 11.4 I i e
9.6 10.2 W2 e em
50 50 5.0 5.0 50 e
6.4 6.6 6.9 BB, o e o R s
6.6 7.5 7.9 6.8 e
1.1 B.2 8.7 3 A U S S i OR R
1.0 57.2 87,8 576
58.0 8.6 08.5
7.3 1.3 87.7
7.1 1.0 ¢7.0
6.7 7.0 86.7
11.3 1.0 012.4
8.8 10.0 ‘7.6
s P s s e e B R T 10.4 13.1 8.7
Washington—760 employees 3
hos g;hls):
1975 8.0 9.2 09,2
8.2 9.7 9.3
1.5 1.2 t1.3

1 Hospital aide.

2 Clinic aide.

2 Maid/porters.

4 Medical technicians,

Senator Tarmanes, The next witness is Morton D. Miller, vice chair-
man, Equitable Life Assurance Society of the United States, accom-
panied by William C. White, Jr., vice president, Prudential Insurance
Company of America on behalf of the Health Insurance Association

of America.
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You may insert your full statement in the record and summarize it
in 10 minutes, if you will, please.

STATEMENT OF MORTON D. MILLER, VICE CHAIRMAN, EQUITABLE
LIFE ASSURANCE SOCIETY OF THE UNITED STATES; ACCOMPA-
NIED BY WILLIAM C. WHITE, JR., VICE PRESIDENT, PRUDEN-
TIAL INSURANCE C0. OF AMERICA, ON BEHALF OF HEALTH
INSURANCE ASSOCIATION OF AMERICA

Mr. MicLer. My name is Morton D. Miller. T am vice chairman of
the Board of Directors of the Equitable Life Assurance Society of the
United States. With me are Mr. William C. White, Jr., vice president,
Governmental Health Programs Office of the Prudential Insurance
Co. of America, and Mr. Louis A. Orsini, vice president and director
of the Consumer and Professional Relations Divicion of the Health
Insurance Association of Ainerica. We appear today on behalf of the
Health Insurance \s-ociation of America.

The companies we represent, which provide health insurance protec-
tion for over 100 million Americans, have long been intimately con-
cerned with the costs of health care in this country. In that connection,
we have lent our active support to community health planning, in-
creased ambulatory care, alternative delivery systems, health educa-
tion, professional standards review, and a better distribution of health
manpower.

S. 1470 contains many progressive concepts which merit discussion,
such as payment for the costs incurred in closing underutilized facili-
ties or converting them to other uses. However, because of time limita-
tions, our testimony will be confined to a discussion of the hospital re-
imbursement reforms proposed in section 2 of the bill. We have filed an
extended written statement that includes supporting material for these
comments, as well as observations on the other sections of the bill.

The rapid escalation of costs during the last several years which has
spread across the full spectrum of health services—with particular im-
pact on the costs of hospitai care—has created a most worrisome
sitnation.

The problem is a serious one that calls for remedial lecislation. The
drafters of S. 1470 are to be complimented for their initiative in ad-
dressine the problem and in formulating a legislative solution.

Mr. Chairman. we are familiar with the complicated web of interre-
lated causes which have brought ahont the health care cost esealation
we have been experiencing. One of the contributing factors has been
the growth of third party payment for health care services, both pri-
vate and publie, to the point where third party financing represents
over 90 percent of total hospital revennes. Recause of our success in ex-
tendine coverage for health care expenses to so many people, the
normal economic forces of the marketnlace do not operate. Ry and
laree. the American public has heen so shielded from the divect impact
of health care costs that there is an almost limitless demand for health
care services. This is matched by the providers’ readiness to inerease
the supply of services, secnre in the knowledee that under present re-
imbnrsement systems costs incurred will generally he reconped. Thus,
both supply and demand tend to accelerate unchecked.
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We fully support the objectives of section 2 of S. 1740 to contain
the rising costs of hospital care. However, the cost escalation does not
affect the medicare and medicaid programs alone but extends to the
entire health care financing system and all of the American people.
We feel that section 2 should be strengthened so as to afford pro-
tection for all Americans, We applaud the fact that this legislation,
and the chairman’s introductory remarks, acknowledge the need for
controlling total hospital revenues and indicate that the system of
_permanent controls could be broadened to include all third a%y
payors, public and private, if a consensus favored this approach. We
would like to be counted as part of that consensus.

The National Health Care Act (S. 5, H.R. 5), introduced by Senator
McIntyre and Representative Burleson and supported by the health
insurance companies of America, includes a plan for hospital cost con-
tainment upon which we believe such a consensus can be built.

First, hospital cost containment must apply to total revenues to be
effective. Reimbursement controls, which are on per diem costs,
provide no incentive for hospitals to reduce the total number of in-
patient days. On the contrary despite the influence of professional
standards review organizations, which now encompass only medi-
care and medicaid patients, institutions would be free to extend the
length of stay in order to offset savings resulting from the limit
on the per diem charges. The motivation to do so would be strong be-
cause tEe costs incurred per day of care decrease sharply after the
first few days of confinement.

Second, we seriously question the efficacy of a system which deals
only with inpatient care. Under such a system, hospitals could achieve
their revenue objectives by manipulating the allocation of expenses
to outpatient costs and to those inpatient costs not included in “rou-
tine operating costs,” particularly ancillary services.

Finally, the focus of S. 1470 on cost containment measures for medi-
care and medicaid patients alone is a serious weakness. True, the pos-
sibility of expenses not reimbursed by the Government programs
being shifted to other third-party payors and self-pay patients has
been recognized in S. 1470. However, the provision of the bill which
would require hospitals to agree not to offset reductions in medicare
and medicaid payments by increasing the cha?ge's to other patients
would be extremely difficult to monitor and enforce. The desired re-
sult can be achieved by basing reimbursement controls on total rev-
enues received from all payors.

I would now like to touch on the highlights of our suggestions for
strengthening the hospital cost control provisions of S. 1470. First,
S. 1470 should be amended to establish a Federal system for limiting
increases in total revenues hospital by hospital. '

Second, the bill should provide that hospitals in those States which
institute prospective budget review and rate approval programs that
meet Federal guidelihes should be exempted from the Federal system.
We favor inclusion of strong incentives for States to set up such sys-
tems becanse we believe budget and rate review are esséntial elements
in effective health planning and 'utilization review, which activity
should be extended to encompass all patients. Since health planning
and utilization review both operate at the State level, improved co-
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ordination and mutual strengthening would result from having
budget review and rate approval operate at the State level also, For
administration of State systems of prospective budget review and rate
approval, Federal guidelines should incorporate the following
prmcl;%‘es;

(a) Efficient prospective budget review and rate approval meth-
odology encompassing revenue from all payors and applicable to all
institutions should be set forth;

(b) Optimal use of health resources should be sought by requiring
coordination of budget review and rate approval with health planning
and utilization review;

(¢) Improved institutional management, budgeting and efficiency
should be encouraged ;

(d) Incentives to contain the rate of increase in cost should not im-
pair the quality of care; '

f(e) Rates for services should be set equitably for all purchasers
of care;

(f) A hospital’s total costs should be reasonably related to the ef-
ficient provision of services;

(7) Aggregate revenues should be reasonable in relation to aggre-
gate costs; and

(k) Rates for individual services should be reasonably related to the
costs of providing the services.

These proposed Federal guidelines incorporated the best features of
the two successful programs now in operation in Connecticut and
Maryland, and seek to correct weaknesses in those efforts,

In Marvland and Conuecticut, the State rate setting commissions
have saved residents $27 and $18 million a year, respectively. To il-
lustrate the potential of extending this type of program nationwide,
]we estimate there would have been savings in the order of $1 billion

ast year.

Tn} summary, we feel that the concepts and objectives of S. 1470
arc excellent, and that the bill is clearly moving in the right direction.
The importance of this legislation to the over 100 million people to
whom our member companies provide health insurance protection and
indeed to all Americans cannot be overemphasized. We and the staff
of the Health Insurance Association of America would be pleased to
assist the committee and its staff in helping to perfect the amendatory
provisions to the bill we have suggested and in any other appropriate
way,

Thank youn, Mr. Chairman.

Senator Taryapce. Thank you, Mr. Miller, for your very helpful
and constructive suggestions, We would appreciate your continuing
to work with the staff. ‘-

Senator Danforth?

Senator Daxvorta. Under the present system there is no disincen-
tive to overutilization. That is your position ?

Mr. Mrruer. There is to the extent that the PSRO organizations
are functioning. One of their purposes was to review utilization as
well as quality, and the PSRO organizations are working in some
areas. They are not, by any means, nationwide in their operations to
this point. The previous witness referred to the point that one of the
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reasons was inadequate funding by the Federal Government to get
these organizations going so they have not yet been tested.

It ie my impression in the areas that they have begun to operate,
some 1nitial favorable results have been in evidence.

Senator DanvorTr. ' When Secretary Califano testified, he stated
that the test problem was the reimbursement.

Mr. Miﬁn. It is a significant problem and we recognize that. As I
have suggested here both through public programs, medicaid and
medicare and the vast number o% private programs, we have taken
over the paying for so much medical care the individual no longer
has a substantial economic incentive in many instances, to say he will
choose to seek a service or not to seek a service, or whether he will
seek to stay on in a hospital longer than necessary if he can.

That is something that is of deep concern to all of us.

One of the things that we think might well go a significant way to-
ward attacking this problem is getting individuals, you and I and
our families, to realize that there is a great deal that we can do. Not
only to understand the impact the cost increases are having on each
and all of us, but also that the way we live, our style of life, can go
a long way toward avoiding the need for medical care.

Many examples are obvious to me. If we drive a little less fast. If
we do not smoke so much. If we do not eat so much and to become
obese. If we otherwise attempt to regulate our lives in a more sensi-
ble way. I get a sense of a significant thrust beginning to develop
in the area of health education in the broadest sense, both as to the
use of medical care and hospital care facilities and also in the style
of life, how we live ourselves, is gaining momentum. There is a
National Center for Health Education that was set up about 2 years
ago, and it is beginning to make itself known and accepted. We see in
industry and among individuals a lot of indication that this sort of
thing is catching on. From the point of view of industry, perhaps
it is in part selfish since industry pays a good part of the premiums
which we collect in order to provide protection, are seeing those
costs rise. They want to try to counter them and feel this is one way
to do so. ’

On the other hand, there are a number of evidences that self-care by
individuals is growing even apart from that. One example, of course,
is this testing for breast cancer that has been recommended to women
so extensively and has caught hold and is being affected.

Senator Danrorta. I do not want to cut you short, but Secretary
Califano took the position that the nub of the problem is the system
of reimbursement which we now have. As I understand the point he
was making, where you have a situation in which reimbursement is on
a cost-plus kind of basis, there is no disincentive for overutilization.
When you have an unlimited amount of money going into a relatively
closed system, the costs will increase. ' )

I gather from the thrust of your comments and your concentration
this morning that this is practically the same position that you would
take$

Mr.Miuter. Ttis. < .

One cannot say that it is not a major factor. We have tried to coun-
teract it in many ways. We have encouraged employers and others
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who develop insurance plans for their employees to do several things:
put more emphasis on the reimbursement of ambulatory care services
as against hospital care services, which heretofore had not been the
case. Historically, the development of insurance in this country
focused initially and continued to have a very heavy emphasis on the
in-hospital costs.

We now realize in retrospect, that was the wrong thing to do. What
we are trying to do now is encourage the development of plans that
at least more equally treat ambulatory care reimbursement as against
hospital care reimbursement so as to reduce the need to go into the
hospital.

We are also trying to encourage the people that we insure to revise
their plans, insofar as they can, to give the individual something more
of a Enancial incentive to be concerned with the services provided.
Not one that would bankrupt him or have a serious impact on his
financial situation, but one that would give him some incentive to see
what was happening to him and whether he should seek such a serv-
ice ornot.

Senator Danrorta, Thank you.

Senator Tararance. Thank you very much, gentlemen.

Mr. Mireer. Thank you very much. sir.

[Further comments of Mr. Miller follow :]

FurTHER CoMMENTS BY MR. MorTON D. MILLER oN S. 1470

SECTION 2—CRITERIA FOE DETERMINING REASONABLE COST OF HOSPITAL BERVICES

We agree with Senator Talmadge that the hospital cost containment initiatives
contained in Section 2 of 8. 1470 would be strengthened if they were to encompass
all patients. The experience to date in those states which apply prospective budget
review and rate approval systems to all patients, leads us to believe that Federal
incentives for the extension of such systems to other states should be enacted.

One incentive would be for states to be exempt from the provisions of other
Federal hospital cost containment programs, such as a national system for limit-
ing increases on total revenues, if their state program met certain Federal
guidelines,

Based upon our experience we believe such guidelines include consideration of
the following: .

1. In order to maximize the effectiveness of the program it must include all
hospitals in the state and the care rendered to all patients; both the beneficiaries
of governmental and private sector financed programs.

2. Each state should establish either a full-time commission appointed by the
Governor or a rate-setting agency under the direction of a single full-time com-
missioner. A state commission should be appointed by the Governor for stag-
gered terms of no less than four years. Members of the commission should have
a basic understanding of the delivery and financing of health services in the state.
They should not, during their term of office, be otherwise employed by the state,
employees or officials of a local government or a health care institution, nor
should they engage in the delivery and/or financing of health services in the
state.

3. A representative policy board made up of one-third providers, one-third
consumers, and one-third purchasers of health care should be appointed by the
Governor for staggered terms. The objective of the poliey board is to establish
a check against domination of the commission’s activities by the commissioners,
the commission staff, the Governor, or any other particular interest group while
also providing a meaningful resource for the work of the commission.

The policy board should be authorized to—

(a) Review and comment on regulations for approval of hospital rates
and budgets ;
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(b) Review and comment on rules and regulations regarding uniform
accounting and reporting; '

(¢) Review and recommend approval or disapproval of the commissions
annual budget ;

(d) Provide advice on the integration of state rate approval with certifi-
cate-of-need, utilization review, and other state regulatory functions; '

(e) Report to the commission, Governor, the state legislature and other
appropriate agencies of the state on the program’s effectiveness, recom-
mended modifications and continuation ; and

(f) Review and recommend approval or disapproval of the regulations
under which the commission itself functions. '

4. The commission should be charged with the coordination of need law and
the review of all operations of institutional services, including operating and
capital budgets and gross operating revenues on an annual bagis. If the adminis-
tration of the certificate-of-need and budget review programs are located in
different state agencies there should be close coordination between the programs
in order for them to be effective.

The evaluation of the financial impact of proposed new facllities and serv-
ices by the rate review authority must be considered in the certification of need
process. The effectiveness of any certification of need agency in allocating new
capital expenditures or promoting relocation, merger and closure of facilities
and services will depend in great part on fiscal sanctions of the budget review
mechanism. Therefore, in evaluating increased capital evpenditures, the com-
mission should approve costs only for those facilities and services which have
been approved by the appropriate planning agency.

5. In order for the commission staff to appropriately analyze hospital budgets
and rate requests on a comparable year-to-year and hospital-to-hospital basis, it
is necessary to establish a system of uniform financial recordkeeping. Institu-
tions should be required to follow the uniform system of cost and revenue
accounting developed under Section 1533(d) of P.L. 93-841 or Section 2(aa) (A)
of S. 1470 or any other system reviewed by the policy board and used as the
basis for the commission’s budget review and approval process.

6. There should be a uniform definition of “Full Financial Requirements”
which will be the basis for equal payment for equal services by all patients.
“Full Financial Requirements” includes the cost of unreimbursed care for the
indigent and bad debts on both an in-patient and out-patient basis.

Because of the wide discrepancy between the amount paid by many state
Medicaid programs and the private sector patient for the same services, the
state implementing legislation should permit it to avail iteelf of the same maxi-
mum allowable increase limitation which the Federal government is allowed
for its costs under Medicare and Medicaid. Thus, the state (as well as the
Federal government under Title XVIII and its participation under Title XIX)
would be required to fund its share of Medicald payments based on the rates
approved by the program either under Federal or state agency administration
subject to a maximum allowable increase. Any excess would be charged to all
non-governmental patients by means of a surcharge on the approved rates for
the following year.

Because of the assured financing, both short and long range, this definition
would enable the hospital to inerease the availability of out-patient services to
the indigent and medically indigent population, particularly in the inner cities
where care is now needed.

7. In the evaluation of increased operating cost, the commission’s guidelines
ghould define both comparative and normative standards of reasonableness to
which the institution should adhere in supporting increases.

8. In supporting cost increase due to volume changes, e.g., utilization or inten-
sity of services, the guidelines should require the institution to file with the state
rate setting agency a quality assurance plan for all patients which provides for
routine monitoring of appropriateness of the confinement, and the duration, and
the quality of care rendered. By extending the PSRO program to all patients
this requirement would be satisfled. ’

In addition, the system should clearly identify additional revenues generated
by increased volume and establish a methodology for separating fixed and vari-
able costs associated with such service volumes. The amount of reimbursement
for the fixed cost component associated with the additional revenues should be
used to reduce the hospital’s financial requirements for the following year.
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9. The guidelines should give the state agency the option of either requiring
each institution to submit its budget and rates annually for review and approval
or establishing a quadrennial review of all institutions with a special review of
institutions who request increases in excess of a predetermined limit in a given
year. Review of rates alone does not provide an opportunity to review hospital
costs during the hospital's budgeting process. The state agency must also have
the authority to reconcile a hospital's budgeted costs, revenues and volume of
services with actual experience.

10. The guidelines should permit an institution to petition the state agency for
an emergency rate increase during the period between budget reviews where
it ean show costs have been inflated due to factors beyond the institution’s con-
trol (e.g, reduction in expected occupancy levels, malpractice insurance, fuel
costs, etc.). Once an institution has submitted its budget to review and received
approval, it should be encouraged to generate surpluses due to improved effi-
ciency or produectivity. The surpluses so earned should be disposed of on a basis
consistent with management prerogatives. Expenditures of such surpluses should
be accounted for in subsequent accounting periods and should not call into ques-
tion the tax exempt status of hospitals.

11. There should be an appropriate administrative and judicial appeals proc-
ess; and tinally

12. The legislation may make provision for a differential where the action of
the patient, or a prepayment plan or insurance company on the patient's
behalf, results in demonstrable savings to the institution; e.g., a patient payiog
the full bill at discharge reduces the hospital’s normal credit collection and op-
erating costs. The criteria for the differential should be established by the state
agency, depending on the cirecumstances involved, and should be available with-
out regard to third party sponsorship or lack thereof.

FINANCING

8. 1470 should be amended to provide one-time development grants to assist
states in establishing budget review and approval agencies. Such grants should
be on a graduated per capita scale, e.g., 70 cents for each of the first 500,000 of
the state's population; 50 cents for the second 500,000; 30 cents for the third
50,000; and 10 cents for each of the balance of the state’s population with a
minimum grant per state of $500,000.

The continuing operating costs of the agency could be financed by an assess-
ment against the health ecare institutions in the state.

FEDERAL ADVISORY COUNCIL ON HOSPITAL COST CONTAINMENT

We also propose that 8. 1470 be amended to create an advisory council to
assist the Executive Branch and Congress in evaluating the experience under
competing reimbursement systems and make recomnmendations for improvement
in cost containment programs as that experience develops.

A council with balanced representation of providers, third-party purchasers
and consumers active in the planning process, would be responsible for moni-
toring the ongoing operation of the program and would make an annual report to
the Secretary of DHEW and the appropriate congressional committees on the
program's effectiveness including recommendations for medification of the
program.

The report should :

1. Measure the effectiveness of the programs in reducing hospital cost increases
and identify the factors which have caused the reduction.

2. Assess the program’s impact on improved efficiency in determining the
quality of institutional health care services, the utilization of such services, and
support for the planning process.

BECTION 3—PAYMENTS TO PROMOTE CLOSING AND CONVERSION OF UNDERUTILIZED
FACILITIES

‘We support this provision with one amendment. In light of our proposal that
revenue limits apply to all sources of payment for hospital services, capital
costs associated with a qualified conversion or c¢losing should be allowable items of
cost with respeet to all sources of reimbursement. That is, transitional allow-
ances should not be limited to reasonable costs determined under Titles V, XVIII
and XIX of the Social Security Aet.



287

SECTION 4—FEDERAL PABTICIPATION IN HOSPITAL CAPITAL EXPENDITURES

We support the linkage of the capital expenditure review procedure for Medi-
care and Medicald reimbursement to the health planning structure created by
P.L. 93-641, The National Health Planning and Rescurces Development Aect of
1974. We are concerned about the provision granting the Becretary of DHEW
authority to in¢lade; as an allowable item of relmbursement, costs associated
with unapproved capital expenditures under certain circumstances. We feel that
proper review and appeal procedures established by P.L. 95-641 are a preferable
solution.

BECTION 10—AGBEEMENT BY PHYBICIANS TO AOCEPT ASSIGNMENTS

The concept of “participating’” and “nonparticipating” physiclans seems log-
ical on the surface. The proposed simplified billing form could be an adminis-
trative monstrosity if all other requirements under existing rules gnd regula-
tions must be met.

An alternative approach which might have more appeal to the physicians
would be to provide that reasonable charge determinations for participating
physiclans be based on the 90th percentile rather than the 75th percentile. To
improve administrative procedures, it might be required that participating
physicians code all claims. We recommend that a participating physician agree-
ment may be terminated only upon 80 days’ notice to the Secretary in order
to provide sufficlent time for the carrler to make the necessary administrative
changes in its participating physician profile.

BECTICK 11—CETTERIA FOR DETERMINING REASONAELE (HAEGE FOR
PHYSIOIANS' SERVICES

‘We agree with the provision in this section for the improvement of the reim-
bursement to physiclans in physiclan shortage areas, but we do have some con-
cern about other provisions of this sectfon.

The application of a new limit on locality prevalling charges in addition to
the limit established by the economic index factor may farther diseourage the
acceptance of assignments by physictans. We do not have & statistical evaluation
of the impact of this proposal as set forth in this section of the bill. While it is
understandable that the Federal Government wishes to control increases in bene-
fit payments, the impact on beneficiaries skould be considered. If the propmed
approach does, in fact, further limit annual increases in prevailing charges, wi
further decreases in the assignment rates, the elderly benefietary will be hit even
harder than he now is for out-of-pocket expenses. Because of the unknown degree
of impact, perhaps this proposal should be deferred. Alternative methods of
determining benefits payments under Medicare should be investigated to arrive
at the best possible solution from the benefliciary’s standpoint.

We recommend that existing law be changed to provide for the updatimg of
physiclan profiles and prevailing charges on a semi-annual basis, The current.
system of annual updating on July 1 of each year based on charges remdered
during the prior calendar year produces an excesive time lag. This is a disincen-
;ive é*,;: the physician in his consideration of whether te accept assignment of

enents,
SECTION 12—HOSPITAL ABSOCIATED PHYSICIANS

‘We noted with approval that this section now applies to both Medicare and
Medical and encompasses all hospital-based physicians.

‘We are in agreement with the need for further control and, from a conceptual
viewpoint, the provisions address themselves to real problems. We repeat our
recommendation that consideration should be given to providing that reilmburse-
ment to all hospital-based physicians be made on the basis of reasonable cost to
the hosptial with payments to the hospital under Part A of Medicare.

SECTION 13—PAYMENT FOR CERTAIN ANTIGENS UNDER PART B OF MEDICARE
‘We support this provision.

SECTION 14—PAYMENT ON BEHAEY OF DECEASED INDIVIDUALS
‘We completely endorse this proposed change.
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SECTION 15—USE OF APPROVED RELATIVE VALUE SCHEDULES

Recent consent decrees secured by the Federal Trade Commission pertaining
to the use of relative value schedules by several professional societies have caused
confusion as to the legality of the usage of such schedules. They are, however,
an essential element in eclaim processing and clarification permitting usage, as
vutlined in this provision, is most welcowe. We share the goal of achieving uni-
form coding and terminology, but suggest carriers be given sufficient leeway to
add, delete or modify such coding and terminology, as required by administrative
agencies.

Section 20—No comment.

Section 21—No comment.

Section 22—No comment.

Seetion 23—No comment.

Section 30—No comment.

SECTION 31—STATE MEDICAID ADMINISTRATION

While we agree with the intent of this provision, we are concerned about the
possible adverse impact of the penalties proposed. If a state fails to meet any
one of four criteria for administration, as set forth in the bill, and does not
correct such deficiency within six months, 509, of the Federal matching funds
for administration would be terminated. Failure to meet any two eriteria, without
corrective action within six months, calls for complete termination of Federal
matching funds.

If there are serious deficiencies, a six-month period for corrective action would
appear to be too short. Also, reduction or termination of Federal matching funds
for administration may cause further deterioration in the state's administrative
procedures resulting in massive overpayments of Medicaid benefits, including
Federal matching funds, which could far exceed the administrative expenses.

Rather than to impose penalties which could be counterproductive, the Federal
Government should provide technical assistance to the states, as proposed in the
bill, with increased Federal matching funds for administrative expenses for
those states meeting or exceeding established criteria. The resulting improve-
ment in administrative procedures could provide substantial savings in benefit
payments far exceeding the additional cost to the Federal Government for the
increased amount of matching funds for administration.

SECTION 32—REGULATIONS OF THE SECRETARY
We favor this proposal.
SECTION 33—REPEAL OF SECTION 1867

Perhaps consideration should be given to a restructuring of this council in
order to provide input to the Secretary of IHealth, Education and Welfare with
respect to the problems of Medicare and Medicaid and other government healtlr
programs from interested and knowledgeable public representatives.

Section 40—No comment.

BECTION 41—AMBULANCE BERVICE

We agree with the provision.
Section 42—XNo comment.
Section 43—No comment.

BECTION 44—DISCLOSURE OF AGGREGATE PAYMENTS T0O PHYSICIANS

Routine diselosure of such information serves no useful purpose. Therefore, we
wholeheartedly endorse this proposal.

BECTION 45—RESQURCES OF MEDICAID APPLICANT TO INCLUDE PROPERTY DISPOSED
OF TO APPLICANT'S RELATIVE

. This provision is applicable only if the disposition of assets is made to a rela-
tive. Such a restriction nullifies the effect of the provision and does not close
the loophole. Qonsideratlon should be given to extending it to eny situation in
which an applicant for Medicaid benefits has intentionally disposed of assets at
less than fair market values,
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BECTION 46—BATE OF BETURN ON NET EQUITY FOR-PROFIT HOSPITALS

We support this provision.

Senator Tarmapee. The next witness is Mr. Tom E. Greene I11, vice
president, Paine, Webber, Jackson & Curtis, Inc. on behalf of the
hospital financing study group. '

Mr. Greene happens to be a former citizen of Georgia and an old
family friend of mine. It is a pleasure to welcome you before our com-
mittee, sir.

Mr. GreeNe. Thank you for that introduction, Senator.

STATEMENT OF TOM E. GREENE ITI, VICE PRESIDENT, PAINE, WEB-
BER, JACKSON & CURTIS, INC., ON BEHALF OF HOSPITAL FINANC-
ING STUDY GROUP '

Mr. Chairman and members of the subcommittee, my name is Tom
Greene and I am here to speak in support of S. 1470. I represent the
hospital financing study group, an informal association of the public
finance departments of most of the investment banking firms in this
country which do health care capital financing. Our membership: in+
cludes such well-known names as Merrill Liynch, Pierce, Fenher &
Smith and E. F. Hutton. I, myself, am vice president for public finance
at Paine, Webber, Jackson & Curtis, another HFSG member. I am de-
lighted to have this opportunity to express the fundamental support
of the financial community for the bill which you are presently
considering, : _ _

The hosgital financing study group approaches S. 1470 from a per-
spective which differs from that of most of the witnesses who have or
will testify on the bill before you. We do not deliver health care; we
deliver money. Qur expertise is in the area of raising capital which is
needed to renovate and modernize hospitals. Our experience in raising
private sector money to pay for hospital capital expenditures leads us
to two straightforward propositions: first, there is fat which can be
pruned from the national hospital capital budget; second, Congr
should avoid taking any steps which will raise the cost of hospital
capital. Let me explain both of these points. . -

First, there are excesses in the national hospital capital budget. This
Point is well documented. Consider, for example, the report entitled
‘Reducing Excess Hospital Capacity,” released by HEW just 2 months
ago. According to this report, we could achieve a 10-percent reduction
in our hospital bed capacity simply by eliminating beds which are
either not used or are inefficiently used.

If we want to go even further and attack what many regard as
widespread overuse of hospital beds, then even greater reductions in
capacity are possible.

ection 3 of your bill is particularly appropriate in view of this
problem of overbedding in that it would cover some of the reimburse-
ment detriment which a hospital would otherwise suffer when retiring
unneeded beds.

The problem of excess capital expenditures in health care is not just
a matter of too many beds. It is also a problem of capital projects
which are, themselves, necessary but which are unnecessarily expen-
give. Let me give you an example of a capital project where careful,
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cost-conscious planning significantly reduced the overall price tag. My
firm became involved in financing the complete replacement of a 116-
bed nonconforming hospital. As originally proposed, the construction
cost for the new hospital was $7 million, requiring a total bond issue
of $7 million. Our initial conclusion was that the project as proposed
was not financially feasible. The projected debt service obligations
simply would be too large to be carried by the hospital’s stream of
revenues. Therefore, we recommend to the hospital several ways of re-
ducing the size of the borrowing to manageable groport ions.

Basically, we proposed that the hospital’s debt service obligation
be reduced by paring down the construction costs of the replacement
facility. We felt that the overall size of the new facility could be re-
duced by redesigning the building from 130,000 square feet to 100,000
square feet without lowering the quality of patient care.

We also felt that the initially proposed construction cost of $54.39
})er square foot was high and could be reduced to $49.60 per square

oot.

The most important point to note. Mr. Chairman, is that not only
was the proposal implemented, but that hospital management ob-
served increased physicians satisfaction with the redesigned facility
and higher income levels due to reduced operating expenses in the
more efficient facility.

Another way of putting it is that the same number of beds will be
available to patients in the community but at a saving of $300,000 per
year.

If such savings are indeed possible. it raises the question, what can
be done to prune the excesses from the hospital capital budget? Mv.
Chairman, the answer lies in planning. The hospital financing study
group believes that sound loca]i planning and rigorous project review
at the grass roots level will, for the future, prevent unnecessary addi-
tions to hospital bedding and service capacity and will also insure that,
whepblwe go ahead with a project, the price tag will be as low as

ossible.
P Thus, we endorse and support the work of the various State and local
planning agencies established under Public Law 93-641, under section
1122 of the Social Security Act, and under the certificate of need laws.
‘We are pleased to note that section 4 of S. 1470 will extend the control
of the section 1122 planning agencies to operating costs which are di-
rectly ascociated with capital expenditures.

Despite our high hopes for these and other aspects of the bill. Mr.
Chairman, I am constrained to offer one caveat of which I am sure you
are acutely aware : The most rigorous planning and the most cost-con-
scious budgeting will not produce miracles. The experience of our mem-
bers suggests that the overall need for health care capital will remain
high. Most of the financings we arrange go, not to expansion of hos-
pital capacity but to necessary upgrading and modernization of exist-
ing facilities.

Much of the upgrading and modernization is actually mandated by
Federal law or by regulation. In short, even a lean health care capital
budget, one from which the unnecessary excesses have been trimmed,
will still be substantial.

Mr. Chairman, T turn now to my second point : Congress should take
no steps which will raise the cost of health care capital. I am pleased
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to say that your bill would not have the unfortunate side effect of in-

the cost of raising private capital for hoa%ﬂ.als. Let me try to
make my point clear through a brief explanation of the private system
of health care capital financing. . .

Until the early 1960’s, hospifals usually raised needed capital
through a combination of Federal grants, funded depreciation, and
local fund raising drives. Hence, the money to pay for a hospital build-
ing program was either at hand or in the pipeline when the ground-
breaking took place. In the last 15 years, however, health care capital
needs have gone rapidly upward, primarily because hospitals have had
to a.oqfuim expensive new technologies and to ugﬁmda and modernize
their facilities. The demand for health care capital has outstripped the
traditional sources of supply. As a result, hospitals have been forced
to resort to debt financing. %‘his means simply that the hospital bor-
rows the money to pay for its capital expenditures and then counts
on its revenues to pay off the resulting debt. In other words, the hospi-
tal behaves pretty much like each of us when we borrow from the bank:
to I:l’);‘:y a house and then depend on our future income to pay off the
de

But there is one critical difference. In the case of a home mortgage,
the real security for the lender lies in an individual’s income potential,
unrelated to the house itself, and in the ultimate possibility of fore-
closure and resale of the property. In the case of hospital financing,
on the other hand, projected income is directly associated with opera-
tion of the facility and mortgage foreclosure is not a practicable
option. There is no ready market of health care entrepreneurs to whom
a foreclosed hospital may be sold.

Since hos%its. foreclosure is not a real o})tion, the lender of health
care capital has had to look to the hospital’s stream of revenue as the
primary security for the loan. In fact, many lenders have insisted on
a pledge of gross hospital revenues and on rate covenants under which
the hospital %;mrantees that it will always set its rates at a level which
is high enough to meet its debt obligations. In addition, investors have
come to expect a projected income level in excess of projected debt
payments. Currently, the median debt service coverage ratio for hospi-
tal bond issues reviewed by Moody’s Investors Service is 1.82.

It is axiomatic.in the financial community that the cost of capital is
a function of risk. The riskier the investment the higher the rate of
interest which the lender will demand ; the higher the rate of interest,
the more expensive the capital.

We can translate this axiom into the health care scene as follows:
any factor which compromises the hospital’s stream of revenues injects
risk into the investment and raises the cost of the capital. To take a
concrete example, HFSG is concerned about the cap on hospital in-
patient revenues proposed in title I of the administration’s cost
containment bill precisely because that cap on revenues would render
a rate covenant meaningless.

- In essence, it would place a question mark over a hospital’s stream
of revenues which are its only means of retiring its capital ob]iﬁnt.ions.
Hence the administration’s bill would raise the overall cost of hospital
capital. The ultimate price tag here could be enormous. This point can
best be shown by an illustration : hospital bonds rated BBB currently
bear interest rates approximately 1 percent higher than bonds rated
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A. Such g difference is equal to $3.4 million during the life of a typical
$15 million loan, That $3.4 million would be an additional cost to the
public and private reimbursement system. _

I am pleased, Mr. Chairman, that your bill does not suffer from this
defect. Section 2 of S. 1470 specifically excludes capital and related
costs from the term “routine operating costs” and hence from the
operation of the incentive plan.

We think this exclusion is altogether appropriate since capital costs
are unique among health care costs. Once contracted, a hospital’s debt
obligations are inflexible, They continue through good years and bad.
To place capital costs under the same downward pressure as routine
operating costs would put a hospital in an untenable bind: it would
either have to rob other costs centers to pay its debt obligations in full
or it would likely go into default. Either way, its credit rating would
be injured and its cost of capital would go up. The key to keeping
capital costs to a minimum, as S. 1470 recognizes, is to promote rigor-
ous local planning at the earliest stage of health care development.

There are other ways in which S. 1470 reflects a sophisticated aware-
ness of the necessary role played by private capital in health care.
For example, section 3 would make it easicr for hospitals to convert
or even to retire underutilized facilities, It would malke available to
hospitals a transitional reimbursement allowance to cover the inevi-
table capital costs of the conversion or closing,

HFSG supports vour efforts. Mr. Chairman, and the efforts of the
other members of this subcommittee and of the subcommittee staff. in
preparing this thoughtful and constructive picce of legislation. We
particularly appreciate those ways in which the bill shows an aware-
ness of the unique and challenging problems of raising private funds
for health care capital expenditures. We would be pleased to offer you
and the members of your staffs the benefit of our experience in this
area,

That concludes my remarks, Mr. Chairman, T would be happy to
answer any questions which you or the other members of the subcom-
mittee may have.

Senator Taramapce. Thank vou very much, Mr. Greene, for a com-
prehensive and well thought out statement.

Ts most of your financing for public, nonprofit hospitals or private,
for profit hospitals?

Mr, Greene, Generally for nonprofit hospitals. Mr. Chairman. In
fact, in mv firm, virtually no part of the business relates to the proprie-
tarv hospitals.

Senator Taraance. What von are savine in effect is if von put a
cap on revenues, hospitals probably ecould not harrow the money for
exparsion and meet their needs as they may arise. Is that what you are
telling ns? :

Mr. Greene. Senator, some hoapitals. dne fa the lack of revenues,
wonld be excluded from the eapital markets altoeether and wonld not
be able to borrow. Those who are able to horrow wonld horrow at a
verv much hieher interest rate,

What we ave saving is the interest pavments, as a result of that,
wonld be passed throngh direetlv to the Federal Government which
would have to bear the burden of the coste.
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Senator TaLmapge. In other words, it would probably have a nega-
tive reaction rather than positive$?

Mr. GreenE. Exactly.

Senator Tarmapce. Senator Danforth ¢

Senator DanrorrH., Mr. Greene, do you know any source that we
could look to that breaks down the average hosc]jlita bill in terms of
how much of that bill goes for salaries, how much goes for debt serv-
ice, how much goes for whatever the other component parts of the bill
are?

Mr. Greexe. Senator, in all of the financing that we do, we are
aware of the percentage of the daily revenues that are related to debt
Bervice.

" S_ex;ator DanrorrH. You could break that down on a case by case
asis

Mr. GreENE. Yes.

Senator DanrortH. It would just be case by case. You do not have
anﬁag regate or composite analysis?

r. (%mm:m}. Senator, it would very dramatically from one hospital
to another, depending on the amount of debt that it has outstanrfing,
when it was borrowed, factors of that nature.

We find for quality hospitals that the average would be between
$10 per patient day and $20 per patient day. We have seen it as low
as $5 and as high as $40.

Senator DanForTH. Do you know of anybody who has done a study
of the component parts of a patient’s bill ¢

Mr. Greexe. I do not.

Senator DanrorTH. Thank you.

Senator Tarmapee. There is a vote on the Senate floor now.

Senator Dole, do you have any questions?

bS:nator Dore. I will read the testimony. I am sorry I had to be
absent.

Senator TaLmapge. Mr. Stewart, if you will excuse us for about 5
minutes, we will come back to hear your testimony. We will go over
and vote now.

The committee will stand in recess temporarily, subject to the call
of the Chair.

A brief recess was taken.]
enator TALmADGE. The subcommittee will be in order.

The next, and final, witness for the day is Dr. Donald H. Stewart,
Jr., American Association of Neurological Surgeons and the Congress
of i}leurologlcal Surgeons.

Doctor, we are honored to have you with us. We expect another
vote momentarily on the Senate floor.

You may insert your full statement in the record and summarize it
as briefly as you can, and we would be grateful.

STATEMENT OF DR. DONALD H. STEWART, JR., AMERICAN ASSO-
CIATION OF NEUROLOGICAL SURGEONS AND THE CONGRESS OF
NEUROLOGICAL SURGEONS

Dr. Stewart. Thank you, Mr. Chairman.
I am from Sgracuse, N.Y. I am an active, practicing neurosurgeon
and on the staff of the medical school which is the Iﬁ)state Medical
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Center in Syracuse, The reason I am here is that we are concerned
about the health care cost increase and we are concerned about some
of the reforms which are going to have to be made to contain the
problem.

We come here today in support of the bill being considered. We
think it is a reasonable bill. We think it is a workable bill, and we
would like to commend you and your subcommittee members for a very
thoughtful period which has produced this draft.

The full text of my statement I will not read. I offer it for the
record for your consideration.

We support the criteria for determining reasonable costs for hos-
pitals, We like the classification concept introduced dealing with size
of hospital, type of hospital, patient mix. We like the idea of exclud-
ing energy costs, malpractice insurance, capital costs, et cetera.

Senator Tarmapee. As a neurosurgeon, how much does your mal-
practice insurance cost?

Dr. Stewart. My insurance last year was $9,800. I am in upstate
New York, which is nice.

Senator Taryapce. In the city of New York, what would it be?

Dr. Stewarr. I think about $17,000. They are talking about raising
it about 250 percent, which is going to be tough.

We think that this section of your bill which deals with payments
for closing of hospitals is fair and workable. We like the partieipating
physician concept that you have introduced and we like it because it
does not lock an individual in on an all or none basis, Situations may
change from time to time and the physician may opt to be in or out.

We are thoroughly in agreement with your attempt to produce a
procedural terminology. The two organizations that I represent have
spent a lot of time in producing what we call a neurosurgical pro-
ceclural terminology, which is available to you and to the Secretary
of HEW, and it 1s a compendium of procedures done by neuro-
surgeons. It uses a five-digit code number system. It has a set of de-
scriptions that are accepted by the neurosurgeons in this country. We
have distributed this to neurosurgeons throughout the world in an
effort to try to obtain some uniform method of communicating.

It will be adopted by the AMA, CPT, fourth edition, and we hope
that the Secretary of HEW and the head of Health Care Financing
Agency will not redevelop a whole different series of code numbers and
dlescriptors and further confuse water that is just beginning to get
clear.

We do favor your concept of introducing a relative value scale. We
ﬂ(:;lk that it would be necessary, at least in terms of trying to predict
costs.

We would make one suggestion, and that is that the bill as it now
reads, which says regarding relative value schedules that the time and
effort involved should be considered, would be made stronger if, in
addition to time and effort, the risks involved, the skills required to
do a certain procedure or the time required to learn a procedure were
entered as factors, because the way the bill reads now, one might think
that the slowest and most inept individual would be remunerated at a
greater level than someone who is highly skilled.

. We applaud the section toward the end of the bill dealing with the
disposal of property by medicaid applicants. I think this is an area
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of abuse, in some cases, outright fraud, which has gone unattended to
for a long time. I have seen'several instances where the &mperﬁy of
older individuals has gone to the family or others and these people
have become the wards of the State or the county.

‘We would recommend that the section that you have deleted tempo-
rarily from this bill dealing with the rate of reimbursement for physi-
cians under the medicaid program, be reintroduced. We realize that
this will cost' some money. .

Senator Tarmapce. That was one of the AMA proposals that we
accepted.

Dr. Srewart. Earlier.

Senator Tarmance. They opposed the provision and we deleted it
because they opposed it.

Dr. Stewart. I realize that you did that. I think that we need to
consider what we are doing.

If ‘politicians are going to say to people in this country that they
have a right to health care, and politicans and people are going to
say to the poor and the near poor that you have a right to health
care, then they should pay for it.

In the State of New York, physicians are paid about 25 percent or
50 percent, some of them less than that, by the State for services
rendered, which, I know, makes the physician, in many instances, sub-
sidize the Government program. .

If one is going to be morally responsible—it is tough to be that,
and fiscally responsible.

Senator TaLmapce. What percentage of your practice is'medicaid ?

Dr. STewArT. A very small part.

Senator TaLmapGe. Five percent, ten ¢

Dr. StewarT. I do not know the exact figures. Maybe 5 percent, pos-
sibly 10 percent.

Senator Tarmapce. Medicare § o

Dr. Stewarr, Medicare, probably 20 percent as a rough guess.

Senator TaLmapce. Really, what is going on now, doctors used to
do for charity what they are doing now.

Dr. Stewart. That is exactly correct. '

I had an opportunity to go to the National Science Foundation re-
cently and hear a man named Mr. Don Lurie who gave a very excellent
talk ‘on systems and their development. He made a point that when a
system is developed that the individuals who are going to use the
system must be present when the analysis of the problem is made,
they must be present when the system is developed and they must be
present and involved in the implementation stage.

With respect to a lot of the plans that you have made in this bill, T
believe that the concept that he presented should be thought about
because, as he pointed-out, if the indiyiduals that are going to use the
system are not, present all the way through, the system will get devel-
oped and it cannot be impressed downwards on the individuals who
are going to use 1t and it cannot be impressed upwards because of the
various, human factericrelating to cooperating which’ are inherent.

We have pregented £ér your copsideration on the 9th, 10th, and 11th
pagek of iy {hatiniony, a.rather mhﬁcalg unsavory suggestion - which
might answer one of the problems that Mr: Miller brought up earlier
this morning. We wonld stggest that the Health Care Kinaneing Ad-
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ministration might provide for advisory panels composed of individ-
uals who come from the various specialty societies who could review
the methods of data collection and act in a true evaluating capacity to
make certain that there is validity to the data samples which are going
to be used which are going to determine physician payment and ex-
penses by the Government. _

Some of the data which you may be collecting with respect to physi-
cian charges, if you collect it from carriers, may not represent charges.
It may, in actual fact, represent what insurance carriers have chosen
to reimburse. and I think that one must be very careful.

Senator Tavyapcr. We think that kind of review is authorized in
the bill.

Dr. Stew.art. That is correct: it is. T was suggesting that perhaps
the bill could be strengthened and the confidence of those who are going
to be subject to the bill be gained by setting up a series of advisory
panels so that these individuals know ahead of tiine, what is being done
and what they are going to have to do and that they are going to have
to go bacl to the folks and say, “look, we agreed to that,” and not that
*Government is impressing that on us.”

Senator Tararaver. That sounds like a valid suggestion, T would
appreciate your working with the stafl, trying to perfect language
along that line.

We have another vote going on in the Senate. I would like to hear
more of your testimony, but unfortunately, we cannot be in two places
simultaneously,

I am inforined you are one of the most able neurosurgeons in the
country and vou talk like vou know what you are talking about. We
appreciate vonr helpful and constructive testimony.

Dr, Stewart. Thank you.

Senator Tavaance. Senator Dole ?

Senator Dore. Beeause of the vote, I have no questions. You men-
tioned the 80 percent provision on page 12. It is your feeling that it
ought to be put back into the bill ? Ts that right ?

Dr. Stewart. Yes, I think that would be fair, because if one does
not, one 13 going to be faced with a situation that New York State
is fuced with, where physicians ave not going to shoulder the responsi-
bility of caring for people they do not get paid for.

I think it is morally irresponsible for the State to do what it has

done. I told Mr. Constantine about a situation that happened in Syra-
cuse where the State, in order to contain costs for medicaid. developed
a new form. The form had to be signed by the thsician. If it were not
signed on Friday but on a Monday, they, the State would not pay the
hospital for the care, and the hospital in turn, billed the physician for
the hospital bill.
. Theright of Government to extend care to the needy and to the poor
is great and I support that. T do not think that the State. by being
morally irresponsible, should shift the burden for paying for that to
the providers. '

I think that by reintroducing this section of the bill you will gain
the confidence of the provider and improve the lot of those who have
been made bereft by actions of States directed by their fiscal problems.

Senator Dove. Thank you very much.

Senator TaLmapge. Thank you very much, Doctor.
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[The prepared statement of Dr. Stewart follows:]

STATEMENT oF Doxarp H. STEWART, J8., M.D., REPRESENTING AMERICAN ASSOCIA-
TION OF NEUROLOGICAL SUEGEONS AND THE CONGRESS OF NEUROLOGICAL SUR-
GEONS

Mr. Chairman, I am an active practicing neurosurgeon in Syracuse, New York,
practiclng in a hospital setting which combines private practice and teaching in
the Upstate Medical Center of the State University of New York. I represent
the American Association of Neurological Surgeons and the Congress of Neurolog-
ical Surgeons whose members are the approximately 2,500 neurosurgeons in

try today.
tmf:glmilndied honored to be able to appear before you today to discuss the Medi-
care-Medicaid Administrative and Reimbursement Reform Act—S. 1470. In read-
ing the bill in detail, we have been impressed by the thoroughness and reason-
ableness of the bill and would like to congratulate Senator Talmadge and the
members of the Subcommittee on this bill which is the product of several years
of thoughtful drafting. )

1 speak for a very small number of physicians, but two societies which are
greatly concerned about the problems that our country faces with respect to
maintenance of adequate health care. We are likewise concerned about the prob-
lems associated with the containment of health care costs and concerned with
the reforms which will be necessary to achieve these goals, We do not speak
from a power base of political leverage as our numbers are small and we rep-
resent less than 1 percent of the physicians in the United States. The neuro-
surgical community has previously testified on the same concerns before the
President’s Council on Wage and Price Stability, and I enclose for the record
the statement made at that time. I would like to congratulate you on producing
a reasoned approach to the problem of containing hospital costs and I feel, as
you do, that an effort to contain costs must be phased-in, as you have indicated,
by 1981 with the beginning of the long-term plans that you have submitted to
begin in 1979.

With respect to the criteria for determining reasonable costs of hospital serv-
ices, we agree that your classification of hospitals, based upon size, type, and
patient mix, is desirable and avoids some of the pitfalls of geographic lumping
inherent in other proposals.

We also feel that your definition of routine operating costs, which excludes
capital and related costs, direct personnel and supply costs of hospital educa-
tion and training programs, costs of interns, residents, and non-administrative
positions, energy costs associated with heating and cooling of the hospital plant,
and malpractice insurance expense, is a wise definition and creates a more work-
able system. The carrot and stick approach which you have used for under-
utilization and over-utilization is rearonable and workable.

In the section of the bill (I, Sec. 2) dealing with State designed reimburse-
ment systems which provide payments to hospitals on a different basis from that
contained in this bill, it should be pointed out that this might well work if the
State meets its responsibilities in a fair and equitable fashion, However, if the
State, because of fiscal problems, mandates payments to hospitals which are far
below the reasonable costs and teasonable expenditures required for the care
of the people of the State, then adequate appeal mechanisms should be incorpo-
rated in the bill to allow for reversal of this type of action by States guided only
by their fiscal integrity and not by their concern for human heeds.

Recently in the State of New York, in order to contain the costs of caring
for patients under Medicaid, a new form was introduced by the State which had
to be filled in from time to time by the physician in order for the hospital to
be paid. There have been instances when this form was not signed by the physi-
cian on the appointed date, but signed two to three days later, and as a result
of this the State has refused to pay the hospital for the services that its Medi-
caid recipient had recelved and, in turn, the hospital, to collect the monies that
it needed to operate, has turned to billing the physician for the cost of hospital
gf:ulégrei::;‘ar thf::e integ:il. Sti)ntgn sh‘ggld b;lrglwarded for efficlent systems and

. operation, but providers should not i
of Et'.he S t‘“f“} ot st p be penalized for the failure
ayments for'closing and conversion of under-utilized facilities seem quite
fair. However, others who may be more versed in the econo i
may wish to comment differently. mics of this s.itmla.tlon
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The section dealing with Federal participation in capital expenditures again
differs from that proposed by the Administration in H.R. 6575 and in the Senate's
companion bill. We agree with Mr. Robert Derzon that the Government must
develop a carefully planned allocation of capital . .. because of the old rule of
thumb that suzue~ts that each capital dollar invested results in fifty cents per
vear operating cost increases. Since all capital expenditures exceeding 55_100'000
would have to be approved by the Health Systems Agency and the designated
State Health-Planning and Development Ageney, there is the danger that in-
novative technological advancements sought by our people could easily be
quashed, and it is possible with the make-up of some of the Health Systems
Agencies in the United States that individuals not well-versed in the manage-
ment of health eare financing might be placed in the position of not recommend-
ing certain ecapital expenditures. This could result in a dimunition of the rate
of development and use of new techniques to improve health and reduce suffer-
ing. The appeal mechanisms built into your bill for approval of requested funds
seem fair and adequate.

‘We think it is wise that you have left out the provision contained in the Honse
and Senate Hospital Cap bills which would have deducted from the allowed
$100,000 capital improvement any funds or equipment donated by individuals,

With respect to physician assignment, the failure of the bill to lock-in physi-
cians participating in the program on an all-or-nothing basis, we think is desir-
able. as circumstances may change from time to tinie and most individuals do not
prefer to be coerced into any one position with no options for alternate
arrangements.

Under the section of the bill entitled “Criteria for Determining Reasonable
Charge for Physician's Services”. there is much that can be said. In the sec-
tion which indieates, “There ~hall be taken into consideration the customary
charges for similar services wzenerally made by the physician or other person
furnishing such services, as well as the prevailing charges in the locality for
similar services”, there are some questions which should be asked. What is the
definition of a similar service? Is the evaination of a patient by an internist
similar and/or the same as that of an evaluation of the patient by a neuro-
surgeon or by a general practitioner or by a pediatrician? Are all specialty
groups to be treated alike or is there to be some differentiation based upon
specialty service? Should not the statement read, “For similar services ren-
erally made by physicians of similar training”? The item of loeality cause some
problems. What is meant by locality? Does that mean city, county, state, or
region eifher within a state or a region comprising several states? Are these
lowvalities meant to conform to P.S.R.Q. areas or otherwise There has heen
~ome confusion on the part of many people, and I think even on the part of
viarious Medicare carriers at the present time concerning what is meant by
locality. I have had recent correspondence with one Director of a Medicare in-
termediary insurance company and his initial letters to me indicated that “lo-
cality” meant city. However, when pressed for further information, this definition
seemed fto become vaguer and larger and it would seem to me that this arvea
of the bill should be better defined.

In the next part of that section (B) (i), it is stated that no charge may be
determined to be reasonable if it exceeds the prevailing charge reeognized by
the carrier for similar services in the same locality in administering this part
on December 31, 1970. There are some rather serious problems here and some
questions that need to be raised. As you are well aware, the Medicare inter-
mediaries have developed statistical data which they have indicated is valid,
but it has heen impossible to obtain the data upon which the nrevailing charge
recognized by the Medicare carrier is based. I am certain that you are alsn
aware of the fact that numerous non-Medicare intermediaries have taken it
upon themselves to indicate what prevailing charges are and thus to mnke pay-
ments based upon their statistics. On numerous occasions, large insurance com-
panies well-known to you have refused to submit for evaluation the data upon
which they have based the statement that they have determined that the pre-
vailing charge is “such-and-such”. I have on no nccasion received an answer
from a single insurance carrier concerning this data and have been forced into
the assumption that the charge leveled hy the Federal Trade Commission against
some groups of physicians could be easily leveled against various insurance car-
riers, as it would seem that thev have entered into a conspiracy to fix reim-
hursement, but have been unwilling to release the data upon whieh they have
made these decisions. It would seem to me. therefore, that it would be of ex-
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ceedingly great rtance that a statistically valid study of the customary
cha.rg'es{)e made, ag fhdicated in Paragraph (B) of Section 11. There must be
a great amount of care given to the consideration that the figures collected from
various carriers may represent not the charges submitted to the carriers but
either the payments made by carriers or their alleged prevailing charges re-
ceived by them. Does the prevailing charge level mean the range between the
5th and 95th percentile, the 90th percentile, the median charge, the average
charge, or does it mean a figure which the carrier has decided it will pay?

This bill could be strengthened by requiring that the various national spe-
<clalty organizations, such as the two which I represent today, form review
panels consisting of several persons knowledgeable in this area to serve for
ithree-year intervals to advise the Health Care Financing Administration on
these matters and to review the data belng used to establish Government relative
value schedules. Statistical data and information systems can be used in many
ways and, if there i1s to be harmony in the system, perhaps there is some
merit to this suggestion as the output of data systems does not always lend
itself to correction by the usual appeal processes.

In Section 11 (B) (i), the statement is made that prevailing charge levels
determined for any fiscal year beginning after June 30, 1873 may not exceed
the level determined for the filscal year ending June 30, 1973, except to the
extent that the Secretary finds, on the basis of appropriate economics index
data that such higher level is justified by economic changes. What is the de-
finition of, and what is included in, “appropriate economic index data”? This
economic index should be revised to account for major differences in geographic
areas and specialty practice characteristics and should be flexible and respon-
sive to local situations. It would be best to define this clearly in the beginning
wrather than in the middle in order that uniformity might be attained.

We wonder about the reasons for making the section on “Criteria for Deter-
mining Reasonable Charges for Physicians’' Services” take effect upon the en-
actment of the bill when the situation with respect to hospitals begins at a
later date. We also wonder about the propriety of talking about prevailing
charges for physicians’ services in July of 1975 when we are, even at the pres-
-ent time, nearly two years beyond that. If this lag time is necessitated by in-
-efficient data and information systems, then some thought should be given to
usage of newer and functional computer systems which provide analysis with
less than an 18-to-24-month delay and whic¢h utilize a five digit coding system
‘with its flexibility rather than the four digit code systéem used by MAledicare
intermediaries at the present time. .

With respect to the consideration of appropriate economic index dala men-
tioned above, it would be our suggestion that a reasonable factor: be introduced
to cover malpractice insurance and that this be related to speclalty and geo-
graphic location and procedure frequency. The malpractice insurance premium
-crisis is not over and there has been recent discussion in the State of California
.and in the State of New York of again mammoth increases in the size of in-
dividval’'s malpractice premiums, and any such reimbursement program as
‘outlined by you for services rendered to beneflelaries of Medicare and Mediec-
.ald must certainly take into account this item.

As an aside, one possible mechanism by which the Government could alle-
viate the medical lability/produet liability problem is to pass a law requiring
‘that all proceeds from such suits and settlements would be taxable as regular
income in the year received and not be considered tax-free windfalls as under
the present law.

We applaud your intent and desire, under Section 15, in dealing with the
-establishment of a procedural terminology. The Americal Association of Neuro-
Jogical Surgeons and-the Congress of Neurological Surgeons have for some time
been deeply concerned about the difficulties with respect to communication be-
tween individuals in one State and individuals in anotber State, and sometimes
-even within a State, because of the diversity of numbers used to describe simi-
lar events and because of the diversity of written descriptors attached to the
-code numbers accompanying them. We have published and circulated through-
out the entfre country and, at this point, throughout the entire world 8 Neuro-
surgical Procedural Terminology. This was done after considerable time and
effort had been put into trylng to make a uniform langusage, acceptable and
usable by, all neurosurgeons. This Neurosurgical Procedural Terminology that
has been published is availablé to the Secretary of HEW and the Health Care
Financing Administration. It is not a reldtfve valme mchedule, but indeed is
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a compendium of procedures done by neurosurgeons to ease communication be-
tween neurosurgeons and nurosurgeons, neurosurgeons and insurance carriers,
and neurosurgeons and the Federal and Stute Governments. The Current Pro-
cedural Terminology of the AMA, 4th edition, includes this rather complete
and acceptable neuvosurgical procedural terminology and we would nope that
the Health Care Financing Administration will not develop yet again another
svstem of numbers and descriptors which could very likely confuse an already
difficult arena.

Recently I spent some time in Washington and had the opportunity to hear
a very fine discussion by a Mr. Don Luria at the National Science Foundation
concerning the development of Systems. One of the things he said had been
learned was that, in the development of any system. the participants who were
to utilize the system must be brought into the development of the system in
the very beginning, and that they must be present during the analysis of the
problem, during the conceptualization of the reforms needed to solve fhe
problem, and during the final implementation of the plans. He had found that
to develop any system in the absence of input and in the absence of participa-
tion of those who wounld be using it created a severe problem in that systems
could not be imnpressed downwards on other individuals or upwards becausze
of the various human factors inherent i the need for eooperation to make fthe
final program operative. We would hope that this type of thinking would prevail
when the Health Care Financing Administration recommends to the Secrefary
of HEW a specific terminology system and a specific relative value schednle.

It is also hoped that in Section 15 (d) (3), the unit values assigzned will not
only generally reflect the relative time and effort required to perform various
procedures and services, but will reflect the risk involved. the time to acquire
the skill, and the skill needed in order to perform the various procedures, The
hill will he strengthened by the addition of these factors because, as it now
stands, the reward is greater for slowness and ineptness than it is for exper-
tise. As you well know, many individuals are guite proficient at performing
certain procedures that formerly took thems a considerable amount of time.
This holds true in areas other than Medicine. and in the bill under this sec-
tion, there has been no recognition of the factors noted above.

In Section 40 of the bill, it is stated that, “When the payment is based upon
the reasonable costs or reasonable charge, no element comprising any part
of the cost or charge shall be considered to be reasonable if and to the extent
that. that element is among other things a finder's fee.” I think that this ap-
proach which you have taken is reasonable and T rhink that some serions
questions concerning forwarding fees or finder’s fees with respect to the legal
professional will have to be raised. as these fees are actually incorporated in-
directly in the malpractice premiums which physicians and hospitals are being
asked to pay.

With respect to Section 45. which deals with resources of Medicaid appli-
cants. to include eertain property previously disposed of to the applicant’s rela-
tives for less than market value, we would like fo say that we wholeheartedly
endorse this section. I have nersonally seen several examples of fransfer of
property from an older individual to another member of the family in order
specifically to reduce the assefs of that individual and make him eligible for
Medicaid benefits and thus eligible for support by the general public's taxes.
This is an example of fraud and abuse which has gone unattended for a very
long time, but which is I think frequent enough to have been addressed in the
reasonable way which you have done.

Mr, Chairman, in your initial introductory remarks in the Congressional Rec-
ord on May 5. 1977, you indicated, *‘We have found that outright fraud prohably
costs the taxparyers of this country $13% fo §2 billion a year, and we have found
that the costs of over-utilization is probably about three times that high.” There
has heen a great hue and ery abont fraud and abuse in fhe last year and parf
of your recommendations, Mr. Chairman, in the Senate this past year have been
incorporated into law, and the discussion has zoue on, aud the machinery has
heen sef up to counter certain aspects relafing fo fraud and abuse within the
health care arena. This $114 hillion costs the nation about 1% of fthe total
outlay for health care costs and the over-utilization costs which you cited run
between 414 9% to 69 of the total bill.

One of the problems which this nation is having is that of coming up with
innovative, workable ideas to solve some of the problems associated with the-
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demand on the various tax revenues. Recently a law was passed which made
income derived for sickness disability taxable as income, and removed some
of the exemptions previously relating to this income. As a result of that law
«<hange, I have personally seen several instances of individuals who had not been
working because they had been initially sick, but who had continued not to
work because of the fact that they were receiving sickness disability bene-
fits when, in actual fact, their iliness had ceased, but the incentive to return to
work was considerably less than it should have been because of the remuneration
recelved on a tax-free basis that came to them each week or month. These
benefits that they received initially were justifiable and paid for by insurance
policies bought with pre-tax dollars. The change in the law, making a consider-
able part of this income taxable, has forced many individuals to reconsider their
primary motivation and to return to work, thus reducing the burden on the
premium structure provided to cover sickness benefits. As a side effect of this,
there has been a return of productivity by this individual, who had not been
working.

Mr. Chairman, you refer to over-utilization of health care facilities, and one
of the primary directions of this bill is to limit, in essence, the supply of health
care facilities. The problem with dealing with the demand upon health care
facilities and health care providers is exceedingly difficult and, as a modest
proposal for your consideration which is politically unsavory but which is an idea
that might be at least worthy of your consideration, I would like to present to
you the concept that health insurance is paid for, for the most part, by pre-tax
dollars. When an individual utilizes the services of a physician or comes to a
hospital, he, for the most part, does not pay the bill nor is he concerned about the
bill because, as has been said many times, “The insurance policy will cover the
cost.” Now, in actual fact, the insurance policy does cover the cost and the
insurance policy has become a wedge separating the consumer from a true eval-
uation of the costs involved. These pre-tax dollars are used by the individual as
one form of income, that is income to pay for health-related needs and, if not
needs, health-related desires. The insurance carriers know how much they are
paying out in behalf of each individual policyholder, and it would be & simple
maneuver for each insurance carrier to formulate at the end of the year a form
similar to a W-2 form, which would be sent to the Internal Revenue Service and
to the individual, indicating the amount of money expended on his behalf to pay
for his medical services. Since the concept of co-insurance does not always work,
and since the concept of deductibles does not always work, perhaps it is not
anreasonable to suggest that a tax be levied by the Federal Government on this
income by individuals. This income tax would have to take into account that
there are many poor and near-poor individuals who could not afford to be taxed
further than they already are, and it would have to take into account that there
are many individuals for whom thousands of dollars are paid each year by their
insurance carriers to sustain the cost of a prolonged or catastrophic illness.
There should be no tax at the two ends of the spectrum but, in the middle, per-
‘haps an incentive can be built-in which would act to stimulate some consideration
by the potential patient of what his true needs are as opposed to his wants.

I do not know about the numbers of people involved in this middle-ground
area, but I do know that there are many, many people seen each day in offices
of physicians and in emergency rooms of hospitals across the country who really
should not be there. This costs money and if we are to pay as much attention
as we have legislatively and in the press to outright fraud, then perhaps it
would not be unreasonable to give further ‘thought to this concept of taxing
income in order to try to stimulate some reduction in demand. If the laws made
relating to taxation of sickness benefit income have produced some socially
desirable results in our country, then perhaps an additional bonus could be
obtained by extension of that concept to that of health care costs and liability
costs. This would provide more discretionary dollars to be spent by our citizens,
but on the other hand, the present system may be a manifestation of what people
re_ally wish to spend their money on to satiefy their needs and wants.

Mr. Chalrman, in reading through this bill, I do not note any specific exemption
from its terms of Federal hospitals, and it may be that I have overlooked that
or that it'ls an a priori assumption that all Federal hospitals will be exempt’
from the restrictions and the controls imposed by this bill. If it is true that
mgral hospitals are exempted, then one would have to ask whether they operate
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with such a degree of efficiency that they do not need to be considered along
with the remaining hospitals in the nation covered by this bill. It would be
interesting to know the average length of stay of patients in Federal hospitals,
and it would be interesting to know the number of employees per patient in:
Federal hospitals at the present time, as opposed to those outside of the Federal
system. It would be interesting to know about the relative cost per in-patient
and out-patient of Federal hospitals as related to non-I"ederal hospitals.

§-1470 formerly contained a section which would have required States under
their Medicaid programs to pay physicians not less than 809% of what Medicare
pays. This section has been temporarily deleted because of opposition which
felt that this 80¢% would become a ceiling rather than a floor. It was also opposed
by the Governors Conference because this provision would bhave cost several
hundred million dollars. The nation, through its Medicaid programs, has at-
tempted to provide for the poor and near-poor a quality of care equal to and
commensurate with that obtained by every other American. If one looks at the
remuneration of physicians on the State of New York. one will find that reim-
bursement for care of Medicaid recipients in many instances is 505, or even 25%,
of that under other programs. As a result of this, many physicians have chosen
not to subsidize Government programs, and have not extended their services to
these unfortunate individuals made bereft by the attempts of States to conserve
funds. These Medicaid recipients are individuals who also have been told by
politicians that they have a right to health care. It would seem reasonable to
discuss the matter further with those who have opposed it, and we think it would
be responsible to re-introduce that section of the bill just alluded to, in order
to eliminate the two-class system which has been created by Government. The
remuneration made by Federal and State Governments for care rendered to
recipients of Medicaid benefits must be rlie same as that under any other system
However, only in extreme circumstances should the level of support of such
services drop from parity to 80%. I realize that that would cost money, but
perhaps some of this money could be obtained by reducing the rather enormous
administrative costs relating to this type of program, and emphasing cost effec-
tiveness for the benefit of the poor and near-poor in the United States.

I thank you for the privilege and honor of appearing before this Subcommittee
today, and will answer any questions you might have at this time.

PRFSI'STATION TO PRESIDENT'S CoUNCIL 0N WAGE AND PRICE STABILITY

(By Donald H. Stewart, Jr., M.D. representing the American Association of
Neurological Surgeons and The Congress of Neurological Surgeons)

The American Association of Neurological Surgeons and The Congress of
Neurological Surgeons are two organizations representing approximately eighty
percent of the neurosurgeons in the United States. As a group, we nnmber less
than one percent of the physicians in the United States but we, as you. are con-
cerned ahout the problems associated with the rising health care costs in our
country. We have been attempting to hecome informed ahout the various factors
contributing to this problem and are pleased to participate in the hearings which
¥ou are holding here today.

It would seem that the basic issue to be dealt with is one related to the question
of how much ean we as a people afford to pay for health care. We expended $118
billion this past year for health care which is a considerable sum. The rate of
increase in the costs has been alarming and to put the question in a larger per-
spective, perhaps it would be of a value to indieate that in this past year we as
a nation spent $52 billion for casualty and liability insurance. We spent in excess
of $100 billion for education. We spent 1530 hillion for housing, $141 billion for
household operation, $185 billion for fond. $124 billion for transportation. $65
billion for recreation, $39 billion for alcohol and tobaceo. These figures are from
the Department of Commerce. Burean of Economics Analrsis.

. The areas of our specific concern are the problem of rising hospital costs and
rising physician costs. It is our understanding that physician costs have gone up
at approximately the same rate @s that of the general inflationary rate. but
hospital costs have far exceeded the inflationary rate. It is our understnding
that in this past year approximately 27 hillion was paid hy private insurance
carriers for health eare and that $50 billion was paid hy Federal, State. and loeal
governments for health eare, and that 23! billion was paid by individuals for
health care.
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It would seem, in trying to analyze the factors related to increased hospital
costs, that they can be allocated into three general mrems, There are specific
government and legal actions which trave contributed to increased costs: the in-
crease in the minimum wage, the increase in Social Security payments, required
ecompliance with petirement laws, increased unemployment insarance, increased
costs for utilization review programs, reguired tests for in-patients, and code
compliance activities, to mention but a few.

The development of new services in hospitals has very deflnitely increased the
costs of running hospitals. To give an example of some of those new services
being introduced, one should recall the rapid expansion of nuclear medicine facili-
ties, computerized axial tomography, neo-natology units, drug and alcohol abuse
programs, and full time emergency room physicians.

There have been forces in the marketplace which have been quite difficult to
predict and which the hospital cannot easily control which have contributed to
the increased costs. The cost of energy alone has rapidly escalated. As you know,
there has been a considerable amount of publicity just recently concerning the
increased cost of malpractice insurance to hospitals, The costs of supplies bought
by hospitals have been of considerable importance in contributing to the costs
of the hospital stay. The increased costs related to hospital worker unionization
and the cost of borrowing capital because of lack of grants and gifts must be
considered,

There are similar factors responsible for increased physician costs. There has
been an obvious increase in the oyerhead of running a physiclan’s office, consist-
ing of increased telephone charges, increased rent, increased salarles to personnel,
retirement plan compliance, not to mention the considerable increases which have
occurred just recently in malpractice insurance which at the two ends of our
country now ranges between $20,000 and $40,000 per year, whereas just a few
years ago it was $1,000 to $2,000 per year. The effect of inflation is certainly a
factor to be considered here as well as in the hospital cost area. The increased
amount of taxes which are paid is of considerable import, In the year 1975, taxes
paid increased more than any other item in the average budget.

In considering the problem of increased costs, it is interesting to note what
actions have been taken by Government to decrease the revenues available to pay
for the costs. Various Government programs have mandated losses under the
reimbursement formulas. There has been evildence of non-participation of medi-
care in certain direct costs relating to patient care and there has been reduction
in payment rates to hospitals to offset the value of unrestricted gifts to hospitals,
which in effect has reduced the effectivenes of benevolence, Now there has been
evidence of retroactive denial of payment for services provided by hospitals, The
Cost of Living Council actions of the recent past mandated losses for hospitals.

Perhaps the most disturbing feature about medical care costs are related to
hospitals is the fact that it is well advertised that the Consumer Price Index
for health care reliting to hospital costs is rapidly escalating in the two digit
range. Discussion with several persons knowledgeable about hospital costs would
indicate that the true cost to the hospital is not reflected by the Consumer Price
Index figures. The true cost to the hospital for the services it provides is less than
the Consumer Price Index wouuld indicate and the reason for this is somewhat
complex but can be explained reasonably simply.

The relmbursement to the hospitals for services provided by Blue Cross,
Medicare and Medicatd amounts to a sum less than the actual cost and the dis-
parity is increasing constantly. This means that the hospitals, and particularly
those that have a large proportion of Medicare and Medicald and Blue Cross
patients, are operating at a deficit in order to care for these patients. They, in
turn, to make up for this deficit, charge a higher rate to the private insurance
carriers and to those self-pay individuals, hoping to make up for the deflelt oc-
casioned by the lack of payment for services by the third party carriers noted
above. This results in an inflated charge (or price) structure to enable the hos-
pital to meet ita actual costs and to take up the slack in the third party programs.
The Consumer Price Index draws on these published charges to develop its sta-
tistics on hospital costs. This produces an artificial and inaccurate result with
regard to what is going on in the area of a hospital's true operating costs. Thus
the Consumer Price Index 1s artificially high and reflects in part the above prob-
lem. This aberration must be recognized and dealt with if we are to make a
proper data base from which to draw proper conclusions concerning health care
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c a good part of the costs for providing health care to those persons
.co:}esr 3{33‘&& Bﬁle ¢ ey Medicare, and Medicaid is being shifted from the pu-
ported earrier to the private insurance industry and to §elf~pay individuals.
Because of this, it hus become obvious that some of the prlvat:e insur_ance ear-
riers are having difficulties meeting the demands placed upon their premium pools
and some have already left the Major Medical insurance field and others are
reducing the payments which they will allow and putting the burden for pay-
ment of these bills back on the provider and/or the consumer. There have been,
ay a result of this failure on the part of some carriers to pay _the actual_ cnsts,
a consideration on the part of some very large hospitals of giving up theu_* con-
tracts with Blue ('ross which will place severe restrietions on t}le availability of
medical eare to those covered under these programs at this time. Perhaps the
most peenliar feature is that the system as now operating introduces a very real
double taxation to the wage earner who with one hand pays taxes t.n support
the cost of Medicare and Medicaid and with the other _lmncl pays incrensing
premiums for health eare either in the form of higher premiums or greater out-of-
pocket costs to subsidize the tax supported portions of health care costs. -

As pointed out by Professor Martin Feldstein, Professor of E_conom:rs at
Harvard University, perhaps the major problem to be considered is the avail-
ability of insurance itself. As he quite nicely pointed out in his testimony hefore
the Snhcommittee on Health of the Committee on Ways and Means on Jnly 24,
1975, the availability of insurance has produced a system which requires and sus-
tains the introduction of more and more costly services. Thus services have up
until this point, been hought by premium dollars with very little out-of-pocket
cost to the patient. Bnt as he also pointed ont, the product bought by the insur-
anee is considerably different now, not only in cost but in quality, than it was a
number of years ago. A number of years ago a quart of milk was a quart of milk.
and it remains the same today. However a day in the hospital today is quite
different from that of a numher of years nago with respect to the sophisticated
and complex modalities available,

One of your panel members inquired in the hearings in New York City as to
why it eosts more in Medicine to do something hetter—that is to provide a quality
product with respect to medical care—when in industry, as preduetivity in-
creases and the product improves the cost goes down. There is a difference be-
tween the anfomatic. mass machine-produced. high quality but lower price prod-
net of industry and the <ophistieated assessment and delivery of health care as a
product. The two products are really quite different. We now, through either
government insurance programs or private insurance programs, have wonderful
care aviailable for the treatment of renal disease, inclnding renal dialysis and
renal transplants, in addition to the well-known open-heart surgery. One of the
ironies is that the hospital industry is accused of not keeping costs down and
has berome the bad guy in recent rhetorie. Hospitals for the most part are not-
for-profit institutions. They do not set the charges for the products they buy
from industry—industry does. The hospital is not making a profit by charging
more—it is merely trying to pay its bills to industry which is making the profit,
but industry is not the bad guy—it is the health delivery system.

One other peculiar irony is that if a 500 bed hospital reduces its length of
stay by twenty-five percent hy introducing efficiency methods, then in essence it
is inereasing its bed capacity by twenty-five percent, or by 125 beds. At the
going cost of about $80.000 per bed in new hospital construetion, this amounts to
a savings of $10 million in potential capital expenditures. This type of saving is
occurring but is not being recognized.

It is true that these products of modern medicine are expensive and it is also
true that they benefit a very small proportion of the population. We in Neuro-
surgery have available now microsurgical techniques whieh are being amnlied
to more and more conditions, particularly to the treatment of strokes and the
revascularization of the brain. The removal of brain tumors is now much more
easily accomplished and muech more ecompletely accomplished using microsurgical
techniques, and the heretofore very high morbidity and mortality have bheen
reduced considerably. The introduetion of com puterized axial tomography, which
is really in its first generation and which is very expensive, has eliminated in
many instances prolonged hospitalization for diagnostic purposes and has elimi-
nated in many instances the costly and somewhat dangerous procedures such as
angiograms. pneumoencephalograms and in some instances. myelograms. All of
these advancements cost money. There is no question that these expensive items
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in the milieu of the practice of medicine have improved the quality of medicine,
but it is also true that they have improved it for a relatively few people.

It is obvious to those of us who practice Neurosurgery that the reduction in
morbidity and reduction in hospital stay and more rapid return to work, oc-
casioned by the use of these more sophisticated modalities, has resulted in an
enormous savings in dollars for the segment of the population with which we
deal. Neurosurgeons deal with many types of head injuries and the most out-
standing example in the last few years of preventive medicine and its cost-saving
to the public has been in this area. With the reduction in the speed limit and
with the greater awareness of the population about the dangers inherent in
driving and drinking, there has been a 25 percent reduction in head injuries
and a considerable saving in terms of medical costs to the population as a whole.
We are, however, still concerned with the, as yet incomplete, development of &
eociety-wide concept of preventive medicine and are greatly concerned with the
fact that there are still approximately 75,000 persons per year who die of
carcinoma of the lung, which has been felt in large part to be due to the effects of’
smoking. We are still concerned with the 28,000 automobile-related deaths which
have been in one way or another caused by the consumption of alcohol, and we:
are concerned about the 11.56 million injuries which occur in our country as a
result of accidents each year, which result in nearly half a million permanently
disabled individuals with no emall attendant medical cost. We feel that these
areas, among others in the area of preventive medicine, could well, if emphasized,
lead to further cost reduection to our population as a whole and a shift of the
dollar presently being spent on health care to other areas such as education and
housing, which would improve the esthetic value of the lives of our citizens.

Finally, we would like to indicate our thoughts concerning the proposed budget
for fiscal year 1977 in which it was indicated that there would be a 7 percent
limit on increase in hospital charges and a 4 percent limit on physician fees.
There was no mention of limitation on other areas in the marketplace and if this
policy of the Government is allowed to stand, then the Government will have
departed further from the concept of paying the cost of what it gets, and the
result will be an even higher Consumer Price Index for the cost of health care
as it is now figured. The loser will be the tax paying consumer whose health care
is funded through the private insurance industry, as this consumer will be
charged even more than he is at the present time to make up for the deficits
created by the failure of the Government to pay the true cost of the goods re-
ceived. This will inevitably lead to a more chaotic situation and, with fewer
private insurance carriers in the field, a greater role would have to be played by
the Government with the attendant higher taxes to support the administration:
of such a plan and to support the very institutions required to provide health
care for the people of our country.

Another of your Commission inguired of a former speaker at these hearings.
a8 to how National Health Tnsurance would allow cost controls. It is difficult
to imagine after reading the Report on Cost and Quality of Health Care by the
Committee on Interstate and Foreign Commerce, published in January 1976, that
the Government could effectively impose cost controls. In the State of New York,
the Governor has indicated that the administrative costs of the Medicaid program:
are in excess of 50 cents on the dollar after ten years of operation.

We feel, as others do, that there must be built into any system of insurance a
certain disincentive to spend the premium dollar, in part to keep us solvent and
in part to keep us from becoming neurotic. We would favor the concept of a
degree of co-insurance with any type of plan making it necessary for the consumer
to pay the first dollar amounts of any costs commensurate with his true ability
to pay this cost. There are administrative problems here and some feel that the
health care provider should not collect the first dollar but that the carrier should,
whether it be the Government or the private insurance carrier. Regardless of
how it is done, unless there is an immediate and not distant financial disincentive
to utilize the health care system and its expensive gadgets, there will be continued
over-utilization of expensive services and escalation of costs.

‘We must come to grips with the fact that if the people want the very best,
and they do, then the very best will have to be paid for. We must also devise
a rational and acceptable way of differentiating our true needs from our wants.

Senator TarmapGe. The committee will now stand in recess until
8:30 tomorrow morning.

[Thereupon, at 11:05 a.m. the subcommittee recessed to reconvene
Friday, June 10,1977, at 8::30 a.m.]






MEDICARE AND MEDICAID ADMINISTRATION AND
REIMBURSEMENT REFORM ACT

FRIDAY, JUNE 10, 1977

U.S. SENATE,
SuscomMrrTEE OF HEALTH
oF THE CoMyITTEE ON FINANCE,

Washington,D.C.

The subcommittee met, pursuant to recess, at 8:35 a.m. in room 2221,
Dirksen Senate Office Building, Hon. Herman E, Talmadge (chair-
man of the subcommittee) presiding.

Present : Sensators Talmadge, Curtis and Dole.

Senator Tarxanee. The subcommittee will please come to order.

The first witness this morning is Mrs. Liane Levetan, commissioner,
De Kalb County, Ga., on be%nalf of the National Association of
Counties.

It is a distinct pleasure for me, as chairman of the subcommittee, to
welcome a warm, personal friend and a valued constituent to testify be-
fore our subcommittee this morning. You may insert your full state-
ment in the record, please, Ms. Levetan and, due to the large number of
witnesses, we must necessarily limit your testimony to 10 minutes.

You may insert your full statement and summarize it in 10 minutes,

STATEMENT OF LIANE LEVETAN, COMMISSIONER, DE KALB
COUNTY, GA., AND MEMBER, HEALTH AND EDUCATION POLICY
STEERING COMMITTEE OF THE NATIONAL ASSOCIATION OF
COUNTIES, ACCOMPANIED BY MIKE GEMMEL], LEGISLATIVE
REPRESENTATIVE

Ms. Leveran. Thank you, Mr. Chairman.

Mr. Chairman and members of the subcommittee, I am Liane Lev-
etan, commissioner, De Kalb County, Ga. I am also & member of the
Health and Education Policy Steering Committee of the National As-
sociation of Counties——NA&)—on whose behalf I am appearing to-
day. With me is Mike Gemmell, NACO legislative representative.

The National Association of Counties represents over 1,500 county
governments which together comprise 90 percent of the Nation’s pop-
ulation. The vast majority of the counties in this country provide puE-
Tic health and medical care services.

By the way, Mr. Chairman, as a representative of county govern-
ment, I was made aware by one of your able staff members of the
proper place counties have in our Federal system. He reminded me
that even though States have greater visibility in our intergovern-
mental structure, they are, after all, only clusters of counties.

(307)
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NACO supports S. 1470 with suggested amendments. We see S. 1470
as an opportunity for Congress to take the necessary steps to bring
hospital cost increases under control. We are concerned about hospital
costs because counties pay 10 percent of the annual $17 billion—and
growing—medicaid bill. This figure does not contain the costs of medi-
cal care to the unsponsored patients. In addition, counties own more
than 10 percent of the hospitals—45 percent of the public general hos-
pitals—in this country. )

Attached is a NACYO survey which clearly shows that the commit-
ment of county governments to the medicaid program is substantial.
As health care costs increase, counties are being forced to rely on an al-
ready burdened property tax to support the health care of a small seg-
ment of their population. While dedicated to the provision and avail-
abilitv of heai)th care for all citizens, counties face the dilemma of
sacrificing other necessary and mandated service responsibilities to the
burgeoning fiscal requirements of the medieaid program. Cutbacks in
services and/or eligible population provide no relief for counties,
which are traditionally the providers of last resort.

Persons whose major health problems fall into special categorical
problem areas, and others whose lifestyles disqualify them for pro-
tection under Federal health programs. including disabled but work-
ing persons, children of intact families. childless couples. single per-
sons between 21 and 65 years old, the working poor, nonresident aliens,
prisoners and migrants, must turn to local government for help.

However, our Nation’s approach to the medically indigent or un-
sponsored patients through medicaid is uneven and highly inequitable.
Inadeqnate benefits in some States create classes of medically needy
which do not even exist in other States. These medically indigent per-
sons also hecome the burden of local government.

We testified hefore another Senate health subcommittee on the ad-
ministration’s hospital cost control proposal—S. 1391. The adminis-
tration acknowledged that their proposal is a stopgap solution which
will only treat one result of basic health care organization de-
ficiencies: that is, the high cost of hospital care. We appreciated the
political realities which dictate this particular short-term approach,
at this time. However. for the long term. incentives must be incorpo-
rated into any cost containment propesal to encourage use of ambula-
tory care. outpatient services. and home health care agencies. We be-
lieve that S, 1470 is an attempt to seek a long-range solution to basic
reform of medical eare in this country.

Mr. Chairman, we support the goals of S. 1470. We helieve that the
following suggestions would assist counties in seeking their own solu-
tions toholding down skyrocketing hospital costs.

First. S. 1470 must contain greater incentives to place higher pri-
ority on outpatient versus inpatient care. As yon know, medicare,
medicaid. and private insurance all provide greater coverage for in-
patient care than for outpatient services. Tn manv connties, the re-
covery rate is onlv 50 percent for ontpatient services. In some other
counties, the recovery rate is onlv 50 nercent for ontpatient services,
In some other counties, the recovery rate is less—often close to zero.

In many places. patients who conld be inexpensively treated as ont-
patients are admitted to expensive hospital heds so that more of their



309

eosts are covered. Other patients do not receive early treatment and
preventive services which could avoid expensive hospitalization.

Facilities and personnel to provide outpatient services are not
available where they are needed, Capital and operating support for
neighborhood health centers and surgi-centers would mean that more
patients could be treated at remote sites that are easily accessible to
patients, instead of inexpensive and inconvenient hospital emergency
rooms and clinics. S. 1470 should provide payment mechanisms for out-
patient services at reasonable cost to act as an incentive for outpatient
rather than inpatient care.

Second, S. 1470 should contain a provision that helps public medical
facilities to meet the costs incurred for treating unsponsored patients.
We suggest that the Congress close the present gaps in medicaid by
adopting the following amendment to title XI, section 1115, of the
Social Security Act by adding a new subsection that states:

(C) Under such terms and conditions as the Secretary may prescribe, he may
waive all plan requirements under title XIX, section 1902, with respect to funds
appropriated by general purpose local governments for the purchase of medical
.care to those individuals not receiving aid or assistance under title XIX and/or
who do not meet the income and resources requirements of the appropriate State
-plan, or the supplemental security income program under title XVI, and that
the Secretary may consider such funds as an allowable non-Federal share of
the expenditures incurred for services to individuals not covered under the State
plan or title XVI. ;

Third, S. 1470 should contain a provision prohibiting private hos-
pitals from dumping unsponsored patients on public hospitals. Some
private hospitals might go beyond their 120-percent gap in their
category.

Fourth, S. 1470 should allow public hospitals to go over their ceiling
when and if States broaden their medicaid benefit packages or liberal-
ize medicaid eligibility requirements. Public hospitals would, under
‘S. 1470, be ena%lized 1f States changed their medicaid plan require-
‘ments to incﬁlda greater numbers of-eligible recipients. _

As a protection against dumping, we urge the Congress to provide
increased finanéial assistance to health systems agencies. (HSA’s), As
presently funded, HSA’s are unable to monitor hospitals against any
‘type of dumping.

inally, we strongly support the provision in S. 1470 which recog-
nizes that any charge for a service or procedure performed by a
physician is reasonable if “the service is performed in an area desig-
‘nated as a physician shortage area.”

We recognize the urgent need for incentives to bring health care
services to underserved areas. Manpower shortages are particularly
severe in rural counties, The U.S. Department of Health, Education,
and Welfare estimates that 26 million people reside in rural medically
-underserved areas.

Further, we urge that S. 1470 include a provision which would allow
for medicare reimbursement to clinics for physician assistants or nurse
practitioner services. Medicare restrictions against payment for mid-
‘level practitioner services have created a bias against rural areas,
many of which rely on these health professionals for primary care
services. ' o

In summary, Mr. Chairman, we support the intent of S. 1470. We
‘thank you for allowing us the opportunity to give our views on this
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bill that seeks long term solutions to rising hospital costs that are
beginning to place financial burdens on county governments. We are
willing, at your direction, to work with staff in seeking enactment of
S. 1470 with the amendments suggested in our statement.

Thank you. Mr. Chairman, It was my pleasure to present our views
before your subcommittee.

Senator Tarmance. Thank you very much, Mrs, Levetan, for a very
thoughtful and analytical statement and helpful suggestions. We
would appreciate the Association of Counties’ continuing to work with:
our staff in attempting to perfect the bill.

This committee is delichted that the National Governors’ Confer-
ence, the Association of Counties, the National Association of Legis-
latures, as well as virtually every other facet of health care and de-
livery service in the nation has worked with us for several years in
perfecting this bill. We appreciate their supoprt.

We want to count on you further for further cooperation.

Ms. Leveran. Thank you. We certainly do appreciate the efforts that
you have put into this.

Senator Tarmapge. Senator Dole ?

Senator Dore. I have no questions. I share the comments made by
the chairman,

Particularly on page 4 of your statement, T am pleased to see the
reference to inclusion of a provision that would allow for medicare
reimbursement to clinics, physician assistants and nurse practitioner
services. As you indicate, this is a matter of great interest in the rural
areas, coming from the rural Midwest area. We think that it would
be very helpful.

I know that there are a number of different views floating around.
Perhaps we can work them out,

Ms. Lrveran. We discussed this at length in a policy meeting in
Milwaukee a couple of weeks ago. This is one of the consensus opinions.

Senator TaLmaneg. I think that is an excellent suggestion. Certainly,
the subcommittee, when we will mark up the bill, will include that,
especially for underserved rural areas, one of the critical needs in the
Nation.

Senator Curtis?

Senator Currrs. I have no questions.

Senator Tarmapce. Thank you very much,

Ms. Leveran. Thank you so much.

[The prepared statement of Ms, Levetan follows:]

STATEMENT oF HON. LIANE LEVETAN, CoMMISSIONER. DE KALR CotNTY, GA., ON
BEHALF OF THE NATIONAL ASSOCIATION OF COUNTIES

Mr. Chairman, members of the subcommittee, T am Lian Levetan, commis-
sioner, De Kalb County, Georgia. I am also a member of the health and educa-
tion policy steering committee of the National Association of Counties (NACo)"
on whose behalf T am appearing today. With me is Mike Gemmell, NACo legis-
lative representative.

! NACo 1s the only natlonal organization represeuting county government in Amerien,
Its membership Includes urban subnrban. and rural eounties jolned together for the coni
mon purnose of nt'rengthenlnz county government to meet the needs of all Americans. Bv
virtue of a county’s membership, all its elected and appointed officlals become participants
in an organizatlon dedicated to the following goals : improving county government : serving
the national spokesman for county government: acting as a lialson between the Natlon’s
countles and other levels of government ; and, achleving public understanding of the role
of countles in the Federal system,
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The National Association of Counties represents over 1600 county governments
which together comprise 90 percent of the nation’s population. The vast majorlty
of the counties in this country provide public health and medical care services.”

By the way, Mr. Chairman, as a representative of county government, I was
made aware by one of your able stuff members of;the proper place counties have
in our federal system. He reminded me that even though states have greater visi-
bility in our intergovernmental structure, they are, after all, only “clusters of
counties.”

NACo supports S. 1470 with suggested amendments. We see 8. 1470 as an op-
portunity for Congress to take the necessary steps to bring hospital cost increases
under control. We are concerned about hospital costs because counties pay 10
percent of the annual $17 bilion (and growing) medicaid bill. This figure does
not contain the costs of medical care to the “unsponsored patients.” In addition,
counties own more than 10 percent of hosptials (45 percent of the public general
hospitals) in this country.

Attached is a NACo survey which clearly shows that the commitment of county
governments to the medicaid program is substantial. As health care costs in-
crease counties are being forced to rely on an already burdened property tax to
support the health care of a small segment of their population. While dedicated
to the provision and availability of health care for all citizens, counties face the
dilemma of sacrificing other necessary and mandated service responsibilities to
the burgeoning fiscal requirements of the medicaid program. Cutbacks in services
and/or eligible population provide no relief for counties, which are traditionally
the providers of last resort.

Persons whose major health problems fall into special categorical problem
areas, and others whose life-styles disqualify them for protection under federal
health programs (including disabled but working persons, children of intact
families, childless couples, single persons between 21 and 65 years old, the work-
ing poor, non-resident aliens, prisoners and migrants) must turn to local govern-
ment for help. However, our nation’s approach to the medically indigent or
unsponsored patients through medicaid is uneven and highly inequitable. Inade-
quate benefits in some states create classes of medically needy which do not even
exist in other states. These medically indigent persons also become the burden of
local government.

We testified before another Senate health subcommittee on the administration’s
hospital cost control proposal (8. 1391). The administration acknowledged that
their proposal is a stop-gap solution which will only treat one result of basie
health care organization deficiencies, that is, the high cost of hospital care. We
appreciated the political realities which dictate this particular short term ap-
proach, at this time, However, for the long term, incentives must be incorporated
into any cost containment proposal to encourage use of ambulatory care, out-
patient services and home health care agencies. We believe that 8. 1470 is an
attempt to seek a long range solution to basiec reform of medlcal care in this
country.

Mr. Chairman, we support the goals of 8. 1470. We believe that the following
suggestions would assist counties in seeking their own solutions to holding down
skyrocketing hospital costs.

First, S. 1470 must contain greater incentives to place higher priority on out-
patient versus inpatient care. As you know, medicare, medicaid, and private
insurance all provide greater coverage for inpatient care than for outpatient serv-
ices. In many counties, the recovery rate is only 50 percent for outpatient serv-
ices. In some other countles, the recovery rate is less—often cloge to zero.

In many places, patients who could be inexpensively treated as outpatients are
admitted to expensive hospital beds so that more of their costs are covered. Other
patients do not recelve early treatment and preventive services which could
avoid expensive hospitalization,

32 Over 15 pemnt of the 3000 connt!el are admlnlutmtlvaly mponulhle for providing
community b Ieﬂ’lcu. Over.68 perceat in vide medical assini 80 percent provide
mental hanlt aervéau. t ﬂmhe !Dltlll (Dearly halt ot dpuhlie hospitals are
coun Eﬂ:& servites 28 percent operate
long- utu Tacll Htonal whﬂe health services:
Tinice, alconciism 8o Erﬁnnme auao:";é'a Hoetmdar, failly Marnley. el
¢ ning,
mmﬂ Mde aeﬂdm are fin igm y local fundn::a eﬂushdatr:! ,&"h 1t lte:ounatz
@ . eammunity. health mervices 966,
countigsspent &1.8 !m:n and ssi.l mton respectively. S, 23
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Facilities and personnel to provide outpatient services are not available where
they are needed. Capital and operating support for neighborhood health centers
and surgi-centers wonld mean that more patients could be treated at remote sites
that are easily acces~ible to patients, instead of inexpensive and inconvenient hos-
pital emergency rooms and clinies. 8. 1470 shonld provide payment mechanisms
for outpatient services at reasonable cost to act as an incentive for ountpalient
rather than inpatient eare.

Sezond, 8. 1470 should contain a provision that helps publie medical facilities
10 meet the costs incurred for treating “nnsponsored” patients. We suggest that
the Congress close the present gaps in mediecaid by adopting the following amend-
ment to title X1, seetion 1115, of the soeial security act by adding a new subsec-
fion that states:

“(C) Uinder such terms and eonditions as the Seeretary may preseribe, he may
waive all plan requirements under title NIX, section 1002, with respect to funds
appropriated by general purpose local governments for the purchase of medical
care to those individuals not receiving aid or assistance under title XIX and/or
who do not meet the income and resources requirements of the appropriate State
plan. or the supplemental security income program under title XVI, and that the
Seeratary may consider such funds as an allowable non-Federal share of the ex-
penditures incurred for services to individnals not covered under the Stiate plan
or title XVI.”

Third, 8. 1470 should contain a provision nrohibiting private hospitals from
dumping unsponsored patients on publie hospitals. Some private hospitals micht
£o berond their 120 pereent eap in their entegory,

Fanrth, 8. 1470 shonld allow publie hospitals tn go over their eciline when
and if States broaden their medieaid hencfit packazes or liberahize medienid
eligibility requirements. Publie hospitals would, under 8. 1170, be penalized if
States changed their medicaid plan requirements to include greater numbers of
eligible recipients,

As o protection against dumping, we urze the Coneress to provide inereaced
financial assistance to health systems agencies (HSAs). As presently funded,

S As are unable to monitor hospitals against any type of dumping.

Finally, we strongly snpport the provision in 8, 1470 which recognizes that any
charge for a service or procedure performed by o phv<ician is reasonable if “the
service i performed in en area designated ns a phy<icion shortaze area.”

We recoznize the urgent need for incentives to hiinz health eare services to
underserved areas. Manpower shortages ave particularly severe in rural counties.
The U.S. Department of Flealth, Education and Welfare estimntes that 26 million
peopde reside in roral medically underserved nrens.

Further. we urge that S. 1470 include a provision which wonld allow for medi-
carp reimbursement to elinies for physicians assistants or nurse practitioner serv-
ices. Medicare restrictions against parment for mid-level practitioner services
have ereated a hins against rural areas, many of which rely on these health pro-
fessionals for primary care services.

In summary, Mr. Chairman, we support the intent of S, 1470. We thank rou
for allowing us the opportunity to give our views on this bill that seeks long term
solntions to rising hospital costs that are beginning to place financial burdens on
county governments. We are willing, at yonr direction, to work with staff in seek-
ing enactment of 8, 1470 with the amendments snggested in our statement.

Thank you, Mr. Chairman. It was my pleasure 10 present our views before your
subcommittee.

THE ROLE OF COUNTY GOVERNMENT IN MEDICAID: A SURVEY OF SELECTED STATES

(By James Koppel, Survey Director; and John F. Clark, Survey Analyst:
Natlonal Association of Counties)

INTRODUCTION

This study by the National Association of Counties {NACo) demonstrates
the financial and administrative commitment of county resources to the Medi-
caid program. Although the Medicaid program is generally considered to be a
federal-~tate partnership, local county governments are required to provide
substantial financial and administrative support. In five of the fifteen states
surveyed for this study, county governments paid over 20 percent of the total
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Medicajd program or administrative costs for the fiscal year July 1, 1975 to
J u§i gb, 1976. . o - '

o maintains that the funding of the Medicaid program should be com-
pletely assumed by the federal government. h.is‘;gciaition is buseéd upon three
observations: (1) Medicaid plans vary from staté to state; thys, the medicgll
indigent reslding.in one state are commonly denied services ayallable to:the
in other states; (2) counties must fill the gaps in services to,the poof; thiis,
Medicald programs.avhich provide fewer -services place g grester worklogd on
county heaith agencles and hospitals; and (8) those gtates which require
county support in Medicaid funding increase the burden .on the major source
of county revenue, the local property tax. n P

The purpose of this report is to-demonstrate the burden the Medicaid program
places on county government, to outline the major gaps in services to people, and
to emphasize the need to address this problem in discussions concerning. the
reform of the Medicaid program. The escalating costs of the Medicaid program
(%2 billion per year since 1974) have strained county budgets to the point
where other mandated services areas are being jeopardized. Assumption pf fund-
ing for the Medicaid program by the federal government would relieve counties
of this burden, and enable them to maintain their efforts in other areas
responsibility including public health and medical care. :

ACENOWLEDGEMENTS

The data presented in this report were obtained from officials workling in the
agencies responsible for the individual state medical assistance plans. In many
cases, more than one official was consulted; however, the name of only the
principal contact is provided for each state. The NACo staff wishes to express
its appreciation to those state officials who provided the data necessary to

complete this study.
METHODOLOGY

The survey was designed and directed by James Koppel of the NACo staff.
John Clark anthored the survey analysis.

Data for this report was obtained through personal interviews with officials
of the departments responsible for administering the individual state medical
assistance programs. Interviews were conducted between Margh and June, 1976,
Where necessary, figures were projected to cover-the flscal year July 1, 1976 to
June 30, 1976. The accuracy of the data, where available, was considered to be
good. In some cases information could nat be readily obtaimed from existing
records, e.g., the number of state-operated skilled nursing and intermediate
care facilitles was in several cases un

A total of fifteen states were interviewed, representing 47 percent of the
country’s Medicaid reciplents (1973 figure). Qeographical dispersion was. ob-
tained by selecting states located in the Northeast, South, Midwest, and West.
Patterns in the provision of services, and participation in funding by the counties
were identified. . K ’

fT'wo types of costs were Iooked at for this report. Program costs were defined
as costs for services provided. Administrative costs were defined as the -costs
associated with operating the Medicaid program, e.g., the costs of determining

the eligibility of a reciplent.
FINDINGS

Table 1 displays the states surveyed, the type of program operated (medically
needy or SSI type), the optionsal services provided, and whether counties fund
either the program or administrative costs of Medicaid.

Nine of the fifteen states operated a “medically needy"” program, lLe., medical
assistance was provided to poor persons other than those receiving AFDC or
SSL.In seven of theése nine states, couinties participatéd in funding the program
costs of Medicaid. In three of these'sdtates countles also centributed to the -ad-
ministrative costs of the program. T

Six of the fifteen states operate a “categorically needy” program, ie., eligl-
bility for medical assistance is based upon qualification for either AFDC or SSI
assistance. In three of these states countles pay part of the administrative costs
of the program. One state, Nevada, has property taxes earmarked for the
Title XIX fund. In eleven of the fifteen states surveyed (or 73.3 percent), coun-
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ties are required to financially support the Medicaid program. The other thirty-
nine states are not required to financially participate in the Medicaid prograni.
However, most counties in these states finance the bulk of medical services to
medically needy persons that are not covered under Medicaid.

Opposite this requirement of financial support by the counties, the degree of
county control over the program, i.e., as far as the setting of standards for
eligibility and the setting of benefit levels was reviewed. (Data are presented
on individual state survey sheets.) In all tifteen states, standards for eligibiliry
were set by the state. In fourteen of fifteen cases, the level of benefits was like-
wise determined solely by the state, Nebraska being the exception. The costly
process of determining the eligibility of potential recipients was assigned to the
counties in all but three states.

Table 2 presents the program and administrative costs of Medicaid to county
governments from July 1, 1975 to June 30, 1976. Table 3 displays the percentage
of total (federal and state) Medicaid costs funded by county governments for
the same period. For those states having the medically needy program. the coun-
ties generally (7 or 9 cases) were required to assist in funding Medicaid costs
ranging from 2.4 percent to 27.5 percent of total programs costs. Support of
administrative costs ranged from 2.88 percent to 35.4 percent of total adminis-
trative costs.

Table 4 displays the per capita contribution by county governments fo Medi-
eaid program and administrative costs. These figures were obtained by dividing
the contribution of each state's connties to program (and administrative) costs
by the average monthly served population multiplied by twelve, The highest per
eapita conrribution to program costs occurred in those states having the medi-
cally needy program. The highest per capita contribution to administrative costs
was paid by Indiana counties ($13.17) and was nearly ten times the size of the
next largest (New York at $1.34).

CUTBACKS

Between January 1, 1975 and January 15, 1976 five of the surveyed States (Ala.,
M. NH., N.J, Va.) reduced or eliminated mandatory or optional services to
Medicaul recipients. Three more states (Ind.. Nebr.,, N.C.) plan to reduce or
eliminare services in fiseal 1977, The goal of reduections or eliminations in services
provided under the states’ Medicaid plans is cost enntrol: the effects will surely
be an increased burden on local governments, which are mandated to provide
health services to their indigent populations.

States which have the medically needy program were slightly more likely to
ent back on services than states with the more restricted SSI program (4 to 3).

County participation in Medieaid funding did not seem to prevent cutbacks
in services, States in which counties funded Medicaid were as likely to cut back
services as those states in which counties did not. Since county funding of Medi-
caid will continue, the ultimate losers in any cutback of services are the coun-
ties, The escalating costs of health care will require continued support by the
counties at levels equal to or exceeding those of the past fiscal year. Meanwhile,
those services to the poor that are no longer covered under Medicaid must be
provided solely at county expense. A cutback in services or eligible population,
while possibly serving the state’s need for economy, only worsens the situation

of the counties.
SUMMARY

This report has pointed out that the commitment of county governments to
the Medicaid program is substantial. As health care costs increase, counties are
being forced to rely on an already burdened property tax to support the health
care of a small segment of their population. While dedicated to the provision
and availability of health care for all citizens, counties face the dilemma of
sacrificing other necessary and mandated service responsibilities to the burgeon-
ing fiscal requirements of the Medicaid program. Cutbacks in services and/or
eligible population provide no relief to counties, which are traditionally the
providers of last resort. The effective response requires the federalization of
Medicaid.
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TABLE 1.—SERVICES (OPTIONAL)

STATES PROVIDING SERVICE
AL CA CO IN MD MN NE NV NH N} NY NC OH VA W

Program type? S M § 5 M M M 5 M S MM 5 M M
Clinicsarvice.. o oo K ooea KoM X X X X X X X X X X
Preseribed drugs....oocoooeeeeoo X X X X X X X X X X X X X X X
Dental sarvices ¥ it X X X X X X X X X X caeea X
Prosthetic devices_. .- ——cceeee X X X X X X X X X X X .. h X
Eyeglasses. .- S X X - X X ®K X X X X X X X X X
Private duty M X X X X e X roes X oien X
Physical Therapy.....oocomeeeeoeeeee X X X X X X X X X X X X X
Preventive Rehab________ i s o X eoeme X X X X X X X X a-. X
Emergency Hospital. ... X X X X X X X X X X X X X X X
SNFS patients under 21 X X X X ccea X X X X X X X X X X
Optometry b S S X X X X X X X X X X X X
Podiatry. X X X X X X X X X X X X X X
Chiropractors b X oo X X X X X X X X woeen X

ental illness in geriatric care (65)..
Participation in fﬁndingl ............... B A A P B P (® B( B B A .

1 M—medically needy program; S—SSI eligibility program. s .
1 P—counties contribute to program costs; A—counties contribute 1o administrative costs; B—counties contribute

to program and costs. . .
3 County praperty taxes exceeding $3,600,000 are put into the State title XIX fund.

TABLE 2.—PROGRAM AND ADMINISTRATIVE COSTS TO COUNTIES JULY 1, 1975-JUNE 30, 1976

Program Administrative
Aggregated county costs {amount) I(Lm:mml)

State:
Alabama_ e A B b e B B S o e e A S a2

Califorma. . i

GO0 e sesememmcemacnsasssmememmm s mmm smmmmmpmasenvases senvenmonsensoannmatnan $151, 660
Indiana il

Maryland. o oo e 4,457,510 o .....
Minnesota._.. & 13, 405, 573 1,393,750
NBbIaSKE. o oo 13,228,000

New H

Norih Carsina.
Ohio...- ...
Virginia -
WisONSIN. o caeeoceconcornnemrmmmnntsenmesnasesnmasnoninnnmnaannan

1 Covers both program and administration.
2 $5,004,000 was reimbursed from Federal funds,

TABLE 3. —PERCENTAGE OF TOTAL MEDICAID COSTS FUNDED BY COUNTIES JULY 1, 1875 TO JUNE 30, 1976

Program  Administrative
Stata costs

Alabama. i
California.._. i

Indiana.....
Maryland.
Minnesota. ...

115 percent of the total program and administrative costs.
3 4,7 percent of the total program and administrative costs,
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TABLE 4—PER CAPITA CONTRIBUTION BY COUNTRIES TO MEDICAID PROGRAM AND ADMINISTRATIVE COSTS
JULY 1, 1975-JUNE 30,1976

{in per capita dollar amounts]

Program Administrative

State:
AlaBAMA. . e ceevrmranrmmmmrrmsrmmmammemsamrmeasssmasmmsessaaan 0 0
Califorma. - i . :

T T Nt A it o T IR S B Ep T e
New Ham s i 4
New Jersey. R AR SRR NEA Y e e e R SRR
YawW YK il i iiinii il a s an A = &

North Caroling__. ..o rveecccaacan - @
Ohto... e eeeeeeeoae SiE e AT TR S Sy .25
b A1 oL e eIt T MO I L TRy R
WIBONSIN . oo e e e ceamsemmememecmaeremcsseecsisssemsmmaEsmmsmesEemeEemtemmdeemesanssesssmm———aea-

1 Program and administration total equal $21.78.
* program angd administration total equal $9.70.

Note Califorria and North Carolina reported program and administrative costs as 1 figure.

UrpATE—OTHER STATES WrricH HAVE CoUuNTY CONTRIBUTIONS
T0 THE MEDICAID PROGRAM

FLORIDA
I. Inpatient hospital cure

The counties of Florida pay 35 percent of the non-Federal share for inpatient
hospital care recipients beyond 12 days following admittance. This amounted
to £4,306,546 in fiscal year 1076 (total expenditure: $45,571,447).

II. shlled nursing and intcrmediale care
The connties pay 35 percent of the non-Federal share for recipients costing
more than $170 a month. 'U'his cost can not go above 55 a month per recipient.
The fiscal year 1976 cost to counties in Florida was $5,651,433 (total expenditure:
$73,900,070).
NORTH DAKOTA

Percent Amoun

Federal.cousscosua 58.0 $13, 763, 364.62
State. ... . . .- 35.7 471, 588,22
BN s e L el e e S s B 6.3 1, 494, 986. 16
Total 100.0 23,729, 938.00

The counties also pay 50 percent of the administrative expenses which occur at
the county level (eligibility determination, caseworkers, overhead costs, etc.)

PENNSYLVAXNIA

The counties paid 45 percent of the cost for county nursing care. There are
43 county nursing homes in Pennsylvania and the total cost to these homes, for
fiseal year 1976 was $40 million of the $88 million total. Starting in fiscal year
1977 the state will begin to share the cost of the non-federal share.

[in percent]

Federal State Local
55 11.25 1715
55 22.5 25
55 3375 11.25
55 40.5 4.5
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Senator Tarmapge. The next witness is M. Gail Moran, staff direc-
tor, Committee on Human Resources, National Governors’ Conference.

Miss Moran, you may insert your statement in full in the record and
summarize it in 10 minutes, if you will, in the interests of time.

STATEMENT OF M. GAIL MORAN, STAFF DIRECTOR, COMMITTEE
ON HUMAN RESOURCES, NATIONAL GOVERNORS CONFERENCE

Ms. Moran. Thank you, Mr. Chairman. )

First, I do ask that I would like to submit a report issued by the
National Governors’ Conference on Medicaid Reform. Your staff has
been tremendously helpful in coordination of our work with the com-
mittee’s work, and I would like to place our report on medicaid reform
in the record as an appendix to my testimony.* )

Mr. Chairman, members of the committee, I am Gail Moran, staff
director of the Committes on Human Resources, National Governors’
Conference. I am delighted to have this opportunity today to share
with you some of the concerns of the Governors regarding the rising
cost of health care and the increasing burden of the medicaild program
upon State governments and, therefore, upon the taxpayers. Under

e leadership of Governor Richard F. Kneip of South Dakota and
Governor George Busbee of Georgia, the Nation’s Governors recently
called for sweeping reform of the medicaid program. At this juncture,
I must acknowlied the unending support and valuable advice pro-
vided by your staff to the Governors during their deliberation.

As you, Mr. Chairman, stated in your introductory remarks on
May 4, medicaid/medicare would cost Federal and State taxpayers
more than $38 billion in fiscal year 1977. It is estimated that these
programs will cost Federal and State taxpayers more than $47 bil-
lion in fiscal year 1978, ¢ -

Medicaid_has become the most rapidly escalating cost in State
budgets and the largest item in many local government budgets. In
some States, the amount of money spent on medicaid for a person’s
health is greater than that of a person’s welfare benefits. Both State
and Federal Governments approach a time when they may be finan-
cially unable to provide acﬁaquate assistance for the poor and the
medically indigent. This is unconscionable and cannot be allowed to
‘happen. The spiralling cost of this program must be controlled, but
without holding the poor hostage to forces beyond their control. The
fundamental issues here are the need for better control over the rates
paid for health services and the utilization of those services by patients.

Mr. Chairman, the Governors agree with the National Conference
of State Legislatures in their testimony earlier this week that “the
choice is a simple one; either we make medicaid/medicare more effi-
cient and economical or we reduce benefits.” Faced with increasing
bu.ctligetary restraints and astronomical increases in benefit and medi-
caid expenditures, States have either been forced to cut the scope of
services offered or reduce the number of individuals served under the
pro§ram. Neither course of action solves the problem.

Although spiraling medicaid budgets are partly due to an increased
number of recipients, and partly to expanded benefits, the real culprit

——————

* Jee p. 321,
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has been the dramatic rise in the cost of services, particularly hospital
services. Cost-based reimbursement has had an inflationary impact on
hospital costs by providing virtually no incentives for efficiency or cost
containment. Until reasonable cost is defined to include considerations
of efficiency and prudence, costs probably will continue to escalate.

Governors are alarmed by the apparent lack of ﬁscal_r_estralr_lt
within the entire health care industry. It is exceedingly difficult, if
not impossible, to contain escalating costs in medlcan?/medw:u'e ex-
penditures unless viable methods are found to control unreasonable
cost increases within all sectors of the health care industry. Moreover,
it is unrealistic to expect the States to control health care costs simply
throngh more effective administration and policy changes in the medi-
caid program. Finally, to control medicaid costs while ignoring the
spireling costs of the insurance programs may act as an mecentive to
providers to deny services to medicaid recipients.

I'f the reimbursement system is to control health costs effectively, a
uniform policy, which applies to all hospital payers, is required.
Therefore, we would recommend the expansion of provisions in S 1470
to encompass reimbursement control. The freedom of choice provision
guarantecing the patient the option of choosing individual physicians
and hospitals can only be guaranteed if we prevent a dual payment
sy~tem which diseriminates against the poor and aged.

Within this realm, the Federal Government should allow States
wider flexibility in developing and implementing methods of reim-
bursing health care providers—particularly in establishing allowable
co~ts, Alternative reimbursement methods should extend to all payers.

State medieaid programs must satisfy a variety of federal require-
ments in developing a system for reimbursing providers of medical
services. For example, noninstitutional providers (Physicians, Den-
tists) are paid by medicakl on the basis of a fee schedule which can-
not exceed the related medicare payment profile. Preseription drugs
can be reimbursed either on the basis of maximum allowable cost or
estimated acquisition cost as prescribed in federal reaulstions. States
must reimburse hospitals and nursing homes for the “reasonable cost”
of inpatient services.

In providing for reimbursements to institutional providers, States
must comply with Federal regulations that ensure the amounts reim-
bursed under medicaid do not exceed those reimbursed under medicare.
Several States have established bascline items for reimbursement to
hospitals (and in some instances nursing homes) as provided in the
medicare formula. Federal approval is required if a State plan eon-
tains a system of cost-related reimbursement for nursing homes, The
only alternative to methods preseribed in Federal regulations for re-
imbursement to hospitals is to secure a waiver from HEW.

The degree to which the Federal Governinent regulates medicaid
reiinbursement methods varies with the type of provider. States have
the least control over nursing homes and hospital reimbursement,
although such reimbursements comprise the largest portion of most
State medicaid budgets. Until 1972, for example, States were required
to use the medicare system for determining the “reasonable cost” of
inpatient hospital reimbursement. Even though this requirement was
relaxed, only four States have reccived HEW approval to control
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costs,. Many additional States are seeking HEW approval but are
stifled by HEW delay.

Subject to Federal evaluation and final approval, States should be
allowed to institute alternative methods of reimbursement for institu-
tional providers and fee schedules for noninstitutional providers, con-
sistent with the principle of providing adequate health care. HEW
should review and revise its current reasonable cost criteria (which
States believe are not cost effective), but the department should not
attempt to set fee schedules. The States, if they so choose, should be
responsible for developing fee schedules from HEW’s revised criteria.

ne vital isue ignored by this legislation is the treatment of long
term care facilities. In recent hearings, Governor Garrahy said that
“the problem of the fiscal impact of institutional type services on the
medicaid program is best illustrated by an examination of the ex-
penditure of skilled nursing and intermediate care facilities. Forty
percent of the national medicaid expenditures is attributed to pay-
ments for these services.” We face the very real possibility that medi-
caid funding will be controlled and overwhelmed by such expenditures,
unless alternatives for institutionalized care can be developed and
adequately funded.

Congress and the administration, in cooperation with the States,
must develop a coherent national policy for health and social care of
the elderly. This policy must endorse use, wherever appropriate, of
alternatives to traditional long-term care. Such alternatives should be
substantially financed by federal funds, as institutional care is now
financed. Ify the Federal Goverment continues to ecourage the use of
traditional institutions to care for elderly persons by providing finan-
cial assistance mainly for this type of care, States will have to seek
full Federal assumption of the costs of this care.

The only way to begin to solve this problem is to make available for
all elderly citizens a complete continuum of care, including ambula-
tory services, medical and nonmedical day care, adult foster care,
homemaker services, transportation services, long-term care facilities
and acute hospital care. States can develop such a continuum only if
Federal financial assistance for alternative care is available in at least
the same proportion as for long-term institutional care. Federal fund-
ing, in far greater amounts than is now available from any source,
particularly Title XX, must be provided—whether through Title
XVIII, Title XIX, or another existing or new source. ;

In addition to increased Federal funding for alternative care, a co-
hesive national policy for health and social care of the elderly should
include: (1) Financial incentives, including tax incentives, for fami-
lies that continue to provide care and shelter for their elderly; (2) in-
creased State latitude in combining funds from federally matched
health and social programs to meet special needs of the elderly; (3)
Federal financial assistance and flexibility for States that experiment
with new treatment and care methods believed to be more cost ef-
fective and humane; and (4) federally funded research to determine
the most appropriate kinds of care for elderly personsin various states
of health.

If these types of assistance—particularly the greatly increased Fed-
eral financial assistance for alternatives to institutional long-term
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care—are not provided, the expensive, necedless and inappropriate
mushrooming of institutional long-term care will continue unabated
and threaten the entire Medicaid program. States will then have no al-
ternative but to ask the Federal Government to assume the full cost
of long-term care.

Wilile advoecating that any cost control measures must encompass
all payers, the Governors insist that the States be allowed to adnunis-
ter their own programs. Former Governor Woodrow Wilson of New
Jersey once said that “States ave the laboratory of democracy.” The
involvement of States in health cost containment is an excellent ex-
ample of the commitment to regulating that industry. Historieally,
State government has been involved in health cost containment
through the regulation of insurance companies. In recent years, nu-
merous States, Maryland, Massachusetts, New York and Washington
among them, have enacted statutes which require State approval of
the rates for medical care services. Therefore, we urge that not only
those States currently operating ratemaking agencies be allowed to
maintain their agencies but also other States be allowed to operate
independent programs, as long as such programs are as stringent as
the Federal statute. Further, if any State wants to impose a ceiling
lower than that of the Federal statute. it should be allowed to do so
without lengthy and difficult appeals. Federal legislation should en-
courage State experimentation with alternative hospital reimburse-
ment mechanisms.

The Governors share your desire for the expanded provision of tech-
nical assistance to the States. Technical assistance provided by the
Federal Government has been inadequate by and large. If such Fed-
eral assistance is to continue, the Medical Services Administration
staff in Washington within the first two years of their employment,
should be required to obtain onsight State experience. We also recom-
mend that Federal law encourage interstate technical assistance
through Federal reimbursement. The talent between and among the
States is significant and should be tapped.

We support development of appropriate criteria to gage State per-
formance. Governors are concerned that medicaid be managed in the
most eflicient manner possible. However, the question remains whether
the bill's proposed criterin and enforcement mechanisms would
achieve that goal. Many States probably would have problems meet-
ing these requircments 1n the specified time, As we indicated carlier in
the testimony, we support increased technical assistance, especially in
this management area. We do not support penalty provisions but rec-
ommend replacing them with positive fiscal incentives; we, therefore,
support the bill’s provisions that encourage this end.

Thank you.

T also wish to recognize the comments made by the National \szocia-
tion of Counties and echo our support for efforts to get medical man-
power into rural, underserved arcas. Governor Hunt and Governor
Busbee are two Governors in the Appalachian Regional Commission.
The ARC supports this position and we would be glad to add our
assistance to that,

Senator Tarmapce. Thank yeu very much, Miss Moran, for an ex-
cellent testimony. As you pointed out in your testimony, medicaid is
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almost bankrupt in most of the States. The only reason it has not
bankrupted the Federal Government is that we can print money and
the States cannot. The ‘Governor’s Conference has been very helpful
in helping us prepare this legislation. We are grateful for their sup-
port. We ask your continued coopération in trying to ark up the
prospective bill. ' ) o _

Senator Curtis, do you have any questions?

Senator Corris. I have no questions.

Senator TaLmanee. Thank you very much.

[Excerpts from the report referred to follow. The complete report
was made a part of the official files of the committee. Oral testimony
continues on p. 332.] '

EXCERPTS FROM THE REPORT OF THE TASE FoRCE ON MEDICATD REFORM, NATIONAL:
GOVERNORS' CONFERENCE, FEBRUARY 1977

INTRODUCTION

At the July 1976 Summer Meeting, the nation’s Governors pessed a resolution
«declaring thit Medicaid reform was “an item of highest priority” and called on’
the National Governors’ Conference “to provide leadership im working with
Congress and HEW to develop needed reforms.” Following thet meeting, former
NGC Committee on Human Resources Chairman, Oedil D. Andrus, asked that
I chair a task force, representing eleven States, tocarry out this mandate.

As a result of the Initial meeting held in Atlanta in September, the task force
was organized into subcommittees to define issues and dévelop policy recom-
mendations. Following this meeting, I mailed a full report of the proceedings to all
Governors. 2

The recommendations were modified and refined during a series of task force
meetings. Ten regional meetings were held in Decembeér to obtain the cothments
and suggestions of the Governors not represented on the task force. Final recom-
mendations were approved by the Committee on Human Resources at their
January 21 meeting.

Enclosed for your review, modification, and approval are the results of the
Medicaid Task Force's efforts. Accompanying the proposed NGC policy to be
-considered at our Winter Meeting is in executive summary which ‘discusses in
brief fashion each of the key points recommended in the overall policy statement.

You will ind some of the proposed policy very spectfic, while some tends to
propose more general principles. This is because we often ‘found mumerous opin-
fons on how Governors ought to address a particular aspect of Medicaid reform.
However, it is my firm belief that these recommendations phtce us in an excellent
Dposition to initiate or react to more specific proposals over the next few months.

GEorce BUSBEE,
Qovernor of Georgia,

"POLICY SBTATEMENT ON MEDICAID EHFORM

‘While the purpose of Medicaid is sound—medical assistance for the poor—
the design and administration of the program have preduced a system which is
bankrupting the States and their localities,

Medicald has become the most rapidly escalating cost of state budgets and the
iargest item in many local govertment budgets. In some Stmtes, the amount of
money spent by Medicaid for a person’s health care 1s greater than that person’s
welfare benefita, Many governments approach a time when they will be financially
unable to provide adequate assistance for the poor and medically indigent, That
is unconscionable and cannot be altowed to kappen.

The spirdling cost of this program must be controlled, but without holding the
poor hostage to ferces beyond their control The fundamental issues are the need:
for better control over the rates paid for health services and the mtilization of
those services by patients. : : :

State governments, which are responsible for the management of the Medicaid
program, must intensify their efforts to manage the program better, To accom-
plish this, the federal government, in cooperation with the States, must revise
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existing regulations and legislation which pose obstacles to effective and efficient
management of the program at all levels.

The National Governors' Conference has analyzed and debated possible reforins
in financing, services delivery, organization and administration of the Medicaid
program. From this effort, the Governors are united in supporting certain princi-
ples and recommendations regarding Medicaid reform, while recognizing that
there may be other methods or means to achieve these reforms.

Organization and Adminisiration

1. Federal health care finance functions should be consolidated into one major
division of the Department of Health, Education and Welfare (HEW ). This new
division would develop a frammework of consistent and nniform health care poli-
cies for all citizens. Aeccompanying such a eonsolidation should be a careful sindy
and clarification of the roles and functions to be performed by regional office
personpel.

2. The Medicaid technical assistance role of HEW should be strengthened, with
added emphasis on onsite training of federal staff in the States.

3. A comprehensive program for the detection, investigation and preventinn of
recipient and provider fraud and abuse within the Medicaid program should be
developed, with emphasis on improved coordination between Medicaid personnel
and federal, state and local law enforcement 'agencies.

4, State management of the Medicaid program should be strengthened by :

Replacing negative program penalty provisions with positive fiscal incentives
for improved state management;

Implementing the Medicaid Management Information System (MMIS) or an
acceptable comparable alternative in all States;

Developing federal framework policy manuals and provider agreements, for
use by States at their discretion. which would provide consistent information on
programs and clear intent on policies; and

Increasing the federal matching ratio for state Medicaid administration to 90
percent if States meet certain performance criteria.

5. HEW must take the lead in establishing a common data base for use in
developing fee structures for each provider type, based on information available
to every health care program.

6. HEW must simplify all medical reimbursement systems and should establish
for federally supported programs a fixed hierarchy of first-to-final responsibility
for payment on behalf of persons eligible for two or more benefit plans.

7. Prior to the implementation of proposed regulations. reports and standards.
HEW should be required to perform an impact study emphasizing both fiseal and
serviee delivery areas,

8. HEW should establish a central depository of information on policies. pro-
cedures and data systems used throughout the country which have proven
successful.

9. A natural subrogation policy (assignment of all residential health cave or
insurance benefits while eligible for public assistance) for categorically and
medically eligible recipients in the Supplemental Security Income (SSI) and Aid
to Families with Dependent Children (AFDC) prozrams should be adopted.

Financing

1. Congress should give immediate consideration to alternative methods hy
which the spiraling costs in the health care industry could be bronght under
control more effectively.

2. Federal legislation should be enacted to allow States wider flexibility in
developing and implementing methods of reimbursing health care providers—
particularly in establishing allowable costs. Alternative reimbursement methods
should extend to all payers. and federal health planning programs shonld be
conrdinated with reimbnrsement programs.

3. Because of changes in the program and among the States since the Medieare
law was enacted, the present formula ought to he examined hy Congres- tn deter-
mine if there are more acceptable methods of deriving the federal finanecial share.

4. The eurrent system of enforcing fiseal and prooram acenuntability within
state Medicaid programs should he altered by specifienlly directing any man-
agement fiseal sanctions and eliminating program ficenl sanections. Ineren<ed
emphasis shonld he placed on positive finanecial incentives for imnroved state
management (as measured by acceptable levels of program performance).
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5. The federal government should finance from general revenues the full finan-
cial obligation of copayments and deductibles for Medicare recipients also eligi-
ble for Medicaid.

Delivery of SBervices

1. In the interest of economy, States should be allowed to determine which

ealth service providers a recipient may choose, if the same quality care can be

urchased at a lower cost.

2. Federal regulations should be changed to give States wider authority to
imposed realistic and appropriate sanctions against recipients who willfully
overutilize Medicaid.

3. SSI eligibility rules should be amended to prohibit divestiture of personal
assets for the purpose of becoming eligible for S8I and Medicaid benefits,

4. Congress and the Administration, in cooperation with the States, must de-
velop a coherent national policy for health and social care of the elderly. This
policy must endorse use, wherever appropriate, of alternatives to traditlonal
long-term care. Such alternatives should be substantially financed by federal
funds, as institutional care is now financed. If the federal government continues
to encourage the use of traditional institutions to care for elderly persons by
providing financial assistance mainly for this type of care, the States will have
to seek full federal assuwption of the costs of this care.

5. The law and regulations should be changed to allow States to contract with
Professional Standard Review Organizations (PSROS) and to review and ap-
prove proposed PSRO policies to ensure that these functions are reasonably
accountable to the States.

6. States should be allowed to implement a nominal copayment on mandatory
services for categorically eligible Medicaid recipients.

7. States should be allowed to restore family supplementation for Medicaid
patients in nursing homes.

The nation's Governors are convinced that reform toward these ends can
help bring the costs of the Medicaid program under control without reducing
the availability or quality of care to the poor. Unless such reasonable, strong and
immediate action is taken by the federal government, the States cannot promise
to supply these needed services at the requisite levels, for they will be unable
to afford them.

EXECUTIVE BSUMMARY—ORGANIZATION AND ADMINISTATION

1. Federal health care finance functions should be consolidated into one major
divisjon of the Department of Heath, Education, and Wefare (HEW). This
new division would develop a framework of consistent and uniform health care,
policies for all citizens. Accompanying such a consolidation should be a careful
study of clarification of the roles and functions to be performed by regional
office personnel. '

To provide more cohesive and uniform management of the major health care
functjons under the Social Security Act, those functions presently within HEW
should be consolidated into one major division, whose administrator would re-
port directly to the HEW Secretary. This consolidation would include at least
the services under Ttitle V, Title XVIII and Title XIX of the Social Security
Act; plus HEW's Office of Long-term Care, the Bureau of Quality Assurance
and the Bureau of Health Planning and Resources Development. Consolidation
is not intended to dilute the authority or identity of state-administered programs
but rather to promote sounder federal management of health programs.

Congolidation of all federal programs responsible for reimbursing, setting
standdrds and delivering health care will be a giant step towards a uniform
and consistent health care poliey for all citizens.

Such a reorganization would affect regional offices as well as the central of-
fice,. HEW should reevaluate the role of regional offices in terms of their rela-
tionship with the central office and with the States, One of the most critical
needs of States is to have a unified health care policy and a consistent interpre-
tation of the policy from State to State and region to region.

The areas of responsibility within the new division would be overall policy
determination and coordination, budget recommendations, allocation of funds,
supervision of programs, research and progam evaluation.

The major objectives of the new division should be to:

(a) Reduce the complexity of medical care programs by consolidation and
elimination of overlapping functions and activities;
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(b) Establish consistent standards and limitaations governing the payments
to providers to help curb the apparently limitless spiraling of medical care costs;
and

(e) Develop uniform reporting procedures with common data elements and
standard definitions of terms, including a Common Chart of Accounts for in-
stitutional eost reporting.

The new division would make it far easier for States and other governmental
agencies to communicate their needs and problems regarvding health cure
delivery.

2. The Medieaid Technical Assistance (TA) role of HEW should be strength-
ened, with added emphasis on onsite training of federal staff in the States,

Technical assistance provided by the federal government has been inade-
quate by and large. If federal technical assistance is to confinue, the medieal
services administration staff in Washington shounld be required to cebtain on-
site Stute experience within the first two yeurs of employvment.

With today’s sophisticated computers and accountinug systems, it is vitally
important to have adequate and competent staff to provide techuical assistance.
While HEW does have competent staff, there are too few of them and the de-
mands on their timie ave too great, If States are ro comply with federal regula-
tions and contain costs, ndequate technical assistance must be provided either
through restructuring and expanding the federal program or allowing the States
to contract for technical assistance on one-time projects.

States have not been able to hire staff with the level of competence needed
in many of the more technical areas of the Medicaid program, including fraud
and abuse, data processing, cost accounting. medical service delivery and out-
reach for nearly periodic sereening, diagnosis and treatment. The federal govern-
ment could either provide this expertise or allow the States to contract for it.

3. A comprehensive program for the detection, investigation and prevention of
recipient and provider fraud and abuse within the Medicaid program should be
developed, with emphasis on improved coordination between Medicaid personnel
and Federal, State and local law enforcement agencies.

Prevention and elimination of fraud and abuse in the Medicaid program are
crucial goals. While the Governors commend the Federal government for recent
enforcement efforts and encourage coordination between the Inspector General,
the Social and Rehabilitation Services Fraud and Abuse Section and the U.S.
Attorney General, there must be more cooperation between federal, state and
local law enforcement and other involved agencies to eliminate fraud and abuse
by providers and recipients. The Governors pledge their continuing support for
these efforts and full cooperation by state law enforcement agencies.

To effect appropriate enforcement efforts the States mnst be able to identify
fraud and abuse and must ensure that offenders are prosecuted or suspended
by the proper authorities. In addition, the Federal government must ensure
that offenders convicted in one State not be allowed to practice in any other
State. A central record-keeping system would prevent medical eare providers
from participating in the Medicaid and Medicare programs if they have been
convicted or suspended from participation in Title XIX programs. Detection of
fraud and abuse can be improved through a more sophisticated use of the MMIS’
Surveillance and TUtilization Review Subsystem, supplemeunted with sampling
of recipients throngh the Explanation of Medical Benefits system.

4. State management of the Medicaid program should be strengthened by :

Replacing negative program peualty provisions with positive fiscal incentives
for improved State management :

Implementing the Medicaid Management Information System (MMIS) or an
acceptable comparable alternative in all States

Developing Federal framework policy manuals and provider agreements, for
use by States at their diseretion, which would provide consistent information on
programs and clear intent on policies ; and

Increasing the Federal matching ratio for State Medicaid Administration to
90 percent if States meet certain performance eriteria.

The States can plan and develop health eare delivery more effectively nd ef-
ficiently than a federally administered program. However, administration must be
strengthened to provide a more cost effective medical care program for the poor
and underprivileged. State management would be improved through:

(@) positive fiscal incentives (see Financing).
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(b) implementing the Medicaid Managewent Information System (MMIS)
or an acceptable alternative in all States. (The administration of the Medicaid
program has been hampered in many States by a lack of information. The
development of the MMIS system is a good example of how various States can
utilize the best systems resources ih other States to,develop and refine their own
procedures.)

(¢} developing federal “framework” policy manuals and provider agreements,
for use by States at their discretion. HEW should develop clear, thorough and
frequently updated program manuals and provider agreements to provide the
States with consistent information on programs and to clarify the intent of
policies. States would then be able to modify these manuals as necessary, based
on State laws and experiences.

(d) increasing the Federal match for State administration to 90 percent for
States meeting established performance criterin. HEW should also, in consulta-
tion with the States, establish performance criteria for administration of the
Medicald program. States meeting all these criteria should be reimbursed 90
percent of their administrative expenses. In no instance should a State receive
less than 75 percent reimbursement.

Additionally, Governors are committed to improving the management of the
Medicaid program by focusing the necessary attention on the state program
and obtaining through state legislative channels the resources necessary to
accomplish these goals.

5. HEW must take the lead in establishing a data base for use in developing
fee structures for each provider type, based on information available to every
health care program. ;

-The dependence on the record-keeping and budgetary processes of institutional
providers makes it extremely difficult to derive current aud accurate fee struc-
tures for reimbursement. Conversely, the problems in deriving fee structures for
noninstitutional providers are complicated by a dependence on data from the
Medicare program or, in the drugs, from HEW’s Medical Services Administration.

One methodology must be developed and used universally so that data systems
will be compatible for the exchange of information and identification of unusual
patterns of reimbursement or unusual fees.

6. HEW must simplify al} medical reimbursement systems and should establish
for federally supported proyrams a fixed hierarchy of first-to-final responsibility
for payment on behalt of persons eligible for two or more benefit plans,

At present there are 53 distinet and different Medicaid programs. The size and
scope of these programs vary significantly, with different services, different forms
of reimbursement and different billing procedures.

With today’s modern computer technology, there is absolutely no reason for
States to process the present massive amounts of paper. Almost every hospital
and a number of physicians have access to technology which ia eapable of build-
ing a computerized record as a claim for reimbursement from the state Medicaid
program. HEW should identify common data elements and their relationship to
Fderal and State Medicaid requirements with the purpose of introducing a com-
mon billing form and uniform billing cycles for providers to claim reimbursement,

Additionally, Medicaid is the payor of last resort for all third-party carriers.
Therefore, other programs such as Medicare must communicate with Medicaid,
not vice versa. The more commonality that can be achieved, the better the
Medicald program can function,

The Federal government should establish clear and definitive guidelines on the
responsible payor and the extent of that responaibility as it relates to other
government programs, Information exchange systems can then be developed
along more systematie lines to take into account third-party liability such as
private insurance, Medicaire, vocational rehabilitation or other programs that are
controlled direetly or indirectly by Federal or State governments,

7. Prior to the implementation of proposed regulations, reports and standands
HEW shonld be required to perform an impact study emphasizing both fiscal and
serviee delivery areas.

The implementation of new regulations or administrative activities mandated
by. HEW has proven cumbersome and difficult in a number of instances.

Frequently, state legislative action, either through appropriations or enabling
legislation, is required to implement new or changed HEW policies. States are
left with few choices other than reactive planning. Such lack of consideration for
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the fiseal impacts and the possible changes in seivice delivery mechanisms and
administration necessary to comply places both Federal and State governments
in a position of questionable accountability. )

Congress shonld require HEW to determine the impact of proposed regulations
or federally mandated administrative activities on the Federal government,
States, providers of health care and recipients, as applicable. This determina-
tion should entail an accountability to Congress and include, but not be limited to
fiscal impaect. service delivery impact, secondary impact on States and lead-time
requirenients. States will participate in these studies as needed and supply the
desired information.

8. HEW should establish a central depository of information on policies, proce-
dures and data systems used throughout the country which have proven
successful.

Although there is disparity in state administered Medicaid programs, there
is also a great denl of commonality and uniformity of pnrpose. However, availa-
ble techurques, methodology, data systems, policies and and procedures must be
centrally organized so that they can be shared among States with similar prob-
leni=. IIEW is to be commended for actions already taken toward this goal. Con-
tinned eftorts by HEW could result in early establishment of a central depository
of information.

Such a system should have the capabilities of providing instantaneous access
and nmiore detailed informution as needed. Reinventing the wheel is costly, time-
consuming, and serves no useful purpose. However, there has been much re-
inventing during the ten-vear history of Medicaid because of the lack of a central
depository of information.

9. A national subrogation policy (assignment of all residual health eare or
insurance benefits while eligible for public assistance) for categorically and med-
ically eligible recipients in the supplementil security income (SSI) and aid to
families with dependent childven (AFDC) programs should be adopted.

SR8I eligibility is now determined by the Social Security Administration for
almost every Stute. Using federal standards, States control the determination
of AFDC benefits,

If a recipient has additional health resources or benefits availahle at the time
medical serviees are rendered, such resources should be used to pay for the cost
of care. with Medicaid assuming responsibility for any remaining portion of
the medieal bill,

It is now almost impossible for data systems to identify other resources
avilable to the recipient when medical services are rendered. The States believe
a recipient with additional health resources or benefits should be required to turn
over such resources so that they might be applied toward the cost of medical
care,

States should consider alternatives for dealing with this problem. At least
one State has a law that requires every provider to notify the Title XIX agency
of any bill to another payor on behalf of a person eligible under Title XIX.
States may also be able to modify provider agreements toward this end.

FINANCING

1. Congress should give immediate consideration to alternative methods by
which the spiraling costs in the health care industry could be brought under con-
trol more effectively,

One of the major problems facing all state Medicaid programs is the rapid
rise in the costs of adequate health eare.The Governoi~ .re alarmed by the ap-
parent fack of fiscal restraints within the health eare indu<hi v

It will be exceedingly difficult, if not impossible, to contain escalating costs
in Medicaid expenditures unless reasonable methods are found to control un-
reasomible cost increases within all sectors of the health eare industry. More-
over, it is unrealistic to expect the States to control health care costs simply
thrauch more effective administration and policy changes in the Medicaid pro-
gram. Finally, to eonfrol Medicaid costs while ignoring the spiraling costs of
other insurance programs may act as an incentive to providers to deny services
to Medicaid recipients.

There are several alternatives by which adequate health care could once again
be afforded by the average American family. For example, one alternative would
be the establishment of a health care policy board within HEW. Such a board



327

could develop national policy on the financing of health care through private and
public insurance and categorical funding, control rates within the health care
industry nationwide, plan health care delivery under the National Health Plan-
ning and Resources Development Act (PL 83-641) and facllitate coordination
among existing state health care rate commissions and health systems agencies.

Another alternative would be to establish health care policy boards on state or
homogeneous regional levels.

Other alternatives exist. In essence, if fiscal restraints in the Medicaid program
are to be effective, Congress, the Administration, the States and the health care
industry can no longer afford to delay serious consideration of alternative
methods to control rising health care costs.

2, Federal legislation should be enacted to allow states wider flexibility in
developing and implementing methods of reimbursing health care providers—
particularly in establishing allowable costs. Alternative reimbursement methods
should extend to all payers and federal health planning programs should be co-
ordinated with reimbursement programs.

State Medicaid programs must satisfy a variety of federal requirements in
developing a system for reimbursing providers of medical services. For example,
noninstitutional providers (physicians, dentists) are paid by Medicaid on the
basis of a fee schedule which cannot exceed the related Medicare payment profile.
Prescription drugs can be reimbursed either on the basis of maximum allowable
cost or estimated acquisition cost as prescribed in federal regulations. States
must reimburse hospitals and nursing homes for the “reasonable cost” of in-
patient services.

In providing for reimbursements to institutional providers, States must comply
with federal regulations which ensure that amounts reimbursed under Medic-
aid do not exceed those reimbursed under Medicare. Several States have estab-
lished baseline items for reimbursement to hospitals (and in some instances
nursing homes) as provided in the Medicare formula. Federal approval is re-
quired if a state plan contains a system of cost-related reimbursement for nurs-
ing homes. The only alternative to methods prescribed in federal regulations for
reimbursement to hospitals is to secure a waiver from HEW.

The degree to which the federal government regulates Medicaid reimburse-
ment methods varies with the type of provider. Hospitals and nursing homes,
which account for the largest portion of most state Medicaid budgets, are the
very ones over whose reimbursement States have the contrel. Until 1972, for
example. States were required to use the Medicare system for determining the
“reasonable cost” of inpatient hospitals reimbursement. Even though this re-
quirement was relaxed, only four States have developed alternative systems be-
cause of the state resources required to implement and administer such a system.

Subject to federal evaluation and final approval, States shounld be allowed to
institute alternative methods of reimbursement for institutional providers and
fee schedules for noninstitutional providers, consistent with the prineiple of pro-
viding adequate health care. HEW review and revise its current reasonable cost
criteria (which States believe are not cost effective) but should not attempt to
get fee schedules. The States, if they so choose, should be responsible for devel-
oping fee schedules from HEW’s revised criteria.

Also subject to federal evaluation and final approval, States should be per-
mitted to establish specific items of allowable costs. For those States not opting
to set allowable costs, the federal government should review and recommend
changes to existing allowable costs.

Experience has shown that cost containment activities undertaken by only one
class of payor have limited impact on the cost of institutional care in the long
run, and may also tend to limit access to care for certain types of patients.
Nursing homes confronted by Medicaid rates much lower than charges for Medi-
care or private patients respond by limiting the number of Medicaid patients
they will accept. Hospitals can offset lower payments from Medicaid by revenues
from other payors, thus incurring actual cost in excess of Medicaid allowable
cost.

When aggregate institutional revenues are restricted there is greater potential
for real control over the rate of cost increase. With all payors required to con-
‘form to similar limits or relmbursable cost, the issue of potentially restricted
access to care becomes nonexistent. Both these objectives could be accomplished
by prospective budget review and approval programs for hospitals and nursing
homes.



328

Several States have implemented some form of prospective hospital budget
review. The Social Security Administration has demonstrated its support for the
concept by funding the development and operation of selected state programs.
The federal government should adopt an official policy of encouraging such
state efforts and providing technical assistance where appropriate. .

In redefining the various parameters of allowable cost, reasonable capital costs
as well as reasonable operating costs must be considered. This involves exph{'ll:l
recognition of the relationship between the planning activities and provider
reimbursement. Thus, the Medicaid and Medicare programs (and other payors)
should include as allowable costs only capiltal, equipment or service charges that
are approved by the certificate-of-need process required by PL 93—64 1. o

3. Because of changes in the program and among the states since the Medicaid
law was cnadted, the present formula ought to be examined by Congress R
determine if theie are wore acceeptable metheds of deriving the federsl finuncial
share,

The present formula used to determine the federal share of Medieaid costs
has ivberent biases that place undue hardships on some States. The formuln uses
a multiplier of 45 percent representing the state share and squares the per camti
income of the State and the U.S. in the defermination of the respective state and

federa] Shnee (STATE PER CAPITA INCOME)®
TR L SO =1—245 L S ‘ % o Ricaiati et L A
FEDHRAL SEABR =145 (U.S. PER CAPITA INCOME)*

Per capita ineome used in this foranla includes taxes and transfer payments.
This ecauses o bias against Stntes with high taxes and high public as-istunce
trausfer payments and caseloads,

There is no allowance i this formula for varviations in ecost of living from
one State to another, Gres~ por eapita income in itself ix not a true meisure of
standard of living, Net disposable income combined with the cost of living might
give u tiuer pieture of the telative <taedard of living,

The formnla’s provisions tfor squaring per capita ineome exngeerate {hese
bigses in geometrie fashion, Thiz would be endurable within a narrow range of
Hinits, but the present federal share (30 percent minimum up to 83 percent
maxinmm) is so broad that it makes the inherent probiems worse,

The sguaring provision of the present formula should be removed, and con-
sideration shoulit be given to a State’s cost-of-living and publie assistance burden.
1f the multiplier is changed from 435 to 23 percent. even for institutional services,
cost participation in the program would be shifted to the federal government.

The present allocation system shonld be analyzed in view of other alternatives
which would distribute available federal dollars more equitably. Most States
experience a 50 fo 65 percent eost of reimbursing for institutional ecare to serve
less than 20 to 25 percent of eligible persons. A change to allow different deter-
minations of the federal financial share for institutional and noninstitutional
providers would help to compensate States for the costs of meeting rigid federal
license and certification standards which presently do not allow States to imple-
ment certain cost-effective measures.

In uny redetermination of federal financial participation. resulting from
changes in {he formmla. States adversely affected shonld be held harmless for at
least two years and under no circumstances should federal financial participation
fall below 50 percent.

4. The current system of enforeing fiseal and program accountability within
State Medicaid programs should be altered by specifically directing any manage-
ment. fiscal sanctions and eliminating program fiscal sanctions, Inereased em-
phasis should be placed on positive financial incentives for improved state.
management (as measured by acceptable levels of program performance).

The current myriad of rules, regulations, policies and interpretations in the
Medicaid program creates extreme difficulties for state chief executives and ad-
ministrators striving for effective and efficient management.

The abjective of any fiscal sanction should be to correct administrative prob-
lems (where proven to exist) or to stimulate additional funding of ageneyx func-
tions to ensure successful performance of required responsibilities. To be effer-
tive, any fiscal sanction must penalize the party responsible for an action defined
as nnaccenta}blo. Without question, passing on of sanctions in the form of a redue-
tion of services for recipients—such as is the case with the Early and Periodie
Sereening, Diagnosis, and Treatment Program—should be prohibited.

'Whpn a problem that may lead to sanctions is first detected in n State's Medie-
aid program, HEW should immediately notify the Governor, the legislature and
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the state agency. Before a sanction of any kind Is imposed, a State should have
the assurance of a'complete adjudicatory/appeals process.

The law should require HEW to accept.clear evidence of a State's good faith
‘and should not impose sanctions im such cases. Im: addition, the federal govern-
ment should encoursge and enabls States to adopt measures that would result
in major administrative improvements. Positive.tederal fiscal incentives should
be available to Rtates that implement prescribed plans for management
improvement, - ’

5. The federal government-should finance from general reveaues the full fi-
nancial obligation of copayments and deductibles for medicare recipients also
eligible for medicaid. 2

The present coinsurance and deductible requirements of the Medicare program
do not discourage misuse of services since they are not charged directly to the
patient eligible for Medicaid and Medicare.’ The requirements do, however, dis-
locate and obscure responsibility for payment of the benefits.

These problems are symptomatic of the fifct that the Medicare program does
not fulfill its original intent to provide medical care for aged and disabled persons.
If the government has a social responsibility to provide medical care for the
elderly and disabled indigent, it must pay for the cost of that care. The cost of
Medicaid covered copayments and deductibles for Medicare patients should be
assumed by the federal government in recognition of the problems of providing
health care for elderly and disabled poor persons. .

One innovative option in administering this process would be for the Medicare
program reimburse providers the coinsurance/deductible portion of the bill, for
a Medicaid eligible, at the same time the primary portion of the Medicare pay-
ment is made. This option would eliminate altogether state involvement, elimi-
nate administrative duplicatlon and allow for a payment transfer from Medic-
aid to Medlcare 4t the federal level to cover coinsurance/deductible portion for
Medicaid eligibles. Under this option providers would be expected to take assign-
ment and annotate on the Medicare claim that the recipient is Medicaid eligible
in addition to being eligible for Medicare. The Social Security Administration
already has computerized flles and systems to include eligibility checks (i.e.,
Supplementary Insurance Program/SMI) at point of adjudication for Medicare
payment. e

DELIVERY OF SERVICES L

1. In he interest of economy, states shounld be allowed to- determine which
health service providers a recipient may cloese, 1f the same quality care ean be
purchased at a lower cost. - s T

Regardiess of how well States manage their Medicaid; program,. they remaimn
handicapped by their inability to compete in an open market for services on
bebalf of the poor:. To tépe with this dilemiva and to encdurage development of
public delivery mechanisms such as well-baby clinies; early screening proeedures
and immunization programs, the federal prohibition against Medieald reimburse-
ment to health care providers that generally offer “free” services should be elimi-
nated. If this were done, States would have more latitude in prescribing treat-
ment for certain preverntive services at a more economical cost.

One option, which would permit States to utilize the limited Medicaid dollar
better, is to redefine the prudent consumer concept vs. the recipient's freedom of
choice. States must be allowed in certain cases to'determine which health service
providers a recipient may use, if the same quality care can be purchased at &
lower cost.

2. Federal regulations should be changed to give states wider authority to
impose realistic and appropriate sanctions against recipients who willfully over-
utilize medleaid.

HEW, in cooperation with several effective state programs, should develop &
nationwide program to provide for patient management or “lock-in” at state
option of those reciplents who overutilize services. This is essential to deliver
needed health services properly and to conserve scarce flscal resources.

Further, HEW should develop affirmative policies to deal with recipients who
chronieally overutilize Medicaid services. These policies might include Imposi-
tion of copayments on services, outright suspension or elimination from the
Medicaid roll.

3. SSI eligibility rules should be amended to prohibit divestiture of personal
assets for the purpose of becoming eligible for SSI and Medieaid benefits.

Within existing Social Security regulations it is possible to divest one's total
assets and simultaneously become eligible for SSI'and Medicaid services. This



330

situation exacerbates the explosive growth of nursing homes and threatens to
drain awvailable fiscal resources of the Medicaid program.

A skilled or intermediate-care patient must relinquish control over all 1eal
estate (other than the patient’s home), savings accounts, life insurance and
stocks and bonds valued at more than $1,500 to be eligible for participation in
the SSI program and Medicaid. Patients may transfer these assets to a rela-
tive or friend but may not voluntarily reduce income to become eligible.

The SSI program excludes the value of the home in determining finanecial
eligibility, and as long as States accept Social Security Administration deter-
minations of eligibility, the Medicaid program cannot impose more restrictive
requirements or penaities. Previously, a person whose home had an assessed
value of $25.000 or more was not eligible for SSI benefits. However, as of Oc-
tober 20, 1976 the value of the home was totally excluded in determining the
resonrces of SSI applicants (PL 93-569, Section 5).

Such practices encourage tamilies to place an eligible relative in a nursing
home at government expense, often without pursuing other arrangeinents. The
divestiture of assets to become eligible serves as an unfortunate enticement to
‘warehouse’ the elderly and infirm while perpetuating an undesirable hreak-
down in family responsibility. It is inherently wrong to expect the govermment
ra support individuals who, because of a technicality in a law or reculation,
can become eligible for programs such as Medicaid one day after divesting them-
selves of substantial assets.

4. Congress and the administration, in cooperation with the States, must de-
velop a coherent National Policy for Health and Socinl Care of the Elder's,
This policy must endorse use, wherever appropriate, of alternatives to tradi-
tional long-term care. Surh alternatives should he substantinlly financed by
Federal funds. as institutional eare is now financed. If the Federal government
eontinues to encourage the use of traditional instifutions to care for elderly
persons by providing financial ascistance mainly for this type of ecare. the
States will have to seek full Federal assnmption of the costs of this care.

Health services to elderly Americans are fragmented and chaotic. The amonunt
and quality of services available to an elderly person will be largely determined
by whether that person is eligible for Medicaid in addition to Medicare and
v the services and types of care for which Medicaid will pay. A major proh-
lem is that Medicaid program limitations often make it impossible for a person
to receive needed assistance unless he or she leaves the home and becomes a
natient in a long-term care facility. Ironically, this type of care is generally
more expensive. As a result, the Medicaid program is needlessly paying for
limg-term institutional care for many elderly persons who do not necd the
level of care provided in those facilities but who have no alternative to enter-
ing them.

The only way to begin to solve this problem is to make available for all el-
derly citizens a complete continuum of care including ambulatory services, medieal
and nonmedical day care. adult foster care. homemaker services, transportation
services, long-ferm care facilities and acute hospital care. States can develop
sneh a continnum only if federal financial assistance for alternative care is
available in at least the same proportion as for long-term institntional ecare.
Federal funding. in far greater amount than is now available from any source,
particularly Title XX, must be provided—whether through Title XVTIT. Title
XNIX or another existing or new source.

In addition to increasing federal funding for alternative ecare, a cohesive na-
tional peliey for health and social carve of the elderly should ineclude: (1) Fi-
nancial incentives. including tax incentives, for families who eontinue to nravide
eare and shelter for their elderly: (2) increased state latitude in combining
funds from federally matched health and social programs to meet special needs
of the elderly; (3) federal finanical assistance and flexibility for States that
experiment with new treatment and care methods helieved to be mmre ecnst
nffoctive and humane; and (4) federally funded research to determine the most
arpropriate kinds of care for elderly per-ons< in varions states of health.

If theze types of assistance—particularly the greatly increased federal finan-
rinl assictance for alternatives to institntional long-term eare—are not provided,
the expensive, needless and inappropriate mushroomineg of in<titutional lena-
term enre will continue unabated and threaten the entire Medieaid proeram.
States will then have no alternative hut to ask the federal government to as-
siime the full east of long-term eare.

A. The law and regulations should be changed to allow States to eontract with
professional standards review organizations (PSROs) and to review and ab-
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prove proposed PSRO policies to ensure that these functions are reasonably
accountable to the states.

PSROs, while representing an important and potentially beneficial federal
initiative in utilization review, may be doomed to failure unless legitimate state
interests are considered.

The fundamental state concern with PSROs is the HEW decision that gave
them the authority to approve hospital claims for payment, This ruling per-
mits nongovernmental entities, which practicing physiclans control, to obligate
State tax dollars without any accountability. States do have to live within
allocated budgets. Under the present circumstances PSROs can act independ-
ently of the state legislature to increase a State’s budget through review activ-
ity and establishment of criteria governing medical practices. This situation is
unhealthy for state fiscal resources.

State Medicaid programs should continue in their attempts to work cooper-
atively with the PSROs. The present legal framework, however, fosters a take-
it-or-leave-it attitude on the part of some PSORs, which makes a cooperative
relationship difficult. The PSRO law should be changed to permit State Medic-
aid programs to contract with and fund PSROs or other acceptable review or-
ganizations on a basis that would permit them to ensure good utilization review
but at the same time make them reasonably accountable to the States.

Such functions should be completely federally funded, but state oversight and
control of the review standards used by the PSRO or other review function to
evaluate claims for payment are so important that partial state payment may
be necessary to gain that control.

6. States should be allowed to implement a nominal copayment on manda-
tory services for categorically eligible medicaid recipients.

Present federal regulations permit nominal copayments on optional services
for categorically eligible Medicaid recipients. Regulations require copayments
on all services for medically indigent. There is, however, no provision for copay-
ment on the services classified as mandatory for categorically eligible reclpients.

Although the value of copayments as an effective control on utilization in the
Medicaid program has not been proven, States ought to be permitted to employ
copayment on all aspeets of the program including both mandatory and optional
services. States should have the ability to impose copayment on individual cases
as a disincentive to historic abuse of the program. If they can document and
support the need, States should be allowed to choose persons, services and
amounts to be subjected to copayments and/or deductibles. The amounts should
not pteinalize eligible reciplents or prevent them from obtaining needed medical
attention.

The only provision for a State to impose these copayments 1s under Section 1115
which provides for a walver by the HEW Secretary for demonstration purposes.
With adequate safeguards and effective exemptions, some States believe that
nominal copayments system for selective services, with adequate safeguards and
effective exemptions, can be Instrumental in controlling overutilization by pro-
viders and recipients.

Although the categorically eligible recipient is often describd as the poorst
of the poor, recent experience in the one State where a copayment project was
authorized under Section 1115 (copayment imposed on inpatient, onipatient
and physician services) did not reveal undue hardship on recipients. If a co-
payment system is designed properly, with sufficient input from state medical
societies and exemption of the most common and inelastic medical services, only
the over consmmer or the abusive provider would be penalized.

A statutory provision to allow States to use the copayment mechanism, with-
out mandating its use, is essential to help deter overutilization. Too much impo-
sition is placed on the HEW Secretary and States alike to nse the anthority of
Sectlon 1115 for demonstration projects such as the institution of copayments,
and its use is subject to legal attacks by vested interest groups. Many States be-
lieve that the imposition of copayments, with maximum dollar limitations on
both conventional Medicaid and Medicaid/Medicare reciplents, can be success-
fully implemented with minimal administrative inconvenience.

7. States should be allowed to restore family supplementation for Medicald
patients in nursing homes,

Although the provision that allows for family supplementation in skilled and
intermediate-care nursing homes has been eliminated from federal regulations,
nursing homes are allowed to accept free-will contributions from patients’ fam-
ilies. These contributions, if given for nonrestricted purposes, cannot be counted
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in the allocation of Medicaid benefits from the State. States believe that this
provides o means to eircinnent federal regulations prohibiting family supple-
mentation, without any benelits being derived by the federal or state govern-
ments, An unserupulous nursig home operator can make significant profits from

these contributions.
Free-will contributions should be controlled. States should be allowed to

establish a procedure whereby the State or the nursing home would be allowed
to accept voluntary payments from relatives for all or part of the Medicaid rate.
These payments, if made to the nursing home. would have to be reported to the
State and wonld serve to reduce the Medicaid reimbursement by the amount of
family supplementation. Nursing homes would not be permitted fo charge fam-
ilies more than the Medicaid reimbursement. Families, likewise, would have
more incentive than at present to keep elder family members at home or to seck
an alternative to nursing home care.

Senator Tararapce. The next witness is Dr. Farvold N, Schwinger,
chairman, Board of Chancellors, American College of Radiology: ac-
companied by Dr. Fredrviec D. Lake, president: J. T. Rutherford,
legislative counsel; and Otha W. Linton, director for governmental
relations.

Doctor, we are honored to have vou appear before onr committee
and we would be grateful if you would ingert vour full statement into
the 1record and suramarize it in 10 minutes, in the inferest of brevity
and the multiplicity of witnesses.

STATEMENT OF HAROLD N. SCHWINGER, M.D,, CHAIRIAN, BOARD
OF CHANCELLORS, AMERICAN COLLEGE OF RADIOLOGY, ACCOM-
PANIED BY FREDRIC D. LAKE, M.D., PRESIDENT; J. T. RUTHER-
FORD, LEGISLATIVE COUNSEL; AND OTHA W. LINTON, DIRECTOR,
GOVERNMENTAL RELATIONS

Dr. Scawixeer. Thank you Mr. Chairman and members of the sub-
committee. I am IHarold M. Schwinger of Brooklyn, N.Y.. chairman
of the Board of Chancellors of the American College of Radiology. I
am accompanied by Dr. Fredric Lake of Chicago, president of the col-
lege and by Otha W. Linton. director of government relations.

My comments on Senate bill 1470 are offered on behalf of the 14.000
physician and physicist members of the college. I express their grati-
tude fo the chairman and members of the Subcommittee on Health
for this opportunity.

. The American College of Radiology is the major national profes-
sional society of physicians who specialize in the uses of X-ravs and
other forms of energy to produce diagnostic images of patients or who
utilize high energy radiation for the treatment of cancers. The college
i~ charged by its members witl: activitics in support of good health
care and better radiology. These activities include recommendations
abont matters of social significance affecting the specialty. Provisions
of 5. 1470 would have an effect upon the circumstances in whiel ra-
diologists provide their services to bencficiaries of Federal programs.

As citizens and taxpayers, we recognize the need for the Congress
to 1mprove programs by which Federal funds are used to pay for
health services. As providers of medical services, we recognize the
high costs of the equipment, materials. and support personnel which
2o into radiology. We recognize further that the successes of modern
medicine in prolonging life and maintaining health have worked to
increase expenditures. We are sympathetic to the purposes of this bill.
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We are grateful to the subcommittee chairman and his staff for op-
portunities to discuss the substance of S. 1470 during its formative
stages. While the advice of doctors is hardly ever.taken in full by
anyone, anymore, we do.appreciate the chairman’s kind remarks about
our contributions. Wee alse appreciate the subcommittee’s responses to
some of the problems we have set forth. Qur testimony here is limited
to elements of S. 1470 which affect us as radiologists.

Some background about the practice of radiology may be useful.
I submit for the current record a letter to the chairman in July 1975,
from my predecessor, Dr. John M. Dennis. From that letter, I em-
phasize only that at least two-thirds of radiologists now practice in-
dependently in voluntary hospitals on terms which would be compati-
ble with your proposed legislation.

[The letter referred to follows:]

LiMITED ANTI-TRUST EXEMPTION

BECTION 1 POLICY

In the public interest of enabling physiclans to establish charges for medical
services which have a reasonable relationship to the comparative difficulty, risk
and degree of skill required by such services, and to enable federal and state
health agencies. fiscal intermediaries and insurance companies to estimate realls-
tically the costs of health care delivery and to determine the reaspnableness of
particular charges for medical services, it is hereby declared to be the public
policy of the United States to permit indvidiual physicians or representative
groups of physicians to study, establish or revise codes, indices, standard termi-
nologies and relative value scales for particular medical services.

BECTION 2 DEFIRITIONB

1. The term “anti-trust laws” means the Federal Trade Commission act and
each statute defined by section 44 of title 15 of the United States Code as “anti-
trust laws” and all amendments to such acts and to such statutes and to any
other acts in parl materia. '

2. The term “representative group of physicians” means a state, regional or
national association of physiclans described in section 501(c)(3) or (c)-(?) of
the Internal Revenue Code. '

3. It shall not be unlawful under any anti-trust 1aws for any person or rep-
resentative group of physicians to create, publish or revise any eesde, index,
standard terminology or relative value scale for particular medical servives if
such code, index, standard terminology or relative value scale reasonably relates
the comparative difficulty, risk and the degree of skill required in rendering such
medical services.

AMERICAN COLLEGE OF RADIOLOGY,
Chevy Chase, Md., July 7, 1975.
Hon. HERMAN E. TALMADGE,
Chairman, Subcommittee on Heallth, Senate Finance Committee, 2227 Dirksen
Senate Ofice Building, Washington, D.C.

DEAR SENATOR TALMADGE: The following comments are offered on behalf of
the 12,000 members of the American College of Radiology who constitute nearly
90 percent of the nation’s specialists in the uses of radiologic procedures for the
diagnosis and treatment of disease. Qur observations are a Tesponse to the in-
vitation contained in your June 20 speech in which you announced your inten-
tion to introduce legislation which would, among other things, affect the payment
by Medicare and Medicaid for the services of radlologists to beneficiaries of those
programs.

The principal suggestion will regard to the practice of radiology in hospitals,
that radiologists not be compensated by federal programs If they practice under
a percentage arrangement, 1s consistent with policy of this organization adopted
in October 1965.
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That statement, approved by the College’s Board of Chancellors. asserted that:

“It is the policy of the Ameriean College of Radiology that members of the
College shall separate their professional fees from hospital charges and present
their own bills to patients.”

The full College policy statement contained a paragraph noting that in those
institutions where the enfire medieal staff practiced on a basis other than that
of fee-for-service, it would be considered appropriate for the radiologist to share
the common status.

Prior to the adoption of that policy, the American College of Radiology had
requested thie Congress to eover radinlogy within the Medieare and Medicaid
programs as physician service under the Part B section. When this was done
in PL 89-97, the College undertook a vigorous campaign to assist radiologists
then working under hospital contracts to alter their practice arrangements and
bring them into conformity with legal requirements and with the ACR policy
stand.

In some areas, the change was relatively guick and easy for most radiolngists.
In others, it was opposed strongly by hospital groups and certain insurance
carriers. Some radiologists lost their appointments because of efforts to separate
their professional income from that of their hospital.

In the intervening veurs. the College as continued its eampaign to persuade
and assist radiologists to attain an independent, fee-for-service basis of proctice
in voluntary hospitals. As a professional organization, the College exercixed no
sanctions against members who disagreed with that policy or who found them-
selves unable, because of loeal eircumstances, to bring their arrangement into
complinnee.

In any event, a survey just completed of College members indicates that 64
percent of those practicing in hospitals in which patients are expected to pay
for services now bill and colleet their own fees. We attach the summary of that
survey for your review.

The position of the College favoring fee-for-service was taken in 1965 for
several reasons. One was the recogunition that the establishment of separate
parts A and B of Medieare made it necessary to categorize the professional sarv-
ices of radiologists in one part. The overwhelming preference of radiologists wi«
for a definition as physician services. This would appear to Le retained and
emphasized within the implementation of the language in your June 20 speech.

A seeatd reason for the Colleze’s current policy was the recognition that per-
centage coniracts. the dominant arrangement in 19635, eontained the seeds for
abuses of several I inds. Many radiologists and hospitals bave continued to fune-
tion with amicabie aud appavenrly eguitable contracts, with radinlogist incomes
comparable to those of other physicinns. Im some instances, there have heen
abuses which have seemed as obvious to members of the ACR as they may have
seemed to federal investigators. In some of these situations, percentage contracts
have resulted in unusually high incomes to radiologists. In others, they have
resulfed in the retention by the hospital of a substantial propovtion of funds
allegedly charzed as the physician's fee and collected by the hospital under iis
pereentage agreement.

Turning to the paragraph of your speech (p 811124) in which rou discuss “hos-
pital-based specialists,” we would welcome some of the concepts and express
caution about others. As might be perceived from our comments above, we do
appreciate and accepf a premise to compensate radiologzists for patient services
o a fee-for-service basis, The College and its members wonld hope that such
a fee-for-servies wonld be identfical to regulations and protocols for the fee-for-
service reimbursement of their physicians for services to patients in Medicare
and Medieaid.

We must vecognize also that there arve sitnations in which radiologists accept
salary arrangements for their serviees to patients. Thus, it is appropriate for
legislation to recogunize and accept that sueh institutional relationships can allow
for good radiology services. It has been the College's preference that salary
arrangements be applied only in circumstances where patients are not billed
for physician or institutional services.

Continning through your paragraph. we commend your recocnition of cirenum-
stances in which physicians direetly perform serviees and those in whieh tech-
nical personnel perform certain elements under physieian supervigion. In radi-
ology, for example, technologists may work with patients to praduce the images
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from which the radiologist makes his diagnosis. In all instances, the ecritical
diagnostic decisions are made by the radiologist and provided to the patient's
attending physician in a written or oral consultation. When the radiologist treats
patients, most commonly for some form of cancer, he normally sets up the treat-
ment protocol and supervises each session.

The guestion of compensating radiologists for administrative and supervisory
functions is one which has arisen in good part because current Medicare regu-
lations made it desirable for hospitals to be able to attribute certain profes-
sional expenses to departmental costs. In most voluntary community hospitals,
radiologistas feel that their role in administering radiology departments is akin
to that of other chiefs of medical service. Over the past decade, we have ob-
served a trend for hospitals to provide an x-ray department administrator. These
x-ray administrators usually are not physicians. They are charged with the
logistical management of the department, relieving the physicians to concen-
trate on providing patient service. Ordinarily, in community hospitals, the
radiologists have no source of income other than patient fees and reject any
extra payments from the hospital if allowed to practice on a fee-for-service
basis.

Conversely, there are large public and academic hospitals in which the chief of
radiology and his staff carry burdens of administration, teaching and research
which account for significant portions of their time. In such institutions, it is felt
proper for there to be arrangements for institutional compensation for such non-
patient care.

It should be noted that where a radiologist or group of radiologists hold re-
sponsibilities for activities other than patient care, théir volume of patient
services is diminished proportionately by comparison with a group undertaking
only patient services. Thus, we would urge that care be taken to avoid dif-
ferentiating the basis for compensating the individual patient services of radiol-
ogists who also administer or teach or do research from the straightforward
fee-for-gervice to be allowed for their colleagues who spend full time on patient
service.

In that same paragraph of your speech, there is a sentence which reads, “No
percentage, lease or direct billing arrangements would ordinarily be recognized
for Medicare or Medicaid purposes.” This sentence introduces two new concepts
which should receive serious thought.

Over the years, a relatively small minority of radiologists have practiced in
hospitals under a variety of lease arrangements. Some leases were based upon
the volume of practice, amounting to an inversion of the percentage contract in
which the hospital divided a joint fee with the physician. The majority of leases
known to the College represented situations in which the radiologist purchased
space, equipment and supportive services from the hospital, usually for a fixed
annual fee. The radiologist, in turn, charged patients on much the same basis
gasgiﬁa {ulght have billed in a private office not located physically within a

0 .

The lease basis for practice has not been a popular one for hospitals. In some
states, attorneys general have ruled that a non-profit institution cannot lease
a portion of its facilities without jeopardizing the status of the whole. How-
eve:, tl:e lease does not necessarily share the same attributes of a perentage
contract.

The subsequent phrase in your sentence, “direct billing arrangements,” repre-
sents what we would hope is a semantic misunderstanding. Within the common
usage of that phrase by pbysicians and health insurers, this refers to the sending
of a bill by a physician to a patient for services rendered. We would use the term
gimilarly whether the physician sends it only to the patient or whether he accepts
assignment and sends it to a health care insurer. In that context, direet billing
is the opposite of arrangements under which a hospital bills for physician serv-
ices by combining the physician charge with hospital service charges. To us,
direct billing and fee-for-service mean the same thing.

If the phrase is meant to prohibit the sending of bills to patients or their
insurers by radiologists, then it would negate the fee-for-service basis promised
above. If the phrase means that radiologists would be required to accept assign-
ments of benefits for Medicare and Medicaid patients, this would constitute
discriminatory treatment and surely would be opposed by those radiologists who
refuse assignments and, on principle, by many who accept assignments.
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If the phrase could be deleted from further discussions and from legislative
language, it would resolve the problem we have suggested and would leave clear
your intent to cover radiology services on a fee-for-service basis. If the phrase
menns something else, we respectfully request further explanation.

In the paragraph in your speech following the one just discussed, we ap-
plaud your understanding of the need to cover outpatient diagnostic services
in an equitable way to avoid the large movement of patients in covered programs
away from physician offices. Such an unchecked movement can only add to the
publia expenditures involved in expanding hospital facilities and, at the same
time, represent an economic waste of private office facilities. We have held that
there should be no discrimination in the payment for ambulatory services ae-
cording to site. i.e., office or hospital outpatient deparfinent.

We have written at considerable length about what we perceive as the implica-
tions and impact of your words, once translated into legislation. Your legisla-
tive intentions are of the utmost concern to the nation’s radiolgists. They need
to be clear enough to avert regulatory distortion. We are grateful for your
recognition of our basie desire to continne practice on a fee-for-serviee basis
with Medicare and Medicaid patients. We would hope that you would continue
to consult with our legislative counsel, J. T. Rutherford, and with the officers
and staff of the College as you develop this legislation.

Sincerely,
Joux M. DEN~NIs. M.D,,
Chairman, Board of Chancellors.

Dr. Scawinger. We have several observations upon features of the
bill which I will express in brief, and I will append more detailed
technical comments. For convenience, we will use the same sequence
as the items appearin S. 1470.

In section 2, subsection (e), a provision yields the Federal responsi-
bility to States with Federal contracts to establish rate-setting or cost
review commissions. There is no requirement therein for any standard
approach. Our experience with several of the State commissions now
in operation is that their performance lacks the care which the sub-
committee is providing in other parts of section 2 to merge the objec-
tives of quality, availability and cost containment. We urge either
deletion of subsection (e) or else the imposition of requirements for
national standards.

In section 10, the options to accept or refuse assignments are impor-
tant to doctors for both philosophical and practical reasons. Some
radiology groups have had to borrow against Federal program ac-
counts receivable to meet operating costs because of delays in payment
and the certainty that medicaid payments, when finally received,
will be severely reduced.

In section 10, we applaud the provisions for simplified submission of
claims by participating physicians, We are confused about the ad-
ministrative allowance and we raise detailed questions in our written
statement.

In seetion 12, we can accept for diagnostic and therapeutic radiology
the requirements that physician services be “personally performed or
personally directed” and “customarily and appropriately done by a
physician.” However, we are concerned abont the specificity of defi-
nitions of medical services and procedures elsewhere in that section.
Distinctions drawn for payment purposes are difficult to establish in
real-life situations. Our admonition is for great care in the handling
of this section.

In section 12, further in subparagraphs (b)(2)(G) and in (c) we
continue to prefer independent practice over percentage contracts as
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a basis for the compensation of radiologists. It has been the policy of
the ACR for more than a decade that radiologists should practice in
voluntary hospitals on the same independent basis as other physicians.
‘Where all physicians are salaried, then radiologists should share that
status. In our written comments, we raise questions about the salary
concept.

In expressing a preference for independent radiology practice in
hospital departments, we suggested that the seeds of abuse are con-
tained in percentage contracts. Not all percentage arrangements repre-
sent an abuse of patients, of hospitals, or of the radiologists involved.
Where good faith is observed by radiologists and hospitals, good
radiology practice is provided.

In one area, the elimination of percentage contracts may pose a
problem which would warrant the subcommittee’s indulgence. Some
radiologists provide part-time coverage to several rural hospitals scat-
tered over a wide geographical area. Everyone is agreed that this
specialty service serves as essential need even though the volume is
ma,rﬁﬂlal. These problems can be solved but they may require special
handling by program administrators and intermediaries.

In section 15, we appreciate the response of the subcommittee to our
earlier requests for relief from current actions against us by Federal
ag]\;ncies on the premise that our preparation and distribution of
relative value schedules constituted an unlawful restraint of trade.
Since we testified last year, the ACR has accepted a consent decree
from the Federal Trade Commission which prohibits us from further
involvement with a relative value scale.

In the final analysis, it is the acceptance of any relative value scale
by third party payers which determines its usefulness to providers.

ince Federal programs are the largest payers for health services, it is
appropriate that they review any scales offered by anyone.

. e language in section 15 reserves all initiative to the government,
iz]low:'t_ng professional societies only an opportunity to respond without
egal jeopardy.

ﬁaﬁl our testimony last year on S. 3205, we urged a position which
preserves the right of the FTC to investigate possible restraints of
trade by the application of relative value scales while also preserving
‘the right of professional societies to act in good faith in their prepara-
tion. We still think this is a preferred approach and again enclose
possible language to achieve the desired ts.

In section 31, we applaud any and all provisions to assist or require
Medicaid programs to become more efficiént. The delays, inefficiencies
and underfunding of many of them seem almost contrived to induce
doctors to avoid participation. The college has urged its members to
participate in medicaid programs, but we do so with the knowledge
that the aggravation often exceeds the income.

In section 40, we note a prohibition on Federal payments under a
formula derived from leases of hospital equipment or facilities on a
percentage basis. This is consistent with positions of the American
College of Radiology. However, some of these existing leases have
produced excellent radiology services.

In section 41, we support the provision to cover costs of ambulance
transportation for pl;nuents between hospitals where specialized facili-
ties are not available in the originating hospitals. Such coverage can
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help to avoid duplication of expensive equipment without imposing
unintended burdens upon patients. . )

An additional dimension of the same concept is found in other com-
munity and private health facilities freestanding from a hospital.
These include the centers for radiation therapy of cancers and some-
times computed tomographic seanners. Most patients served in such
community facilities are ambulatory. A small percentace are bed-
ridden and require institutional care in hospitals or extended care fa-
cilities is not now covered by the Federal programs. o

Radiation therapy may require as many as 40 or more daily vixits,
and represent significant transportation costs to patients Incling the
resources to pay them. We urge extension of the languaee to cover
transportation of patients from institutional care to ambulatory health
facilities which serve the entire community.

In <ection 44, we applaud the intent to prevent the embarrassment
of doctors by the publication of erroncons and often misleadine infor-
mation about fees billed for the care of patients covered hy Federal
programs. Radiology groups are among those embarrassed and har-
assed by the recent publication of an error-ridden list of physicians
billing “large” amounts.

These remarks represent the major themes in our testimony on S.
1470. We submit additional detailed comments in writing and reques
the inclusion of all onr material in the record of the hearving. If any of
us now or later can assist the subcommittee further, please request it.
We wish the subcommittee well in its efforts,

Senator Taryanee. Thank you very much.

First, as chairman of this subcommittee, on behalf of this subcom-
miftee and on behalf of the staff I want to thank the American College
of Radiology for their very helpful and constructive suggestions in
preparing this lerislation.

Now, at the bottom of page 9, vou refer to institutions where physi-
cians must change to a salary arrangement to be in complianee with
S. 1470. While the bill would vot permit percentaxe arvangements, it
would not force physicians infto salary arrangements, would it?

Dr. Scriwixeer. We ean anticipate some situations where if the per-
centage arrangement were eliminated, the obtaining of independent
practice may be near to impossible for various reasons and might, per-
haps. leave no alternative but a salary arrangement.

Wefind thisa difficult problem.

Senator Tararaper. What about the fee-for-service arrangements’?

Dr. Seniwizeer. We assume the fee-for-service arrangement to rop-
resent independent practice. As T say, there may be some aveas where
this might be extremely difficult to obtain, There are problems with
ether third party payers. for example, that might impose serious
problems here, Some Blue Cross programs, for example, are rather
opposed to independent or fee-far-service kinds of practice and might
leave no alternative hut for a hopsital to make come kind of arrange-
mert with a radiologist and put him on a salary hasis,

Senator Taryaoce. In the middle of the paragraph on page 8 von
exnress concern abont langnage in 8. 1470 that authorizes the Secrotary
of HEW to establish limits on medical services. supply and equipment
that do not vary in quality from one supply to another,



339

This simply repeats the language in the present law. There is no
change.

DrgBSCHWINGER. Thank you. )

Senator TaLmapce. Senator Curtis any questions?

Senator Curris. No questions. )

Senator TALMADGE. %‘hank you very much. We appreciate your help-
ful suggestions and appreciate your continued work with the staff of
our subcommittee.

[Additional comments of Dr. Schwinger follow :]

The following comments apply to specific provisions of S 1470.

In Section 2, there is at least the strong possibility of a conflict between the
express prohibition in paragraph (b) to amend section 1861 of the act in sub-
paragraph (aa) (2) (C) which excludes from the term *‘routine operating costs”
the “(C) costs of interns residents, and non-administrative physicians” and the
subsequent provisions in subsection (e)(2) “the system (created by the state)
applies to all revenue sources for hospital services in the state.”

Our experience with the several state cost commissions, such as the one in
Maryland, already indicates that the commissions are not mindful of the distine-
tions between physician service and hospital service originally contained in PL
89-97, as amended, and now addressed in detail in sections 10 and 12 of 8. 1470.
Since the Congress has recognized the separation of physician service on the
several occasions, we are reluctant to leave an opening for varieties of depar-
tures from this position.

In section 4(c), amendments to section 1122 (d) (B) (i) raise a question of
double jeopardy for sponsors of new medical facilities proposals which, of itself,
could add time and expense to the process of community approval and thus to
the ultimate cost of providing the proposed service. While there is an appeal
mechanism to the Department of Health, Education and Welfare, the amount of
delay certain to ensue will not contribute to the purpose of this section. We ap-
preciate that the failure of the joint planning agencies to act within 180 days
will constitute approval. However, the two houses of Congress have a mechanism
which allows them to compromise differences and enact legislation. A more ex-
plicit provision for planning agencies would be equally useful.

In section 10 (c)(2), we are puzzled, as we mentioned above, about the ap-
plication of the $1 administrative cost-saving allowance offered to some but not
all participating physicians. For example, radiologists providing either diagnostic
or therapeutic services to hospital patlents would be excluded, though a surgeon
providing services to the same patients would be covered. A participatnig radiol-
ogist, under the language in subsection (C) performs x-ray examinations in his
own office on ambulatory patients who are neither inpatients nor outpatients of
a hospital and would thus be eligible for the allowance.

In the official explanation of the bill a different phrase, “ . . . the office of the
billing physician,” is used and would certainly qualify the office radiologist,

The nature of radiology practice in or out of hospitals lends itself to bulk
handling of bills where radiologists are willing and able to accept assignments.
e doubt that it is the intent of this section or of its exact language to discourage
radiologists from becoming participating physicians. But we must confess our
inability even to explain to radiologists with certainty how this provision would
affect them or why they have been treated in a discriminatory fashion. We have
doubts about the validity of the whole concept and at the very least, we seek fur-
ther clarification.

In section 11 (a) (1) amending section 1842 (b) (3), we raise a question about
the intent of the language in paragraph (C). The phrase in question refers to the
meaning of “medical services, supplies, and equipment . .. that . .. do not
generally vary significantly in quality from one supplier to another. . .” In many
contexts other than legislation, the phrase “medical services” is used as bein<?
synonymous with “physician services.” We hope this iz not the intent here and
that we may depend upon those services deflned in section 12 as physician serv-
ices being excluded from the intent and aoplication of paragranh (C).

In section 12 (a) (1) the phrase needing clarification reads. “. . . or any na-
tient care service unless service (A) is personally performed hy or personally
directed by a physician for the benefit of the patient and (B) is of such nature
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that its performance by a physician is customary and appropriate.” In diaguostic
radiology, the x-ray, isotopie, ultrasound or thermographic image normally is pro-
duced by a trained technologist working under the supervision of the radiologist.
The radiologist need not be physically present during the image-making process.
However. he must exert continuing supervision over the technologists auwd le
must personally inspect the images produced by them to render a diagnostic
opinion. In therapeutie radiology, the radiologist customarily plans a course of
treatment and is present during individual treatments. This definition has not
been at issue, except very occasionally by the interpretation of a Medicare in-
termediary. However, it would be appreciated if the legislative history could re-
flect the understanding stated above,

In paragraph (3), following, we note that the administration of isotopes by
a pathologist is included within listings of physician service. This is correct, in
our opinion, since pathologists utilize radiosotopes for studies of dynamic body
function. However, radiologists and some other physicians also use some of the
same isotopes in body imaging procedures. Our point here is to avoid any inad-
vertent negative inference that only pathologists use isotopes.

Section 12(b) (2) amending section 1842(b) (3A) paragraph (G), and an addi-
tion to section 1861 (v) both address the prohibution of the use of a percentage
contract between a physician and a hospital as a basis for determiuning the cus-
tomary phicican charge *, . . to the extent thut the charge exceeds an amount
equal to the <alary which would reasonably have been paid for the service (to-
mether with auy additional costs that would have been incurred by the hospital)
to the physician performing it if it has been performed in an employment rela-
tionship with the hospital ... as the secretary may determine to be appropriate.”

Our question relates to the task of the secretary, program administrators and
carriers in determining what is *. . . the salary which reasonably would have
been paid for the service.” This seems to us to be a mandate for the federal pro-
grams to fix or at least to review and approve the levels of physician salaries in
those institutions where physiciang must change to a salary arrangement to be
in compliance with these two subsections. There already exist various bases for
salary practice relating to faculty status, civil service and straightforward em-
ployment. In theory, at least, institutional charges for plysician services to Medi-
care and Medicaid beneficiaries already are supposed to reflect the incomes and
fringe henefits derived by the physicians who perform the services. We think it
wonld he unfortunate for these sections to result in still another federal stand-
ard for the income of physicians. Perhaps the legislative history could reflect a
limited intent here.

In section 15, we have addressed ahove our conceptual difficulties with cur-
rent proposals to allow medical organizations to prepare relative value seales at
the initiative of the secretary of Health, Education, and Welfare and subicet to
his review and approval. If we now presume that the concept as contained in cer-
tion 15 is to apply, we make the following suggestions about the subcommittee’s
langnage,

In paragraph (c), the exemption from consent decrees “by which an as<oria-
tion hag waived its right to make recommendations concerning fees” perpetuates
a point of disagreement between the FTC and the several association- as fo
whether of not an RVS can be eqnated exactly with a “recommendation enn-
cerning fees.” The FTC has confended that the nromulzation of a RVE i< a per
se violation. We have arzued to the eontrary. Our only point here is that the
Ianeuage mizht he changed to make a distinetion.

More cozently, the preparation of RVSs in the past has involved not only the
work of expert committees but also a perind of testing of their preliminary pro-
dnet by a selected group of radiologie facilities. Such test perinds usanllv have
produced refinements and improvements in the final prodnet. IT the laneunee now
nrohibits sueh reasonahle testing, the final produet is likely to be inferior and
immediatelr in need of modifientions. This conld be handled in the lezislative
histare. if the noint iz well taken.

In sectinon 400a) (1Y (B) we nnte that there pow exiets o limited number of
leases bv which Tadiologists operate, manage and eontrol radiologvy departments
in hospitals. In some instances. the personnel are employees of the radinlogist
and the equipment is his property. Some of these instances now involve pereent-
age arrangements or fixed fees per procedure paid to the insfitution. Thesze
arrangements can and will be changed if the hill is enacted. However, it mav
requite some fime to disentangle some of these relntionships and an appreciation
of their complexity in the legislative history would be welcomed.
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In section 41, we have already noted the desirabllity of extendinhg langusge
to cover transportation of patients from hospitals and extended care facilities
to free-standing health centers for sophisticated diagnosis and treatment using
CT scanners, radiation therapy equipment and other expensive and complex
equipment. This should not require any complicated regulations since these are
local sitwations and the carriers @re already familiar with them.

In section 44, we agein salute the subcommittee for this effort to wectify a
situation which has resulted in-approbrium and embarrassment for physicians.

These are our comments on S 1470, If there is mdditional information which
the subcommittee seeks which is within our capability to provide, please call
upon us. Thank you for this opportunity to comment.

Senator Tarmapce. The next witness is Dr. Tyra Hutchens, presi-
dent-elect, College of American Pathologists and chairman, Depart-
ment of Clinical atholo% University of Oregon Medical School, ac-
companied by Dr. Jerald R. Schenken, Nebraska Methodist Hospital.

Senator Curtis. Mr. Chairman? _

Senator TarLmangE. Senator Curtis is recognized.

Senator Curris. I wish to welcome these distinguished doctors here
and I want to say that Dr. Schenken is not a newcomer before this
committee. He has given much of his time to improving the practice
and public spirit of work in Nebraska Methodist Hospital.

. Senator Tarmance. We are delighted to have you. You come very
highly recommended, doctor. If you will insert your full statement
into the record and, in the interests of brevity, please summarize it for
10 minutes. '

STATEMENT OF TYRA HUTCHENS, M.D, PRESIDENT-ELECT, COL-
LEGE OF AMERICAN PATHOLOGISTS AND CHAIRMAN, DEPART-
MENT OF CLINICAL PATHOLOGY, UNIVERSITY OF OREGON
MEDICAL SCHOOL, ACCOMPANIED BY DR. JERALD R. SCHENKEN,
NEBRASKA METHODIST HOSPITAL

Dr. Hurceens, Mr. Chairman and members of the committee, I am
Tyra Hutchens. I am the president-elect of the College of American
Pathologists. With me is Dr. Jerald Schenken of Omaha. Dr. Dennis
Dorsey, president of the College of American Pathologists has asked
me to relay his regrets since illness keeps him from presenting his
remarks.

We thank you, Mr. Chairman, for the sincere and complimentary
remarks you made about the specialty of pathology both during hear-
ings last year and in a well-received speech delivered at the joint
spring meeting of the college and the American Society of Clinical
Pathologists.

Mr. Chairman, with the same sense of respect you have expressed
for pathology, the college supports the intent of S. 1470; we do, how-
ever, have a few concerns.

Prior-to the introduction of S. 1470, the college board of governors
aﬁprpred the support of relative value schedules which include a
physician’s component for each clinical pathology laboratory pro-
cedure, as well as other.suitable reimbursement mechanisms.

The testimony we offered on S. 3205 was interpreted by some as a
defense of the percentage contract as the best mechanism for the re-
imbursement of hospital-associated pathologists.
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T should like to clarify the record. The college was not defending the
percentage contract as a reimbursement mechanism superior to all
others. We were supporting the concept that a hospital and a physician
should be available to them multiple options for payment of pa-
thology services. In our opinion, S. 3205 did not offer acceptable
alternatives,

S. 1470 does offer an equitable alternative to percentage contracts
for those who wish to avall themselves of the option contained in sec-

tion 15,
Mr. Chairman, we will now address several specific sections of the

bill.
When the subsections of section 12 are viewed collectively. they
would appear to restrict the reimbursement options available to hos-
pital-associated pathologists. When studied individnally and related
to the relative value schedule section of the bill we believe that these
seemingly restrictive provisions can be appropriately modified.

Subsection (A)(1) redefines physicians’ services as contained in
section 1861 (Q) of the Social Security Act. The college is of the
opinion that this redefinition would seriously impair the administra-
tion of the Act. Defining the term “personally performed by or per-
sonally directed” would inevitably lead to a complex maze of
regulations.

The college urges that this redefinition of physicians’ services be de-
Jeted and that the current definition as contained in the Act be retained.

Subsection (A) (2) would add a new paragraph: “(3) pathology
services.” to section 1861(q) of the act.

Mr. Chairman, we are pleased with the changes that recognize the
performance of antopsies and the supervision, direction, and quality
control of the clinical laboratory as professional services. We do, how-
ever, have several concerns.

There is actual medical judgment and the potential for medical
judement in every pathology service. The autopsy is medically indis-
pensable. Tt is the ultimate quality assurance in the practice of medi-
cine. Tt is an important monitor of the effects of treatment, Tt mmst he
classified as a physician’s service and be fairly compensated nnder any
reimbnrsement program.

Further, the classification of supervision and quality eontrol as he-
ing “customarily performed by nonphysician personnel” is misleadine.
Tt recognizes the manual-technical portion of these responsibilities
which may be performed by technical personnel. but which are.in real-
ity. only a small part of supervision and quality control. The mannal-
technical portion is merely the visible result of the poliey, procedure
and standard setting: evaluation. and action initiative that have heen
and remain the medical responsibility of the pathologist-director of the
laboratory.

In order that the definition of patholoev serviess s contained in
this subsection better reflects the fact that there is a physician’s com-
ponent in every clinical pathology laboratory service. we have offered
amending language which is included in our written statement.

The eollege believes that subsection (b) (1) of =cction 12 provides
for a possible solution to problems some hospital= have in obtaining
badly needed services. We believe this subsection allows for the lease-
type arrangement which the college supports.
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It would appear appropriate for the Secretary to approve lease
arrangements under circumstances where a les_se promotes, among
other benefits, the regionalization of certain services, or facilitates the
provision of services in locations and settings in which such services
would not be economically available.

Turning now to section 15, the college strongly supports its in-
clusion in S. 1470. . .

The college long ago recognized the value of appropriste use of rela-
tive value schedules. The college’s activity in this area was terminated
by a consent decree signed by the college with the U.S. Department
of Agriculture.

The college welcomes the inclusion of relative value schedules as &
basis for establishing a method of reimbursement for physicians,
Further, Mr. Chairman, the college maintains that such relative value
schedules must contain a physician’s component in every clinical
pathology laboratory procedure.

A proper and equitable relative value schedule should recognize the
following structure : three sets of variables are involved: (1) relative
value schedule; (2) the physician’s component of the relative value
schedule; and (3) the conversion factor—to convert to dollars.

The first variable, the relative value assigned to each item of clinical
pathology laboratory service, should reflect the average total effort and
expense required to develop the data and prepare a report appropriate
for that service. Cost of supplies and equipment and of professional,
technical and support effort, all affect the relative value. If a given
procedure becomes more complex, the relative value would necessarily
rise, and, on the other hand, if it becomes simpler and less expensive,
the relative value would decline.

The second variable, the physician’s component, is a specified part
of the relative value of every item of clinical pathology laboratory
service. The physician’s component is not a uniform, across-the-board
fraction but is determined separately for each item. Thus, it is not a
disguised percentage arrangement.

Items having a high physician’s component often have 4 relatively
low technical com%)onent. Items with a high physician’s component
requires more professional observation and interpretation by the pa-
thologist. Conversely, items with a low physician’s component require
less professional observation and interpretation.

Whatever the physician’s component, it must include the patholo-
gist’s effort in maintaining professional and technical standards, There
is no way of foretelling which particular service will require direct
attention and special interpretation by the pathologist. This potential
need goes beyond his involvement in establishing procedures, evaluat-
ing methods, judging the competence of technical personnel, establish-
ing and evaluating quality control, determining abnormal results out-
side expected norms and other professional services.

Thus, every procedure performed in the Department of Pathology,
including the clinical laboratories, involves an actual as well as a
possible consultation by the pathologist.

The third variable, the conversion factor, is applied for a given
period of time to the current relative value of each item of clinical
pathology laboratory service and must be adjusted to reflect general
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economic changes, including inflation. Only if inflation were halted
and the buying power of the dollar stationary would the conversion
factor remain stationary.

This discussion of the relative value schedule with a physicians’
component and the earlier discussed lease arrangement in appropri-
ate situations, does not touch upon all types of contractual relations
that we support. The college urges multiple approaches to contractual
relations between pathologists and institutions. Our discussions of the
relative value schedule and the lease arrangement are to point out and
support alternatives, not substitutes, for various forms of contractual
arrangements,

In an effort to better relate section 15 to section 12, we have offered
amending language which is contained in our written statement.

Mr. Chairman. this concludes our comments on S. 1470. When we
came before you last year to testify on S. 8203, the college opposed the
Jimitations being placed on contractual relationships between pathol-
ogists and hospitals, As yon requested we have worked on developing
alternatives and specific propo«als. -

During the past year, there hinve been fruitful disenssions with yvou,
Mr. Chairman, and with the committee staff. We want to continue
these cooperative efforts and are ready and willing to assist you at
anv time,

We thanlk vou for this opportunity to present testimony on S. 1470,

Scenator Tararapce. Thank you very much. I appreciate vour
thoughtful and constructive statement as well as your expressions of
support for a number of provisions in S. 1470.

T want to commend you for presenting what T believe to be a con-
siderably more positive statement than that which was offered last
vear at. the hearings on S. 3205, Your present statement reflects a sub-
stantial amonnt of hard work and effort and give and take,

I want to assure you that we will study your suggestions carefullvy
with a view toward, wherever possible, incorporating those which
meet common objectives.

I want to further compliment you and your colleagues for vour
cooperation and the spirit of cooperation which you have deman-
strated with this subcommittee and the subcommittee staff. I think
that we have reached substantial agreement now on common objec-
tives,

In referring to your testimony in support of relative value seales,
am I correct in my understanding that you are not viewing this mercly
as an additional reimbursement option but, in fact, your association
is agreeing to withdraw its support of percentage contracts in favor
of relative value scales?

Dr. Horeniexs, Yes, The eurrent college policy on this, is that we
support the usze of appropriate relative value scales as well as other
suitable reimbursement. mechanisms for pathologists in lieu of per-
centage arrangements between pathologists and institutions.

Senator Tarar spgr. Thank you.

Senator Curtis?

Senator Corerts. Thank vou, Mr. Chairman.

There are one or two matters here that T would like to have cleared
up in my mind. T have not been able to follow all of these hearings in
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detail. The chairman of the committee and the ranking minority mem-
ber of the full committee are ex officio members of all of the subcom-
mittees, but there are too many subcommittees to keep up with the
hearings all of the time,

Can you give me sort of an illustration of relative value schedules
or scales?

Tell me how this would be arrived at.

Dr. Hurcuexns. May I ask Dr. Schenken to respond to your ques-
tion, Senator?

Dr. ScHENKEN. Senator, relative value schedules are basically a way
to relate one service that a pathologist provides to another, and they
are developed in many ways, but basically they are an average of the
various efforts and expenses of technical, professional and medical
personnel, equipment, services and so on that it takes to provide the
final result.

Those are put into dimensionless numbers that only relate to one
another. One procedure might have a value of 10, another one 8, an-
other one 12, Therefore, the 12 was more complex, the 8 less complex.
They just relate the one study to the other.

Senator Taumapce. The fee would be based on the relative value
thereof ?

Dr. Sceenken. It will be, and has been in many instances in the

ast.
¥ Senator Tarmapge. If the Senator would yield, let me see if I can
simplify it further.

Suppose lancing a boil had a relative value of 1 and an X-ray had
a relative value of, say 20. The X-ray then would be worth 20 times
the fee of lancing the boil. Would that be a correct analysis?

Dr. Scarngen. If that was the schedule used, that would be an
absolutely correct analysis.
~ Senator Tarmapck. I just took that out of thin air as an assumption
in order to try to simplify it in my own mind and simplify it for the
record. ,

Dr. Scaenken. If T could amplify on that a little bit, I am glad
you brought that up, because it does demonstrate that relative value
scales are not limited to pathology but have evolved in all phases of
medicine.

Senator TaLmapce. T thank the Senator.

Senator Corris. If what we are talking about becomes law, who
determines relative value? The physician that performs it, or is that
a function that will be exercised by the Government.

Dr. SceexgeN. We commented on that in our testimony. In the
past, relative value scales have been consensus agreements among pro-
fessional societies and we are certainly and strongly advocating that
professional societies have great input into the development of any
relative value scales.

Senator Curtis. The relative value scales, then, are something that
has been used in the medical profession in some time in the past; is
that right?

Dr. ScaenxeN. For many years. The College of American Pathol-
ogists had worked on this for several years, but we are now precluded
by our consent decree.
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Senator Cerrrs. It is an accepted procedure?

Dr. ScHENKEN. Yes. ;

Senator Curris. Within the profession, by practice?

Dr. Scuevgexw. Yes, sir.

Senator Crrris. I think I know, but clear up for me how a lease type
arangement operates. Does that have something to do with hospitals in
small communities. <av my own, where the pathologists serve the lios-
pital but none live in the immediate area? . )

Dr. Scuenkex, If I might explain our own situation as an example.
in our major institution, we have a lease arrangement with a hospital
in which we assume 100 percent of the responsibility for all aspects
of the provision of pathology services to the patients. We are subject
to the same rules and regulations of the medical community as any-
body else on our staff, but we have an arrangement with the hospital so
that we assume all the responsibilities thereof. rather than the hospital
assuming some of those responsibilitics.

Senator Curris. In other words, patients in the Methodist hospital
in Omaha, as far as pathology is concerned, are not dealing with the
hospital, but dealing with your center?

Dr. ScHENEEN. Yes. sir.

Senator Curris. I observed your point about the definition of phy-
sician’s services. I have also glanced at the additions propo-ed to the
definition in the bill as it presently printed.

It does strike me that the more complicated and lengthy the term
physicians’ services become, the greater volume of interpretations, reg-
ulations and explanations will be required.

Is that true?

Dr. Scuenxen. We feel so, yes, sir.

Senator Ctrris. I know that it would be verv hard to write an ex-
plicit definition for the practice of law. I assume it would be somewhat
the same,

I have before me the term “plhysicians’ services” that appears in the
present social security law. The term “physicians’ services” means
“professional services performed by physicians including surgery,
consultation, at home, office and institutional calls, but not including
services described in subsection (d) (6).”

Do you feel that it would eliminate confusion and problems and a
lack of clearness if that definition were enlarged upon as suggested
in this present print of the bill? Is that correct? )

Dr. Scuexkex. We believe the present definition in law is preferable.

We also feel, Senator, that the circumstances which we feel caused
the drafters of the bill to introduce that change have been eliminated
bv some of the arrangements provided for in the bill by Senator
Talmadge elsewhere in other sections, and therefore, we feel that the
elimination of this redefinition will not injure that effort.

Senator Curris, That is all I have, Mr. Chairman.

Senator TALMADGE. Senator Dole ?

Senator Dorg. No questions.

Senator Taraance. Thank you very much, gentlemen. We appre-
ciate your helpful and constructive testimony.

[The prepared statement of Dr. Hutchens follows. Oral testimony
continues on p. 358.] '



347

STATEMENT oF Tymo T. HurcEExNs, M.D., PRESIDENT-ELECT OF THE COLLEGE OF
AMERICAR PATHOLOGISTS

SUMMARY

The College of American Pathologists is a medical specialty society represent-
ing more than 7,000 physicians.

The College statement offers comment on several sections of the bill with par-
ticular emphasis on Sections 12 and 15. In addition, this testimony offers com-
ment on Sections 2, 4, 10, 11, 30, 32, 33, and 44.

The College statement reflects general support for certain Sections of the
bill and suggests modification of other Sections. There are a limited number
of Sections which it opposes.

The initial portion of the statement is devoted to identifying actions taken
by the College to appropriately deal with pathologist’'s responsibility and pathol-
ogist’s staffing requirements for institutions. Also included in this discussion
is the effort being made by the College to assist in resolving local disagreements
on hospital/pathologist compensation.

The major portion of the statement is devoted to comment on Sections 12 and

15.

Section 12

‘While we are in support of certain provisions of this Section, we have offered
language which, in our opinion will better identify the role of the pathologist
a8 a physician. A significant portion of the discussion of this Section outlines
the duties and role of a pathologist as a physician.

There is also a discussion of the role the autopsy plays as a medical service
and the need for identifying it as a reimbursable service under the provisions
of S. 1470. In addition, there is rationale on the need for considering the medical
responsibility of the pathologist in regard to services performed by nonphysician
personnel in the laboratory as a physiclan service. We feel they also should be
reimbursable as a physician service under the bill. We have offered language
changes in subsection (a) (2) of Section 12—*(3) pathology services” which we
feel will serve this purpose.

Under subsection (b) (1), we have offered rationale supporting the provision
of this subsection which we believe will permit lease arrangements for labora-
tory services in certain situations.

Subsection (d) (1) concerns us and we have suggested that this provision be
dropped from the bilL ;

Subsection  (a) (1) is also a problem area. We feel that the administrative
problems which would be created by regulators attempting to define certain con-
ditions in this section would defeat the intent of the section.

Bection 15

The College generally supports the majority of the provisions of this section.
In our discussion of this section, we point out the role we have played in the
development of procedural terminology, not only in the speciaity of pathology,
but in Medicare. -

& ?e?l :llso indicate our past experience in the development of Relative Value
C) es,

The major portion of our comment on this section deals with an explanation
of Relative Value Schedules and their application to pathology services.

We discuss the three variables which exist in an equitable Relative Value
Schedule for pathology services and how they function.

We develop the rationale for a physicilan component as an Integral part of
every clinical laboratory procedure. We point out that the physician component
is determined separately for each item and therefore is not a disguised percentage
agreement. :

The statement offers modifying language to subsection (b) which will include
physiclan component as a part of the Relative Value Schedule for hospital-
associated pathologists.

The statement pdints out problems we gee developing under the language for
subsection (e) and we have offered the suggestion that clarification is needed.
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The statement also offers some comment on the following sections:

Scction 2

Brief comment supporting the provision for ancillary services not to be in-
cluded as routine operation costs.

Seetion 4
We express our concern with the provision providing funds from the Hospital

and Medical Insurance Trust Funds for payment of services rendered by State
Health Plauning Agencies.

Section 11

We go into considerable detail outlining our opposition to the provision of
subsection (C) and its possible application to clinical laboratory services.

Scction 30

We support the formal recognition of a Health Care Financing Administration
in this bill.

Nection J2
The statement points out our concern with the usze of the “urgent” designation

by the Secretary as a mechanism to avoid receiving comments on proposed
1eculations,

Nectian 38

The statement offers our opposition to the elimination of the Health Insurance
Denetits Advisory Committee.

Section J4
The Statement indicates our support for this section.

BTATEMENT

Mr. Chairman and Members of the Committee, I am Tyra T. Hutchens, M.D,,
President-IZlect of the College of American Pathologists. With me is Jerald It.
Schenken, M.D., of Omaha, Nebraska.

We welcome the opportunity to appear here today to represent the College of
American Pathologists and to present its views on 8. 1470, the Medicare-Medicaid
Administrative and Reimbursement Reform Act.

The College is a nonprofit mediecal specialty organization of physicians with
headquarters in Skokie, Illinois. We represent more than 7,000 physicians who
practice the medical specialty of pathology. College Fellows are certified by the
American Board of Pathology.

(ur members practice in hospitals, in independent medical laboratories, in
wedical sehools, in military institutions, and in various facilities of the federal,
state and local governments. In addition, our members work in medical laboratory
research institutions and in industries producing inedical devices and in vitro
diagnostie products.

We would like to take this opportunity to thank the Chairman for the sincere
and complimentary remarks he made about the specialty of pathology during
hearings held last year and in a well received speech that he delivered at the
Joint Spring meeting of the College and the American Society of Clinical Path-
ologists in March of this year.

During the hearings on 8. 3205, Mr. Chairman, you said, “your specialty, which
I greatly adimire—it is the basis of science, and is the basis of medicine ... "
Speaking for our colleagues, we are pleased and honored by these comments.

It is with the same sense of respect that you have expressed for pathology,
Mr. Chairman, that the College of American Pathologists supports the intent of
S. 1470. S. 1470 is a long and complex bill. Many of its provisions are urgently
needed to help contain the spiraling costs of Medicare and Medieaid. Many pro-
visions are innovative and equitable. We do, however, have concerns about specific
areas of the bill.

We appreciate the immense effort that you, Committee members, and staff have
devoted to a review of the constructive revisions offered in testimony on 8. 3205.
5. 1470 reflects the benefits of this analytical review,

The College, through its committees and staff, also has spent much time and
effort in analyzing this legislation. Much of this effort by the College was di-
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rected at finding an appropriate alternative to the reimbursement mechanism
offered to hospital-associated physicians in 8. 8205.

The introduction of 8. 1470 with its recognition of relative value schedules
utilizing acceptable procedural terminology systems encouraged the College to
consider the relative value schedule approach as an equitable alternative.

Over a year ago, the College convened a Task Force of 35 pathologists, broadly
representative of the various practice modes of pathology, to develop construc-
tive proposals for changes in 8. 3205. This Task Force has continued its work and
has considered S. 1740. It has developed some proposals and recommendations
which have been approved by our Council on Government Relations and Board
of Governors and are reflected in the statement that we are presenting today.

The official College policy statement provides for:

(a) A study of local review mechanisms to resolve disagreements in hos-
pital pathologist contractual relations, with implementation of such mecha-
nisms as soon as a satisfactory format has been developed ;

(b) A study of the professional responsibilities of pathologists and path-
ologists’ staffing requirements for institutions, using existing data as well as
additional, readily available data to validate the results of the study.

In addition, the College policy statement :

(a) Reaffirms existing College policy that all pathologists’ services are
physician’s services and are an integral part of the practice of medicine;

(b) Supports the defiinition of physicians' services that is contained in the
Social Security Act (Section 1861(q)) ;

(e) Continues College support of multiple approaches to contractual re-
lations between pathologists and institutions;

(d) Reaffirms College support of relative value scales that include suitable
professional components for all pathologist’s services as a satisfactory mecha-
nism for reimbursement, and further, such relative value scales should in-
clude pathologist’s services when performing autopsies; when providing
quality control in the pathology department; when providing professional
direction and supervision of departments of pathology ; and when participat-
ing in educational programs related to patient services;

(e) Supports the use of appropriate relative value scales as well as other
suitable reimbursement mechanisms for pathologists, in lieu of percentage
agreements between pathologists and institutions.

The second portion of this policy statement relates directly to the reimburse-
ment of pathologists. In effect, it states that the College supports the use of rela-
tive value schedules which include physician’s component for each clinical
pathology, laboratory procedure as well as other suitable reimbursement
mechanisms.

Mr. Chairman, those engaged in the delivery of clinical laboratory services
have recently received unfavorable publicity in the media and have come under
scrutiny by committees of the Congress. Much of this publicity has been related
to fraud. If one looks closely at the information presented, it is clear that
fraud usually appears incident to the delivery of clinical laboratory services
in so-called ‘“Medicaid Mills”. Fraud apparently has not occurred with any
frequency in hospital laboratories or pathologist-directed independent labora-
tories. Because of our concern that perhaps pathologists were involved in the
so-called “Medicaid Mills”, we have requested information from the ‘Senate
Select Committee on Aging about pathologist(s) who may have been involved
in fraudulent activity.

There has also been publicity about seemingly inappropriate reimbursement
of individual pathologists relative to the services provided by them.

In our opinion, the College has responded in a positive way by designating
committees and working groups of the College to identify the problems and
work on solutions without interfering with the many fine relationships which
presently exist between pathologists and institutions throughout the United
States.

The first portion of the College policy statement referred to earlier in this
testimony mentions this committee actlvity.

One activity involves a study of pathologist’s work patterns and perform-
ance. Because pathology is a broad and wvaried discipline, it is difficult to
categorize and quantitate activities in which pathologists spend most of their
time. The reasons for this are:
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1. No two pathologists carry out their practice in exactly the same way.

2. The demand for pathology services varies greatly from one day to the
next and from one week to the next. This variation is related more to the
type than to the amount of service.

3. Laboratories in different communities and in different hospitals have
strikingly different workloads and patterns. .

4, Individual pathologists have varying productivity capabilities.

5. Individual pathologists have different areas of professional expertise. This
is related to subspecialization.

The College will continue this effort to develop appropriate criteria for
pathologist’s performance and criteria for determining a pathologist's reim-
bursement based on his performance.

Another active College effort is the study of local, regional, and state review
mechanisms that can be used to resolve disputes, complaints, and problems
relative to pathologists and pathologists’ compensation. We know that these
problems exist. However. because some problems have considerable community
importance and may be sen<itive in nature, the College believes that voluntary
mechanisins should be established if they do not presently exist and where
they do exist, be strengthened when necessary. .

Essentially, we are talking about a “counseling service”. The principal features
of this service would be: (1) availability to any person or organization legiti-
mately concerned about conflict in a hospital-pathologist relationship; (2)
voluntary participation by the involved parties; (3) credibility; and (4)
multiple mechanisms to choose from which would function at either the local,
state, or regional level.

The College is developing materials and guidelines for use in these counseling
and dispute-resolving activities,

It is hoped that cooperation can be developed hetween the College and other
nppropriate organizations which will help in effective implementation. This might
inelude boards of trustees of hospitals, joint conference committees of medical
stafls, county and state medical societies, medieal specialty societies, local,
regional. state hospital associations, and appropriate government agencies.

Mr. Chairman, in our testimony presented to this committee on 8. 3205 in
July of 1976 we went into a lengthy discussion on the need for multiple contrac-
tual options being available to the hospital-associated pathologist.

The testimony we offered was interpreted in some circlies as being a defense
for the percentage contract as the bhest mechanism for the reimbursement of
hospital-associated pathologists’ services.

I would like to clarify the record. The College was not defending the percent-
age contract as a reimbursement mechanism to all superior others. We were
supporting the concept that a hospital and a physician should have available to
them multiple options for payment related to the delivery of pathology services.
In our opinion, 5. 3205 did not offer acceptable alternatives.

Mr. Chairman, the College in its Contractual Relationships Manual has at-
tempted to offer pathologists guidance as to the advantages and disadvantages of
different contracts without mandating any particular arrangement. In this
manual the percentage contract is offered as an alternative to an item-by-item
hilling mechanism. The language of the manual recommends that the percentage
be related to a specific fee schedule as a deterrent to excessive increases in the
pathologist's income due to inflation alone.

The manual further cautions that in an inflationary period lahoratory charges
may increase and that in this situation the pathologist’s income will inerease out
of proportion to time and effort dedicated to patient services.

I offer these comments only to illustrate the long-time recognition by the
College of the problems inherent in a percentage agreement and our effort to
point out these problems to pathologists.

It is our opinion that S. 1470 does offer an equifable alternative to percentage
contracts to be utilized by those pathologists and hospitals who wish to avail
themse]ves. of the option contained in Section 15.

Mr. Chairman, I would now like to address specific sections of the bill.

Scetion 12—Hospital-Associated Physicians

l_Ir. Chairman, the College has carefully reviewed this section of the hill. This
review has been conducted in an effort to find an equitable alternative to the
present language in—
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Subsection (a) (1)—Definition of physician services;
Subsection (a) (2)—*(3) pathology services”;
Subsection (b) (1)—Amendments to Sectlon 1861(s) of the present law;
i Subsection (b) (2)—Amendments to Section 1842(b) (8A) of the present
aw; and
Subsection (¢)—Amendments to Section 1861(v) of the present law.
When the subsections of Section 12 are viewed collectively, they would appear
to restrict and llmit reimbursement options available to hospital-associated
pathologists. When studied individually and related to the Relative Value
Schedule section of the bill (Section 15) we believe that these overly restrictive
provisions can be appropriately modified.
Mr. Chairman, we will discuss these subsections in the order in which they
appear in the bill.

Subsection (@) (1)—redefinition of physician services

Mr. Chairman, the language of this subsection has been carefully studied by
the College members. This review was aimed at determining how this redefini-
tion might affect the administration of the act and how it would affect the quality
of services provided to patients. .

The College is of the opinion that the redefinition as it appears in subsection
(a) (1) would seriously impair the administration of the act. Defining the term
“personally performed by or personally directed” would inevitably lead to a com-
plex maze of regulations. For example, we wonder how these regulations would
define “personally directed” in an equitable fashion assuring optimal patient
care. We also believe that inevitably, complex regulations would result in so
ml:jch red tape as to impair the quality of physician's services provided to
patients.

Mr. Chairman, we would urge that this redefinition of physicians’ services be
deleted and that the current definition as contained in 1861(q) of the Social
Security Act be retained.

Subsection (a) (2)—*"(3) pathology services”

Much of the testimony which we presented last year on 8. 3205 and which is &
part of those hearings, described what a pathologist is and what he does. We will
not repeat this in detail today. However, a brief summary of those views appears
appropriate.

Pathology is that specialty in the practice of medicine that deals with the
causes and consequences of disease and with the dlagnosis, treatment, and prog-
nosis of patients, using primarily laboratory methods from the biological, chemi-
cal, and physicial sciences.

As the basic science most closely related to clinical medicine, the clinical
discipline closest to basic science, pathology is often called the- bridge between
basic sciences and clinical medicine. It links the basic sclences of anatomy,
biochemistry, genetics, microbiology, physiology, and pharmacology with such
;l;g{cﬂidlslpnnes as internal medicine, surgery, obstetrics and gynecology, and

atrics.

The day-to-day functions of a physician/pathologist are broad and varied:

1. Patient care—providing laboratory data and clinical pathological consul-
éaittion essential for the assessment, diagnosis, and treatment and management of

sease.

2. Education—teaching of new generations of medical students, future path-
ologists, other physicians, nurses, technologists, and other allied health
personnel,

3. Research—expanding man’s basic knowledge about the nature of disease
and the possibilitles of applying this knowledge to prevention and cure.

As these functlons are normally provided concurrently during the patholo-
gist's daily practice, they are usually inseparable.

Because pathology is a large and complex fleld, its practice ig usually sub-
classifled by the following two major categories:

Anatomic-pathology, which deals with the gross and microscopic structural
changes caused in tissues by disease ; and

Clinical. pathology, which is concerned with the functional changes produced
by disease as reflected in blood, urine, other body fluids, and tissue. :

Tht? close interrelationships between these areas consolidate the specialty in
practice. SO s g
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Mr. Chiarman, we are pleased with the changes in subsection (a) (2) which
recognize the performance of autopsies and the supervision, direction, and qual-
ity control of the clinical laboratory as professional services.

There is actual medical judgment and the potential for medical judgment in
every pathology service,

For example, the autopsy is medically indispensible. It is the ultimate qual-
ity assurance in the practice of medicine. It is an important monitor of the
effects of treatment. It must not be classified as nonmedical, and it must be
fairly compensated under any reimbursement program. The autopsy presents
an excellent mechanism for evaluating the reliability, appropriateness, and
lrenetit of the many clinical pathology tests which have been performed. Peer
review, infection control, death review, utilization review, medical audit—none
can be performed effectively without autopsies performed by pathologists,

Further, the classification of supervision and quality eontrol as being “custo-
marily performed by nonphysician personnel” recognizes only a small part (the
manual-technical portion) of the responsibilities often perforiued personally by
technical personnel without recognizing that the poliecy and procedure setting,
standardization, evaluation, and action initiation must be the medical respon-
sibility of the pathologist director of the laboratory. This is especially critical
for the hospital laboratory.

In order that the definition of pathology services as contained in this section
better reflect the fact that there is a physician's component in every elinical
laboratory service, we would urge the following amendment. :

Strike the present language contained in Section 12 (a)(2), *“(3), Path-
olozy services” and insert the following :

*(3) Pathology services shall be considered physicians’ services where the
physician performs acts or makes decisions with respect to a patient’s diagnosis
or treatment which require the exercise of medical judgment. Exercise of this
medical judgment includes operating room and eclinical consultations, the in-
terpretation of the significance of examination of any material or data de-
rived from a human being, the aspiration or removal of marrow or other ma-
terials, the administration of test materials or isotopes, the performance of
autopsies, and services performed in carrying out medical responsibilities for
supervision, quality control, and the other aspects of a clinical laborators's
operations.”

It is our understanding however, that although these are physician’s services.
some of them would not be reimbursable as physician's services under Part B
of Medicare. We do not believe that elimination of these services as Part B
items is appropriate. They should be recognized as physician’s services under
’art B in the same way as other physician's services.

Subsection (b) (1)

Another method of compensation which the College supports in a variety of
circumstances is a lease-type arrangement. Certain lease arrangements are the
most eflfective means of providing laboratory services to numerous hospitals
in this conntry. In our view, subsection (b) (1) of Section 12 recognizes the
problems that some hospitals have in obtaining badly needed services. We be-
lieve this subsection allows for the lease-type arrangement which the College
supports, For the benefit of those who may not understand the need for this
type of arrangement, the following points may be of help:

1. Regionalization.—Lease contracts enhance the opportunity to reduce costs
and charges by regionalization of specialized pathology services within groups
of institutions and/or pathologists, thereby facilitating cost accounting and
minimizing economic barriers which might exist. Cost containment through
sharing of eapital expenditures, such as large Autoanalyzers, computers, and
other sophisticated equipment, may be easily and appropriately implemented
thereby reducing the need for a large number of this expensive equipment often
costing hundreds of thousands of dollars.

2. Small institutions.—Lease arrangements, especially when facilitated by re-
gional cooperative agreements. will accommodate the needs for provision of
services to small hospitals. A significant percentage of the seven thousand acufe
care hopitals in the United States have fewer than one hundred beds. These
are in desperate need of clinieal pathology consultation and specialized services
which can be provided in many instances most appropriately and economically
on a lease-based, fee-for-service arrangement. Development of transportation,
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communication, and courier mechanisms can bring the patients in small hospitals
comprehensive pathology services of high quality.

3. Fee-for-Service.—This system provides a mechanism for compensation of
the pathologist on the basis of a fee-for-service and clearly identifies that fee
to the patient as a fee for the total clinical pathology laboratory service pro-
vided. The pathologist is clearly identified to the public and must justify this
fee to third party payors including government fiscal intermediaries.

4. Olerical eand Billing Costs.—These costs can be minimized if the volume of
the clinical pathology laboratory develops to a significant degree. This is often
facilitated by cooperative regional arrangements combining laboratory facilities
and services on a shared or cooperative basis among several institutions, some
of which may be small. With appropriate medical managerial skills, an addi-
tional opportunity is offered to develop cost-saving mechanisms within the ad-
ministrative section of the laboratory, for the patient’s benefit. The day of the
pathologist without these managerial skills is over because of the number and
variety of skills necessary to render prompt and efficient service 24 hours per

day.

5. Tazes.—The entire pathology department is maintained on local, state, and
federal tax rolls. The amount varies but does contribute to the local tax rolls.
The amount varies but does contribute to the local economy by paying appro-
priate sales and/or property taxes as do other independent practitioners of
medicine.

6. Hospital Conirol.—It is often stated that hospitals lack appropriate controls
under lease arrangements. This does not actually occur in practice. Pathologists
are physicians on the medical staff with specified privileges, responsibilities, and
duties. Quality and quantity of the medical services provided are under constant
internal surveillance. In additlon, the administration, board of trustees, and
staff physicians can all act as “patient advocates”. This is nota myth; it operates
as a fact. In addition, a review with the patient, doctor, or hospital is promptly
set in motion if the patient feels that the pathology fees are inappropriate for
the services provided. Personnel policies and procedures can and should be made
compatible with those of the hospital. Finally, contractual arrangements can be
varied as appropriate locally to provide for adequate control without interfering
with professional judgment.

These points touch upon the many advantages of a lease arrangement. It would
appear appropriate for the Secretary to approve lease type arrangements under
circumstances where & lease promotes regionalization of certain services; fa-
cilitates the availability of a wide variety of medical and nonmedical professional
personnel ; assists a hospital in maintaining the total fees for clinical pathology
laboratory services well within the guildelines established for a region; or
facilitates provision of services in locations and settings for which such services
are not available or would not be available under alternative methods of arrange-
ment and/or compensation. In addition, provisions should be included for con-
tinuation of presently existing lease arrangements which have been deemed
acceptable by local medical staffs, boards of trustees, intermediaries and carriers,
and others and would thereby be deemed “ordinarily” acceptable under the gen-
eral guidelines. It would seem inappropriate for the Secretary of DHEW to
become involved in recelving requests for permisasion to provide pathology labora-
tory services under a lease arrangement and act on such requests on an individual
basis. The arrangements are best and most appropriately made locally. Many
areas of local professional and flscal review presently exist to ensure the appro-
priateness of such arrangements.

The College fully offers lts assistance to this committee and the Secretary
in the development of guidelines, if required, for the appropriate application of
the lease-type arrangement.

Subsection (d) (1)

In subsection (d) (1) of Sectlon 12, it appears that the established procedure
for reimbursing inpatient pathelogy services at the 1009, payment level is being
restricted to those physiciana who accept assignment. We must oppose this re-
striction for the same reasons that prompted the Congress to amend the Medicare
law in 1987 so as to clearly provide for 1009, reimbursement for pathology and
radiology services to hospital Inpatients, provided by physiciana specializing in
pathology and radiology. (See Senate Finance Committee report #744, 1967).

The problem is presently dramatized in those areas where flacal intermediaries
have arbitrarily reintroduced 809 reimbursement limits for clinical pathology
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laboratory services provided to hospital inpatients by referral to an off-premises
reference laboratory while continuing 1009 reimbursement for work performed
in the hospital’'s own laboratory. If the Committee so desires, we will provide
details on this situation.

This arbitrary interpretation of Medicare regulations is especially discrimi-
natory against patients in small hospitals, We urge that this practice be
eliminated.

Mr. Chairman, we recommend the removal of subsection (d) (1).

Section 15—Use of approved relative value schedule

Mr. Chairman, in your speech before our group in Miami in March of this
year, you said:

“Omne approach that I am actively pursuing is the use of relative value scales.
I am aware of the activities of both the Department of Justice and the Federal
Trade Commission in questioning the use of relative value scales. Nonetheless,
such scales have been employed for years as a means of determining relative
effort and time required in undertaking one service as compared with another.

To my mind, the issne is whether the relative values attached to the different
services are reasonable—and not whether we should have relative value scales.
I have therefore, instructed our staff to work on a suitable amendment for
inclusion in my bill specifically sanctioning, in law, properly-established relative
seales. I would welcome the suggestions and comments of the College of American
Pathologists in this work.”

We wholeheartedly support this statement and offer our assistance in develop-
ing such a system of properly established relative value schedules for clinical
pathology laboratory services.

The College strongly supports the inclusion of Section 15 in 8. 1470. The College
has long been involved in the development of nomenclature for use in the clinical
pathology laboratory. With the ever-increasing advancement and complexities in
the provision of quality laboratory services, the need for a systematizel, standard
nomenclature increases. The College has taken the lead in developing such a
system for the Jaboratory with the development of a Systematized Nomenclature
for Pathology, (SNOP). This system has been in use since 1965, The success nf
SNOP has led to the on-going development of a Systematized Nomenclature of
Medicine, (SNOMed). We will be pleased to offer our assistance to the Secretary
in the development of procedural terminology for pathology.

The College long ago recognized the value of appropriate use of relative value
schedules. As far back as 1961, the College developed a relative value schedule
for patbologists’ services and updated this schedule several times. Its use by the
College was terminated by a consent decree signed by the College with the U.S,
Department of Justice.

The College welcomes the inclusion of relative value schedules as a basis for
establishing a method of reimbursement for physicians, Further, Mr. Chairman,
the College maintains that such relative value schedules must contain a physi-
cian’s component in every clinical pathology laboratory procedure.

A proper and equitable relative value schedule should recognize the following
structure :

Three sets of variables are involved: (1) relative value schedule, (2) the
physician’s component of the relative value schedule and (3) the conversion
factor (to convert to dollars).

The first variable, the relative value assigned to each item of elinieal pathology
laboratory service, should reflect the average total effort and expense required
to develop the data and prepare a report appropriate for that service. Cost of
supplies and equipment and of professional, technical, and support effort. all
affect the relative value, If @ given procedure becomes more complex, the relative
value would necessarily rise, and, on the other hand, if it becomes simpler and
less expensive, the relative value would decline.

The second variable, physician’s component, is a specifled part of the relative
value of every item of clinical pathology laboratory service. The physician’s
component i8 not a uniform, “across-the-board” fraction but is determined sepa-
rately for each item. Thus, it is not a disguised percentage arrangement. Ttems
having a high physician’s component often have a relatively low technical com-
ponent. Items with @ high physician’s component almost invariably require more
professional observation and interpretation by the pathologist. Conversely. items
with a Iow physician’s component require less professional observation and inter-
pretation. Whatever the physician's component, it must include the pathologist's
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effort in maintaining professional and technical standards. Even in the case of
gervices with a low physician's component, there is no way of foretelling which
particular service will require direct attention and special interpretation by the
pathologist beyond his involvement in establishing procedures, evaluating meth-
ods, judging the competence of technical personnel, correcting procedures, estab-
lishing and evaluating quality control, determining abnormal results outside
expected norms, and other profeasional services. Thus, every procedure per-
formed in the department of pathology, including the clinical laboratories, in-
volves an actuel as well as a possible consultation by the pathologist. We have
discussed this in greater detail in our testimony on S. 8205.

The third variable, the conversion factor, is applied for a given period of time
to the current relative value of each item of clinical pathology laboratory service
and must be adjusted to reflect general economic changes, including inflation. Only
if inflation were halted and.the buying power of the dollar stationary, would the
conversion factor remain stationary.

In short, Mr. Chairman, we strongly support the use of a relative schedule with
an appropriate physiclan’s component as a basis for an equitable method of reim-
bursement for pathologists.

This discussion of the relative value schedule with a physician’s component and
the earlier discussed lease-type arrangement in appropriate gituations dves not
touch upon all types of contractual relations that we support. As stated in the
action of the College Board of Governors, the College urges multiple approaches
to contractual relations between pathologists and institutions. Our discussions of
the relative value schedule and the lease arrangement are to point out and sup-
port alternatives, not substitutes for varlous forms of contractual arrangements.

In an effort to better relate Section 15 to Section 12, we would urge the follow-
ing addition to the language of Section 15:

Amend Section 15, subsection (b) by inserting a new sentence following the
sentence ending with the word “terms” so that the subsection would read:

“(b) Upon development of a proposed system of procedural terminology and Its
approval by the Secretary of Health, Education and Welfare, it shall be pub-
lished in the Federal Register. Interested parties shall have not less than six
months in which to comment on the proposed system and to recommend relative
values to the Secretary for the procedures and services designated by the terms.
In the instance of hospital-associated pathologists’ procedures and services, such
relative value schedules shall include physician components for each clinical
pathology laboratory procedure. Comments and proposals shall be supported by
information and documentation specified by the Secretary.”

In addition, the College would suggest some modification tp subsectlon (e) of
Section 16. This subsection seems to give broad discretionary powers to the
Secretary. As we interpret-the wording, the Secretary may review and modify
terminology and relative value schedules without any requirement to consult with
groups affected by such actions. '

We would suggest that the bill or the Committee Report give guidance to the
Secretary as to a reasonable definition of “perfodically” and that this review and
modification should not take place without proper consultation with and input
from representatives of the medical specialties directly involved.

Further, more positive acknowledgment of the accomplishments in the areas of
procedural terminology by medical specialty organizations should be included in
the legislation. The Secretary should be required to consider these efforts in
mechanisms outlined for the acceptance and approval of procedural terminolgy
and relative value schedules.

We would now like to turn our attention to several other sections of the bill.

Bection 2—Criteria for determining reasonable cost of hospiial services

The College recognizes that the issue of reimbursement of hospital must be ad-
dressed. We do'not believe it is our function here today to comment on this broad
and complicated issue. If our understanding is correct, laboratory services would
fall under “ancillary service costs” and thereby be excluded from the definition
of routine operating costs. We believe this to be appropriate.

Bection j—Federal participation in Rospital capitgl eopenditures
-We are concerned with Section 4 of S. 1470, We question the wisdom of pro-

viding for expenses incurred by planning agencies from the Federal Hospital
Insurance Trust Fund and funds in the Federal Supplementary Medical Insur-
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ance Trust Fund. These trust funds presently have tz'emendo_us demar_lds upon
them in meeting the rising cost of providing service to Medicare patients. To
divert funds to pay for health planning activities does not appear to be a timely
proposal. The health planning process is very much in a developmentgl phase and
the College fears that much money would be lost due to the confusion that the
health planning process is presently experiencing. )

Another point of concern is obtaining approval of the local desrgnatyd plan-
ning agency for capital expenditures in excess of $100,000 as a condition 1:01'
Medicare and Medicaid reimbursement for such costs. Clinical laboratory equip-
weut needed for routine operation today is very expensive and that cost eannot
be expected to lessen. To set a review “trigger” of $100,000 is unreasonable to ns.
We would suggest a substantial increase of that $100,000 figure or the removal
of a dollar figure in this section.

Section 10—Agreements by physicians to accept assignments

The College believes that the wording of this section creates a discrimination
against hospital-based physicians, pathologists in particular. Subsections (c¢) (2)
(B) & (C) specifically excludes pathologists who direct bill from benefits of the
administrative cost savings allowance.

We would recommend that these discriminatory provisions be eliminated, or
if that is not possible, be modified so that there might be some aggregate ligure
per bill below which no cost savings allowance would be appropriate.

Scetion 11—C'riteria for determining reasonable charge for physicians’ scrvices

Subisections (a) (1), (C) and (E) provide for the establishment of a lowest
charge level for medical supplies, services, and equipment, and prevailing charge
levels for each state.

Because of many factors involved in determining the cost of a clinical pathology
laboratory service, it is inappropriate, if not impossible, to apply a lowest charge
level to such a service. In some instances, the utilization of lowest charge levels
for reimbursement may be appropriate for medical supplies and equipment such
as hospital beds and wheel chairs. To group clinical pathology laboratory serv-
ices with manufactured medical supply items ignores the varying cost COmpPo-
nents present in the delivery of laboratory services.

Laboratory services may vary in quality from one laboratory to another in a
given locality. Determining the cost of such services is a very complex issue. If
this determination is to be meaningful, one must evaluate all the elements of
cost associated with the testing process and consider the cost and value of what
happens as a result of that testing. The availability of services must be con-
sidered. In each element of cost, there must be recognition given to the profes-
sional input of medical direction, supervision and responsibility provided at all
levels by the pathologists.

What elements of cost would be considered under the lowest charge level?
Does the lowest charge level refer to only the actual physieal performance of the
test, or does it include the entire service provided, beginning with the test order
and ending with the return of the final results to the patient’s chart? The
services required by patients vary considerably depending on the patient's location
and wmedical condition. Costs of collection, preparation of tests and transmittal
of results are costs which may or may not be included. For the same type of
tests, the fee charged may legitimately vary depending on whether 9 a.m. to
5 pan. weekday or 24-hour emergency availability is required. If the lowest
charge level is to apply only to the physical performance of the test, it would not
take into account other critical components of a procedure and is therefore in-
complete. If the lowest charge level includes the whole spectrum of providing the
laboratory service. then this section will create an administrative nightmare for
carriers trying to develop the multiple fee profiles required.

It is our belief that the implementation of a lowest charge level system of
reimbursement for laboratory services could result in the following :

Subjecting laboratory services to price comparison would be misleading. There
are many factors such as availabilty, specificity, sensitivity, pickup service, re-
porting, overhead expenses, and others which must be considered. Clinical pa-
thology laboratory services are not numbers generated by machines.

The lowest charge level wrongly places emphasis on precedures that can be
automated rather than procedures that are appropriate. Test procedures are done
by varying methods under varying situations. Some tests may be automated
in one situation and not in another.
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The administration of a lowest charge level method of relmbursement will be
hopelessly complex.

Charge differentials would have to be developed depending on the specimen
sources (arterial, capillary, venous), time of day, location of patient (rural,
urban, suburban), patient’s age, general availability of services and other factors.

The philosophy behind our discussion of concerns over a lowest charge level
is in many ways appropriate to the development of prevailing charge levels for
each State. Such prevailing fee development must take into account the location
and circumstances under which the service is provided. Was it inpatient or out-
patient? Was it routine or emergency ? Did the laboratory obtain the specimens?
Was it a preprocessed specimen?

We urge careful consideration of these points in developing prevailing charge
levels for each state or its economic region. We also recommend elimination of
laboratory services from the lowest charge concept.

Section 30—Establishment of Health Care Financing Administration

To quote you, Mr. Chairman, in your introductory remarks in the Senate onm
S. 1470:

“Although I am most proud that the new administration followed my pro-
posals, I am most apprehensive that in implementing this reorganization. the
aims of the original proposals may be lost.

I had proposed this reorganization in order to collapse duplicative functions
within the existing agencies and to establish clear lines of command and
authority.

From the latest information available to us, it seems as if the new health care
agency, rather than collapsing overlapping positions and clarifying lines of
authority, may do the opposite and establish a new bureaucratic superstructure
as a haven for displaced bureaucrats.”

The College shares your concern. We believe it appropriate that the establish-
ment of a Health Care Financing Administration and an Office of Assistant Sec-
retary for Health Care Financing be included in this legislation.

Section 32—Regulations of the Secretary

The College understands the need for prompt action on certain proposed reg-
ulations. However, there are no safeguards built into this section to preclude the
Secretary using the sixty-day “urgent” designation to avoid recelving and re-
viewing comments in opposition to such proposed regulations.

The due process for the public in allowing them to comment on proposed regu-
lations in a manner that is appropriate should be provided. The development of
a position by any health care organization would be jeopardized by unrealistic
rigid limitation of the amount of time in which comment may be made. We
recommend this rigid limitation be eliminated from the bill.

Section $3—Repeal of section 1867

Mr. Chairman, HIBAC presently is the only advisory body available for pres-
entation of views on the administration of Medicare and other health financing
programs. We believe that to terminate HIBAC without the establishment of
an appropriate form would not be in the publie interest.

Section j4—Disclosure of aggregate payments to physicians

The College strongly supports this provision which would prevent the release
of names of physicians who have been paid large amounts from treating Medi-
care patents,

The harm and embarrassment caused by inaccurate releases has been obvious.

Even accurate releases can be misinterpreted, e.g., billing for an entire path-
ology group under one individual’s name may be done for simplicity. A tech-
nically accurate but highly misleading figure is thus listed against one physician
on any list released.

ConNcLUBION

Mr, Chairman, this concludes our comments on 8. 1470. When we came before
you last year to testify on 8. 3205, the College opposed the limitations which were
placed on contractual relationships between pathologists and hospitals. As you
requested, we have worked on developing alternatives and specific proposals.
We have worked to create mechanisms for preventing abuses of reimbursement
mechanisms for pathologists. We have worked to help others better understand
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the complexities of the pathologist’s role in the clinical laboratory. We have also
worked to help pathologists understand the complexities of government con-
cerns over the cost of health and medical services.

The College has taken action to support the use of relative value schedules
including a physician’s component. We will work with the Committee and the
Secretary to develop an equitable system.

We support the intent of S. 1470 to contain the increasing costs of Federal
health care programs. We pledge our support in providing high quality cliniecal
pathology laboratory services to the public at a reasonable cost to the taxpayer.

During the past year, there have been fruitful opportunities to confer with
you, Mr. Chairman. and with the Committee staff. We want to continue these
cooperative efforts and are ready and willing to assist you at auny time.

We fhank you for this opportunity to present testimony on S. 1470.

The next witness is Ruth E. Ecklund, president, American Associa-
tion of Nurse Anesthetists, accompanied by Ronald F. Caulk. presi-
dent-cleet : J, Martin Stone, executive director; and Kenneth Wil-
liamson. Wachington consultant. _

We are delighted to have you. If you would submit your entire
stateient for the record and, in the interests of time, smnmarize 1t

in 10 minutes.

STATEMENT OF RUTH E. ECKLUND, PRESIDENT, AMERICAN ASSO-
CIATION OF NURSE ANESTHETISTS; ACCOMPANIED BY RONALD F.
CAULK, PRESIDENT-ELECT; J. MARTIN STONE, EXECUTIVE DIREC-
TOR; AND KENNETH WILLIAMSON, WASHINGTON CONSULTANT

Ms. Ecsro~p. Thank you, Mr. Chairman.

Mr. Chairman, I am Ruth E. Ecklund, CRNA, president of the
American Association of Nurse Anesthetists and chief nurse anesthe-
tists, Family Hospital, Milwaukee, Wis. Accompanying me are Ronald
T. Caulk, CRNA, who is president-elect of the association; J. Martin
Stone, who is executive director of the association; and Kenneth Wil-
liamson, who is the Washington consultant for the association. We
appear here today in behalf of the association.

Mr. Chairman, the next two paragraphs of my statement I will not
read. in the interests of time. It sets forth the purposes of our
association.

On the bottom of page 1 and top of page 2, we have indicated the per-
cent, of anesthetics provided by nurse anesthetists in hospitals of var-
1ous sizes which shows that nurse anesthetists provided a substantial
portion of the total of the anesthesia care in the large medical centers
where the most complicated surgery is performed as well as in smaller
hospitals. '

In the interests of time, I will not read the following two para-
graphs. We wish at this time to direct our testimony to S. 1470 and we
will Jimit our comments and recommendations to those provisions of
the bill which deal with anesthesia services as a part of section 12 en-
E’tllled Hospital—Associated Physicians, starting on page 31 of the

ill,

In July of last year we appeared before the committee and dis-
cussed S. 3205. We made a number of recommendations which we felt
would improve the bill and its administration, which gave some
recognition to the major role of nurse anesthetists and which, most
importantly, were essential to protect the public and assure quality
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of anesthesia services. We are, of course, quite disappointed that none
of our recommendations are incorporated in S. 1470,

We believe the same weaknesses exist in S. 1470 that were part of
last year’s bill. In various ways, our reading of the bill suggests that
insufficient attention is directed to the effect of the bill’s provisions
upon patient care or the quality of that care. Thus, S. 1470 shows no
concern for half the patients receiving surgery because it contains
nothing pertaining to those professionals who provide the anesthesia
to these patients, the nurse anesthetists. Once again, the bill does
absolutely nothing to bring a degree of fair treatment and equity to
nurse anesthetists. In fact, it totally ignores them.

On pages 3 and 4, Roman numerals I through VII, we have set
forth recommended changes in the bill which we believe are essential
to protect patients and insure quality care. I will not read them. We
have attached an appendix labeled exhibit A that has the specific
language that incorporates our recommended changes.

I direct your attention to the bottom of page 4 where we will
discuss equity and fairness.

Mr. Chairman, over the past several years, we have met with repre-
sentatives of the Social Security Administration. We have also spent
a great amount of time in discussions with the staff of the House
Ways and Means Committee and the Senate Finance Committee and
we have given testimony at hearings before both committees. In all of
this, we have tried to provide some understanding of the role of the
nurse anesthetist and of what we beileve to be a simple right for
them to be accorded fairness and equity under the law. Notwith-
standing all of these efforts, we were advised that it was unlikely that
our appeals for fairness and equity and removal of discrimination
would be entertained unless we provided specific legislative language.
Therefore, we turned to a highly skilled and experienced draftsman
who.performed such activities for the Congress for a number of years
and he drafted the specific recommendations for amending titles
X VIIT and XIX of the Social Security Act which we wish to foresent.

I will not read the specific language for amending the Social Secur-
ity Act that appear on pages 5 and 6.

On the bottom of page 6, I wish to read the explanation of the

amendments.
- In general, the amendments recommended do three-things. First,
they permit hospitals to charge separately under medicare and medi-
caid for the services of nurse anesthetists who are employees of the
hospitals. Second, they permit nurse anesthetists who are not em-
ployees of the hospitals where they perform their services to bill
directly for their services under part B and under medicaid.

Third, the amendment states that the charge for the services of a
nurse anesthetist shall be deemed to be reasonable if that charge does
not exceed the percentage of the charge for those services which could
have been made by a board certified anesthesiologist physician deter-
mined by the Secretary to be reasonable.

Mr. Chairman, I will not read the discussion of the recommended
amendments that follow on pages 6 and 7, except to point out a signif-
icant omisgion’ that appears on page 7. In the discussion of section
5, line.3, the word “not” should appear immediately before the words
“hospital employees.”
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Our recommendations set forth above were drafted in such form
that they could be presented as a separate bill. We hope, however, Mr.
Chairman, that the language will be included as a part of S. 1470.
Thus, the bill would deal with anesthesiologists and their role; and an
additional section will deal with nurse anesthetists and their role.

President Carter and his administration have expressed their great
concern for the increasing costs of health services. The Congress has
also done so and, in part at least, S. 1470 is directed to these problems.
We believe our recommended amendments pertaining to nurse an-
esthetists are very much in keeping with the purpose of President
Carter and of the Congress and would result in substantial savings to
the public.

In our opinion, recommendations for amendments to the Social
Security Act as they relate to reimbursement for anesthesia services
should accomplish three objectives. Specifically:

One, decrease total expenditures spent on anesthesia services by
the Government, or other third party payers;

Two, provide incentives to the providers of anesthesia to be as ef-
ficient as possible; that is, the lowest cost without adversely affecting
quality;

Three. improve the equity of the various parties involved.

We believe that the proposal which we have presented accomplishes
these objectives. However, we recognize that reimbursement of nurse
anesthetists on the basis of charges poses certain questions. For ex-
ample, a snggestion has been made that nurse anesthetists might move
away from salaried employment to self-employment if these amend-
ments were adopted.

This is unlikely to occur becanse of the many advantages identified
with an employed status, that is, job security, fringe benefits, malprac-
tice insurance coverage provided by the hospital, et cetera.

Second, the overall economic status to the hospital employed nurse
anesthetists will probably improve and thereby provide little incen-
tive to move away from an employed status. Because of these factors,
we believe our recommended amendments may well encourage more
nurse anesthetists to go from a seclf-employed to a hospital based
arrangement.

On the hottom of pages 8 and 9, we have given a specific example,
which T again will not read. of the kinds of reduction of total cost
which would result through the adoption of our proposed
amendments.

Mr. Chairman, I direet your attention to the middle of page 9, the
sentence beginning with “in this factual example.” The word “salary”
should be replaced with the word “income.”

We do believe that the proposal satisfies our three objectives, de-
creasing total expenditnres, maintaining quality and improving equity.

On the second half of page 9, we discuss the self-employed nurse an-
esthetist. Our previous testimony and statements discussed the role
of the self-employed nurse anesthetists who are called upon by hos-
pitals, or members of the surgical staff of hospitals. This occurs where
no anesthesiologist is available and where nurse anesthetists are not
employed by the hospital. or when additional anesthesiologists or nurse
anesthetists are needed. The present medicare and medicaid laws pro-
vide the rankest sort of discrimination against these health profes-
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sionals Under the law, a physician can bill the Government directly

for his services as an individual practitioner whereas a nurse anesthe-

:tlis!: who is fully qualified and renders the services is prohibited from
oing so.

A%etter from the chairman of this committee to Ms. Iris Berry,
CRNA and president, Georgia State Association, of Nurse Anesthetists
dated January 13, 1977, contained the following assurances to correct
this situation. “You will be pleased to know that, as one result of the
Finance Committee’s hearing on S. 3205, I have decided to make ap-
propriate changes in the revised bill so as to allow for an equitabll)e
reimbursement mechanism for those nurse anesthetistis who practice
their profession independent of hospital employment. I believe that
this (;v,i’II help resolve a substantial portion of the problems you
raised.

Our reading of the bill does not indicate that any improvement nas
been made. ‘

Mr. Chairman, in the following paragraph on page 10 we have again
stated our belief that a national study of all anesthetic services is
greatly needed. We attempted to bring about such a study. I wish to
read our specific recommendatiors which apply there. )

Though our recommendations here relate to the economic aspects
of the services provided by nurse anesthetists, we have a major and
continuing concern for the quality of these services. Substantial efforts
are being directed to the education of nurse anesthetists. Working with
the U.S. Office of Education, our council on accrediation is strivin
to continually improve the education provided. We have also devel-
oped a set of standards for nurse anesthetist practice.

We are continuing extensive programs of information and educa-
tion related to new procedures, new techniques and the like, and we
have in public testimony, urged the development of a national study
02031;3 quality of all anesthesia services, which we believe is badly
n .

Our council on practice has had correspondence and discussions
with the Department of HEW and following preliminary efforts by
a committee of knowledgeable Eersons, they met with representatives
of five sections of HEW who have a concern for anesthesia services
to d.icslcuss the possible assistance of the Department in financing such
a study.

Unfortunately, t;heiv1 have made little pmﬁss with HEW. It has
seemed to us inasmuch as the public is expending more than $2 billion
a year on anesthesia services and the service is provided in such life
and death situations that the Government would %ave a major interest
in seeing that a thorough study of the quality of anesthesia services is
made, We urge that this committee and the Congress in its report on
this bill direct the appropriate persons in HEW to see that such a
nationwide study is undertaken without further delay.

We have provided a summary statement of our testimony citing
Ef:lﬁc' recommendations, which we have presented. We appreciate

opportunity to once again bring our views to you and we would
be pleased to be of any possible assistance to the committee.

‘We ask that our complete statement be made a part of the record
of these hearings.
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Senator Taraance. Without objection, that will be done.

I am somewhat surprised by your testimony. I recall when we met
and I got staff working on this and we had a meeting with your organi-
zation I thought that we had reached agreement in what would be in-
corporated in the bill.

Mr., Constantine, would you relate what happened ?

Mr, CoNsSTANTINE. Since medicare’s enactment, there have been a
host of groups—dieticians, licensed practical nurses, physical thera-
pists, physician extenders, social workers, who want fee-for-service.

The general attitude has been that more fee-for-service would
generally be inflationary to the cost of the programs. Although physi-
cians are paid on a fee-for-service basis, that was an historic fact when
medicare was cnacted. In almost all other cases, health professionals
were a part of hospitals or other organized settings such as clinics.

The nurse anesthetists came in ang discussed certain problems with
us at a dinner meeting some 2 months ago which Mr. Kern of our staff
also attended. We told them at the outset that we did not believe the
staff conld recommend to the committee fee-for-service for nurse
anesthetists,

That was not the purpose of the meeting, we were told. They de-
scribed four problems to us. One was alleged exploitation by some
anesthesiologists who use nurse anesthetists extensively to provide the
anesthesia service and then the anesthesiologist bills and collect for
the nurse’s work. The leadership of the Society for Anesthesiology
recommended specific services, included in the bill, which an anesthesi-
ologist must perform to earn his fee and which would avoid that
exploitation.

The recommendations were incorporated verbatim, We believed, and
recommended to the committee, that they were fair and quite explicit.
As a matter of fact, the original recommendations were stronger than
we thought were necescary.

The second concern was that in larger hospitals they suggested that
nurse anesthetists be members of the hospital staff. That was prefer-
able to being employed by the anesthesiologist. The bill does contain
a provision toward that end. That is, in a hospital which is large
enough to have full-time nurse anesthetists where the anesthesiologist
carns a fee and uses a nurse anesthetist to assist him who is employed
by him. he is required to pay her out of his fee.

If he uses a hospital staff anesthetist, he still earns his fee but the
hospital pays the nurse and medicare and medicaid would pick that up
as a routine hospital cost. Obviously there is an incentive for the nurse
anesthetist to be employed by the hospital.

Another suggestion they made is that the committee should put
something in as to how much a nurse anesthetist should be paid by the
hospital. We suggested that that was merely a matter for negotiation,
just as other nurses negotiate with hospitals.

A third issue was the circuit-riding nurse anesthetist who serves
rural hospitals and hospitals too small to retain an anesthesiologist
and where there is no other source of service. We asked what the prob-
lem was there. They described two problems. One was, that in many
instances the hospitals were being billed by the nurse anesthetists for
services and medicare will recognize that as a reasonable charge to



363

the hospital as' an arrangement 'with others. We do p.a.fy for. that now,
but the hospitals were taking substantial percentages of those amounts
for the nurse anesthetist’s service for billing and collection purposes.

We believe that practice is contrary to present law and we have
asked the Bureau of Health Insurance to look into the matter. We
thought that that mifht be double digping, where the hospital takes
not only 30 percent of the nurse anesthetist’s charge but probably in-
cludes its own administrative costs as a hospital expense where the
Government pays for it again.

That is being looked at right now.

The other related aspect that they described to us was where the
surgeon who calls in the nurse anesthetist, bills for the anesthesia serv-
ice and then pays the anesthetist whatever proportion of that amount
he chooses to pay. We suggested to them that that was probably viola-
tive of an amendment that the Finance Committee put in the tax laws
in 1969 relating to fee splitting.

That is, if he billed $300 of which $100 was for the nurse anesthetist
and he gives her $50 and he rendered no service, in that regard, he
}nl'ga.y not deduct the $50 as an expense. The entire $300 is income to

1m.

Those were the principal problems which we understood and which
we discussed with the nurse anesthetists. We were not involved in a
discussion of fee-for-service for the services of nurse anesthetists. We
were involved in a discussion of avoiding exploitation, both in the
rural area, the smaller hospital area, and by anesthesiologists and in
relation to their concern that they be members of hospital staffs.

Senator TaLmapge. Senator Dole?

Senator Dore. I have listened to the testimony and also to Mr. Con-
stantine. I am sort of lost.

How are we going to save any money? Two billion dollars is a
great deal of money. I read your statement at the bottom of page 8
and the top of page 9. How much money are we going to save if we
adopt the su%gestions you made?

ou only have one example there. You say it is a factual example.

Ms, Ecrronp, Yes, it is, sir.

Mr. Wiurzamson. We had an economist, Senator, make a projection
from specific examples and he estimated the area of $200 to $300 million
would not be an unfair or unlikely savings that could result from the
approach that has been recommended here. This would come about
because there would be equity and efficiency since the fee would be
determined by the Secretary, and based undoubtedly, in relationship
to the training and experience of the individuals and not whether they
happen to be a physician or a nurse, which in itself could make con-
siderable difference,

I think that it would make it possible for the services to be revenue-
producing to hospitals and therefore, an incentive to them to be con-
cerned with who performs the anesthetic in a way that they are not
now. The services performed and billed by anesthesiologists would
be increasingly performed by nurse anesthetists and would be billed
at & much lower rate.

. I think in the situation where the nurse anesthetists perform six or
eight Ymcedures and are E:.ld a salary, but the anesthesiologist bills
his full fee, that would change appreciably, We believe all of these
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things together and the incentive to the hospital would result in very
substantial savings, Senator.

Senator DoLe. Are you in essential agreement with the statement of
Mr. Constantine? Do you have any different view?

Mr. Cavig. If a physician has utilized the services of a nurse an-
esthetist in a small community hospital; and if the physician cannot
get something for collecting the fee for the nurse anesthetist then he
refuses to collect and the nurse anesthetist has no alternative for being
paid, because they cannot bill themselves. They have no way to be
paid for their service.

Mr. Winrianmson, I think at a meeting you can come away with
different understandings of what you agree to, but in our reading of
the bill, we do not think it helps the individual nurse practitioner and
I think apparently Jay thinks it does.

As a matter of fact. the words added to the Lill, “who need not he
his employee,” would likely result in the Government’s paying twice
for one procedure. They would have to pay the anesthesiologist and
then the hospital would be entitled to bill a second time for the se1vices
of the nurse anesthetist. We do not see those words as helpme the
freelance nurse anesthetist at all, unless there is some other under-
standing, which we do not have, of those words.

Senator Taramance. I would like Mr. Constantine to comment on that.

AMe. CoxsraxTiNE. The point there is the nurse anesthetist who is
a salaried staff member is paid on a cost basis, fringe benefits and
other costs, not on a given procedure. The incentives in the hill are
obviously for the anesthesiologist to use u staff nurse and, in most eases,
in dis;:ussing the matter with the leadership of anesthesiology, they
agreed.

ng the same fee is paid for the procedure and in one instance the
anesthesiologist has to pay the employee out of his fee, and in the other
instance he does not have a pay, where we will wind up will be for
him in most cases—for large hospitals, not the smaller hospital, not
talking about that—that they will start to use, obviously. staff nurses.
The economic incentives—if that needs clarification——

Mr. WiLttaarsox. I think that is what we are saying. We think it
needs clarification. We do not think it will accomplish that purpose.

Senator Tararapce. Would you work with the staff and try to elarify
that?

Do you have any questions, Senator Curtis?

Senator Curris. No.

Senator Tarymance. Senator Dole ?

Senator Dore. Aside from that, you are in essential agreement with
what Mr. Constantine has started this morning You did not address
the one issue of fee-for-service? That was not the purpose of the
meeting, even though you raised it in this testimony.

Of course, we will consider it.

Aside from that, there is a basic understanding?

Mr. WiLiamson No, T would not say so, Senator—no. The area
that Mr. Constantine touched upon, the free-lance nurse anesthetist.
we do not think is clarified and the ability of hospitals to bill on a
charge basis is not clarified.

We do not think the economics for the nurse anesthetist are im-
proved at all. We thought, from our conversations, that they would be.
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Senator DoLe. You can still pursue that and try to clarify those
points. It would certainly be helpful to the members of the committee.

Mr. Wirrzamson. Yes. .

Senator TaLmange. Thank you very much. We appreciate your con-
tribution to our deliberations.

[The prepared statement of Ms. Ecklund follows:]

STATEMENT oF RUTH E. ECELUND, PRESIDENT OF THE AMERICAN ABSSOCIATION OF
NURSE ANESTHETISTS

BUMMARY

This statement constitutes a summary of our presentation to the Committee
concerning 8. 1470. We shall limit our remarks to those provisions of the Bill
dealing with anesthesia services for which we have a special competency and
particular interest. Secondly, we are submitting for consideration amendments
to the Social Security Act which would authorize the payment of charges by
Nurse Anesthetists under Title XVIII and XIX.

Purpose: To address and make recommendations to effect change which would
bring about equity and fairness and the removal of discrimination in the treat-
ment and reimbursement of Nurse Anesthetists for services rendered. The present
language of 8. 1470 may be interpreted in such a way so as to hinder the delivery
of quality anesthesia care to the American people.

Basis: Certifled Registered Nurse Anesthetists administer nearly half of all
anesthesia in the United States.

Sixty percent of the hospitals in the United States are without the services
of an American trained Anesthesiologist.

8. 1470 does nothing to change the existing and very unfair treatment accorded
Nurse Anesthetists under Medicare/Medicaid.

With the interest of the Administration and Congress in cost containment, it
would appear to be advantageous to look to those areas where the full potential
of health professionals can be realized without altering quality so as to reduce
the cost of health care to Government and the consumer.

The annual cost of anesthesia services is in excess of $2 billlon. Changes
achieved can result in savings of several hundred million dollars. The recom-
mendations we are making can result in such savings and, therefore, are fully
in the public's interest.

Recommendations

I. We recommend, therefore, that on page 31 line 18 the word “only” be inserted
between the words “physician” and “where”.

II. We recommend, therefore, that the language for activity (B) appearing on
lilne ?1 of page 31 be amended to read “writing an anesthetic management care
plan”,

III. We recommend, therefore, that the language of activity (C) appearing on
line 22 of page 31 be amended to read as follows: “personal participation in the
induction, management, and emergence and assuring that a qualified Nurse An-
esil:'lf;etist‘ perform any of the procedures which the physician does not personally
perform™,

1V. We recommend, therefore, that the words appearing on line 25 on page 31
“who need not be his employee™ be deleted.

V. We recommend, therefore, that the language appearing on lines 3—4 of page
82 by amended to read as follows: “remain physically available during the course
of anesthesia administration”.

VI. We recommend, therefore, that the language on lines 8-20 of page 32 be
made more specific 80 as not to diminish the quality assurances which the Bill
proposes and impede the administration of the Law.

VII, We recommend, therefore, that on line 13 of page 32 the words “another
individual” be deleted and the words “a qualified Nurse Anesthetist” be inserted.

VIII. We recommend, therefore, that amendments to the Social Security Act
submitted in this Statement be considered so as to prived equity and fairness to
Nurse Anesthetists and remove existing discrimination.

IX. We recommend, therefore, that the Law be amended to enable the self-
employed Nurse Anesthetist to bill directly for services in much the same way
as other individual practitioners.
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X. We recommend, therefore, that this Committee direct the appropriate per-
sons in H.E.W. to see that a nationwide study on the quality of anesthesia is ui-
dertaken without further delay.

We appreciate this opportunity to present our views to you and would be
pleased to be of all possible asistance in working with the Committee and its staft
to attain the very laudable goals set forth by the Chairman of the Committee in
the statement he made upon the introduction of the Bill.

Mr. Chairman, I am Ruh BE. Ecklund, CRNA, President of the American As-
sociation of Nurse Anesthetists and Chief Nurse Anesthetist, Family Hospital,
Milwaunkee, Wisconsin, Accompanying me are Ronald F. Caulk, CRNA, who is
President-Elect of the Association, J. Martin Stone, who is Executive Director of
the Association, and Kenneth Williamson, who is the Washington Consultant for
the Association. We appear here today in behalf of the Association.

The Association is a professional organization whose membership is com-
prised of Certified Registered Nurse Anesthetists (CRNA’s), practitioners and
educators who are engaged in anesthesia practice. The Association's two major
zoals, both of which serve the public interest, are, first, to promote the continued
existence of quality education in the schools of nurse anesthesia and, secondly, to
enhance and further develop the clinical skills of individual Nurse Anesthetists
to provide quality care for patients. This testimony suggests the Association i~
also directing its activities toward obtaining greater equity and degree of fairness
for Nurse Anesthetists which does not exist in the present Law,

Nurse Anesthetists are a major group in the delivery of anesthesia services.
There are over 16,000 practicing CRNA's and there are approximately 10,840 An-
esthesiologists (M.D.’s). The largest percentage of anesthetics administered to
patients in the United States is provided by Nurse Anesthetists, Approximately
16,500,000 surgical procedures were performed in 1974, and CRNA’s provided the
anesthesia services in 48.5 percent of these cases. In 40 percent of the hespitals
in the United States a Nurse Anesthetist is the sole provider of the anesthesin
services, working as a member of the operating team along with the surgeon in
performing a highly essential service to hospital patients.

In hospitals of less than 50 beds Nurse Anesthetists administered 67 percent
af the anestheties, in hospitals with from 50 to 90 heds 65 percent of the anes-
theties, in hospitals with 100 to 250 beds they administered 50.4 percent of fhe
anestheties, and in hospitals of over 250 beds they administered 42.5 percent of
the anesthetics. Thus, Nurse Anesthetists provided a substantial portion of the
total of the anesthesia care in the large medical centers where the most compli-
eated sureery is performed as well as in smaller hospitals.

Approximately 100,000 patients are receiving care each day in hospitals of less
than 100 beds. A substantial number of these patients, of course, do have surgieal
procednres requiring anesthesia services. As we have indicated. the anesthesin
required by these patients is in the main provided by Nurse Anesthetists and it is
to the Nurse Anesthetist that the surgeon looks for responsible competency in
providing this phase of an operation.

CRNA's are officially recoznized by the U.S. Department of FEdneation, the
Federation nf Specialty Nursing Organizations and the American Nurses' As-
socintion, the American Society of Anesthesiologists, the Americnn Hospital As.
soriation, the Ameriean Cnllege of Snrgenns and the Joint Commissinon on
Acereditntion of ITosiptals, The performance of CRNA’s and the aualitv of the
services they render is attested by their wide<nread use in nniversity medienl cen-
ters, eommunity hospitals. the veterans administration and armed servires.
CRNA’s by their education are fully prepared and competent to provide anes-
thesia services utilizing the various anesthetic agents. Attached for vour infor-
mation i= a copy of the Standards for Nurse Anesthesia Practice which gives a
good indication of the prenaration of the Certified Registered Nurse Anesthetist
and the snidelines hv which they practice. We have previously provided varions
summortive materials to the members of the Committee.

We wish at this time to divect onr testimonv to 8. 1470 and we will limit anr
enmments and recommendations to those nrovisions of the R which deal with
anesthesia services as a nart of section 12 entitled “Hospital-Associated
Phrsirisns” etartineg on pare 21 of the RV

Tn Tulv of Jost year. we appeared hefore the Committee and disenssed S, 3205,
We made a number of recommendations whirh we felt wonld imnrave the Bill
and ite administration, which rave snmea peenenition to the mainr rale af Nnree
Anestheticts and which., most fmportantly, were essential tn nroteet the pnhlie
and assnre quality of anesthesia services. We are, of conrse, quite disannainted
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that none of our recommendations are incorporated in 8. 1470. Thus, we believe
the same weaknesses exist.in 8. 1470 that were part of last year's. Bill. In vari-
ous ways, our reading of the Bill suggests that insufficient attention is directed
to the effect f the Bill's provisions upon patient care or the quality of that care.
Thus, §. 1470 shows no concern for half the patients recelving surgery because it
contains nothing pertaining to those professionals who provide the anesthesia to
these patients, the Nurse Anesthetists. Once again, the Bill does absolutely noth-
ing to bring a degree of fair treatment and equity to Nurse Anesthetists. In fact,
it totally ignores them. Therefore, we wish to present our specific comments and
recommendations,

We recommend that: : ;

1. On line 18 of page 81 the word “only” be inserted between the words
“physician” and “where” as it appeared in the Bill introduced last year. We be-
lieve that the deletidn of the word ‘“‘only” substantially changes the requirements
to be considered in stipulating those services to be “personally performed” by a
physician and is not in the public’s best interest. ;i

II. The language for activity (B) appearing on line 21 of page 31, be amended
to read “writing an anesthetic management care plan.” The present language
which requires the writing of a prescription would usly harm the orderly
process of providing anesthesia because Nurse .Anesthetisis cannot write pre-
seriptions, whereas they can and do formulate management care plans.

III. The language of actlvity (C) appearing on line 22 of page 31 should be
amended to read as follows: ‘personal participation in the Induction, manage-
ment, and emergence and assuring that a qualified nurse anesthetist perform any
of the procedures which the physician does not personally perfoxm ;"

This change would assure the continued presence of a qualified physician or
nurse anesthetist who would be responsible for the anesthetic throughout its full
course. The language of the Bill appears to be intended to assure the continued
presence of a qualified person who is requested by the physician to be responsible
for the anesthetic throughout the remainder of its course. The words qualified
“individual” do not provide such assurance and therefore, we have recom-
mended that the Bill stipulate that a “‘qualified nurse anesthetist” perform any
of the procedures which the physician does not personally perform. This is
absolutely essential to protect patients and assure quality of care which the
present language of the Bill may deny.

IV. That the words “who need not be in his employee” which appear on line
25 of page 31 be deleted. Our reading and attempts to find a meaning of the words
left us confused. We do not believe that they serve any desired purpose, nor
are they in any way beneficial to patients. In contrast to the purpose of the Bill,
these words will likely result in the government paying twice for the anesthesia,
i.e., the physician could ecollect his fee and in addition the hospital could bill the
government for the costs of the Nurse Anesthetist. We believe also that words
“less demanding” in this same sentence are most demeaning and misleading. Our
concern is for the patients and there are no minor or less important aspects of
their anesthetic.

V. The language of lines three and four on page 32 should be amended to read
as follows: “remaining physically available during the course of anesthesia ad-
ministration”. Just as activity (E) requires the physician to remain “physi-
cally available”, such physical availability is absolutely essential throughout
the course of the anesthetle.

VI. The language of S. 1470 commencing on line 8 of page 32 with the words
“provided however”, substentially diminishes the gquality assurances which the
Bill proposes in (Activity A through F) and vitiates what we belleve is surely
a central purpose of the Bill, that of assuring quality of patient care. The
language of this Bill commencing on line 8 and continuing through line 20 on
page 32 is meost unclear as to its purpose. It is unclear as to whether the language
is intended to refer to reimbursement procedures for physiclans or is also in-
tended to include quality of practice. We believe this uncertaintly will result in
making the administration of the law very difficult. The language may read as
permitting a: physician.to be responsible in whole or in part for the anesthetic
being administered to gix different patlents simultaneously only one of which
he is required personally to-administer, This is simply not. good practice and. cer-
tainly it ig:not in the best.interest of the patient. We believe the language needs
to be much more specific. ;, - . : ) . G =
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VIL The words “another individual” appearing in line 13 on page 32 be deleted
and the words *a qualified Nurse Anesthetist” be inserted. Such activities as
those enumerated in (A)-(F) of the Bill are in a great many instances per-
formed DLy the Nurse Anesthetist. In nearly half of all the anesthetics admin-
istered, an Anesthesiologist is neither present nor available.

For ease of reading, we have appended to this testimony a statement incor-
porating the recommended changes in the language in Section 12 of the Bill

(Appendix A).
EQUITY & FAIRNESS FOR NURSE ANESTHETISTS

Mr. Chairman, over the past several years, we have met with representatives
of the Social Security Administration. We have also spent a great amount of
tinme in discussion with the staff of the House Ways and Means Committee and
the Senate Finance Committee and we have given testimony at hearings before
both committees. In all of this, we have tried to provide some understanding of
the role of the Nurse Anesthetists and of what we believe to be a simple right
for them to be accorded fairness and equity under the Law. Notwithstanding
all of the<e efforts, we were advised that it was unlikely that our appeals for
fairness and equity and removal of diserimination would be entertained unless
we provided specific legislative language. Therefore, we turned to a highly skilled
and experienced draftsman who performed such activities for the Congress for
a number of vears and he drafted the specific recommendations for amending
Titles XVIIT & XIX of the Social Security Act which we wish to present.

It is recommended that the Soeial Security Act be amended to authorize the
payment of charges by Nurse Anesthetists under Title XVIII and XIX of that
At

Section 1814(b) of the Social Security Act is amended by inserting immedi-
ately below parvagraph (2) thereof the following: “Notwithstanding paragraph
(1) of this subsection, a hospital which uses the services of a nurse anesthetist
wha is its employee may be reimbursed for such service on the basis of a fee
~chedule established by such hospital which provides for payment to the hospital
for <uch services in amounts not exceeding the reasonable charge therefor as
set forth in the last sentence of Section 1842(b) (3).”

See. 2. The last paragraph of Section 1812(b) (3) of the Social Security Act
iz amended by adding at the end thereof the following new sentence : “The charge
for the services of a nurse anesthetist shall be deemed to be reasonable if such
charge does not exceed the percentage of the charge for those services which
could have been made by a physician who is a Board Certified Anesthesiologist
which the Secretary determines is reasonable.”

Sec. 3. Section 1861(b) of the Social Security Act is amneded (1) by strik-
ing out “and" at the end of paragraph (4), (2) by striking out the period at
the end of paragraph (5) apd inserting in lieu thereof”; and”, and (3) by insert-
ing immediately below paragraph (5) the following: “(5A) the service of a
nurse anesthetist who is not an employee of the hospital.”

Sec. 4 (a) Section 1861 (s) of the Social Security Act is amended (1) by strik-
ing out “and"” at the end of paragraph (8), (2) by striking out the period at the
end of paragraph (9) and inserting in lieu thereof”; and”, (3) by redesignating
paragraphs (10) and (11) as paragraphs (11) and (12), respectively, and (4)
by adding below paragraph (9) the following:

“(10) the services of a nurse anesthetist who is not an employee of the hos-
pital in which the services are performed.”

(h) Section 1864(a) of the Socia! Security Act is amended by striking out
(10 and (11)" and inserting in lieu thereof “(11) and (12).”

Nec., 5. Rection 1902(a) of the Social Seenrity Act is amended (1) hy striking
out “and” at the end of paragarph (35), (2) by striking out the period at the
end of paragraph (36) and inserting in lieu thereof "; and”, (8) by insert-
ing immediately below paragraph (36) the following :

"l3_T) Provide with respect to the services of a nurse anesthetist employed hy
a hosiptal that the hospital may bill separately and be reimbursed for such serv-
ices in amounts not more than the reasonahle charge for such services as deter-
mined under the last senfence of Section 1842(b) (8), and provide with respect to
the services of a nurse anesthetist not employed by the hospital, that such nurse
anesthetist may bill separately and be reimbursed for such services in amounts
not more than the reasonable charge for such services as determined under the
last sentence of section 1842(b) (3).
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Sec. 6 (a) Section 1905(a) of the Social Security Act is amended (1) by strik-
ing out “and” at the end of paragraph (18) (2) by inserting “and” imnu_adlately
after the semicolon at the end of paragraph (17) ( and (3) by inserting immedi-
ately below paragraph (17) the following: “(18) the services of nurse
anesthetists ;”,

(b) (1) Section 1802(a) (13) (B), and Section 1902(a) (13) (1) of such Act are
each amended by lnserting”, and in clause (18),” immediately after “(5).”

(2) Section 1902(a) (14) (1) of such Act is amended by inserting”, and in
clause (18),” immediately after “(7).”

EXPLANATION OF THE ABOVE AMENDMENTS

In general, the amendments recommended do three things, First, they permit
hoepitals to charge separately under Medicare and Medicaid for the services of
nurse anesthetists who are employees of the hospitals. Second, they permit nurse
anesthetists who are not employees of the hospitals where they perform their
services to bill directly for their services under Part B and under Medicaid.
Third, the amendment states that the charge for the services does not exceed the
percentage of the charge for those services which could have been made by a
Board Certified Anesthesiologist physician determined by the Secretary to be
reasonable.

The amendments are contained in six sections, as follows:

The first section amends Section 1814 (b) of the Social Security Act. That
section today provides limitations on reimbursement to providers of services.
The amendment provides that hospitals may be reimbursed for the services of
nurse anesthetists who are their employees on the basis of a fee schedule, rather
than the hospitals including their salaries as a part of their overall costs in
determining “reasonable costs”.

Section 2 provides that the charge for the services of a nurse anesthetist,
whether the anesthetist is an employee of a hospital or provides services as an
independent contractor with a hospital, shall be deemed to be reasonable if they
do not exceed a percentage, determined by the Secretary to be reasonable, of
what would be a reasonable charge for the same services if rendered by a physi-
cian who is a board Certified Anesthesiologist.

The first section of the Bill deals with the situation where the nurse anesthetist
is an employee of the hospital ; sections 8 and 4 deal with the situations where
the nurse anesthetist is an independent contractor.

Section 3 of the Bill amends section 1861 (s) of the Act to provide that the
services of a nurse anesthetist shall not be considered to be “inpatient hospital
services” unless the nurse anesthetist is an employee of the hospital.

The amendment made by section 3 then tles in with the amendment made by
section 4, which amends section 1861 (s) of the Act to provide that the services
of a nurse anesthetist shall be considered to be “medical and other health serv-
ices” for which reimbursement may be provided under Part B except where the
nurse anesthetist is an employee of the hospital where the services are
performed.

Section 5 of the Bill amends section 1902 of the Act to provide for the amend-
ment of State plans to provide for direct reimbursement to nurse anesthetists
who are hospital employees, and for reimbursement to hospitals for services of
nurse anesthetists who are their employees, in amounts for their services up to
the reasonable charge for those services prescribed by the amendment made by
section 2 of the Bill,

Section 6 amends section 1805 of the Act to include the services of a nurse
apesthetist as among those services for which reimbursement may be provided
under State plans, and the amendments made by subsections (b) and (¢) provide
that the State plans must provide for services of nurse anesthetists.

Our recommendations set forth above were drafted in such form that they
could be presented as a separate Bill. We hope, however, Mr. Chairman, that the
language will be Included as a part of 8. 1470. Thus, the Bill would deal with
Anesthesiologists and their role; and an additional section will deal with Nurse
Anesthetists and their role. )

President Carter and his Administration have expressed their great concern
for the increasing costs of health services, The Congress has also done so and,
in part at least, 8. 1470 is directed to these problems. We belleve our recom-
mended amendments pertaining to Nurse Anesthetists are very much in keeping
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with the purpose of President Carter and of the Congress and would result in
substantial savings to the public.

In our opinion recommendations for amendments to the Social Security Act
as they relate to reimbursement for anesthesia services should accomplish three
objectives. Specifically—

(1) Decrease total expenditures spent on anesthesia services by the Gov-
ernment (or other third party payers) ;

(2) Provide incentives to the providers of anesthesia to be as efficient
ar poussible (that is the lowest cost without adversely affecting quality) ; and

(3) Improve the equity of the various parties involved.

We believe that the proposal which we have presented accomplishes these
objectives. However, we recognize that reimbursement of Nurse Anesthetists on
the basis of charges poses certain questions, For example, 2 suggestion has been
made that Nurse Anesthetists might move away from salaried employment to
self-employment if these amendments were adopted. This is unulikely to occur
because of the many advantnges identified with an emploved status i.e, job
security, fringe benefits, malpractice insurance coverage provided by the hospi-
tal, ete. Secondly, the overall economic status to the hospital emplored Nurse
Anesthetists will probably improve and thereby provide little incentive to move
away from an employed status. Because of these factors we believe our recom-
mended amendments may well encourage more Nurse Anesthetists to go from
a self-employed to a hospital based arrangement.

While it is recognized that salaries of Nurse Anesthetists may increase, the
net effect should be a significant reduction in the total cost for anesthesia serv-
ices. An actual example inay make this more meaninzful. A 200 bed hospital in
a large metropolitan area has one Anesthesiologist and three Nurse Anesthetists
on its staff. Last yvear the Anesthesiologist received $£160.000 for his services
and each of the Nurse Anesthetists received, on the average, a =alary of 220,000
{total 860,000), Therefore, the total enst for professional servieces was 220,000,
Assuming that the salaries of the Nurse Anesthetists increased to §25.000 (total
NXT2.000) as a result of our proposal to allow hospitals to bill eharges for their
sorvices and assuming that the Secretary of H.E.\W. authorized the hospital tn
hill 20r% ahove eost, the charge for Nurse Anesthetists’ services would he 290,000
(RT3.000 4+ 215,000). Secondly, assume that the Anesthesinlogist was paid 220,000
hy the hospital for supervisory services. The total hospital cost for anesthesin
zerviee~ nomld be $110.000 (£00,0004+%20.000). In addition, assume the Anesthe-
siolomist pravided services directly to patients and billed 260.000 for these serv-
ices. The total eost for anesthesia services would be $170.000 ($90.000-4-%$20,000-+
£60,000) for a net savines of $30,000 ($220,000—$170,000) in this one hospital.

Present Proposed

Nurse anecthetists:
Fatsmono. ... PO ——

3 at $25,000 plus 20 percent. ... $30, 000

Anesthesiologist
Billed fees. . 60, 000
Supervision.. _ 20, 000
TR R s o o S A B e S R e i 220,000 170, 000

Tn this factual example, there is no denying that the =alary of the Anesthe-
siologist will be affected. We would not want to speeulate on whether $80.000
is adequate compensation for this medical specialty. We do helieve that the pro-
po=al satisfies our three objectives i.e,, decreasing total expenditures, maintain-
inz guality, and improving equity.

SELF EMPILOYED NURSE ANESTHETISTS

Our previous testimony and statements discussed the role of the self-employed
Nurse Anesthetists who are called npon by hospitals, or members of the surgi-
cal staff of hospitals. This occurs where no Anesthesinlogist is available and
where Nurse Anesthetists are not employed by the hospital, or when additional
Anesthesiologists or Nurse Anesthetists are needed. The present Medicare and
Medicaid Laws provide the rankest sort of discrimination against these health



371

professionals. Under the Law a physician can bill the Government directly for
his services as an individual practitioner whereas a Nurse Anesthetist who is
fully qualified and renders the services is prohibited from doing so.

A letter from the Chairman of this Committee to Ms. Iris Berry, CRNA, dated
January 13, 1977 contained the following assurances to correct this situation.

“You will-be pleased to know that, ag one result of the Finance Committee's
hearing on 8. 3203, I have decidéd to make appropriate changes in the revised
bill so as to allow for an equitable reimbursement mechanism for those nurse
anesthetists who practice their profession independent of hospital employment.
I believe that this will help resolve a substantial portion of the problems you
raised.”

Our reading of the Bill does not indicate that any improvement has been
made.

QUALITY OF ANESTHESIA SERVICES

Though our recommendations here relate to the economic aspects of the serv-
ices provided by Nurse Anesthetists, we have a major and continuing concern
for the quality of these services. Substantial efforts are being directed to the
education of Nurse Anesthetists. Working with the U.8. Department of Edu-
cation, our Councll on Accreditation is striving to continually improve the edu-
cation provided. We have also developed a set of standards for nurse anesthesia
practice. We are continuing extensive programs of information and educatjon
related to new procedures, new techniques and the like, and we have in public
testimony, urged the development of a national study of the quality of all an-
esthesia services, which we believe is badly needed. Our Council on Practice
has had correspondence and discussions with the Department of HE W, and
following preliminary efforts by a committee of knowlegeable persons, they met
with representatives of five sections of H.E.W. who have a conc¢ern for anes-
thesia services to discuss the possible assistance of the Department in financ-
ing such a study. Unfortunately, they have made little progress with HE.W. It
has seemed to us inasmuch as the public is expending more than $2 billiop a
year on Anesthesja Services and the service is provided in such life and death
situations that the Government would have a major interest in seeing that a
thorough study of the gquality of anesthesia services is made. We urge that this
Committee and the Congress in its report on this Bill direct the appropriate
persons in H.E.W. to see that such a nationwide study is undertaken without
further delay.

We appreciate this opportunity to once again bring our views to you and we
would be pleased to be of any possible assistance to the Committee. We ask
that our complete statement be made a part of the record of these hearings.

APPENDIX A

REvISED SECTION 12 oF 8. 1470 INCORPORATING THE CHANGES IN LANGUARE
RECOMMENDED BY AMERICAN ASSOCIATION OF NURSE ANESTHETISTS

Hospxnn-hsmam PHYSICIANS

‘Sec. 12. (a) (1) Section 1861 (q) of the Social Security Aet is amended by
adding “(1)" immediately after “(q)” and by adding, immediately before the
period.at the end thereof, the following :

*; except that the term does not Include any service that a physiclan may
perform as an educator, an executive, or a researcher; or any professional
patient care service unless the service (A) is pergonally’ performed- by or
personally directed by a physician for the benefit of the patient and (B) is of
such nature that its performance by a physlclan is customary and appropriate”.

(2) Section 1861 (q) is amended by adding the following paragraphs at the
end:

“(2) In the case of anesthesiology services, a procedure would be considered
to' be ‘personally performed’ in. its entirety by a physlchm only where the
physician performs the following actlvitlea :

“(A) Preanesthetic evaluation qf the patient. .

“(B) Writing an ahnesthetic management care plan.
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“(C) Personal participation in the induction, management, and emergence
am} assuring that a qualified nurse anesthetist performs any of the procedures
which the physician does not personally perform.

“(D) Remaining physicially available during the course of anesthesia ad-
ministration.

*(E) Remaining physically available for the immediate diagnosis and treat-
ment of emergencies.

“(F) Providing indicated postanesthesia care.

Provided, however, That during the performance of the activities deseribed in
subparagraphs (C), (D), and (E), the physician is not responsible for the
care of more than one other patient. Where a physician performs the activities
described in subparagraphs (A), (B), (D), and (E) and a qualified Nurse
Anesthetist performs the activities described in subparagraph (C), the physi-
cian will be deemed to have personally directed the services if he was respon-
sible for no more than four patients while performing the activities described
in subparagraphs (D) and (E) and the reasonable charge for his personal
direction shall not exceed one-half the amount that would have been payable if
he had personally performed the procedure in its entirety.

Senator Taraapce. The next witness is Dr. Richard Ament, presi-
dent, American Society of Anesthesiologists.

Doctor, if you will insert your full statement in the record and sum-
marize 1t 1n 10 minutes in the interests of time, we would appreciate it.
I want to thank you and the American Society of Anesthesiologists
for your cooperation in drafting this bill.

I am a bit confused. The nurse anesthetists, from whom we have
just heard, want to be paid on a fee for service seemingly based on the
claim that they do the same thing that you do. I would like to ask
you, an anesthesiologist, for your views on this.

Are these practitioners equivalent colleagues?

STATEMENT OF DR. RICHARD AMENT, PRESIDENT, AMERICAN
SOCIETY OF ANESTHESIOLOGISTS

Dr. AmexnT. I would like to reserve the opportunity to submit a state-
ment relative to the statement Ms. Xcklund presented for this
committee.

Senator TaLmapce., If you will, we would appreciate it.

Dr. Ament. I will comment, however, on the specific question. I
would note that Ms. EckInnd made no reference to the fact that most
state laws, including Georgia, by the way, make the acts of nurse
anesthetists the responsibility of physicians, who exercise medical
judgment in directing the acts of nurse anesthetsists; and that also
there are new types of physician extenders that will be provided com-
parable functions in increasing numbers—restricting the law in the
manner that the AANA has suggested would restrict the activities of
these new individuals.

I would also suggest that we have provided to My, Constantine ma-
ierials that indicate the difference between anesthesiology and nurse
anesthetists and I would appreciate it if that material were incorpo-
rated into the record.

Senator Tarmapee. Without objection, it will be inserted into the
record at this point.

[;21;[9} material referred to follows. Oral testimony continnes on
p. 385.
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Cox, LANGFORD & BROWN,
Washington, D.C., June 16, 1977,
Hon. HERMAN E. TALMADGE,
U.8. Benate,
Washington, D.O.

DEAR SENATOR TALMADGE ;: At the hearings on 8, 1470 held on June 10, 1977, you
invited the American Soclety of Anesthesiologists (ASA) to comment, for the
record, on the testimony presented at those hearings by the American Association
of Nurse Anesthetists (AANA). ASA welcomes the opportunity to do so, and has
asked me to submit these comments on its behalf, The text of this letter has also
been approved by Dr. Richard Ament, President of ASA. Accordingly, we would
appreciate the insertion of this letter mnd its enclosures into the record of the
hearings.

The thrust of the AANA testimony to your Subcommittee is not new to ASA.
AANA, in pursuit of economic objectives on behalf of its membership, has for
approximately the past two years engaged in an aggressive campaign in every
available forum (including the United States Congress) to call attention to the
health care services belng provided by nurse anesthetists. ASA does not dispute,
nor should it dispute, AANA’s right to engage in this campaign on behalf of its
membership,

Both in the hearings on 8. 1470 and in other forums, however, AANA has un-
fortunately chosen, as a principal theme of its campaign, a continuing effort (1)
to aggrandize the actual and medically appropriate role of nurse anesthetists
in the delivery of anesthesla care, and correlatively, (2) to convey the impression
that no essential difference exists between the services provided by nurse
anesthetists and those provided by anesthesiologists. To this latter thrust, ASA
takes the most serious exception, and strongly suggests that by is attempts to
bolster this distortion through infinite repetition, AANA badly disserves a medi-
cally sound administration of the Medicare and Medicaid programs.

At the request of the Senate Finance Committee staff, ASA prepared some
weeks ago a detailed statement of the radical differences in training, clinical
experience, and qualifications of nurse anesthetists, on the one hand, and
anesthesiologists, on the other. A copy of this statement is attached to this letter
as an enclosure.

As explained in the enclosed statement, anesthesiologists are physicians, who
prior to beginning their practice have specialized as residents in anesthesiology
for two to four years, after basic training in the sciences as pre-medical under-
graduates and after being trained as general physicians in four years of medieal
school and an additional period of one to two years in internship. By contrast,
nurse anesthetists are nurses who have received 18 to 24 months of basic tech-
nique-oriented training in the administration of anesthetic agents.!

From the point of view of Medicare and Medicaid relmbursement, and from
the perspective of quality of patient care in those programs, the important ques-
tion is not, however, the respective lengths of training which anesthesiologists
and nurse anesthetists have received, but rather what that training prepares its
reciplents to do. In brief, anesthesiologists are trained and qualified to provide
total anesthesia care as physicians, including the evaluation, diagnosis, and treat-
ment of the patient from an anesthesia perspective, Nurse anesthetists, on the
other hand, are trained only to administer anesthetic agents and to monitor
certain routine body functions. They are neither trained in, nor possess, the
disciplines of pharmacology nor physiology necessary to the provision of total
anesthesia care.

The services which anesthesiologists render, over and above administration of
the anesthetic agent and the monitoring of body functions (which actually con-
stitute a relatively small portion of total anesthesia care) are critical in all
three states of the anesthesia plan: preoperative, intraoperative, and postopera-
tive. Thus, when the patient first enters a hospital, an anesthesiologist physically
examines and medically diagnoses the patient from an anesthesia perspective—a

1ASA has been active in its efforts to improve the gna.‘uty of this training, which in
many schools of nurse anesthesla has not involved significant physlcian input, and has not
been subjected to necessary critical evaluation, Attached to this Jetter 1s a recent presen-
tation by ASA to the Council on Post-Becondary Accreditation, dealing with this subject.
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perspective quite different from that of the surgeon. Based upon that examina-
tion, he prescribes an auvesthesia plan to meet the needs of both the surgeon
and the patient. He may also prescribe preoperative medications at this point.
(See pages 4 and 5 of the enclosed memorandun. )

In the operating room or obstetrical suite, an anesthesiolngist continues to
evaluate and treat the patient on an individual basis. For example, in a pro-
longed operation, an anesthesiologist may keep the puatient in a relatively light
stage of anesthesia for the major portion of the anesthesia, but may utilize a
deeper stage of anesthesia during certain eritical moments. Deterinining the
length and depth of anesthesia that a particular patient can withstand at a par-
ticular moment requires medical skill and judgment of the most exacting caliber.
{Other examples of the intraoperative services routinely rendered by an anesthe-
sinlogist are contained in page 3 of the enclosed memorandumn).

Finally, during the postoperative period, an anesthesiologist supervises the
equally critical process of emergence, monitors the patient for after-effects of
anesthesia and surgery, and immediately administers acute care whenever re-
quired. This process requires an understanding of the degree of respiratory and
circulatory depression the patient has undergone, as well as the medical knowl-
edge and judgment to deal with emergencies and abnormalities.

All of the elements of anesthesia care listed above must be performed by a
physician. If an anesthesiologist is not available, then they must be performed
by the surgeon. A nurse anesthetist is not qualified, legally or as a medieal
matter, to perform any of these functions. (In faet, due to the increasing com-
plexity of anesthesia techniques and the growing number of anesthesia drugs—
all potentially lethal—even the surgeon frequently does not have the knowledge
or the time to prepare or implement an optimal anesthe<ia plan.)

ASA does not dispute the fact that a properly trained nurse anesthetist can
play a valuable role in the execution of the anesthesia plan, but if, and only if,
that role is carried out under the direction of a licensed physician—preferably
an anesthesiologist. AANA in its statement makes reference to the fact that
certain apparently large percentages of the anesthetics administered in this
country a