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I. CATASTROPIiI HEALT- INIsURA'N.CEc

The committee has tentatively approved the following elements of
an employer-based catastrophic health insurance program.

1. Single, fixed dollar annual deductible.-The program would use
a single, fixed dollar amount of $3,500 per year as the catastrophic
deductible threshold under any employment-based health insurance
plan. This would be an absolute maximum limit on the amount of
covered health expenses for which individuals or their families would
be responsible, after which catastrophic benefits would be payable in
full. Individuals and families could choo.,e to pay the deductible
amount from personal funds or could insure against part or all of such
liability

2. "'ldexing" the deductible.-The catastrophic deductible would
be adjusted from time to time ("indexed") to reflect increases in the
prices and utilization of covered health service. The indexing of the
deductible would begin only after 2 years.

3. Covered 8ervicee.-The catastrophic health insurance program
would cover, as a minimum, at least the types of services presently
covered under the medicare program.

4. Definition of employer.-All employers with at least one full-
time eipj)loyee would be required to provide and contribute financially
toward the cost of a catastrophic health insurance plan. Employers
would include solf-insured employers, nonprofit organizations andtihe
Federal Government. Coverage of State and local government employ-
ees would be voluntary with the State and local overunent. Coverage
of the self-employed would not be mandatory tut the self-employed
would be assured access to coverage from a qualified insurance pool.

5. Employee share o.'f u i.urance pren/um.-Employees could be re-
quired to pay up to 25 percent of the premium costs for catastrophic
henalt h insurance protection.

0. Coverage of dependent.--To be qualified, a catastrophic health
insurance plan would be required to provide protection for dependents
as well as for workers. The definition of dependents would include de-
pendent students, dependent children and other persons meeting the
definition of dependency under the Internal Revenue Code.

7. Effective date of coverage and continuation of coverage.-Eniploy-
ees and their dependents would be covered beginning no later than the
day following completion of four consecutive wteks of full-tinge em-
phlovilent. (F1ull-time employment would be d( fined as an average by
the eniployee of 25 hours or more per week.) Coverage for workers
who have been employed for at least 3 months would continue for
up to 0 days following separation from regular employment, or
until the separated employee obtained coverage under another ap-
proved employer plan. Workers employed for less than 3 months would
be entitled to continue coverage following termination for a period
of not less than 30 days.
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Coverage of a previously dependent spouse or children would con-
tinue for at least 30 days following lega separation or divorce.

In all of these ca.ss of continuedcoverage, the employer would con-
tinue to pay the regular group premium with the foriner en. loyee,
the widow/widower, or separated or divorced spouse responsible for
any previously required "employee contribution". Also. in all these
cases of extension of group coverage, the luq.,sons covered would have
the right to convert to an individual policy at the time their group
coverage expires.

8. Preeziating conditions.-An approved plan could not. contain an
exclusion or limitation of coverage for preexisting medical conditions.

9. Standards for insurer.--Certain standards and qualifications
would be established for insurers (including self-insurers) which offer
qualified employment-based catastrophic health insurance. Such stand-
ards, specified by law, would deal with the financial soundness of the
insurer, the adeqluacy of the benefits under the qualified catastrophic
health insurance plans offered by the insurer and other matters.. State
insurance departments would determine whether an insurer and its
qualified catastrophic policy or policies meet the reqInirements of Fed-
eral law and the regulations of the Secretary. The Secretary would
monitor the performance of the agreed upon certification pIroess of
the State departments of insurance and could, under certain cirenii,-
stances and for good cause, assure compliance at his own initiative
with respect to a given State. The Secretary could also under certain
circumstances handle appeals by insurers dissatisfied with a State
determination. The Secretary's determination of an appeal would be
final.

10. Employer sbs8idy.-A tax credit would be provided to emllov-
er.s based on the amount of the employer's payroll costs which exceed
102 percent of what those costs would have been had he not ulpgrded
his employees' insurance protection to comply with the requirements of
the legislation. The credit would be equal to 80 percent of the ex'e~ s
mandated payroll costs in the first year. d70 percent in the second year.
60 percent in the third year, and 50 percent in the fourth year and
thereafter. The portion of the excess mandated payroll costs paid by the
employer would not be tax deductible.

11. Coordination of benefit.--A coordination of benefits (COB)
provision is included in most private group contracts (not individual
coverage) in order to prevent an insured individual from receiving
more than 100 percent of covered health expenses. In the case of mul-
tiple coverages, the insurer that is determined under the COB provi-
sion to be primary pays its regular benefits. The second insurer pays
the lesser of (1) its regular benefits, or (2) a reduced amount which,
when added to the benefit of the primary insurer, does not exceed 100
percent of allowed covered expenses.

All group catastrophic health insurance would provide for coordi-
nation of benefits so as to avoid duplication of benefits and to allocate
responsibility for payment of claims where more than one insurer is
involved. This COB provision could not provide for coordination of
benefits, under the employer mandated policies, with respect to indi-
vidual policies individually purchased and paid for and which might
or might not directly overlap benefits under the mandatory coverage.

12. Failure by employer to pay premiums.-There will be situations
where an employer will'be unable to pay, or otherwise fail to pay, the re-
quired premiums-e.g., because of bankruptcy. In these cases, the in-
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surer would be required to continue coverage of the employees for 30
(lays (with right of conversion) following the date of "bist efforts"
notice to the employees collectively and individually. Subject to pen-
alty, the employer would be required to cooperate in notifying em-
ployees of the nonpayment of premium.

13. Pool.--There is no requirement that any given insurer must
provide a qualified catastrophic benefits policy at 2 reasonable prezniuiil
to any employer group or individual requesting to be insured.

Among the reasons for which coverage might not be provided-or
where provided initially not renewed-are the high-risk nature of an
employer's business, or adverse claims experience of the group. An in-
dividual might be rejected because of prior clainis experience or
medical history. In other iiatances the individual applicant might not
be able to afford the higher premiums charged to nongroup members or
to those with problem medical histories. Further, policies sold on a non-
group or nrstricted group t lasis may contain limitations or exclusion.
of benefits effectively diluting protection against catastrophic llne•-.
expense.

All qualified insurers, self-insured employers and health main-
tenance organizations in an area would be required to participate in
residual "pools" as a source of catestrophic health insurance for firms
and individuals who elect that source of protection. Premiunis for
coverage provided through a residual pool could not exceed 150 percent
of the average premiums charged small employer groups. Any ad-
verse experience of a jxool would be borne proportonatetv by the in-
surers and other parties that underwrite the pool.

14. Coverage i& the territorics.-Em ln p]over coverage would not be
lanalated in Puerto Rico and the territories 'unless the Chief Executive

Officer of the jurisdiction formally notifies the Secretary of Health,
Education an 1 W1elfare of the jurisdiction's desire not to participate.

47-624- 79---2



II. MoDIniCATIONS TO M1EDICARE AND MEDICAID

PROVISIONS RELATING TO HOSPITAL

1. Criteria for determining reasonable coat of hospital eerv-
ices.--On June 13, 1979, the committee approved section 2 of
S. 505. This section would modify the method of reimbursement
for hospitals under the medicare and medicaid programs. Under the
new method, which would be effective with hospital reporting periods
that begin after June 30, 1980, reimbursement for most-of a hospital's
inpatient routine costs (essentially costs other than such ancillary ex-
pe.nsi as laboratory, X-ray, pharmacy, etc.) would be related to a
target rate based on similar costs incurred by comparable hospitals.

This initial system, described more fully below, would be studied
and extended on an as-ready basis. Based on recommendations of a
proposedH ealth Facilities Costs Commission, a permanent system
would be developed over time which would establish payment rates
and provide incentive payments with respect to all hospital costs and to
costs of other institutions and organizations which are reimbursed on
a cost basis. Continuing efforts would be made by the Commission to re-
flue and improve the system of classification and comparison so as
to achieve the greatest equtitv possible.The Secretary would appint the members of the new Health Fa-
cilities Costs Commission on or before January 1, 1990. The Commis-
sion would consist of 15 persons who are expert in the health facili-
ties reimbursement area. At least three of the members would be rep-
resentatives of hospitals and at least eight would be representatives of
public (Federal, State, and local) health benefits programs. (See item
8, p. 10 for provision dealing with review of payment policies for out-
patient hospital services.)

The method of reimbursement established by the bill for routine
hospital costs would be as follows: Comparisons among hospitals
would be made bv:

1. Classifying hospitals in groups by bed size, type of hospital,
rural or urban location, or other criteria established by the the
Secretary; and

2. Comparing the routine costs (as defined for purposes of
applying the medicare routine cost limits under present law) of
the hospitals in each group, except for the following routine vari-
able costs: capital and related costs; cost of education and training
programs; costs of interns, residents and nonadministrative
physicians; energy costs: and malpractice insurance costs.
en classifyinq hospitals by type, hospitals which are primary

affiliates of accredited medical schools would be a separate category,
without regard to bed size.

A per diem target rate for routine operating costs would be deter-
mined for each hospital by:

1. Calculating the average per diem routine operating cost for
each group of hospitals under the classification system (excluded

(5)
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would be newly opened hospitals and hospitals which have sig-nificant cost differentials because they do not meet standards and
conditions of participation as providers of services); and

2. Determining the per diem rate for each hospital in the groupby adjusting the labor cost component of the group's average perdiem routine costs for area wage differentials. In the first year ofthe program only, an adjustment would be allowed where thehospital can demonstrate that the wages paid to its employees aresignificantly higher than the wages other employees in the areaare paid for reasonably comparable work (as comlrared to the ratio
for other hospitals in the same group and their areas).The Secretary would adjust the per diemi target rates by adding anannual projected percentage increase in the cost of routine gooit andservices hospitals purchase, with an adjustment for actual changes at

the end of a hospital's accounting year.
Hospitals whose actual routine operating costs fell below their targetrate would receive one-half of the difference between their costs andtheir target rate. with the bonus payment limited to 5 percent of theirtarget rate. In the first year, hospitals whose actual costs exceededtheir target rate, but were no more than 115 percent of that rate, wouldbe paid their actual costs. Those with costs above 115 percent of theirtarget rate would have their reimbursement limited to 115 percent of

the target rate.
In the second and subsequent years of the program, the liospital'smaximum payment rate would be increased by the actual dollar in-crease in the average target rate for its group during the precedingyear. In calculating the group averages, one-half of costs found ex-cessive would be excluded from the calculation.
Adjustments to a hospital's target rate would be made for chan,,esin the hospital's classification. Hospitals which manipulate theirpatient mix or patient flow, reduce services, or have a large proportionof routine nursing services provided by private-duty nurses would alobe subject to an adjustment. Also, a'hospital would qualify for anyhigher target rate that is applicable to the hospitals placed in the In-d-size category which contains hospitals closest in be( size to its actual

bed size.
Adjustments would be made to the target rates of lho-pitals whiichdemonstrate that their costs exceed their rates bectau.,e of (1) lowutilizatiovn justified bv unusually high standby costs neve:.,ary to meetthe needs of. underserved areas; (2) atyjpical cost patterns of newlyopened hospitals; (3) services changed for such rea.-ons as consolida-tion, sharing, and approved addition of services among hospitals (e.g.,costs associated with low utilization of a new wing) ; and (4) greaterintensity of patient care than other hospitals in the samAe category.Some hospitals have consistently shorter lengths of stay in treatingpatients than their group average for a reasonably similar mix o0'

patients with comparable diagnosAs. To the extent that a hospital candemonstrate that the shorter stays result from an "intensity" of serv-ice wlhicli makes it necessary for the hospital to incur additional costs,such additional costs per day, to the exent reasonable, would be recog-
nized under the "intensity" 'exception provision.
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Hospitals would be exempted from the proposed cost limits if: (a)
the hosital is located in a State which has a generally applicable lhos-
pital reinburzement control systemiii which applies at lea.,t to the same
hospitals and kinds of costs as are subject to the new reimbursement
reform system: and (b) the State demonstrates to the satisfaction of
the Secretary that, using the State's system, total medicare and medi-
caid reimbur•sable costs for hospitals in the State will be no greater
than if the Federal system had been applicable. A State which exceeds,
in the aggregate, thie costs which would otherwise have be en paid under
the Federal programs for any 2-year period would be covered under t lie
Federal limits beginning with the subsequent, year. TIhIe amount of the
excessive payments wouhI be rtcoulpd over subsequent periods throu gh
appropriate reduction (not in excess of 1 percent annually) in the
cost limits otherwise applicable.

States which obtain a waiver would be reimbursed for the inedicare
program's proportionate share of the cost of opetrating the S: ate re-
imbu.-rement control system. The State's n(bdica id prol'ogra i wolihl p)a
its proportionate share of costs, which would be natcytable with Fed-er/ud as an administrative expen.,e.

Medicare and nimdicaid would also pay a prolmrtimiate share of
startup costs of approved State r'imnbur.,cuaent control ..3ystemls. The
Federal share of the startup costs would be the :a-me proportion am
the Federal payment for inpatient hospit'il costs in the State bears to
the total inpatient hospital costs which are subject to the State system.
For exailip l. if the Federal Govermlent pays, through medicare and
medicaid, 40 percent of the total hlO.-lital costs in the State that ame
subject to the State system, it would be liable for 40 percent of thle
State program s startup costs.

The committee ap)rovcd a modification of the l)rovision which is
designed to ease transition of the proposed reijaiburl.semelnt sv.-temo. The
amendment provides that only one-half of the incentives an'd penalties
woulh be applied during the first two years.

On June 14, 1979. the committee -!pproved an a(dlitional modifica-
tion to section 2 that would permit States with deinonstrated an8d av-
ceptable cost containment systems to be exempted froti the c'riteria
set forth in the section in addition to those States with acceptable
mandatory programs.

.. Payineids to pronwt. cloxhig and conversion of ui,',.usetI fat-.ll-
tim..-S•udies have pointed to a national surplus of short-term general
hospital beds ranging as high as 1(1),0(.) or roughly 1() i,.rcemt qf totalavailable beds. Excess capacity contributes sigiitieaitly to h,-pital
costs since the initial construction and finalim•i•g eXlea11:,.s 8have to be
recovered through the hospital reimburM'.nemnt structu lre. In addition
there are the continuing expenses a-sociated with maintenance and non-
patient services involved in keeping an empty bed ready for use.

On March 22, 1979, the committee approved section 3 of S. 505 which
provides for including in hospital reasonable cost payments, reim-
bursement for capital and increased operating costs associated with the
closing down or conversion to approved use an underutilized bed ca-
pacity or services in nonprofit short-term hospitals. In the case offor-profit short-term hospitals, reimbursement would be limited to
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increased operating costs. This would include costs which might
not be otherwise reimbursable because of payment "ceilings", sever-
ance pay, "mothballing" and related expenses. In addition, payments
could be continued for reasonable cost capital allowances in the form of
depreciation or interest which would ordinarily be applied toward pay-
ment of debt outstanding and incurred in connection with the ternii-
nated beds. In the case of complete closing down of a hospital, pay-
ments would continue toward repayment of any debt, to the extent pine-
viously recognized by the program, and actually outstanding.

The Secretary would establish a Hospital Transitional Allowance
Board which would consider requests for such payments. Appropriate
safeguards would be developed to forestall any abuse or sp-culation.
Prior to January 1, 1983, not more than 50 hospitals could be paid a
transitional allowance in order to permit full development of prixe-
dures and safeguards. This limited application will also provide Con-
gress with an opportunity to assess the effectiveness and econoliic effect
of this approach in encouraging hospitals to close or modify exces and
costly capacity.without suffering severe financial penalty.

A hospital could apply for conver-ion, payments, bore the conver-
sion or closing takes place.

3. Federal participation i 1n ho1pitd (capital Cxrwhlitr, .--I'Idlr
section 1122 of the 19'72 anmendments. the Secrettarv is required to )sek
contract agreements with the States for their review of caidital eX-
penditures in hospital and other health care facilities which ex'eed
•100.•S), change the 6ed capacity, or substantially change the serv-
ices in the facility. HEW may deny medicare and medicaid reiinhlinue-
mient for depreciation or interest costs related to capital expenditures
disapproved by the State.

On March 22, 1979, the committee approved section 4 of S. 505. withI
modifications. This section provides for changes to he uinade in ithe
current law limitations on medicare and medicaid payments related
to hospital capital expenditures. The;e changes link the prcveduure
more closely to the Federal health planning law (Piblie Law 93-61tl)
by requiring that the designated planning agency (the State health
planning and development agency as designated under section 1.')21
of the Public Health Sevice Act) approve capital expenditures in
excess of $150,000 as a condition of medicare idnd medicaid reiinlbu•,re-
ment for both capital and (estimated) direct ope.r'at ingli r.o:.ts a.:,,iat.. d
with those expenditures. Regulations developed Ibyv tle I ipartinwent to
implement this section should allow for speedy rel lacemwentt of capital
plant and equipment in certain emergency situations.

A special procedure is established for'approval of propos-eAd capital
expenditures in metropolitan areas which include more thian one State
or jurisdiction. In such cases the designated planning ageinc.ies of all
the States or jurisdictions in the arcs must approve the exim-diture,
or it would be considered disapproved for purposes of reiniburs-inent,
subject to review and reversal by the Secretary.

The bill also makes it clear that the capital expenditures limitation
does not apply to simple changes of ownership of existing and opera-
tional facilities which create no new beds or services and clarifies that
,the provision does apply to home health agencies and facilities which
are part of a health maintenance organization.
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The committee directed staff to assure that appropriate provisions
are made to protect facilities of health maintenance organizations
against discrimination.

4. Rate of return on net equity for for-profit hospitals.-Under
present law, the medicareprograin allows for-profit hospitals a return
on equity capital invested and used in providing patient care. The
aniount allowable is determined by applying to tile proprietary hos-
pitals equity capital one and one-half times the rate of return earned
on Social Security trust funds. This formula produced a rate of ii-
turn of 12.6 percent in October, 1978. Protitmaking hospitals argue t hat
this return compares unfavorably to that of comparable bisille.ses.

On June 14, 1979, the committee approved sect ion 2"5 of S. -505 which
changes the allowed rate of return on for- profit hospitals' net equity.
The new rate of return multiplier would he: 21 ' t ies for llospitals
entitled to an incentive pavwnent under the incentive reilil ireln' pnt
svytem in section 2 of the bil1; 2 tines for hosipitals that are rv.iidmursed
o)Idv their reasonable costs: and 11f times for lioxjiitals with eoJts in
exce:s of their routine cost limits. The new rates of ret tirn. Ipayailhe at
the time of the hospital's final cost settlement would ha.twie etffective
-at the same time as the new incentive reimdinrblseeut .. tie aa--i.e., ltos-
pital accounting periods bcginnin_-, on or after ,July 1. l1bPso.

•. Encour•y/,i-cit of phidaidro/,ie si,',,,rt for /if fi/lh arir,.---
Under present niedicare imlicy. ill (let eraaII iir tI ren.: ():I la Ie ,'co-ts (,f
services furnished by a provider of health -Iisrvices. •,•lr.t ri'teil grZIIs
gifts and income from endowments are not ded•i.ted friu reia,,hunaa-

le costs of the provider.
On June 14, 1979, thie commit tee a proved .t i on :i33 of S.5 wlhi.lj

pr,•wides a statutory basis for this policy.
6. Flexibility in application of artanilarIs to o'id hixd/.i,.,.- I'll-

der present medicare law, a hospital n1u-tA satis..fv certain .t.at itfirv
conditions of participation relating to health and :safe'tv ..tahilariI-.
physical plant, organizational arrangements, and, qualifit, I llvwdi,.al.
nursing, and technical staff. The ',cretary is authorized to ic,,rilme
additional requirements he finds necessary in the interest of theT health 1i

and safety of patients. Current law also, provides authority for the
Secretary to waive the statutory 24-hour registered professional n•irs-
img service requirement in the case of a rural hospital where hie deter-
mines the hospital is needed to serve the individuals in the area, and
the hospital is making a good faith effort to comply with the 24-lamar
requirement but such compliance is impeded by a lack of qualifiedd nurs-
ing personnel in the area. This waiver authority expired on 1)eceinlhr
31.1978.

On March 22. 1979, the committee approved section 6 of S. 507 which
authorizes the Secretary to apply medicare standards to rural lhos-
pitals more flexibility to'take into account the availability of qualified
technical personnel, the scope of services furnished, and the ecoonomie
impact of structural standards which if rigidly applied would ressult
in unreasonable financial hardship for a rural hospital: but only to the
extent that such differential application of the standards d(ls not
jeopardize or adversely affect the health and safety of patients.

Under this provision, it would still be necessary for the Secretary
to ass-ure that there is compliance with appropriate quality and safety

0
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requirements. For example, with respect to the require•ients for nurs-
ing services applicable after December 31, 1978, the Secretary naVy
provide for a temporary waiver, on a case-by-case basis, of the require-
menrs only for such period as he determines that the facility's faill-re
to fully comply with the requirements is attributable to a tein porary
shortage. of qualified nursing personinel in the area. a regiI'ered, ti.-se
is present on the premises to render or supervise the nursing sr-vi.e
during at least the regular daytime shift, and the empiiowiinient of such
nursing personnel as are available to the facility (luring suchi tem-
porary k)eriod will not adversely affect the health and safety of ipa-tients. Similar tests are to be applied by the Secretary with respect
to other types of technical personnel, including tests related to the
M'Ole of services furnished by the facility and the facility's g xl faiti
efforts to fully comply with per-onnel requirements.

7. Crt;fliation Uall Util;zaIlon rerh'irby .p /)od;,tr,.*.t*.-M e(i.:l e
covers as "''lhysicians' services" the services ljerforined by a Ixxliat ri--t
lut only with" respect to functions lie is hlgally authorize-d to perforiat
ais such bl v the State in which he performs them.

.As a condition of payment for hospital and other services covered
Under medicare, existing law requires t hat a phiysician certify as t, tile
itiedict'al neves.itv for the service. Also. niedicare re.luire.! tlit at if lit if:
ization review committee of a hlospital or skilled nur.-sinty facility in-
clude at least. two physicians. For neither lr xa sP, does a lPdiiatri~4
qualify as a "physician."

On March 22, 1979, the committee approved sewtion 11 of S..,07
which extecnd'4 medicare recognition to podiatrisfs as lv.1si,'ia's foir
lmurpiM.s of physicians ceritifcation and part icipat ion in utilizat iou ire-
view where such recognition is Collsi..tent. with tile IMplivies of any
health care institution that is involved. With respect to ultilizatimo ri-
view. a potliatrist acting as a phIysician nenllm.r of a utilizat lion review
comnliittee would not take the Ilae of an M.D). or osteopittIi as one4 of
I1w two required physician iennbers of the comninittee.

S. ]9spo,*J1Iorlt;o-Il~tlr ?110 ri d-m t;caU tlpaytui Ids ftor h$•,.i1;bdt

e,,,'ll.--I nder vreseiit. policy. nw, icare reiidiuirses Ilaustiit:al. for iI;-
prollortionatelv large share of the (-(sts of rout ine nursing 'are (11,461
thoi,,h tla,.e is no objective, convincing evit-hnie thatr this "i,"4,Z fial-
tor" is warranted.

Thlac couautait t4-Pee agree.1d that il.ediiar e wodi no ,mig,.r I V a rot i iae
nursing plus factor nor ally other p•lmm factor until suc.h tiuie as .1Vi-
deulie can be prodluced whici' , in tlie judgi•,ent of the ('0onit rolelr .(;en-
crld. co•oeui(rrel in lby tihe Slcretar'v of HIEM. u, t lieifs a itspliciie 1.1 " -ý
factor as Wvairranted "ilidr given ci rcuiiaie t. ncfor given facilities.

9. ufrom ,;tf (tld//r ta-lji( ii t o h.v , eclR < ( #iv./ Pof,vit".u,:,-

Stai?'ia 'l1'.• eview Orwallizatillos (Pl-IO'(s) have, fitmindlthiomall issii- .,f
i)eldiCare anid niedica4id litalemits being kepit in ,O.tiiv a(ilte-ai'me ho;-
litial 1• l-s instead of ,eilig appropriately played ini iur*iz faciliic.
or detoxification iinits.,

The sitnition wlolurs most frequently in tliose areas were tlier°, iz a
surplus of hospital leds and a shiortlage of long-teri care hels.

Oil .June 14. 1979. the coniniittee agireld to: (a) .Authorize a .5i)
million lrog'ralzi of gralits and loans to facilitate conversion to ]tiiog-
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term care beds of surplus acute hospital beds in public and nonprofit
hospitals. Priority would be given to high cost urban areas. Priority
would be given to comphlte conversion of a hospital to long-term care
as opposed to partial changeover. (b) Effective-not later than April 1,
191S, medicare and medicaid payments to hospitals would be made at
the average skilled nursing facility or intermediate care facility pay-
ment rate (as may be appropriate) rather than the much higher
hospital rate for patients medically determined by reviewers as not in
need of acute hospital care but who are in need of a program reituburs-
able level of long-term care. Days of care paid by medicare at the re-
duced rates would be counted against the patiejet's eligibility for skilled
mnrs-ing facility 6-tnefits and the .killed nursing facility 1en(efit coilt-
surance rates ii-ould also be applicable. To lprevenit unduhae lrdship, the
limiitation would not aprl during the first (lay. to certain terintiiallv
ill piatients nor in those geographic areas where the appropriate Stai',
or lo.al planninig flgeucies certiifV that there iS 110 E,,e,'eal excess of
lhs pital beds.^"

Where a hospital converts active acute care bedis to h(ilg-teril care
usage mnder this provision, it would be permitted to recomvert tho.s-
(l..ls back to acutte care usage within a period of two v,'ars without

Ibviug -utbject to the section 1122 al•roval process.10. (o1i(t1a1(/d u nditsr (e ,,cftil . ,(U,'city• .1 .- lie (ulhila-
tion of ilentlici I or simIilar a editing it r 'kedtlrcs t.isul for the I,.1rl;Ke of
dct4-truui t)ltttreuiliirbelli*ý('t uu lclVr va rio,0s 4Fehlera lhealnt hIie(fit prl o-
graham1iIS is cost]lV to 1 )Ilihthe irogra ts anld the ut lity (slich as lo•.-litilal.
skilled nurm.sing facility. or luone lcalth agency) pamrt 'cipati g in ll t

( )n M:•n r022. 1979. the committee agleeil to ..e(• 'imn :2 of 8. 505 (al-o
section 4 of S. 507) which reqIumires thapl lt, if an 'lllit i*v IWrOtides-, ,.rvi'es
reinmlitrsable on a r'Ist-relattd basis under title XVIII fi(]d titles XIX
or Y, audits of lOks, a'cco•ulilts. and Itiwords of that et1ity for pur .,t,-
of the St ate j rogr:illis are to Iei co-n,{iin;itt-d tlithr, ighi; ii .,,•; ntlll l it
lroeulIires with audlits I''f irn id for" the l of l'i)•bu ,f r -i'telmlreiit
Imider title XVIII. Wh,,re a ittate dec'lines to ln:rtiillate, in l'l-.ichct-
lon aud(lits. tlhe S.-cv'caret isto te)l'li.e 'a vu,, ts Nt at wvoldI lha -e l

uIule to thte Stite undhr t.iths V N r XIm X Lv thle alont all riltutaldh, th
the duplicu.Ative State ,audlit aitivity..k St:6ie part icil)t iug in tile cotl-
111(n)• Ilit l'ot'r(weulh'e woull(d co'0tline to receive Feh'deral IP'( tlh.lill.ri for.
aldhinistrative costs :associated with -yn. addlitioiml or !Ulihltit'Iital
:itiulit data 1' :iutdtits thiltnt l I lie.-IV'b e -z y 11|i(l1 their l 'lt' ;Ica I :11141
tliat'l'ltal ad cildl health pruzt'aais.

11. Hospdil ,1"d sio;;,us for ,( Ittalx 'ci'wi s.-Utler Ip)':-e1)t law.
,•.dic'tli4re lbeeifits Jimav Ie paid for ipti•pai. Iit hospital .S4rviic(s if they

are eI.ecV!-.,.-cary to provide medical or suirgical services, budt dental ad-
nui-,i,1os ;1re ot0t covered. 'l']Te 'comtiltitte a approved a lprovisio,1 li1t
Vw'0l1l1i rovi, le fo iriypvinet to 'me tii.mI under ielicalre for il):it tit
hospiita :l services tthIt are ju-tified 1 mle'.tq' of the ..-rioutsne:-s of the
patient's (deiiltil lolnditiofl o' l'uita:l pro'-velutre. Stch adnli.i-,ýi4ns would
le "-ubliect to appropriate P-SR() review.v12. Pr,v',m;X41,0o (1;agWNo.VtW/&.utqbi.--Ilu •otii, ca.s-es, a pati•tit's stay
ill a hospital is unnecessarily protracted l(.auise it is less expensive to
the n'edicare patient to receive diagotio.ic tests in the hospital than

47-624--- ...---:;
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prior to being admlittced on March 22. 1979. the c oiilittce approved
a provision that would eliminate the financial ilceit ives to lllie'c(s-
sarily utilize hospital care in cas.s where needed ,lia.,los.-tice ices
are provided in the hospital's out patient di'pariiment within 7 da.s of
the patient's adlli-Sion.

PROVISIONS RELATING TO SKILIr.) NURIlNG' F.\CILITI'S, I NTERIM!4)IATIE
CARE FACILITIES, N.l D OM1E 1 IE .\1TII ('IC.F

13. Hos pital pro rid, 8of loiit/./-j, ( Il'le .,/';("s.--Maj_ !Vy rural
hospitals are the only source of acute care in their communities and
as such, are a necessary and vital resource to the people they serve.
Although many of these hospitals have recognized that the use of
their acute care beds for needed long-term-care services during pe-
riods of excess bed capacity would be desirable, current program
participation requirements under medicare and medicaid have dis-
couraged these hospitals from doing so.

Under present lawv, a hospital-based skilled nursing facility (SNF)
can participate in medicare and niedica.d only if the facility is an
identifiable, separate unit within the institution.

This requirement was developed primarily to estalblish a Separate
cost center for/)urposes of program reimburse•ient. However. it has
proven to be administratively burdensome and financially detrimen-
tal to many small hospitals. In addition, the identification of specific
beds, staffing and ot her prograulI re(luirelvwlits have not al Iowe4!
sufficient flexibility in meeting episodic demand for acute beds--an
important consid-eration when working with the small total bed com-
plenient characteristic of many rural hospitals.

On March 22, 197.9, the c(miiiittce alaproved section 13 of S. 505
(also section 12. of S. 507) which e.stablishes a simplified cos reim-
lburseinewit formula which would permit small rural hospitals to avoid
the requirement for separate patient plactement within the facilitya (•1 rate cost filing.

Reimbursement for routine SNF services under medicare would
be at the average rate per patient-day paid for routine services during
the previous calendar year unLder medicaidd to SNFs located in the
State in which the hospqital is lo.ated.d l einmlurM-'mient undler m edic-
aid woudd be at the r:.te Iniil to SNF'., and lUF's in thme previous
vear. Reiimurs.,ement. fr anciliarv .,rvi.es wold he det1'eri •,l. in
the saine manner as under 1wes('mlt law.

ReinJiuluse.llient immider thlie mew form;,l ma i b•l l 1, al l,(weid ill a
hoslital wNhich (1) has less than 50 beds: (2) is located in a rural
:rea : and (3) has beein gramuted a certificate of need, for tlie rovisim,
of long-terimi-care Tervice. The Soretarv iz :l.0 autlhrized to apply1V
the new formula on a demonstration basis to hospitals of up to 100
1 ,ed= provided theyf are otherwise qualified.

Since the general staffing pattern in small rural ,ospitals is rela-
tively fixed due to miniimumn staffing requirements. there should be
opportunitiies for providing needed long-term-ca c services at very
littl, additional cost.

The proposed new r'ijmnur.slnient fnethod is oItional and hospitals
may continue to elec't to esttablish distinct part SNFs as provided for
under existing law. In addition. it is not the intention that this Provi-
sion prohibit States from cm•tiliin- to use oth.l,,r ;j:lplr,,wed rei•,l•rlhse-
iieiit miethods under St.ate medicaid plans.
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The bill provides that within 3 years after enactment the Secre-
tary shall report to ('ongress concerning whether a similar provision
should be extended to other hospitals where there is a shortage of
long-terin-care beds, regardless of number of beds or geographic
location.

14. Mcdecad c rtification andl Ipro/al of Rkilled nursing and in-
tkriediate care feilt;t8s.-OnJ March 2:2, 1979. the coinnlittee ap-
proved section 15 of S. 505 which would establish a uniform health
care facility certification process for medicare and medicaid long-
tern care facilities.

On June 14. 1979, the cominittee deleteil section 15 and aflh rOVed
a provision which would authorize the Secretary to validate State
(leterninations and, on that basis, make independent and binding
determihiations concerning the extent to which individual institutions
and agencies mleet the requirements for participation.

1.5. Visits away fro i'ististi~ons b q patt;'nt; of s*l'lrd iiur*inq or
inhlrnie~luie e,-.e ,e ;li/hs.-Fntil recently. 11 IVpoli'y 1hash lillited
Federal payments for tle cost of rb1rvil,. iiids killed nursin, fa.
cilities (SNF's) and intermediate care facilit. S1( I('F.s) for medicaid
patients temporarily away from the imi- ittut in. T'lel rvglllations per-
initted Federal funds to be used to re.erve a ak-l for 15 days eachl
time a patient was in a hospital for a'tlte care. Th'le al.so pe'riliteld
Federal contributions for a total of l R(lays. hiring ta l -inonth lwriool
when patients were visiting their hoions or otl,.r places for thera-
pe.utic reasons.

The Health Care Fimnncing Administration has amended the regu-
lations to remove all limitations on Fed(r:,! funding of theralpeutic
ab-ences. Currently. however, there are nit) iiit ,',mln.nelts in existing
law setting forth policies with resp.,et to rv.-crving I.'ls in SNFs andi
ICFs.

On March 22°. 1979, thle conhri't tee ai ';ectiold . le i io 16 of S. 505
which plov'ide(.s that visits outside of the SNF or T('F would not
necessarily con-tiitute conclusive proof tht t• . i-,lividi l:ll is no longer
in need of the ,servi,.vvs of tile SN F or I( F. •Itiwever. t 1II length and
frequency of visits nust he conwid,',l, t.,,t .Vr wit i• other evidence.
when d(etermnining whether tile individual iB, ill lied of tle fa,.ilitv's
services. The prOVision thus lprolhilbits• t i ,,.c' t 4rv from iniposing
numerical limits. Such matters wom]di 1 li left t,, prof,.-sioIal miedical
i idgnient.

irif facilities (SNF'".) ,:,' i'i :utim i i•l• •o" ,ef le I ,rofrr l..cs :'re miot re-
('teired to I 'ia i '!i1'1'e ill ti L other. In •-w le ftl' el at pt ar'e a :i
nuniml er of Medi'aid-only l,arti,.ivati•nig SNF':a m(!d n either St:ate4. the
reverse is true. If a greater nu im er of SNF's coumld be pronJpted, to
Partieilpale in Ict) l! i'ogmamms. a mooe :il'tjuat, i•lu."'r of skilh'd ntlms-
ilyt fMailiiCeS wo0ld 1b avaiiulile for mimwelicaime a•d fill-(i'felid lltlle-fieiarieý'.

On *Jmmlu 1-1. 19179. tle ' ,)•rov;ote :!!,',Med • 1 c 't i,'ll 1 t1 of S. 5)05 which
tlirectk; tL e Selct 41vW ( f • If.W to t'I1(hil a :l"v of the a vi',il:ll'iltiv
and n11,(d1 for SkIlfl l in:iii flf ihtv s i.-' ' u ile , r lie nmdi':Ire all'
medicaid prg'ainmi. Thew -.!,t'ly wt1il1I ta~nsler t lie (huinailitv of re-
q(Iiring facilities t hat wi-h lUt) ait ic'llate in one ,rigrarm to lar'tirija;te
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in both. The study would also investigate lsm-,s.ile changes in regiila-
tions and legislation which would result in encouraging a greater avail-
ability of skilled nursing services.

In developingg the "tudy. the Secretary would consult. with profes-
sional organizations, health. experts, private insurers-, nursi ag he
providers and consumers of skilled nursing facility servicess. A report
on the Secretary's findings fand recomniendations would I 10 :lue 6
months after the date of enactment.

17. Study of citer;a em(lloycd for cl f ailbig a. fitoill (s a k;lh d
iu1Ping c fildy.-Under present law, a beneficiarv must iremnain, for 60
consecutive days, out of an institution which is delerulmilm'd to I,o pri-
inarily engaged in providing. skilled nursing (Iare and rilated i..rviuths
in order to renew his medicare eligibility for adilit imial dahvs ,,f Ios-
plital and .skilled nursing facility benefits. The intenit of the-e prvi-
sions was to permit beneficiaries to renew their benefit eligibility once
they have ended a spell of illness (and, thus. for at least•60 days. ho
longer needed skilled nursing). However, Ilxneficiaries in skilled nurs-
ing institutions who have exhausted their benefits are sometimes Inv-
vented from renewing their eligibility even though they actually
receive little or no skilled care.

On March 22, 1979, the committee approved section 37 of S. 505.
which directs the ,Secretairv to review current pro,(.edurs for ai)plying
tlie lienefit-renewal criteria to make sure thlt they are not too re-
strictive. The Secretary would r'poim his tin(lings and ic,,1,'ision.; to
the Congress within 9"months of enactment, together with any legis-
lative recomnmuendat ions he may wi-hi to Ilio'se,.

18. Prusimcd coreraqe proriAons.-FThe 1972 `4wial S ecuritv
.\lnendluients directed the Secretary to establish a miniumm numule'r
of days of care in a skilled nursing facility or viAts Iby a homee health
:aze''Vy which would be ",presuntwd" to be covered( lty type of patient
Ii:iao,,sis. This pwovision was enacted because skilled nursing facilit ies
:Iad honme health agencies were experiencing a high rate of retroa,.tire
denials for services theyl)rovihid, on the as.umijption t!hat such .- rv-
ices would he covered by medicare.

A number of skilled nursing facilities and home health agencies ha v'e
f, mn, the prestiumed covera.ze regulations confusing. often inistakilniy
what are minimaun days or visits covered as theI ntaximnnim l allowed.
T'lle regtlat ions intiplehient ilg this provision ab-o have (reatedI complex
adlminnisttratie procedures. Int'addition. as a re-,1lt of other. more etrc-
tire waiver of liability provisions included in tle same 1972 legislation,
tle prcsLined co%'cra(ie lIOvisions are rarely used. According to IIEW
statistics. c'ainl filed by skillel nu rsinv facilities and honie health
a1r(li(es under the pre:uiieied coverage provi.-ion now repres.int far
less than one-half of one percent of all clainis for payment filed by
t heso providers.

On Maerdh 2"2, 1979. the committee approved section 17 of S. 507
which repeals existing niedicare provisiovs which aut horize by tyve of
diagnosis. prestimedl eriodS of coverage for skilled nu msin, ! finilitV
and lhome health services. Protection against ret roa.tjire (leilials would
continue to lie afforded bh a general waiver of liahilit v provision.

19. Re;mburs,'&8'n t rift-aisub'r nwdir.,id for .A•Wh;1 d nub'shq bfie.-
;;es anld intermediate care facilith8.i-.-Present law requires States
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participating in Medicaid to pay skilled nursing facilities (SNF's)
and intermediate care facilities (ICF's) on a reasonable cost-related
basis. This requirement, added byy section 2.t9 of the Social Securitv
Anetdments of 1972, gives States the option of using me(licares
reasonable cost reimbursvment formula for pi rlmses of reimburs.-ing
SNF's and 1CF's or developing other reasonable cost-related methods
of reimbursement acceptable to tile Secretary.

On June 14, 1971:), tihe committee approved a provision to repeal
section 249. States would be allowed, effective January 1, 1980, to
develop their own payment systems for .skilled nursing facility and in-
termnediate care facility services. The rate .-ystem would have to assure
rates that are reasonable and adequate (1) to meet the costs incurred
by efficiently and economically operated facilities in order to provide
care and services in conformity with applicable State and Federal
laws and regulations, and (2) to a•-m're the reasonable availability of
long term care services so that eligible persons can receive such lserv-
ices included in the State plan at lea.t to the extent such services are
available to the general population.

Under the commnittee-a')I roved provision. a State. at its option.
could include as part of its rate reasonable allowances in thle form
of incentive payments related to efficient. performance and to attract
investment, necessary to assure the reas•iable availability of ';4rvice.ek

20. Intcrmnediate sanftiolns for skilled nursing and intriwedliate rare
facudititw.--Under current law, the sanction used to enforce require-
ments for larticip)ation in the medicare and mnedicaid programs is
limited to decertification of a provider or supplier of services. In
some instances this sanction has proven too s-vere and unwieldy to
aj)ply.

On Jime 20. 1.'79. the committee apl'roved an amendment pro-
viding the Secretary with thle authority to impose intermediate sanc-
tions., le:s .severe tlian decertification, "in those cases where a skilled
nursing• facility or intermediate care facility has been found to be out
of compliance. buit with the stipulation that they may only be used
if the filimre does not jeopardize the health and safety of the 'patients.

21. Home Health A mendments.--On June 20, 197f9. the committee
approved several provisions related to home health services under
medicare an(l medicaid. as described lIelow.

Plan of care.-Under current law. a pilan of care must 1, estab-
li.hed by a physician in order for a ler.,4m to receive home health bene-
fits under imiedwiare and medicaid.

Tho commiittee amendment would require that in estallishing the
plan of care, the plan must include a plan for patient education aimed
at achieving, to the extent fK)ssible. maxi mum independence from the
MIeCAl for care provided by ofler lpe.sons. The amendment would also

allow physician assistants and nurse practitioners located in rural
areas whm are under the general suj envision of a physician to estab-

lish a plan of c.nre for a home health patient living in a rural area.
Cost controls and utilzat/;on.-The committee amendment would. re-

quire the Secretary of HEW, within six months after enactment, to
establish guidelines for determining (direct and indirect incurred costs
of home health providers to serve as a basis for determining thme rea-
soimable cost of home health services. The guidelines would apply to
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specific line item costs of home health services. The auendmnent would
alKo require the Secretary to monitor tue costs and utilization of homle
health care services and report to the Con grcss with an interim report
18 months after the implementation of the legislation and a final report
within 36 months.

Demonstration projects.for utilization rev dip w.-I-.nder niedicare and
medicaid, utilization review is required for hospitals and skilled nurs-
ing facilities but not for home health iagenci.?s. The committee aizend-
meat would require the Secretary to establish demonstration projects
over a 2-ycar period to test. methodolog,.,ies for utilization review of
home health services and report the finding to the Congre.-,i within 6
months after completion of the projects.

2. Repeal of 3-day hospifii:atf;on rCque,(Itie/t, 'n? al 00-,'41 dt lUr da-
tion for home health services.-Under present law, a beneficiary is
eligible for 100 home health visits lper spell of illness under part A of
medicare following an inpatient stay in a hospital of at least 3 days.
Beneficiaries are also eligible for 100 home health visits per calendar
year under part B of medicare whether or not they had been hos-
pitalized previously.

On March 22,1979, the committee agreed to section 2..) of S. 505 (al]so
section 10 of S. 507), which removes the provision in existing law that
limits medicare hoine health benefits to 100 visits i xr spell of illness
under part A and 100 visits per year under part B. In addition. the bill
removes the requirement that a'beneficiary has to be an inpatient in a
hospital for at least 3 days before he can qualify for part A home
health benefits.

PROVISION'S REL.rAnING TO 31ICI)IAr NDI) R I:R LTJIEMF.TIIr S:VICES

W. Incentives for ph.ys~iian, to accept a.s;9Jin, n.i.-Payment s for
physicians' services under medicare may bhe made directly to1 the heme-
ficiary or to the physician furnishing the service (h'J1*e rinI1 upon
whether the itemized bill method or assignment inetho, I is ue,! whIen
requesting payment from the carrier. An assiglllit',t ia :1ngivem1mit
between the physician and the ilneicare hewnetfi r whiicl• the
beneficiary a"as gs" to the physicia i•h rights , for c(ererl
services included in the claim. In ret urn, the lph,3-wi'iau I11u11 ::•l'1'e
to accept the reasonable charge determined lx the carrier as his full
charge for the items or services renlderd.A.\ ll)lsicai:in alviy ac,-. pt or
refuse requests for assignments on a hliill-by-bill basis.

Total assignment rates and net as.-igiimient ratt's (which cx'lud.',
claim' s from hospital-based physicians and group practice Jirejwayinent
plans) have been declining. The net a:sigmtevnt rate is p'c.-ently
about 50 percent.

On March 22, 1979, the committee approved the part of s-ction 5
of S. 505 that is designed to encolttlg•e plhy.Aiians to accept a-:-i,,gn-
ments by expediting payment of c'laimis by lphy.i.i:•,ms, ldnhr this
provision, the Secretary would estaldli-4h appropriate procedi ii 1s and
forms whereby: (1) physicians would submit clainis on one of vari-
ous simplified bases, and these claims would be given ,priority han-
dling by the part B carrier; and (2) physicians would *obtain
signed forms from their patients making assirgnment for all servicess
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furnished to thlin and authorizing release of medical information
needed to review the claim.

The committee al-o agreed to authorize five to ten pilot projects to
experiment with ways of encouraging physicians to accept assign-
nients for all their medicare claims.

24. Ule of approlled r4ati'ce value sclu-dule.-Third-party payors
have often emp oyed relative value schedules to determine payment
rates for the many different services and procedures which physicians
perform. These are lists of medical procedures andl services which set
forth comliparative numerical values for each. These useful mecha-
ni.zms for assessing reasonableness of physicians' fees have recently
been cited by the FTC and the Department of Justice as being con-
ducive to price fixing by the physician groups that have traditionally
been responsible for their development.

On March -2, 1979, the committee approved section 7 of S. 505,
which authorizes the Secretary to approve the use of terminology
systems and relative value schedules by physicians in billing medicare,
medicaid, and for other purposes. The purpose of this amendment is to
establish a common language to describe the kinds of services that are
covered under public and private health benefit plans and to provide
for a more rational basis for evaluating the reasonableness of fees.

25. Ti aching physician.-Section 227 of Public Law 92,603, is in-
tended to make it clear that, under medicare and medicaid, fees-for-
service should he paid for medical care in teaching hospitals only
where a bona fide private doctor-patient relationship exists. A further
delay in the provision's implementation is needed to afford the Secre-
tary of HEW additional time to consult with members of the medical
education community and publish the neeesssary regulations.

On March 22. 197-19, the committee approved .section 8 of S. 505,
which would exten-l from Octolber 1. 19:78 to October 1, 1979 the imple-
mentation date of sect ion 227 of Public Law 9;2-603.

The committee also agreed to a provision which would apply to
teachii_, hospitals which-do not qualify for fee-for-service reim burse-
ment for medical services under medicare because most or all of their
nonnediWl.are patients generally do not pay fees for physicians'
services.

Such institutions can, under present law, elect to receive 100 percent
cost reimbursement for physicians' services and house-staff cost. Under
the committee-approved provision, the hospital could, alternatively,
elect to have medicare pay fees covering the medical services
furnished by attending lr )isicialn-resi(Iemit-intern teams in lieu of
cost reimbulsement for p)hysicians and house staffs provided the serv-
ices are furnished under circumstances thtat assure that fees will be
billed only where bona fide, private patient-physician relationships
exist.

26. Certain surgical proced'res perfo)ned on an a(mhulatory basis.-
There are a number of surgical proceduivs which are often provided on
an in)atient hospital basis even though they can often, consistent with
sound medical practice, be performed at far less cost on an ambulatory
basis. Medicare discourages the medically appropriate use of ambula-
tory surgery because the program does not recognize charges for the
use of the special surgical facilities in a physician's private office or
a free-standing surgical facility that is not part of a hospital.
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On March 22, 1979, the committee approved section 9 of S. 505
(also section 18 of S. 507) with modifications. This section pwrulits
medicare reimbursement on the basis of an all-inclusive rate to free-
standing ambulatory surgical centers and to physicians performing
surgery in their offices for a listed group of surgicall iprocedures. SucFI
procedures include those which are often provided on an injmatient
hospital baisis but can, consistent with sound medical practice, be per-
formed on an ambulatory basis. The rate would encoimpa.s meimuburs-
nint for the facility, physician and related services, including nornimal
pre- and post-operative visits and routine laboratory and other diag-
nostic tests usually associated with the procedure.

The list of procedures eligible for such reimbur3enient would be
specified by the Secretary following consultation with thie National
Professional Standards Review Council and appropriate medical
organizations including specialty groups. Subsequently, proveduirts
could be added or deleted as experience dictated.

Under the bill, tho physician operating in his own office who accepts
an a&,sigunient would have no deductible and coinsurance appliedto
his ambulatory surgical all-inclusive payment. Similarly, ,reimibunre-
ment for the use of the facilities in an ambulatory surgical center
would be exempted from the deductible and coinsuiraice• where tile
center accepts assignment. In the case of an ambulatory surgical center,
the overhead allowance could be paid directly to tile center and the
professional fee could be paid directly to the physician. The deductible
and coinsurance would be waived for the physician fees for services
performed in connection with listed surgical procedures in hospital
outpatitt departments.

27. Criteria for determining reasonable khaige for phywiciuna' serv-
ices.-Italewide media chIigec.--On June 13, 1979, the committee
approved section 10 of S. 505, which would provide for the calcuia-
tion of statewide median charges (in any State with more than owe
locality) in addition to prevailing charges in the locality. To the 'ex-
tent that any prevailing charge in a locality was more thain one-third
higher than the statewide median charge for a given . service . it would
not be automatically increased eaclh year. This provision wouldl not
reduce any prevailing charges currently in effect. llowever, it wvoldi
operate. to the extent given charges exceed the statewide averagre by
more than one-third, to preclude automatically increasing tho:-e
charges.

Physician shortage areats.--1miler existing la w. lhri[ ' ali a
new doctor to establish his customary charge at not greater than the
50Ith percentile of prevailing elarges in the hoalitv. The coulmulitt.e-
approved provision would peimnit new physicians in h'alities., de:ilt-
nate,1 bv the Secretary as phylcian shortage areas., to e:tablli:il their
cu.stonary charges at the 751h ewrcentile of prevailing .charge.s ratherr
than the 50th) as a means of encoura,.ina doctors to move iimto tlhese
communities. It would also permit doctors presently raeticing in
shortage areas to move up to the 75th percentile on tfi'e Iha:is of their
a.tt0i1l feel levels.

"2.1. Mh9so",re of fatyrlq/e gate p/mtcpts to phyt.hc;,s.v.--flh?'et (dis-
closulres of phvsieian.s receiving large payments under medicare have
servedd unjustifiably to embarrass plivsicians who .Arve a large numinher
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of elderly patients. The disclosures have also been characterized by a
high degree of inaccuracy which has unfairly embarra:,sed some
physicians.

On March 22, 1979, the committee approved section 23 of S. 505.
which prohibits the Secretary of HEW from rontinely releasing medi-
care information, and provides that State agencies shall not be re-
quired to release medicaid information relating to amounts paid to
physicians under their respective programs, except as otherwise spee-
cificallv required by Federal law.

29. Payment for certain antigens under part B of medicare.--Cur-
rent medicare law does not permit reimbursement for an antigen pre-
pared by a physician unless he also administers it. However, it is
common, especially i rural areas, for other dispensary prac-
tices to be followed--e.g., for a local doctor to refer a patient to an
allergist who prepares a supply of antigens for the referTing doctor's
use.

On March 22, 1979, the committee approved section 11 of S. 15(.
(section 7 of S. 507), which amends current law to permit payment
under medicare for the preparation by an allergist of a reasonable
supply of antigens dispensed or administered tinder the supervision
of a physician.

30. Payment on behalf of deceased im'i/divhl*uY.--Under present law.
medicare can only pay a claim on behalf of a deceased beneficiary
where the physician accepts an assignment or where the family has
actually paid the bill. Where a physician refuse" an assignment. fauii-
lief a•ive encountered difficulty in raisins sufficient cash to pay the bill
in order to be eligible for payment by medicare.

On March 22. 1979, tile committee approved section 12 of S. 505
(section 9 of S. 507), which would permit payment by inedicare to
Ie madle to the spouse or other legal representative of a deceasd fmiedi-
care beneficiary on the basis of a nonreceipted bill.

31. Phyqserln treotmnnt pan for speech. palh,7oo,.--Te Soei,,l
Security A'.nindnient' of 19724 provided for eoveraz_,e of speech pat lmol-
o_,rv service fur'nislhed on In • utpatient Ibas;s in an organized setting
sii.h aq a clinic, a relhabilitation a~'enev. or a umblie health anrencv.
Prior to 1972. otpatie t s apech Iatholo!r, servie•-s were covered only
when finished by an approved loslt)ital. skilled nur.'siny, facility, or
htomehe laltlh awtw-v. Pr-esent law reiinis that the vatient le referred
to the s',,ee'h pathologist by a 11hvsivian anId that the Plhvsivinn estab-
li,-la aH14l eIbli.a11y review a Ipan of treatment which slcifies the
ai:nImt. (lur'1tion and scope of -,ervives to bp fturnished. However. since
s ee,'h paitl,l'ohov in volvve- highlyv spvcializd knowled!,e and1 train -
iIVq. 0Ivlsi,.I.nts -enerallv do not swecifv in detail the sArvi.es needed
wb-.n referring a patient for .uch Qervice's.

On March 22. 1979. the (onmiittee approved setion 16 of S. 50T
wli,.h relpeals the existinmr inedivare require ment that a phYsi.ian
fstabli:hi a detailed plan of treatment for speech w)ath!olh.,v services.
T",e rermuirement for physician referral an1( Iwriodic physician review
of tile nlan of treatment would be retained.

32. Payment for diranble medical "qudiiici.-Vndcr the medi,.rp
law, reimbursement for the rental or purchase of durable nmedical
equipment is based largely on the supplier's customary charge for the
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item and on the prevailir-g charge for the equipment in the locality.
Medicare has experienced problems with this method of reimbqrse-
ment because of the lack of uniformity in suppliers' billing and charg-
ing practices; differences in the level of services offered by different
suppliers; the different approaches medicare carries follow in calcu-
lating allowances for medical equipment; and because equipment
charges are not set in broadly competitive marketplace.

On June 14, 1979, the committee approved section 30 of S. 505 as
modified to require a study of reimbursement methods for durable
medical equipment intended to correct these problems.

33. Dlduetible not applicable to c•rpenss for certain bidentdnt
laboratwoy texts.-l4egislation enacted in 1972 stationn 279 ! uoblic
ILaw (92-603) was designed to avoid the unreasonably high adminis-
trative costs that independent laboratories anti the medicare. progntra
incur in the billing and proce&.ýing typically inexpensive diagnostic
test. That provision was intended to iiluce ihese billing and procx,-
ing costs by authorizing the Secretary of IIEW to negotiate payment
rates with'individuallalwratories which, medicare would pay in full,
without any need for the laboratory to bill the patient for the $60
deductible and 20 percent copaynent. aniount,. Tie negotiated rat .s
Could be no higher than niedicare would lmve paid in the absence of
the new provision.

The new billing procedures was never utilized because, as a rms:ult
of a drafting error. the $60 dedvictible was retained. Thus. since lahora-
tories still have to bill patients for deductible amounts, and sinUWo
medicare must, still determine e~ich patient's deductible status, the sav-
ings to laboratories and medicare cannot now be achieved.

On March 22, 1979. the committee approved actionn 26 of S. 505
(also action 12 of S. 507). which waives the ;;;O deductible in apply-
ing the special laboratory billing procedure, as was intended by .sec-
tion 279 of Public Law 921-603.

34. Rural health. l;tiWs.-I7nder present law• rural health clinics
must ascertain whether their medicare patients have satisfied the pro-
graim's $60 dleductible'before they can determine what part of its

'charges are to be paid by the patient. This requirement is voiljlit'ated,
and it has increased the costs of the billing and bookkeeping oel-ra-
tions of these small facilities.

On June 20, 1979, the committee agreed to waive the apjlicability of
the $60 deductible with respect to services p 'ovided in rural health
clinics.

35. Outpatient rehabilitation d7;n;sr-*-On *June 20. 1979. the ,mn-
mittee approved an amendment which would recognize comprehensive
-outpatient rehabilitation facilities a& "providers of services" under
the-medicare program if they meet specific conditions of participation.

Reinibidrsement to such facilities would lb authorized under part It
of the program. ba.sed on the costs they incur in furnishing covered
services, including: Iphysicians' services, ,nuring care, physical ther-
apy, occupational therapy, speech lpathology. respiratory therapy,
social and psychological services, prosthet ic and orthotic devices, dnrgs
and biologicals (which cannot. •heself-admninistered), supplies, appli-
ances, equipment (including the purchase of rental equipment), and
certain other items and services necessary for the rehabilitation of-the
-patient.
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The effect of the amendment would be to provide reimbursement
for rehabilitation services provided in a certified outpatient rehabilita-
tion facility on the samie basis as these services are presently reim-
bu-sable if provided in a ho:,pital.

36. Reimbur8ement for outpatient hospital care.-As a result of
various limits placed by public agencies and others on inpatient hos-
pital expenditures, sonie hospitals have sought to have the patients
using their outpatient .delpartments meet a dispro ortionately large
share of the hospitals' total costs. In addition, reinibursement to com.
zuunitv health centers and other freestanding clinics which are present-
ly paid on a cost-related basis have sometimes proved to be excessive.

On June 14, 1979, the coinimittee agreed that the Health Facilities
Costs Commission (e-taldished under section 2 of S. 505) would give
priority to developnvtit of appropriate limitations on hospital out-
1atieut department amid clinic costs. Further, the authority of the

)eI)artment of health. Education, and Welfare to establish such
limits under present law would be reiterated.

37. Ambulance .qcr,;,. t.-Under present law, medicare will pay for
ambulance services to the nearest participating institution with appro-
priate equipment and facilities where the use of other means of trans-
portation is contraindic.ated by the individual's condition. Occasion-
ally. the nearest hospital with" appropriate facilities does not have a
physician available to undertake the required specialized care. The
li.-entI alteniatives are to bring the physician to the patient-a pos-
sible misuse of phy-ician time--or to transport the patient to the more
di~tait facility at his own expense. For example, in some areas, par-
t icul~irlv rural areas. radiation therapy for cancer is provided by radi-
ation clinics rather Owntiin a hospital. However. trans.xprtation biy
amil uhwae to a radiation clinic cannot qualify for medicare
reind'urnement.

On March 2-2. 1979. the comiimittee approved section 20 of S. 505
(also section 3 of S. ')17) which would provide Juedicare reimnbur-se-
lneat for ambulance -ervices to a more distant hospital where the
nearest. hospital hicks the necessary staff. T"he ambulance benefit
would also cover patients who require ambulance transportation to
receive radiation th eralpv in clinics in areas where the treatment is not
available in a hospital."

In addition, on June 14. 1979. the committee agreed to clarify in the
in~miiittee el)..iOrt lamlzI,,ie ott O action 20 that reimlurse.nent for am-

bulance 'services would Ie allowed when "imiedically necessary" from
a ho:lpital to an outplati it facility for specialized diagnostic proced-
ures if it is the neare.-t available facility where the pro(edure is avail-
able, and where the service in the facility has beent approved by the
State certifcate-of-need agency.

38. Coverage under m, di.tre of certain dentists' ser?'wes.-Un(ler
present law. medicare covers the services of dentists when they are
performed by a licensed doctor of dental surgery or dental medicine
only with respect to (1) surgery related to the jaw or any structure
contiguous to the jaw. or (2) the reduction of any fracture of the jaw
or any facial bone. The law, therefore, excludes from coverage certain
nonsurgical procedures which dentists and doctors of dental surgery
are professional trained and licensed to perform even though the samie
services are covered when performed by a physician.
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On June 20, 1979. the committee approved S-ction 35 of S.9.
(Setion 7 of S. 507), which would extend tile coverage of dental
services under medicare to include any services performed by a doctor
of dental medicine or of dental surgery which he is legally authorized
to perform in cases where the services would be coveted if performned
by a physician.39. .•9overti9•' under m(dt.,re .of o/)Iomwtr;*f.' 8i' es with rcs/pt to
aphaakbi.--Current jiedicaire law provides reinihiu r.wnent for diagnosis
and treatment of the diseases of the eve when such services are. )I(o-
vided by physicians. Certain disea.,s of the eye result i surgi.a I re-
nioval of the lens. Tlhe resulting condition. i.e.. ab.-+ne of the hlems of
the eye. is known as aphakia. Eyeglal*-es (or contact lenses) which
serve as the prosthetic lens for aph, kiat are ,-overed uiter ith lpro-
gram.. Both ,iaysician. . and opitometrists. t are iiiillmr.ed.. u der tile
progirailn for servicess to al)hakic patients. i idike hIllysicialus. however,
the reiniburisenilent to optolietrists is lilmmiteil to (lispensint! servihc.•.
the actual fitting and provision of prosthetic lensea. Sec-tionll 19 of
Public. Law 94-182 required fEIV to conduct a study concerning the
al)l)ropriatenes of medicare reiinaburseieiit of Servicls Iffornme, I
(but not presently reinabursed. ) by optomnetri-.s in I)rov ailing prosthletih
lenses for/)atients with a;lhaki.l. In a report trransiInitte(d t ithe ('oil-
gress on @January 1-2. 1977. HIEW recollenlded that tl)o:e coveredl
servi(c.s related to aI)hakia atnmd within the swope of oI)tolnetrie praetime
be reinl)ursable under part B of lned(i'aire when p)roviheil by
oI)tOillet rists.

On March 22, 1979. the comiittee agreed to ec'tion3n :6 of S.4. ,,1,
(also section 9 of S. --07), which implemiients thet, Ikiiiarinei, ls
rtecoimimmelndat ion.

On June 20. 1;979. the COlmmllitte(e agoree•t to (iitothrefy the enilileiit
by removing thlie Ipr~)•s-I 'eov'•i aretuit horizat ion for the "-Jphivia.w .n"
services provision of the liedi.mare law :anld including it iinsteaul ill tile
))art of the law that deals with "'ziedial and other health -wrvies"
(see. 1861 (s)).

40. ('Itbropruise/i; .WPr';v, s.-1 'r l)reM,-nt lIaw. ll~di.are ,ovrQ oilv
those services of chirop~ractors which involve treatment of a sibltixa-
tion (partial dislocation)i) bv niamls of mianuiial lnipaula:Ition (if lthe
spine. The existeiele of a n'-Imi0uxition m 1IIat l Ie (l'lloll.trate ih Iv X-riv"
however, the (o,.t of the x-rax" is not covered'! when ix, rforlimdli:." a
ehiropractor. The x-ray requirelnent waz intelidle(1 to ,',ijt rol ,ol',
by excti(ling from coverage cases in which a sui)hlllxation'was not
ev(l'i t on an x-r.,:V. Tile Ge•mertl AcAountinq Oflfce h s ins d 'acitted that
file extemit to which x-rays play a part in claiaisde• nial is not, kna-n.
Althug-h chiropractors . Immst havl\'e x-raVs nvaidlale ipolln relule"-t. th,
x -lr yis iSactii;'hlv reviewed I 11v mvdicvare (carriers in (lilly azinaall imm-ii
ber of e:-;se•. The re(uiriement for an x-ray to (dlmlonstrate tile uiml a-x:i-
tion of tile s,)ilie is not neveesary in ever v c.aM', is 1j-. siil)v hazard, mv.
anild-since it is not paid for l)v the progran-..el)r.esents a suia-,ifivant
cost. to beneficiaries. Since elliropractors woi,;d not ordinarily take
x-ravs in every case to dia-,mose s,,llmuxation of the spine, it is inap'ro-
priate to require x-rays. with their accompanying radiation risks, for
administrative purpoe.V.

On March 21, 1979. the committee approved a provision to modify
the requirement for chiropractic coverage so that a subluxation could"
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"be demonstrated to exist either through x-ray or other chiropractic
clinical findings. Neither the x-ray nor other clinical procedures u.:ed
by the, chiropractor would be covered by medicare.

41. Treatment for plantar warts.&-nder present law, coverage for
services related to routine foot care-which is defined as "including the
cutting and removal of corns, warts, or calluses, trimming of nails,
and other routine hygienic care"-is spxecifically excluded. Warts on
the feet (often called plantar warts becau.e they may appear on the
plantar surface of the foot). are tumors caused by infe ctious viral
agents. However, because of the routine foot care exclusion in present
law, treatment for plantar warts is not a covered service, while tihe
treatment of warts located elsewhere on the body is a covered service.

On June 20, 1979, the committee a approved a provision which wolld
eliminate the present Medicare exci usion of ,-rvices related to the
treat ient of plantar warts.

OTiIER J'RIVISIONS

4. Con fldertilityt of PSRIO da/a.-In authorizing the ji-rfc.-:iOal
standards review organization (lPSRO) program in 1972. the ('ongre,..;
set forth principles. in section 1166 of the Social Security Act. tlht
were to serve as the lbasis for regnilations governing bx)th thle disclosure
and the confidentiality of information acquired by I kSRO's in the exer-
ci-se of their duties.

Confidentiality is critical to the success, of PISRO's because they rely
on voluntary service by local physicians. Should all data acqliinird bI
PSR('s be disseminaded without qLfegiuards. recruitment of physi-
cians to perform PSRO functions would become increasingly duli-
cult. Moreover, the intent of xeer review. as opposed to Goveruunlell t
regulation, is to allow the Inf ssion to attempt to regulate it.self with
&)me degire of privacy and candor. In addlit on. suibjtct ing l'SI)Ys to
the Freedom of Information Act (FOIA.) would result, in increased
ath.!.ainistrative hurilen-s. large additional exlpenses for the defense of
lawsuits and great. uncertainty and delay in the performance of 1.SRO
fun c ions.

However, on April 27. 1979. tile IT.S. District Coirt for tile D~istrict
of Columubia held that a PSRO is an "ag,.ncv" of the Federal Gov-
ernment. for purposs of tile FOIA and is thIs subject to the disclos-
ure reqluirements of this later legislation. This deckion, which is cur-
rently being appealed. nans that the data and in formation ill control
of the PSRO11 must be disclosed. on request. unless the particular infor-
nat ion to be protected is specifically identified.

On March 22. 1979. the committee areel to section 2A of S. 505 (al]-o
section 19 of S. 507) with modification. which p rovidtes for tihe colnfi-
dentiality of PSRO information that identifies an individual patient.
lractltioner. provider, supplier or reviewer. As under actionn 11N6. as
presently worded, information may be. di',.losed to tile extent neces-
sary to carry out program Juirposes. to assist with the identification of
fraludulent and abusive activities, and to assist in the conduct of hialhh
planning activities.

It should be, noted that the Secretary of IIEWV in his regular review
of PSRO performance can, under present law, evaluate the review
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activities-including practitioner profiles of practice-and thus safe-
guard against any general indiscriminate or willful action or inaction
y a given PSRO with respect to practitioners.

43. Direct professional review toward a rod;,;,g IMMl 7lPssar roilt;,e
hospital admission services and xece8sive /iroo ol, ratice st,•ys.-Pre.('tt
policies direct PSROs to review the appropriatenesS of hospital -r%-

ices received by medicare and medicaid hIatiei~t. This review has he-ell
limited largely to a review of the need for the patient to be admitted
to the hospital and on the appropriatene,.z of tihe length of the stay.
PSRO studies have amply demonstrated the extent to which unn1lleces-qt
sary or avoidable utilization occurs with ret.iw't to certain o:-jipital
practices that have not been subject to general acros.-the-buoard reviw.w
including: diagnostic tests routinely providled on admission wit ,oit
a physician's order: weekend elective adlmi-;ions to hospitals which a iv
not equipped or staffed to provide needed diagno•tic services on wveek.
ends; and preoplrative stays for elective lroecibimres of ,imore thanm o,,
day without justification tor the additional days.

On June 14, 1979. the committee agreed to direct PSRO's to review
these areas of relatively fre-ueint overutilizatioi to assure. that pay-
ment is made under the public prograins only when the routine te1t-i
and unusually long preoperative stays for elect ive conditions are ,inedi-
cally appropriate.

For example. as is now the case in soi PSRO's. elective adllli--iOmII
for surgery that involve preoperative stays of more than one day
would require specific PSRO approval in'order to be. reimrit--allh..Similarly, weekend alimiss.ions for ehective co.wilit ion;, wotl! ,.' *via,
hursable only where the, PSRO finds that the ho•,,.pital is equIiplpe,! and!
staffed to provide necessary .services over the wveelken,.

The committee noted the need for additional finds for the PISRO
program to engage in these reviews and directed the Departum•nt oif
Health. Education, and Welfare to provide an estiniate of money
required.

44. Procedure for dedermin';nq rea.io,,,a,,le ,o,• and rcqaeom, , le
charge.-Some hospitals and other organizations that are reimbursed
by medicare and medicaid deal with contractors. employees or related!
organizations. consultants, or subcontractors who are paid (in whole
or in part, in cash or kind) on the basis of percentage arrangements.

Such arrangements can take several form',. For example. some in-
volve business contracts for such support services as computer and
data processing, financial and management consulting, or the furnich-
ing of equinnment and supplies to providers of health services, such as
hospitals. Charges for such services are siihIseqientlv incorporate(] into
the cost base against which medicare and medicaid make their payv-
ment determinations.

The contri,-ts for these support servimee !secifv that the remunera-
tion to the suppliers of the services shall be bfaed on a ;wreenta,.e
of the gross or net billings of the health care facilities or of iHdividliaT'
departments. Other examples involve landlords receiving a. peremitage
of provider trrosq (or net) income in return for ofiice space. equip-
ment, shared waiting rooms. laboratory service,. custodial an(i office
heln Pnd administrative services. Such arrangements can be highly
inflationary and add co,,t. to the proarams which may not reflect
actual efforts expended or costs incurred.
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On June 14, 1979, the committee approved Section 19 of S. 505.
which provides except under certain specified circumstances, that
reimbursement to contractors, employees or related organizations, con-
sultants, or subcontractors at any tier would not be recognized where
compensation or payments (in whole or part, in cash or kind) is based
upon percentage arrangements.

The prohibition against percentage arrangements contaii.ed in this
section of the bill would include payment of commissions and or
finders' fees and lease or rental arrangeniients on a percentage basis.
It would also apply to managenient or other service contracts or pro-
vision of services I1y collateral sUlp)liers such as plarimcies. lalhra-
tories, etc. The l)rceiltag(e prohil)itionr would flow both ways either
fr'oml the supplier or service agenV back to tile provider or org.aniza-
tion, or front the original provider or organization to tile siiplier or
se rv ice iige ncy.

There is no intent, how,-ver. to interfere with certain types of per-
centage a rrlangeliiltS which are clistomnarily 'considered( nioriiial c OII-

mamrcial business practices stch as the coll111is.siom paid to a salestmllan.
Further. the bill does not prohilbit reiillliir'.•m ellt for certain pewrcent-
age arrangenments such as a facility nmanagennent contract where til
arrangremient contributes to efficient and economy ical oiperation.

On .Jine 20. 1979. the committee agreed that. in thle eas of ph)ysi-
cians, percentage arrange,,ements wold be Meriiitted if the aimmounit of
reinli.irsenleent is based onn an applroved! relative valuelitwhednie which
takes account of phiysician tiine and effort..An aflditional proviSion
agreed to would direct the Se'retary of 11IE to 'confldit a s1tudv of
ilosiital-bas.i-d physician reinihirs•.nent alnl report Iack to the, ( o-
gre-s with recommendations within two years. The comimiittee also
agreed to seek to amiend the clinicall laboratories jbill relported lby thle
Conimiittee on iLabor and luiimlan Resources with a conforming
anwen(lnlent.

45. Rltpeal of section ,1867.-TThe original 1965 medicare l(gislation
provided for the establishment of tihe Health Insurance Benefits Ad-
visory Council (HIBAC). The current need for tihe ('Cminiil has been
called into question in view of tile establishment of other advi.sorv
giroips. and the Secretary's authority to es.tabi'iýh ad (loe advisory
bodies.

On M'areh 22, 1979, the committee approved section 1.4 of S. 505
(also section 11 of S.. 507) which terminates the Health Insurance
Benefits Advisory Council.

'46. De'elomnent of uniform ehaims forms for s.?e , mah r boa-th e' re
program.-.-Tho medicare and ine(licaid programs have added to the
paperwork required by physicians, hospitals. skilled nursiniri facilities.
and other health care or,.,anizations as a result of the proliferation of
forms. For several years, IEW has been workinlr with other organiza-
tions to develop standardized claims forins that. miglht be usd by
physicians and institutions in billing both medicare and medicaid.
Standardized physician benefit forms now have been developed and1
are beina used by medicare. medicaid amil Blue Shield in several
States. A promising uniform ihoslpital }mitefit formn has also been
developed.

On March =22. 1979, the committee approved section 31 of S. 505.
which requires 11EW to admot. to the extent feasible. stanlardized
claims forms for medicare and medicaid within 2 years of enactment.
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Such forms could vary in a given State for medicaid if the Secretary
determined that, in that State, a uniformed national medicare-niedic-
aid claims forms could not be utilized.

The Ibill require-s the Secretary. in carrying out the re(jIlirellents of
this Section. to consult with those crge( l with the ad inintration of

other Federal health care logramIs, with other organizations thaitpay
for health care, and with providhers of health .ervices to facilitate and1(1
encourage maximum use by other programs of the nnifrwin cla inu
forums. ''hIe bill fit her requires tile Secretary to report to the ('ongre.s
within 21 unonths of enactmnent on: (1 what atri.Is lie will take [)IIr-
suiant to this actionn; (2) tle degree of success ifi ] |.n"olul-fgi fig tliird
parties generally to adopt uniform claims forms., and 3) his re,,'.m-
miendationms for legislative and other changes mi-S ded to nut1xinuize p tie
use of such fornims.

47. Jfedilare paynmwnt iiab;i;ty reondari/ riqre pa*,u f can ,d.vo lhe
made under accident isuran.ce poliry.-Under present law. nie'lica:re
is ordinarily the payor of first resort except in certain 'a-,es. e.g.. whl.re
the patient has no legal obligation to pay, or where workmen's coln-
pensat ion is responsible for payment for the pat ienuts care.

On June 14. 1979, the committee agreed that where the mnedicare
patient is involved in an accident and his care can be paid for indler
the insurance policy of the individual who was a fault. medicare woldl
have residual and not primary liability. Under this proposal. medieiare,
would pay for the patient's care in the usual manner and theln -Aek to
be reimbiused by the private insurance carrier after. and( to the extent
that, its liability I has 1een determined. Tbe coininittee al-o a.•.ed to
leave to the discretion of the Secretary the minimum amounts esti-
mated as recoverable, so as to avoid the administrative cost and effort
of pursuing minor recoveries.

4•. Jud;cial r virew of d,'x;on* ronrern;nq group* of provkdlrs.-
U lnder existing law. individual providers of me'dieare part A services
ma1V obtain Federal judicial review of a(lverse (leeisions of the Pro-
vid'er Reinmhursemument Review Board in the IT.S. District Coulrt for the
di,4rict in which the provider is located, or alternatively in the U..
District. Court for the District of Columbia. Because ofthie langiuua,.e
of thme current statute, however, judicial review of these decision
involving gro,•is of providers.•nma be taken only in time 1'.S. District
Cort for tile District of Columbia.

On Jimne 20. 1979. the committee approved a provision to permit
Federal jui(licial review of adverse decisions of the Providier Reim-
lbirienemt Review Board invloving group.i of providers of medicare
part A services to be takhe, in tlle (district where the repre-ei•tative
appellant for the group is lohr,&ed (or in the District of Columhijia. as
provided in current law).

A.9. Rst'ires of mrd;a;d ap1)/,j1(,t to ;,,dIl( vs.,'ft d;. 14iiatd (f at
*i,,stant;aii 1ess t l fn fa;r nir(',kt v,/do.-Vi |"er l•rf..ent la w. State.
whi,'h uz time l STI criteria in determining medicaid eli,_iillitv for t lhe
ned, blind, and disabled may not impose transfer of :as-eIs re.4t ic-
tions on those applicants. Thiu. an aplli'ant whio wants ftzinlivaid
covera,'.,e can transfer assets which could be applied to the cost of
medieaid-financed zerviees and imninediatelv Ikbcome eligible for medlie-
aid. This situation damages program credibility by allowing relatively
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well-off individuals to become eligible for medicaid. It also in0cre'.1ases
program costs, especially for expenditures for institutional care. The
aged. blind, and disabled account for somie 61 percent of all program
expenditures. They are most likely to need hospital. skilled nursing.
and intermediate care facilitiy services which comprine of two-thirds
of medicaid benefit costs.

Some 25 to 30 States, are currently imposing restrictions on the trails-
for of assets on some medicaid groups but not on others. Title IV-A
of the act does not prohibit such State eligibility conditions. Further.
those States which choose to use the more restrictive standards for
nIedica-d eligibility for tile aged. blind, and disabled rather than the
SSI criteria can impose this eligibility condition if they did so in
January 1972.

The only way a State can iinpose restrictions on a-.ut transfers by
SSI r-ecilpients is to use the more restrictive standards of InedicaiAl
eligibility for the ag.ed. blind, and diSabiehd lp, r iiitted 1inler section
1902(f) of the Social Security Act. H [owever. most States do not elhoo•.e
this option because they either contract wit' the Secretary (the Social
Security Admiiinistration) under s-ection 16.'4 of tile Social Security
Act to do medicaidl eligibility determination of SSI recipients, or rely
on tile SSI eligibility lists transinitted from the Social Scurity A&-
inill istration for nmak ing their own medicaid eligibility deteri nlintlionl.

On March 22. 1979. the committee agreed to section 24 of S. 505
(also-section 13 of S. 507), which as minmified authorizes States at their
option to (deny eligibility for medicaid in cases where an otherwise
(-.I igible a,' red. blind. or diablhd person di.ilsp.ses of si.,niticant a .,t s iy
giving them away or selling themin for sulbstantially less than their fair
market value in order to establish medicaid eligibility. Any such trans-
action will Ive lnie.nwd to be for the purlpxse of establi.hin, mnedicaid
eligibility unless and until the individual submits adequate evidence
to rebut that presumption. Where a State finds that a dispo.'!aI of as-
sets has occurred, the difference between the fair market value of the
asset and the actual amount the individual received for it will continue
to be considered as his asset for purposts of medicaid eligibility for
a period of 12 months.

This authority would be administered by the States even though
other elements of niedicaid eligibility may be determined by the Social
Security Administration under the migre;nments entered into pursuant
to section 1634 of the Social Security Act.

50. Payment for laboratory serc*i*s untlcr ImeI(hdi;di,.-'Tle Comp-
troller General, in a ,July 1, 1.178, report to tile Conre.ss. re moimendled
that States be given greater latitude in paying for independent labo-
ratory services under medicaid. States have been restrained in adopt-
ing cost-savingr contrawt bidding and negotiated rates with labora-
tories by an interpretation of the present "freedom of choice" pro-i-
sion. That provision was intelde(1 toapermit me~licaid recipients to
choose from among any qualified doctor.-s, druiistores, etc. It was not
initendled to apply to the types of care or services, such as laboratory
services. which the patient ordinarily does not choose.

On March 22, 1979, the committee agreed to section 27 of S. 505
(also section 20 of S. 507), which allows a State to.purchase laboratory

services for its medicaid population through competitive bidding
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arrangements for a 3-year experimental period. Under this provision:
(1) services may be Ipurchased only from laboratories meeting ap)pro-
priate health and safety standards; (2) no more tian 75 percent of
the charges for such services may be for services provided to medicare
and medicaid patients; and (3) ihe laboratories must charge the nmdi-
caid program at rates that do not exceed the lowest amount charged
to others for similar tests.

States have been restrained from adopting cost-saving contract bid-
ding and negotiated rate arrangements with laboratories under their
Ilmedicaid programs býy an interpretation of the I)i-\'.,'nt "fre(domu of
choice" provision of Federal law. That proviiioJ was intemh(ed to iN-r-
mit medicaid recil)ients to choose from among any qualified doctors,
pharmacies. etc. It was not. intended to apply to the types of (are or
services which the patient ordinarily does not choose.

Similarly. judicial interpretation of the "freedom of choice" proi-
sionm has haml)ered cost-saving arrangements by States for the plr-
chase under medicaid of medical (levices (such as eye,.lases, hearing
aids and wheelchairs) even though these items often do not vary in
quality from sull)l~ier to supplier. The committee approved an amuemid-
ment which would permit States, at their option, to provimle sli.h •'rv-
ices and items for medicaid l)urpose through conmpetitive bidding or
al)propriate negotiated arrangements.

61. Authorily for eertla;n ,tate to huy-in - ,w'etafje unthr Part R of
wed;(.are for (crta;n indrfla;d re';jpwflnts.-l'heP minedicare law gave
States until .Januarv 1, 1970, to request enrolinmemit of their mildlic :wi-
sistance I•xneficiaries in part B of the inedivare lr'(J'!rJiII. Statll- tIl at
entere(l into these s.o-called "buy-in" agreements pay the part It pre-
niiums for the public assistance enrollees. The "buy-in" provision was
designed to encourage the highest po..il~le pair icipat ion of Ihe e.1le.'1 v
in the paint B prograiin. Alaska. Loui.siana. Oregon. Puerto Rico. amid
Wyomning did not make timely arrangements to enroll their jiiiiic,
assistance beneficiaries in the P)art B1 program. Oin March 22. 1979. 1 lie
'ommntmittee approved section :18 to S. 505 which wo-ild give tlie Stalt'.s
that wish to (1 so -an additional period of 12 nmonthls in whichl they
could elect to make the neces,,arv coverage aIm an lgeillent s.

:3. Exten.Rion of pcr;od for fundlig of Shutf m,,/;,,M fW,1il (ontror
I/tRt/.-Si•vt iion 17 of P.L. 95-142 provided 90) lprv.ent Feilenril migalh'-
ing in fiscal 'ear• 197g-1980 for the costs incurred in the (•staid ish.-lent
and operation (inc(ludin the training of personnel) of State frawd ,on-
trol umiik. The increase itAnt'hing is subject to a tpialterl liiinitatiiin
of the hig,.her of $125.000 or one-quarter of I percent of toial media i4i
eXl)enlditures in such State in the previous quarter. This setion is in-
tended, to encourag-e States to establish effective investigative units omi
the State level.

Sqome States have exlrienced( delays in estahlihing State fraud con-
trol units and have therefore been unalle to fudly avail tlhemt.selves of
the in'..eaed Federal matching authorized under the hlaw.

On MNacvh 22. 1979, the Conuaittee approved action 14 of S. 5oi7
which extends for two years (until October 1, 19S2) the period when
90 percent Federal matching is available for the funding of State m ed-
ica id fraud control units. No State may receive such Immatching for long,-
er than 3 years.
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53. Federal adantre payments to States.-Present Federal policies
permit States to draw on Federal medicaid funds before they are
actually needed to pay recipients. During the period between the time
when the Federal funds are drawn by tie State and the time when
they are disbursed to medicaid recipients, about 12 days on the average,
the funds can draw interest which accrues to the State. HEW has
proposed that the gap should be eliminated in fiscal year 1980 in 10
States, producing a one-time saving of $240 million for Medicaid.

On June 14, 1979. the committee agreed to extend the new ':checks
paid" policy to all States before the end of fiscal year 1980. In States
where a modification of State law is needed to implement this change,
the effective date would be deferred until after the close of the next
re(giular session of the St ate legislature.

54. Conpetitiee bld.',.q and negotiated rates under mediaid.-
States have been restrained from adopting cost-saving contract bid-
ding and negotiated rate arrangements with laboratories under their
inedicaid programs by an interpretation of the present freedomm of
choice" provision of'Federal law. That provision was intended to
permit medicaid recipients to choose from among any qualified doctors,
l)harmacies, etc. It was not intended to apply to the types of care or
services which the patient ordinarily does not choose.

Similarly, judicial interpretation of tihe "freedom of choice" provi-
sion has hampered cost-s.aving arrangements by States for the pur-
chase under medicaid of medical devices (such *as eyveglas.-;es, hearing
aids and wheelchairs) even though these items oftn dilo not vary in
quality fronn Si1l)lier to supplier.

On June 14, 1979. the committee agreed to permit States. at their
01)tion, to l)rovide such services and items for ne~dicaid l)urlM)ses
through competitive bidding or al)p)rol)riate negot iated arrangements.

55. Notification to ,State offlcihls.--Thlere have lK'en instances where
the governorss and chairmen of the appropriate legislative and ap'ro-
priation committees in State legislature lave not been informed on a
timnelv basis of deficiencies or potential c'onipliance issues involving
Fedeh.al-State programs authorized under time Soeial Security Act.

On March 22. 1979. the committee approved actionon 17 of S. 505
which l)rovides that if the Secretary notifies a State of any audits.
quality control performance reports. deficienciess. or changes in; Federal
matching payments under programs authorized under the act. simul-
taneous notification would also be made to the Governor of the State
and the respective chairmen of the le.rislative and appropriation coin-
mittees of that State's legislature living jurisdiction over the affected
program.

5'L. Waler of himan :irper;b~ne,,v;t' pro;iohn for mnd;rari and
Vu,dikad.--Tnder current law. State medicaid programs m1ay in pose
nominal cost-sharing requirements on medicaid eligiibles. Recently. a
State's cost-sharing experiment was chmallen,,ed as a violation 1-f rezu-
lations implemnenting the hubmin experi mentation statute. The chal-

Pemige would effectively prevent any cost-sharing ex ;w'rirm nts under
the inedicaid program. and could seriously hinder other medicaid and
medicare cost control effortA.

On March 22. 1979. the (i.,imittee al)lroved Aection 22 of R. 505
which waives requirements of tVie human experimentation statute



wliich may otherwise be held applicable for purposes of medicare and
mnedi'aid. For examp~le. the bill waives such requiremleniats with res.'ct
to exlerient at ionInvolving coverage, Colayn i)mit, deductible- or
other limitations on payments for services.

The bill further provides that the Secretary. in reviewing any appli-
cation for any experimental, pilot or demaonst ration project ,)II.stiant
to the Social Security Act. would take into con.siderati(n the huilan
experimentation law and regulations in making his deci.--io•o nl
whether to approve the applicat ion.

The provision wouldi apply only to medicare :and (Iediaid reinm-
burIScIIent. ad aId inisrieiSt ratIWe ativities not designed to directly ex-
periment with the actual diagnosis or treatment of pait-ints.

57. lIMO's e ntollbig oer 50 percent nwdwieare or 71 dirt , Ir, ;p"
,a/s.RlPresent law prohibits ' (althl aijlteljlll(-p orgalizat trMi
(lIMO) which contracts with a State to provide prepaid health -.-rv-
ices under ietlcaid from living more than Oi(- lalf of itS. reriIl'rs
covered by medicaid aid men.liawre., lIme's are ,tiven 3 years froum
the date of their contract with the State medicaid prograin to zile.t
tlis condition.

Occasionally. Imcause of adlministrative delays by IIEW in formally
finding, the IfMo to be eligible, an lIMe) may have difficulty siz.irig
up nonniedicaid/medicare iienmlxrs by the end of that 3-year period,
andl thus be forced to reduce its coverage of nIedicaid benefi.iaries
in order to achieve the 50-50 requirements.

On March 22, 1979. thle committee agreed to .se,'tion 39 of S. 50.¶
(also section 21 of S. 507). which provides that liMO's contrac'ting
with States would have up to 3 years after the (late the lIMO) is for-
mally found qualified by the Department of Health, Education. awlI
Welfare to meet the 50-percent requirement.

58. Demonitral;on wrojrt* f!)r t'a;ni;q andr einjlo nent of .4 FDP
?'ec;pwflt8 as ,l8ihmemakers and lome lheafth a(h-.L-Tt iS es-ifnated that
as many as 40 percent or more of the aged and disabled persons imw in
hifgh cost skilled nursing facilities and intermediate care facilitieUs do
not ne ".ssarilv have to b)e there-and wouli not be there if prolj.r
alternatives s;Ipportive sel'vi.es were avaialale. Most would prefer to
live in familiar surroundings in which they can retain their sense
of independence and dignity.

At the same time there are many persist currently on the welfare
rolls who. if they received lproi*er traininer, could lb.,com( e gainfully
and usefully emiployedi meinelers of the health profe',siois.

On March 22. 1979. the committee approved section 22) of S. 507,
which authorizes the Secretary of IIEW to enter into agree(iients with
up to 12 Statesselected at his discretion. for the purpose of con-
ductinjz demonstration projects for the training and enmploh•ment of
AFDC recipients as homemakers or home health aides. Priority would
be given to those States which have demonstrated active interest and
effort in supporing the concept. Full responsibility for the program
would beI iven to the State health services a.en.v (which may be tile
State medicaid agency) designated by the Governor.

The program is conrpletely voluntary: an AFDC, recipient is under
no obligation to enroll and does not risk loss of AFDC funds by refus-
ing to participate. Persons eligible for training and emiploymemat would

30
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be only those who were continuously on the AFDC rolls for the [)0-
day period preceding application. Those who enter a training pro-
gram would-be considered to be participating in a work incentive
program authorized under part C of title IV of the Social Security
Act. During the first year such individual is employed under this
program, he or she shall continue to retain medicaid eligibility and
any eligibility lie or she ha(l prior to entering the training prograin for
social and supportive services provided under part A of title IV. Tihe
individual will be paid at a level comparable to the prevailing wage
level in the area for similar work. Federal funding will not be avail-
aide for the employment of any eligible participant under the project
after such participant has been employed for a 3-year period.

A State participating in a demonstration project would be required
to establish a formal training program wlich must 1e alpproved loy
the Secretary as adequate to prepare eligible lparti ipants to provide
part time and intermittent homnemaker services and home lie ath aide
services to individuals, primarily the aged and disabled, who would,
in their absence, be reasonably antici )ated to require in.titutional
Care. The State would provide for the full-time employment of tho-e
who have successfully completed the training program with one or
more public agencies or by contract with nonprofit private agencies.
The numbers of people in a State eligible for training and eCinlov-
ment would be limited only by their ability to be trained andI emn-

loyed as well as by the nuimber of those in *need of home health anti
homnemaker services.

Persons eligible to receive home health and homemaker services are
the aged, disabled, or others, such as the retarded, who are in need of
such service. They must be those for whom such services are not
reasonaPv and actually available and who would otherwise reason-
ably be anticipated to receive institutional care. Participating States
would be required to provide for independent professional review to
assure that services are provided to individuals actually needing them.
Eligibility for services would be extended to individuals whose income
is less than 200 percent of the State's need standard under the AFIDC
program for households of the same size.The type of services included as homemaker and home health aide
services include part time or intermittent: personal care, such as bath-
ing, grooming, and toilet care assisting patients having limited mobil-
ity; feeding and diet assistance; home management, hou.skeeping and
shopping; family planning services; and simple procedures for iden-
tifying potential health problems. Authorized services do not include
any service performed in an institution or any services provided under
circumstances where institutionalization womild be substantially more
efficient as a means of providing such services.

Ninety percent Federal niatchinir would be wrovibimd for the reasn-
able costs (less any related fees collected) of conducting the deinon-
st rat ion projects. Such amounts would be paid under the State's m•eic-
aid program. Demonstration projects would Iw limited to a maximum
of 4 years plus an additional period up to 6 months for planning and
development and a similar period for final evaluation and reporting.
The Secretary would 1b required to submit annual evaluation reports
to the Congress and a final report not more than 6 months after he has
received the final reports from all the participating States.
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ý9. Grants to regional pediatric pulmonary ecnters.-Pediatric pul-
monary centers train health care personnel in the prevention. diag-
nosis, and treatment of respiratory diseases and provide needed serv-
ices for children and young adults suffering from such diiea.es

On March 22, 1979, the committee approved section 21 or S. 505
which authorizes up to $5 million annually for grants to public or
nonprofit private regional pediatric pulmonary centers which are
part of (or affiliated with) institutions of higher learning. This 'e-
tion of the bill is identical (except for effective dates) to an aw~end-
ment approved by the Senate in 1972 and 1978.



1. Appohitment of JICFA Admin;htrator (8. -408).-The Health
Care Financing Admiinistration (HCFA) is the agency in the De- part-
ment of Health, Education, and Welfare responsible'for administra-
tion, cordination, and policymaking for the medicare and medicaid
programs. It was estaIblishedl by the Administration in early 1977 in
order to provide the means for the orderly consolidation and coordina-
tion of these two major health programs.

The Administrator of this agency should be an individual experi-
enced and knowledgeable in health ,are and health care financing with
full awareness of the complexity of the issues involved. This position
includes responsibility for both medicare and mediicaiid. The AdIninis-
trator of the Social and Rehabilitation Service (an office now termi-
nated) required appointment by the President and confirmation by the
Senate primarily because of his responsibility for medicaid. The eom-
parable position of the Commissioner of Social Security requires Pres-
ident ial appointment and Senate confirmation.

On .March 2-2. 1979.. the committee a l)roved the provisions of S.. 5O.-.
which would provide for the Administrator of thle Health Care Fi-
nancing Administration to be appointed by the President with the
advice and consent of the Senate. The provision would apply to indi-
viduals appointed to the position after the (late of enactinent.

2. Report on home heealt7h and other in-home RnLrs,6 (q. Req*.
169).-Section 18 of Public Law 95-142 required the Secretary of
HEW to submit a report to Congress analyzing. evaluating, and mnak-
ing recommendations on all aspects of the delivery of home health and
other in-home services provided under titles XVIII. XIX. and XX of.
the Social Security Act. The report was also to include an evaluation
of the coordination of such services under the different titles, along
with recommendations for changes in regulat ions and legislation on
the scope of services provided, eligibility requirements. standards for
provider certification, utilization control and quality assurance, reini-
bu.rsenient methods, and the prevention of fraud and abuse. As sub-
mitted, the HEW report does not contain the required recomnimenda-
tions for legislative changes.

On June 27,1979, the committee favorably reported Senate Resoli-
tion 169 (S. Rept. 96-233). (1) expressing the sense of the Senate that
the HEW report. on home health and other in-home services is not re-
sponsive to the requirements set forth in Public Law 955-142, ani (2),
returning it with the direction that it be revised.
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