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MEDICARE AND MEDICAID

TUESDAY, APRIL 14, 1870

«

7.8, SENATE,
SuscoMMrrree oN Mebrcake-Mepteam
or 11y CoMyirrer ox FINANCE,
Washingtow, DA,

The subcommittee met at 10 aan., pursnant to call, in room 2221,
New Senate Oftico Building, Senator Abraham A. Ribicotl, presiding.

Present : Senators Long, Talmadge, Ribicoft, Byrd, Jr., of Virginin,
Williams of Delawarve, and Curtis. »

Senator Rieicorr. ‘The hearing will come to order.

For many months, the Committee on IFinance has been condueting
an extensive review of the medicare and medicaid programs, Beeanse
of the importance of the issues raised by these programs--highlighted
by oflicial estimates of long-range cost overruns of %216 hillion and
sharply 1‘is’in% part B premiums in medicare—there has been created
a special ad hoc subcommittee to concentrate its attention on these
programs,

The pm"‘)ose of the subcommittee ix to determine the problems con-
fronting these programs, analyze them, and seek solutions so that
medicare and medicaid can do a better job—and a more ceonomieal
one—of meeting the needs of our older population.

Today we are going to hear from some of the carrier organizations
who administer part B of medicarec—the supplementary medieal in-
surance plan for payment of doctor bills. Tomorrow we will hear
from the interme({im'ies who are concerned with paying medicare’s
hospital, extended-care facility, and home health ageney bills,

These are the private companies and organizations to whom the
I'ederal Government has entrusted the responsibility for proper dis-
bursement. of billions of dollars in public funds. ‘These are the agents
to whom millions of social security beneficiaries justifiably look for
prompt and fair servicing of their medicare clnims.

‘The recent report of our stafl, as well as reports of the Department
of Health, Education, and Wwel fare, clearly indicate that some car-
riers and intermediaries are not fully discharging, or efticiently meet-
ing, their responsibilities to the Federal Government and medicare's
beneficiaries. Other carriers and intermediavies, however, are doing
an_oxcellent job—sometimes under most difficult conditions,

If we can learn the causes of dissimilar performance by carriers
and intermediaries entrusted with similar responsibilities, then per-
haps we can insure n more smoothly functioning system of settling
claims under the medicare program.“This, in turn, can help eliminate
much of the dissatisfaction expressed by doctors that their medical

(163)
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indgments are being unfairly questioned by nonmedieal personnel.
Similarly, n more smoothly functioning payments system can help
dispel complaints by beneficiaries that medieare is not paying what
they helieved it would pay.

We will be also interested in finding ont from carriers and inter-
mediaries which aspeets of the medicare legislation, regulations, in-
struetions, and social security administration they believe to have
hampered eflicient administration of medieare. We will be interested
(o hear any general or speeific recommendations they may have for
improvements in medicare's present striiéture and operation.

The first. witness this morning is a panel of spokesmen representing
the carrier group of the Health Insurance Association of America.
Will those who represent the carrier group please come forward and
tuke places at. the witness table?

Senator Williams, any comments you would like to make?

Senator WinLtams, No, thank you.

Senator Rimicorr. Senator Talmadge.

Senator ‘T'aryapar. No, sir. S :

Senator Risrcorr. We will include at this point in the record the
committeo’s press release announcing the formation of the new ad
hoe subcommittee.
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PRESS RELEASE

FOR IMMEDIATE RELFASE COMMITTEE ON FINANCE
March 23, 1970 UNITED STATES SENATE
2227 New Senate Office Dldg.

COMMITTEE ON FINANCE ANNOUNCES
MEDICARE - MEDICAID SUBCOMMITTEE :

Senator Ruesell B, Long (D., La,), Chairman of the Committee
on Finance, announced the formation of a five-member ad hoc subcom-
mittee to continue the Committee's legislative overosight inquiry into the
Medicare and Medicaid programa,

He reported that at his request, Senator Clinton P, Anderson
{D., N,M.) agreed to serve as Chairman of the Subcommittce. The
Finance Committee Chairman said: "No Senator is better qualificd to
direct this vital subcommittee cffort than the 'father of Medicare’,
Senator Clint Anderson, Scnator Anderson is justifiably proud of his
ichild' but as any responsible parent he wants to make sure that it grows
up properly," Other members of the subcommittee will be Senators:
Russell B, Long; Abraham Ribicoff (D., Conn.); John J, Willlama
Rep,, Del,); and Wallace F, Bennett (Rep., Utah), The subcommittee
mernbership includes the Finance Committee's ranking Senators along

with Senator Ribicoff, a former Socretary of Health, Education and
Welfare,

Both Senators Long and Anderson noted that the subcummittee
structure offers an opportunity for sharper and more extensive focus
on the serious problems confronting the two Federal health care financing
programs during the continuing hearings on Medicare and Medicaid,

Senator Andorson emphasized that the search for control over
the costs of these major health programs has been and would continue
to be conducted on a bipartisan basis, In that rcgard, he said: "All
members of the subcommittee share common concerns with respect to
Medicare and Medicaid, Those programs are worthwhile and are here
to stay, but they are expericncing serious and costly difficultics which
require responsiblc action, Theso difficultics can be corrected if we
act promptly, and Medicare will be a better program for it. I think we
are all generally agreed that we will not vote the now taxcs which have
beon requasted to cover the cnormous doficit in Medicare's financing
without first attempting to develop appropriate and offective mecans of
moderating Medicare's runaway costs, The subcommittee and the full
Committee are fully prepared to mect their responsibilities to the Senate --
to the taxpayers -« and to the beneficiaries who depend upon Medicare
and Medicajd, Wo will be fair -- but we will be firm,"

Senator Long stated t).at the Medicare-Medicald subcommittee
would hold hearings on Tuesday, April 14 and Wednosday, April 15, at
which time it will hear from the private health fnsurance companies
who function as intérmediaries and carriers in the adminfstration
of Mecdicare,
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Senator Rintcorr, Will you gentlemen identify yourselves and the
company you represent. ¢

STATEMENT OF WILLIAM C. WHITE, JR., VICE PRESIDENT, GOV-
ERNMENTAL HEALTH PROGRAMS, PRUDENTIAL INSURANCE CO.
OF AMERICA; ACCOMPARIED BY BEN PATTERSON, VICE PRESI-
DENT, HEALTH INSURANCE BENEFITS, MUTUAL OF OMAHA
INSURANCE CO.; AND PAUL HAWKINS, WASHINGTON COUNSEL,
HEALTH INSURANCE ASSOCIATION OF AMERICA

Mr. Warre, Mr, Chairman, I am William C, While, Jr., vice presi-
dent, governmental health programs, Prudential Insurance Co. of
America. I am accom mnie(, by Mr, Ben Palterson, vice president,
health insurance benefits, Mutual of Omaha Insurance; and on iny
right, Mr. Paul Hawkins, Washington Counsel of the Health Insur-
ance Associntion of America, We hoped to have M. Ialverson, who
is exccutive vice president of the Occidental Life Insurance, and chair-
man of the committee, but he is unavoidably detained in Chicago. Mr.
Patterson-is -vice chairman of the committee, and chairman of the
governmental relations subcommittee.

The medicare administration committeo is composed of represent-
atives of the following insurance companies:

Acina Life & Casualty

Mutunl of Omaha Insurance Company
Natlonwide Mutual Insurance Company

The Prudential Insurance Company of Amerjea
The Travelers Insurance Company

Connecticut General Life Insurance Company
Continental Casualty Company

Equitable Life Assurance Soclety of the United States
General Amerlcan Life Insurance Company
Metropolitan Life Insurance Company ,
Qccldental Life Insurance Company of California
Pan-Auerlean Life Insurance Company, and
Union Mutual Life Insurance Company

Colectively, these 13 carriers administer part B—supplementary
medical insuranco—benefits for approximately 8 million Eoneﬁciaries,
including all railroad retivemont beneficiaries, who are served by The
Travelers Insirance Co. The first five companies named also serve as
fiscal intermediaries for hospitals, home hea‘lh agencies, and extended-
care facilities under part A—hospital insurance benefits.

Just nboul 4 years ago we wore tooling up to begin administration of
medicare. There were many problems in the beginning, and perhaps
the most important one at that time was finding the means to handlo
the treimendous volume of claims submitted by beneficiaries, Mis-
takes wore madoe, as could be expected in the initiation of any new pro-
gram of this magnitude,

The law is a complex one, requiring interpretations in the form of
regulations and Yroceduml rules, many of which could not be devel-
oped until there had been some practical experience in administering
the program.

We have been privileged to have the support and cooperation of
the Bureau of Iealth Insurance of the Social Security Administra-
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tion. Also, as earriers and intermediaries, we have worked closely with
the organizations representing the prm'iciors of health cave.

Despité the problems encountered in launching such a massive pro-

ram of health-care financing, substantial progress has been made
ﬁm‘ihg the past 4 years. We El"m\'c become more cfticient, thereby re-
ducing the processing time for claims. Also, we have been able to de-
velop better methods of defermining reasonable charges on which bene-
fit payments are based.

Wo believe that medicare has been a fine program for the elderly
beneficiaries and are proud that we have a part in its administration.
~ As in any program of the tremendous size and scope of medicare,
there are numerous improvements which can be made both in admin-
istration and i benefits. Your committee’s stafl has presented a report
making recommendations in-these areas, and we welcome the oppor-
tunity to comment on this réport and also to make additional recom-
mendations which we hope will be helpfitl to the committee.

In the interest of oi"(llerly presentation, we are dividing our testi-
mony into two sections, one referring to part A and the other refer-
ring to part B.

Part A

Toxtended-care benefits: One of the most serious problems arising
under part A stems from the extended-care provision of the law. One
of the major problems is created by the misunderstanding by physi-
cians, providers, and beneficiaries of the limited scope o extended-
care services for which the program provides benefits. There is a gen-
oral impression that the program provides benefits for general nursing-
home cave rather than only the continuous skilled nursing care, which
is really an extension of acute hospital care, as provided in the law.
"This creates serious and costly difticulties in the administration of the
program, S

Tt hins been said that as many as 50 percent of medicare patients dis-
charged from hospitals to extended-care facilities do not require the
continuous skilled level of care for which benefits are provided. How-
ever, a lary ef{)‘ercentngo of these people do require intermittent skilled
or semiskilled cave in an institutional setting.

Unless these people, for whom the program has provided the finan-
cial means to be treated in a hospitﬁl during the acute stage of their
illness, have adequate resources, they are {feft financially stranded
with respect to these services which are necessary to their medical wel-
fare if they are dehied extended-care benefits,

As a result of this void in the program, some patients undoubtedly
aro being confined to higher cost, short-term hospitals longer than
necessat'y simply because it is known that the intermittent skilled or
semiskilled convalescent services required will not be covered by medi-
care upon transfer of the patient to an extended-care facility. This is
inevitable since 'l)hysicians must take into consideration both the medi-
cal and financial needs of their patients, and quite often the dividing
line between the two isa very fine one.

Recognizing the realities of the situation and in an attempt to pio-
vide an oxtended-care benefit that is more acceptable to providers,
physiciang, and the public, and at the same time make it more ad-
ministratively fensib]e, we are attaching for your consideration (ex-
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hibit 1) our recommendations for amending the extended-care bene-
fit structure,

Reimbursement of institutions providing medieal cave: Many of
the part .\ problems cited in the stafl’ report, such as delayed cost
reporting, audits, final settlements, low occupancey, standby cost, col-
leetion of bad debts, et cetera, could, we feel, be alleviated by changing
the approach to provider reimbursement. We share the view that pro-
viders should be reimbursed prospectively on the basis of a rate nego-
tinted at the beginning of each fiscal year with some adjustment pro-
vision for unavoidable increases in cost. The rate would, of course, be
related to a provider's past cost experience,

This approach to provider reimbursement should also reduce the
high administrative cost associated with annual on-premise audits of
provider's costs and should facilitate more adequate forecasting of
program costs, 1t would ‘also permit sounder fiseal plamning on the
part of providers, as they would not have to wait until several months
alter a fiseal year to learn of the amount of reimbursement to which
they are entitled.

CERTIFICATION OF EXTENDED-CARE FACILITILS

Asindieated in the stadl report, the Congress intended that extended-
care facilities meet requirements of high quality, and the “condi-
tions of participation” et forth by the Department of Iealth, Educa-
tion, and Welfare were consistent with thisintent.

These standards were not always required in the early days of the
program in the certification of some nursing homes as extended-care
fuctlitics. Rather, as the stafl report indicates, “substantial compli-
ance™ and progress toward full com[)linnce justified certification,

We recommend; in line with the stail report, that, for all new facili-
ties, all conditions of participation be met by the institution prior to
its certification. In regard to those facilities (hat ave still in “substan-
tial compliance,” a specific period of time should be given for them
to obtain full compliance or to have their certification withdrawn.

Once of the Prohlems which intermediaries have faced in administer-
ing the extended-care portion of the program is that certain extended-
cave facilities, after having been certified, have been discovered to he
lacking in financial responsibility and, in addition, to have entered
into financial arrangements which have been detrimental to the cost
of the program. We recommend that a precertification financial audit
be required on all new facilities.

INSTITUTION AL UTILIZATION

Generally speaking, we feel that the provisions of the law setting
up a utilization review structure are satisfactory, Iowever, it is felt
that the ‘n'esenb procedure can_be strengthened by administrative
action rather than further amending the law. Our committee is in the
rrocess of studying and preparing recommendations to the Bureau of

Tealth Tnsurance for increasing the effectiveness of the utilization
review process.

A suggestion made in tho staff report we endorse for your serious
consideration. ‘That recommendation is to the effect that, by appro-
priate Federal and State legislation, health care practitioners would
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be exempted from legal liability for decisions made during vequived
utilization review or medical audit activity. o .
We feel that such a provision would enconrage individuals serving
en utilization review committees to more freely exert thenr judgment
than might be the cage where a threat of possible legal action might
exist.
IOMEMAKER BUNEFIT

It is snggested that the homemaker henetig p!‘n‘msvd in the com-
mittee stafl report, while being a benetit which might be well received
by the beneficiary, is more within the purview of a social welfare pro-
gram than a health-care program and would perhaps be even more
difficult and expensive to administer than the present extended-cave
benelit.

Part B
PAYMENTS FOR PHYSICIANS' SERVICES

The law provides that payments for physicians’ services shail be
based on the customary charges for the mdividual physician, taking
into consideration the prevailing charges in the locality for similar
services, We believe in l&lis concept in order to assure the elderly bene-
ficiary access to quality medical carve, free choice of physician, wid
adequate protection against the expense incwrred for physician
serviees,

The law also provides that the physician’s charge must be reason-
able and not higher than the charge applieable for a comparable serv-
ice and under comparable circumstances to the policyholders of the
arrier, All of us are using these parameters in our reasonable-cirge
determinations. With the passage of time under the program. we
have been able to more completely develop indivi(hmﬂ phy=ician’s
customary charges and have standardized our caleulation of prevail-
ing charges. Also, through various techniques, we do compare the
charges wo recognize under medicare with the charges recognized in
our private health insurance husiness.

Wo can assure you that medicare charges do not exceed the charges
we recognize in the caleulation of private health benefits. In fact, in
some situations the medicare charges are below the charges recognized
in our own business, ' '

Understandably there has been concern about the escalation in
physicians’ charges over the past several years. Beginning in Jan-
uary 1969, an arbitrary limitation was established for prevailing fees
and for tho recognition of increases in the physician’s customary
charge. It secems evident that there must continue to be some means
of controlling the rate of cscalation in the future.

‘The benefit limit under medicare in pnying for a physician’s services
is the prevailing charge. “Prevailing” can be defined in many ways,
and we agree that it is time to arvive at the most appropriate defini-
tion, with full disclosure of this definition to both the Beneﬁcim'ies and
the physicians.

At the same time it must be recognized that any governmental action
that widens the gap between what is allowed under medicare as a
benefit, and the charging practices of physicians for the entire com-
munity, causes the clderly beneficiary to suffer an increasingly severe
personal financial obligation. o
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PAYMENTS TO “SUPERVISORY” PHYSICIANS IN TEACHING HOSPITALS

We recognize that the determination of appropriate benefit pay-
ments to be made for services rendered by supervisory physicians in
teaching hospitals has been a_most vexing problem. Under existing
administrative procedures, no benefits should be paid unless there has
been a personal identifiable service performed by a physician, While
this may be a desirable goal, it has been most diflicult to attain,

A different administrative approach whereby the determination of
physician services to be covered, and in what amount, would depend
on individual billing by the physician rendering the service seems to

be n practical solution.
THE QUALITY OF ADMINISTRATION OF MEDICARE

‘I'hrough the early organization of the carrier representative group
and the fiscal intermediary group, continuing relationships have been
established with the Bureau of Health Insurance for the discussion
and consideration of administrative problems. These two operations
have evolved until at the present time a satisfactory working arrange-
mont exists.

Ono unresolved problem which is mentioned in the staff report
involves the collection of data and statistics, and the useful evaluation
of these clements insofar as the carriers and intermediaries are con-
corned. We agreo with the first three recommendations in the staff
report (pages 21, 22{. Wo also agree with recommendation No. 4 if it
is clearly understood that the carriers and intermediaries must main-
tain certain data in order to properly administer the programs.

In conclusion, may I submit one general comment. From our experi-
ence with the administration of the medicare program, we have found
n great need for more education of beneficiavies and their families.
The general impression left by the literature describing the benefits
is that all health-care services are covered under medicare but, of
courso, this is not true. : ,

It is pointed out in our testimony with respect to the oxtended-care
benefit that. the situation is particularly aggravated because the bene-
ficinries beliove that they are entitled, without qualification, to 100 days
of benefits in_extended-care facilitios. This applies in more or less
dogree to all other benelits provided by the law, A

n addition to clarifying tho benefits provided under medicare, it
is essential also to emphasize to the beneficiary that it is to his benefit
to judiciously use, and not abuse, the health services that are covered
benofits.

In addition to the comments which we have made, we are attaching
for the consideration of the committee additional recommendations,
both logislative and administrative, which we believe would clarify
and improve the administration of the program, and those recom-
mondations are attached as exhibit 2, ‘Thank you, Mr. Chairman.
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(‘The documents referred to—exhibits 1 and 2—follow:)

Exuisit 1
SUGGESTED AMENDMENTS TO THE EXTENDED CARE BENEFLIS STRUCTURE

It Is suggested that the foltowing recommendations be explored toward amend-
ing the present extended care services benefit structure to:

1. Eliminite the continuous skilled care requirement.

2. I'rovide benefits for post-hospital institutional extended care services upon
certification and appropriate recertification by the attending physician that they
are necessary Lo the health of the patient.

3. Reduce the up to 100 extended care days for cach benefit period to on the
order of 40 or 50 days with the coinsurance feature applicable to the lust one-halt
of the nllowable benefit period,

It ts suggested that the results to be expected would be:

1. Better understanding of the coverage.

2. Reduced cost of administrative and total clalms expense.

3. Encouragement of the transfer of patlents frem hospltals to lower cost
extended care facilities.

4. Elimlnatlon of some of the extendéd care facility reluctance to accept Medl-
care patients beeause of the uncertainty of entitlement.

5. Elimination of numerous Individual judgments and better assurance of more
uniform and_cqual treatment to all beneficlaries under the program.

Other suggestions, the desirability and feasibility of which could be explored,
are that the law be amended to provide that ;.

1. 'Through certification by the attending physieian upon patient discharge from
the hospital, that care In an extended care facllity is medically necessary, no
further determination need be made about the level of care provided in a certified
extended care facllity,

2. Payment for such care in such a certificd institution would be made fn full
for up to 20 days, and

3. Upon further physiclan certification that continued care in that facility is
a medical necessity an additional perlod of up to 30 days of care will be provided
with the patient responsible for a dally colnsurance amount equal to one-fourth of
the Part A hospital deductible,

1t is further noted, that a change in the ECF reimbursement system whereby
on-site audits wlill not be required, or required onty every third or fourth year,
seems mandatory if administration costs are to be significantly reduced.

Exmisir 2

LEGISLATIVE AND ADMINISTRATIVE RECOMMENDATIONS FOR IMPROVEMENT OF
MEDICARE

Maintenance of eligibllity and deductible file

Each Part B carrler should maintain the eligibllity and deductible file for
cach_individual residing in the geographlcal area subject to that carrier's
administration.

This procedure was urged by Insurance company carrlers in the formative

period of the administration of the law. It is firmly belleved that such a provi-
sion adopted now would simplify administration, eliminate the query system
with Baltimore each time a claim is presented, eliminate duplicate records in
the carrler's office, speed up the processing time In settling claims, elininate the
need for the carrler to go to the Social Security district office for informatlon,
reduce personnel in both the distrlet offices and Baltimore, and provide a less
confusing procedure for the beneficlary, who, under such a system, would iden-
tify himself with a single carrier,
. Two objectives which all are interested in obtaining are to speed up service to
the beneficlary In paying claims and to reduce the administrative cost of the
program, Allowing carriers to maintain their own records ns Indicated above
would be a gréat step toward these two goals.

Some have indleatéd that they fear the earrlers would use the information
obtalned under this procedure for the purpose of solleiting sales of private in-
surance, ete. Such would be most fmpractical, specifically because of the age
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group fuvolved, and also because the same information might be obtained in
other ways If it were thought to be desirable. Thus, there is little or no obvious
objceetion to the ndoption of this proposal in the interest of economy and cfhi-
cleney; however, it appears that fn order to achieve the desired arrangement,
legislation Is required.

Elimination of deductible carry-oter provision

Amend Seetion 1833 (b) by striking (a) (1). )

Existing law provides for a $50 ammual deduetible for ench Medicure beneti-
clavy, "There is, however, a speclal provision to help the beneficiaries who might
otherwlse have to meet the $50 annual deductible twice in a short perlod. T'his
speclal provislon, known as the “carry-over,” permits the same expenses credited
foward the $50 annual deductible during October, November, or December of any
year, to be eredited agatn toward the deductible for the next year.

If for the year expenses for covered services are $50 or less, then any expenses
for covered services thnat the beneflelary has in October, November, or Decen-
ber of that year count toward the $50 annual deductible for the next year. Be-
cause this provision in the law is so diflicult for beneflefarles and physielans to
understand, with resulting confuston, it is recommended that the carry-over
provision be elfininated, Elitnination of this provision will not only simplify the
explanation of the $50 deductible to benefleldaries and physiclans, it will also re-
sult in substantinl savings in the administration of the Program.

Rcvision of provision for payment of benefits on behalf of deccaged beneficiarics

Amend Sectlon 1870(f) (2) to read as follows; - :

- *(2) payment for such services has not been made, payment for such services
may be mnd’e fointly to an eligible relative (as defined in (o) ) and the physician
orather, .,

The provislon of Section 1870 providing for the settlement of claims for
benefits on behalt of deceased individuals was passed prior to the amendments
to Scction 1842 which provided for the payment of benefits on submission of an
itemized bill. When provision for payment of an itemized bill was enacted, it is
felt that an oversight occurred in not amending Sectlon 1870(f) (2) to provide
a method of payment when an eligible relative presents an ftemized bill on be-
half of a decensed individual, In many of these situations the physiclan will not
accept an assignment as provided in Sectlon 1870(f) (2) and it Is a burden on
the relative to require payment of the blll in order to collect benefits. Therefore
this amendment is recommended to protect the Integrity of the Program, ease
the burden on the relative, protect the physiclan, and ease the admintstrative
burden of the carrier.

Reviston of fair hearing procedure

Amend Sectlon 1842 (b) (3) (C) toread as follows: )

*(C) will establish and maintain procedures pursuant to which an individual
cnrolled under this part will be granted an opportunity for a falr hearing by the
carrler when requests for payment in cxcoss of $100 under this part. . , .»

Presently there is no minimum mitation on the amount upon which a bene-
ficlary may demand a fair hearing. Experlence has demonstrated that a number
of costly hearlnf {)mcedures have occurred on items amounting to pennies. It {s
noted that a minfmum of $100 is already in the law for fair hearings under

Part A.
Payment of reasonadle charges for outpaticnt physioal therapy

Amend Section 1832(a) (2) by striking (¢ . :

Part B administratlion is on the basls o determining reasonable charges. In
administering this provislon, it is necessary to establish an expensive and time-
consutnlng system of cost determination and audits outslde of the regular Part
B administration. It is felt that cconomy in administration and personnel would
result from placing outpatient physician therapy on the same basis of payment
as other Part B services,

HTospital-based phystotans

A dificult problem in administration results from the present language In Sec-
tion 2832(a) (2) (B). This sectlion provides that payment will be made for Part
B benefielarles and physiclans for medical and other health servlices. However,
it also provides that resldents and interns of hospitals who render such services
and are salarlzed shall recelve payment under Part A, The difficulty arlses be-
cause there are physliclansg in humerous speefalties who derive thelr compensa.
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tion elther through salarles or other arrangements from the hospital. However, a
portion of this compensation may be for services rendered to the institution
rather than for patient care services. This requires an allocation of the physi-
cian’s compensation between the Part A and Part B trust funds. Because of the
difference in arrangemients which are made under these circumstances, each of
which requires individual determination, sometimes without the approval of
either the hospital or the physiclan, extensive expenditures of time and money
become necessary. It Is therefore recommended that serious constderation be
given to proposing an amendment which would provide that payment of benefits
be made entirely from the Part A trust fund to those physiciang who are com-
pensated by the hospital and entirely from the Part B trust fund for physicians

billing on a fee-for-service basls.
Ambulance benefits

Under ‘present interpretation of the law, payment of benefits for the n-e of
an ambulance is made only for transportation of the beneficiary to the nearest
facillly regardless of the medical staff avallable at that facility. \s many thmesx
happens, the nearest facility to the benefleiary may not have adequate medieal
staff to eare for his particular Hlness or injury, or for other reasons not under
control of the beneflelary, he ix transporied to other than the nearest facility.
Denial of benefits under such circumstances seems unfair il causes severe
problems in administration. The law should be changed so that if a patient must
go to other than the nearest facility, payment should be made for the equivalent
of transportation to the nearest facility.

Senator Loxa. Let me ask this as a starting point: Do you know of
anything which we might do to assure better ntilization in medicare?
What would you suggest ?

Mr. Winre. Well, the last part of my statement is one project we
think should be undertaken to educate all persons involved-—bene-
ficiaries, their relatives, providers, and physicians—as to the law’s pro-
visions. There is a great misunderstanding among all parties abont
what the law pays for.

Tor example, in the nursing homes which are certified as extended-
care facilitics, people believe that, since it is a skilled-nursing home,
therefore any care they receive there is skilled cave and should be
covered. T am not arguing they are not receiving it, but we ean only
pay benefits according to the law which requires continning skilled-
nursing care.

T'his is a big area, costly area, and very much misunderstood. and
there should be education along this line,

Senator Loxa. You are with the Prudential Co. I ree your com-
pany’s name on television from time to time, Might it not arrange
come commercial spots to tell people what they are and are not entitled
to under. medimro.% Is that iden worthy?

Me. Wirrre. T understand ‘T'V stations do provide time for public-
service announcements, and I think that would be helpful.

Senator Loxa. T have my doubts about doing this on the basis of
free time anyway. T am inclined to think some of this ought to be put
on prime time and paid for so us to be sure somebody would see it.
Those free spots usually go on some program that most people don't
look at anyway, Tf it is worth doing, we can afford (o pay for it. I
would think. Again, do you think it might be helpful to find some way
to advertise to people: “Iere is what you are entitled to and not
enlitled to”?

M. Warre. I think it would.

Senator Loxa, This thonght has occurred to me. I think it might
have helped to have done business with your company to begin with.
What would be wrong with just making a contract with a company
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like yours which said: “IHere is what we want you to provide, and
here ‘is « number of dollars multiplied by @ number of patients.”
‘That is what insurance usaally amounts to. You colleet so much
money, and you have a contract to provide certain serviees, and you
take the risk that you will make or lose money. Then the burden
is on you lo obtain those services at a reasonable cost. What would
be wrong with that approach?

Mr. Wi, Certaintly it would be possible to do that, JTowever, Mr.
Chairman, you must understand that is no pot of gold the insurance
companies have, so if the costs go up, we have to come back and ask
for an inerease in premium, which is, in fact, the way group health
insurance now operates, L

Because of the increasing cost, especially of hospital eare, my com-
pany and other companies in the major health insurance business are
raising premiums continually because we have no raises in cost any
more than the Government does.

Senator Loxa, There has been feeling on the part of the staff that
some of the carriers—and I don’t point the finger of scorn at any
particular one, because it would be unfair—a finding on the stafl’s
part that there have been gquite a few carriers who didn’t feel it was
their duty and responsibility to hold medicare costs down and to make
payments at tho most reasonablo prices.

‘{Vonldn’t pressure be directly on the company if you had a contract
for a given number of people—let us say your company had 1 million
people to look after and-that we are going to pay you so much multi-
plied by 1 million people. Would that approach hélp to keep pressure
on companies Lo obtain services on a reasonable basis?

Mr, Wirre. Cortainly the company, if we were in a risk, would have
to make every effort possible to hold down costs; but, on the other
hand, we are in the same position now in our private business, and as
long as we are paying benefits similar to medicare—for example, pay-
i"F full caro in the hospital, as compared to ‘the old type of contract
where we pay so much a day—as long as we are agreeing to pay to
])rotect the patient against full cost of hospitalization, no matter how
urd wo work we have no way to control escalation.

Senator Cunris. May I ask a brief question? You refer to paying so
much per day as the old type of contract ?

Mr. Wik, Yes; but we don’t sell many many more.

0 Sto?nator Cortis. Are any private insurance companies abandoning
it

Mvr. Warre, The major portion of group health sold today is in the
major medical field, and we have abandoned the fee-schedule approach
and, in offect, provide service benefits, In other words, we pay reason-
ablo charges, much as the wording of the present medicare law. There
will bo an overall aggrogate limit, $20,000 or $30,000 in total, but
within the nggregate we have thissituation, |

Senator anms. But in hospital care, do you write policies pledging
to pay the reasonable cost of hospital or insure for a specific dollar
amount perday?

Mr. \{’nrm. In most of the medical policies, we agree to pay the
full charges the patient incurs in a semiprivate room, cither up to
maximum amount or given number of days, which is very much like
medicare, oxcopt that we are paying charges.
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Senator Curris. That is your major way !

Mr. Warre. Yes,

Senator Curtis. I ain speaking of your overall hospital insurance.

Mr. Wirre. Woe still do have _policies availabie, alt ough we don't
sell as many as we do the other. You can buy $20. or §25- or £30-a-day
hospital benefits, but most of the people prefer a major medical, which,
of course, gives more protection.

Senator Curris. Mr, Chaivman, that is all.

Senator Loxg. It seems to me that the efficient way to finance medi-
cal services on a group basis is about. the way I have seen some groups
of employees working for a large corporation do it when they join
together. T recall a particular health plan right in mny hometown. These
em})loyees get together and put in a certain amount of money—every
fellow puts up his contribution—and then they go to work and hire
for themselves one or more doctors. They have perhaps several doctors
in a clinic, and one doctor will specialize in one thing and the other
specializes in something else, thus hoping to provide a complete
service,

If they have to go outside of the available specialties, they have in
mind whoever the best consultant or specialist will be beyond what
they have to offer and they use his services on a time-to-time or as-
needed basis. They pay their doctor a salary and something also’ for
possible use beyond what is anticipated. They make the best deal they
cim, and they try to get the best doctor they can get. They usually
‘wind up hiring somebody very good. Even though the man they get

“tay not have the most experience or be the most well-known doctor in
town, by the time they hire they have some fellow who seems to be
good and has oxlperience and all of the business he can handle day in
and day out; and, if he wants to quit, he could go out and make a lot of
money because he has all of the clinical practice a man expects in his
speeialty and is good and has a fine reputation.

Now, why couldn’t that approach be used to help
and reasonable-cost medicare for these elderly moplle

Mr, Wirre. Well, certainly it is possible. I think there is one diffi-
culty ; you can’t always set these up. First of all, you can’t always find
docfors to_participate. Secondly, there is a problem if you do get one
group of doctors to agree to this you have to have service for a wide-
spread aren, the beneficiaries spread out, they might not like to travel
so far. This is where they might go to a doctor down the block who
does not belong to the Fronp.gl think you are right; this might be a
good approach if it could be achieved.

Senator T.oNa. Please pardon my ignorance. Where is the head-
quarters of Prudential?

My Wiirre. Nowark, N.J.

Senator Loxa. In the particular city there, in the Newark area,
couldn’t your company contract with enough doctors to the point
where the people in that area would have somebody nvai]ab‘e to
them who wonld be reasonably convenient ? _

Mr. Witre. T don’t know if we could do it or not. We have no
experience.

Senator Loxa. As I say about many things, maybe that won't
work but we ought to try something if what we are doing is not
working well.
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Now, the administration has proposed limited medicare ayments
under part B to the 75th pereentile of charges. Exactly how does
it work, and do you think it would be eflfective?

Mr. Wit Well, you have the whole array of charges, let us say,
for an oflice call. In this distribution, you stop at the 75th percentile,
which is 75 percent of those charges, and that wonld be the top that
you would pay. In other words, it would be defining the prevailing
charge which is the limit. under the law as the 75th pereentile.

Senator Loxa, Tlow effective has that type of procedure been in
limiting medicare expenses up (o this point ?

My, Wirre, At the present time under medicare, we tdre not usin
the 75th percentile as a mean-plus-one standai'd deviation, which is
roughly 83 pereent; and it has been an cffective limit. As I mentioned
i my statement, we have this situation.

Senator Loxa, You might explain how it worked; how has it done
that? :

Mr. Wirrre. We do it actually on the compnter. ‘We have in the
computer a record of the physicians® customary charges by locality

for each different. kind of procedure, so the computer does the sta-

tistical calculntion of arriving at the mean, the average, plus one
standard deviation above that, and in the computer that is set as the
ertoll point. We will pay the doctor’s customary fee if it is below
that, but if his fee gets up to that point or above we cut off at that
point automatically. , _

Senator Loxa. Do you think it has been an effective method of
helding down ‘medicare expenditures by all carriers or just with
regard to your company ? ‘ ‘

M. Winre, 1 can only speak for myself and our committee, and
I know our committee has diseussed this and we are following the
procedure set down by the Social Security Administration in de ining
the charge and in fact freezing it since a year ago last Janu-
unry, We have not reealeulated. Normally in ‘the past we recalcu-
lated periodically.

Senator Loxa. I have one more question. A noted actuavial firm,
Milliman & Robertson, reported to the Civil Serviee Commission
that :

A health care program which Is reimbursing high percentages of usual and
customary fees is particularly subject to inflation; thus stringent enough con-
trols to heid down premiums cannot reasonably be expected.

Our stafl obviously agreed with that statement because they recom-
mended a scheduled allowance approach for medicare. What has been
yourexperience? , ,

Mr. Wirre, Wo are following, as I said, the definition of “pre-
vailing” set. down by the Administration. We have not recaleulated for
the whole year last year and up to the present time, Of course, doc-
lors’ fees ave continuing to rise, so that, with the prevailing frozen,
more and more medicare bills are being reduced as far as payment
of henefits is coneerned. | o ‘

Whether you have a fee sehedule or frozen revailing, as we now
have, you end up really penalizing the elderly beneficiary, because he
goes to the doctor, the doctor renders the usual charge, and, as our
prevailing gets farther and farther below, it leaves a larger piece of
the bill for the patient to pay.
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Wo have no control over what the physician wants to charge the
public. The only thing we have control 'of is how much we pay in
Lenefits. _ )

Senator Loxa, What is the doctor’s “nsual and enstomary charge’?
ITow would you define that ? ' ’

Mr. Winme, For any given procedure, let us say for oflice calls,
regular oftice eally we get bills from the physician and we ealeulate
the median figure of all of these different quantities—S6, {7, SS: that
then is set in the computer as the customary charge, and then all phy-
sicians arrayed together make up the caleulation for the “prevailing.”

Senator Loxa. If you are buying comething from the ordinary pro-
dueer of any other commodity or service and you are buying it on a
bulk basis, you can get. the lowest cost, not the median cost. You n<u-
ally get the low figure if you are buying on that basis. If vou buy
wholesale, you get the lowest price at which it is sold to anybaody: von
don’t get the median price at which it is sold.

Mr. Warre. We are not really the buyers, but the patient i< the
buver of services.

‘Senator Toxa. Yes; the point is, you are working with that amount.
This “usual and customary” thing sounds satisfactory to me until T
get to thinking about it, and then this thought occurred to me. and 1
wonder if it. has occurred to you. You are buying more than a thousand
times as much service as any one doctor has to offer. Therefore, one
would think—at least you ave paying for 1,000 times as much: let me
put it that way—so then one would think you ought to know a lot
more about what you are paying for and how much it ought to cost
than one provider would know. ITe would know from his experience,
but you sught to know about what it cost and what the problems< are in
obtaining it in a thonsand times the volume than any one of these
fellows can who provide it.

Mr. Winte. We do know what they are charging. For diflferent
kinds of services, of course, they charge diffevent prices. Again, we
are not really purchasing from the doctor, This is an insurance pro-
gram. We are, in effect, paying a benefit—this ig, in a way, like onr
own business—to the beneficiary. We don’t necessarily pay the doetors.

Senator Loxa. Why do you want {o talk abont a distinetion withont
a difference? Somebody pays you, and you provide the service. you
are buying it on their behalf, you are paying for it. The question i<:
Who are vou working for? Are you working for the fellows payving
for the health service or for the guy providing it 2 Which one are you
working for?

Mr. Wirire. T am working for the Government in providing the
benefit-— '

Senator Loxa. That is a misleading answer. Both of those two fel-
lows—hoth the doctor on the one end and patient on the other, and
hospital on the one end and patient on the other-—they are all sub-
jeet to the same government, but one man is paying and the other is
colleeting, Which is the one you work for? '

Mr, Winte. We ave working for the fellow paying.

Senator Loxa. T am happy to get that thought straight. If you
had not figured that one out, T wouldn’t know what vou ave doing
here. Tf that is the man vou are working for, it would seem fo me
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it i your burden to get him the best deal you can get for him. Do
you agree with that or not?

M. Warrk. Yes: except we are not paying the doctor. We are pay-
ing the patient. The patient is incurring the charge. e comes to us
and we pay him whatever the benefit is. We may pay him eight and
he may pay the doctor another seven on top. We are not necessarvily
paying l%w doctor's services but reimbursing the patient for what we
can pay under law for the services rendered.

Senator Loxa. I thought what you were here for was to discuss
with us why this program is costing twice what we thought it was
going to cost and how you felt we might got the gonie back inside of
the bottle. I thought that is what we were talking about and I thought
that was the question to you. _ ,

Mr. Wi, “Tlow can we get the thing under control?” My first
answer is about part A, on the nursing home part, which is a serious
problem, and, of course, we discussed in the testimony of prospective
rates for hospitals beeause there again is where the costs have risen
tremendously, We agree there has to be some kind of definition of
“prevailing” and we ought to agree on it and publish it because the
word “prevailing” can mean anything you want it to. -

Certainly we as u carvier do what we are told to within the law
by Social Security Administration, So whatever the rules are, we abide
by, and you can set the definition any place that is reasonable.

Senator Loxa, By the time we are through, if we can find where
vou can be doing a better job, as far as I am concerned we will tell
you, and I hope you show us the same consideration whether we like
it or not. |

Mr, Winre. Yes, sir; we will do our very best.

Senator Ristcorr, What bathers me is this: When you, Prudential
especially, started this out, you considered surveying the physicians
that came within your contract as to what their customary charges
would be. Then you rejected that. ITow did you arrive at what charges
should be by doctors? ,

Mr, \’\"m'r}:. I am not sure I understand the question about my “re-
jection,

) Sonator Rincorr. At the beginning, what determination did you
make as to what a customary charge would be in the locality? What
States do you have?

My, Witrre. At that time we had only one State, New Jersey.

Senator Risicorr, How do you start out with what the customary
charge would be in New Jersoy? )

My, Wirre. We have quite a large amount of major medical insur-
ance business in New Jersey, group contracts, which we had for 15
years before medicare came along, and we made a survey of the charges
the doctors were rendering to people interested in the Prudential pol-
icies. That is how we started out. :

As wo got experience with medicare, we adjusted, we compared to
seo what way wo were going. As a matter of fact, we found out the
medicare charges were less than the charges of private policies, so
we cut back on the prevailing cutofl beeause of that fact.

I think perlm})s one of the reasons was that—the only reason I can
liguro out—is that, of course, these people were getting care from
doctors before medicare camo along, and in many cases the doctors had
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not increased the charges of older people as they had to other patients,
and wo were running into charges less than we ran into in oumr own
business, and that was on people who were working, in the younger
ages.

gSmmtor Risicorr. Then the doctors raised ** When they raised
them, they then raised them not only to older patients, which was
customary, but everybody, which ballooned the entire cost of health
care in America.

Mr., Winte, Yes; the costs of charges have certainly gone up in the
last 4 years. .

I was describing our experience that went into our own business, and
that is what we put in onr computer to start with.

Senator Rintcorr. When you answered Chairman Long as to “you
paid the patient,” doesn’t the overwhelming number of doctors get as-
sighments from patients?

My, Witite. 1 can first of all speak for myself. We in New Jersey
have only 50 percent of assignments. Another 50 percent of the bills
submitted to us we reimburse the patients rather than the doctor.

T'hat varies all over the country, with dilferent rates in every State.

Senator Rinicorr. Do you find the doctors are Fctting the assign-
ments, or not. getting the assignments; do you find the rate they charge
the patients differ whether there is a direct assignment or billing?

Mr. Wirre. No, the way it seems to work is that certain doctors al-
ways aceept assignments. Certain other doctors ncce‘pt assignments
only in situations where they feel that the patient is below average in-
come for older people. ,

But I can’t see any real difference in rates charged by doctors wheth-
er it is assigned or not assigned.

Senator Rimicorr. ITave you checked that out to determine if it is
so or not ¢ :

Mr. Wik, Yes.

Senator Rinicorr. And you find theve is basically no difference?

Mr, Wnrre. What T mean, they don’t change. "I'ake a given doctor,
one fakes the assignments, and the other one doesn’t; he doesn’t
charge a different rate.

I tell you what happens, though, between those who take assignments
as a category and those who don’t. The tendency is that those who do
not are the ones who are specialists or higher priced than average:
therefore they do not want to be bound by tﬁlle assignment, beeause un-
der the assignment. the doctor is bound by our determination of a rea-
sonable charge. o A

Senator Risicorr. When did you first become aware of extensive
abuse on the part of doctors or hospitals for extended-care facilities?
Was the first time that you hecame aware of it when the Finance Com-
mitteo stafl veport came out ?

My, Wirre. No. First of all, the word “abuse” is hard to define. T
prefer to talk about utilization, and in some cases overutilization,

In the beginning of the program, as I said, we had a computer
system that we used to help us, because of the huge volume it being
difficult to handle manually, to use it to determine patterns of eare,

Now, in the beginning of the program, as I mentioned in my state-
ment, the first concern was to get underway and start paying claims.
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As time has gone on, we have been developing means of taking a look

ul,i):ttlm'ns. . . .

‘or example, every 3 months we have a 1|)r1mout of all physicians

in our State, showing the kinds of services that are shown on his bill,

1‘30\\" many phone ecalls, oflice calls, “J.CEF” visits, lab charges, and so
orth.

Wao take a look at the pattern to see if there are patterns that look
perhaps worthy of further investigation. For those physicians with
a pattern at first glance appearing to be out of line, we then peruse
all of the claims individually and begin to take a review of those; in
some cases visit. him in an effort to control utilization,

Senator Risrcorr, You Imp]\)on to be the first witness, so T am
asking this question of you, although it applies to almost all, For
Pradential, in New Jersey—chart 1—the comparison of medicare
and Blue Shield allowances for selected surgical procedures shows the
average medicare reasonable charge for a eataract is $1437, and the
Blue Shield maximum payment is $275.

This is what, T think really bothers all of us. I think everybody here
in this committee was shocked, including myself, when I saw the
difference in my own State. When we looked at our own respective
States, it made us deeply concerned about the abuse.

Wao are looking at New Jersey, and I will ask the same question
when somebody from the State of Connecticut comes, because I am
concerned about my own State, but let’s take your State of New Jersey.

The average charge under medicare for a cataract operation is $137,
and the Blue Shield maximum is $275. How do you explain it?

My, Warre, Blue Shield maximum is a scheduled benefit. This
does not mean that particular fee is going to provide full payment to
tha Blue Shield subseriber.

Senator Rmicorr. My understanding is, from the staff, this was a
servica benefit, |

M, Wi, Tt s, ‘ B

Senator Rinicorr, The doctors agreed to take from Blue Shield $275
for peonle with incomes less than $5,000. N ,

My, Wirre, Some doctors agreed, but the ophthalmologists did not.

Senator Rinicorr. I understand from the stafl that the majority of
the doctors in New Jersoy agreed with Blue Shield, to take it as a
maximum,

Mr. Winrte, The majority, That does not necessarily mean the
majority of surgeons that perform lens extraction.

T am glad vou picked this one.

Senator Rintcorr. We are going to take all, not just this one,

Mue. Wirre. This one. beeause of the fact the Blue Shield pavment
is so low, the ophthalmologists are not participating, and. as a matter
of fact, Bluo Shield has a contract which they sell—in fact T veeall
not. too long ago they sold to United Auto Workers—where they nay
the customary and usnal charge, and T happened to talk to the Blue
Shield people abont this point, because they were making a big issne
of it, too, and T asked, “IHow much do you pay on the reasonable-
charge contract, foraet the scheduled contract, and how muech for
lens extraction?”? and T was told, “Up to $300,”

Senator Rintcorr, Tet's go to prostate. Medicare averages {117,
and Biue Shield maximum is £300,
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Mr, Wiatre, Actually, what 1 said about the fir=t one applies all the
way across the line, ‘Che Blue Shicld schedule has this situation,

Senator Rmsicorr. How about dropping out after medicare started?
IHow many of the doctors (h'oppe(‘ out of the program with Blue
Shicld after medicare went into eflect ?

Mr. Wirre. That T don’t know.

Senator Risrcorr. What do you think the responsibility is--and
1 think Senator Long started this—what do you think your responsi-
bility was, you and all of the other insurance carriers in this program?
That is when you started into it.

Mr, Wirre. Qur responsibility was to do the best job we could of
administering the program under guidelines, directives, regulations,
and so forth, within which we have to operate.

Senator Risicorr. But do you think you were really supervising
this program? ,

Mr. Warre. Well, actually, Social Security is supervising, and we
are in cflect a contractor operating for Social Security within the
parameters, rules, and regulations, and the law. In other words, we
cannot go beyond what we were told. -

Senator ‘Rinicorr. You sece, the interesting thing about this is we
did not want to see a burgeoning bureaucracy in the program. I think
this was the general feeling of everybody on the committee, whether
conservatives, liberals, or middle-of-the-roaders; we all felt we had
a large reservoir of experience in private industry—the insurance
companies. They were in the health field and knew the . business, and
they would prevent us from having all of these bureaucrats in every
town and overy State. There was no better group ready and avaif-
able to handle this than the insurance companies. And you were
anxious to do it. Many of them thought it was a great opportunity.

We thought we were going to get all of the effectiveness and super-
vision of private industry, and 1t camo as a shock to all of us when
wo found you were just as ineffective and ineflicient and costly as any
bureauerat would probably be. Maybe it cost more to run the program
under your supervision,

The feeling weo seem to get as we go into all of these: programs
is that you didn’t reallg care very much. I mean this was a big
bag of money—nbillions of dollars that Uncle Sam had—and everybody
was going to dip into it: doctors, hospitals, nursing homes, and in-
surance companies. Although we thought you would be looking out
for Uncle Sam the way you were looking out for your own stock-
holders, in fact, we found a general sense of indifference and very
sloppy management.

Mr. Wiure. T want to tell you, Senator, as far as Prudentinl is
concerned, we would argue that, because we have tried to do a goad
job,and T think we have, as a matter of fact.

Senator Rinicorr. The staff tells me Prudential was one of the better

“ones.

But there have been insurance companies, and the Blues, that paid
every bill that came in. They never bothered or supervised or checked,
as the bills came in. They rubber stamped and paid them.

Now, T want to give credit where it is due. The staff savs in their
study Prudential has done a good job, and T want to tell you it in
all fairness, because on many of ihese questions you happen to be
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just here representing Prudential, and many of these questions are
not. being leveled at Prudential. Tt is just as a general statement that
I make, and T think it would be nnfair to say I was citing Prudential,
beenuse the statement is general and not aimed at your company.

Mr. Wik, Yes. - , _

Again, not only speaking for Prudential, but for the committee
I represent, 13 insurance companies that are involved as earriers
and miermedinries, speaking especially of part B at this point, T ean
asstre you there has been a coneern, ;

We have this committee of 13 companies who meet together, and we
have our administrative people who work for us and meet together
to develop good ideas and exchange ideas on how to do a better job,
and T can assure you there is concern on our part of doing a good
job for the Government in this program.

That is within, of course, the law and the regulations. We can’t,
o]f course, go around the law and regulations, but we must live within
those.

Senator Rinicorr, Let meask you this, ‘Take your own private health
business. What happens? Do you have doctors whom you contract with,
or who sce your L)nt ients or service your patients?

M. Wurre. No.

Senator Risicorr. Well, in other words, Jones or Smith or Brown
can go to any doctor they want to and submit the bill?

Mz, Winre, Right. ‘

Senator Risicorr, Do bills come in from doctors who treat the pri-
vately insured in huge sums of $25,000, $30,000, $50,000, $100,000 a
year? Do you get. total bills from any doctors within that range to
take care of your boneficiaries?

Mr. Wirrre. You are talking about the total amount repaid to a
given docfor?

Senator Rinrcorr, Yes, siij one doctor.

Mr, Winre, I tell you, quite frankly, Senator, I can’t tell you, be-
canse we did not look at it the way we do on medicare. We have controls
tighter on medicare than in our own business. S ,

In our own privato business, it is fragmented, and the claims might
be administered out in the plant by the group rather than our own
oflice, and T do not have the figures on our own business, the kind you
are talking about. ‘ )

Senator Rinicorr, Let’s say a bill came in to you from a Dr. Jones.
On n cortain day—on January 5, 1970—he sent you bills for 20 people
treated that day at $8 a visit. Would that concern you at. al12

Mr. Wirrre, Tt does not come that way, because most of our bills
come from our policyholders rather thigh from the doctor. In other
words, wa have a polieyholder, and he brings bills in to us.

Senator Rintcorr, Let's go to medicare, because you arve a prudent
company. .

Let’s say you suddenly seo a situation where a doctor will come in
for the medieare payments, There may be 20 bills for $8 a patient, or
37, for one day from Dr. Jones, What do you do about it?

Mr. Winre. We do have, first of all, at the present time, some ex-
ternal controls of claims that come through, but we have a retrospec-
tive look on every doctor in the State, We have computer printouts for
every doctor, showing how many oftice calls, lab charges, he made;
how many X-ray charges, and so forth; and we set up a pattern, and
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then if it appears out of line, we then get a complete printout of the
doctor and investigate to see why his pattern is different. It might
turn out there is a good reason, and, of course, it might not.

Senator Risicorr. When did you start the printouts?

Mr. Wirre, Every quarter.

Senator Rinicorr. Ilow long have you been operating with a print-
out, how many years?

Mu. Wiarrre, This started out. in the first part of 1968.

Senator Risicorr. You ran for 3 years?

My, Wiiire. We used the new computer system.

Senator Rinrcorr, You ran for 3 years where there was no printout ¢

Mr. Wnire. No, we had a different kind of printout at that time.
The kind I am talking about is the new one put in, and prior to that
time we did it externally, outside of the computer, manually, and we
have gone to the computer program.

Senator Risicorr, Suppose you found Dr. Brown was running a
pattern absolutely inconsistent with other doctors. What did you do
about Dr. Brown? ‘Tell the committee, where all of a sudden you see
a pattern of large billings for large amounts in the same period of
the day, same period of the month. What do you then do to check on
Dr. Brown?

Mr. Wiirre. First of all, as I said, pull out all claims for the
period—individual claims. In some cases, depending on the kind of
claims they are, we will go back and get fnoSpital records on the par-
ticullis}r claims to get them moro detailed than we have on the cIaim
itself,
~ In some situations we may send a professional relations man out to
talk to the doctor, to see what kind of pattern or practice he has. Some
of these situations we have where, because of talking to the doctor,
he has changed his billing methods, or we negotiated and said, “Ioc-
tor, you are making three or four visits a week to this patient, and
wo are only going to pay for one, and we are not going to tell you
how to practice, but we will only pay for one a week.”

There are many kinds of situations we encounter, and we have
to negotiate and make decisions on what we think is a reasonable
payment.

enator Rinrcorr. So you have had a number of these circumstances
where you think the doctor has been out of line. So what do you do
when the doctor has been out of line you feel required to report it
to the local, whether it is local, county, or State, medical society ? Iow
do you handle this? When do you make the decision to report it?

Mr. Winre, Actually, that 1s a byproduct of what I said we did.

Where we feel we can’t do anything by dealing directly with him,
wo will report to the county medical society for their consideration,

In a fow cases, actually there have only been a few, were suspected of
fraud, and, of course, we refer those to the Government. ‘There has not
been many of those.

Senator Risrcorr, What has the county medical society done, when
they have gotten a complaint from youf Do you know of any cases?

Mr. Wuite. Yes. I think, and I would have to say I can’t give you
the figures, but most of the cases they agree with us. We might find a
doctor it appears the billings he submitfed do involve overutilization,
and it usuaﬁ ' has an effect on the future billings.
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Senator Ristcorr, Now, when we get (o utilization in the hospitals,
overutilization, and in the question of the utilization review commit-
tee, do you find this is not working, either?

Mr. Worre, 1 think that the utilization review committees in hos-
pitals, well, <ome places they work better than others, but I think
the utilization review committees in hospitals are doing a fair job. 1
wonldn't say a good or excellent job at this time.

Senntor Riscorr. Yon see, hete is something else. ‘The committee,
when sefting this up, was tryving to be as conservative as possible and
interfere as little as possible with the practice of medicine. You and
the Bhies said, “We don't want the bureauerats telling the hospitals
how long comebody should stay,” so we let the doctors and boards
supervise themselves and police themselves, and we wake up now and
find they bave not heen policing themselves,

And you have a situation or pattern throughout the country where
yvou have many hospitals where the occupaney rate is low, people
stay 3 or 4 days, :m(l where the occupaney rate is high, the length of
the visits are eurtailed. ) i

Now, again, how you do this? How do we maintain private prac-
tice of medicine? How do we keep the hospitals running on a private
hasis, without Government interference? Iow do we allow carriers to
remain in as intermediaries? Iow do we do this and at the same time
make sure the social security funds, the medicare funds, parts A and
13, are being run soundly, and are not being wasted ?

How do we do it, from your experience in the program, and as a
private insurer? What can we do? ,

My, Wniere. T think there is one thing T should mention, Senator. A
lot. of the figures in the stafl roport ave not 1970 figures.

I can assure you that, as time goes on, we are all giett.ing mote ex-
perience in handling it, and wo are cutting more and more as we go
along, and it outweighs the scope of these problems,

I'or example, today we are, in effect, and this is causing a |ln-oh<
lem, overruling the ntilization review committee, and actually deny-
ing claims approved by the utilization review committees.

Believe me, this causes real problems, because, again, everyone
thinks he is entitled to the benefit, and then, when we cut it off, the
patient’s relatives particularly give us considerable trouble about the
fact, “My mother is entitled, and you have no right to cut it.”

Senator Rintcorr, I had more questions, and T didn’t want to take
up all of the time, but I will come back after Senator Williams asks
his questions, , ,

Senator Witays. T will only take a couple of minutes.

ITow do you get paid by the Government for handling the medi-
care and medicaid programs? .

Mr, Warre, We are reimbursed our administrative costs. It is a “not
for profit, not for loss” contract, .

Senator Wirntams. Is it a cost or cost-plus basis, or based upon the
amount of claims handled ?

Me. Wanre, Tt is “not for profit, not for loss” basis. Actually, reim-
bursement of the expenses we pay to pay the clerks and for the com-
puter, and so forth, :

Senator WiLtrans, You mean youn handle it for nothing, no profit?

M Whnre, That is vight, unfortunately.
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Senator WiLLiays. Prior to the initiation of the medicare and med-
icaid programs, your company sold a general broad health insurance
plan, did they not?

Mv, Witk Yes. i )

Senafor Witrtaxs. Where families and individuals could buy it{

Mur. \Wirie. Yes.

Senator WinLiaxs. At any age, 20, 30, or 40 years of age, and they
could carry it through life. Is that correct ?

My, Witk Yes.. )

Senator Wintrams. What was the average cost, approximately, for
that?

My, Wirre. Yes, Senator, I will tell you, we had a rate manual about
that thick of all rates, and I couldn’t tell you right offhand. I conld
et the figures for you. 4

Senator Wirntays. Now, as this individual approaches the age of
65, you kept right on insuring him—right on through—or did you
cancel ?

Mr. Waire. Prior to medicare, we had policies guaranteed renew-
able for life. , .

Senator Wirrtams. Right on through life,

On your loss ratio, or payments for medical claims, how would it
vary there? Would a substantial part of the payment of the claims
develop after the age of 65, or before?

Mr. Winte. After. Actually, of course, utilization went up with
age, so on the guaranteed rencwable premiumn we had to build up a
r(islm've in the beginning to help pay the claims when people were
older,

Senator WirLrays. It was taken into consideration across the board?
You did not inerease the premium when he reached 657
¢ Mlli‘f Winte. No, we had a constant premium guaranteed renewable

or life.

Senator Wirriayms. When medicare moved in, did you mesh the
medicare benefits with your insurance program$

Mr. Wrrre, We write policies now which fil] in the gaps for medi-
care, rather than the full scope of benefitsas we did before.

Senator Wirriams, How do you hendle the policies that were in
existenco bofore?

Mr. Whrre, Pardon?

Senator Wirriass. How do you handle policies that were issued
before medicare came in, and where the policyholder takes medicare?

Mr. Wirrre. We couldn’t cancel the policies, because they were
guaranteed renewable, but most people canceled. They had the policy
right to cancel, so there are very, very few left in existence, but most,
when medicare came along, dropped.

~ Senator WiLrtams, Those that did not drop, how do you handle the
payments? , 7 ,

Mr. Witire. We still have to pay them, if they submit claims, what-
ever the benefits are in the policy.

Senator Wirriayms., You pay them on the policy, and they collect
medicare at the same time? They collect both?

Mr. Winre. Right, but there are very, very few of those left, and
wo don’t sell them any more.

Senator Wirrrass. Well, that was the next question.
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Yon force a person over 65 to come in on medicare in order to get
supplomental insurance. Ts that correct, or do you sell that insurance?
){:'. Wnrre, We don’t sell over-65 now:,

Senator Wirrtianms, That is what T mean. You don’t sell any at all?

Mr. Wirrre, No. Some companies sell supplemental coverage to in-
dividuals over 65, In other words, they wi]l pick up extra hospital
days or drugs or things deductible, not covered under medicare, It
so happens we don't.

Senator WiLrrams. You are pretty well forcing those in that age
bracket over into the medicare program. Is that correct?

Mr. Wirrre, Wo have always been concerned, not always, but for
a good many years, about duplication of coverage and effect on utili-
zation, That 1s one of the reasons we didn’t want to duplicate the
medicare, beeause the people are entitled to that benefit.

Senator Winrrays. I understand that, but I was wondering, in the
evenl someone was not covered with medicare, you have no insurance
program for them right now?

Mr. Witrre, There are some companies that write it. My company
docs not, We happened to choose not to, becauso we felt volune would
boe small. We write supplemental coverage in groups, where the people
are still working after age 65. _

Senator WirLtanms. The reason T asked is that there have been sug-
estions made thero is a blank spot hers for those below 65 now, You
1iear talk about a national health insurance program, and I wonder

what the effect would be if you had o. program such as that. Would
it force you out of business, or would you be willing to go out of
business { ,

Mr, Winrre, Certainly, if there was such a program, it would put us
out of business.

Senator Wirtranms. I know it would, but I wondered if it was being
pushed in that direction, That is the point I make, A

Ir. Wirrre, Certainly, below 05, if there is no national health in-
furance program, today, we aroe aggrossively selling private health
Insurance, all we can, .

Sonator Wirrtams, I understand that. I just wondered how long we
would go in a situation whore you have a Federal health insurance
program, national health insurance program, for the high-cost risks
ovor 65 and the coverngs running up to that ago in privato industry,
and then turn over the insurance to the Government because the best
part of the insurance business is when they are younger,

Mr. Wurre. Yes. Although I must say wo have had good axperience
in our over-65 business, and my particular ox rerience, and I don’t
k;low of é)ther companies, but we have had good experience with peo-
vle over 05,

! Senator Wirtrams. And your experience, if it was good, why would
you ~ancol it _ ,

Mr. Wmre. It was not canceled. Pe,oiple dropped it.

Senator WiLriams. You are not issu ng it any more, I mean.

My, Wurre, Because we didn’t want to duplicate medicare business
and there are so little markets loft. It is our feeling if you try to sell
too much duplication of bonefits it aggravates the problem we wore
talking about, of overutilization, _

Senator Wirrraxs. I agree with you on duplication of benefits,
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Mr. Wirre, I think about 96 percent of the people took part B, so
it pretty well took the market away.

Senator WirLtays, In view of the fact that we have several wit-
nesses, that is all I have,. )

Senator Curtis. I am not a member of the subcommittee, but I
might ask this question.

sn’t it true that about 11 percent or less of expenditures for medi-
care and medieaid go to doctors?

Mr., Witrre. I think the figure is something like that. I wouldn't
have the figure bofore me.

Senator Corris., About 10 or 11 percent?

Mr., Winre. I know a_small part. Institutional benefits cost the
most monaey. ,

I am not sure of the exact figures.

Senator Cortis. 1 don’t want to put words in your mouth, but I
didn’t understand your colloquy with Chairman Long.

You were not endorsing the program of group practice of medi-
cine, were you? . .

Me, Wi, T am saying-certainly that is one way of providing
health care, and there are some situations like that in existence, and
somo of them are very good, that I know of, but I was saying you
don’t always have that type of situation available to people throughout
the tountry. Iiven if people wanted it, it is just not there.

~ Senator Curtis. Wo have about 20 million people in the United
States over 65 as far as hospital benefits are concerned in hospitals;
in all likelihood 19 million of those have not paid anything for it.

The 20 million peop!o over 63 Lhat are alive, perhaps about a million
or less may have paid something in 1968 and 1969, and if they paid for
I year, they paid $46.80. I am quite disturbed over the fact of the
tendency to blame overybody for the fate of medicare.

Anrticles are written, speeches are made, some in Congress and some
out, which blame the doctors, which blame the insurance companies
for failures of medicare. Great tirades are made against the hospitals,
against the way extended-care nursing homes are run, and there is
another body of criticisim directed against actuaries. T can hardly think
of anybody that has not been blamed.

This brings to my mind a statement I read many years ago. that
no man is a failure until he commences to blame his in-laws for all of
the problems he hasinlife.

It might just be that the problem is with the law, the medicare law.
I regret tho inference which is going out from W}ashington that we
had a good, workable, sound, reasonable law, and the insurance com-
panies and hospitals and doctors and actuaries all were greedy and
messed it up. ,

Now, wouldn't one way to cut the cost of medicare he if we stopped
aying bills of wealthy people? They are able to pay their own medical
ills. Would that eut the cost? o

Mr, Wrrre. Well, T am certain it would cut the cost if you eliminated
a certain group of people, but T don’t really know how many people
ar(z in ttlmlﬁ category over 65, so I don’t know how much it would
cut cost.
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Obviously, if you cut out a group, it will save money, but I don't
know how many people are involved. y

Senator Curris, The young fellow that is supporting a family, who

-is maybe 30 years of age, is paying six-tenths of 1 percent of the medi-
cz}lgs cost now, and there is talk about raising it to 1 percent on a base
of $9,000.

Such a young man has to pay his own medical and hospital insur-
ance, he has to go out into an inflated medical market, which has been
agitated and mado worse by medicare, to pay his own medical expenses
in addition toall of these other burdens, his life insurance, maybe pay-
ing for his education, maybe buying his home, he is required to support
a ],)mgrnm that in reality is more or less a welfare program, )

t scems to me that if we really want (o cut the cost of medicare
there is one practieal way of doing it, which is eliminating certain
payments, If this goes on like it has for the last several months, with
overybody blaming everybody else, that does not arrest the cost.

Mr. Winze, Cerlainly it is within the power of Congress to modify
the law. In fact, in the statement we didn’t make this recommenda-

“tion; but. we made recommendations of changes in the law to help im-

prove the program,

T think that with the experience, with experience you find out defi-
ciencies or defects in the law. When you first write a law, you don’t
know how it is gom{g to work, and now it has been tried, I think there
are areas within the law that could be changed to improve the
program.

Senator Curtis. Sir, there is deductible at the time of enactment in
part A, T think, $50, and part B it is $40. ,

Mr, Wirre. The other way around, $40 originally in part A, and
$50 in part B, ‘

Senator Curmis. T turned them around. , L

T offered an amendment on the Senate floor that the deductible be
those figures, or the amount of income tax the individual paid in the
year provious, whichever is greater. It could be easily administered,

‘Someone goes to the hospital, and he is asked the question: “Did
you file an income tax return last year?” And if the answer is “No,”
then their deductible would be the amount in the law. If thoy filed one
and paid $2,000 in income tax, thoir deductiblo would be $2,000, If
they paid 8500 income tax, it would be the $500.

We lacked some 12 or 15 or maybe 20 votes to pass it.

Do you sco any real hope, without changes in the law, of lowering
the cost. of servicos being rendered now ¢ , o

Mvr. Winre, No, I really don’t. You can change the law, and put
somo limits, for example, in the program, But one of the problems
which T mentioned a while ago is the fact that, if you put arbitrary
limits in, you may ond u]p leaving the older person holding the bag.

Senator Cortis. What do you mean by “arbitrary”?

Mr, Wire, If you put in a_price schedule for physicians’ charges,
saying “this is the benefit to be paid,” and physicians’ charges con-
tinue to go up, the elderly porson has to pay the difference betweon
what the feo schedule proyides and the doctor’s actual charge.

Senator Conris. Up until the advent of medicare, that was the way
you wrote most of your insurance, wasn’t it ¢
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Mz, Winiri, On a schedule basis?

Senator Curtis. Yes. )

Mr. Wune, Actually, the sale of major medieal insurance was not
generally on a schedule basis.

It started quite a long time before medieare, and in fact has been
our big product saleswise for many, many years, We did have con-
tracts with various schedules, and you as a policyholder had your
choice. If you want to pay a certain amount per month, you would
get a cortain schedule, and if you paid more, you would get a higher
schediile. You could pick and choose how much money you wanted
tospend for a certain amount of protection you might want.

In that situation, of conrse, again, you are talking about employed
cople, and they make a decision about what their earnings might
»e, and they can afford to pay.

Most of the elderly people ara retired.

Senator Curris. Yes, Ilmt. many people over 65 arve better off finan-
cially than they have ever been in their life. A lot are not, and must
have help, of course, but some are no longer educating their chil-
dren, they are in the lower tax brackets, and their homes are paid for.
I am]‘thihkin'g of the burden that we are putting on all of these young
»eople. :
l, llou hear such unusual remedies suggested. 1 heard one person in
all sincerity say, “These hospital costs are getting so high that the
Government should take over all hospitals and run them like veterans’
llosl)ithls.”

Now, that wouldi’t. lower the cost of it, would it ¢

Mr. Wirte. No, I don’t think so.

Senator Curtis, It would shift the manner of payment, and who
pays it, but it wouldn’t lower the cost of operating?

My, Winre, I doubt seriously it would make any difference in the
actual cost of operating it if the Government ran it or if a private as-

‘sociation ran the hospital.

T think probably tho hospitals in either case are faced with rising
wages, other increased costs of oporation, and whether the Govern-
ment owns (he hospital or someone else.

Senator Curts. T should not take so much time of the commiittee,
but I will ook with real interest at your spcciﬁc suggestions.

I had a suggestion forwarded to me from a country doctor which
I think is worth consideration. He pointed out for some people that
are ready to leave the hospital, from a medical and surgical stand-
point they can be dismissed; because their home surroundings are
not as pleasant as at the hospital they prefer to stay a few more days
in the hospital.

And his practical suggestion was continue to give the hospital care,
as wo do under medicare, but require the patient to pay for his meals
in the hos,}ntal. That would be sufficient cconomic incentive for most
of those who beg the doctor and beg the utilization committee to stuy
longer to leave when it is OK for them to do so.

Maybe it is not workable, but T am nlways glad when individuals
do send in specific suggestions.

Mr. Winre. Yes, that is a form of coinsurance, paying for meals,
or whether you set a dollar amount the person will pay, it is a form
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of coinsurance, a theory of coinsurance, which is incentive not to pro-
long your stay.

Senator Rinrcorr. Would you think we could eliminate the dual
payment, where a doctor can charge the medicare fund what is cus-
tomary and reasonable, and then bill an additional amount on top of
that to the patient? |

Mr. Winrre, Well, under the structure of the law as an insurance
{)1‘0gl‘ﬂgn, and it is an insurance program, you are, in effect, telling the
beneficiary “we are going to Yr‘ovi 6 Insurance against your cost of
care.” Theroe is no real direct relationship with the (foctor, so it calls for
a restructuring of thelaw, ,

Senator Rmtcorr. Would you recommend such a restructuring?

Mr. Winrre, Well, we have not really considered that in our com-
mittee in our discussions, at all. o

Senator Risrcorr, In othér words, don’t you think the average pa-
tient is rather surprised the first time he goes to the doctor, in assum-
ing the medicare fund will pay his doctor bills, and then su(idenly gets
nln a]d;litional bill from the doctor? Don’t you think it comes as &
shock V

Mr. Wrre, 1 oxpect it doos, to somo patients, because a lot of peo-
ple, as 1 said earlier in my statement, have the feeling that medicare
pays for everything in full, and in fact it was not intended to, as I
undrrstand the law, B 4

As I said in my statement, wo need moro education about what the
program really is to help {mo‘plo, that it does not pay for everything.

Senator Risicorr. Mr. Patterson, docs your company lend money
to the intermediaries under your supervision, cither by mortgage or
direct Joan?

M. ParrersoN, No, sir.

Senator Rinicorr. Your company does not ?
| Mr. Parrerson. No, sir. Mutual of Omaha does not make mortgage
oans. , _

Senator Rinicorr. Senator Williams and I wore chatting for a sec-
ond, and wondering, if you don’t make any money, do you want to
stay in this business, or get out of it?

Mr. Wirrre., Woll, T can speak for my company on this ono, because
I know our company policy, and I know that my president feels that
since the law does provide for use of carriers, and we are a mutual
company, and rather a large one, almost like a public institution, it is
desirable, in effect, to have a partnership with the Government in a
project of this kind. o _

Senator Rmicorr. Do you think it is fair for the Government to use
private ?indusir_y without compensating them reasonably for their
services _ _

My, Winrre. Well, certainly T think that probably there should be
some provision for payment, for management, profit, whatever you
want to call it, over and above the actual cost of operation. As a
matter of facl, this in some way could bo geared to performance,
and it would be an incentive.

Senator Risicorr. In other words, maybe we ought to have an in-
centive system for the earriers?

Mr. Winte. Yes; I beliove in incentives all the way around.
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Senator Risicorr. What thought does your group have for an in-
centive reimbursement to you, where you can make more money for
lf)ein ?moro eflicient and more effective in doing a better job for the

unc

My, Winre. T have to be frank in telling you we have been strug-

ling with it for a long time, trying to come up with a workable
formula.

It is very diflicult to measure performance. For example, taking
one factor: “Iow many bills di({ you reduce, for example, doctor
bills, as a eriterion of performance ?*

This wouldn’t take into consideration situations where you went
out and negotiated fees with the doctor. You would no longer be
cutting his fee. You would negotiate a lower fee, that would no
longer show up.

By reason of working it, and taking all factors that you might
measure on performance, we have not found a good formula, but are
still working on it, because we believe it is probably a good idea. If
we could develop some i¢asonable way of measuring performance,
rewnrding the ones who perform better than others, and perhaps
a punitive ineasure for those not performing.

Of course, there is the other punitive measure, of canceling the
contract.

Senatorr Risicorr, Personally, I feel uncomfortable at the thought
of you doing this and not being compensated. I think everybody is
worthy of his hire, and so is the insurance company.

I would want you to do a good job, an effective and eflicient job,
a job a lot. better than you are doing, but personally, I don’t think
you should do it for nothing.

Senator Wirrtams. How many States do you represent?

Mr. Warre, Prudential in three.

Senator Wirrraas. You started out with one?

Mr, Wirre. Yes.

Senator Wirrraxs. Did the Government ask you to expand to get
two more, or did you seek it ¢ ,

Mr., Warre. They asked us, and we accepted.

Senator WirLiaxs. You took them as public-spirited ventures?

Mr, Winre, Yes.

Senator WiLriams. Is that pretty much true with all of the com.
panies that are working on this?

- Mr. Wirre. The companies on my committee, 13 companies, yes;
it istrue. I can only speak for those.

Senator WirLraMs. It is wonderful there are so many public-spirited
people, but I wonder if it is fair for the Government to infringe upon
them. If the Government or somebody devised a scheme to relieve you
of all of this—relieve you of this responsibility which you are perform.
ing for nothing—it is my _understnnging there would be no objection to
it. You are willing to do this work from a public-spirited standpoint,
but yon would feel relieved to be relieved of all of this responsibility,
and all of the other companies would, too. Is that correct?

Mr, WHite. I don't believe that is right.

Senator WiLLraxs, Since there is no profit motive here, and recog-
nizing the profit motive in industry, I was in business, too, before,
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and profit is an important part of industry, and a part of our system,
and it is the only case I have ever found where the Government is
doing business with somebody where they are not making money, and
they want to stay in. ) ‘ o

Tn the dofenso business, we talk about big profits. Do you think if
wo turned it over to nonprofit business, you think we would have
everyone wanting to work with the Government? L

T am amazed at the tremendous outpouring of [)ubllc spirit.

Mr, Winre, I wil] toll you one thing. We have heen nonprofit. My
company is a mutual company, anyway, but in the health business for
many years, even inithe present health insurince, we are lucky if we
break aven, but also I think we firmly believe that any idea of having
a privale in'dustl(?', our industry, involved, rather than have the Gov-
ernment oporate directly, we believe in that. .

Senator WirLtass. I am surprised at it, without making money.

On these expensive computers, by doing it for nothing, you can
nllocate a substantial part of this cost to the Government as part of
the overhead cost. Is that true? o

Mr. Warre. It depends on the individual company, whether they
have one computer and share it within their own business, but it hap-
pens in our business we have a computer just on medicare because of
tho volume,

Senator Wintiams, T won’t pursue this point, but I would just as-
sume, based on the normal exporience in the business, that if the
Government did decide to relieve you of all of this work you are doing
from a patriotic standpoint, I don’t guess there would be too much
abjection, , -

Mr. Witrre, Excopt for the one point. We still believe it is better
to be in the business at nonprofit, rather than to have the Govern-
monts do it directly. Philosophici\ily,f'om‘ company belioves that,

Sonator Wirntiams. I do, too, but T am intrigued about the non-
profit aspect. because of peo{)lo clamoring all of the time for the oppor-
tunity to do business for nothing. It is just a new experience.

Mr, WimnTe, At the time of passage, we were trying to change that
particular clause, but we were not suceessful,

Senator Rimsrcorr. We would appreciate, if it was not an imposition
on our part, to get as many witnesses as we can, and there may be
some further questions that the members of the staff would like to
ask. Would it be an imposition for you to remain?

My, Waire, I do have a meeting later in the afternoon.

Senator Rinicorr. Well, if you l%mw:a to go, you should.

My, Wirte, But the other gontlemen will be here.

Senator Rinicorr, Let’s proceed with the other witnesses.

(The following letter was subsequently received by Senator Ander-
son and ordered to bo made a part of the printed record at this point :)
MuTuarn or OMAHA,

- Omaha, Nebdr.,, April’ 23, 1970.
Senator CLINTON I’. ANDERSON,

New Senate Office Building,
Washinglon, D.C.

DEAR SENATOR ANDERSON: On April 14 I appeared as one of the witnesses for

the Health Insurance Assoclation of America bLefore the Senate Finance Sub-
committee on Medicare-Medleatd.



A P

i Y T

RofT e ity

T

o A o AR, | o o 6

223

I have just had the opportunity to review the Blue Cross Association statement
prescented to the Subcomuittee on the following day, April 15. 1 refer to page 4]
of the Blue Cross Asseclation statement referring to administrative costs (copy
attached) which is somewhat misteading: (1) The Blue Cross Association is the
contracétor for more than 90% of the hospital beds in the country, (2) thelr
workload fs very heavily weighted with hospital claiins ns compared to other
types of claims, e.g, extended care claims, (3) there are many more hospital
claims than extended care claims since only 1 of every 12 Medlcare patients
hospitalized goes into an ECF, Iospital claims have been getting comparatively
littte investigation and development by medical, paramedical and cexperienced
claims personnel.

With respect to the companies referred to as A, B and C the reverse Is true
in that about 85 to 00% of the bills paid are from extended care facilitics as
opposed to hospitals. The ECF bills require extensive development by highly
trained (therefore expensive) personnel because of the widespread misunder-
standing as to what is really covered by the extended care benefit and what is
not covered. Therefore, the cost of administration per bill is much higher for
ECF bills. As you would expect, the development and investigation of ECF bills,
tléough expensive, has saved the Medicare Program and the taxpayers huge sums
of money.

With reference to the third column of the attached, the average cost to the

- Program per day.for the extended care benefit is about 34 to 3 the cost per

day of hospital care so that when you compare the ratio of administrative ex-
pense to benefits pald the figure for private companies was considerably higher.

In sumnary, there are many more hospital bills than extended care blils and
when an intermediary processes 85-909 ECF bills as opposed to 83-009 hospital
bills, and must necessarily spend more In administrative costs to do a proper job,
the cost per bill and ratlo of administrative expenses to benefit payments are
badly distorted and in need of explanation.

I would very much appreclate it if you would have this clarifying information
inserted In the record of the Hearings at the appropriate place.

Thank you for the courtesies extended to the witnesses representing the Health
Insurance Assoclation of America by the members of the Subcommittee and Staff.

Sincerely,
B. H. PATTERS0N,
Vice President, Health Insurance Beneflls.

JULY-SEPTEMBER 19691

Ratio of

3dministrative

s1pansss {0

i ) benefil

Administrative Bilis ymants

expenses;bill processed ?;omnl)

$3.67 3,509, 861 L2

5.68 3. 1.9%

1.90 18, 39¢ o.g
Company A (14 offices) 5.23 97,58 I

High OfICe. . .o oeereeeeaceamrccaacmaaenvarsmnsaaeeaeaneann 9.90 416 4.52

Lowoffice......._........ .. 476 1,183 1.04

Company B (23 offices). . 5. 35 €9, 428 2.05

Highoffice............. 6. 1,215 116

oo @8 offeesy Lo B e 3
n L 1) T X Y .

Highpo‘ﬂ'-{o .......... J R 7.6¢ , 093 5 1;

LOWOMICR. . .ot iieeececarcecinnanen ceeninermnacnacaaaaaas 3.63 K- .3

The role of the Blue Cross Assaciation, in cmdimtini‘aui 3dninistering the work of tha Natian's Blue Cross plans
under medicare, is nol new to BCA. For many yeurs BCA his served the plans, cosrdinating cesdurces, providing nationat
uniformity for a system with decentralized aimiaistralion, insuring dascipline through ¢andilions of membsrship, co-
ordinating leadership, and centralized technical skifls, thereby avoiding widaspread duplication.

tSource: SSA memorandum to 211 part A Intermediaries on selected workloads and cost data Dec. 23, 1969,

Senator Riricorr. Dr. Melcher, please come forward.
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STATEMENT OF GEORGE W. MELCHER, M.D, GROUP HEALTH
INSURANCE, INC., NEW YORK

_Dr. Merengr, My, Chairman, I have three particular points I would
like to make in my statement, ,

The first is I would like to say a little about the organization for
which I work, and then talk about utilization control, and then the
whole problem of usual and customary fees.

Group IMealth Insurance, n company with which I happen to be
an oxecutive oflicer, is the oldest nonprofit health insurance carrier in
the northeast. It covers nj)proximntelly 15-million subscribers, pri-
marily throughout New York State, these people primarily being in
the met l'OFOlllm) area. | )

In addition, this organization serves as the administrative agency
for Group Health Dental Insurance, a nonprofit dental insurer; which
covers a})proxlmatqlv 400,000 subscribers, and also is the management
agency for Group Ifealth Insurance of Now Jersey, a small nonprofit
carrier,

Furthermore, the oganization acts as a part B carrier for Queen’s
County in New York, representing about 1 percent of the total medi-
care volume, that is, nationally,

The major portion of health insurance underwritten by Group
Health Insnrance is of a comprehensive nature. This organization be-
Jan many years ngo in the area of insuring out-of-hospital services.

t began after considerable experimentation in the early 1950’s, realiz-
ing that the major need, at least the people who ran’it thought the
major need was for consideration of coverage of out-of-hospital serv-
icos, For tho average income earner and the modest low income person,
out-of-hospital physician services represented a much greater potential
financial drain than in-hospital services costs. .

Ovor the years, after considerable oxperimentation, it was found that
the public wanted comprehensive coverage. Now, approximately 95
porcent of all contracts written by GrouY Health Insurance include
comprehensive out-of-hospital services, T iis includes physician serv-
ices, X-rays, laboratory, and preventive sorvices. i

The program includes some 10,000 participating physicians. Phy-
sicinns who have agreed under circumstances of their contracts with
us, to accept a feo schedule for covered services, and there is no income
limitation. For covered services the plan’s payment is payment in full.

Senator Rinrcorr. Would you mind if we interrupt, Doctor? .

When you started this set-fee schedule, did you have difficulty with
the doctors accepting your feo schedules? o ,

Dr. Mrroner, We have always had a fixed-fee schedule, and cer-
tainly—many physicians feel the fees are too low, and do not agree to
participate, . o, . .

Oveor the years, wo had a consistent level of participation of physi-
cians of approximately 10,000 to 11,000. i

Senator Risicorr. In other words, you felt while some doctors stay
out, _\'%n don’t find you lack doctors to take care of ihe people in your

roup ~ _

& ])1!. Mercner. That is right. We do not lack physicians, and the
atient is perfectly freo to go to a Rhysicmn outside of the program.

o reimburse the patient, then. Otherwise, if they go to a physician
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and it is a service case, as we call it, or paid-in-full case, the payment
goes directly to the doctor, Otherwise, we pay the patient.

I might say the dental program has participating dentists, some
5,000 in the metropolitan arvea, joining this plan.

Senator Risrcorr. You talk about metropolitan area. Is that West-

chester, Long Island? .
Dr. Mercuer, Metropolitan New York area, though we extend and

writo coverage all over Now York State, large groups in Watertown,

Painted Post, and so forth.
3 The major bulk is in lower parts of the State and northern New
ersey.

Thg combined business of the three organizations handles around
60,000 claims a week in Group Health and Grougf) JTealth Dental
Insurance, and approximately 10,000 claims a week for medicare,

Now, prior to 1966, at which time medicare came into being, T think
prob‘ab‘y our organization had as much or more experience in handling
out-of-hospital claims than anyone in the country.

I might say there is quite a difference in ‘m‘ying and examinin
claims where one has frequent small claims; and this is out-of-hospita
coverage. It is quite different from major medical, though major
medical coverages certainly may have many small claims come into it.

Woe found in 1958, when we first moved into this area, that one of
the most essential features in having a program which provides un-
limited and comprehensive services is a proper program for examina-
tion of the physteians’ practices.

If left alone, this particular program, and previous experience has
shown this, if loft alone with no attempts at examination of his
practice, the utilization goes consistently upward.

Now, we found that both Propayment and postpayment audits aro
essential if you are going to have any adequate control on utilization.
Involyement is not only utilization control but examination of good
medical practice; not infrequently poor practice and overutilization
run together.

Senator Risicorr. You say “poor practice and overutilization run
together$”

1 T, Mercuer. Not infrequently, they run together., Sometimes they
on’t,

We Place strong emphasis over the 17 years, from 1955 until the

resent, on development of utilization control programs in our basic
usiness, , ,

I might say during this time, and until this past year, there has heen
no overall increase in our claim payment ratio, That is, the utiliza-
tion of physician services has not increased over the years.

Vhen wo started this program in 1955, most people said that we
would be broke within a year, Well, it did not happen that way. We
feel strongly that the major reason we have not is Eccausc of the ex-
tensive efforts that we put on utilization,

In the medicare operation, we have tried to bring about exactly the
same kind of utilization control that we liave in our own operation.
It is a bit more difficuit. 'l‘houg:h with the efforts of the Queen’s County
Medical Society, in the particular county we happen to operate in,
we have been able to set up a professional practices committee that

[PPSR
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actively meets with the representatives of the carrier, to review and
£0 over certain types of practices.

They have been exceedingly helpful to us, and it has been our {eel-
ing that the major good og this has been a_physician education pro-
gram where the physicinns are able to see the kinds of practices that
per]m‘{)s are not in the best interests of both patients and organized
medicine, o

I feel very strongly that any program which provides unlimited
home and oflice coverage, and in essence that is what medicare does,
must have a very active utilization review or control program as a
part of its basic makeup. )

I might add one other point here, which is not in the statement, that
‘most of us in the insurance industry operate on what we call reten-
tion, or cost of doing business. ,

For example, I sell a contract with a company or with a uition, and
wo assume it is worth $100,000 a year in premiums. I have a 10-per-
cenl, retention, That means I get $10,000 out of that $100,000 to oper-
ato it.

_And let’s assume that I pay every claim that comes in, and spend
$100,000, I then get my $10,000. Then let’s assume that in another in-
stance I institute a very vigorous utilization control program, look-
ing at quality of care as well as many other features, and instead of
‘paying out. in cash claims $100,000, I only pay $90,000. It costs addi-
tional money to do this, and now T only get $,000. I don’t evon make
the $10,000. So I had to spend more monaey, and get less administrative
cost.

It is much easier to pay claims, particularly when it is done on this
bagis, than it is to try to control costs.

Our organization feels very strongly, and continues to feel this way,
that if we have nothing more to do than to serve as a conduit for
money, that is, collecting it from the purchaser and giving it away, if
we don’t have any more to do than that, we should not be in business.
Our board of directors feels that we must, involve ourselves in more
than just disbursing money, and a good utilization control program is
ossontial to any insurance prograin that involves out-of-hospital
coverage. ,

I will leave the in-hospital part aside,

Now, 1 would like to say a fow words nbout usual and customary

cos, , , . h
_ I'think myself (his is one of the major problems in controlling costs.
If one examines the record since the early 1050’ on major medical
~insurance and other programs of this nature, it seems clear that the
cost of such programs is one of-continued increase in preminm.

I think the most serious drawback at this particular time in relation
to the medicare |l)rogrnm in addition to the fact that it is impossible,
T think, of sound and safe actuarvial basis to continuo in this fashion
on us_u_ﬂ’l and customary fees, is the fact that the patient does not have
an opportunity to know, when he goes to a physician, or to select a
physieian, where ho can receive a paid-in-full benefit.

Ho has no way of knowing when he goes to the doctor whether the
doctor is going to accept the assignment or to limit his fea in any way.
It. is bad enough with employed people, but heroe we have taken another
group, who for the most part have passed their employment, and have
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given them an insurance program far richer than most of the working
public is able to atford. Then we give them no opportunity to know if
the physician will even agree to limit his fees.

- We have had a roster of participating doctors for many years,
10,000, approximately, actively practicing physicians in the metro-
politan aven who have agreed to limit fees. The patients know who
they are. Not infrequently this does nffect a patient’s selection of a
physician,

“Senator Risicorr. In other words, you don’t have a dual system.
When one person insured by your group goes to a doctor, and he gets
whatever service there is, whatever your fee schedule may be is the
ﬁnal?pnyment to that doctor. e does not bill the patient an additional
sum

Dr. Mercuer. For covered services, yes. In our own program
approximately 60-odd percent of services are paid-in-full benefits.

The patient—and not every patient selects a doctor for financial
reasons, but there are many instances where this is essential.

It is my strong feeling at this particular point in time, it might
be very wise to consider the use ()}’a“ fee schednule approach. at least
until some of the inflationary aspects of health care can be resolved,
or until the opportunity presents itself to review some of the prob-
lems with the present structure for delivery of health care.

Another area which is producing major problems, and if you will
recall, I said earlier in my statement we had no increase, in actuarial
experience or payment of cash claims, until this past vear. In the
New York metropolitan area we have had a large exposure to pre-
ventive health examination programs.

There are many organizations that have set out to carry out so-
called preventive screening programs. Weo have been paying such
claims since about 1959, so we have a little over 10 years' experience.

In the past 115 years, we have seen a tremendous increase in claims
for such services: so within the year we expect approximately an 8-
percent increase in claims cost, as a result of the utilization of these
oxaminations,

This is going to be an exceedingly costly adventure, and I might
say that we see very strong indications that nationally the same thing
is going to happen, with many organizations setting up screening cen-
ters, and many individuals, institutions, commercial organizations,
and others getting in the act. T think at some point one must address
one’s self, in the medicare program, as well, to exactly what you are
going to do about this, because you certainly do provide, or will pro-
vide, a major open-ended expenditure of many billions of dollars if
it goes the way countrywide I suspect it will.

Another serious problem that we seo is concerned with the abuse of
X-ray and laboratory services.

Unfortunately, the impression was given to medicare beneficinries
that practically everything is covered under the program. Certainly,
many providers went to extra measures fo carry out services which
added to the cost of dingnostic services.

The great abuse of automated lab procedures, where there is no
reduction in charges on bills, is a typical example of where a great
deztx} o{ expenditure is going, and very little increase in beneflt to the
patient.

£
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One final point not in the prepared statement has to do with teach.

ing hospitals,

would certeinly hope at this (Point in time you would consides
somovclmn‘go in payment, or method of payment, for services renderec
inthe teaching setting, *

It is my strong feeling that this should be under part A, and not
under part BB, , .

"This has led to serious abuse in many institutions, and I think the
only proper solution at this point in time is to put it under part A,
on a salaried basis, and on a reasonable basis. ,

Senator Rinicorr. Do you also teach at some medical school?

Dr. Meroiren, Yes; Columbia.,

Senator Risicorr. T was interested in your talk about the overuti-
lization of automated laboratory equipment and X-ray equipment.
What is the average cost of such a service?

Dr. Mrroner, Well, that is a good question,

'll‘(l‘m c?ost, of the provider who is providing, or the charge he is
naxkin .

Sémﬁ'dr Rinicorr, The charge to the medicare fund.

Dr. Meroner, Well, I can't, or I shouldn’t say, “I can’t answer it,”
but T ean’t give you an answer that I think would be correct. ,

Let. us put it this way. In the New York metropolitan area—and I
would have to speak {o that area at the moment—ws first became
m\gu;o of the so-called automat2d contract laboratories in the late
1950%s. V

At that point in time, there was an organization that offered to
ghvsicinns for some $40, and then later $50, $60, and now I think
$100 a month, a sorvice for which the physician could have all of the
lab tests he wanted done for that fixed amount of money.

Wo found very early that a physician would see one patient and
ordor 30 tests; thus recouping his full cost for the month on one
patient, : -

Around the country now there are many organizations that offer
automated lab tests, 8-in-1 series, or 12-in*1, for a fixed price, and,
unfortunately, most of the time when you get a bill for the medicare
patient, or for your own business, you don’t know where lab services
were porformed, They come to the doctor) but we know perfectly well
that the average physician cannot do many tests in his own oflice.

Wo in our own business know overy Ph rsician who has a contract.
We wore able in 1958, with the oflice of the attorney general in New
York and organized medicine, and the contract laboratories, to work
out an agreement whereby we would not pay our full scherule allosw-
anco for automated tosts, but rather a reduced allowance,

I can tell you that there are many, many instances where physicians
are using such services and where the full charge is being ‘rendered
to medicare, and to commercial companies, and to Group Health
Insurance. o ,

Senator Risrcorr. I would hopo the staff would find out from the
Socinl Security Administration whether they have any information
as to the total cost to the medicare fund of the automated laboratory
services,

Now, aylpm-ently you have succeeded where the insurance comipany
and the Blues have failed, in utilization review and control of cost.
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Now, what are the elements of your utilization cost-control pro-
gram, and if you can use them, can’t they be used all over the Nation?

Dr. Merctier. Senator, let. me put it a different way to you.

In 1957, we made a decision to become automated, computerized,
and that is a long time ago. We made it because, with some help of
other people, we were already handling a large volume of claims. For
example, a program which is confined to in-hospital services will
produce only one-sixth the number of claims as n comprehensive plan.

Senator Rinicorr, Give me that figure again.

Dr. Meroner. When you have out-of-hospital comprehensive cov-
erage, you pay many more claims, because there are small frequent
claims, doctor's visits, and lab studies. Most. of the coverage that was
available prior to 1966 did not include comprehensive out-of-hospital
coverage, and thus had a much lower volume of claims.

So we decided in 1957 that to handle the mass of paperwork, we
would go into electronic data %)"*mcssing. We were %cttmg the concept
and starting as early as 1957 in computerizing claim payments, so
that by 1963 we had the major part of our program computerized,
We still-have not gotten everything domne the way we \‘v‘on‘\d like to
see. I might say, to develop a program to pay claims on a real com-
puterized basis in a short periog of time is very diflicult.

Now, every claim we handle, has to have a four-digit procedure
code, and a four-digit dingnosis code on it. ‘These are the very basic
clements of trying to control utilization. You have to have a(icquutc
data going into the system in order to know what kind of doctor is
carrying out what kind of practice on what kind of patient. You
then build into it the appropriate mechanisms to bring the claim out
for examination, if predetermined limits of service are oxceeded.

Senator Rinicorr. Now, concerning the medicare claims that you
handled in your area—are there dual payments there, or do the doc-

“tors who operate under the medicare portion of your su{)crvision—-

are they %mid on the same basis as your own group health insurance
program

Dr. Merchen. You mean paid at the same level?

Senator Risicorr. Yes.

Dr., Mrroier. It is not the same.

Senator Risrcorr. It is not the same?

Dr. Mercuer. I should not say that, Some things are the same, and
some are not. Lab services for the most part are the same. Some other
aspects, they are different.

Senator Risicorr. Are the same doctors who are treating medicare
patients receiving more than the same doctor who handles regular
patients?

Dr. Mercner. I would say for the most part they are.

Senator Rintcorr, Why is that? Why does Dr. Jones charge a medi-
care patient, say for the same services, more than he charges your
group health insurance patient? o

Dr. Mercuen, I think it is fair to say that the participating doc-
tors, the ones participating in our program, do not charge more, to
my knowledge, than medicare, 'The ones who are not participating are
free to charge anything they want to charge.

Senator Rintcorr. And they do?

Dr. Mercner, And they do.
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Now, we have reflected that in setting up our prevailing fees,
Charges made by physicians in our own program are included in the
makeup of the prevailing aspeet of the usual, and customary, and
reasonable charge determination so it is reflected in the overall pay-
ment. rate. :

Senator Wirnriaxs, I will only ask one question, in view of the fact
that we have other witnesses (o hear from.

In conneetion with the teaching hospitals, just how does a medicare
heneficiary in a teaching hospital recognize or contract with a super-
visingvl)hysicinn ?

Dr. Merener, Well, sir, T can’t speak for every hospital in the coun-
try, but in New York, T can gpeak fairly clearly,

I think for the most part there has been absolutely no change in
the patient’s status between 1966 and 1970 for teaching services. Cer-
tainly with the institutions with which T am familiar, as fartas super-
vising physicians is concerned, they are exactly the same as 1966.
There is no change there. The patient does not select the doctor. The
doctor is assigned. ITe does what he was doing beforchand, as relates
to teaching, -whether it is medical students, or interns, or residents,
or other people. ,

The patient frequently does not even know who the attending
doctor is, ,

Senator Wirrrays. Just how should it work with medieare? Or how
does it ‘work, and how should it work?

Dr. Mercner, Woll, wo are talking now about payment, At present
I think in many institutions physicians are getting payments for
services that certainly they render, but by no stretch ofl the imagina-
tion is the rclationslfip with that patient the same as with their own
private, porsonal pationt. ]

That is on a fee-for-service basis, and it may be a reduced fee in
many instanees, compared to the regular fee, but not groatly different.

I think the way it should work, if they are going to receive pay-
mont—and I think teachers should receive payment—is to put it on
& salary basis, and this should extend to all patients in the teaching
st,udly not just medicare. I am sure it was not your intention in a
tence li’ng hospital that the only people who would have to pay a bill
would be medicare people. There are other patients there, as well,

In my own institution, I think it is fair to say, I have to make a

uess; now, cortainly on the medical services, perhaps 80 percent of
the patients are medicare, and they are the only ones from whom we

m‘%_ collecting any fees. We are not collecting any from the other
»ationts. " -

l In medieaid, in New York City, we can’t. That is not possible under
resent regulations. The other patients we have never collected fees
rom, so the only ones wo are collecting from for the in-hospital

patient, not the outpatient, are patients covered under titlo X VIIL,

Senator WirLtaxs, Do you think we should stop those payments?

Dr. Meromner. I think you should, or pay the physicians on ‘a salary
basis under part A; that would be my strong recommendation,

Senator Wirrtams, Would it work 1f one-third of the patients were
undor medicare and the other two-thirds private$ Wou{d the salary
be allocated?
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Dr. Mercuer. I think the salary would nave to be allocated equal to
all, cortainly not just to medicare patients.

It is a_very serious problem, and certainly in New York State we
have had a rather major legal action several years ago in one of our
large teaching institufions, where the local Blue Shield plan refused
to recognize such payments, or to make such payments. ‘There was an
opinion in which the plan was supported because there was no private
patient-physician relationship developed between the ward patient
who had an assigned physician, so that payment could be made.

In my own company, we do not recognize payments to interns, or
residents, or supervisory physician services in a teaching settmg]. Now,
up to this point in time, none of the hospitals have made a legally
enforceabls charge. -

Senator Rinicorr, One more question. What is the average adminis-
trative cost per case that you receive from the medicare fund?

Dr. Mercxer, In the last quarter, 1970, it is ag)proximato]y $3.60. It
may be a few pennies above or below. Our costs have been going down
for the past year.

‘In ourown business, we have made major strides in the past 2 years,
with a new method of optical scanning and other means, and applying
some of the same measures to medicare.

Senator Risicorr. I am wondering, if T may ask Mr. White, what
is tho average cost per case for your group?

Mr, Wrrrr. Ican’t give you all three companies.

Senator Risicorr. What is yours?

Mr. Wiirre. About $3.15.

Senator Risrcorr. Thank you, Dr. Melcher.

Next is Mr, Parish and Mr, Xnebel.

You may proceed, Mr. Parish.

STATEMENTS OF NED F. PARISH AND JAMES D. KNEBEL, NATIONAL
ASSOCYATION OF BLUE SHIELD PLANS (CHICAGO), AND JOSEPH
C. RHEA, ASSISTANT VICE PRESIDENT OF GOVERNMENT
PROGRAMS

Mr. Parisu._Thank you, Mr. Chairman.

. My name is Ned ¥, Parish. I am executive vice president of the Na-
tional Association of Blue Shield plans.

Thirty-three of our member plans have been serving as carriers for
Bnrt B of medicare, servicing about 60 percent of the program'’s

enoficiaries.

With me are James D. Knebel, assistant executive vice president of
the association, and Joseph C, Rhea, assistant vice president of Gov-
ornment programs. Both of these gentlemen have had extensive in-
volvement with medicare and medicaid, and will be available for any
questions the committes may have.

We have studied the report of the committee’s staff on medicare and
medicaid. We'comrlime'nt’th‘o staff on the thoroughness of its research.
We concur with the obi‘)cctivo of making these programs as effective
and economical as possible. Wo feel, however, that the conclusion that
part B carrier performance has been, in the majority of cases, erratic,
neflicient and costly is too general and needs further explanation.

42-122—70—pt. 2——4
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‘The staff report is based, in large part, on 1968 data. It is true that
1968 data do not reflect a leve] of carrier performance that we should
like to seo in a fully matured program, But it is most important to
understand that part B of medicare was not in 1968, and is not today,
a matured program. , )

The carrier plans have made a great deal of rogl;"ess in the 2-year
interval, The most recont workload reports—for Iebruary, 1970—
show a median claims inventory of 3.2 weeks, down from 8.6 Wweeks for
the same month in 1968, Most importantly, this reduction in inventory
was achioved despite a 81 percent increaso in claims received, amount-
ing to 700,000 more claims in January, 1970 than in January, 1968,

‘orly-two poreent of all medicare claims received through the end
of 1969 were received in 1969, ‘I'his means that volume was about 50
porcent higher in 1969 than could have been expeeted on the basis of
1966-68 experience. As for this present year, we believe that neither
utilization of medicare nor the resultant workload for the carriors
has yet stabilized,
_The committes should understand exactly what this has meant to
Blue Shield, Our plans characteristically have no activity except the
financing of medical sorvices. They are not subsidiaries nor divisions
of larger entities, Neither have they subdivisions of their own from
which they can transfer resources. It has been observed by such impar-
tinl agencies as the Columbin University task force on’ CHHAMPUS
that this approach gives Blue Shield a superior understanding of medi-
cal care programs, But it also means that the impact of ¢hange falls
directly on, and must be absorbed by, the basic operation.

I‘rom 1967 through 1969, the Blue Shield carrier plans’ growth in
private business, as measured by dollar volume, was 46 percent, Most
of this was the result of making available more com{)mhonsivo and
sophislt ieated coverage, as Government, among others, has encouraged
us to do. -

Through the end of 1969, the carvier plans paid $2,624 million in
medicare BB claims. In the same period, they paid $38,693 million in
their private business, Thus, over a 42-month period, medicare repre-
sonted a 71 porcent incremental load on a group of plans already cop-
ing with a 46 percent expansion. The increment was noither gradual
nor evenly distributed. Tt hit suddenly, and in some areas overwhelin-
ingly. Tna few plans, medicare benefits mounted to as much as 300400
percent of private business payments,

Wo are unaware of any national industry—particularly a service
industry—which has undergone a comparable experionce. Certainly
none has done so under comparable public serutiny. In some plans,
staffs had to be doubled or even tripled in a 2-yoar period. By defini-
tion, moro than two-thirds of the employees had little or no experience.
Now supervisory positions were created, and filled of necessity by
people with less than usual experienco. Many other problems mate-
vialized that were the inevitable result of an inndequate supply of
trained personnel in an industry that has become successful through
the skills of its personnel.

Wo explain all of this not to apologize for poor performance, but
to assort that in the circumstances performance has been remarkably
good. There have been deficiencies, and undoubtedly some waste, Wo
vory much doubt that they have exceeded reasonable limits for putting
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a program of this magnitude into operation literally overnight, and
working through a massive shakedown period. There are clear indica-
tions that despite the fact that medicare volume continues to rise,
nearly all Blue Shield carriors have succeeded in building organiza-
tions strong enough to control the program,

The two points of greatest importance in the present development
of medicare arc generally agreed to be cost containment and adminis-
tration. Cost containment, in turn, can be influenced primarily through
utilization review and methods of physician reimbursement. We be-
lieve that of the two, utilization review holds the greater promise, in
the long run, for influencing the cost of a given level of benefits under
the program, ,

Review of physicians’ utilization involves the finding of intentional
abuse, which is relatively simplo to detect and relatively insignifi-
cant as an expense factor. It also involves determining the proper lovel
and quantity of treatment for patients. which is potentially quite sig-
nificant in terms of program cost, but extremely diflicult to gage ob-
v. Blue Shield has been exercising initiative to develop greater
capacities in this avea, By the standards of 1970 we are succeeding.
By the standards of 1975, there is some distance to go. Utilization
review isstill an emerginlg activity.,

Last year, the Blue Shield plans and our association formulated a
detailed, effective, and up-to-date program for utilization review. We
are just completing an evaluation of Blue Shield activities in _the
light of this program. We find that the earrier plans are responding
well to the needs of the Government’s programs and of their private
business. 4

Woe identify four elements in effective utilization review. They are,
first, prevention of poor utilization, done through educational pro-
graming directed at physicians and their employces to create con-
sciousness of the need for attention to proper utilization. ‘This atten-
tion is by far the most important element in optimum utilization.
Second, there is detection, consisting of computer, manual, and special
sample review, aimed less at discovering fraudulent practice—al-
though this is certainly an objective—than at identifying patterns that
do not. conform to normal usage. Unusual-patterns frequently show
nothing more than wnusual easeloads: for exaniple, referral practices

..

very high in certain dingnoses, or very heavy patient loads in areas
short of physicians. Bitt often they show areas where corrective action
is indicated. ‘

Correction is the third element. It relies on field contact, contact by
plan-sponsored committees of the physician’s peers, or by similar com-
mittees of the local medical socicety. {Vhilo it can be and sometimes is
aimed at recovering money wrongly paid, it is more usually education-
al, aimed at making the physician cost-conscious in selecting appro-
priate means of care.

* Finally, there is reporting and accounting of the results of utiliza-
tion review. This element has only recently been added to the Blue
Shield process, and we are still developing it. It has béen generally felt
that prevention, detection and correction, supported by educational
programs, wore a co'm]plete eycle in themselves, The feeling was rein-
forced by the knowledgo that the existence of an effective utilization
review program is a major deterrent to abuse, making true savings
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literally incalculable. Recent developments have convinced us that we
must. indeed measure and evaluate identifiable dollar savings, and this
wocess is under development in most. plans which do not already
ave it.

[t is worth repeating that the program the plans are implementing is
an excellent program at the moment. We doubt that there is one with
comparable capacity in existence. But we are still finding out about
utilization review. A full-time stafl in our office is charged with ac-
colerating its development, and working with the plans toward con-
tinual improvement of the process.

We expect that beneficiary education will emerge as an increasing-
ly important factor in utilization control, This will involve educat-
ing both the individual and the community. Patients, and particu-
larly elderly patients such as medicare beneficiaries, can and do
oxort. influence upon the length of their stays in institutions and the
frequency of their oflice visits. It is not entirely realistic to think
that discharge criteria are so clear cut that a physician can gage
exactly when to discharge an elderly patient who pleads that he needs
one more day to feel well enough to care for himself, or until a relative
is available (o help him. In fact, in the present medical-legal cli-
mate, the doctor takes a substantial personal risk if he forces a dis-
charge over the patient’s objections, Only if the patient understands
and accepts the need for optimum utilization is it likely to be achieved.

Communities must accept the same goal. Unnecessary facilities
should not bo supported, Home health services and recuperative facil-
ities should be more widely developed. The community without ac-
coptablo alternatives to the most expensive care must learn to ask why,
and to demand chango, , ,

Both Blue Shield and Blue Cross have been attacking the problem
of beneficiary education for some time. However, it is not clear that
tho carrier’s authorities are as broad as might be desirable in this area.

CHARGF DETERMINATION

- Wo testified in 1965 that basic coverage, implemented through fee
schedules utilizing participating physiclan contracts and augmented
by sufpplemontal coverage, would be a better approach to financing
care for tho aged than the present medicare system. YWe said that our
test of performance studies showed that the Federal employee pro-
gram contracts then in offect would be accopted as full payment for
profossional services in the vast majority of cases. We still bolieve that
hat was true. However, b yoars have elapsed, Charges have risen con-
sidorably beyond 1968 lovels. Fow Blue Shield sc hedules have been
modified to take the increase into account, because the groups for
whom this would have been_done have characteristically moved to
reasonable charge coverage. One-third of Blue Shield’s private busi-
ness is now on this basis, N .

Wo are frankly unsiire that it is possible to revert to fee schedules
without sacrificing either the interests of the benoficiaries or the of-
ficiency of the payment. By efliciency, we mean paying no more than
the individual case requires, while faking into consideration charge
differentinls bet ween specialists and generalists, economic areas, ty‘pes
of practice, and other factors. Physicians have become accustomed to
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the reasonable charge method and its corollary—one charge to all
patients for the same service. If the program undergoes a radical
change in payment methods, we foresee cither a reversion to dual
charges, which say will raise costs to the population under 65, a loss in
payment efliciency, or an increase in unmet costs to be paid from the
patient’s personal resources.

~ The basic question is what is the program’s objective? If it is to
indemnify the beneficiary within the absolute limits of a fixed pre-
mium, as the committee staff has recommended, this can be done. A
feo ‘scf;edule (or schedules) establishing the program’s liability could
certainly be worked out. If, on the other hami the objective is to
maintain a predictable relationship between payments and incurred
cost, and if the costs of other goods and services continue to rise, it is
only realistic to expect that physician’s fees will rise too, and to take
this into account. _

The administration’s approach is to retain the customary and pre-
vailing charge elements; but to introduce a timelag by freezing allow-
able charges for a-yearat a time. While this illustrates a possible ap-
proach to controlling the rate of increase, we do not consider it par-
ticularly desirable, in that it may actively induce escalation when
changes in customary charges are recognized.

Blue Shield feels strongly that the reasonable charge method is
the best means of reimbursement. Our application of this method in
private business requires taking into consideration the patterns of
- charges for similar services provided under comparable circumstances

in the same %eographio area; evidence of professional support; de-

velopment and maintenance of individual physicians’ charge patterns;
and regular professional review and analysis consistent with plan re-
sponsibility to both physicians and the general publie. i
This does not mean that the customary and prevailing charge cri-
teria have to be wholly self-determining. Experiments are being con-
ducted in some plans’ private business with methods of stabilizing
the rate of increase, They usually rely upon some external index to
govern the rate of change, either by individual procedure or through
caleulation of the impact of a specific change in a specific charge on
the physician’s total income. While it is early to draw long-term con-
clusions, both methods do retain the basic efliciencies of reasonable
charge reimbursement, and offer the physician some assurance that
his payments will keep pace with the general cconomy. This assur-
ance is very important in encouraging restraint in charges. It devel-
ops confidence in the basic equity of the system. While we cannot
“demonstrate it, we believe that a significant amount of escalation has
been triggored by fears on the part of physicians that they will lose
“ their ability to protect themselves in an inflationary economy.

ADMINISTRATION

It has beey pointed out that performance has varied considerabl
between carriers, including carriers who are Blue Shicld plans. This
is perfectly true. Wo feel it would have been less true if our 1965 re-
quest had been granted, and we had been permitted to work as a
_Sf'st_em. The decision to contract individually with plans took away
the opportunity for some economies and concentrations of resources
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that. are usually available to Blue Shicld in servicing major national
accounts. ; . :

Usually, a multiple-plan account is serviced throngh a control-plan
arrangement, in which one plan takes responsibility, and directs the
activities of other plans who underwrite and service their portion of
the account. This approach is supported by review teams from the
natiobal associations whieh conduct onsite inspections to identify
areas of weakness and assist in overcoming them, ,

As a national association, we have attempted to carry this system
over to medicare, despite the obvious lack of either control-plan au-
thority or adequate financing, since we are not a contractor with Gov-
ernment. Wo have given a great deal of technical assistance, including,
in ono case, a complete {ransplant of an effective claims process-
ing system to a plan whose existing system was not adequate for
medicare’s volume and complexity. We have recently sought and been
grantéd by the Blue Shield plans authority to set and maintain stand-
ards of performance in the administration of Government programs.

Obviously, SSA is charged -with the administration-of medicare.
Any standards of our own will have to be, and will be, at least as
stringent as those of the Bureau of Iealth Insurance. But we havo
concluded that Blue Shield will reach its full potential in this pro-
gram only if we revert to accepting the responsibility collectively.
This is in no sense an effort to undermine SSA’s authority, Tt is to
do what SSA cannot do—to move the resources within our system
into problem areas and to resolve weaknesses in one plan by using the
strengths of another. This effort will be complementary to SS.\’s and
will, wo are convinced, fesult in substantially stronger carrier per-
formanco than conld be achieved in any other way, - :

Neither we nor, wo believe, anyone else accmrately foresaw the
oxtent of tha demands that medicare would place on the carriers. Most
of the plans’ ~iTort and our own, up to this point, have been ained at
overcoming i wmediato problems, t;Ve believe that most plans have
now reached performance lovels which permit us to turn our attention
to correcting remaining deficiencies and upgrading service levels.

In discussing levels of sorvice and costs of administration, we
think it would be wise to consider whether cost reimbursement alone
provides tho carriers with adequato incentives to improve service
and reduce unit costs as fully as possible.

MEDICAID

Mr, Chairman, for reasons of time I cannot comment at length on
medicaid. But we would like to state our basi¢ position on the ad-
ministratisn of the program. Like medicare, this program is replete
with _technical problems, Fundamentally, they are maintenance of
oligibility records; determination of proper payment to the provider
of sorvices; monitoring utilization, not on{y to contain costs, but
to assure quality; nrompt and accurate processing of claims; audit-
ing of provider clims: and developing and reporting information
regarding the ‘)‘ro’gmm so that it can be properly monitored, and an
accounting made of public expenditures.

Delivery of theso rosgonsibilities requires understanding of and
oxperience in financing health care, In general, these are available
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at State level only through carriers, either Blue Shield or commereial.
And effective use of carriers hinges upon careful, detailed under-
standing in advance of the responsibilities of each party to theo
agreement.

With Blue Cross, we have developed a model carrier contract. This
was done as a service to our membership, and was not financed by
Government. It was, however, offered to the Department of Iealth,
Education, and Welfare, and was adopted by the Medical Services
Administration as the Government’s model for title XIX carrier
contracts,

We believe that many of medicaid’s problems, particularly as
compared to medicare’s, stem from the program’s failure to avail
itself on any wide scale of the private seclor’s abilities as medicare
did., Relatively few States used carriers. Blue Shield is involved in
21 States, in some of which it has limited functions even with respect
to professional payments. Five additional States are using commer-
cial carriers,

Even-in those States using carriers, there is little national coordin-
ation. We have worked with our own plans, but even this is difficult
because of the variety of local arrangements. Much more could and
should bo done to buttress medicaid administration through proper
uso of carriers, and through introducing more common elements into
their use.

CONCLUSION

Woe believe that the administration of medicare is emorging frem
the crisis stage that it has been in almost from the programn’s begin-
ning. We feel that the time has come when most Blue Shield éa
can and will turn their attention from coping with day-to-day prob-
lems to perfecting their administrative mechanisms. This does not
imply that there will be no more oporational problems, Almost cer-
tainly there will be. We feel that it would be useful to have a more
formal system than now exists to bring the resources within the
Blue Shield network to bear upon local problems. We are working
very actively to develop such a system. Weo expect that the expertise
that-has now been developed, together with better mechanisms for
applying it, will provide a high level of administrative support for
the program,

Mr, %hﬁirman, this' concludes our testimony. We appreciate the
opportunity to appear before the committee, and we will be glad to
attempt to answer any questions you may have.

Senator Risrcorr. I am curious, sir, who do yon represent? Do you
reprosent the providers or the users of the services?

kIr. Parisir. The National Association of Blue Shield Plans re{)-
i‘)elsent;;; its member plans. Are you talking about individual Blue Shield

ans . ,

Senator Rinicorr. Yes. Who do individual Blue Shields represent?

Mvr, Parisit. They represent both the public and provider.

Senator Rinrcorr. The public and provider?

Mr. Parisit. Yes, sir,

Senator Risicorr. Now most Blue Shields are offshoots of State
medical societies, are they not?

\\\
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Mr. Panisin. In terms of their origin, the beginning of plans are
varied, In some instances, you are quite correct. They wers begun in
the early days by medical societies who wero concerned as public rep-
resentatives or as citizens of a community that there was a need foi
this kind of plan. o

Other plans originated as offshoots of the beginuning Blue Cross
Plans and they began in that fashion subsequently approved by the
local medieal society. ‘There are really two begimings.

Senator Risrcorr. But aren’t many Blue Shield organizations dom-
inated by doctors on the board of directors? ‘

Mr. Pamisi. 1 would only quarrel, Senator, with the use of the
word “dominated.” ,
~ Senator Rinrcorr, 1 don’t mean dominated, but aren’t the boards
composed in great many instances by doctors? .

Mr. Panisit. On the average across the country it is roughly 60-40,
(13)0 j)eln'cel1t physician and 40 percent public representation, It varies

v plan.

'S!mnmr Ribicorr. The doctors represent the working majority?
Mr. Parisn. Overall, o o _ i
Senator Risicorr. And some Blues are really agents of medical so-

cieties. Aren’t there a couple that are really such agents of medical
socicties? A a

Mur. Panisi. There are two—1I think only two, where the Blue Shield
Plan is an adjunct of the State medical association and it is operated
out of the same oftice, but it does have its own separate function.

Senator Rinicorr. Which States?

My, Parisn. Wisconsin and South Dakota. "

~ Senator Rinicorr. Now the Blues testified before this committee in

1965 “that oven in indemnity plan areas Blue Shield schedules gen-
erally roflect, the provailing charges in the community and that in-
cluding service benefit-plans an increasing percentage of claims are
satisfied in full by the Blue Shield {),aylllq‘n.ts."’

If that was true, how could Blue Shield service benefit schedules
l]in've heg.n generally ignored as a limitation on payments to medicare
doctors . iy :

Mur. Panisit, In the fivst place, Senator, T think the statement that was
made at that time, which you have quoted virtually verbatim, has to
bo considered in the contéxt of what we wore talking about at that
time, namely, our proposal to this committes recommending the use
of propayment, the Federal employee contract was given as a precise
example, with a $7,500 income level.

Our test of performance, which we conducted prior to that time—
it was an oxhaustive comprehonsive study-—indicated on the basis of
Prese_nt, schedules, that is, the Ifederal employes program schedules,

hat in effect we would liave this situation. _ |

Senator Rintcorr. Well, reading further from page 532 of part 1 of
the hearings: :

As you know, there is a growing tendoncy among physicians throughout the
country to stabllizo their fee schedules and to accept the same fee for similar
service from all patients regardless of income.

Now, if this was the case when you people testified back in 1965,
why the sudden change? Why shouldn’t we have a fixed-fee schedule

onerally that medicare works out with the carriers and the interme-

diaries and the medical societies and come up with a fixed-fee schedule?
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That is what it is going to be. You say in 1965 physicians were
going that way anyway.

Mr. Parisi, In 1965, to get- back to this for a moment, onr test of
performance indicated that under the high level Federal employee
program, we were paying a substantial portion of charges incurrved.

Woe estimated, or to continue with the sentence, we said:

With respect to the proposed planned elderly population, It is reasonable to

expect that plans throughout the country will be atle to provide services on a
pald-in-full basis for 80 to 85 percent of the aged patients.

This is talking about what Blue Shield had at that time, a fee sched-
ule approach. 'The usual customary and reasonable term had not been
accopted, and only in a limited sense had it come into the picture.

Senator Rintcorr. et me say, since I have gone over the chart, and
it is a shocking chart when you consider the Blue Shield maximum
payments and what has been paid under medicare—Alabama, let’s
take a cateract in Alabama is $345 and Blue Shield is $75.

Taking Blue Shield, Arkansas 203 and 210; California is the same;
Colorado is 348 and 250; and Delaware is 250 and 254 ; and Illinois is
444 and 165. I was going down-the line and I mean the variance is so
Fl:ent and the costs are going so high that really is this not a goose that
aid golden eggs? ,

We are concerned, I think medieare is here to stay and we want
to make it work. It should be responsive. We don’t want to break the
program, We don’t want to break the people and keep raising the
amount that is charged to people under medicare. '

This is a great res&)onsibllit" that is here on the part of Blue Shield,
because you séem to have a bulk, such a butk of the intermediate serv-
ices that are being rendered. You have almost. all, You are in Alabama,
Arkansas, California, Colorado, Delaware, I'lorida, Ilinois, Indiana,
Towa, Kansas, Mm‘yiand-, Massachusetts, Michigan, Minnesota, Mis-
souri, Montana, New Hampshire, Vermont, and North Dakota, Penn-
sylvania, South Caroling, Southi -‘Dakota, Texas, Utah, Wisconsin, and
Puerto Rico—a great responsibility on your part here.
~ Mr. Parwsit, If T may respond to the comments with reference to
the table you were quoting from, there dees not appear to us to be
relovancy between the roported average charges under medicare and
Blug Slileld allowances under the most widely held contracts.

For example, the report takes Blue Shield schedules, some of them
5leveloged‘some 15 years ago, and compares themn to medicare charges
in 1968. Obviously these fee schedules, most of which were designed
for partial payments to physicians, do not meet current physician
charges and were not intended to. o

Senator Rinicorr. But they were changed from time to time, the
premiums were raised and you don’t stay with a static schedute, These
are the latest schedules and the 1965 physicians committee report
under original medicave legislation specifically stated :

These schedules under service benefit plans could algo be used for determin-
fng medfcare payments.
~ How many Blue Shield plans had customary and prevailing con-
tracts in wide use, that is, when medieare started?

My, Panmsn, In wide use, none.

Senator Rinicorr. No Blue Shield plans had customary and
prevailing? )
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Mr. Panisn, Some did, but not widely. These were begim‘linﬁ’:

]Senator Rinsrcorr, Son;elof lhem.?But, you did have a prevailing fee
schedule in many cases, did you not .o 7

My, Panisir, ]"ti (]Gpel’l(lﬂ onb\ your term “prevailing.” If you are talk-
ing about “were we aware of prevailing charges in communities,” yes.
If you are (alking about community profiles, no.

Senator Rinicorr. They were based—in other words, you started
with doctors and were concerned and worked it out and saw you were
reaching a situation wherein certain income limitations, $5,000, $6,000,
or $7,500, the doctors were going to take this as full ‘payment for
services rendered. ) ) |

Now, the overwhelming majority of people in medicare would come

“under those categories?

M, Pamsn, Tixactly what was proposed in 1965, sir, )

Senator Ribicorr, T know, but why didn’t it work? Did we receive
so much moreo? , , :

M. Parisir, The law moved to ¢ustomary and reasonable fees.

Senator Risicorr. The law didn’t say so. The law says you
consider it,. , T

Mr. Pamisir, Tixcuse me, sir, wo were specifieally prohibited from
using feo schedules or income levels in the administration of medicare.

Senator Rinicorr. But you could get together with what was rea-
sonable, customary, and consider it and work it out. Let’s say, so it is
past Jow, do you sce any reason why we should not go to a fee schedule
now ¢ . S o

M. Panish. Again, if T can yefer back to testimony—if the objec-
tive of the program is to stabilize, save money, cut down the cost—
no veason at all, Tt would be a simple process. L

It ean be done oither on a schedule or variety of scheduls basis.

Senator Rinrcorr. When you were doing it, most of the doctors
working with you hefore medicare wore going along with a prevailing
feo schedule?

My, Pamsi. Yos; with fee schedules developed in the communities
with income levels. _ ]

Senator Risicorr. With income levels and those income levels were
basically genorous when you take into account what the average social
security benoficiaries wore gotting?

Mr. Panisir, Yos, updated repegtedly.

. Senator Ripicorr, k\’lpat would be wrong for medical socioties, car-
riors and- medicare authorities in sitting down with medical socicties
and working out a prevailing fee schedule?

Mur, Panisit. This ean be accomplished.

Sonator Risrcorr. It could be?

Mr. Parisi. Right.

St;{l;a‘tor Ripicorr. Is there a question in your mind that it would
wor

Mr, Pamsi. No, Weo would suggest, and if I may digress for a
moment to bring in medieaid fonj"il)llr})osas of illustration, it is my per-
sonal apinion, and it has to be that, Mr. Ribicoff, that haci the Govern-
ment sat down with medicine in the development of medicaid, where
wo are talking strictly about indigent and medically indigent persons,
had that been done and a schedule for an income allowance or some.
thing of that nature attached to a fee schedule, it is my personal feel-
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ing that medicine would have gone along with that and you would
have had that kind of approach certainly under medicaid.

Senator Risrcorr. Now, it was not done. I suppose a lot was done
with opposition of medicare, HEW was anxious to make sure the
plan would work, They had been fighting the doctors or they figured
they would give into the doctors and capitulate completely and give
them a blank check, which they did, w‘nich was to the discredit of
ILEW in my opinion and now we are in the mess we are in. We are
in a mess and an expensive one. Those of us who were for medicare
and those of us who were against medicare realized if we have a system
that is part of a social and political system of this country, we had
better make it work.

That is the purpose of these hearings and the objective of this com-
mittee is as to what should we do to make the necessary changes to
assure that medicare will work without breaking the system.,

Now what we seek from men like yourself, who have had all of this
oxperience, is your suggestion as to what should we do now? We
can’t go on the way we have. What was the figure about how much
more 1t cost us, do you remember? o : : -

Senator Wirnriass. Medicaid was to inerease by $238 million ini-
tially and it is running $3.5 billion now. I don’t know the exact fignres
on medicare, but it is not substantially different. _

Senator Risicorr. You people want to take medicaid and ITEW
Mexico. .

Mr. Panisi, We want to take medicaid— )

Senator Rinxcorr, Don’t you want to take medicaid? You would like
to administer medicaid, too, wouldn’t you?

3

Mr, Parisi, Wo think medicaid can best be administered by use of
rivate earriers, We are not asking for exclusive rights or a monopoly
in the area. We think the provisions, for medicaid should be the same
as medicare. : . o

Senator WiLriaxs. Are you handling both medicare and medicaid
now ¢

Mr, Parisi. In certain areas, yes, a good deal less in terms of medi-
caid “than in medicare. )

Senator Wirrrass, How much do you figure you make on handling
the two programs?

Mr. Panish, Nothinﬁ;

Senator Wirriads, Nothing at all ¢

Mr. Parisi., Nothing.

Senator Wirrianms., How many of these programs, or in how many
States were you operating these programs of medicaid and medicare?
Have you expanded coverage? L

Mr. Pansn. We started up with 88 carriers in medjcare and we
still have 83. Medicaid has grown from zero to roughly 21 or 22
State areas now. , | _

Senato’ll; Wn,r,mug. You would haveé liked to have represented all of
them, is that correct ) o

Mr, PAirisir. Not necessarily, no, I personally dislike this kind of
monopoly, Senator. . .

Senator WirrraMs. Do you want to continue operating or represent- «
ing the areas you do now represent?

~criticizes you for the bad job you have done in California and New
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M. Panisn. Yes. )

Senator Wirtiams. Purely from a standpoint of just a public-
spirited movement, no profit§ '

Mr, Pamsn. Our organizations were founded as public service orv-
ganizations purely and simply, yes. } _ )

Senator Wirtays, Considering there is no profit or incentive to hav-
ing it, if & now system were set up which eliminated you, it. wonldn't
affect your operations and I assume you would have no concern?

Mur. Parisit, Wo would have great concern.

Sonator Wirriams, Why? o L

Mv. Panisit, We are an established public service oxrganization. This
is our function, sole function, Blue Shicld plans, to serve in the public
interest in the communities in which we aré represented, and we think
also the alternatives would be worse, frankly. e

Sonator WiLriays. I repeat, I am amazed by this free public spirit
of evorybodr coming in and wanting to represent these programs and
do it for nothing, I am surprised. , ' . |
Mr. Panisir, %\'o don’t like it and like the commercial carriers who
testified before about it, we tried to change it, but were unsuceessful.

Sonator WrnLiaMs, \"hy should the Government change it when
you aro allso]m{)'py? o

Mr. Panisir. Weare not happy, beligve me, sir.

Senator Wirriays, Well, you are all continually wanting to expand.
Isn't it a fact thore is a lfttle profit'in there somewhere?

Mr. Panisi, My answer is, there is none, A .

Senator WiLLiame, I don’t eriticize the profit motive, I defend it,

but T am puzzled here at all of this great interest by both nonprofit
organizations and in public organizations in wanting to do something
for the Government for nothing. I just wish that somebody wonld
frankly admit why you are doing thig'and why you like to do it, maybe
it _spreads your workload costs and maybe helps you operate your
whole broad operation more economically. I can understand that,
but ﬂ}'@l“ﬁ({is an incontive somewhers and T will accept that it is nothing
but Pnb} jo spirit. But I say it is rather am;azjiu’i. ,
My, Pamisi, Tn the. flvst place, Senator Williams, we are estab-
lished—that is, onr plans, I sliould. say, not the organization itself—
but. our plans arve establighied Dboth under special enabling legislation
and in the various States as noml)r‘oﬁ‘t corporatiops, . ,

Senator Wrrrrays, But it wonld not affect the financial operations
of the program. as far as medicaid and medicare, if other arrange-
ments were made for handling it? That is the question T want an
answer (o, -

M. Parisi, You say it would not? -

Senator Wirrrays, I am not suggesting we gy want to do it. If
Congress deeided to have other methods of lmndl!p{g‘the claims, as T
undorstand it now it would not affect your operation or any other
oporation ‘because you are not making money with it anyway?

- Mr, Pamasit. In the short run, it would affect it dramatically, yes.
Wo \\'2111(1 bo faced with enormous reductions in personnel and
property. .

Senator WirLtays. T assume it would be picked up by whatever

organization took it over.
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Senator Rinicorr. What is your average reimbursement fee per case
under medicare? ,

Mr, Parisi. Are you speaking of administrative cost 2

Senator Rinicorr. No, what do you receive from social security?

Mr. Parisit: That is an administrative cost. Again we have to speak
in averages, Mr, Rhea may have it, but the two plans that will be
testifying will beuble to answer this. Well, I have it.

Average is 3.20—I am sorry, $3.20 is the median.,

Senator Ripicorr. What is the range among Blue Shield plans?

My, Parisu. Thoaverage is 3.29. ,

Senator Risicorr. An average of high of what and low of what?

Mr. Parisu, This is indicated from Qctober to December 1969, and
ranges from a low of $1.74 to a high of $6.02,

Senator Rinicorr, Who is $1.74 and what is $6.021

Mr., Parisi, Rhode Island is the low and District of Columbia is
the one that ishigh,

Senator Rmicorr. Would you be available, because we are goin
to have to recess until 2 o’clock and then listen to Mr., Herbert o
Florida Blue_Shield and Mr. Rinehimer of Pennsylvania, and then
the staff might have some questions they might want to ask and
would it be convenient for you to come back at 2 o'clock?

Mr, Parist. Yes,

Senator Risicorr, Or 2:30. ,

Well, the committee will recess until 2 o’clock.

(Whereupon, at 12:80 p.m., the subcommittee recessed, to recon-
vone at 2 p.m, of the same day.)

Senator Risrcorr. The committes will be in order.

Is Mr, Herbert here ¢

All right, Mr, Rinehimer, we will hear from you now (o save some
time. You may proceed.

STATEMENT OF ROBERT E. RINEHIMER, SENIOR VICE PRESIDENT,
PENNSYLVANIA BLUE SHIELD

Mr. Rinennser, Thank you, Mr, Chaivman, I am Robert E. Rine-
himer, senior vice president of Pennsylvania Blue Shield, which

currently serves 7,600,000 people or 65 percent of the population of

Ponnsylvania. Of that number 5,500,000 are subscribers undor our

private p ro%‘%gs; the balance are covered undor medicare, medicaid,

and CHAM N
More than 18,000 doctors are r,%fistered with Pennsylvania Blue
Shield as participating doctors, We also serve, on behalf of man

Blue Shield plans throughout the country, as the principal negoti-

ator and contractor with many major national employers, to provide
their employees with programs covering physicians® services. It is
estimated that there are 1,300,000 people onrolled under such national
programs. . , .
us, our Blue Shield plan has great responsibilities in both the
private and public sectors and on both the national and local levels,
Today we appreciate the o ﬁortunity to address ourselves to the
role which we play in the publio sector, particularly with respect to
medicare part B,
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In our presentation, we would like to discuss briefly the following
subjects as they relate to Pennsylvania Blue Shield: The report of
the staff to the Committce on Itinance, U.S. Senate; our medicare op-
erations; our prevailing fee program ; utilization roview activities; and
certain suggestions for improvements which might be considered.

It is always easy to eriticize any report by trying to punch holes
in it. In o view of the stafl report we nofed that many questions
were raised aliont misim‘er{wemtions of the law, the forms of adniin-
istrative pracices, the validity of methods for determining custo-
mary and prevailing chm;gcs of doctors, the effectiveness of cost con-
trols, abuses, or misuses of the program and the future prospects,

They, along with a host of other qgitestions, were indeed legitimato
ones and needed to be raised, Certainly, when millions of dollars are
being spent on such a massive program as medicare part B, then all
carriers siich as we must be subject to an increasingly sharper focus
by the public—is there honest stewardship?

Although we could merely say: “We like this”—%*We don’t like
that” about various points in the staff report, we believe it would be
more helpful to the committee if Pennsvlvania Blue Shield were to
describe some of its own philosophy and experiences that are relevant
to the matters at hand here. o

Lato in 1940, Pennsylvania Blue Shield began to function as a
“Service Plan” under the supervision of the Insurance Commissioner
and Secretary of Health of the Commonwealth of Pennsylvania. Ben-
ofits, very limited in scope, were provided under a plan A fee sched-
ule. Single persons with an annual income of $2,000 or less and per-
sons with dependents having an annual income of $4,000 or less who
became enrolled thereunder wore entitled to service benefits i that is
to say, when they received covered services from participating doctors
of Pennsylvania Blue Shield, such doctors would accept the Blue
Shiceld allowance as payment in full. o

Howavor, with the passage of time and the rise in incomes, fewer
subscribers qualified for service benefits under plan A, o

Consequently, in 1954 the plan B fee schedule was introduced. Al-
lowances avoraged about 45 percent higher than those of plan A.

Howover, income levels were raised for entitlement to service-bene-

fits; Single subseriber—$4,000; a subscriber with dependents—$6,000.

But here again we witnessed an erosion of the effectiveness of our
service benefits, As incomes continued to vise, fewer subscribers could
qualify under the aforementioned income limits, As a result, they
were ox;mriencm more out-of-pocket costs. By 1960 we were attempt-
m“g to improve the sorvice-benefit picture and concurrently our fee
schedule allowances, The Insurance Commissioner of Pennsylvania,
however, directed that we take a hard look at the overall situation.
‘T'he hard look turned out to be a 5-year project,

During the poriod of 1961 through 1965 we made surveys of our

‘participating doctors to determine their types of practices; the per-
I I 1Y A l P !

contago of time devoted to their specialtios; their cortifications by spe-
cialty examining boards; and charges made to their patients. We tabu-
lated and analyzed the charg s from more than a million claims. The
Opinion Research Corp. of Princeton, N.J., was hired to survey both
Blue Shicld and non-Blue Shicld patients as to charges being made to
them by doctors. Wo established in 1962 a utilization department which
isstailed by 20 people.
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The board of directors and the Pennsylvania Blue Shield Sub-
seriber Advisory Council (an independent body comprised of 30 rep-
resontatives from management, unions, various professions other than
medical, housewives, et cotora) made independent studics of the ade-
quacy of our service benefits. Action was initinted to refine terminol-
ogy or nomenclature of medical procedures in the light of advances in
medical science and new techniques, Joint studies were made with rep-
resontatives of the Pennsylvanin Medieal Society, the Pennsylvania
Osteopathic Associntion, and the Pennsylvania Dental Association,

Whore did all this activity lead us? Whereas we origiilmlly had in-
tended to develop a now fee schedule program with higher income
limits for service benefits, we ended up with something quite different.
. Ponnsylvania Blue Shield realized that some rethinking had to be done

about the traditional approach of providing limited service benefits
on the basis of a fixed-feé schedule, Why ?

1. That approach ensured that only those rensons whose incomes
are within established limits will recoive no charge for services per-
formed by participating doctors who have agreed to accept the Blue
Shield allowance as payment in full, :

2. Subscribers themselves desired more and more that payments be
based on value of services received—not on their incomes. ;

3. Ina report filed with the New York State Insurance and Iealth
Departments at the request of the Columbia University School of
Public Health and Administrative Medicine, the point was made by
the study staff that the ultimate aim of Blue Shield could be service
benefits for nll subscribers regardless of income.

4. The data which we had collected during 1961 through 1965 about
charges of doctors revealed that there was g marked variation in the
customary charges of individual doctors and a lessening of this varia-
tion within specialty groups in geographical areas. Doctors tended to
have uniform charges regardless of the patient’sincome.

5. A fixed-feo schedule can only work satisfactorily or e(‘uitably
when it is applied to an area that has economic homogeneity. We know
that no fee schedule can be developed which will not be above the
charges of some doctors and below the charges of others inasmuch as
costs, habits, standards, et cetera, vary so much from one part of
Pennsylvania to another.

Thus, the overall question haunted us: is there another way of
providing for meaningful sorvice benefits without increasing fee
allowances across the board?

For the reasons I’have']'ust iven, I admit forthrightly to you that
after ‘years of study we literally backed into the concept of a new
plan that we called the Pennsylvania Blue Shield prevailing feo
program. It was designed to provide for: (1) the payment to a par-
ticipating doctor of hig fee if it met cortain criteria; and (2) the
assurance to the patient that there would bo no additional charge re-
gardless of his income. The eriteria we established were:

“Usual fee”—that fee which the individual doctor ordinarily
charges for the pcrformanco of a procedure. This term is synonymous
with the term “‘customary” as used in medicare,

“Customary fee”—the maximum feo or the lid set on the range of
usual fees of doctors of similar training and experience in a given
geographical area for the performance of a procedure, This term is
synonymous with “prevailing” as used in medicare,




240

“Reasonable fee”—that fee which varies from the “usual” or “cus-
tomary” by reason of unusual clinical circumstances involved in the
performance of a procedure, g ) )

Hereafter, in my remarks I shall use the medicare terminology:
customary and prevailing. o ) B

On August 1, 1965, wo put the prevailing fee program into effect
for a group of 8,000 porsons. Since that time we have enrolled 434
groups totaling approximately 1,250,000 persons. We are now begin-
ning to market the program to the public in general. Since the incop-
tion of our prevailing fee program, we have cliﬁﬁ'%ed the “prevailing
fee” once—that was as of August 1, 1968, and the calculation was
based on *“customary fees” as of April 1, 1968. Prior to the medicare
“freeze” in December 1968, doctors could change their “customary fee”
for an individual procedure only once in any 12-month- period.

However, such changes were subject to the limit imposed by the
“provailing feo.”

On April 1, 1969, we began to make still another study of billed
charges on claim forms and a reevaluation of what we call “charge
classes”—groups of geographical areas in our State which exhibit
similar clmrgin(f practices within various specialties. ‘This study is
about completed. , .

(I might point out paventhetically here that during this study
period we have not acted on any requests for changes in usual fees or
customary fees, as known in mcd}cﬂl‘o.&

On the basis of such study, we intend on July 1, 1970, to update the
profiles of customary fees of individusl doctors and to establish a
new prevailing fee or limit to be used for our regular prevailing feo
progran, L o

Senator Ribicorr. ‘That bell means a vote, and I will have to leave,
but 1 would like you to continue, and the staff can continue with you,
blut, Il have a couple of questions first. I took the liberty of reading
nhead. ,

On page 12, on your matter number 5, how serious are»fou that ?'ou
would like to work out with the Social Security an overall possibility
of receiving n blank underwriting fixed monthly premium payment
to work out a method of coverage undér mc'dicaro?)

Mr. Rixenier, Senator, we would like to explore that very seri-
ously, Our reasons are these: (1) We feol that the program would not
loom up so monolithic or massive in the oyes of the doctors in Pennsyl-
vania, It would bring on an underwritten basis a local character or
local identity to the program, (2) We have 18,000 participating
doctors, If this wore to be identifled as part of the i’em_\sylvnnia Blue
Shield program, it is conceivable, this is what we would like to ex-
plore with the providers, to have the ssmo arrangement and participat-
ing doctors. If they participate and provide covering services then
thoy agree they .wlﬂ not. make additional charges to the patients, (3)
At the present time, wo cannot charge any reserve expense to medicare
and 1 felt that if we had some arrangement like this it is conceivable
wo might. be ablo to factor into the arrangement some element which
would be in the way of reserve. -

Senator Rinicorr. Would you work out different experiments of

ron\) practice, pl‘e\;‘mymont provisions like the Kaiser p&nn or group
wealth insurance? Would you conceive of varvied responses in differ-
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ing sections of Pennsylvania or be under the thumb completely of the
Pennsylvania Medical Society ?

Mr, Rixetnaer, No, we would not be completely under their thumb.

Senator Rinicorr. You see, what you say intrigues me because what
you suggest I had in'the back of my mind. ‘There can be very well au-
thorization of legislation. Let the Seeretary of HISW run experimen-
tal pilot programs throughout the country, two or three of them, to
see 1f there are alternatives that could give better services at lower
cost and if you have any thought in mind, I would appreciate at your
carliest convenience, sending me what you have in mim’ you would like
the Pennsylvania Blue Shield to work out. You intrigued me very
much with that suggestion and I like it.

Mr. Rixeinser, We shall be glad to draft a proposal.

Senator Rinicorr. Now ourstafl will take over.,

Starr. Please proceed.

Mr. Rixemiser, Iowever, before we put the updates in, we must
clear with tho insurance commissioner and the changes must be in
bounds and this is what he said :

That any change in the overall level of payments to doctors that wonld be
greater than the change in the consumer price index for n compurable period
cannot be put into efiect withiout prior approval of the Insurance Commissioner.

We have given you the foregoing history because it relates to many
subjects discussed in the stall report. With the advent of medicare in

-1966, we applied the eriteria of our prevailing fee program to deter-

mine reasonnble charges on medicare claims since it does not take into
account the income or cconomie status of patients,

From day one of medicare up to the present day we have been con-
sistent in our administration of our private prevailing fee business
and medicare part B. Medicare claims are processed through the use
of the same data (an accumulation of over 100,000 customary charges
of individual doctors) and prevailing charges determined by the same
methodology as we use in our prevailing fee prograin for private
business. o

Like othor carriors we had the onslaught. We had to more than
double our operating stafl, At one time we had 537 persons in our
Government programs division, but by effecting certain changes in
reorganization and procedures, intensifying training, improving data
processing systems, we have been able to reduce such number to 207—
and yot handle greater volumes more quickly and efliciently.

Because of the volume of medicare claims handled by Pennsylvania
Blue Shield (over 2.2 million claiins received in 1969) it is mandatory
to make extensive use of electronic data processing and microfilim
equipment. The use of the latest computer and computer-related equip-
ment helps to process claims quickly and accurately at a lower cost.
Also, the extensive use of microfilin gives quick access to historieal
data and reduces storage costs.

Fvery effort has been made to keep to a minimum the amount of
manual intervention in the claims processing system. IlTowever, the
manual system has been designed so that there is a smooth flow of
claims compatible with the electronic data processing system.

Some of the features of the system arve: )

(1) Control of the claim. F'rom the time the claim is entered into
the system (usually the same day it is received), the computer has
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control of the claim, It is known, for example, in what seetion of what
dopartment the claim is lecated. The system antomatically identifies
those claims that have remained in any location over specified time
limits, Once (he clnim has been processed (o a final disposition, com-
]l)ulcr and microfihn records permit quick access to hisltorical claims
daln,

(2) Accurate and timely financial information in accordance, with
acceptable nccounting standaids. .

(8) Ability to process and record all postpayment accounting
transactions. -

1) A work measurement program (a byproduct of the processing
system) (hat enables management to evaluate performance and pro-
ject stafling requirements,

(5) xtensive analysis of medieare claims by the computer for use
in utilization review. ,

(6) Retention of all historical claims data on computer tape (o
insure rapid and economical retrieval of data needed for statistical
analysis. ‘

Some of the techniques used are: : '

(1) Uniform (classroom) training of personnel to insure correct
and consistent processing of- claims, »

2) Continuous medicare educational program for doctors and office
assistants, _

(3) Complete documentation of internal procedures to insure con-
sistent, processing.

4, Constant interface and communication with SSA regional and
district oflices.

5. A quality control program to insure accurate coding of claims.

Somo of the results are:

1. Claims are processed in an average of 10 days versus a national
avor go of 22 days for all carriers, 4

2. Correspondence is answered in an average of 8 days,

3. A decreasing number of complaints is recoived through SSA dis-
trict oftices and from othor sources which indicates that the quality of
processing is constantly improving.

4. An administrative cost that is 10 percent below the national
averago of all carriors., .

Much roference has been made in the staff roport to utilization re-
view, Frankly, it was indeed proper, We know from experience in our
own business that, as programs have become more comprohensive and
complex, utilization review becomes an incroasingly important tool.
‘The current primary objectives of our utilization review program are -
to dotect, eliminate and—above all—prevent improper utilization of
bonefits tj)ro‘q h the joint offorts of alorted professional organizations
and Blue Shield, all with the common purpose of encouraging opti-
mum medical eare at a reasonable cost.

Utilization roview activitios may be elassified into four distinet but
rolated areas; :

1. Detection methods;

2, Case dovelopmont ;

3. Possible actions; and
4. Educational activities,

Dotection metheds in addition to the ongoing screening of all
olaims, include the following: ‘
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1. Prepayment reviews of unusual claims, Thero were 3,357 such
roviews during 1968, and 18,659 during 1969.

2. Routine claim investigations may be conducted by mail, phone
or through personal interviews to obtain information from flos’piui
record rooms and/or patients in order to verify reported services.
These routine investigations are based on a random sample of paid
claims. During 1068, a total of 2,138 routine claim investigations were
mado under medicare. During 1969, 3,719 claims were investigated
routinely:. .

3. Special claim investigations generally are initiated on tho basis
of suspected overutilization or misutilization of program benelits.
During 1968, o total of 1,115 speeial claim investigations involving 34
doctors were made under medicare. During 1969, special claim investi-
gations totaled 1,047 and involved 72 doctors.

4. Investigations of complaints from beneficiaries or providers.
’I‘hm‘% (;Bero 7 such complaints investigated during 1968, and 149 dur-
ing 1969,

%. Statistical and computer roview of accumulated data.

Any or all of these methods of detection may be used in the initial
development of a case, Later, a case may be referred for professional
review to the vice president of medical aifairs, medical directors, medi-
cal advisers, or the peer review committees established by professional
organizations. _

The action taken in any given case will depend upon the circum-
stances and may include the recovery of moneys, the reduction of pay-
ments, the disallowance of services deemed medically unnecessary, dis-
ciplinary action through the appropriate professional society, con-
tinued statistical review, the referral of suspected fraud cases to the
' Bureau of IHealth Insurance.

: Pennsylvania Blue Shield continually develops and implements edu-
cational activities intended to increase public and professional appre-
ciation of the importance of proper utilization of health care benefits.
We estimate that at the end of 1968, actions of our utilization de-
partiment since the inception of medicare resulted in savings of $806,-
000 based on refunds and reductions in claims payments. During 1969,
such savings wore estimated to be $1,030,000. Although this is not the /
report we do have for 1969 a report on having a good tight system for o
~ duplicate checking and_we have rejected about 80,000 claims and if .
wo had not rejected and found them to be duplicates, we would have
paid $5 million if these duplicates had not been found.
In summary, Pennsylvania Blue Shiold’s utilization review pro-
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gram with the increased cooperation of the professional organiza- .

tions, has demonstrated the ability to develop methods which will help 5
insure responsible control of the costs of medical services. 5

In closing, we would like to offer these comments for your consider- &

ation. It has been alluded to today. i
- 1. Let there be a loud, clear statement as to what medicare is in-
tended to do for the beneficiaries. Is the aim to provide meré indem-

nity payments or to meet the bill in full as nearly as possible, with
the exception of the deductible and coinsurance? Somehosw back home
]w(tstm'o inclined to believe thut the beneficiaries are convinced it is the
atter, ,

2. If feo schedules are to be imposed, then weo can only refer to our
own oxperience; it is impossible to construct them in a manner that
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will be equitable to s1l beneficiaries, the doctors, and the Government.
Any inauf(-’qmuzios will only shift the cost to the patient. .

3. If the Federnl Government is (o insist on a national uniforn
methadology for determination of reasonable charges for medicare
rather than that which we use for our private business, then it appears
to us that this would conflict. with the following provision of the law:
“that the charge be reasonable and not higher than the charge appli-
cable for a comparable service and under comparable circumstances
to the policyholders and subscribers of the carrvier.” ‘

At least under the present ground rules we have consistency in ad-
ministration of our private Blue Shield business and medicare part B.

4. More money and time must bs spent or: utilization review, es-
pecially in the area of communications with beneficiaries, organized
medicine, and individual doctors, Most doctors are performing a dedi-
cated service for the aged; yet they are eonfused and discouraged by
l.}lm mounting criticism of the medicare program which reflects on
then,
~ Pennsylvania Blue Shield must communicate to them more and
information about the developments in the medicars program, espe-
cially with respect to its findings of charging patterns, trends in
charges for various services, and 510 inereasing cost of financing, Now
this lends mo to our final point which we touched on briefly here.

5. One can’t peddle oranges with an empty cart. True, there are
many innovations being tried in the delivery of health care to seek
greatest efliciencies and economies. But they take time. In the mean-
timo, there are millions of the aged who need care now amidst the
cries about shortages of doctors and the escalation of costs, Always
looming up are such questions as: Just what ean be done? Is there
a way to confain costs? What incentives can be provided? Can there
be prospective rating of costs? . ,

‘Therefore, we would like to pose this—can an answer be found in
this suggestion: Should the Social'Seém‘it?' Administration explore
with one or more carriors the possibility of having beneficiaries in a
carrier’s service area covered on an underwritton basis? N

SSA and the carrier would negotiate a fixed monthly premium pay-
ment. for nnagreed-upon time period, Under the arrangement the car-
rior would be free to use its own administrative oxpertise and to work
with providors of services in the development of incentive programs.

It scems lo us that some form of underwriting would enhance a
greator research activity and experimentation uPOn‘ the part of the
carrior. In any ovent, wo do pledge to you, HEW and SSA our
willingness to cooporate in any ;oint studies, with a view of deter-
mining the feasibility of this or other approaches. o

M. Chairman, this concludes our statement. With me are Sydney
1. Singlair, M.D,, vico president of Medical Affairs of Pennsylvania
Blue Cross, and William T. Koller, Director of our Government Pro-
grams Division. Wo shall bo glad fo try to answer any questions you
may have. , , ‘

Senator Toxa, T would like to hear the remaining witnesses and
then wo will ask some questions and the staff would like to ask
questions, ‘

So 1 will call the next witness and he can conclude his statement and
then proceed to ask questions, 4 . )

I will call John Herbect to testify on behalf of the IMorida Blue
Shiold. You are testifying for both Blue Shield and Blue Cross?
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STATEMENT OF JOHN W. HERBERT, SENIOR VICE PRESIDENT,
FLORIDA BLUE SHIELD

Mr. Herserr, Yes, we are the intermediary.

Senator Loxa. All right, sir.

My, Hennerr, Thank you, Senator Long. V

I am John W. Herbert, senior vice president of Blue Shield of

IMlorida, Ine, and of Blue Cross of Florida, Ine., located in Juckson-

ville, IFla. Florida Blue Shield is contracting as earrvier for medicare
part B and IFlorida Blue Cross is a subcontractor to the Blue Shield
Association for part A of niedicare.

With me is Richard ‘I'. Shaar, M.D., who is our full-time medical
consultant, and Mr, W. J. Stansell, who is vice president of Physician
Affairs,

At your request, wo apprecinte the oportunity to testify and will
look forward to responding to your questions.

It will be our intention in this testimony to:

1. State our reaction to some of the statements and conclusions
which were reported to you by your stafl in its report of IFebruary
9, 1970,

2. Present to you the current slate of our ability to act as a carrier
under the law as presently writfen and the regulations as have heen
promulgated by the Secretary of Health, Iiducation, and Welfare,

3. Woe also hope to make a few suggestions which we see as having
a good possibility of improving this service to the social security
beneficiaries who obtain covered medical services in the State of
I'lorida.

At the outset, Mr. Chairman, let me take this opportunity to tell
you who we are and who we represent. I'lovida Blue Shield is incor-
porated under the laws of IFlorida and is a prepayment and medieal
care plan operating under the guidance of the Florida Medical Asso-
cintion and the State insurance commissioner for the people of
Flovida.

In that regard, we serve through private contracts 1.2 million
Floridians, over 200,000 under the Campus program as well as a permna-
nent. resident popuiniion of ‘medicare part lg beneficiaries of about
800,000, which is augmented by our winter and other seasonal visitors
toa million or more at times,

T'his is not in_the testimony, but. whien we were trying to decide how
to stafl up for this, we discovered that there were 16 million visitors to
Florida every year, but nobady knew how many of those were over
65 yearsof age.

Senator Loxa, There are a couple of questions T wonld want to ask
now because I have to preside over another commit(ee,

I would like to ask you why Florida Blue Shield initially vefused
to provide SSA with the names of physicians who had been paid
$25,000 or more in l)vublic funds under medicare?

Mvr., Herserr. Welly, we felt that this was in keeping with the orig-
inal agreement we had with the Social Security Administration to
furnish all of the documentation through the medieal practice and to
describe fully all of the circumstances that might lie within the med-
ical field, but the disclosure of the name was not really a reflection on
the typo of care that was being given,

o

s i NI S

TN PPN NI




252

In other words, we were (rying to get in the medieal framework

and not in the personal framework. , Y

Senator Loxa. On Juily 25, 1969, the Bureau of Iealth Instivance
asked you to thoroughly review medicare payments to 266 phiysi-
cinns—one-tliird of the physicians who were paid $25,000 or more n
1968—including some members of groups. Those doctors were selected
on the basis of initial analysis of physician payment profiles by the
committee stafl, Social Seeurity -just reported that, based upon work
done so far on those 266 profiles, allowing for some overlap, that 87
had been referred to medical societies for peer review and 21 determi-
nations of overpayment were made with recoveries in ‘15 cases. An-
other 20 physicians were being reviewed for possible fraud. Obviously
thoso results arve only paitial, but significant, A compléte review of all
physicians'profiles would undoubtedly disclose quite f bit more. |
_Why didit you do n_ease-by-case study of these physicians until
December 1969, and why didn’t. Ilorida Blue Shield detect these
alleged frauds and abuses before the data was collected for the
Iinanée Committeo? )

‘Mr. TTenperr. Senafor, T (hink the answer would be, we were not
surprised there were this many physicians making or receiving this
amount. of money. IFlorida has so many elderly people plus visitors
and in somo communities the population of the people over 65 is very
high and it was not a surprise to us that these people received or
these doctors received this amount of money. , .

Senator Loxa. You had 128 cases already which would appear to
bo obvijously cases of irregularity and 20 of them are cases of possible
frand. Why was something not done prior to that time? ,

Mr, Hensenr, These are the only ones identified in the report. We
have been referring ecases for possible fraud all along and investigat-
2%% all along. T'hese were the particulay physicians who achieved over
$25,000. ,

Senator Toxa. Well; ns T understand it, these cases are for the most
parl. cases that you had not picked up before and made reference to
and T am wondering why not ? ,

Mr, IHenserr, I think we were working on this all along, Senator,
and these just. happened to be those over $25,000. In other words, the
$25,000 mark was not a point fo us whero someone might be suspeeted
of doing or, rather, giving overenthusinstic treatments or practices
that might. not be ethically correct. Any amount of money.

Senator Loxa. If you had been doing it on all, includin{_‘; those over
$25,000, how many have you reforred to medical societies for peer
roview and how-many have you undertaken to recover against because
of overpayment and how many have you referred for action on the
basis of possible fraud?

_ Mr. Hyrnerr, I am going to ask Mr. Stansell if he can answer it spe-
cifieally for you, -
_ Woll, I seo tho physicians hero we have on flag at the moment, that
is, whom wo are examining their profiles, some of whom iwe have send
in their claims once a month, or altogether at one time so they can
be turned over to Dr, Shaar and reviewed individually, in 1968 we
had 89 physicians and in 1969 it was 150 physicians andy currently we
have 19 that wo are holding pending n complete claims audit, and 18
wo have that we reforred all claims to a claims review section and 154
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are under investigation for various parts of their }:mctices and on
whom we have suspended payments, so that 1 think altogether this
runs to around a total of 198,

Now the decrease in the payments that we made to physicians because
of surveys that we made on their practices, in 1969 the first 6 months,
this was $1,348,000. In the sccond 6 months it was $469,000.

Now I would like to make the observation that a good many of the
areas of concern have been in the outpatient, the oflice care area, and
1 think the gontleman from the Group Insurance Plan of New York
commented on that.

When you furnish comprehensive outpatient benefits, you have to
have well-defined norms and sereens. Ifor the first time there was a
benefit program available to people over 65 and I think both doctors
and beneficiaries winted to participate in this to the fullest.

~ Wo know that this has been the case and that there is a great deal
of—wé eall it “over-enthusiasm,” but it was largely brought about by
not having had this benefit pattern before. In that connection, I would
like to make this comment, - L o

- For a number of years a good many physicians in our State have
beon asking us to write comprehensive out of hospital benefits—oftice
care, home care, X-ray, laboratory, diagnostic procédures of all kinds.
Now there were many reasons for this but this came principally from
physicians who practiced out of the hospital,

Ve told them we didn’t have sufficient information, actuarial infor-
mation, statistical information, to go ahead and design a program like
this and price it and offer it to the general public. In other words, we
didn’t think that our plan had sufficient reserves to throw out this type
of program because of the age of n good many of the people in Florida
and because you have to sell it group by group by group and you don’t
always get a good risk when you do it that way.

That was one of the prinéipal reasons why we were anxious to par-
ticipdte in the medicare program when it came along, beeause this

“program did provide those benefits and the doctors on our board and
throughout the Florida area are responsible for this and felt that the
data that would be collected from {his would be very helpful to us,
th(;fi)‘,.‘in'developing comprehensive coverage to offer to the general
public.

Senator Loxa. Fine. You may proceed with your statement now, sir,
if you would, ,

Mr, Heanerr, ‘There are over 8,000 physicians rendering services to
these people and to a Florida population of approximately ¢ million

cople, Throughout our statewide organization we have more than

,200 employees devoted to serving these more than 2 million Florid-
jans, In the testimony of the National Association of Blue Shicld
plang of 1965 and earlier, many statements were made coneerning the
abilitv of the Blue Shield plans to act as carriers for the medicare
part B program. ,

These claimed abilifies were: One, knowledge of charging practices
of physicians; two, established communications channels with prac-
ticing physicians; and, three, an already existing system of review of
unusunl eases. I want to reconfirm that we had and continue to have
those abilities and the differences which are evident today are only
a matter of degree and sophistication.
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Some of the problems that eame along, Senator, came before the ben-
efit pattern of medicare was extremely different than the pattern which
we had in our own private business.

PAYMENTS TO HEALTIHT CARE PRACTITIONERS AND UTILIZATION itll\'ll‘.\\'

With respect. to the number of physicians in IMlorida who received
directly or indirectly medicare part BB funds in the year 1968 of over
525,000t as detailed in your stafl report, wo have developed a cori‘?)‘re-
hensive program of computer and human review to sereen ont. those
who may have unusually uncommon practices when compared with
other physicians of like practice and locality. ,

We have, in fact, gone further than this in that we have stiidied
the practices of all physicians rc{)ovl'ling claims under the medicare
part. I3 program for both years, I'or the record, we have always re-
orted ({il‘ccl, payments to the IRS, when the tolal was $600 or more.
So all of the income that these physicians received was reported to the
Internal Revenue Service, whether it was from our own business or
CHAMPUS or the medicare. R : :

Here, as T stated before, there is only a difference of degree between
what we have done for the past 20 years and what we are currently
doing. Long before medicare, our concern for the roper use of the
medienl dollar for our subscribers was demonstratec by the fact that.
we obtained the services of a claims commiiiice of ‘practicing physi-
cinns who gleaned the unusual practice or practices from the daily,
weekly, nn(F)‘non(th flow of claims to detect those few, but *)otelltin)tv
expensive, deviations from the norm which should not be the liability
of Blue Shield. ,, |

Wae esteblished the "n'actice of conferring with the involved physi-
cian and his peers (o defermine the validity of his claims, Due (o the
breadth and the depth of the medicare par( B benefits, we were aware
that the problems of utilization would be greatly magnified, due to
the scope of the benefits and to the great volume of cases which we
would be required to handle. : ‘ )
~ léarly in the program we continued our manual methods of dotect-
ing unusual practices and in somo outstanding cases we were quite
successful in_investigating and_controlling situations which resulted
in a greater linbility to the medicare program than we thought to be
correct, :

During the early days of the program, the volume of claims pre-

dicted by somo and denied by others was overwhelning to us as T am
sure it was to_almost all of those carriers handling medicare part B
and wo concentrated our offorts both in the manual processing and
computer areas to the prompt and proper payment of claims as
quickly as possible.

As we overcame the enormous problems of this volume of produc-
tion, wo began to devote more and more of our time to quality con-
trol and closer reviow of payments. It was not a case of being unaware
that these actions should be taken, but one of priovities.

Early in 1068 wo folt that we had sufficient information on which
to base comparisons of practices in our State and we began to refer
an inereased number of cases directly to county and State professional
organizations for their review and advice. This resulted in decisions
which can only be characterized as in the interests of the programs.
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Tor instance, in the case of several physicians the doctor's peers
felt that wo should not be paying over 50 to 65 percent of the amount
being billed due to the excessive number of services being rendered per
subscriber, We applied these parameters to the practice and found
in most cases that the involved physician adjusted his practice and
his overenthusiastic care of patients to meet. with the approval of his
peers. ‘

Later, in 1969, when we had developed a sophisticated comparison
program for utilization roview study, we entered into an agreement
with the IFlorida Medical IFoundation (the Florida Medical Ifounda-
tion is a' nonprofit corporation of the Ilorida Medical Association and
controlled by its governing body) to provide a statewide control on
these cases which we felt needed peer utilization review.

~The Florida Medical Foundation had already set about establishing
county medical society review mechanisms and is currently at work on
79 caseg; Prolitiinary réports on several of the cases indicate that
this will truly be a process of peor review and not one of peer justi-
fication. In somo cases, the county and State medical association have
‘indicated that there will be further disciplinary action by the medical
societies on some cases. ,

Of course, this is not an implication bt fraud, but simply of prac-
tices not in keeping with the ethies or acceptai)le standards of the
association,

Our combination of & well-trained medical review staff and claims
processors, n stafl of 25 persons in our utilization review department,
an experienced claims review committee of practicin ysicians,
sophisticated computer programs, and the wholeheartec backing of
organized medicine in Florida will prove the correctness of the state-
ment in your stafl’s report that “the key to making the present system
workable and acceptable is the physician and his medical society.”

'T'o date we will briefly give you some figures on savings which have
been affected by both our detections system in house as well as the
peer review system and the results of the investigations which have
revealed only a few examples of fraud and the disposition of cases
as expressed in dollar amounts, )

Tor example, we are currently holding cases which are under re-
view in the amount of about $850,000, Tn the instance of the physicians
who have been the subject of peer review, it can bo demonstrated
that, as a result, we did not pay $1.8 million in 1969.

In one case, upon review by our claims commitice and his loeal
medical society, it was determined that instead of paying %222 for
Jab work on cach of his patients, the medicare liability should be
reduced to $15 per case and this resulted in a savings of over £20,000
per year. T might try to explain that one because it looks so odd, but
this pafticulay physician put in a complete lab. e does his work
in his office and then he started doing a complete workup on all of
the ))atiems, beneficiaries that came to him, ,

When these cases came in and showed this $222 per case, it was
referred to Dr. Shaar and he took it u{: with the cllaims committee
and said, “that is fine, it is wonderful, but it is not necessary to do
all of that work.” And they covered it back to 15 per case.

Tong before it was recognized by the Government agency handling
the program, we discovered several instances of excessive injections
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and it was the decision of our cluims review committes that these
should not be the liability of the medicare program. This restriction
resulted in a considerable dollar savings to the medicare program.

Now we cut the injection rate down considerably, even before the
rogulations wers promulgated. )

fory early in the history of medicare, we discovered that one
physician wag billing us or his medicare beneficiary patients for
so-called fingéy surgery to the ear and we set aboutLilnll‘le(liatel._\':to
disqualify thistype of service for medicare liability, Theso “surgical”
sorvices wore billdd t]o us at. about $300 to $400 cach and it is our esti-

i

mato that our denig] of liability for have not only resulted in these
patients obtainin {ler care, but has saved the medicare program
many thousands of dollars. ,

Senator Lona. What. is that, that finger surgery?

Mvr. TTernerr, ‘To reliove deafness, massage the Eustachian tul- »nd
it corrects deafness and this is a-procedure which this man’s fux!tor

invented and he is doing it, and it is well known as the Munsey
procedure.
_Senator Loxo. I'rom the inside oroutside? . .~~~

Mr, Herperr, IFrom the inside and people will attest that this
corrected their hearing, so when this came up, we said, “Fine, but
let’s bo a little scientific about this, T.et’s havoe each boneficiary ox-
amined ’{md their hearing level determined before and after the
surgery. _ >

This-was not aceeptable to the physician and we cut the payments
off right from the very beginning. T might say he complained bit-
‘torly to the SSA through his Congressman in Baltimore dand made
trips to Washington, but in the end we prevailed that this was not

the proper reliability.

Senn}or Loxa. Let me see if T understand what you are talking
about. You might be doing that to a patient, but you wanted to de-
tormino that the patient had had a hearing impairment to begin with,
and thon you wanted to determine that he had done some good with it ?

Mvr. IHernear, That is right.

Senator Ioxa, In other words, it was just to simply massage the
Lustachian tube without evidence that: one, it was necessary and;
two, it did good and was just. a waste of money ?

My, Herserr, We wanted him to have audiometer tests and other
facilities like that to determins that there was sonie benefit here.
We wore not objecting to what he was doing even though the pro-
cedure cost about $350, it would do the tricE and he dig:n’t need to
put anybody in the hospital, o S

If it can be done on that basis, fine, But we butted heads with (his
thing right off the bat. We finally stopped it. I don’t know how much
!\({?oy 1t saved the program, but it was an instance of moving in
ciyly.. ‘

Vo have a stafl of 25 persons in our utilization review department
which has evolved over the past 20 to 24 months into a sophisticated
educational and administrative operation, which provides close sur-
voillance over the more than $100 million in part B medicare funds
which we pay out annually.

Included in this department are five field representatives who are
in-constant and close contact with local practitioners and their med-
ical institutions,
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While the obtaining of refunds of overpayments for many reasons,
including overutilization, is not the primary purpose of this operating
(10})m1inont the activities of the depzrtment for the year 1069 re-
sulted in mf unds of almost $100,000.

Ve continue in our search for better methods to identify, investi-

gate, and resolve nnusual utilization practices with the sure knowl-
edgo that this effort is directed towar(f a minor portion of physicians
and claims.
Tho Cramryay. I will have to go to the other meeting, but 1 will
ask, aftev you complete your statement, which I have read, if both
you and the other witnesses hore will kindly cooperate with our
staff and answer the questions that they would like 1o ask of you.

They want to ask for your suggestions and also ask specific ques-
tions. I would appreciate your remaining to do that. 1 have read your
statement, sir. o

Mr. Ifernerr. Did you have any comment on the suggestions that
wore made about the possibility of eutting out the fair hearing re-
quirements or raising the litnit?
~ Now- wo get- fair hearing requirements for as low as $2 and $5
and $10,and we have to put on these fair hea rings.

In medicare A you have a regulation that g?o differenco has to bo
$100 before you can have a fair rearing. But in medicare B it can be
50 conts. This should save a considerable amount of money.

Also, Senator, the deductible, and the combination of deductible

and cofnsurance, is an administrative monstrosity. It should be worked
on,
The Citamraan, That is what we are holding the hearings for.

Mr. Hexserr. I would like to bring one unusual situation to your
attention:before you go. It just came in the mail. It is indicative of a
lot of things we get in Florida. This is a letter from a bank in Massa-
chusetts about a man:

The trust department of this bank has been handling the late Mr. So-and-So's
finances for many years, He was in the habit of wintering in Florida and living
in Massachusetts the balance of the year. He dled on the 10th of July after
having been confined to his bed for over two years with nursing and constant

We have summarlzed his expenses for the period January 1, 1968, to date of

death, July 1969, and enclose nine requests for payment of these expenses.

Copies of bills have been attached, some recoipted, others not re-
ceipted. The canceled checks are included. He lists these nine requests.
These requests are in the total amount of $42,564.22. Will you kindly mall the
check payable to the estate of “Mr. So-and-So”, care of our trust department.

Thank you very much,

This claim was 2 inches thick when it came in and when we are

thybugh with it, it will be at lenst 5 inches thick. It will be a fair

¥aring from the bank, his attorneys, and everybody olse.

7. Wae are saying this enters into the cost per claim in an area like ours
where wo have so many ‘Peopl_o from out of State who go back to their
home and then file a bill with us, because the regulations are that the

claim be paid where the service is received.

So our thinking here in showing you this is that a performance
standard as to how a plan is performing can be a very complex thing.

All of these factors should be taken into consideration, not just to say

the cost per claim is a standard, because it isn’t a standard,
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It is not a measurable thing because it has eléments in it in each
area, If it was a standard, then the carriers that are low, the cost of
clnims in medicare B should also be low in medicare A, but such is
not the case. I'here are vast differences.

The Cramyan. Let me assure you that the reason we are holding
theso hearings is that we want your views on this. Sometimes in order
to get. the in%on‘nntion we want, we have to ask our staff to abbreviate
these statoments and limit each witness to 10 minutes so we can let
them hit the high spots and count upon our staff (o see {o it that we
don’t miss the lesser points in their statemonts.

Thank you very much for your statement,

(The balance of the statement follows:)

Twenty to twenty-four months into a sephisticated edueational and admings.
trative operation which provides close survelllance over the more than a hundred
milllon dollars in Part B Medleare funds which we pay out annually, Included
in this department are five fleld representatives who ar¢ In constant and close
contact with local practitioners and their medical institutions. \While the obtain-
ing of refunds of over-payments for many reasons, including over-utilizatlon, is
not the primary purpose of this operating department, the activities of the
department for the year 1069 resulted fn refunds of almost $100,000. We con-
tinue in our search for better methods to fdentify, investigate and resolve unusual
utllizatlon practices with the sure knowledge that this effort is directed toward
n minor portlon of physictans and claims.

ADMINISTRATIVE RESULTS AND COSTS

We believe that the Blue Plans history of low administrative costs is one of
the primary reasons for our selectlon as a Part B carrler and have directed our
cnergles in this program toward retaining that record, just as we would in our
private rvisk business. Due (o lack of decislon making control over this Federal
program, we are not suggesting that a good comparison can be drawn between
the operating expenses for the private vs. the government business we handle,
but our study of the comparative figures as between Medleare B carrlers scems
to confirm our opinion that we are performing our contractual duties at a rate
favorable to the government while providing the beneflelary with the prompt
and complete service envisioned by the law.

By way of demonstrating this, our ratlo of administrative expense to total
benelits Is well below the national average in spite of the fact that we receive a
high proportion of unassigned claims and serve a large number of beneficiaries
\elln;) nr% g';:t restdents in our state. Natlonal figure 8.40—Florida figure 6.86 {Oct.
« Dee, M

Florida Is a 700 thile long state with major economic and social contrasts
which require unusual lines and methods of communications. For example, we
have stafl members of the utilization, physician, and hospital relations staffs
in all major citles to provide fmmediate personal attentlon to problems of prac-
titloners and Leneficlaries alike. Also, in major citles, we have clerleal staffs
to handle the everyday questlons of beneflelaries, These oftices are in datly
telephone contact with appropriate departments in ouv main offico.

As an e.\;mnple of cost snving that was necessitated by the geographic area and
the number of claims coming divectly to s from benefielaries, we use six full-
time, wide-arena, telephone service (WATS) Mnes for 8 and 84 hours per day, to
eliminnto more expensive correspondence. In March, 22,702 calls were completed
at a cost of $14,140 per month or, cost per call 01¢,

Wo beliove improvements in cost can be made and some of the ways we are
seeking to do it are by—

1. Use of clatin receipt forecasting systems—to avold overhiring or under-
hirlug or excessive overtime, ’

2, Continued effort to improve individual performance.

8. Experiment with large clinies or medical complexes to produce data
in a way that it can be used as input directly to the computer,

4. Introduce lower cost methods. Example: New microfilm production
techniques to cut costs and reduce printeq computer reports,
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RECOMMENDATIONS FOR IMPROVEMENTS

These suggestions for changes aroe based on our bellef that they will improve
service to benefleiaries, not have nn adverse cffect on health care and will resuit
in administrative cost savings to the programm. ,

1. Base payments on a coinsurance amount only. The elimination of the de-
ductible, combined with a coinsurance payment less than 809 would substantially
reduce costs by simplifying the eligibility determination process.

2. A minimum dollar amount in contentfon should be set as the criterla for
Fair Ilearing. No hiearing for services not covered.

Such Fair Hearings in Florida cost about $200 on the Average and about 50%%
are questioning amouants of less than $50. A filing time Nmit of 90 days from
notice of payment would be fair to the beneflciary and result in further saving.

3. At the present time we are not permitted to return incomplete, inaccurate
or inappropriate claims to the sender for correctlon. It we could, it would sub-
stantially reduce administrative expense and, we belleve, slowly lmprove the
quality of claims,

4. We believe that the claim filing time limit should Le no more than 15
months from the date of service. ‘I'his Is the limit in our own business and would
reduco need to retain extremely bulky records for dally use, and avold the need
for complex research, and eliminate the inaccuracies resulting from the passago

of time,.
i l%g . - CONCLUSION

Gentlemen, this statement 13 necessarily brief, but we feel that it accurately
portrays our activities and reflects our best efforts toward making this program
work. We will be glad to respond to questions which you may have,

Thank you.

The Crramyan. I would like to ask those witnesses who lmv'e. testi-

fied to please mako themselves available and come forward so that our

stafl can ask such questionsas occur to them,

Searr. Perhaps it might be best to have the Blue Shield people
como up first. A

The }il‘st reference we had this morning was when Senator Long
referred (o the followup in Florida on the physicians who had been
paid, who had unusual kinds of practices, who were referred to the
client for followup by Social Security.

Representing Blue Shield, in the report on this problem which
Social Security. prepared, we evaluated the quality of the followup by
various Blue Slnel({ plans in terms of their ability to properly review
utilization and charges, ITere is what they said. Wo won’t identify
the plans but these are some very large Blue Shield plans. These are
current evaluations:

Despite repeated urgings, this carrler has been quite slow In produciug mean.
ingful reports. Desplte repeated followup by Soclal Security Administration,

later reportg have not been prompt and have been general {n nature,
'Phis carrler's openly stated antipathy to this project was reflected fn the

quality of thelr investigations and reporting.

This carrier was reluctant inttially to give any informntion regarding physi-
clun relmbursements. Thelr reports generally were not meaningful and con-

clusfons not supported.

Wonld you agree that NABSP’s position is that each Blue Shield
plan should stand on its own and if it doesn’t do a proper and thor-
ough job for medicare it should be replaced ?

My, Kxeser, We get into a situation where NABSP has served
the plans in providing assistance to them in a number of areas, In this
particular area we generally had an atithority only to urge the plans
to illn.\'fstigme all of these matters thoroughly and that, I amn sure,
wo did,
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We subsequently were advised of the communication from Social
Sceurity (hat you have just reported, and have contacted each of
these plans and are currently conducting an investigation. That in-
formation we do not have. , L

But. T think, as was indicated in the testimony. of Mr. Parish this
morning, to get to your specific question of standing alone, the con-
(racts for medicare part B ave between the Socinl Security Adminis-
tration and the plans and do not involve the national associntion,

Ollier national accounts of Blue Shield have utilized a different
appronch, as stated in the testimony. One of the plans generally serves
as a conirol plan and assumes the responsibility for secing to it that
other ‘)lfms“ patrticipate. A

In this manner we c¢an share resoutees, bring technical assistance to
bear on a weak carrier, and so forth, , .

I think this would bo n better approach in medicare B than to
(nko a position that a carrier standing alone does not measure up and
should be dropped, because there is a fremendous investment both on
the part of that plan and on the part of the Social Security Adminis-
tration as well, ‘

Starr. I believe that in the staff report it was recommended that the
Govornment cut ils losses because there are usually other carriers
willing to undertake these responsibilities, You feel that the control
plan approach would overcome that individual “carriers’ openly stated
antipathy”? |

Mr. Kneser., It hasso proven in other accounts,

Starr, Pennsylvania Blue Shield advocates underwriting of part

'I'he clderly are n high-risk group, would you agree with that?

My, Rinentnser. That is correct. B

Starr, Therefore, with my underwriting there would have to be a
vory higli-risk factor, is that correct ?

My, RiNenen, Yes,

Starr. So the Government would be picking up an additional cost
which it does not presontly have, ,

My, RiNemimer. At the present time there is no risk factor in it,
that is right. :

Starr. On the other hand, if you did include underwriting for
medicare, what would the reaction of your State insurance depart-
ment bof Wouldn’ that possibly place your regular Blue Shield
business in jeopardy? That is, if you got an extremely bad year with
your mediedrs population

Mr. Riveniser, Yes, As a matter of fact, we would have to have
discussions not only with the insurance department of Pennsylvania
but also the providers of services as well. There was a question:
“Would you mix the funds? Would you put our assets which we have
against that underwriting$”? -

I am not sure whether there is any money available in Government
circles for experimentation in underwriting or not. That is why I pose
the question: Could we explore this with Social Security?

I am sure thore would be pitfalls somewhere, but I thinz it deserves
a good, hard look to see what could be done. ,

Srarr. Wo just wanted to get that risk factor in there.

~
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By the way, underwriting would also make it somewhat difficult,
wouldn't it, for, say, commercial insurance com;xan’ies to compete fa-
vomliily, where you are offering servies benefits¢ That is just for the
record. .

Mr, Rineuister, This was contemplated. Say it was feasible to
have it on an underwritten basis and 1t would be identified as a local
program, then since we do have our participating doctors there
would be a direct involvement of them in the program,

This is another thing we had in the back of our mind, where there is
so much hue and or?r atout, the doctors and do they care, is there some
way that we can have a greater involvement of the providers of
services?

I think when we have participating doctors, we do have that
involvement, _ A ‘ o

I have here with me Dr, Sinclair, who is the vice president in
charge of our medical affairs and who is working closely with it.

Would you care to Speak about that, Dr, Sinclnir%‘ o

Dr. SiNcrATr. Only to the extent that I think we need the total in-
volvement of doctors int his whole program, We certainly need them
in the utilization review activities.

I think that in order to obtain their full cooperation wo have to
inctude them in thg planning for the other parts of the program.

I think Bob is right; that it is total participation that is needed.
We have had no difticulty up to now in obtaining the complete cooper-
ation not only of the Medical Society but the Osteopathic Association
and the Dental Association, even though there is a very small portion
of dental benefits in the program,

Starr, Doctor, do you feel that the cooperation then is a product
offreally the structure of the progrant rather than the amounts it pays?

Dr. Sincrair. No, sir. I think the degree of cooperation is depend-
ent upon the longstanding cooperation between the professional groups
and Blue Shield, going back, in the case of the Medical Society, as
far as 1940, '

Starr, No, I meant given usage of local mechanisms, such as Blue
Shield, and a structure such as your organization, that the warm and
cooperative s‘ii‘rit‘woﬂld still carry over regardless of whether medi-
care specifically paid the benefits under your highest contract.

In other words, if there were reasonable payments under medicare,
would you still be able to evoke that cooperative res’)onse from physi-
cians, or do you feel that the amounts involved help generate the
warmth? ,

Dr. Sixcrair. Well, I think a thorough understanding of the mech-
anism of payments is the key to it, rather than the absolute amount
of the payment.

Srarr. That was the only point.

With respect to the operating plans in Florida and Pennsylvania,
wo have some questions as to your experience with gang visiting by
physicians to institutionalized beneficiaries, overvisiting of benefici-
aries, excessive usage of laboratory and X-ray services and charges,
excessive injections—I think the Iflorida plan touched on the injec-
tions slightly—and fragmentation of fees. What has your experience
been in those areas,
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~Wo will also ask those questions of the carriers and Dr. Melcher,
Weo would like to know how you control these problems or what you
feel should be done to control them.

Mr. Rixeniyer, The utilization department is under Dr, Sinelair’s
department. 1Te will handle that one. :

Ir. Sincramr. We had an early experience with gang visits which
brought this (o owr attention right quickly,

We found that we had to establish guidelines (o be used by our
utilization department in evaluating claims for visits in extended care
facilities. So wo did establish those guidelines. They are not at the
present time in onr computer program. This is mantal.

Any doctors whom we suspect may beo performing gang visits we
put them on a so-called flag status so all their claims are reveiwed
prior to payment.

With respect fo excessive lnboratory and X-ray diagnostic work,
for the most, part, at the present time this is a mat(er of postpayment
audit, and then identification of physicians who seem at least to be
ovorutilizing these benefits, - o o

Again, thoy are put on a flag status until they can be investigated.

Our investigation will include the roview of the claims that have
been paid and once they are put on a ﬂn'% status the prepayment re-
view of clnims as thoy ‘come in, frequently then with ro orral either
to our medical advisers or to the specialty adviser committees cs-
tablished by the Pennsylvania Medical Soctet , or it might be to the
statewide oslcopathic roview committee in order to setﬂ% that point.

Wo had, of course, the same problem that has already been men-
tioned hore, of the lnboratory tests being billed on an individual basis,
whereas thoy wore performed on an automated laboratory equipment.

. But wo have gone out now to all the laboratories in _Pennsyl\,,'ania.
Wo have gone to all the doctors who were high users of laboratories
and found out where they ordinarily send ‘their tests and what their
arrangement with that particular laboratory is.

Starr. Do you limit the payment for laboratory services which are
porformed outside the doctor’s office ? ,

Dr. Sixcram, Yes, depending on what the arrangement is and what
wo know about that laboratory’s charges. We go irectly to the labo-
ratory. .

SrArF. So in essence you are following, I believe, the American
Medical Association’s guidelines?

Dr. Sincram. I beliove so,

You had another part to the question and I don’t remember it.

Sarr. Injections, excessive injections.

Dr. Sincrar, Again, we are doing this on a manual review basis,
though we oxpect to have it computerized shortly.

Starr. How about m%mentation of fees? ,

Dr. Sixorair. I am not sure I know what you mean by that.

Sraxr. That occurs in surgical cases.

Mr. Rineuiser. Itemization ¢ ,

Starr. ‘That is right. Visits by the surgeon which previously were

“considered normally post- or pre-operative.

Dr. Sincramr. I think we handled that. As was said, we started
a provailing fee program prior to the medicare program and the doc-
tors in Pennsylvania understood that their charges for surgery were
to include what wo call normal postoperative care,
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‘I'his varied, depending on the type of surgery. In order to de-
velop parameters we have used various relative value guides which do
specify the number of days that are considered to be normal postop-
erative care, even though our own State medical society does not
have such guidelines,

Starr. ITow about Florida? ,

Mr. Hersenrr, I would like o have Dr. Shaar talk about the gang
visit and the other situations,

Dr, Suaar. Wo have a computer utilization system which will de-
tect gang visits or overutilization of visits in any location, excessive
costs genorated by too much laboratory or X-ray work.

All this material is produced on every physician in Florida and up-
dated quarterly. ,

Starr, When did you start using that?

Dr. Sutaar. We have had this system since late 1968. We are using
this as the basis for i(lent,ifyin’g possible overutilizing physicians of
any specialty. When we identify a problem after study, if there is n

- serious problem it is to be-referved for peer review at the loeal level

since we found that support by & peer review committee is the best way
to dispose of a problem,

We have this kind of support and we are encouraged at the results
we have gottien so far,

Stakr. IFollowing up on Senator Long’s question: Of the 266 physi-
cian profiles which were sent to Florida for followup, on how many
of those had you commenced action prior to referral from social
security? }

Dr. Suaar, Quite a few, the ones that we had already recognized
as having serious problems. But I can’t give you an exact figure. There
were quite o few, , N ,

I would like to clarify another point. The 20 cases of fraud——

Starr. Suspected frand,

Dr. Sitaar (continuing). That were under investigation, these cases
were already developed by us with the cooperation of SSA and weren’t
necessarily the lfesu\t of this question about the 267 physicians, This
was an independent project,

From this 267 list there may develop—

Starr, Social security relates 20 eases of fraud to the 266 which were
sent you. ‘

Dr. Suaar. There are some in that list, yes, but they were recognized
not because of the request for study. It is coincidental that they are in
that list. So we wore looking for these problems from the heginning
of the program and dealing with them on a manual study basis before
wo had a computer system to do this on all physicians.

We have not only finished the list of 26’}, but we are studying all
physicians who have more than $25,000 in the medicare program,

rarr, Are you studying those under $25,0007

Dr. Sitaar. We studied the ones under $25,000 that had unusual pat-
terns, The income makes no difference to us on which physician we
would study. If the pattern is unusual, we would study it.

Starr, And you are developing profiles on all the physicians under
the program in Florida ?

Dr. Sitaar. Yes. We do this routinely. We have them now.

42-122—70—pt. 2——6
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Starr. On thig ofher side of the coin, have you found beneficiaries
who linve overutilized benofits?

If so, in what ways and what do you recommend to prevent such
situations? o

‘T might preface this by saying that physicians have come in who
arc concerned about physician abuse but they are also concerned about
beneficiar abusc«-w&mt thoy regard as beneficiary abuse—where phy-
sicians’ oflices are clogged, and so on.

IHave you encountered that? B
Dr. Suaan. Yes, we have. We have seen not a great number but

somo forged doctor bills with altered dates. This was particularly true
in the begiming of the program. .
S’I‘;\P}‘.K“'(\SL 1is by the beneficiaries or by the physicians?
Dr, Suaar, By the beneficiary.
Starr, Or bhoth? —
Dr. Suaar. By the beneficiary. It was not a great number, but it has

oxisted, N o R
My, Rixgritaer, I think that would be about our same situation.
Mr. Herperr. We do feel, tho\;fgh, that thero is a mechanism of com-

mm{icating with the beneficiary that in our opinion hasn’t been widely

used.

You are sending social security checks to 19 million people every

month, and cortainly some message on being pradent on the use of

beneflts from timo to time might be very well taken.

At the moment, tho people have no direct communication. All they
have is their red, white, and blue book that says, “You are going to
get the doctor’s usual and customary charge paid.

Yet, wo have this inside limit, this freeze that is on. As far as I
know, the beneficiary has never been told about this directly, face to
face, or in a_memo, a note, or other communication, It is all over the
newspapers, but not directly from the SSA.

Starr. Tho stafl’s understanding is that one of the reasons that
SSA cannot do that is because every carrvior system varies. For oxam-
ple, there are carviers who determine customary charges on the basis
of chmﬁes to medicaroe beneficiaries only.

Mr. Hrrserr. I am not referring to the specifies. I am saying that
you could encourage the beneficiary to be prudent in the use of their
benefits, regardless of who was the carrier involved, and that there
are some limitations, ‘

But. this is resulting, as I mentioned in my testimony, in. fair hear-
ings coming up. Thoy are just multiplying. :

TAFF, I think what you mean is that you want a de minimis rule
for part B hearings.

As the Senator said, it will be considered.

Mr. Rixeunver. T was going (o ask Mr. White a question.

Wasn't this discussed at one time of putting some fliers in the social
security checks? I am not sure.

Was that discussed ?

Mr. Winre., Yes, it was. 7

Starr. And that will deter beneficiary overutilization?

My, Herserr, It won’t do any harm and it may do some good, But
more than that, it may prevent requests for a lot of fair hearings being
asked for, beause T think they are being done out of their benefits.
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Mr. Rineinmer. Weo do think there is a potential here for furthor
education, since SSA, I think, has the primnr{ responsibility for edu-
cating the beneficiaries. After medicare part I3 got started in Penusyl-
vanhia, we held periodic meetings with the SSA district offices through-
out the State and later when their funds were cut we brought them in
in some regional meetings, , ,

We went over the problems we had. They fed problems that they
had to us. T think we learned through that much of what the bene-
ficiary was doing, thinking, and the problems that he encountored.

I think that is an avenue that could be explored.

Srarr. Where you have detected possible fraud or abuse in medicare,
have you had aity difticulty in securing the cooperation of the Bureau
of 1ealth Insurance in making appropriate followup?

Mr, Kernir, We haven't had any problems in getting the coopera-
tion on followup of tho regional office. We have submitted 15 possible
cases and five of these have been closed. T'wo have been referred to
the U.S. attorngy and oight_are pending.

Starr. Does that include the two which Senator Long referred to
last July concerning gang visiting or overvisiting by two Rhysicians
‘which' yon people in Pennsylvania had referred to the Burcau of
TTealth Insurance, you hadn’t heard from for several months, so you
figured if they were not interested }féu were not %oin to worry about
it, and you went ahead and paid it 2 Do you recall that

Mr. Rixveniymer. Yes, I do, and that was one of the cases.

Starr, Were you finally able to get those closed ?

Mr. Rexeuiner, Still pending.

Srari. Beneficiaries complain to the committee that they are billed
and payment made for sorvices which are not provided. When those
allegations are received they are sent up to Baltimore for followup
but thereare guite a few of them.

Precisely what procedures do you employ in Pennsylvania and in
Ilorida (o assure that services paid for by medicare are actually pro-
vided ? ‘

What verification procedures do you have?

Mr, Kenier, One of the procedures would be the supplying of an
12OMB to the beneficiary on an assigned ease,

Starr. That is by regulation. I beliove every beneficiary gets that,
What have you as a earrier? Do you make any independent followup?

Dr. Sincrair, Yes. Tovery roferral on that basis is sent to our utiliza-
tion department where it goes through the regular procedure, An in-
vestigation is made, usually first by a field representative who visits
with the beneficiary who has made the complaint, and attempts to
establish the circumstances.

IST;I";‘ Do you sample audit independent of the beneficiary com-
plaints

Dr. Sixcrair. Yes, we sample on what our internal auditors choose
to call a random scientific sampling, I beliove is the term, Roughly, it
amounts to about one in each 1,000 paid claims.

The incidence is a little higher on in-hospital claims.

Srarr. For a complete followup?

Dr. Sincrair, Right. This we call a routine audit.

Starr. How about in Florida?

S :
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Dr. Suaan, Fvery patient complaint is investigated and those that
could possibly be fraud require us to notify our regional oflice of the
possibility and in many cases we are asked to do investigation to deter-
mine if this is a gerious question of fraud, in which case it is turned
over to them for further disposition,

Starr, The reacon that question was asked is that at the last hear-
ing of the committee, reference was made to a social seeurity bulletin
in which they complained that only one-third of the earriers and inter-
mediaries regularly had any kind of systematic approach for doing
smnple reviews to determine that the services were actually providec
to heneficinries.

Again, you do not have a sample program but you react to com-
plaints or suspeeted eases?

Dr. Siaan, No, We have also done elaims verifieation in the form of
uitient. questionnaries on a sampling basis to see whether or not serv-
ices billed were actually rendered,.

Srarr, Do you do that regularly or just oecasionally ?

Dr. Siaanr. At one time it was done regularly. 1t'is done on a spot.
basis at this time. , ‘ ,

Mr. Hewsenr, T believe we get. an indirect. sampling here because of
our low assignment rate, ‘T'wenty-two perceni of all of our elaims need
to bo 1‘0(!0\’0{:)])0(! beeause the information that comes in is incomplete.

This involves a contact. with either the physician or the benficiary,
and in some ecases both, to find out what was the service that was ren-
dered, what was the dingnosis, what are the service dates,

In other words, the poor claim quality results in an ongoing investi-
gation of one out of every five claims, We are not ha py about that in
the cost but it actually acts as an ongoing reviow all the time.

Srarr. Quile a fow beneficiaries have complained that their physi-
cinns arve routinely charging them a separate hospital admission fee.

‘This is not. for the initial physician visit in the hos vital following
admission. ‘They have written in and said that. Dr, X clhm'ged $35 for
haying his nurse call the hospital and arrange for admission.

ITave you encountered that on any of your part B claims, in I'lorida
or Pennsylvanin?

Dr. Sixcrar. We have not in Pennsylvania.

Dr. Siraar. Seldom. I have seen it but it is rarve.

Mr, Herperr. Usually it is admitting history and physical as the
reason for that chavgo and not. an admission charge. )

Srarr. Some of the bills indicate that. Wo wondered if it was pre-
sented in IYlorida and Pennsylvania, also,

Do you usually discuss with physicians the substance of specific
cases whero denial or reduction of benefits is made ?

Mur. ITenserr. On an individual case ?

Starr, Yes.

M. ITenroerr, Yes,

Srarr, Does the practitioner have an opportunity to discuss the
issuo with a physician if ho wants to? '

My, Hernerr. Thoe beneficiary 2

Srarr. No, the physician. Where you question the medical necessity
of a service, for examl)lo, can he discuss (hat with your medical diree-
torif he wants to or other professional personnel?
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M. Henserr. Yes, he can do that, or he can appear before the Claims
Committee that reviews that, or he has the rigkn o appear before the
Board.

Starr. Can a physician appeal your final determination as to medi-
cal necessity and reasonableness of charges?

Mr. Henserr, Not beyond the Board level.

Srarr. Not. beyond the carrier level ?

Mr. IHerserr. Well, yes, that is correct. .

Srarr. Do you think he should be able to do sof Do you think «a
mechanism ought to be established ?

My, Herserr. Many feel quite vocal about that.

Srarr. That is why we are asking the question. : ‘

Mr. Rixeniyen, 1 was going to ask Jack if there were any unfair
hearings, if he had any doctors request fair hearvings?

My, Henrsenr, Yes, we have had doctors request a fair hearing, When
our fair hearings start out with a statement. that “Anything you say
might be a Federal offense,” and so on and so forth, he'says, *You are
bludgeoning me already. 1 can’t even get a word in edgewise.”

If such a procedure were to be set upya further appeal, 1 would sug-
gest that a minimum amount of money be tacked onto it, like $200 or
8300, something like that.

Stare. What specific procedures do you employ to assure that un-
necessary medical services are not being paid for by medicare?

We are somewhat familiar with Pennsylvania so this is mostly for
Florida.

When did you start such activity and what have been the specific
results? ‘That is, your procedure with respect to detecting medically
unnecessary services, w‘mn did you start, and what have been the re-
sults?

Dr. Siaar. ‘This has been done from the beginning, more eflicient-

Iy now than in the beginning. But it has always been an attempt to

identify the physicians who are routinely performing unnccessary
services, ‘This is the main function of owr utilization department.

_Overutilization is dealt. with by flagging the physician, reviewing
all of his claims, and if this is a problem, ieferring him for peer re-
view and some kind of corrective measures to eliminate the problem.

This is a continunl process that has always been done but not efli-
ciently until a computer system was available.

Starr, As long as we have you here and you represent Blue Cross
also, do you go into the medical necessity of ancillary services pro-
vided in hospitals?

Dr, Suaan. Yes.

Srarr. Have you questioned any ?

Dr. Straar. Yes,

Starr, You have?

Could you provide for the record examples of what you have done
there? There are Bluo Cross plans which, according to the TIEW

auditing agencies, have never questioned a single ancillary service. -

Dr. Sitaar, This is for Blue Cross, not part A ?
Starr, Part A, yes, sir.
Dr. Sitaan, We have done it in both part A and Blue Cross.
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Starr. We are talking about the specific services, not the institu-
tionalization of the patient, but the services provi(icd while he was
institutionalized.

Dr. Siaan, Under part A?

Srarr. Yes.

Dr. Stiaan. Yes, weo have,

Svarr. In hogpitals?

Dr. Suaar, Yes, and we could supply specific hospitals if necessary.*
1t has been done.

Mr, Herserr, You will remember we suspended payments (o a
hospital which I think produced some shock waves throughout the
country,. ,

Srarr. Dudn’t the BT stimulate that ¢

Mvr. Iernerr. No, sir. We were the ones who put the finger on that.
You are thinking of a hospital in a different part of the State which
wo were nof the intermediary on.

Srtarr. 1 sce,

This question is for NABSP or any of the Blue Shield people who
care to answer it, - o ,

We have heard that some Blue Shield plans now underwriting custo-
mary and prevailing coverage in their regular business are concerned
nbout rapidly rising charges and costs and are considering additional
limitations on customary and prevailing. ,

Is that information accurate? That is, specifically, are Blue Shield
slang which presently underwrite customary and prevailing consider-
g further Jimitations? ,

Mr. Kxeper, Your inforination is correet, When you say “further,”
it means beyond what has been decided upon as policy in these
programs. ' . , ; _

‘Thorefore, they are in an experimental study stage where various
mechanisms, as was pointed out in the testimony, relate them to some
external index, ‘

T'he trends in this area of the economy would be tied to some exter-
nal index which would relate to other components,

Starr. Relating allowable changes to various indexes?

Mr, Knenen, That is correet, They are viewing this both'in the over-
all cost of a program and also as far as an individual physician.

Srarr, Why do {hey feel the need to apply limitations?

Mr. Kxener. Most Blue Shield plans feel that they have reached
the point where they have correct: administration of the usual and
customary program foday and must address themselves to where that
program is going to go into the future.

They want to keep it a correct program. Frankly, there aren’t many
nlternatives. So now is the time to plan for cost containment over a
longor perind. ,

Starr, Do you feol that further cost containment is necessary ?

My, Kxenkr., Absolutely.

Starr. In that context, we have a related question. There has been
quite a bit of talk of gearing various payment levels to rises in the
consumor price index or related indoxes.

Based upon your experience, does it make sense to authorize a blan-
ket increase based upon the consumer price index in all allowances,
for all benefits and all services covered in your program, or would it

SAL ‘tressume. Aug. 10, 1970, the material referred to had not been received by the
cormmitteo.
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be preferable to anthorize a certain level of increase allowing for
differentiation?

That is, where conceivably the cost of an oftice visit could rise at
a rate greater {han the CPI but due to changes in medical technique,
a given swrgienl procedure could actually be reduced in cost, does it
make sense to increase across the board?

That is the question.

Mr. Rixginyer. We already have the directive, as I pointed out
in the statement, )

Our Commissioner vecognized thig, I think, when he said the over-
all. In other words, for home and offige visits, it could conceivably be
inereased more, where perhaps, as you'refer to a surgical procedure, it
shouldn’t be inereased that much.

I think you have to do it on a selective basis.

Mur. Pamsir I think we would agree with that position.

Muv. Tlernerr. Yes. , N A

Srarr. Are you gentlemen familiar with SIIMOO, the snp\)le-
mental health ‘maintenance organization option proposal? Is that
correct? : : ,

Mr, KneneL. Very close. . L

Starr. It is a part C proposal of the administration which is being
bandied about. !

Have you people any opinion on that as yet ? )

Mr. Panisit. { can open the comments on it. ‘The national associa-
tion, to begin with—and I believe most Blue Shield plans agree with
this position—is encouraging all plans to experiment in various forms
of delivery of health services.

Woe have encouraged investigation of prepaid groufp practice, for
example, exporimentation in this, and at least four of our plans are
currently doing this. _

We would welecome various forms of health care delivery to a point
where, in the final analysis, the consumer is the one who makes the
decision and we offer him a choice on which to base that decision.

That could include a varviety of forms, including fee for service,
fee for service group practice, prepaid group practice, the whole
gamut of delivery.

Until we do this and make that choice available, we aren’t going to
know the answers to some of the problems we are all trying to solve.
Wo are definitely encouraging experimentation in this area.

Starr. We wanted to ask you a little more about the staff vecom-
mendation on vevision of part B in medicare.

Pennsylvania, evidently, is less enthusiastic about it. Basically,
what the staff recommended was that regional schediiles of allowances
be sot,‘u}); for the nine census regions based upon what an advisory
group of:private actuaries and underwriters determine related to cov-
erage in the area. Within that framework locality differentinls and
specialty differentials could be worked out by the various specialty
groups and State medical societies in each of those regions.

The stafl proposal also contained the concept of participating phy-
sician, That is “in or out.” A physician could opt to be a participating
physician in which case he agrees to accept the allowable amount
shown on the schedule as his full charge for all of his medicare
beneficiaries.
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Otherwise, payments wonld be made direetly to the beneficiavies,
as opposed to the present “I will take the assignment because I don’t
Ihinl\' I ean colleet. from this one and 1 will bill this one because I
think 1 ean collect maybe a little more,"—that kind of thing,

The $50 deduetible would not apply to services rendered by a par-
tir'ipn(ing physician,

The $8 premium, it was felt, could ba raised by Congress from
time fo time,

This framework is set. to show where we are, and to then ask your
comments on it.

Do you think it is feasible?

Mr. Ringnner, One of our problems, sir, in looking at our own
State of Pennsylvania is we studied about 163 hospital service areas.
T'hat was devised by the Department of Public Health and Welfare.

They grouped theso various hospital service areas. They looked at
the banking and the trade, where they got their ecare and so forth.
They varied considerably. o

What. wo found in trying to develop a new fee schedule, which we
nover did do, was that if-you come up with-a fee schedule, like for a
('Q;ISIIS region, it will be foo high for some doctors and too low for
others.

Whoere it is too low for others, I think the doctor’s cost is shifted to
the patient. But where it is too inigh for the doctors, where it is more
than what he is getting now, it is going to set a new floor for them,
o you will be putting out more money there.

Srarr. You could have the locality differentials. The point is, for
example, that in Pennsylvania, your A contract, as I understand it,
is nlso used for medieaid. :

I think they use it to pay for medicaid in"Pennsylvania on u state-
wide basis. Apparently, the State is certainly satisfied with it. They
don’t want. to go beyond it. » 3

There are a fair number of Blue Shield plans which have had
eflectivo scheduled allowance statewide contracts. Or isn’t that true?
Aveall the scheduled allowance contracts offered by Blue Shield inade-
quate and ineffective because of those same conditions you described ¢

Mr. Rineniyen, We had trouble with the free schediiles because of
the limited service benefits and the fee schedules are old.

i S’lﬁ\;‘l-‘. Are you talking about people above the service income
imits

In tho one ease you gave the argument about the problem with
physicians’ charges varying and in the other you talk about partial
sovvice whieh really relates to the income of the policyholder, the
subseribor. Which was the problem? )

My, Rixeniser. Qur big problem was with the person who didn’t
qualify for service benefits.
| 'S'lé.-\l-‘l-'. Because then your contract was an indemmity schedule for
im

Mr, Rinenneer. That is correct.

Starr. But he was entitled to exactly tho same dollar amount as
the subiseriber who qualified for sorvice?

Mv. Rixgniner. That is vight.

Starr. But, again, you would say that, in eflect, then, Blue Shield
scheduled allowance contracts have been essentially deficient because
of those points?
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Would f\'ou agreo with that, Mr. Knebel ?

Mr. KNepkn, I think when he is referrin% to the over-income s;lf:& oo
t

seviber, which he indicated, the burden for the difference between the
amount of the feo schedule payment and the usual charges of the
pliysician which varied from atea to area became the burden of the
patient.

Starr, Are you saying that many of us who have Federal employees
coverage hero are inadequately covered by Blue Shield because we are
over the income limits?

My, X~nepen, If you are over the income limit that we have here
in the District in the Federal employees program, you are subjeet to
an additional charge between the amount payable and the amount of
the physician’s usual charge.

StAFE, And you are saying that that type of coverage is inadequate?

Mr, Xnesrr. In the District, on this particular program you have
the ability to absorb that additional charge into the supplemental ben-
ofit areas and get an additional benefit beyond what the under-income
subscriber would have received.

-Starr. You have a corridor deductible to meet. first. :

Mr. KNEBEL, Yesl,)but that corridor can be met by a wide variety of .

expenses, not solely by the differential,
Srark, Do you still claim that approximately one-third of Blue
Shiold subscribers today have customary and prevailing coverage?

My, Parisit. ‘That is correct. Roughly 20 million,

Starr. So two-thirds of the Blue Shield subsecribers have a sched-
uled allowance contract, the majority of which are service, some of
which are indemnity, is that correct

Mu, Parisir. That is correct. But I think it needs further explana-
tion, in that the move to the usual and customary fee concept has
made that 20 million in a period of something less than 5 years, which
would indicate a substantial trend.

Starr. Didn’t national account contracts trigger that?

Mr, Parrisit, National contracts and large local contracts, yes, be-
cause of the ability to purchase, obviously. It costs more.

Srarr, The stafl has had some Blue Shield oflicials come in from
time to time and candidly say that in their opinion they felt that medi-
care triggered the rapid rise in demand for customary and prevailing
coverage and forced Blue Shield to push for that,

My, Panisit. T don’t think there i1s any question but what there was
a substantial impetus created hy medicare. On our being pushed, I
wouldn’t say so, because we had already started a rather substantial
experimentation. We had a vather substantial expervimentation in this
area with the motors industry, a very substantial segment of the em-
ployed population being moved into this avea,

Srarr, We were wondering whether there had been a rebuttal by
Blue Shicld to something_which Senator Long stated at the Jast
hearing. )

IHe quoted Prof. Max Shain in his opening remarks--this was
in February of this year—on the outset of medicare in 1966, It goes
like this, quoting from the IFchruary 25 hearing volume, at page 2:

Senator Loxe. Iet me !Hustrate the high price pald by Medicare. Professor Max

Shain of the University of Michigan was an adviser to the Michigan Insurance
Department on new contriacts to be written under Medieare in that State.
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The Michigan Blue Shield man—>Medieare's agent—filed a rate contract for
Medicare which, aceording to I'rofessor Shain, was based on physician's fees
llmll were 10 percent higher than Blue Shield pald for its highest fncome sub-
seribers,

When P'rofessor Shain pointed out what he belleved to be a clear violation of
the law, lic reported he was told by Blue Shield :

“Well, {t’s true that most of our elderly members have very low incomes, but
you just don’t understand the new situation. The subscriber for these old people
Is now the V.8, Government, Unecle Sam, you know, and he has a very high in-
come, fn the billlons. The soclal security people have already approved this
interpretation.”

Did Blue Shield get any comment. on that from Michigan or any-
where else?

Mr. Pamisi, Tn the first place, we did not. sce this thing you are
reading une il Friday night. We have had no opportunity to even dis-
cuss with Michigan Blue Shield,

Srarr. ‘T'he remarks were available to Blue Shield’s Washington
stafl in February,

My, Pawisi ‘This, as I say, was received in our office only Friday
ovening. Obriously, Michigan is the only organization to respond. T
\s‘('_)‘lill'd congratilate the Professor on an excellent memory for what he
said, :

We will mnke certain that Michigan Blue Shield sees this and thejr
rcsg)onse, I am sure, will be forthcoming.

Srarr. Will you see that they submit a response for the record?

M. Pawsit, Wo would be very happy to.

(‘The following was subsequently recoived by the Committee:)

May 8, 1970,
Hon. RusstLy Toxa,
Ohatrman, U.S. Senate Finance Commilice,
Scenale Ofice Building, Washington, D.O. ]

DeAR SENATOR LoNxa: During 4 _recent meeting of the U.S. Senate Finance
Committee on tho matter of medléal care costs, particu]arlg as they relate to
government programs, certain of my assoclates in the Blue Shield fleld were In
g}tlcr'u‘lnlx}fo when a reference was made to Michigan, and to the Michigan Blue

iteld Plan,

I feel I have some sense of the mportance and-substance of the deliberations
of your Committee and, for that reason, am very concerned that the aforemen-
tloned reference Is completely baseless and untrue,

I havo spoken to all of the Michigan Blue Shield officials who might have had
conlact of any kind with the gentleman who purported to have had the con-
versation referred to In your statement,

No conversation took place,

No such comment was made.

While it Is true that charge patterns of the past made by physicians often
relato to patlent or subscriber income, the Medlcare reasonable charge concept
specifically excluded fncomo as a factor in developing charge patterns.

ﬁ;lays;lcmns’ customary charges often exceeded Income limit in Blue Shleld
schedules.

That coul} oxplain the reason whﬁ charges to some Medicare patients might
have oxceeded the payments made y some Plans whose scheduled payments
:vo:l-o lower than normal charge patterns, beeause those schedules were geared
o income, )

In Michigan we are very sensitive to the degree with which we exercise con.
trol on costs, within the law and Soclal Security Administration regulations, on
tho funds we disburse for Medlcalq'anlg]} Medleare,

For your Information, I am attaching the results of a study recently made
showing how average charges under the Medlcald Program compare to charges
under our regular programs during the year 1069. As you will note, in every
case tho charges under Medleald were lower than those under our regular
programs.

Respectfully,
Joux C. McCABE,
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COMPARISON OF AVERAGE CHARGES FOR MEDICAID AND MICHIGAN BLUE SHIELD MYF PROGRAMS FOR SELECTED
SURGICAL PROCEDURES MAY 1968 10 JUNE 1969

Average Average Blue
medicatd  Shiekd charge
(MVF‘*

Code Description charge?
Surgery:

S61l Excisionof 1enS_ ... ... eoiiiiiiiiiiiiiiiiae e $364 $3%9
4321 Electiocoagulation prostale. .. ... ... oeiiiiiiiiiiii i 369 402
3631 Inguinal hernta repalr. .. . i iiieieieeneaian 178 189
3515 Chotec‘yslectomy ...... J k74 37
4311 Prostafectomy....... 318 405
3375 emorrholdectomy. . 147 166
011 BIONCROSCORY - - - oeeeonosnncomesaane meeeeaeeeeanaannnaesaass 95
247 Radial masteclomy. ..o iue i iireaaanaoraane ceieeearaaans 'y by

1 The above identical procedures were presented to the Senate Finance Committee compasing Michigan M-751ee whedule
g:xcrr:;r!lls based on income to Michigan medicaid payments based on a usual, customary, and ressonadle reimbursement

1 Average medicald and MVF charge dals Is for specialists In Wayne, Oakland, Macomb, and Washtenaw Counties.
This geographke area accounts for the majority of all medicaid payments

Source: MYF prevailing computer run processed August 1969,
Starr. NABSP testified in 1965 that it had extensive data on phy-

‘sician customary charges. The information the stafl has indicates

that:the'statement was inaccurate. As a matter of fact, during ques-
tioning of the administration witnesses in Ifebruary, Deputy Com-
gniisgigé\m' ITess said that it was an inaccurate statement by l&luc Shield
in .

Exactly what data did you have? Did that extensive premedicare
data serve as the basis for payment by Blue Shicld plans under med:-
carg starting in 1966 ? »

Mr. Panisir. I would like to put this comment in the proper con-
toxt. The context was the proposal we were making at that time for
a service contract based on a $7,500 income lovel and a fee schedule.

I would refer the details of development of these data, the test of
performance which we discussed in oxhibit I of that attachment that
wo submitted, and the information that was generated by that study
to Mr. Knebel who was responsible for the study at that time.

Starr. Wo promise not to belabor this, but you refer to this as based
upon the FI] }11‘,0 ram.

You said in 1965 that the Blue Shield plan schedules generally re-
flected the provailing charges in the community. You said that this
was_true to an increasing extent, and so on, and so fort h,

Myr. Parisit, I think it has to be made clear here that we are not
using “provailing” in the context you are using it now. We did know
what the going ¢harges were, but wo were not talking about profiles
of physicians at that time.

Starr., You said that the Blue Shield schedules reflected the pre-
vailing charges in the community,

In your comment in 1965 to the committee, on page 532 of the
printed transeript all of this was presented in the context of your
overall coverage not just the FEP program, because your response to
question 8 in which the previous quote a'ﬁpem's ispl‘cfaccd with the
statement: “The dominant feature of Blue Shield’s offering to the
American people.” Most of the American people, and the stafl has
done a lot of resenrch, are not Federal employees.

- .
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Mr. Pamsi, Well, 1 will concede that. There is no problem there.

Again, we were talking about a program in which we weve attempt-
iuﬁr to influence legislation at. that time,

Ve said that we respectfully disagreed with the approach which
the Congress was taking at that time. We thought that the method
that was being used, and the front-end deductible—-as it emerged—
was not vight, and we were free in our predictions of the difliculties
which subsequently occurred.

Srarr. Wo really don't want to labor it, but. those 1965 statements
wero not really advocacy points. ‘Those were presented as statements
of fact in terms of Blue Shield’s knowledge and capacity, and regard-
less of what. program was ultimately established, those statenients of
faets presumably were relovant to any kind of program and related
o what capneity you might have had as carriers. It scemed to argue
Blue Shield plan capacitics as carriers, in terms of the determination
of customary and prevailing charges. _

‘T'he stafl’s point is very simply that there just were no adequate data
available when medicare started; that the data which has been main-
tained as being available were not available in fact, and that the medi-
care payment structures have been built on an inflated base from the
beginning, ,

That. is why the stall proposed the part B change in its report.

Dr. Sixcram. May 1 comment on o previous question? You raised
the question of making medicare a participatory program in which
the physician would agree to participute not on a case-by-case basis
as he does now but, on an outgoing basis.

I think the cominitteec ought to be aware of the fact that participa-
tion, at least as it applies in a servico benefit Blue Shield ‘]lil:f‘n, isa two-
way street, It is not simply asking the physician that he accept the
payment in full, in return for that, he has some voice in the affairs
of tho orgnnizntion, at least so far as offering advice, medical advice,
with regard to benefits, being consulted with respect to changes, and
0 on,

I wonldn’t want the commitice to feel that simply by saying that
there will bo participation, that participation wil\‘ effective, It is
something that a Blue Shield plan Las to workat all the time.

It is not quite as casy as the words themselves might imply to the
committee.

Srarr, Isn't it (rue, howover, that a fair amount of participation is
ongondered by the avoidance of collection problems and billing prob-
loms? T thought that was true,

Dr, Sixcrar, This is undoubtedly a factor.

The question ig, though, how much of a factor?

Starr, The aged arve kind of a tough group to colleet from, actually,
Doctor, and T think you will concede that. The AMA News has had
letters of complaint: from doctors who do not aceept assignments where
the payments were mado divectly to the beneficiavies.

Dr. Sixcnar, There is also a philesophical aspect and T think the
committee ought to be aware of t‘lis. It is not quite as easy as it might
sound sometimes,

Strark. Noras difficalt.

M. Hernert, Fifly porcent of the doetors in Tlorida don’t feel there
is any problem in collecting. They don't take assignments, period.
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Just giving them a lot of money didn’t enconrage them to partiei-
pate. This was the point, I think, that Dr. Sinclair was trying to make.

Starr. .\ majority of physicians do nat participate in I*lovida?

Mvr. Herperr. They do participate in Blue Shield, but they are not
participating in medicare beeause they don't take assignments.

Starr, What proportion take assignments?

My, ITernerr. Forty-seven percent are taking assignments. And if
vou include the 1554, which ave the hospital-based physicians. ‘I'hat
comes {0 53 })ercont.

Stare. What portion of the 53 percent of your physicians take
assignments all of the time?

My, Hernerr., That is bills, I am informed. It is a count of bills on
which assignments or nonassignments are made,

Starr. You just have to pick out which of those arve in the high
incomes, to make your point.

In other words, the $25,000 or over group are not represented.

Mv, Iexsert. I think there arve some in it and some that are not
init. T don’t think thisisa factor. :

On participation and involvement, when you are talking abont fee
schedules mul other developments, the sitecess of any program, whether
it is a fee schedule program, if it is dealing with physicians, really
goes back to the amount of physician involvement and the develop-
ment of it.

Srare. Physician involvement is easy and physician development
is casy, I think what you are talking about is t}m amount of payment.

My, Herserr, No, 1t is not easy. Doctors in IFlorida are not at our
back pushing us all the way. Yet, thess are the ones that would pro-
vide them, so it would seem, with the most money.

Syarr. But we are paying it anyway.

Mr. Herserr, You are paying what the law and the regulations,
as we interpret them, agree to pay.

Srarr. You say the taw snys payments on the basis of customary
and prevailing? _

Mr., ITernenr, That is our interpretation of what the law says.

Starr, Then there is no point in belaboring that. I think the staff
report says the law provides for consideration of customary and pre-
“vailing, not payments on the basis of customary and prevailing.

Do you feel if there are 60 percent, 70 percent, or 80 porcent of
medical payments made in an area undor Blue Shield contracts, such
predominant payment levels could have been used as valid indicators
of what was customary and provailing? ,

In other words, in determining customary and provailing charges,
if you ignored 70 or 80 porcent of the physician’s bills paid under
Blue Shield service contracts, could you determine the eustomary
charges based on the other 10 or 20 percent

Mr. Kxeser. If this were a Blue Shield program which had a sin-

le program, which had been updated periodically and was current at

that time, it probably did. If they still had a program on the books
that was 15 years old. I would doubt if it would have any relation-
ship to prevailing charges. ,

TAFF. You have had a chance to study the table in the staff report
comparing Blue Shield’s maximum payments under its most widely
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l;el(l contracts with average medicare payments for selected proce-
dures.

ITow many Blue Shield contracts issued years ago have not been
changed at all in terms of premium increases or benefit changes within
thostructure of the contract?

You don't have to get the specifies, This is a general question.

Mr. Knenkr, I know only those in our Part B carriers that were
cited in tho stafl report. I know the history of those programs.

Srarr. If you want to put that into the record, it would be appreci-
ated, It wounld be significant, for example, if a 'policy issued in 1955 had
not had a single change in cither benefits or premium charges.

Mr. Panrisu, I think this was true of Alabama. It was not upgraded
in terms of the feo, They may have had a change in the premiums.

Mr, Xyenkr, The particular one in Alabama actually was revised
in 1956. That was tho latest revision. o o

Srarr. Alabama was a very atypical, I think you will agree. The
stafl went over those Blue Shield contracts and 40 of the 57 are on a
sorvico benefits basis. .

Mr. Kneen, It was a 1946 program,

Srarr. I think we might as well go to the carrier group.

Ono of the points made in the stafl report, and a major point, was
the unevenness, the dissimilarity, in performance by carriers and in-
termediaries, n

Our information is, for example, that when medicaro started or was
(o start, Prudential considered and then rejected the idea of survey-
in% Plivsi(ginns as to their customary charges.

Mr. Witrre. That is correct.

Srarr, Whyt ,

My, Winrre, It was my decision. I have to go back in my own por-
sonal oxperience, in my own business life. I, at one time, worked for
the VWisconsin Physicians Service at the time the CHAMDPUS started,
und I was relying on the CHHAMPUS experience, that where you ask
physicians questions about. what they charge or where you publish a
schedule, everybody goes up higher; and if you do itot publish a
schedulu; do not emphasize the point of asking, “What do you
charge 7%, you save monoy.

So we decided to rely on our own major medical experience in New
Jorsoy as the basis for the beginning of medicare rather than to ask
the physicians.

I think it is human nature that if you ask someone, “¥How much do
you charge,” you tend to 'H)ut. down what you would like to charge
rather than what you would actually charge. ‘I'herefore, you get an
nrtificial inflation,

I mado tho decision that that was too much of a risk to take and
weo wouldn’t do it.

Srarr. That is the so-called anticipatory bias?

Mr, Wnrre. Yes, sir,

Starr, Tho reason the staff wanted to ask you that question was
becauso that typo of survey was precisely the method used by Pennsyl-
vania Blue Shield in developing a payments basis for medicare. They
sut\'\['cy%‘(} physlc\imisin. (t‘ho State, Hy. T doiw

Mr. WHITE A8 I sald, personally, I don’t agree with that approach.

Starr. Dan Pettengill, of Aet.naf,said in 19%5, that most phlygicians,
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in Aetna’s experience, did not actually use a consistent schedule of
fees, 'This is up to and prior to medicare, not necessarily today.

‘They did not necessarily use a consistent schedule of fees but varied
the fees from case-to-case.

Under such circumstances, would you think it natural for doctors to
seck to have their highest fee accepted as customary for medicare
purposes?

My, Wirre. I don’t really agree with that because of what we actu-
ally found in our experience, As I mentioned, we took owr major
medical experience as a base. 1 will tell you f mn‘(iy how we operated.
Wo had to start some place. We took our major medical experience to
be what we considered the prevailing cutofl. We converted it, in efleet,
to a value schedule, and lowered it as our cutofl for mnedicare, and the
fees that actually came in were actually below that, and then we
lowered them again, 4

I think one of the reasons was because with a lot of the older people,
oldtime patients and physicians, the physicians over the years had
raised their charges, but had not raised them for their old patients
as much as for their younger patients,

In our own business we were getting experience from employed
groups with fairly good incomes. Therefore, our medicare experience
was actually below our major medical experience.

Starr, Is medicare gaining on you now? Do you hear footsteps
behind you? o ‘

Mr. Wurre, The whole thing is going up. We have a hard time
staying even. But still, on our sampling we dlo in our business, we still
find that our medicare experience is below our major medical experi-
ence in New Jersoy. Maybe it is because of New Jersey, the types of
groups we have, the highor income. I don’t know.

Starr, You had a greater population on which to base your inter-
pretation of charges than some of the other commercinls who had
small States, say a Connecticut-based company which picked up a
small Stato out West

) that kind of thing.
It was very diflieult to see how they could determine what the cus-

“tomary and prevailing charges were in those areas.

Mr. Witrre, You are right, we did happen to have a vory favorable
situation, because in New Jersey we Smd a lot of major medical
coverage. ,

Stare. Did you want to comment on any of the questions that were

“asked? This is a sweeper, Do you want to comment on any of the

questions that were asked Blue Shield ?

Mr. Wnrre. You asked a lot of questions.

Starr. Was there anything there that struck you as particularly
relevant to your own experience, bofore we get into some of the spe-
cific questions for you? :

Mr. Waire. Yes, especially on the Blue Shield feo schedules, I guess
maybe in this way perhaps I am a competitor to something I have
been arguing with Blue Shield about for years, that their fee sched-
ules do not reflect the prevailing charges.

In fact, long before medicare, I have been arguing with physicians
on this very point, )

If you will remember, Senator Ribicoff asked me the question about
lymph extraction. Our uverage is 247.
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IFor years, we have been paying more under major medical. T have
been asking the doctors how they justify this, T'wo men live side by
sido and each makes $7,5600 a year, In Blue Shield you charge $2]:‘>, but.
a Pradential policyholder you charge $100; it is the same income.
There was never a satisfactory answer.

In fact, I am not so sure that they weren’t collecting more than $275
in many eases. But this has been a long-going battle.

I have to agreo with what they are saying that their schedules
really don't refleet prevailing charges.

Stare. There are those who also say that major medical is inherently
inflationary, also,

Mrv. Warre, 1 am afraid from our own experjence perhaps you are
right. In fact, again, there has been a lot of eriticism of the operation
of the insurance companies and medicare, but I have to be very can-
did with you and say that over the years, the last 4 years, of medi-
care, we have learned to be a lot tougher than we were in our own
business, and we are getting tougher in our own business because of
this. Beeause we were trying to do a good job for the Government, we
really began (o bear in on some of these situations that we weren’t
doing, very frankly, in our own private business.

Srarr. Do you think that private insurers have been inhibited to
any extent in dealing with physicians and others because of their
nonmedicare relationship with doctors in terms of workmen’s compen-
sation, the sale of private health coverage, homeowner’s coverage, and
their general business? A L

My, Winrre, Do you think that inhibits us in medicare?

Starr, Not necessirily in medicare, but T mean in terms of having
effectivo and forceful utilization roview.

Mr. Waire. 1 will tell you what happens in our private business that
is very diflicult to deal with, Most of it is bargamed, and the people
feel that they nre antitled to the full benefits of the contract.

You are in a very diflicult position to cut fees or (o police utiliza-

tion. ,
On the other hand, in medicare, we are bound by the law and regu-
lations, and we aren’t inhibited by these bargain situations. We are
culting a lot more fees and policing utilization more than in our own
private business.

The interesting thing is that the criticism in the newspaper is that
they are overpaying in medicire. We are cutting a lot of fees, The
complaints wo are getting through the Congressmen from New Jersey
is from people saying or compliining that we are culting; we are not
nllowing these over-utilization cases and we are cutting fees,

'The complaints are mounting because we are policing this thing.

Srare, Do you think an amendment is necessary ?

1 am not sure whethor the administration has this in their cost
ellectiveness proposals. Is an amendment necessary to permit the ces-
sation of pnyments under part B where you cease payments for cover-
ed care under part A ?

M, Wiirre, It is in the cost effectiveness.

Srarr, T'hat takes care of that,

Mr. Wirrre, But that is a problem, too, which T have raised with the
administration. Again, what they were talking abont in their pro-
posed amendment is an effective black list of physicians.
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'I'his is the point T have been trying to make earlier in the day.
that this is an insurance program. We don’t have contracts with
physicinns, You end up with the heneficiary on the spot. Believe me,

[ hold no brief for a physician who is abusiug a program.

But the problem I raigce is the administrative problem. Suppose we
say we are not going to pay henefits for Dr. JSones. How do we notify
all the 650,000 people in New Jersex? They can go to Dr, Jones, pay
the bill and come to us and we say, “Sorry, we are not going to give
vou any henefits because he is on the backlist.”

This leaves the beneficiary in the hole, and that is the fellow I am
concerned about ‘in this kind of a situation. I hold no brief for the
doctor at all, but I don’t know how to administer it as it is now pro-
posed in the cost effectiveness amendments.

Srarr. We asked the question of the Blue Shield people as ‘o whether
they thought it would be np‘)l'opl'iate for physicians to be able to
appeal from a carrier’s final determination. ,

" As a carrier group, obviously, you haven't considered that formally.
But speaking for Prudential or Mutual of Omaha, have you a feeling
about that? .

Mr. Parrerson. Are you referring to a formal appeal?

Srarr. That is vight, beyond the carrier’s final determination.

Mur. Parrerson. I think the physicians prefer to discuss or appeal
any judgments that the carriers make with which they do not concur
to their own medical review county peer review society or the State
medical association.

Starr. We have had Physicians come in here who say, “There ain’t
no peer in my society,” particularly in the case of specialists.

Mr. ParrersoN, I think this is true in some cases, particularly in
predominantly rural States where there veally aren’t enough physi-
ciansinanarea,

- Starr. And they object to the determination of the finding of the
carrier. Now, what do they do? The doctor has no recourse under
present law, does he?

Mr. Parrerson. I believe that is correct. But in our particular area,
the State medical association house of delegates is given the policy
committee, which are the five presidents, current. president, president-
elect, and the three immediate past presidents. ‘They have the author-
ity to adjudicate any of these cases.

These men were elected by the physicians and they are highly re-
srected. We have had no problem in this area because they accept
their determinations. - ‘

Mr. Wire. I would like to vespond to that question.

I personally do not want any more appeal beyond the carvier. I think
we have taken on the responsibility, and T think you expect us, and
the Social Security Administration expeets us, to administer this pro-
gram. I think we are doing a good job.

Woe have practicing physicians as consultants, If a physician accepts
an_assignment, he has the opportunity for a fair hearing. I don't
really believe it ought to go beyond that. It will only inerease the cost
of the program and maybe satisfy one or two doctors.

I would like to tell you of an experience we are having right now
on part A. We are trying our very level best to administer this most
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dificult benefit for extended care. We are being overruled by hearing
examiners in JIE, .

It really is making it most diflicult for us because we are doing all
wo possibly can to interpret this benefit. Believe me, wo have doctors
review these things over and over again and say, “We are not going
to pay the benefit.” It goes to a hearing and the hearing examiner
overrules us and the word spreads. All you have to do is complain
to the hearing examiner.

Our whole utilization control goestopot. .

Starr. T suppose it is time for us to get a little specific. Mutual of
Omaha, as 1 understood it, was under a ban from social security for a
while in terms of being authorized to take on any more ECEF’s. ‘That
is, vou were not permitted to take on any more extended care facilities
for a while,

Are you familiar with that?

Mo, 1’,\_,'1,'1'}:1130&)’03, sir, Tam,

Srare. Has that been removed ? ,

Mr. Parrersox, This existed for a very short period of time. When
we received notifieation of this, T visited with the Social Sccurity
Administration and ouflined the things we had done and were doing
actunlly before the program validation visit that resulted in this, and
emphasized the progress and activity that we were engaged in, in
the audit area.

We have always pursued this very aggressively because we feel it
is in tho best. interest of the Government. as well as the provider, to
know where he stands in the program. They are not used to working
in cost. reimbursement. progimms. This activity that we were engaged
in was put in writing to the Burecau Direetor and he agreed to lift
the suspensjon.

Stare. IHave you seen any of the program validation visits which
have beon made in the last 6 months to over 40 extended care facilities
around the country ¢

Wo are speaking, for example, to some in California which Mutual
of Omaha serves,

Mr, Parrersoxn. In the past 6 months?

, ‘S'mn‘. Yes, June 16-20, 1969. That is about 8 or 9 months ago.
Ihere were some more in May 1969 in Oregon. That was alimost a
year ago. A

My, Parrerson, Yes, I am familiar,

Starr, And in Texas, in Dallas.

Mr. Parrerson. Yes.

Srarr, You have scen these reports?

My, Patrerson. Yes, sir.

Starr. Have the deficiencies which they reveal been corrected?

Mr. Parrenson. Yes, sir., )

Srarr. They were quite serious.

. Mr. Parrensox, Sir, I wonder if I could make a point, too, at this
time, with respect to the extonded care facility benefit ?

This was a complete renow concept that was given birth by the
medicare program, and at the time, there was no organized body of

infoymation or knowledge with respect to the benefits covered by
medicare.
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For example, not only the benefit itself but some of the charges
which are billed, the ancillary services, really prior to medicare the
amount of physieal therapy, occupational therapy, speech therapy,
drugs given in an extended care }ncilily environment—there really
wasn’t any feel for what is normil, what is the average amonnt.

So as we look back, the benefit of the time that has passed with our
experience, we can see that some bills were paid which should not have
been paid, and are not being paid today.

But I would hope there would be some appreciation for the fact
that with this particular benefit, and I think the same is true for a
number of other benefits.

Starr, Do you mean at one time you were paying all of the bills?

Mr, PatrersoN. No, sir. In the beginning of the program there was
a great thrust, great pressure, put on the intermediaries to get the pa-
per moving to pay these claims, '

I think at this time, again with the lack of experience, the knowl-
edge, the information, which would have been most helpful at that
time, as I say, some care was undoubtedly paid for that would not he
paid for today. . )

Srarr, Do you think that the competition of various organizntions
for service as intermediary may have contributed to n more reluxed
attitude in serutinizing the claims? I am not spenking of Mutual of
Omaha, particularly, A

Mr. Parrersox. I don’t think so. In all candor, T don't think this
was the case at all. Mutual of Omaha has never been interested in
serving any provider who feels he would get a different tyvpe shake
from us than he would any other intermediary, and they are so in-
formed on any switches currently, anyone who comes to us, nomi-
nates us, to provide our services.

I wonder if T couldn’t make this statement, too: I was a little sur-
prised at some of the chuckling when reference was made to the insur-
ance company intermediaries and carriers particpating in this on a
no-cost basis, Really, paying health claims is our business.

It is true that we don’t like to do it just for love, without any re-

imbursement. But since it is our business, we feel we should be active
in it. ,
T know in our own case the question eame up at a board of divectors
mceti’nE. I am informed that ? ienernl Doolittle, who is a board mnein-
ber, asked one question. Ie said, “Is this the law of the land, medi-
care?” :

Obviously, the answer was “Yes.”

And he said, “Well, I think we should participate.”

‘So not with the intention of waving flags or trying to make it nf)-
pear that we are overly public spirited, I think certainly this was the
motivation of a good many companies, that when the Government asks
you for help where you have some experience you shouldn’t be looking
the other way, even though it is on a no-cost basis.

Starr. The staff report recommended in the simplest terms that
the Government get rid of the ineflicient carriers and intermediaries
and pay for what it gets from the good ones. ]

Mr, Parrerson. T don’t see how anyone could argue with that,

Mr. Wirre, As a matter of fact, rerlly, our whole committee feels
that way, that if we can’t produce, we shouldn't stay in the program,
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Searr, Does the carrier group feel that medicare administration
would be simplified and made more cconomical if physicians chose
betwesn cither tnking assignments for all of their medicare patients
or diveet hilling for all of their patients, up or down?

My, Warre. T am not sure I understand the question. 4

Nrarr. For example, a physician seid, “I will be a_cooperating
p]hysi('inn or participating physician,” and he notifies Prudential of
that.

In turn, Prudential is aware that he has agreed to take the medi-
are allowance for all medicare beneficiaries.

Waild that be simpler administratively for you!?

My, Witrre, Certainly, assigned cases are casier to handle purely
beceause of the faet that they are prepared in the doctor's oflice and
they (il out all the lines on the form, whereus, in the claims we get
from beneficinries, they leave out their number or omit things,

Administratively, assigned cases are easier to handle. There is no
“question about it. v : - :

Srarr. In your testimony, you strongly urged that each carrier be
permitted to maintain and bo provided with eligibility data on-site.
Social seeurity, we understand, the Bureau of Tealth Insurance, has
raised some objections to that for several years now.

Would you indicate what their objections are !

Mr. Wik, 1 am really not sure. We took this position back in
1965, vight after the law was passed, that we should be permitted to
operate as earviers,

In other words, to maintain policyholder record in our oflice.

In my case, all residents in New Jersey, in effect, would be policy-
hotders of Pradential, and we would maintain their records. Wherever
they went throughout the country, we would be responsible for their
bids. ‘They would be submitted to us. Frankly, I don’t really know
why this was opposed.

I think vou would have to ask social security on that one.

Svarr. You were never given any reason?

Mr. Winere. 1 ean't remember, There was a lot of talk back and
forth at that time,

As 1 have been {rying to remember back in our debate on this
particular subject, I think it would be diflicult because these people
move nround.

On the other hand, we countered with, *Well, onr policyholders
movoe around, (0o.”

1 can’t really tell you what the reasons ave. I can tell you the reasons
from owr side why we wanted it but I can’t tell you why it was
rejected. :

Srare. The General Accounting Oflice, as you inay know, has a re-
port, a draft |'felp0rt, and it was referred to in a previous hearing,
recommending {hat, ‘Fravelers not be used as the carrier for railroad
vetirees, and that the railroad retirees be covered by local earriers,
for case of administration, reduction in cost, and to avoid having
two lovels of payment in an area.

Ifor example, in New Jersey, on the railroad retirees, you would
determine ono level of customary and prevailing for those benefici-
m-ligs who are yours, and another level would be used for railroad
retirvees.
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1as the earrier gronp taken any position on this! ]

Mr, Witrrk. We have not taken a position, except I would like to
respond in this way, that we in New Jersey, and speaking now for
Prudentinl, all the Travelers, are perfeetly willing to help them.

Our information is available to them. We will cooperate in every
way we possibly could, and we have. ]

Mr. Parrensox, We also have provided the profiles on the physi-
cians' charges to the traveler, so there is not a dual standard.

Srark. Is Travelers using your fee level for prevailing charges in
New Jersey ?

Mr., Wiirre. [ ean’t speak for what they ave doing. Al 1 can say is
that we have offered to cooperate with them and provide them with
information. I can’t answer for them, obviously.

Starr. They will be here tomorrow.

Mr. Waire. Yes.

Srare, Peer review is bandied about a great deal today as the an-
swer to improper utilization of health services.

Based upon yowr knowledge and experience, how generally opera-
tive and effective is peer review in this country?

Mr. Wiirir, Again, 1 have to be provincial. T can’t really answer
for the whole country.

In New Jeisey, we have used county medical society committees.
In fact, we had one situation of a doctor that actually quit practicing
and moved out of the county because the peer review committee was so
tough on him on the cases referred to them on overutilization.

This was an extreme case, but. it did happen. We have had the coop-
eration of the medical sacieties on these situations.

Again, I can’t answer how effective it is outside.

Srarr. Did they cooperate with you in examining the very large
payments made to several physicians who ran a nursing home or two
i New Jersey?

Mr. Wiire. They were osteopaths and, therefore, not members of
the medical society.

Starr, I think they were called osteopathic physicians.

Mr. Wurre, They were not members of the medical society so they
couldn’t use the existing method. Osteopath-physicians are not mem-
bers of the State medical society.

Woe did, however, refer these particular physicians to the State
osteopathic society. We had full cooperation from them, but they
couldn’t help us. ‘ o

Mr. Parrerson. May I add something? We have a good deal of
activity with the utilization review committees by virtue of our ex-
tensive conumitment in extended care facilities.

I think they might be categorized as from poor to fair, for effective-
ness. Part of the reason, perhaps, for this, is that, again getting back
to the extended care facility benefit and the problems in administra-
tion, you have actually four hands in the decision as to whether or
not the care is offered.

First of all, you have the attending physician; the provider is ex-
pected to make a judgment. The utilization review commiftee of the
provider, and then lastly, yon have the intermediary who is in the posi-
tion of having to overrule any or all three of these, which is obviously
a very bad situation,

A N v W e e ke s
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. Some of the doctors, when they have been overruled or questioned,
figure, “Well, why do we need utilization review committees? You are
making the determinations.” .

Whilo it is not the entire answer, certainly, I think the situation
could be improved if there was some legislu{ive relief provided for
the extended care benefit. ,

Starr. I believe that same point was made by administration wit-
nesses a couple of months ago.

In that connection, and I know this is near and dear to your
heart, and 1 am sorry that the Blue Shield people are not here, the
stafl, as you know from reading the report, stated strongly that util-
ization review is generally incffective today and that it is extremely
important for increased commitment and involvement of organized
medicine at a local level, and possibly a State level, )

In that context, do you people oppose the idea of paying physicians
who spend 4 or 8 hours of their time serving on utilization review
committees roviewing payments made by third-party programs?

Mr. Witk Are you talking about part A or B?

Starr. Part B.

Mr, White. I thought maybe you were talking about the com-
Iittees in hospitals.

Starr. If a medical society sets a regular group to review utilization
of physician services and physicians agree to serve 4 hours a week, and
meet. weekly on that, should those physicians be paid on a professional
basis for professional judgment?

Mr. Wine, I have to respond personally. I am opposed to it. I
will tell you why I believe this philosophically.

Wo in our own operation do employ physicians and pay them a
feo. Wo have a panel of 40 consultants in addition to our own full-
timo medical people. It is to weed out these situations where we can
handle them ourselves.

So we are not flooding the medical society with a lot of claims. We
are only peering the cases where our own medical consultants we pay
throw Wip their hands and say, “This demands medical society action.”

At that point, it scoms to me that the medical society ought to act
inderendentlv. This is real peer review. They would not be in our
omploy which, in effect, they are if wo pay them.

n ono way, I can sympathize with their desire to be paid for their
time.

Starr. Might they not be independent contractors?

Mr. Wirrk. Wo havo used independent contractors all the way
through this process, before it gets to them.

Starr. Some of the medical groups have come in and argued rather
strongly, and we believe honestly, for such payment not for any per-
sonal gain but simply as a professional function being professionally
roimbursed. _ o _

Mr. ParrersoN. I think if the physiciang wish to be compensated
for this in soma areas, this would be fine, T think there are other areas
whoro they don’t wish {o be compensated. They feel it is part of their
&my :33 a member of the medical community and would not want to

aid,

Ifowever, we have been approached with the question, “Will you
ghare in any additional clerical expense?”
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So far, we have just put that on the back burner and said we would
be glad to consider it.

My, Winrte, I think there is somethinE you have to look at here,

If in the development of the clzim before the Review Committee
th(g have to employ a clerk, perhaps we ought to reimburse that.

ut I also think perhaps some of the medical societies that are
complaining are in the situation—I don’t know who is involved—
where perhaps the carrier is dum})ing claims on a mediecal society,
abdicating its own responsibility. I think that is wrong.

I think you ou%ht to employ the physicians in your own organiza-
tion to weed out the claims so that the number of claims you refer to
the society will be rather a minimal number, so that you wouldn’t have
these fellows working long hours.

Srarr. Very simply, that sort of thing varies with the capacity of
cach carrier, I believe.

Mr, Wirte. Yes.

Starr. Some have extensive review methods and others whirl around
and point a finger in the air and say, “That one doesn’t feel right.”

That is not an exaggeration, ‘That is what one carrier virtually told
the staff it did, at least initially.

That concludes the staff questions for today.

By direction of the chairman, the subcommittee is in recess until
tomorrow morning at 10 o’clock.

(Whereupon, at 4:45 p.m., the subcommittee recessed, to reconvene
at 10 a.m., Wednesday, April 15, 1970.)
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MEDICARE AND MEDICAID

WEDNESDAY, APRIL 15, 1970

.S, Sexare,
Svrcommirrer ox Mepicare-Mepieam
or e Comyrrree ox FiNaxce,
Washington, D.C,

The subcommittee met at 10 a.m., pursuant to eall, in room 2221,

New Senate Oflice Building, Senator i(usse!l B. Long, presiding,
Present: Senators T.ong, Ribicotl, Williams of Delaware, Miller,
and MHansen. '

Senator Loxa. ‘This hearing will come to order.

Yesterday, we heard from the carriers who serve as the Govern-
ment’s agents for part B of medicave-—payment of doctors’ bills,

Today, we will hear from the intermediaries who are the Govern-
ment’s saents for vart A of medicare. In that eapacity they deal with
hospitals, extended care facilitices, and home health agencies.

Part A of medicare is where oflicials have estimated a Jong-term
deficit of $216 billion under present financing. We will be very inter-
ested to hear from the intermediarvies concerning some of the causes
of that deficit as well as the recommendations they might have for
solving some of the serious medicare problems.

Wo will begin today by hearing from the representatives of the
Blus Cross Association. We would appreciate it if von gentlemen
speaking for the Blue Cross Association will take your seats,

I will have to leave, gentlemen, and Senator Williams will take the
chair for that time.

STATEMENT OF BERNARD R. TRESNOWSKI, SENIOR VICE PRESI-
DENT OF GOVERNMENT PROGRAMS, BLUE CROSS ASSOCIATION:
ACCOMPANIED BY EUGENE SIBERY, EXECUTIVE VICE PRESI-
DENT, BLUE CROSS ASSOCIATION

Mr. ‘Iresvowskt. Mr. Chairman, mv  name is Bernavd R.
Tresnowski: T am senior vice president of Government programs for
the Blue Cross Association, the national organization of Blue (‘ross
plans, With me is Mr. FEugene Sibery, executive vice president of the
association, who will assist in answering the committee’s questions.

Wo appear here in behalf of those plans and the Blue Cross system
and reflect their awareness of the responsibilities and duties that Blue
Cross assumes as the major organization for prepayment of health
care benefits in the United States,

This role includes providing health carve benefits to more than 70
million people under private contracts, 5 million of whom are in the
Federal employces benefits program; serving as the major fiscal in-
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termediary in-medicare; participating actively in the administration
of medicaid in 22 States; and administering benefits in 33 States un-
der the civilinn health and medieal program of uniformed services,
Additionally, Blue Cross has begun participation in the model cities
and neighborhood health center programs.

Wo are here to discuss two Governmen( programs that have much
in common with Blue Cross goals: namely, titles XVIII and XIX.
known as medicare and medicaid, We are here in response to your
invitation and because the Blue Cross system has a vital interest in
the health care of the Nation,

As part of our commitment to serving the health care needs of the
Amoriean people, Blue Cross undertook a major role in the niedicave
program when it began in July 1966. As intermediary for instifu-
tionnl benefits under part. A, the Blue Cross system has served the
vast majority of persons participating in the program by providing
administrative services to the Social Security Administration and to
93 percent. of the hospitals, 87 percent of the home health care agen-
¢ies, and 53 percent of the oxtended cave facilities participating in
medicare, ‘

When the medicaid program started on January 1, 1967, Blue Cross
rlans in many States assumed administrative roles in this program.

n addition, the energies and talents of the Blue Cross system were
utilized in preparing for, initiating, and then administering these
new, significant programs. o

The magnitude of (he job is seen in the fact that in less than 4 years
the amount of medicare claims handled by the Blua Cross system has
grown from zero to a rate of approximately $4.5 billion a year.

As tho impact of these two major governmental programs has
rrowll. so has the expertise of the Blue Cross system in performing

its duties under these programs. We have seen the need for improve-
ment. in them and have helped to implement several changes which
have improved the quality of service provided to the persons taking
hart,
! Howaevor, some further improvements are required, basically in the
areas of (1) greater simplification of benefits and methods and (2)
building greater incentive for provider productivity. Our:legislative
recommendations for meeting these needs will be outlined later in my
testimony,

While these part 4 years above been years of challenge, opportu-
nity, and ﬁreatlly increased service for the Blue Cross system, they
also have been a timie of testing and proving for the structure and
operating system of the medicare and medicaid programs.

Our experience as a participant in the medicare program has shown
that the role of intermediary is a meaningful one, a role which con-
tributes to the siiccess of medicare in several ways. A

In reviewing this performance, it should he noted that the overall
porformance of the Blue Cross system in administering medicare has
shown steady and impressive improvement since the program went

‘into effect.

The following indexes of performance are significant, showing both
improvement. in the service provided and a steadily improving range
of performance by the system,
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BLUE CROSS PERFORMANCE TRENDS

{Fiscat year
1967 1968 1969
Claim processing:
Weeks work on hand;
Averageot all Blue Crossplans. ... ... ... .............. L7 1.4 1.1
High plan. . e 10.0 8.2 3.0
LW DIAN. i 0.1 0.1 0.0
Over 30 days pending (peicent);
Averageol all Blue Crossplans. ... ... ... ... ........... 15.6 16.0 1.5
ighplan. .o 39.2 515 1.2
Lowplan ... ... . ioiienennno.. 0.0 1.6 0.0
inpatient ptocessins time (d&ys%:
Average of all Blue Crossplans. ... ... ... ........... 8.7 1.5 .6
I L T P, 4.9 2.3 3.3
. wolan..._._....... st e ameteeteeaaesraaeaaaaaan 3.8 2.2 1.6
Administiative cosls per produclivity:
Admiristeative costs per bill (excludes provider audit): .
verage of all Blue Crossplans. ... ... ..... . ....cco..... 313 r ) N
Righ plan.......... heeenniaeaeenneneneaeiananeannrannann 1.8 $.92 525
clal lowogéhal.‘._.........-k. ................................... 154 1.53 L
m producliyi 1t employee per year:
Ayerage ol a lge!ue c:poss’ pla‘:us..r ........................... 2,497 3,127 2,
High plan .. 4,641 5,128 S,
Low plan. i ereeaaeanaeas 1,057 1,678 1,72

Mr, 'I'resvowskr, Blue Cross is one of 11 intermediaries operating
under contract for part A of medicare. Of the other 10, three well-
known commercial carriers operate under a prime contract with ad-
ministrative funections cm'rie('l out in various geographical locations,
around the Nation, as does the Blue Cross Association through its
member plans. A review of the comparative data between Blue Cross
and these three intermediaries shows a broad range of performance.

JULY-SEPTEMBER 19691

Ratio of
sdministtative
Adminis- exg:nm
trative lo beneht
expenses Bills payments
per bill processed {pticent)
8lue Ceoss:

Al Blue Cross plans. .. .. .conneiiiiiei e iarecencanaeanannn $3.67 3,50, 86l L
High g'hn ?.68 l%g;% ‘l’ 9;
S B

9, 20 416 'y
ot B {8 atfeesy. o 5% ain 3 o3

n offices). 1 A .
Highp:fﬁ{o ............ 6.03 1,715 3 ?3
Lowoffice.,........... 4.2 23 1.6)
Company C(3offices)................. ereeeenareanan- cae 5.13 16,647 1.31
T LY T R 1.64 12,093 2.15
Lowoffice.. _.oeeeumnnacnnnnn..n et ceeeeareeaeecteaeanaaey 3.63 1,884 0.87

§ Source: SSA Memorandum to All Part A latermediaries on Selected Workload and Cost Data Dec, 23, 1969.

My, Tresxowskr, T'he role of the Blue Cross Association, in coordi-
nating and administering the work of the Nation’s Blue Cross plans
under medicare, is now new to BCA, For many years BCA has served
the plans, coordinating resources, providing national uniformity for a
system with decentralized admimstration, insuring discipline through
conditions of membership, coordinating leadership, and centralized
technical skills, thereby avoiding widespread duplication.

Examples of the centralization of skills include the operation of a
vast telecommunications network and data processing center, work in
EDP programing and implementation of the programs, development
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nnd provision of (raining and education programs, recruitment of key
personnely and representation and liaison with a myviad of national
organizations, Also, BCA hasdeveloped review mechanisms and inodel
systems for the maintenance and contining improvement of Blue
Cross plan performance. .

The eapabilities and experience of BCA proved to be of considerable
‘alue when the Blue Cross system nndertook its duties in the medicare
program. Fspecinlly important to the suceess of the program has been
the Blue Cross Association’s ability to provide:

One accountability point for the entive system, enabling fast
implementation of policy:

A national telecommunications system, obviating the need for
HTEW (o duplicate it ;

Coordination of fiscal policy and implementation of negotiated
cost settlements;

Il'l\*nhmlinn of plan performance and technical assistance to the
s,
! Assistanes to the Social Security Administration in fornila-
ing and interpreting medicare regilations and inst ructions:

A shaving with SSA of the responsibility and accountability
for implementing prograin poliey;

Etfective rapport with major hospital and other health associa-
tions, furthering understanding of and conformity with the pro-
gram and any changes-in its administration and operation ;

The ability to coordinate work among various Government. pro-
grams with which Blue Cross is involved, such as CHAMPUNS,
the Federal employees program, and model cities,

Being able to provide these sevvices and abilities to SSA in the ad-
ministration of medieare has enabled Blue Cross (o contribute signifi-
cant savings as well ‘as effective, efficient service to fhe medieare
program. The desivability of having a point of accountability with
implementation and problem-solving close (o the local problems in-
volved has been minde elear in the first 4 years of the program,

To give further specificity 1o the accomplishments of the Blue Cross
Assacintion in its duties under medicare, we should review some of
BCA's activities in fulfilling its responsibilities to the Nation's 20 mil-
lion mediecare beneficiaries. These include:

Development of a tape-to-tape system to speed claims processing
and eliminate clerical evrors in handling the claims. This system,
of sending claims to SSA's Baltimore center on magnetic tape for
processing in SSA’s compufers, has not only speeded payments {o
medicare beneficiaries but also has resulted in (Il'mnntic cost redue-
tions. Tt is estimated that savings through the fape-to-tape system for
the curvent. fiseal year will be more than $1,250,000. Another Lenefit
of this system is that the information gathered through its use ecan
bo used (o help increase knowledge and effectiveness in the areas of
claim processing, use of health care facilities, management statistics
and health institution reimbursement. Presently 33 Blue Cross plans
participate in (ape-to-tape claims transmission, and BCA is working
to have all plans in the program by the end of this year,

Development. of an automated “model system” for handling all
clements of part A\ intermediary work. The tape-to-tape program
will ba ono part of this system. This “model” system will integrate
the vavious medicare administrative functions into a uniform, com-



201

mter-based part. O medicare operating process. Compatible with
SSA's operations, the system will further speed claim processing and
billing. Three model subsystems will be installed ina_pilot Blue Cross
plan on the following schedule: outpatient claims May 1, inpatient
and ECI claims July 1, and home health claims Se yember 1.

Development of reimbursement simplification an(‘ andit programs
for multiple hospital corporations, such as Catholie lmspim‘s.

Implementation of guidelines on the level of care ywovided under
medicare, developed by SSA in consultation with BCA, guaranteeing
that this policy would be adhered to with reasonable untformity.

Development of a wide range of reimbursement poliey and inter-
pretation directives for providers taking part in the program. .\ total
of 215 standard practice administrative hulletins have heen ixsued,
giving direction on, for example, auditing of teaching hospitals, vro-
cedures for limited-seope auditing, computation of Sisters’ mainte-
nance among many others, .

Provision of quality control on cost reports and audit firms whieh
inelude a ehecklist review of each comnleted cost report cubmitted by
the audit firms and Blue Cross plans. This activity has provided data
to develop profiles of performanee of audit firms which has been
helpful in negotiating audit subcontracts,

Resolution of elaim’ production problems through the BC.\-Balti-
more office. Sigmificant savings have been achieved hy having rejected
claims reviewed and corrected on site at SSA without the need for
resubmission {o each Blue Cross plan.

Compilation of performance data which are provided to SSN\ and
the plans on a consistent and timely basis.

Provision of on-site technical assistance to plang in aveas, including
management, I5DP, claims processing, and utilization review.

Development of a_single cost allocation system within plans to as-
sure consisteney in financial management.

Development. of standard administrative procedures for extended
care facilities which arve part of a regional or national chain.

Thess are some of the accomplishments of the Blue Cross Associa-
tion, working as part of the Blue Cross system, in fulfilling its duties
as administrative intermediary for medieare. The list is not complete:
there are many other items which could be added. But, just as im-
portant as the acconiplishments—and as the work now in progress to
further improve the job Blue Cross is doing in medicare—is the con-
tinuing commitment and dedication of the Blue Cross system to seck-
ing the highest standard of performance and excellence in its work
for A.ucricans 65 and older.

During the annual meeting of Blue Cross plans held carlier this
month, the BCA board of governors strongl]wncd its commitment
to high standards of performance. The board unanimously approved

a resolution authorizing BCA to replace a_plan or revise stgnificantly
its subcontract in instances where plan performance is not satisfactory,
as necessary to achieve high peformance.

Though there has been considerable improvement in the program,
overtime it has become evident that legislative changes will be neces-
sary before some needed improvements can be made,

F'o increase the effectiveness of medicare and medicaid, Blue Cross

wishes to make the following legislative recommendations:
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LEGISLATIVE RECOMMENDATIONS

Provider reimbursement : ‘The provider reimbursement methods de-
veloped under title XVIIL and applied to title XIX have stimulated
the (\c\'clopmenl of functional cost determination which has been help-
ful to provider munagement as well as all who purchase care.

Through law and tegulation these programs have deseribed and
defined the elements of provider costs allowable under the programs.
Though there will continue to be debate over the allowability of or
limitull jons on certain clements of cost, the need for limits is unques-
tioned.

The major problems with titles XVIIT and XIX payment arise
out of two factors; that is, (1) the method of allocating costs (o the
programs }lmlio of charges to charges applied to cost) and (2) the ab-
sence of eflective incentives to limit increases in cost.

Payment on the basis of RCCAC has required the accumulation,
reporling, nuditing, and verifieation of exiensive cost and charge
data and detailed statisties, which placed a heavy and costly admin-
istrative burden on providers; created a sizable administrative cost
for anditing and verification; and significantly delayed the conclu-
sion of retronctive cost scttlements,

To assist providers with the difliculties in this method of payment
and to accommodate various provider accounting capabilities, several
options were made available. Options include: RCC Departmental;
RCC Combination with Cost Finding: RCC Combination with Isti-
mated Percentage; Option for All-Tnelusive Rate Providers.

I'ho effect of these options has been to permit payment of signifi-
cantly different costs for any given provider, dependent on the option
chosen. Ifor example, one hospital in New York through election
received $500,000 more in a given year from one option than from
analternate. ‘ )

Ixperienco under medicare, medicaid, and various Blue Cross pro-
vider payment methods has demonstrated the need to assure that
the payment method provide: (a) simplification of administration,
(b) predictability of payment (to the payer and the provider), (c)
incentives for efticiency.

Whatover the methods selected, the provider must be put at risk
undor carefully defined and prenegotiated circumstances. The cost-
lus or charge reimbursement. formutas that we have been using since
&Vorld War IT eannot be justified in an essentially noncompetitive
cconomy. : _

Recommendation: We recommend that, in the interests of simpli-
fication, the method of allocating provider costs top rogram benefici-
aries ho revised to a per diem cost Easis with appropriate adjustments
related to factors specific to the aged population. The program should
oliminate RCCAC, its options, and its need to accumulate and audit
massive data. : :

Wo also support the expansion of the seope of experiments and
domonstration projects to develop incentives through methods of
financing for economy in {he provision of health services.

Maximum use possible should be made of the variations in method
that now oxist and that can be exA)anded or elaborated in given locali-
ties with good prospects of sigmificant local partieipation,



We recommend that Slalll)illg of health facilities be supported by
these two programs by divecting tlie Secretary to consider the actions
of comprehensive hea th‘i)lal'mmg agencies, areawide planning agen-
cies, and regional medical programs in the development of payment
metilodsltaking into consideration provided participating status, un-
der planhing.

In support of this approach, recognition should be given to any
transition phase where planning is in a developmental status, where
there is an absence of appropriate planning data and technical skills.

UTILIZATION REVIEW—BENEFIT ADMINISTRATION

Blue Cross has had extensive experience with and knowledge of rela-
tionships between benefit determination through claim administration
and the role of utilization review established as a peer review device
of institutional medical stafls.

T'he administration of diagnhostic exclusions from private Blue Cross
contracts some years ago served as the stimulus to develop utilization
review committees as support for decision concerning the purchase of
service by third parties. This experience has revealed that extensive
periods of time are needed to educate physicians as to the limits and
meaning of benefit exclusions and to assure their full participation
and cooperation in the claim process.

Under medicare and medicaid, it is contemplated that health insti-
tutions will have peer review committees of medical stafls concerned,
on an ongoing basis, with elfective use of health services and benefit
exclusions based on law and regulation.

If, howover, either program contemplates not paying for care
judged ineffective on a case basis, the kmtient might be used as a pawn,
for example, asked to pay the bill. Also, many })m\'ldes, for exam-
ple, consider it unrealistic for them to be left holding the risk where
patients ean’t or won't pay.

The challenge is to design utilization review as a continuing ad-
ministrative influence, ag a means of broadening medical decisions to
take into account quantitative as well as qualitative matters and as
a working partner with benefit or claims administration.

Under present law, utilization review committees are expected to
upgrade quality of care and also monitor length of stay, use of serv-
ices, and the need for admission; all of the latter three potentially in-
volve a lesser payment by medicare; for example, confined to what is
appropriate. Institutional utilization review committees have devel-
oped utilization review plans to meet the form preseribed by the stat-
ute, but have not, in many cases, developed substantivc a~tions of
control in part because of their reluctance to mix professicnal and
economic functions.

Gur review of the certification, recertification, and extended stay
review activities have revealed widely varying performance because of
lack of understanding, variable commitment to utilization review as a
peer review mechanism, and rebellion against Government-generated
eriteria for medical necessity, among others, On the other hand, our
role as intermediary in claims review affecting use of services, hus been
greatly angmented and developed.

Considerably time and effort has been and will continue to be nec-
essary to achieve understanding among beneficiaries and the medical
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communiity of the limitations established by legislation and regulations
and of relative roles.

A great deal of the problem develops out of what has evolved as
an apparent conflict hetween the provisions of section 1861 (k) of the
act concerning the role and function of utilization reviews, and section
1562 of the act, which describes the exclusions from coverage under
the program, and section 181, which identifies condition of and limi-
tations on puyment of service.

RECOMMENDATION

We recommend that seetion 1862 of the act be amended to identify
benefit exelusions specifically through the use of eriteria promulgated
by the Seeretary through regulation and implemented lavgely through
the intermediary. , ‘

We recommend that section 1814 of the act he amended to provide
that physicians’ certification serve as presumptive evidence of covered
re subject (o review by the Seervetary through the intermediary.

MEDICAID

The enactment. of title XIX of the Social Sccurvity Act in 1965
announced as public policy that health care should he accessible as
a malter of right to all persons medically and economieally disadvan-
taged. The program also established as an objective a pattern of com-
prehensive benefits, ,

Ixperiencoe with this program has shown problems principally in
the definition and identification of eligible persons, predictability of
cost, and the need for administrative simplicity and greater impact on
the delivery system by controlling cost and use at the local level,

RECOMMENDATION

Wao recommend that eligibility be established based on a fixed income
limitation per family determined by a simple declaration of income
to bo effectvo for a period of 6 months to a year. We recommend that
1 uniform Federal conitribution rate be established that would be met
by the States on a sliding seale.

We recommend that the Federal Government exercise a stronger
role by the establishment of program objectives, performance stand-
ards, and evaluation of results and administer the program through
Federal Government-approved carriers, two or more, within each
State. Parlicipants in the programs would be allowed to choose nmong
the carriers, which, heenuse of their different. forms and the necessity
of operating within a rate, would be innovating, attempting to change
the svstem and vefleet local conditions, ‘

"The following specific comments and recommendatians are offered
to cither clavify administrative authority, simplify benefit. desien.
st lt‘om‘nlino administrative procedures, or underscore congressional
intent :

TTOSPITAL-BASED PIIYSICIAN

In _our testimony hefore this committee on August 81, 1967, we
wrged combined lnlh!mr for hospital-based physician services which
would improve beneficiary understanding of the program and sim-
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plify the administrative burden and cost of artificially separating bill-
ings between parts A and B for these services. ‘The 1967 nmendments to
the Social Security Aet provided the option for combined billing for
radiologists and pathologists. However, other hospital-based physi-
cians—[lor ox:lmpﬁv, ardiologists, neurologists, psychiatrists, and at-
tending physicians characterized as “supervising physician in a teach-
ing set{ing"—are still requived to submit separate billings.

In addition to the :\kflhihis:h‘:l(i\'o problems this has created, it
has been exceedingly diflicnlt to precisely identify the amounts to he
charged to the respeetive trust funds, especially in large teaching
hospitals.

BECOMMENDATION

We recommend that the provision for combined billing now avail-
able for pathologists and radiologists be extended to all hospital-based
physicians, ineluding attending physicians in teaching setling where
arrangements exist between the physician and the hospital. In aceord
with the provision governing 1-:1(]li0]ogisls and pathologists, we recom-
mend elimination of the $50 deductible and co-insurance provisions
for all hospital-based physicians.

INSTITUTIONAL BENEFITS UNDER PART I8

Tnstitutional out-patient benefits are ineluded under part B of the
srogram, subjeet to the $50 deductible and co-insurance, Also, ancil-
ary services provided by hospitals are covered, subject to this de-
ductible and co-insurance.

In addition to the home health benefit available under part .\ of the
program, there is an additional 100 days available under part B with
a different eriterion for admission with a deduetible and co-insuirance
factor. All of these pait B benefits, altliough functioning under dif-
fering program requirements, are administered by the part A inter-
medinry and are all reimbursed on a_reasonable-cost basis.

There are fiindamental administrative problems in providing what
are essentially part A benefits financed out of the part B trust fund.
"Phese include; for example, the need to establish separate eligibility
queries and different benefit eriteria under home health services,

RECOMMENDATION

We recommend that all hospital out-patient services be part A bene-
fits subject (o a straight 50 pereent co-payment by the beneficiary,
with the maximum payment of $20 for any series of related billings
by the same hospi(al and a minimum billable medicare benefit of $2.

"Wao recommend that all part B health serviees billed for by the hos-
pital, including ancillary services, be covered under part .\ with the
elimhiation of the $30 deductible substituted with an appropriate co-
payment.

Ve recommend that home health services provided wnder part B
be transferred and appended to home health part A benefits, subject
to the same requirements of eligibility.
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OUTPATIENT PHYSICAL THERALY

A new benefit for outpatient physical therapy was included among
the 1067 amendments, 'i‘ho language of the amendment to the law
established coverage for such services when furnished to a beneficiary
“. .. as an outpatient,” Because of that particular phrasing to the
amendment, the program will not permit a provider qualified to furn-
ish physicaf therapy to furnish such service to its own inpatients but
will permit that provider to obtain physical therapy services for its
own inpatients from another medicare provider,

This results in two providers, both qualified under the program
to provide physical therapy, having to make an arrangement with
cach other to exchange physical therapy services in order to qualify
the beneficiary for payment of the service.

RECOMMENDATION

‘Woe recommend that the language of the law and-the intent of Con-
zress be clarified to avoid such illogical and unnecessary arrangements
etween providers,

DURABLE MEDICAL EQUIPMENT

Currently, durable medieal equipment may either be rented or pur-
chased under the program, However, the decision to rent or to purchase
may only be mad‘e by the beneficiary. This results in instances where
the beneficiary elects to rent an item of durable medical equipment for
a year in spite of the fact that if the rental allowances were paid
toward purchase of the equipment the item would be entirely paid
for in 6 months. Thereforo, the program pays in rental charges twice
what would be necessary if the equipment would have been purehased.

RECOMMENDATION

Wo recommend that the program requirements be changed to per-
mit intermediaries to determine, based upon evaluation of the period
of time the equipment, will be necessary, whether that equipment will
be purchased or rented and to maks accoptable financial arrangements
whore the benefleiary is unable to advance funds to purchase medically
necessary durable e ui?ment.

These recommendations will improve the effectiveness of the medi-
care and medicaid programs, opening up important, new opportunity
for botter administration and operation. But, more importantly, im-
plomentation of our recommendations will help assure that all the
izonls of the programs, in providing needed health care sorvices to

arge numbers of Americans who had been outside the mainstream of
health care, will be fulfilled.

i Senator Ristcorr (presiding). Thank you very much. Senator Wil-
inms,

Senntor Wirriaxs, Did you consider whether your proposed method
for reimbursement of hospitals would result in higher or lower costs
than under the present formula?

Mr. Tresxowskt. The proposal which is included in the testimony
is vory close to an arrangement that is being negotiated at the present
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time between the Social Security Administration and American Hos-
pital Association concerning adjustment for a nursing factor in the
reimbinsement. system. We thin{' this is an acceptable arrangement.
Wae think it will greatly simplify the administration of the program.

Senator Witriayms. Which local Blue Cross plans are not rt-n(f{ering
a satisfactory level of medicare performance at the present time in
your opinion, and what plans do you have to get ineflicient members
out. of medicare?

Mr. Tresvowski, We have n wide range of performance activities

B - P . . . .
wo conduct through the Blue Cross Association, and this includes, first
of all, the accumulation of data on performance. We sift this data
and arrange it in such a fashion we can highlight the performance of
the various Blue Cross plans.

Tn our testimony, we show the varying vange of performance within
the Blue Cross system and among intermediaries. We were struck by
the range of performance, as the committee was and the stafl was. We
pursued that avenue and found there are as many as 95 different
-arinbles that could influence performance, the principal ones being the
munber and character of providers that we are servicing, their geo-
graphical distribution among others. The approach to the problem
has been to establish peer groups of Blue Cross plans and to rank their
performance within peer groups.

When wo place them in a peer group, we are then betfer able to
identify whether their performance is significantly out of line with a
Blue Cross plan of the same size and same (ype of providers and so on.

Senator WirLiams, Your insurance is primarily conducted with
those below the age of 65, is that right?

Mr. Tresvowskr. We also write complementary coverage for 9
millionaged to the medicare program.

Senator Wirrraxs. That issupplemental insurance?

Mr. TresNowsKI. Yes.

Senator Wirrianms, Medicare?

Mu. TresNowsK. Yes.

Senator Wirniams. ITow do you work where you have an elderly
person who is not under medicare? Do you continue to insure them,
or do you drop them entively or do you just offer supplemental insur-
anco? How do you work it?

Mr. TresyowskI. It depends on whether the aged are part of the
group, whether he is a retiree of the group or an individual. A lot de-
pends on circumstances surrounding the option to select or not select
a medicare coverage. There are some aged that do not qualify, and
there will be more of those, and we plan to provide coverage for them.

Senator WiLtiams. You plan to continue coverage, if they wish to
carry it, without medicare?

Mur. Tresnvowskr, That is correct.

Senator WiLLiaMs, You will not force them to move into medicare
in addition if they object ?

Mr. Tresvowskr. Let me clarify. It depends upon the reason for
their election not to come under the medicare program,

Senator WiLLiads, In your reimbursement recommendations on
page 12, you recommend payment of per diem costs adjusted for fae-
tors with regard to the aged population. What are those aged specific
factors and what kind of adjustments are you suggesting?
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Mr, ‘Treszowskr, The factors are principally a nuvsing factor. There
have been s number of studies condueted which have demonstrated
that the aged require more nursing services, and it was based upon
these studies that there was a general consensus there ought (o be a
factor adjustment, This will be comewhere hetween 93 to 100 pereent
of average per diem.

Senator Riscorr. I am curious: on your supplemental and comple-
mentary policy what do you find the average size of the claim is that
yvou piy?

My, Tressowskr, It depends upon the coverage, upon the particular
claim, Senator Ribicofl, The complementary coverages are largely
written to fill the gap such as deductible and coinsnreance; but if bene-
fits expire, for example, if they run out of the spell of illness, there is
provision to pick that up: so it would vary.

Nenator Rimcory, Is it sizable?

My, T'resnyowski, No, it is not.

Senator Risicorr. In other words, the medicare payments will gen-
erally pay the full costs of an illness? Do you find there is a large gap?

Mr. Tresyowskr The claim is substantially paid by medicare.

Senator Rintcorr. Substantially pay the amount ?

Mrr, Presxowski, Yes. ,

Senator Risicorr. Now, yesterday the representative from the Penn-
sylvanin Blue Shield suggested the possibility of pilot programs or
axperimental programs that they thought should be devised as a sub-
stitute for the methods now heing used in medicare. Have you given
thought to this yourself? o

My, Tresxowski, I would like to respond with a reference fo a sug-
gestion we made as far as title XIX. We do recommend, in the testi-
mony, that title XTX be restructured along these lines and that the
States he anthorized to enter info underwriting arrangements with two
or more carviers competing within a State. We have doveloped this
and are continning to develop it for title IX. I would like Mr. Sibery
to respond.

M. Smery, Mr. Ribicofl, with respeet to medicare, we do believe
that it is feasible to continue to study this possibility. Many assump-
tions are made in trying to give you the information with respect to
medicaid, Assumptions would also have to be made with respect. to
(he coverage or cligibility and the risks undertaken with respect to title
NXVIII, or medicare.

Wo believe it is worthy of study, very worthy, and we feel that the
goneral principles we have laid out with respect to medicaid with
approprinte modification conld serve as a basis for further study in
relation o medicare, '

Senntor Rinicorr. Would thers be interest on your part, or the
entire association, to give the committee some alternate suggestions as
to what might be used? What I have in mind is giving HEW some
authorization to try three of four pilot programs around the country
fo seo how they work. T would not want to substitute any broad-gage
plan that is different, but T think with anything that is so widespread
:]nl\;ll so costly, involving so many people, we ought to experiment a

l (‘.

I think when you consider the size of the country, the number of

communities involved, it would not be too dificult to have three or
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four pilot programs on different meéthods to see how they would work.
I would be interested in that. '

But I would invite, from those of you who arve involved and are ex-
»erienced to come up with suggestions for committee study. Tf there
1s intorest on your part, I would hope you would submit it to the
committee so we can take it up with iIE\V and probably have some
authorization in the legislation for some pilot progrmns.‘

Mr. Sinery. Senator, we certainly will be willing to give this fur-

ther study and attempt to submit something which will be helpful.
We (l(‘)‘l)e]ieve that any experimentation, however, would have to have
the objective of the program pretty well outlined. and we feel that
in this regard, our assumptions might well then later become either
the objeetives for the program or the standards by which performance
would he judged, but with the understanding we would have to nake
assumptions m order to present something, we will further develop i
and certainly study its feasibility.® ‘
_ Senator Tintcorr. You are interested, of course, as intermedinry
in medicare. At-the same time yvou have your own assured under G5
and take care of their policies, whether they are individuals or a group.
1Tow do you operate on utilization basis in both programs-—your
own and where you are intermediaries?

Mr. Sisery. Mr. Tresnowski will speak with respeet 1o the inter-
mediary, and T will then speak with respect to our own underwritten
business.

My, Iresxowskr, Blue Cross has had long experience prior to the
program in utilization review. Many years ago we wrote contracts with

.

diagnostic exclusions, perhaps you voemember them. In order to ad-
minister the diagnostic exclusions, we had to encourage the develop-
ment of peer review devices in the institution, which, of course, were
forerunners of the development of ulilization review committees.

What we did is, use the utilization review to help us to identify on

a claim basis whether a claim was dingnostic or not. We had o long
and diflieult esperience with that; we went through 4 or h years of
trying to get the medical srofession to face up to what was exsent inlly
an cconomic decision rather than medical, although it had medical
overiones.
We moved from that responeibility and that experience into the medi-
e program, which gave {hem major responsibility. We found, as we
indicated in the testimony, some fundamental confliets in the statntory
mandate and our ability to acdminister claimg, and we made certain
recominendations on how we think it should be corrected. )

We happen to feel now that the major payofl in utilization review
is through the claims review mechanism, using the review commitfee
as support with the decision to be made through the claimsg review
mechanism because this is ultimately the point where you control the
dollars.

- Senator Rimcorr. Are the utilization committees in the hospital~
working?

My, Sinenry. [ suggest, in our festimony. that we have indieated
that certainly the form is there, and having had personal experience
yecently in hospital administration, I can as=ure you it is diflienlt to
measnre the payoff, Tf you can enlighten a physician through peer

e ——————
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review and the edueational process whereby his behavior is significantly
changed, then his payofl to us and (o society as a whole is great over
a |‘)vi'iml of time, o

Ve feel, however, that there are some efinite barriers that are ve-
tarding owr efforts, and this is why M. T'resnowski is speaking hoth
with respeet to those activities for which we are a carrier, or interme-
diary, and those for which we are an underwriter, and we feel we have
to do more through the claims review process. o

We do not_believe, Senntor, that it is a_matter of abandoning the
peer review but rather ntilﬁi"{,m%"it then for specific evaluation and
judgment when certain_thivigs through other criteria are higlilighted
and brought to theirattention.

Senator Rinrcorr. Well, have you sat down with any individual hos-
pital and their medical stafl and said:

Look, this is not working; you have to take responsibility. Here you are, sery-
lcing and (aking care of so many patients, and the amount of money paid to you
i 2 dollars, ond you have an obligation with us and the country and the tax-
payers and the iged to make this work. '

Now, why is it impossible, in cooperation with the medical soci-
eties, hospital medical staffs, and the ‘lospit‘nl administration, to get a
utilization committee that works? Again, it was the intention of the
Finanee Committee not to have the long arm of bureauweracy come in
and dictate to the doctors and Imsﬁiiiiﬁ*how to work, We relied on
the good faith of the hispitals and the doctors that they would police
themselves, ,

I don’t. think there is desire on the part of us to police the medieal
profession or the hospitals, but what do you have to do to get them
sincerely (o police themselves? _

You have a responsibility which I don’t believe you intermediaries
have discharged. The intermedinries were put in as a bufler against
burcaueracy, We assumed you had experience in your health plans,
working with hospitals and doctors, and you were much more aceepta-
ble to them than a bureaucracy, and we now find a breakdown and we
wonder if bureaueracy wouldn’t work better. .

Mnr. Siseny, 1 have (o say to a substantinl degree it has worked but
not to the level of our expectations and certainly not to your expecta-
tions, I think that in the enumeration of important influences, you
mentioned the intermediaries, you mentioned medical staff and admin-
istration, but yon eliminated probably——

Senator Rinicorr. And society. _

Mur. Siikry. Yes; you mentioned society, but witliin the institutional
sotting, you removed one of the most important ingredients, and that
is the hospital board of trustees, I think this is one place where we
have not yet been able to create a flame of enthusiasm for really mak-
ing certain that various things do function at optimwm levels within
the institution, and T would just suggest that this ig perhaps where I
seo Lhe greatest payoff in the future. Our responsibility, increasingly,
with respect to our own undérwritten business, is to make the hos-
pital more publicly accountable, and we feel this is basically the
responsibility of the hospital goveriing board.

enator WirLtams, In lino with that suggestion, I am not quite sure
I understand what you mean by the problem with the trustees. Certain
hospitals are jealous of the reimbursement being allowed another
hospital and try to adjust their rate upward? What is the problem?
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. Mr. Sisery. In this regard, Senator Williams, 1 was not suggesting
Jealousy with respect to rates or anything clse, but I was suggesting,
for the reasons outlined in the testimony, there have been some definite
barriers which have precluded utilization review as the only mech-
anism functioning at a level we think is acceptable.

There certainly are problems with respect to competition between
hospitals for “stays” within communities, and this is why we strongly
support areawide planning. There are problems certainly with respect
to em%‘ix‘fe;sponsive to a community, We feel that our community
responsibility will be complemented if the hospital governing board
recognizes its community responsibility to a greater %10 ree.

I was attempting to add ‘one more ingredient which I think the
commitieo st recognize: that the hospital governing board has a
major responsibility even with respect to seeing that utilization review

“effectively takes place within its institution.

Senator Rinrcorr. That is not going to solve the preblem on a day-
to-day basis, for this reason. The average board of trustees at the
ho‘s‘nmls are p .ulic spirvited citizens of the community who may at-
tend a meeting only once a month. They are all busily engaged in iheir
own activities and they may spend a Iate afternoon or evening at the
hospital. But what we are dealing with now are thousands and thou-
sands of people coming in week in and week out on a day-to-day basis,
and wo have the doctors and administrators in the hospital every day,
and you have jealousy on the part of medical staff not to have inter-
forence from tfle Lay Board. 'This is always a schism in every hospital
I have known, and T have not known a hospital to be able to solve
that schism,

So you still are going to have to rely upon the medical staff and ad-
ministrative staff of the hospital, of course, and whatever is agreed
upon can and should be backed up by the Lay Board. ‘The medical

rofession is under stress and under criticism, much of it deserved. 1

elieve they have reached the stage where l’hey are unhappy with
the eriticism and poor image they have in the country. llhoy are
aware, medical societies and doctors, of what has happened to their
image in the overall community. o

The intermediaries have an obligation. This is not the long arm of
bureaucracy. You are dealing with them, You deal with them on
all levels, not only on medicare, but you arve dealing with the same
people under your other health insurance plans, so they know you. Tn
many instances on your Blues or your board of directors there are
probably doctors, maybe it is a majority in many of them. There is
no reason why you shouldn’t take the responsibility of bringing to-
getler the medieal society, the hospital directors, administrators, and
the medical staffs, representatives of the medical staft, to make sure
that utilization works. There is no reason why you can’t do it.

What we are trying to say to you in the medieal profession, “\We
don’t want to inject bureaucracy ; we want you to run your own opera-
tion, but to run it correctly.”

“”hy can’t you people get in on the corrective procedure?

Mur, Smery. I believe I understand the point you are making, and
I was only trying to illustrate the hospital governing board is a
significant factor which cannot be overlooked.
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We are not. suggesting in owr testimony that has been presented
hefore you a substitution entively of the claims review process with
respect. to wtilization review committee. We are saying to you with
respect hoth to that and to our own underwriften activity, the utiliza-
tion review commitiee alone is not enough. We are suggesting that there
bo eriteria whereby stundards can be established. and through the
claims review process we can litigate cases which then we can use
with the wilization review committee. V

We think this is a shift in emphasis and approach, but we feel that
it is a shift that is necessary in order achieve the objectives for it.

Senator Risicorr. Aren't you doing elaim review now!?

Mr, Sinery. Senator, we are doing elnim review. We are doing claim
review on the basis of data available,

With respeet to the medieal information, with respect to many of
the procedures, there i insuflicient data at this point in time to do the
kind of utilization review that we ave talking about through the claims
review provess, o

On our own underwritten business, we are experimenting now with
approaches whereby we ean have aceess to move data, in order {o make
better judgments as to what cazes need (o be veviewed in greater depth.

This, we intend to intensify. We are suggesting, if this is permitted,
if this eriterin conld be established by the Seeretary through regula-
tions promulgated by him and his Department, that this would be a
sigrnificant «hift for medicare and would be highly benefieial.

Senator Riscorr, Would you send to the commitiee your recom-
mendations as fo what regulations the Seevetary should promulgate to
make sure you ean have this review? And, of course the commitice, in
its rewriting of the medicare law, ean make sure that such rules and
conditions and regalations arve put into effect,

We would like you to send the committee your recommendations as
to what you need from the Seervetary or from the law to enable you
to undertake such a review,

Mr. Siery, We shall be pleased to do so.*

Senmator Rimstcorr, Now what ave the specifie functions of your as-
socintion under medicare in relation to the functions of local Blue
Cross plans who serve as intermediaries? How do you coordinate the
aclivities? You are the parvent, and how do you take care of your
children? i , )

M Tresyowski. We identified in some detail in the testimony the
role of the Blue (ross Associntion in supervising performance of sub-
contraeting Blue Cross plans. We provide a whole host of substantive
technieal assistance and also accumulate performance data and con-
duet extensive onsite review of activities of Blue Cross plans, and
maintnin a close smrveillance on them. ,

We also review every provider cost report and final settlement that
is made hefore it is transmitted to the Social Sceurity Administration.
We prepare various divectives and policy statements concerning the
operation of the program as related to the Blue Cross system, We op-
erate a very extensive responsibility in the supervision of the plans.

Senator Rimstcorr. What do youn do if you come across local Blue
Cross violations? )

*Neo lotter, p. 312,



R T

303

M, Tresxowski, We send a lot of people to the Blue Cross plan and
start at the top and work our way through. \We find out if there isa
complete and totnl management commitment to delivery of the sub-
contract, We go into systems analysis and examine reimbursement
functions and-provider relations and, first of all, find out why they
are performing badly, and then take corrective action,

We hive done it in a number of instances.

Senator Ristcorr. It has been suggested—Senator Williams sug-
gested, and 1 agree with him—abont the possibility of having an
inspector general function in the medicare program in HEW for inde-
pendent cheek on what is going on in the whole medicare program.

How do you react ?

Mr, Tresvowsxr, We in Blue Cross have been in favor of public
accountability. As you know, in the regulation governing onr private
business and those involving omr governnient contracts, we are exam-
ined and reexamined constantly. We welcome it, frankly. We are that
kind of an institution. \We want our performance evaluated and high-
lighted. We feel that through this type of evaluation, we can do a
better job, ,

We wonld have no difliculty with that whatever.

Senator Rsicorr. Would you relate to us two things? One, what is
there in the law thal prevents you from doing a better iob? Second,
what is there in HEW regulations that prevents you from doing a
better job?

Mvr. Tresxowskr I think the first recommendation that we made con-
cerning provider payment is probably the most important one we
would make before the committee, There has been criticism of the

_delay in the receipt of cost reports from providers, completion of

audits, conclusion of final settlements; There are n whole host of reasons
surrounding that activity, We feel the prineipal reason is the type of
reimbursement system developed under the program, the need for
detailed statisties, accumulation and auditing of statistics, applieation
of the RCCAC concept.

This places a birden on hospitals unknown to them before the pro-
gram started, and in many ways unrealistically. It places a burden on
intermediaries we didn*t anticipate, and places a cerions poliey harden
on the administration in trying to carry it out.

We think the reimbursement system needs simplification and pre-
dictability on behalf of yourself and the provider. We think this would
be a most important change that could he made. :

The second one we identified and you diseussed a minnte ago with
Mur, Sibery, which has to do with utilization review. We muke spe-
cific recommendations concerning change in language of section 1562
of the act concerning “exclusion’ administration. We point out there
appears to be fundamental conflict between our ability to administer
exclusions under the law and the mandate given to utilization review
committees under section 1861 (k) and others,

Senator Risicorr, Anythingelse?

My, ‘I'resxowski. We made other recommendations concerning hos-
pital-based physicians, which is a nangging problem both in terms of
administration and for other reasons, to (ﬁe beneficiary, say, in terms
of confusion. We recommend that all hospital-based physicians be
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given the option of combined billing granted as in the 1967 amend-
ments to the Socinl Security Act. Wo urge that provision for super-
vising physicians in the teaching setting which would eliminate a
serious problem identified in the last couple of years.

Senator Rintcorr. How would you react to, I believe the chairman’s
suggestion, on the reasonable basis of having a set fee schedule?

MiPuesyowskr, Ilor physiciang?

Senator Risicorr. Yes.

Mr. ‘T'resxowskr, We don't administer the part B program or the
physicians’ salary. Mr. Sibery can speak to it.

Mr. Sisenry. We are really not in a position, S

Sclllifl(m' Rinrcorr. Tt is a staff position, but T will assume it for
myself,

My, Smenry, We do not administer service benefit programs, physi-
cinn service benefit progiams rather. We would say to you, or I would
say (o you certainly we believe that any type of payment program
cortainly must bo related to the productivity, whether it is on"the
institutfonal or professional side. It certainly has to relate to public
accountability. o

‘T'his will require some kind of standards. With respect to the specific
approach, whether it be 4 fixed fee schedule or something else, I think
that it has to be able to meet the test of certain objectives for the
payment mechanism that should be well established and clearly enun-
ciated, and public accountability and efliciency in productivity which
would tio in incentives are very important, ~

Senator Risicorr, After all you are an important part of the entire
health apparatus, from beginning to énd. And you ave certainly
aware of what goes on in the entire health field and the burgeoning
cost. And how do you react, or how did you react, or-how do you
still react to tho great differential in fees being paid to doctors under
the Blue Shield arrangement and under med%ca‘re for the same pro-
cedures, same operations, the sameo services? , B

Mv. Smery. Senator, we are vitally concerned about the rapid in-
crease in health care costs. We are concerned about the inflationary
impact and infusion of dollars from medicare and medicaid when
we have not made substantive changes in how we were organizing
and delivering that health care and our ability really to improve the
capacity some. Therefore, even though we wounld not administer the
physicians benefit program, we are concerned about anything. Because
the health system really has to be viewed in its totality. o

I do not believe we are in a position to make judgments as it would
rolate to specifications with respect to physicians reimbursement, ex-
copt as it would be within this context of broad concern. I would say
in this regard, if I may add one point in the testimony you have al-
ready read, our great concern about how care is organized and de-
livered, now know as an areawide plamiing approach, and we cer-
tainly feel this has to concern itself with the total productivity of the
health cave system which relates to physician services as well as in-
stitutional benefits, ; .

Senator Risicorr, Do you think there is an implicit- conflict of in-
terest in having a physician or group of physicians own a hospital or
extonded care facility to which their patients are sent?
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Mur. SiBery. We have had a longstanding commitment to the fact
that there must, be responsivoness of the institution to the community:.
Certainly, there is an implied conflict of interest, whether in fact it
exists, depending upon the individual and the mode of operation
that he chocses to have his behavior characterized. In general, how-
ever, it is our association’s feeling that health care institutions, in view
of the lack of the normal restraint brought about by competition, the
law of supply and demand, should as a result of this Ianguage be
community institutions and controlled by those not having a vested
intorest, :

Senator Risrcorr. In other words, all language aside, this is wrong?

My, Sisery. Yes; we feol that the implied is, yes. But again you
1'eco‘%mze we serve 75 Blue Cross plans and you will find variations,
but I am talking with respect to what I would perceive to be the
attitude of the board of governors,

Senator Rintcorr. Since the passage of medicare, there has devel-
oped a “for profit chain health facility.” You talk about community
‘responsibility, Generally, health had been administered, every phase
of it in the United States, by community organizations, religious
grou »3, chavitable ovganizations feeling they were doing it for the

enefit of the community,

Now, there has developed profit, stock promoted, chain operations
for profit. health facilities. Basically, they are devised I suppose to tap
the large resources made available through medicare and mediecaid.

What is your attitude toward this type of operation?

My, Steery. Our attitude is, that the ability to influence by per-
suasion is insufficient; therefore, there must be selected intervention
within the health care delivery system with rvespect to reimbursement,
capital construction, and we feel that while these “for profits” may or
may not have ulterior motives, that the selective intervention has to
relate to the total system. That is why, in our testimony and actions,
we are strongly encoura?ing that the system be forced to he responsive
to the community, whether it isa }‘)roprietary or nonprofit institution.

Senator Risicorr, I am sort of at a loss to understand what you
mean by “selective intervention.”

Mur. Sisery. Selective intervention, something that is interposed to
intervene between the normal result of action and the result that will
come from that. Areawide planning is a selected intervention, and an
institution cannot do exactly what it wishes (o do. The community
looks at it and imposes this restriction.

Senator Risicorr. Would this be a State board of health, county
board of health? Would it be the Blues?

M, SiBery. Wo have Federal legislation, Public Taw 89-749, com-
prehensive health planning legislation that established State agencies,
areawide agencies, and these are the agencies T am referring to. We
feel that we have to go beyond and make those decisions reached by
the community effective in changing the health delivery service system.

That is what we mean, _

Senator WiLriams. Tn establishing rates for one of the extended
care facilities, what factors do you take into consideration? Cost of
the building, depreciation, overhead, and so forth?

My, Tresyowskr, We take all of them into consideration. One of
the nice parts of the part .\ program is we are on a retroactive cost
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reimbursement system, As an interim measure for facilitating claim
processing, only an interim rate is established subject to final cost
determination carried out on rather rigid eriteria under policies gov-
erned by statute and regulation. It includes depreciation and the fac-
tors you mentioned.

Senator Witniams, I can understand it would have to. In line with
the question of the Senator from Connecticut, we found several in-
stances where these facilities had been merged into larger corporate
structures and maybe they would go public. When these facilities are
turned over you find, for example, one which originally cost $t million
and which may have been partially depreciated 1s turned over on the
basis of, say, %2 million. There have been instances where then they
figured they should be allowed to depreciate the $2 million rather
than the $1 million. How do you work it in these cases to prevent
escalating the per diem rate? ‘I'hat is a problem we run into.

Mr. ‘I'resnowskr. ‘That is correet. We are aware of some instances of
that. Our role there is, to go hehind (hese arrangements to find ount
whether, in fact, an cffective transfer of assets has been made or
whetlier it has not. T think there were a couple of instances reported
in the Senate finance report of a year ago concerning these types of
things=, and one of the Blue Cross plans was involved in that i the
State of New Jersey.,

We don’t take it on face value, but go beyond it in the conrse of
andit to determine whether there has in faet been a change of assets.

Senator Wintrtams, What did you do abount the particular situation
diseussed in the Finanee Committee hearing a year ago?

My, Tresyowski, 1 don’t have it in front of me at the moment and
don’t veeall,

Senator Winniams, Are you servicing that particular arvea?

Mr, Tressowsw=i, New Jersey, yes, There were two instances cited
in that Senate Finance report, as T recall. One was in New Jersey
throtgh onr plan. I could supply an‘answer for the committee.®

Senator Wineiams, [ wish you would supply just what corrective
steps von (ook, s yon understand it, what would be the general
poliey in sueh eases? That the old cost basis prevails, or would you
support esealation elause by just transferring over to the higher cost ?

My, Trisvowski, Our attitude largely revolves around the legal
auestion, When we have been involved in situations like this, we
pressed them as far as we conld from an accounting standpoint, and
then it is a question of “Was there in fact a change of assets and
change of ownership, and so on 2" ‘

‘This is really the eriteria, ,

Senator Rimtcorr, T am ewvions, What do you find taking place in
the “for profit chain health facility operations™? How are those
chargoes compared to charges from the locally or individually owned
“for profit™ operations in the commmiity. Do ‘you find a differential in
the cost ? ) '

Mr. ‘Tresxowskr, ‘There is obviously a varviation in them. T think a
chain operation has been more predominant in the niirsing home and
extended eare field, We have not done a specific study on the chain
versus the non-profit corporations in their rates. Wo have examined at
some depth the extended carve facilities with high interim rates, to

¢Nee letter, p. 312,
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find ont reasons, bt have not gone into correlation if it is a chain,
We fonnd a corvelation between a hospital aflilinted extended eare
rate, because it is tied into the hospital and higher level of service
provided in that case.

Senator Rmtcorr. What do you find!

M. Tresxowski. A higher rate. ) )

Senator Ristcorr, In other words, you find a higher rate i com-
munity based extended care facilities {ied up with the hospital?

My, ‘Tnesyowski. Yes,

Senator Ristcorr. 1s that because some of the costs to run the hos-
pital ave being allocated to the other ? o

My, ‘Iresyowskit, It is not as dramatic a switeh, Because it is af-
filinted, there may be common sharing of, say, dietary service, and so
on, and there would be a heavier burden, plus the nursing service,
I'here is n more iitensive service in hospitals which would earry over
into extended cavre.

Senator Ristcorr. What have you found, a rapid extension of as-
cocinted: extended enve facilities with hospitals since medicare came
into effect, or has that been advancing very slowly ?

Mi Tresxowskt. No, there has been a significant increase in hos-
pital relations in (hese medicare facilities. One of the rot‘!uin‘monls of
the program is, that an extended care facility have, if possible, an
arrangement with a hospital. This has been diflicult. and hospitals
found extended care is part of the full range of services they provide
and necordingly felt. it would be best for the community in terms of
continuity of service that these facilities be associated with the
hospital.

Mr. Smery. May I speak with respect to our underwritten business
in answer to your question? Our slndlios indicated to us, although there
is not enough data yet to dvaw final conclusions, that with respect to
the proprietary institutions, far too often the full range of services are
not being provided and therefore the costs, while they may appear to
be very much in line, are in fact not indicative of the range of services
being provided to the commuuity.

"I'his is a source of coticern (o us and one of the reasons why we are
very anxions (o have all institutions subject to some commitment to
areawide planning and the range of services which they will provide,
g0 that they can’t skim off those services which are loss costly to pro-
vide and do not provide for the community a complete range.

Senator Risicorr. ITow do you prevent self-dealing where a chain
owns a hospital and nursing home, and so forth?

Mr. Sinery. Are you speaking with respect to medicare or our own
business? ,

Senator Risicorr. Both.
~ Mr. Smery. I can-speak with respect to our own business. We have
been involved, wnfortunately or fortunately, in litigation on several
occasions where, after finding there was not an arm’s-length arrange-
ment, that the board of the Blue Cross plan decided thai they would
not either accept the institution in the participating relationship, or,
if it was participating, would not accept all of the costs in reimbursing.

I think in our private business we are intensifying our efforts
even to the point of litigation, if this is necessary, in order to sce that



308

our snlll)sm'ibm‘s' services ure reasonable and the community is well
served,

Senntor Rmsicorr. What do you do with a health conglomerate
which runs a nursing home, hospital, and construction company and
has a medical supply‘{louso? V

My, Sisery. You mean in our private business? To the best of our
ability, we are surfacing or bringing out these issues. And, again, I
could ﬁzive you an example of where litigation was necessary in order
to see the public was served. ‘

Sm:n!or Risicorr, You do this in the public, you keep saying “pri-
vate,’

Mr. Smery. I said I would speak with respect to private.

Senator Rinrcorr. How about the public? ,

My, ‘I'resxowski, We have adequate regitlation under medicare and
medicaid as it relates to related organizations. Our audit procedures
are designed (o go behind the arrangements in these types of conglom-
erates to, fivst, identify the nature of the certification of the provider
to assure that costs are appropriately allocated between them and where
services are provided by any other organization under the require-
ments of “related” organizations, that the costs of the service are the
ones (hat are reimbursed, ,

Senator Rincorr. You think your audit procedures are effective?

Mr, Tresxowskt, T think they are generally effective, yes.

Senator Rinicorr. Senator Miller?

Senator Mirrer, Thank you, Mr. Chairman,

T wanted to ask the witnesses about the recommendation appearing
on pni;o 12 in which you recommend that in the interest of certifica-
tion the method of allocating provider costs be revised to a per diem
cost basis. ,

I had an amendment on that a couple of years ago with respect to
hospitals, and T understood the American tTospital Association was
strongly in favor of this approach.

My, Tresnowskr, That 1s correct,

Senator Minuer, That is as a means of avoiding a mass of paper-
work in auditing?

Mr. Tresxowskr. That is correct. ‘

Senator Mirrer. Now, would it be feasible to divide this on the
basis of the average per diem cost for comparable service in a par-
" tioular area, in a particular city or area? Would that be feasible?

My, TresNowskr. Absolutely. It conld be done by a particular hos-
pital or institution. 1

Senator MirLEr, Suppose you had an area where the high hospital
rate was at $100 a day and the low was $50 and the mean was $75.
Would. it be feasible to provide for a $75 rate in that area?

Mr. Tresxowskr, I don’t think it would, because it would depend
upon why the hospital who had $100 had $100 ss its rate, If this were
a broad scope institution, a teaching facility with a wide range of
services, there may be legitimate reasons for the cost of $100 versus
875 or $50. T think you would have to go on an individual hopsital
basis to develop the per diem.

Senator Mirier. That is what we were trying to get away from,
all of this auditing and all of this comparing, and to arrive at a per
diem cost basis by area.
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Now I want to make sure I understand your recommendation.
I had an impression that this might work on an area basis, but I take
it now you are talking about a per diem cost basis for each provider,

Mr. Tresnowskr, That is correct, adjusted for factors which could
be common to common homogeneous groups of hospitals. You want
to take the per diem of that institution and apply an adjustment fac-
tor developed for groups of hospitals, but it would have to be on an
individual basis, You wounldn’t have to do, for example, a hospital by
hospital study of nursing services. You could do this on a group basis,

Sgnator Rintcorr, Off the record.

Discussion off the record.)

enator MirLer. What we were tryving to do in that average per
diem in a certain area was to insert m the incentive factor which is
so elusive, Would it be feasible to provide for the average in an
aren on a per diem cost basis, provided that where there is n charge
by a provider in excess of the average, that this must be substantiate«
to the satisfaction of the administration? And that would give them
opportunity to actually prove their case, but it would be a real warn-
ing to them that they had better be well audited when they exceed
the average in the area. ,

Mr. Tresxowskr, ‘That is right. I think what you are talking abont
is the target rate concept of reimbursements. And I didn't realize
that is what you had reference to. That is a method developed and
under experimentation at the moment in several locations,

Now if you are talking about a target rate with opportunity for
incentive below and above target rates, we agree. We tf\ink it would
be & good way to go and experiment with it. We don’t know what the
result would be, but it ought to be pursuant. With that qualification,
we would be in favor of it. Our recommendation sl‘)ccihcally was ‘a
change in the present method of paying hospitals under medicare and
medicaid on an immediate basis to eliminate the vast amount of paper-
work connected with the RCCAC approach.

Senator Mirrer. This leads to the second question. You referred to
your support of experiments of the demonstration process developed
in the Senate prospective rate. This experimentation is with the
target concept and that is going on right now ¢

Mr. I'resnowskr. Yes.

Senator Minier, How wide is the experiment in that particular
aven?

Mr. Tresnowskr, There is an experiment going on in the State of
Connecticut in cooperation with the Connecticut Ilospital Associa-
tion, Connecticut Bluo Cross, and the Social Security Administration
with target rates by department, menning a department in a hospital
and they establish target rates over & period of time to determine how
they turned out,

There is a target rate experiment that was to begin in the city of
New York which has not started as yet and is still being negotiated,
which would be a target rate by groups of hospitals.

‘There is a target rate, I thmﬁ in, Cleveland, Ohio, with Cleveland
Blue Cross, which has not been participated in by Social Security
Aldministmtion but is being developed by the Cleveland Blue ('ross
plan.
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Semutor Miteer, That is good enough. TTow long have these been
going on? .

My, Tresxowski. Conneeticut oflicially began about 6 or 9 monthis
agro, and Cleveland was about a year ago, and New York, as T said,
has not started yet but are still in process of negotiating development
of that. You will hear testimony a little Inter from the representatives
of the New York City Blue Cross and they can speak more spcciﬁcally.

Senator Mirrer. ITow long do you think the test trial period should
o before you can arrive at a firm conclusion ?

Mr. Tresnowski. ‘There is a set program for evaluation of these
experimental programs, Senator Miller, and T am not sure exactly
what it would be. T would guess they would need at least 1 year under
their belt before they would have an opportunity to evaluate and
measure it against the criteria established.

Senator Mivter, What other things should be experimented on with
n view to developing incentives?

My, Tresxowskt, You will he hearing later on from Mr. Thomas,
Los Angeles Blue Cross where they have developed an approach to
incentive reimbursement related to labor production standards, which
is in eflect a (arget rate, but geared to the personnel factor in the
hospital, which is a significant amount—about. 72 pereent.

The Associated Tlospital Services in New York, New York Blue
Cross, will present. their proposal for a prospective rate related to
cost of living factors from year to year.

Philadelphia Blue Cross also.,

Senator MirLer, Pardon me. On New York, T am not sure T under-
stand the incentive feature of that cost-of-living study:.

Mr. Tresvowskr, Well, T am not sure T will be that specific. But it
relates in this fashion. If you détermine what. last year’s costs are, for
example, and you apply a factor, an anticipated factor for cost of
livinge yon pay on a prospeetive basis in accord with the rate de-
termined. Tf you end up the year and the provider comes in under it
in terms of his costs under what you paid him on the prospective rate,
you would permit him to keep a portion of that difference as an incen-
tive for doing a good job.

If he came in over that rate, you would give him an opportunity to
be heard for the reasons why he exceeded the rate with an opportunity
to be paid a portion of the amount of excess over that.

Senator Miuier. That is sort of a modifieation of the target rate?

M. ‘I'resxowskr A modification, yes, siv; it is.

Senator MivLer. Any other approaches? ,

Mr, Tresxowskt. Philadelphia Blue Cross has incorporated in their
reimbursement agreement a series of incentives related nore to produc-
tion standards, such as effective functioning of utilization review
commiltees and effeetive acereditation criteria, among others, so they
pay an incentive if you do certain things in the process.

M. Sibery can talk about Qklahoma and Indiana.

Mr. Sipery. There are two others that would have as a primary ob-
jective placing a provider at risk and that is looking prospectively at
what he anticipates doing, not having a target rate for an area, but a
target rate for his given institution. That mstitution, then would be
placed at risk.
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Indiana has had a controlled charges, as they call it, program for
many years. This would have a rate review board and in advance the
institution submitting their projections of levels of service, intensity
of offort, what have you. And then they would be at risk, because
this, except for appeal for unusual circumstances, would be all of the
reimbursement.

Oklahoina is tailored somewhat after this and certainly the broad
objectives are similar. We strongly believe as it relates to our own
privately underwritten business, that increasmgl{ the provider is go-
ing to have to be at risk to some degreo and that this will require some
involvement in prospective rate determination. And experimentation,
wo believe, is long overdue and must be intensified.

Senator Mirren. Who will sit. on the board ¢

Mr, Sisery, In Indiana, at the moment this is a board of the Blue
Cross plan. What is being.proposed and prosently negotiated with the
Social Security Administration would broaden that board to include a
variety of others, That is toward-the end of having this be broadly
representative of the community and the major purchasers of care as
well as providers, o

Senator MiuLer, Hospitals would be represented ?

Mr. Sisery. Yes; hospitals would be represented and certainly those
with no direet or indirect hospital relations as well.

Senator MirLer, What is the object of having the latter in there?

Mv. Smsery. I think clearly our movement over the years is away
from having our boards predominantly made up or constituted of
hospital related individuals to where we have had a majority of Blue
Cross, or rather & majority of public representatives, in order to assure
that the voice of the public is being heard in policy determinations.

Many times the provider or even those who are not paid but have
an indireet relationship, such as trustees, look at it in the narrow per-
spective of their own institution, as opposed to having a broader over-
view of it representing the total community. We feel by having those
not either directly or indirectly relatéd to providers on such reviews
will give us a broad overview and will help establish better and more
meaningful objectives consistent with that local community need.

Senator MirLer. I recognize, of course, the desirability of having
a public voice. But I am concerned that that public voice be knowl-
edgeable and in that connection, and I might say be not only know!-
edgeable, but be objective. It would seem to me that just appointing
public spirited citizens without background would not satisfy the re-
quirement. T would say somebody who is engaged in the accounting
practice is knowledgeable and possibly somebody in the law practice
or somebody who is familiar with cost methods of arriving at costs.
Tf}myfould give the knowledge or background needed for this to be
eflective.

Is there any attempt to do that, or is it just some public spirited
person who would like to serve but has not the background to do the
job we need ? :

Mr. Sisery. I would suggest that the record speaks for itself, Sen-
ator; that thers has been attempt to bring into the decisionmaking
process those with specialized knowledge, to assure objectivity as weh
as opportunity to have those gartlclpato who can_talk in terms of
what priorities they place with respect to health in relationship to
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other items. I think both are needed, and I believe our record speaks
fcl))r itself in this regard; that we have attempted to accomplish these
objectives. ) By i
Senator MirrLer. One last question, Who sets up the board? Who is
the appointing authority? —
Mr. Sisery, In Indiana, at the moment, it is the board of the Indiana
Bluoe Cross plan itself, and this is now subject to negotiation, So 1

don’t know what will ImPpen thore, One can only speculate. But there
will be opportunity as the negotiations appear to indicate for others
to have input, including certain units of government, the health insur-
anco industry, and other important segments within the community.

Senator MiLrer, Thank you, Mr, Chairman, . .

Senator Risicorr. I wonder if you Fentlemen would still remain in
the room aftor you are through testifying hetro, because the staff will
have questions after Dr. Freedman and Mr, Bisenman testify,

(Tho following communication was received by the committee in
ansgwor to questions asked of the preceding witnesses:) -

BLUE CROS8 ASSOCIATION,
Chicago, I1., May 6, 1970.
Ohief Counsel, Senate Finance Committee,
Neto Senate Ofice Butlding,
Washington, D.O. .

Dear Sin: During our testimony before the Subcommittee on Medicare-Medic.
aid on April 16, 1070 we were asked to supply our suggestions on:
(1) Experimentation with alternate methods of financing and administer-
ing titles XIX and XVIII,
(2) Regulatory authority to the Secretary as it relates to clajms review.
The committee also asked for a status report on the actlon of Blue Cross in
tho case of the Cherry I}l Realty Corporation and its subsidiaries, which was
rgportcd on durlng the Hearings before the Committee on Finance, July 1 and 2,
1069,
EXPERIMENTATION WITIL ALTERNATE METHODS

It is essentinl that incentives for effectiveness be bullt fnto the title XIX
adn XVIII programs. I'his can best be done at the state or local level, with
Federal requirements for overall goals, performance standards, program docu-
mentation, and evaluntion of results, This objective can best be met by use of
competing carrlers having different objectives that are subject to evaluation
and ineentive. The principle characteristics would require that:

The programs be administered In each state by at least two different
financing agencies (e.g., voluutary prepayment, commereinl insurance, medi-
cal soclety, state ageney). ) )

Eligiblo agencles would be certified by the Federal Government as quali-
fled by size and experience, but would participate on a rate basis with
selection of carrler opén to each beneficlary-household and with open seasons
§?r change of carrler, as under the Federal Employees Health Benefits

rogram, ,

Regulation would be at the state level other than for carrier certification,
The Federal objective in carrler certification would be towards determina-
tion evaluation of standards of performance—particularly on impact upon
the health caro delivory systems cost and controls.

This approach would provide opportunities for experimentation and for cholce.
It would create # downward eascado of “risk” and control. It a standard mini-
mum Federal benefit level were to be {ncorporated, for example, the “pressure”
would be on the state to provide that program plus as much else as possible. It
would exercise “pressure” on certified carrlers to find ways to provide those bene-
fits, and perhaps others, at the lowest cost possible. This would provide incentives
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to the carrlers o provide maximum benefits at minimum costs, to lmplement con-
trols of use, and to develop relationships with individual or institutional pro-
viders under which slinjlar incentives would be present. This would be especlally
true when experimental kinds of benefits, or group practice plans, community-
service clinics, ete., were developed and available for chofce by the beneticiaries.
Such chofco could provide meaningful demonstrations of the ability of different
systems to provide quality and quantity of care under different assumptions and
objectives. The system would reversoe the more normal one of “how much wllt jt
cost to provide such and such benefits” and ask instead the question “how many
benefits can you uhdertake to furnish for the same amount of money that Is
available to ever%"bbdy else”, The answer would be found in the kinds of cholces
mnade by the individuals Involved, and the evaluations and critiques conducted
by the Federal Govefnment,

Utllization and cost contirol methods would be essential, but would not be man-
dated along uniform lines—because this is probably not yet the way to achieve
maximum results, Open public compétition for sapport, based on commitments
of whatover provider-carrier group backs each approach, and the results actually

“experlenced, can perhaps be more effective in a typleal competitive environment

than can regulation in these flields.
Administrative contro) through requirements for documentation and reports of

. performance, rather than by regulation of operating techniques, and with state

supervision would seem desirable,
REGULATORY AUTIIORITY FOR CLAIMS REVIEW

Sectlon 1862 of the Act identifies a serles of exclusions from coverage which
are cither specifically identifled and clearly understood as representing non-cov-
ered benefits or are clearly within the prerogative of the Seceretary to define
within his broad regulatory authority granted under Section 1871 of the Act.
The single exception to this clear mandate concerns the excluston for itemns or
services which are not reasonable and necessary for the diagnosis or treatment
of illuess or injury or to improve the functioning of & maiformed body member
(Section 1862 (a) (1)). The discretionary powers of the Sccretary appears to
be limited by the specific authorfties granted to utilization review committecs
under Section 1861 (k) (1) (A) and (B) of the Act whereby the utilization re-
view comittee is required to provide for the review, on a sample or other basis,
of admisslons to the institution, the duration of stay therein, and the profes-
stonnal services (including drugs and blologleals) furnished, with respect to the
medical necessity of the services, and for the purpose of promoting the most ef-
ficlent use of avallable health facilities and services.

Since the exclusion from coverage of services “which are not reasonable and
necessary for the diagnosis or treatment . . .” parallels decisfons on “medical
necessity of services . . .” the Secretary must be given the specific regulatory
authority, with professional consultation, to establish standards and guidelines
covering medical necessity on a diagnoslis or other basis to be used in clamns

review.
OHERRY HILL REALTY CORPORATION

The facts in this case are reported on page 278 in the Hearings before the
Committee on Finance, Ninety-Flrst Congress, July 1 and 2, 1869,

Blue Cross 18 in essential agreement with the opinion of the Office of General
Counsel of HEW in this case. Accordingly, our audit of this corporation for
calendar 1968 shows adjustments as follows: .

(1) Reductlon in depreclation expense of $47,000 using asset values re-
corded prior to the appraisal as the basis for computation.

(2) Reduction in interest expense of $260,000 in recognition that Interest
pertinent to the promissory notes fssued for the purchase of stock and
payable to the former oswners is not a_relmbursable cost item,

We hope this additional information {8 helpful in the Commitice’s deliberations.

Very truly yours,
BERNARD R. TRESNOWSKL,
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STATEMENT OF MARK FREEDMAN, M.D., AND HENRY EISENMAN,
ASSOCIATED HOSPITAL SERVICE OF NEW YORK—BLUE CROSS

Senator Ristcorr. We will next hear from Dr. Freedman and
Mr. Eisenman. - o

Dr. I'reepyaN. Senator Ribicoff and distinguished committee
members, I am Dr. Freedman, vice president of Associated IHospital
Servico of New York. With me is my associate, Flenry Ilisenman.

Our Blue Cross plan sorves the southern 17 counties of New York
Stite. Of the 11-plus millioh people who live in our area, we have
8 million subseribers enrolled. _ »

With your permission I would like to discuss today thd hospital
reimbursement, formula currently in use by our Blue Cross plan.

Toven though it is new, having only become effective January 4,
1970, wo believe that some of the innovative features of the formula
deserve your attention, especially in light of the interest which has
been oxpressed in.the formula by your staff and by the Social Security
Administration.

I. PROSPECTIVE RATE SETTING

Wo have gone to the prospective rate setting in an effort to insure
greater predictability of payment, both to the payor and to the pro-
vider of service, and in recognition of the fact that prospective rate
setting earries with it the element of budgetary control which hope-
fully will create a greator sense of prudence in program development
and to provide an incentive to providers for containment of cost.

II. PEER PERFORMANCE COMPARISON

We have retained in the formula the element of hospital groupings
by program content ; that is, teaching centers, and so forth; geography,
and size. These groupings are used {o develop group averages against
which individual members of the group are measured and maximums
set to protect against aberrant situations.

111, USE OF ECONOMIC INDICES AS A CONSTRAINT

Wo have built into the formula a method of relating the develop-
mont of perspective rates to a series of selected and weighted indices
whieh it is hoped will, over a period of time, gradually bring the hos-
pital economy more in line with the general economy.

IV, CAPITAL FUNDING

In the formula we have provided separate methods of handling de-
yreciation for those hospitals which can demonstrate the ability to
!‘und their depreciation and who wish to do so; and community pool-
ing of capital funds provided for those institutions unable or unwill-
ing to fund their depreciation.

Y. INCENTIVES

The formula contains an incentive for the purchase of labor-sav-
ing equipment and for improved utilization of facilities. The pooled
funds described in paragraph IV, above, are used to fund thesoe
incentives.
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VI. PENALTIES

Penalties are provided for worsening ufilization of facilities and
for exceeding peer group maximums.

VIL. APPEAL

A formal system of appeal is provided for the providers to assure
ap)iiro‘prlfite équitable treatment under the formula and to give recog-
nition to unusual developments within any single hospital or grovp
of hospitals, ,

Mr. Chairman, rather than take the time of the committee, T here-
with deliver to you a copy of the formula referred to, together with
an oxhibit, marked *A,” which is a description of indices utilized to
project hospital payment rates. Of course, we will be lm{'),p_v to sup-
ply your committee with any number of copies or such additional in-
formation as you may desire. , ,

Earlier in my testimony I referred to the newness of this formula.
I wish to assure you {hat we are aware that this formula has not
been generally accepted with open arms by our 200 member hospitals.
It. has been approved by the State department of health as meeting
the intent of the hospitai cost control law, which T shall refer to later.
"There will be continning discussions on various elements of the for-
mula with both the State and the providers with ultiinate resolution
of some of -the technical problems concerning the formula’s
implementation.

We do not offer this formula as a panacea for the medicare, medicaid
problems of reimbursement. ITowever, we feel that a numbey of the
elements contained in it. could with varying degrees of as)pl:cabihty
be used in the development. of a series of approaches to the problem
of medicare, medicaid reimbursement. A

The formula which we have discussed is the natural outgrowth of a
sories of developments which are unique to New York City and New
York State areas.

1. Inherent in our formula is n background of cost reimbuzsement
for 9 years which has provided to our Blue Cross plan a reservoir of
cost. data by institution, by group of institutions, and for the area as a
whole which to my knowledge is not duplicated anywhere else in
the country,

2. The Greater New York area has had a hospital review and plan-
ning council for more years than any other area in the country.

3. Hospitals are licensed by the State of New York and over the
years the hospital codes of the State of New York and of the city of
New York have served as a model wherever licensing has been
considered.

4. By law all construction of health facilities in New York State,
including major renovations, have since 1964 required the approval
of a local hospital planning council and the nltimate approval of the
New York State ITealth and Hospital Planning Councrl.

5. As of July 1, 1969, 4 cost control law was passed in the State of
New York which provides that the State commissioner of health must
certify that rates of payment to hospitals are reasonably related to the
~ cost of efficient production of the services heing purchased both by Blue
Cross for its subscribers and for the State under its title XIX pro-

e e e et
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gram. This law which became effective January 1, 1970, was the im-
mediate stimulus to the promulgation of the formula which we have
presented to you today. L , . .

I would like to cﬂ'ﬁ to your attention another fact in New York
State which has had a major impact on the development of our reim-
bursement formula. ) )

In 1067, with the cooperation of the Social Security Administration,
the Hospital Review and Planning Council, the local hospital associa-
tions and the United Hospital Ifund, it was possible for us to develop
a uniform financial roport and a uniforn statistical veport for the
hospitals of our 17 counties, Since that date, the commissioner of health
of dm State of New York has joined with us and now accepts the data
in the reports referred to as suflicient for the development of reim-
bursement rates under medicaid, In fact, by contract with the State of
New York we now nso the computer capability of Blue Cross to de-
velop from the one basic report from medicare reimbursement rates,
medicaid reimbursement. rates for the State of New York and Blue
- Cross_reimbursement rates, and from this data alse provide to the
planning agencies basic data for their purposes,

I have here, Mr, Chairman, a copy of the Uniform Financial Re-
port and of the Uniform Statistical Report and samples of the com-
puter outputs developed by (he ‘)mgmm,‘ and of course should you
wish any additional data we shall be happy to make such available
to your staff.

Senator Rinicorr. I was ﬁoing to ask Senator Long to ask the first
question. But. before T do, I think I should state the staff informed
mo in their opinion you are one of the most outstanding intermedi-
avies in the whole Nation; that you are innovative, and Wﬁat you have
done and are doing takes a lot of conrage. And T want to publicly
commend your organization for the job it has done. '

Dr. Freepyan. Thank you, Senator.

Senator Loxa. Does your reimbursement plan pay hospitals’ costs
at the average cost to provide the service? And, if not, what limita-
tions are placed upon such costs? y

Dr. T'rexpMax, Sir, if T may first make an answer to Senator Miller,
wo do on sales of facilities, call both parties to the sale in before the
sale and advise them of what we will pay after purchase, without
ro%m*d to what has been paid for the asset.

In our formula, responding to your question, Senator ILon , W6
provide maximums for group extremes to the extent that we wiﬁ not
pay anybody within a similar peor group more than 115 percent of
the average within that group,

We have penalized hospilals repeatedly under this provision. We
have been party to a large number of Inwsuits from proyiders and,
fortunately, we have won them all in the Stato of Now York,

Sonator Loxa. You have wonall of the cases?

Dr. Freepyan, Yes, we have won all of the cases to date for applica-
tion of penalties under the provisions of our past formulas, and we
may be challenged on this new formula, sir.

Wae have other restrictions. In the new formula, for the first time
wo are insisting on what we call the prudent use of capital funds. In
other words, the institution must fund its capital payments and use
them for community-approved projects or if they are not willing to

—~
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fund their capital payments under our formula, we pool all of these
such capital funds and they are made responsive to a group of ont-
standing citizens appointed and selected for the purpose of insuring
that the capital funds are used in the community’s interest.

Senator Loxg. Have any other Blue Cross plans indicated a serious
interegt. in implementing controlled reimbursement formulas such as
yours

Dr. Freepyaxn, Sir, our formula is quite new, as I stated. We have
had numerous inquiries, great interest expressed in it. Senator, how-
ever, I call to your attention the law of the State of New York is on
our side and on the side of the beneficiary and subseriber. T'here are
many States in which the attitude of the State bodies is not, or rather
the climate is not as propitious for implementation of a formmla such
as ours.

Senator Loxa, As T understand it, the Greater New York Hospital
Association sponsored a study critical of the price index yon used as
to limiting acceptance of hospital costs. And what is your response?

‘Dr. Freeoyman, The Greater New York Hospital Association re-

tained the services of an outstanding economist, and he has submitted
to that association two preliminary reports which have been offered
for comment. And it is our intent to be reasonable and if the econo-
mist can find a better index, we will go forward to the State health
department for a change in our indices. We do not think we have
done a perfect job, sir. Any time one selects indices, one is arbitrary.!

Senator Loxa. Why have you found it necessary to establish de-
tailed controls on your reimbursements to hospitals?

Dr. Freepyax, Sir, in the period of population expansion in the
suburbs, we found that the communities were suddenly finding them-
selves with large numbers of proprictary hospitals and they were
springing up without regard to community planning, without regard
to community need. And as a control, we used our reimbursement proc-
ess to force community planning, working together with the State and
local agencies of government.

Senator Loxa. What have hospitals not. done on their own to con-
trol costs? In other words, what do you think hospitals have failed
to do to control their costs?

Dr. I'reepyax. Sir, the budgetary process has been, over a period
of years, alien to most hospital operations, We feel that the formula we
have projected gives incentive and target for the use of the budgetary
process and its constraints, We feel this is a worthwhile effort on our
art.

! Senator Loxa. Are you satisfied with the quality of utilization re-
view by hospitals and extended care facilities? And, if not, what are
the problems and what solutions would you recommend ?

Dr. F'reepyan. I am not satisfied. The quality of utilization review
by hospitals is from very poor to good or fair. The quality, sir, de-
pends on the devotion of the individuals selected for the committee in
great part, and the organizational structure within the hospital.

I agree wholeheartedly with the recommendations contained in the
testimony given by Mr. T'rensowski that claims review, per se, should
be an intermediary responsibility ; that patterns of care review and ad-

1 See app. A.
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viee should he appropriate functions for hospital wtilization com-
miltees.

Senator Loxa. Do you have any recommendations for resolving the
l)robloms conneeted with level of eare determinations for patients in
wspitals and extended care facilities? ,

D, Freepyeax, Mre, Chairman, nothing is more perplexing and more
difliculi than the adequate deseription of levels of care and their in-
terpretation. T would pray for more clavification. and incorporation
of {his clavification and definition into law rather than intermediary
letiers or administrative advice. ,

Senator Loxa, That is a job for us to do, and T appreciate your
su gostions.

Now in the absence of contiolled reimbursement of hospitals, such
as in your formula, what do you foresee happening to the costs of
hos;)ilnl’cﬁrol?

Dr, I'reepyax, Regardless, siry of our formula or any other, along
with the cost. of care going up, the question is “How high is the
jump?” T think every device that we can manage—and we have not
come (0 the end of the road, T am sure, in our area—must be consid-
ored. But. I don’t hold out any great hopes that cost increases will stop.

Senator Toxa. Many cite increased labor cost as the prime cause
of hospital cost inereases. Do you think hospitals ean make better use
of present. personnel to inerease productivity to any significant
extent.?

Dr. Freepaan. Siry T am sure that is so. One must remember that
the hospital structure has too many bosses within its structure. Serv-
ices aroe ordered by doctors, controlled in part by nurses, and con-
trolled in part by administration legislated under hospital codes,
local, State, and Federal. And there are muny forces at work on how
the personnel ave used in the hospital. I think the most encouraging
sign T have seen is the inereased use by hospitals of engineering stafls,
personnel engineering stafls. And T think if we put enough pressure
on (ho hoospitals through budgetary controls, this practice will grow.
There is meat. there. T can’t estimate how much.

Senator Loxa. What do you think of the idea that we might ex-
periment. in trying to hold down costs by simply paying certain car-
riers, you or someone else, a_certain amount of money mltiplied by
the number of peoplo for whose health yon have responsibility ? We
could try to hl‘o’cato an amount. that would permit you to make n
profit. and hope that you could save something out of it so you would
make aven more profit if you can do the jobefliciently ? '

Doces that kind of appeal to yon? Da you think that there is any-
thing worth trying in that suggestion as a_way holding the cost down
and to put pressure upon the provider and intermediary to help keep
tho cost down? ‘ ,

Dr, Freepdtan. Mr, Senator, T would like to echo Mr. Sibery. We
ara most willing to experiment, most. willing to experiment. The dif-
ficult itoms are the basie assumptions that must be built into the ac-
tuarinl considerations. This cannot be done easily, as the committee
knows.

Senator Toxa. T have scen some private hospitals in my own Stafe
whero the length of stay is half as long as it is in a publicly operated
hospital, and that madoe me think it might be worth trying on an ex-
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perimental basis—to take the stafl that runs the private hospital and
put it in charge of the public hospital for a while and xee what they
can do with it. At least they migll\t. be willing to offer advice and be
helpful in suggesting how greater efliciency could be achieved,

"Phere are just a lot of things that can be done in tha medical care
field to save money. During the course of this morning’s testimony,
Senator Ribicoff and T discussed that in more eflicient hospitals the
doctor-is not the one that draws the blood in a blood test or checks
your blood pressure or heartbeat, or even takes a_cardiogram. The
hospital nonphysician personnel do that work and the doctor then
‘only sits with the patient to see to the patient’s problems and he has
all ‘of that other information in front of him, which results in tre-
mendous savings.

I wonder what you can tell us as to ways to go about obtaining
tlie most efficient use of people where we are paying for their services?

Dr. Freepstan. Mr. Chairman, for many years wo have, together
~with a prepaid group. practice program, known as Iealth Insurance

Plan of New York, sol(\“it‘i‘s‘i‘iﬁa"i\ce; we selling or servicing the hospital
part and they selling the medical services part, We have experimented
with them on incentives for reduced hospitalization and these incen-
tives, tomeand to our stafl, are encouraging.

I agreo with you that we must multiply this type of experimentation
or woeare lost.

Senator Loxe. Now, in the kind of work you are doing, do you
employ competent doctors as medical advisers?

Dr. Freepyax. Sir, that is an embarrassing question, T happen to
bo a doctor, T beliove that we have some of the very best in the field
of insurance administration.

Senator Loxae. Don't all intermediaries have medical doctors to
advise them with regard to how they should handle these functions?

Dr. Freeoyan. T can’t speak to the point, but T can say the doctors
T have met have been vory devoted and concerned,

Mr. Chdirman, T wonld like to ignore the advice that was given
on how to testify and deliver to vour stafl our newest. effort in the
field of utilization control. We believe that wide public exposure of
what is going on may have as dramatic effect as anything else that
is possible, And we have begun a series of community regional con-
ferences in onr area; we called together the political leadershin of
the community, the hospital trustees, the administration of hospitals,
the chairmen of their medieal staffs, the medical society representa-
tives, and put on a seminar. We furnished to them as complete a story
of the events that are occurring in their locale—in this case it was
three counties and in this other case here two counties—that we can
possibly put together.

In these documents, wo publicly announced the rates that we pay
hospitals, the rates we pay hospitals for medicare, the length of stay
by selected procedure of every Ylospital in that area, the profit or loss
of that hospital. And while we have not seen the results of this, we
are very hopeful.

Senator Risicorr. If you yield?

What you did, did this get press and television coverage?

Dr. Freeepyan. We invited the press, but it got almost no coverage.
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_ Senator Risicorr, That is one of the great tragedies. Like you say,
it is only when there is public exposure of the pro%rams, and you
have billions and billions of dollars involved and you have 20 million
people involved and you have a tax concern, a rate concern for every-
one on social security. Yet hore is something you bring out that affects
(hg w!u;:]o community and does not get coverage.

ield.

Sgnatqr Lona, You are paying for an enormous amount of medical
sorvices in the New York area for a great number of people. It seems
o mo ono of the advantages of having private ingurers as intermedi-
aries in thig area would be that you have a parallél interest in help-
ing Lo seo that wo have a good program., |

ow, with the amount of care you are paying for under your pri-
vate plans, as8 woll as your Government programs, wouldn’t that put
you in a position to say, if you want to, to say, “This is really what
wo ought to pay for and this is really all woe ar'e going to pay?”

Dr. FPreepdan. We are accused of that constantly. _ ,

Senator Loxa. It seems to me that is the way you ought to do
business,

Now, it does not bother me to find doctors making a lot more money
than I am being paid as a U.S. Senator; that does not bother me at
all, 1f a doctor makes $60,000 a year and 1 am being paid $42,000, that
does not bother me, provided we are getting most efficient use of his
services. But if we are pi\(?ing for that fellow to be doing work that
n hospital corpsman could be doing and as a result he is not caring
for the number of patients he should be caring for, it does concern
mo. Because we are not getting our money’s worth in that case.

I take it that you are tryin’ito see to it, in cases of that sort, that
wao got the most of what we are buying with our money.

Dr, I'reepxan, We try to.

: Senator Lona. I want to thank you for the good work you are
doing.

So%ntor Risicorr. Dr. Freedman, out of curiosity, do you practice
medicine, or is this a full-time job you have now?

Dr, Freepyan, Yes; this is a full-time job.

Sonator Rinicorr, From your experience, you and your associates,
would %'ou make recommendations in the changing of the law or change
of regulations concerning medicare ? ,

Dr, FreeoMaN, I subscribe to those which BCA offered in their testi-
mony. I think they are excellent, and I think their order of priority
isa correct one, sir.,

Sonator Risicorr, Do you have any suggestions besides the one you
are now offering in which there couid be some pilot or experimental
programs of alternative methods of care or payment or procedures
that would bo worth tryinig? | ,

Dr. Freepyan. I would like to answer your qgestion by answering
a question that Mr. Miller had raised. Senator Miller has raised the
quostion of our effort to have an experimental program under medicare
raimbursement never got off the ground, sir, That was because it was
an optional ‘proigmm and there weore not suflicient providers willing to
tako the risks that we felt they should have taken under the experi-
mental program, :
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I do not believe that optional entrance into experiments is in the best
interest of anybody. I think that you ean have experimental programs,
but I think there should be elear guidelines as to who shall or shall not
participate, and as long as it is left to the option of the provider, I
can’t see it working well,

Senator Ristcorr. You have been operating on this program since
January 1, 1970, and how many returns are in, shall 1 say{ )

Dr. Freepatan, Let me put it this way. We are under severs eriticism
by most of our providers for doing what we think is a good job. This
will ultimately come to hearin fore the State henlﬁx department
and wo believe we will be upheld, sir.

Senator Rinicorr. But when would yon know? T mean January—
well, when did the returns start, a month or 2 months? When do you
start receiving the picture? v

Dr. FreepdMAN, We require quarterly updates of information. I think
to get a clear indieation will take 1 full year of experience, sir, unfor-
tunately, : iy

Senator Risicorr, Senator Miller?

Secnator Mit.rLer. Thank you, Mr. Chairman.

Dr, I'reedman, I enjoyed very much your testimony which is very
knowledgeable and very responsive. I might say T would share in this
point of view that you didn’t get better press coverage, If you have
any inclination to consult with the Vice President, I might be able
to help you,

Dr. Frerpaan. Sir, the Socinl Security Administration has been
very supportive of our efforts and attended our conferences and think
we conducted good conferences for their purposes. Members of Social
Sceurity Administration have come up and sat with usand think it will
get wide exposure. N

Senator Mirrer, I would like to explore further a question raised
by Senator Ribicoff. You mentioned some 200 hospitals are in the
gron?p that are in your plan. Do they have an association of their
own

Dr. IPreepMaN. There are five associations within our area—two, T
amsorry.

Senafor MiLrer. Now before implementing a formula such as vou
discussed before the committee, T take it you probably talked this over
with some of these hospitals? ,

Dr. Freepaan. This year, we did not discuss the formila with any-
body except ourselves, .

Senator M1Lr.er. Would there be a reason why you might not (ake
them into your confidence a little bit, so they feel they have a part
of the nction, perhaps, and might be able to make a_contribution?

Dr. Freepyan, Frankly, there was a time constraint. Negot intions
with hospitals are usually long and drawn out. As a matter of fact,
the discussions we are now having concerning technical change may
tako ns long as a year. We were under a legislative constraint to be
ready to operate on January 1, 1970.

Senator Mirter. Youmean New York legislation?

Dr. Freepyan. Yes, New York legislation.

Senator Miirer. T can understand that. Since this time, since this
went: into effect, no doubt the trustees and administrators have been
discussing with you possible changes?
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Dr. Freenstan. Correct.

Senator MinLer, Have they done it individually or as a group or
associnlion? )

Dr. Freepyax. We asked the hospitals to nominate representatives
(o an advisory committee appointed by ourselves, and they did so,
There is an advisory reimbursement technieal committee nominated
by the various associations from which onr board selected those rep-
resentatives that they felt most capable. : .

Senator MinLrr. Now, has this advisory committee made any writ-
ten commentson this plan?

Dr. Freepyman, They have, siv, They have submitted a statement,
the proprietary hospitals rather have submitted a statement, and we
have, in turn, commented on their statements. That is as far as we
have gone,in writing,

Senator Mirtkn. Will you have copies of their statement and
response? o - S L

| r. Freepman. I do not have, sir. But we will be glad to furnish
them,

Senator Mk, T would like to suggest to the chairman that these
ought. to be included in the record. :

enator Rinicorr. Without objection, the statement and response
will be in eluded in the record.*

Senator Mirrkr. Thank you.

And thank you, Doctor.

Senator Risicorr, Mr. Iansen.

Mu. ITanseN. No questions.

Senator Rmmicorr. 1 again want to thank you, gentlemen, for
coming and commend you for your conrage and willingness to take
the bold, tough step. It is my feeling we need more experimentation
as shown by you, and I might repeat to you it is my hope that after
weo get. recommendations tf;ut {he Finance Committes and the Con-
gress will authorize ITEW to undertake some oxperimental pilot
programs throughout the country for alternative methods of trying
to make this work. L

Wo are all due on the floor. I would appreciate, though, if you
two gentlemen would remain with the other gentlemen from the
Blue Cross Association to answer questions that the staff may have.
I would appreciate it if you would remain for a few moments,

Srare, } it is agrecable, will the Blue Cross Association people
and the New York group remain at the witness table.

Tho first questions are for the Blue Cross Association. What. bene-
fit flows to medicare from permitting provider selection of interme-
dinvies? Tt has been veported to the Staff that some providers threaten
to change intermediaries who are not accommodating. Would that
type of activity be avoided if the Seervetary of TIEW designated inter-
mediaries under part. (A) as he does carriers under part (B) ?

Mr. ‘Tnesyowski, We think the Secretary wnder the statufe has au-
thority to make a determination as to whether an intermediary can
serve offectively and efticiently when nominated by a provider. We
feal when a provider requests switches of intermediaries, the Secre-
tary has authority to make a determination as to whether the swilch
is in the best interest of the program.

t Sco app. \.
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So, we feel that the Secretary has ample anthority to earry out
_ these responsibilities. We also feel that the provider nomination has
been good for program, it has given the provider an opportunity to
select that intermediary, that he has existing channels of communica-
tion, effective provider relationships, and <o on, <o there hax been a
positive result.

Srarr, The Social Seeurity Administration undertook a sevies of
validation surveys which indicated some Blue Cross plans were
making improper payments to extended care facilities. Has the Blue
Cross Association made similay surveys in local intermediaries and,
if so, what were your findings?

My, ‘I'resvowski. There were 18 so-called validation visits made to
Blue Cross plans. As of today, we have seven of those reports from
tho Social Sccurity Administration. ‘The Blue Cross Association has
conducted 52 onsite visitations, seven of which were followup visita-
tions in connection with the same type of validation framework.

The findings in the seven that we have gotten indicate a variety of
instances of nonapplication of the guidelines concerning level of care,
questions of performance in terms of the audit function.

These have all been visited and corrective action has been taken by
the Blue Cross Association in addition to the 52 that we conducted
on our own,

Srarr. A substantial number of Blue Cross plans, according to
social security data, have failed to properly carry out the process of
securing audited cost reports of hospitals and ECI’s in effective fash-
ion. They are not following up with terminated providers to assure
proper recovery of Iederal funds; fail to require completion of cost
‘reports and audits in reasonable time; many reports contain many
errors; and essentially not questioning costs on the basis of being
excessively high.

Iow long are you giving individual plants to improve performance
of these important functions before you propose to terminate them?

Mr, Tresxowskt. ‘There was a series of comments and let me work
backward because I remiémber the Jast first. The question is, “Ilave
Blue Cross plans been taking action in the area of reasonable cost de-
termination? We operafe clearly under the principle of reimbursement
under Government regulations. Iovery cost report that is finally settled
comes throngh the Blue Cross Association before transmitting to the
Social Security Administration. .

Wo presently return about 40 percent of the cost reports to Blue
Cross plans for corrective action. The other part of your question had
to do with, “YWhat have plans done to meet these requirements?”

I don’t think that the burden or responsibility for incomplete cost
reports, timely ﬁli‘ng, delays in audits, delays in settlement, lies with
the intermediary. As indicated carlier in the testimony, there is a
long history associdated with the reimbursement function of the pro-

ram. We have made some major strides in the last 9 months. As of
March 30, we have filed with the SSA well over 9,000 cost reports.

This as a 50-percent increase in the last 6 months alone. YWhy has it
happened ? It has happened because a number of important steps have
taken place. _

First, a series of penalties were applied to nonfiling of cost records
which had a major effect. Another change on the part of the inter-
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mediary is to conduct a limited audit program; another was to ad-
minister a shortcut adjustment form; and, another was to settle the
cost. report without signofl by the administrator on an appeal basis.

Searr. Are you saying basienlly that the problems in ¢ elayed cost
reporting and so on_and other inefliciencies are_those of the pro-
gram and that Blue Cross plans have not been negligent?

Mr. Tresyowski. No. I hope I included in the comment there have
been fundamerital problems in capability of Blue Cross to develop ade-
quate andit staff (o earry out these reports and there has been difficulty
there.

Searr. In your statement, you recommended that a physician’s cer-
tification be ‘necepted as presumptive evidence of covered care, pre-
sumably in an extended care facility. Would you recommend that the
cortification he nccepted us presumptive evidence where the physician
is an owner of the facility involved? N
~ Mr. Tresyowskr, Where the physician is an owner of the facility
involved?

Starr. Yes; or part owner? ,

Mr. Tresxowskr. The reference we made had to do with section 1814
and it specifically roferred to inpatient hospital service. The same
requirement does not now apply to an extended care facility.

ho only point wo made there was the statute mandates our accept-
ance of tho certification and we were simply asking that it only serve
a? prosumptive evidence based upon our subsequent. review of the
claim.

Wo would make the same comment with regard to oxtended care
facilities, whether it is an owner or nonowner physician, and this ties in
with the strong feoling that the claim process ought to be used more
effectively as utilization control.

Starr. Are you saying there that it would not affect the utilization
roview mechanism if you accepted the physician’s certification as pre-
su mlpti ve ovidence of covered care?

Mr. Tresvowskr, I am saying that it would. T am saying there are
two provisions, 1861(IC), which deseribes how the committes is to
function, what accountabilitics are, plus 1814 describing the cortifi-
cation and recortification process and have been confused with our
obl 1$ations to administer exclusions under 1862 of the act, ]

Wo have had diffculties in relating the providers to the claim proc-
oss, What wo say is Congress ought to olarify section 1862 of the act
to bo administered under standards and criteria of ¢claims review, not
withstanding the certification of the physician or activities of the uti-
lization roview committee,

They oiily may snpl)ort the claim review process.

Starr, Yostorday, he committee took testimony from witnesses who
suggested that the skilled nursing care requiremont in oxtended caro
tfpcx]#tms, be ropealed. Do you have any observation on that sugges-

ion

Mr, Tresnowskt, Wo do not agree with that recommendation, I
should qualify, simply becauso the program has to operate within
cortain finaneial limits and there have to be lines drawn someswhere,
if it is not skilled nursing, you have to draw it clsewhere. ,

I don’t have absolute commitment to skilled nursing service, but it
has workéd. It has been diflicult, but it worked.
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Starr. If that concept were adopted, would it downgrade the level
of care that is provided in the extended care facility and turn the in-
tensive care facility into a custodial convalescent homo? .

Mr. Tresvowskr., I wouldn’t use that word “downgrade.” T think
it would change the benefit. The benefit is an extended care benefit
requiring continuous skilled nursing care, & new concept in health care
certainly, but a concept that has been under operation for 3 years. 1f
you took it away, you wonld change it to something else.

Starr. Tf T understand the suggestion made yesterday, these pro-
posed changes in the statute, of relying solely on certification and of
climinating the requirement of the skilled nursing care, would be
offset. by tightening up on the other side by cutting the 100 days of
care in half. .

Now, if you tighten up on one side and loosen up on the other side,
what are you doing to the net cost of the program?

Mr. Tresvowskri. Tt is not a plus-one correlation, because, in the
first easo, you are changing the benefit. In the second case, after youn
change the benefit, you just restricted the scope of the benefit. Tt is not
the same thing. You are not providing extended care benefits by elimi-
nating continuous skilled nursing service.

You may come out the same in dollars but you have changed the
benefit. ‘

Starr, Dolyou have any experienco on the number of days of care

that ave rendired in extended care facilities that would enable you to
judge whetheg or not cutting the period in half would result in any
savings of mogey if you loosened up on the coverage criteria?
- My, Tresnowskr. I do not have information readily available on
that. I would speculate simply that if you reduced the criteria for
covered care, your use would go up. That is because this is not neces-
sarily & medical problem that is faced but a social problem.

A major significant policy is here as a matter of fact. What do we
do with the aged population who have a need for some type of cither
custodial or institutional or shelter care service?

Now, if the medicare programs choose to meet this need, so be it.
At the present time under the law, it has chosen to meet a specific
medical need and not the social one.

Starr. What information does BCA have as to the amount being
paid by medicare to hospital based specialists such as radiologists and
pathologists and to what extent if any has the medicare reimburse-
ment method increased the componsation of those specialists?

Yesterday, the carrier group in essenco recommended that the law
be amended along the lines of the Douglas amendment which tho Sen-
ate rnssed in 1065, Yith respect to the hospital based specialists, pre-
cisely what do you know about their total ¢ompensation ?p

‘Mr. Tresyowskr. In testimony hofore this committes in the latter
part of 1967, we identified that the provision of payment for hos-
pital based physicians under part s S) funds had apparently stimu-
lated an fnereaso in‘costs. As a result, the 1967 amendmoents provided
for the combined billing option for pathologists and radiologists.

_ An intoresting thing has happened as o vesult. A vast majority of
those have chosen to go back to combined billing and this has given the
intermediary an opportunity at the time of final settlement to make a
determination as to whether the amounts paid out of the part (A) or
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(B) fundsare related to the compensation received by those gentlemen,
so it has given a greater opporfunity for control. )

Starr, Do you have precise data as to the specific amounts going
through the program to specific specialists? , -

Mvr. T'resnowskr, Where the radiologist and pathologist has elected
combined billing, we do. Where he has not, and he continues to split
the bill, the portion of his billing submitted to the carrier, we would
not then have that information. : -

Starr, No one seems to have that information.

Mr. Tresnowskr. We do have the administrative components and
under combined billing we have both. . |

Starr. The staff strongly recommended in its report simplifieation
of tho cost finding and aunditing process in medicare, Dr. Freedman
deseribed what New York City has done. Do you have suggestions
beyond the approach of the New York City plan with respect to
simplification of cost finding and auditing other than your average
per diem recommendation? , »

Mr., TresNowski, No, we support that. Wo think there are ad-
vantages to the cost reimbursement system which includes cost finding
and determination of allowable costs. Our concern was with the specific
method aplplied in the medieare program,

Starr. T don't recall if Senator Williams asked you, but what is
your judgment. as to the relative cost of going to your adjusted average
per diem reimbursement as opposed to the present method of medicare
reimbursement ? Would it be greater, less, or about the same?

M, "Tresxowskr, Up until January 1 of this year, one of the options
available to all-inclusive rate providers was payment on the basis of
93 porcent of por diom,

While 93 poreent was chosen on the basis of studies done by the
Social Sceurity Administration actuaries as representing the dif-
ferential between full per diem and the amount we paid under RCC,
wo don’t know exactly what the adjusted per diem would be.

I suggosted it. would be perhaps in the range of 95 to 96 percent. to
Senator Williams. The margin that we are projecting here would
not bo significantly different from the RCC approach but administra-
tive cost savings would be sizable.

Starr, But do you think it ought to be examined carefully on a
sample basis to determine the differences? )

Mr. TresNowsk1, Absolitely,

Starr. Social Security conducted a survey in 1968 which showed
that 47 percent of the hospitals surveyed were not conducting sample
reviews of admissions, Now, that ig a statutory requirement. Exactly
what is BCA doing to assure that such statutory requirements are
being complied within each intormediary area ? ‘

My, Tresnowskr, In the latter part of 1966, about 5 months after
wo ontered the program, the Blue Cross Association prepared a de-
tailed checklist porformance eviluation outline for the member plans
to apply in evaluating certification, recertification, and the statutory
UR requirements. 7 ‘

Wo have sglpervjsed the plans in the carrying out of the checklist re-
quirement. We roissued an update of that information to assure that
our obligations in that regard are being carried out plus the advice to
the State health department where we find noncompliance.
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Starr. Do you have sample audits on these plans?

Mr. Tresyvowski. I do. .

Starr. Has the Blue Cross Association evalnated the New Y ork City
reimbarsement formula and have you taken any position on it?

Mr. Tresxowskr, We have evaluated it in some depth. We spent
considerable time with the New York plan going over it. I think Dr.
Freedman pointed out earlier that forinula was developed in specific
response to a State law and that the aspeets of that formula, the de-
tai{cd‘nspocts are related to the peculiar conditions in New York State.

Wo think that that formula does meet the eriteria that we estab-
lished, it does provide simplification and predietability and we think
there are incentive features built in. L

Starr. Do you think the formula is capable of being administered
in most. areas of the country ? , , )

Mvr, Tresxvowskr. We had a long and, I think, bitter experience in
the administration of onc type of reimbursement system, RCCAC
throughout the United States on a variegated hospital system. We
would not recommend in favor of a single method.

Wo think there onght to be experimentation pursued vigorously to
find out if varying schemes can be applied.

Srarr, Fxactly what is ench Blue Cross intermediary doing to in-
sure proper utihzation review in each area? Precisely how does each
of your plans determine that every hospital has a properly function-
ing and-effective utilization review program?

My, TresNyowski. T think it was partly answered by the previous
answer. Based upon this extensive checklist we prepared in the latter
part of 1966 in an evaluating sense, it gives a step-by-step proecedure
that each plan should follow within each hospital to evaluate compli-
ance with certification activities,

Starr. Are you satisfied that, in facet, in each plan area the hospitals
are properly functioning within the utilization review plans?

Mr. Tresnowskr., The plans are not satisfied and reported back and
wo find widely varying performance. Dr, F'reedman indicated very
poor to fair and good. Our evaluation of it shows there are excellent
functioning utilization review committees.

Starr. How would you evaluate institutional review nationally?

As Dr, Freedman pointed out in the New York metropolitan area,
he rated his from poor to fairly good.

Mr. Tresvowsxr. There are some good examples of utilization re-
view and some very poor ones, Tt is diflienlt fo determine. A lot de-
pends on the charactoristics 6f the provider. As he pointed out, who
vou have on the utilization review committee, what the commitment
of the board is.

Starr. ow would you rate it ?

Mpr. Tresyowskr, T would say there is a range, there is a wide range
with the bulk of them being in the category of fair.

Starr, What is it that makes one better thananother?

Mr. Tresvowsrkr That is'a good question. There are no real elear
measures of performance in this regard unless one wants to seek per-
feetion and clear administration in accord with the lotter of the law
and regulations. T think if one wants to do that, we would find few
hospitals meeting the eritorin; that is, complete compliance with the
letter of the law,

42-122—70—pt. 2——10
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Our criteria is, “Is there a commitment on the part of the utiliza-
tion committee to do the job rather than to meet just the form of
the statute and regulations and are they substantively going about
their work of effectively following the regulations?”

Most of them are in the “fair” category in that regard because
most are committed to the proposition. N

Srarr. Dr. Freedman, do you want to add anything?

Dr. Freepyan. I would say we have hospitals with short lengths
of stay with poor committees and hospitals with long lengths of stay
with good commit(ees. This is a most difficult evaluation to make. )

Srarr. Do you regularly get data from each Blite Cross intermedi-
ary or subeontractor concorning claim denial rates in each plan and
the durations of hospital or KCI' stays by diagnoses and treatment?

My, Tresvowskr. On the first question, claim denial rates, we do get
such data.
~In terms of lengths of stay by diagnosis, we do not get data on
those. We had an admonition from SSA not to accumulate that data.
‘This was to be prepared nationally and transmitted.

Srarr. Have they transmitted that information to you?

Mr. Tresxowskr. Not as yet. , _

Starr, Do you think the data would be helpful to you in making
comparative studies on utilization?

Mr. TresNowskr. Data is a fundamental aspect. of utilization. You
have to examine the performance. o

Starr, In your relations with the Social Security Administration,
do you experienco any difficulty in flow of information back and
forth? Do you find that the flow of information is smoeoth and ade-
quate? Are you getting the sort of information and regulations you
can administer? Do you ses any ways you can improve the flow of
information?

Mr. Tresyowskr. Our relation with the SSA is a good one, Our
communications are quite open. We communicate quite actively back
and forth on program policy. I think one can characterized our rela-
tionship is that wo have learned to agree and disagree with a certain
amount of sophistication. : o

Starr. Do you ever think about that question, Dr, Freedman?

Dr. I'reepMay. One of the staff members described it as construc-
tively abrasive, I thought it was a wonderful description.

Srarr. Was that “constructively abrasive?”

Dr. Freepsran, I think that is the most desirable kind of relation-
ship you can have, o ‘ , ,

TavF. That is fine. T think that is the kind we do have. We have
some more questions of AHS, You noted that New York State re-
quives approval of health facilities construction by the local plumbing
council and then by the State planning couneil. ,

. Do you think that such mandatory planmning has proved valuable
in ?roventmg unnecessary construction and expansion of health
facilitios? ! , _

Dr, Freepdran, There is no question. It has done such things as con.
trol a chain oporation, It has effected such things as unnecessary con-
struction, or badly ‘planned rennovation. It has had a tremendous
impact, yes. *
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Starr. Do you believe that mandatory planning in all States by
qualified agencies would assist in moderating the rise in hospital and
extended care costs?

Dr. Freepaay. It is long-range planning and one does not garner
the benefits of long-range planning and construction planning and
renovation planning in a few years.

T'o go any other way would be madness. If we want to solve the
problem in the next 10 or 20 years, this is the only correction I can see,

Srark. In the staff report to the committee, the staff recommended
that planning agencies ‘)e broadly representative of all providers of
health care services, and not dominated by any single one provider,
in order to avoid emphasizing one type of care to the possible exclu-
sion of less costly alternatives.

What is your feeling about that?

Dr. Freepyay. I feel that, but I think it also must be broadly rep-
resentative of the community. Our planning councils are. V

Srarr. Subject to the conditions which I believe Senator Miller
indicated earlier as to qualification?

Dr. Freepyan. Yes. In other words, the beneficiaries, the subserib-
ers are represented, industry is represented, unions are represented,
Erovgders, or all kinds of providers are represented. It is a broadly

ased organization. ‘ A

Starr. With respect to your uniform financial and statistical re-
port forms, presumably they can be used nationally?

Dr, IFreepaan. Sir, I am not qualified to answer the question be-
cause I an not a specialist in reimbursement. 1 would defer.

Srarr, Do those uniform cost reports solve any of the problems in
cost finding apart from the duplicative submission of data?

Dr. FreeoMaN. Yes. They are so organized they can Ik easily com-
puterized and easily analyzed in a uniform method. It gives you the
input from which to make an excellent judgment.

rarr, Has BCA evaluated your uniform financial statistical re-
porting procedures and forms?

Mr, Tresyowsk1, We have, It qarallels much of what has been de-
zelola(cd under the uniform standards for the medicare program. I
think there are some significant variations in it. We have a uniform
‘gystem under medicare. Whether it is the best one is a question, but
thero is no reason that one can’t go with the uniform,

Srarr, It is used, as such, for Blue Cross and medicare and
medicaid? A _

Mr. Tresnowsk1, That is something before us at the moment. One
of the problems with the uniformity %n cost reporting has to do with
the character of benefits being administered and also principles of
allowable costs involved.

If thero is a distinction between the two programs, then you have
a different form of reporting. If you can come to agreement on what
should be paid for, then you have an opportunity for uniform report-

ing,

%mr?. This is a question for Dr. Freedman and/or BCA: What
proportion of your medicare reimbursoment to hospitals would you
estimate is attributable to cost finding expenses and ‘other clerical ex-

penso beyond that ordinarily incurred by hospitals? That is, those
costs which are pecilliar to medicare?




e~ ke s

e ¢ st T B

330

Dr. Freeopsan. I have not the ability to make judgment on it. If
yvou wish, we will make such an estimate and give it (o you. Mr.
Ingraham is a specialist in this field and T would relny the question
to him.

Srarr. We would appreciate that.

Dr, I'neknyan, May I make sure that we have the question. You
are interested in the additional cost, if any, for the provider and any
additional cost, if any, to the intermedinry.

Srarr. Well, we have the intermediary cost data. Tt is simply in
terms of (he providers overall costs, what proportion of the cosis con-
sist of unique administrative cost finding expense?

Dr. IF'reepymax. Weshall be glad to suppl y‘lt.

(Information supplied follows:)

GREATER NEW YoRK'S BLUE CRoss,
New York, N.Y., April 27, 19%0,
Senate IMinance Commillee,
New Senate Ofice Butiding, Washington, D.C. S
"Dirar Sk With respect to your inquiry concerning the expenses of cost finding
and eclerical functions incidental to the Medicare program, I have some very
mixed emotions. As to cost finding, there is little doubt that the accumulation of
the stutistical data necessary to cost finding involves an expense partléularly as
the size of the hospital grows. But as the size of the hospital grows, the expense
beeomes loss and less materinl to the point where, In terins of refmburscment, it
becomes measured it the level of n penny or two per patient day, i€ that much.

In the smaller Institution, cost finding appears to be pretty much a waste of
time, Most hospitals of 100 heds or less provide two basle services—inpatlént serv-
fres and emergeney ambulatory services, It fs a comparatively simple problem in
cost anulysis to esthinate the costs of the emergency depariment and subtraet
them from the known total costs of the institution leaving, by exception, the cost
of the inpatient service. ‘he thought of doing stepdown cost distributions in n
two functton hospital Is ludierous on the face of it.

Nevertheless, cost finding in a multi-function institution i not only a must for
reimbursement purposes but is also a must for hospital management purposes.
Ifor the lite of me, I fail to understand how the administrator of a multi-function
institution conld make Intelligent decisfons without knowing his costs, -

Incldentally, you know that we have established a compiler program which
does the tedtous arithmetle involved in cost allocations based on the statistical
Information that the Institutions have given to us. The cost of such computer
application As quite small and takes the sting out of the actual work of preparing
the annual financial report. ‘

As to clerical expenge, my best guess is that one Medicare bitling clerk would
be needed for approximately overy 200 beds in the institution. This is somewhat
an off the top of the head kind of guess but should not be too far out of line.
Ineldentally, it closely approximates a requirement for Blue Cross billing clerks.

1 hopie that the enclosed matcerial and information s along the lines that you
need. If not, please da not hesitate to get in touch with me and we will see that
vout get whatever it is that you need,

Sincerely, -
) JAMES INGRAM,

Starr, Now, you discussed prospective reimbursement recently, as
has BCA, and outlined some of the advantages. Does it have any draw-
backs and what are they? L ’

Dr. Freeoyax, I will give you what is quoted as the outstanding
difliculty by the ])IY)\'I(I()I:S. In an area of union negotiations, midyear,
a prospective rato established based on history of a past year canses
difeult in reflecting the union’s settlement or the potential of the
union’s settlement and its offshoots in even the nonunionized hospitals.

‘This may require periodic interim adjustments during the year
based on massive union settlements and even unionized and nonunion-
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ized hospitals. I think this is one of the main characteristics of the
difficulty. ,

Mr. Sisery. I would add, sir, that if the risk-taking on the part of
the provider is really going to be meaningful, then certainly the pro-
S{)CC(“’O rate has to be one that is very close to what you can predict
they will incur in the way of experience.

Wo feel that probably the greatest disadvantage to the prospective
rate going beyond just a labor component, woulﬁ be that in order to
avoid reviews periodically during the period of time, that there would
bo a tendency fo build in'a factor, a contingency factor or something,
in order to give them some anticipated area of flexibility.

Risk-taking implies that you do a good job of planning, which
means setting goals, translating those into objectives, translating those
objectives into resource requirements budgeting and then setting a
prospective rate that is vealistic.

‘This will reguire an evolution, but if we go to the prospective route,
T think we have to avoid the tendency that many are pushing for to
having a contingency in there that will not require a reevaluation to
determine whether or not the risk was unreasonable that they were
asked to take. .

Srarr, Just one more rather basic question, There has been talk of
underwriting in medicare in both parts “A* and “B” and also for
medicaid. If Blue Cross were to underwrite, would there have to be
a substantial risk factor because of the high risk nature of the popu-
lation involved?

Mr, Sipery. Certainly, you have to have your risks well identified
in order to make reasonaf)le actuarinl projections and the risks involve
the number of people involved and what you reasonably anticipate
they might use during a given period of time, . -

T think medicare would provide a much moro difficult problem for
us in one sense of the word, in trying to make accurate actuarial pro-
jections as compared with medicaid, but depending upon the Com-
missioner attitudes i the various States, we feel with our long
experience under- the Federal employes benefit programs and other
programs, there can be a means dovised which would involve under-
writing and risk, perhaps in combination with other techniques.

The point T was trying to make earlier, and T would want to re-
emphasize it here, is that we feel it is worthy of careful exploration
and we use our efforts to explove it at great depth,

Stare. There have been suggestions that supervisory physicians in
teaching hospitals should be reimbursed only under part (A) of the
program—the part that you administer—and we would like to ask
vou if you see any problems, if that were to come about ?

Mr. Tresvowski, Wo made a recommendation in the testimony:.
Wo did not. recommend it become a part (A) benefit but stay as “B”
funded benefit, but that the supervising physician in the institution
l\\:llt'(gl'o an arrangement exists be afforded opportunity to combine
illing,

This would place the administrative responsibility on the (A) and
(B) area. I think we could make a trust fund adjustment at the end
of tho year. That was our thought. V

Starr. Very simply, in the case of a full-time salaried staff member
who has been billing on a fee for service basis for institutional ward
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patients, tho staff recommendation was essentially no ayment of
feo for service, but that payment be made as a hospital cost only.
That is wheroe the teaching physician is reimbursed for administra-
tivo, teaching, and patient care functions, it is too difficult to separate
those items out because it varies from minimal to extensive, patient
l)yl patient, and therefore pick his compensation up as hospital cost
only,

1\%. Tresxowskr, You accomplish the same thing with our recom-
mendation, It réquires that the total amount of payment out of (A)
or (B) be related (o his compensation so you get to the same end
without disturbing consideration of trust funds.

Srarr. Dr, Freedman, do you have any suggestions on the teaching
physician problem?

r. Freepyan. Wo have built into our formula a netting out of
earned income under any system of practice against the salary paid
undor any arrangement, ,

Starr. Doctor, doesn't it work like so: if the salary is $40,000 a
year for the full-time physician and he generates $200,000 in fees,
you off'set. $40,000 a gninst’ tI):o $200,0007 -

Dr. Freeoaax. The principle wo were following was we did not,
want to pay for it twice, wo thought it was the greatest Eroblem.
The fact that hoe rendered $200,000 worth of services may be justi-
fied and rojustified. However, we could not pay for it twice, therefore
wo netted it out. This was what we were trying to avoid.

Starr, Thank you, gentlemen, for the cooperation you have given
us today and pursuant to the chairman’s direction the committee is
in recess until 2 o’clock.

(Whoroupon, at 12:25 p.n. the committes recessed until 2 the
same day.)

AFTERNOON SESSION

Senator Rinicorr. The committee is in order. .
Our first witness will be Mr. Robert Thomas, accompanied by Fred
Rothenberg of Blue Cross, southern California,

STATEMENT OF ROBERT J. THOMAS, VIOE PRESIDENT, GOVERN.-
MENT AFFAIRS, BLUE OROSS OF SOUTHERN CALIFORNIA; ACCOM-
PANIED BY FRED ROTHENBERG, BLUE OROSS OF SOUTHERN
CALIFORNIA

Mr. Troxas. Mr. Chairian and members of the committee, I am

" Robert J, Thomas, vice presidg?__l; of Government affairs of Blue Cross
of Southern Californin and with me is Mr, Fred Rothenberg, manager

of health services reimbursement, to assist in answering your questions.
I have already prepared a ro?o’rb and submitted it to your com-

mitteo for the record and I would like, with your permission, to make

a vory short summary statement of timt report, ‘
Senator Loxa. That is fine. Your regular statement will go inthe

record and you may proceed and give Your summary statement, sir,
Mr. Twodas. Thank you, Mr. Chairman.
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Blue Cross of Southern California is one of the largest Blue Cross
plans in the Nation and also one of the largest intermediaries for both
medicare and medicaid and shares the concern of your committee in
rising health care costs,

" Because of this concorn, we are very actively working with hos-
pitals and other institutions in_southern California experimenting
with new alpproaches in the providing of health services. Our involve-
ment is in three major areas. _

More officient utilization review is one. Alternate methods of deliv-
ering health care services is another, and the third is incentive
reimbursement for efficiency of operation,

In the area of utilization review, working cooperatively with the
Social Security Administration, we are presently conducting a pilot
project in California’s Riverside and Santa Barbara Counties where
the medical societies of those counties have established utilization re-
view committees to review all of the bills of all of the extended-care
facilities in those counties.

The payment for the committees® sorvices and also the review of the

cominittees’ activities are carried on by Blue Cross as contractor and
so there is no fiscal relationship between the providers and the
committees,

Wo believe this gives a more uniform and more objective review of
ECF claims, Los Angeles County Medical Association is presently
discussing with the Social Security Administration the feasibility of
extending this pilot project to include Los Angeles County.

Under Medi-Cal, which is Californin’s medicaid, we are (?e\'clo ing
a coordinated utilization review activity with Blue Cross of Northern
California and California Blue Shield, where we are establishing
computér profiles of providers, doctors, and beneficiaries, too, so that
wo will be able to compare and develop ratios and norms on a state-
wide basis, both by area and type of provider.

We think this will give a great deal more uniformity and flexibility
in' determining patterns of care throughout the State and pinpointing
areas of abuse.

In the area of new methods of delivery of health care, we have
recently reached agreement for a joint prept?vmom. program with
Ross-Loos, o 50