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REFORM OF MEDICARE PAYMENTS TO
PHYSICIANS

FRIDAY, DECEMBER 6, 1985

U.S. SENATE,
CoMMITTEE ON FINANCE, SUBCOMMITTEE ON HEALTH,
) Washington, DC.

The subcommittee met, pursuant to notice, at 9:156 a.m. in room
SD-215, Dirksen Senate Office Building, Hon. David Durenberger
(chairman) presiding.

Present: Senators Dole, Durenberger, Heinz, Baucus, and Boren.

[The press release announcing the hearing and a background
paper by the Congressional Research Service on Physician Reim-
bursement under Medicare, and the opening statements of Senator
Durenberger and Senator Dole follow:]

{Press Release No. 85082, Wednesday, October 9, 1985)

SuscoMMITTEE ON HEALTH SETS HEARING TO REVIEW PossiBLE REFORM oF MEDICARE
PAYMENTS TO PHYSICIANS

Ongoing studies and evaluations of possible changes in the Federal supplementar
medical insurance program (Medicare Part B) payments for physicians’ services will
be reviewed by the Senate Committee on Finance's Subcommittee on Health at a
November 18 hearing, Chairman Bob Packwood (R-Oregon) announced today.

The Subcommittee hearing is scheduled to begin at 9:15 a.m., Monday, November
18, 1985, in Room SD-215 of the Dirksen Senate Office Building.

Senator Packwood said Senator Dave Durenberger (R-Minnesota), Chairman of
the Subcommittee on Health, would preside at the hearing.

Senator Packwood explained the hearing has been called to examine the efforts
under way by the Department of Health and Human Services (HHS) and others
which assess the current payment mechanism and develop reform options.
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PHYSICIAN REIMBURSEMENT UNDER MEDICARE

I. OQVERVIEW

Medicare's expenditures for physicians' services increased at an average
annuasl rate of 20.6 percent over the 1979-1983 period. As an interim measure
to control these escalating costs, Congress approved in 1984, a 15-month frueze
on physicians' fees under the program. The freeze period was slated to end
September 30, 1985. P.L. 99-107 and P.L., 99~155 extended the freeze period
through December 14, 1985. On November 14, 1985 the Senate amended and passed
H.R, 3128, making it the Consolidated Omnibus Budget Reconciliation Act of 1985.
This measure extends the freeze until September 30, 1986 for "nonparticipating”
physicians and lifts the freeze for "participating” physicians. The freeze
provisions are viewed, however, as a temporary means of stemming increases in
program expenditures for physicians' services.

Medicare pays for physicians' services on the basis of Medicare~determined
"reasonable charges.” The reasonable charge is the lowest of:

(1) the physici{an's actual charge for the service;
(2) the physician's customary charge for the service; or

(3) the prevailing level of charges made for the gervice by
all physicians in the eame geographic area.

Prior to the freeze, customary and prevailing charge screens generally were
updated annually, with i{ncreases in prevailing charges limited by an econonic'
index that reflects general inflation and changes in physicians' office practice

costs.
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Medicare psyments are made directly either to the doctor or the patient
depending on wvhether the physician has accepted assignment f{or the claim. In
the case of assigned claims, the beneficiary transfers his payment rights under
Medicare to the physician. In return, the physician agrees to accept Medicare's
reasonable charge as payment in full (except for applicable cost-sharing). If
the physician does not accept assignment, Medicare payments are made to the
beneficiary who, i{n turn, pays the physictan., Beneficlaries are liable for
required c¢eductible and cofnsurance amounts and, in the case of non-assigned
claims, for any difference between Medicare's reasonable charge and the physi-
clian's actual charge.

The Deflcit Reduction Act >f 1984 (DEFRA) froze Medicare recognized cus~
tomary and prevailing charges for all physicians' services provided during the
15-month period beginning July 1, 1984 at the levels in effect on June 30, 1984.
However, subsequent legislation extended the freeze period through December 14,
1985.

DEFRA also established the participating physician and supplier program.
Participating physiclans or suppliers agree to accept assignment for all serv-
ices provided to all Medicare patients during a 12-month period. The first
such period began October 1, 1984. The primary incentive for physiclans to par-
ticipate 18 the ability to raise actual charges during the freeze period so that
such increases may be reflected in the calculation of customary charges in sub-
sequent years. Nonparticipating physicians cannot raise their actual charges
during the freeze perfod dbove the levels they charged during April-June 1984,

The Medicare fee-for-service payment system has undergone relatively few
changes since the program's inception. It has been criticized by some because

ft allegedly permics distortions in payments and falls to provide adequate
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protection for the elderly againet rising physicians' fees. These concerns are
reflected int

(1) imbalances in payments for individual services, and

(2) in cthe unit of payment.
With respect to paymant imbalances, Medicare frequently recognizes a higher fee
vhen the same service is performed by a specislist rather than by a general
practitioner or when provided in a hospital rather than in an office setting.
There is also a wide variation in recognized feos between various geographic
regions. Further, physicians generally are paid substantially less for cheir
primary care skills than for their technical ekills., Finally, newv procedures
generally are priced at a high level and charges generally are not lowered
over time even though increased experience and higher volume actually have
reduced both the costs and time involved.

Use of the individual service as the payment unit also has been the subject
of criticism. Whila some surgeons are essentially paid a single comprehensive
fee for an inpatient case, including both pre- and post-operative care, the major-
ity of all physicians' payments sre made for each unit of service. It has been
argued that this reimbursement system encourages physicians to provide additionsl
services (such as laboratory tests), order additional consultations, or perform
additional surgeries. While these actions may not be outside the broad range of
accepted medical practice, other less costly alternative treatment patterns amay
be equally, or in some cases more, appropriate. Another frequently cited problea

"

with the current unit of payment is the phenomenon known as “unbundling,” f.e.,
billing separately for services that preveiously had been consolidated into a
larger setrvice category and therefore payment unit; the total amount paid for
such sultiple individual services may exceed the amount which would have been

paid 1{f they had been grouped under a single category, f.e., “bundled.”
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[t also has been suggested that existing coding policies are somewhat
inflatfonary. Procedure codes for some high volume procedures such as office
vigites are not precisely defined; {t may thus be possible to describe the same
service by more than one code, giving the physician the option of selecting the
code with a higher allowable charge (so-called code-creep).

Physicians' decistons about pricing and billing have a direct economic
{mpact oun benef{ciaries both i{n terms of tha required 20 percent cost-sharing
amounts and the amounts i{n excess of approved charges on unassigned claims.

For several years, both the Congress and the Admin{stration have been ex-
ploring alternative approaches to caantaining escalating expenditures for physi-
clans' services. Three long-term reform options which have been suggested are:

(1) fee schedules based on a relative value scale (RVS);
(2) predetermined comprehensive payments for physicians'
services provided to hospital patients based on the
pattent's dlagnosis (so-called physician DRGs); and
(3) capitation,

The first option for revising Medicare's reimbursement system would be to
e¢stablish a uniform national tee schedule tor all physictans' services. Fee
schedules are set payment amounts tor each service. The most frequently sug-
gested method tor establishing a fee schedule would be to utilize an KVS which
weights each service in relation to other services. The RVS is then translated
{nto a fee schedule (dollar amount) by use of a predetermined conversion factor
or multiplier. The use of a4 national fee schedule has the following advantages:

(1) Wide payment fluctuations dmong physicians {n payments
for similar services would be removed, though certain
area-wide ad justments for cost-of-living differentials
might be permitted;

(2) Medicare payments to physicians would be known {n advance; and

(3) Medicare would exercise control over the amount the program
would pay tor individual services.
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The primary disadvantage of this spproach is that {t would not provide control
over total expenditures since it retains the individual service as the payment
unit. Thus, this approach could have less impact than other reform options
such as cspitation unless controls on intensity and volume were also incor-
porated in the new system. -

The second reform option which has been suggested is the use of pre~
determined comprehensive payments for physicians' services provided to hospital
ifnpatients based on the patient's diagnosis. The "Social Security Amondments of
1983" (P.L., 98-21) established s prospective payment system (PPS) for {npatient
hospital services based on diagncsis~related groups (DRGs). P.L. 98-21 also
required the Department to study the advisability and feasibility of extunding
this approach to physicians' services. The report, due July 1, 1985, has not
been transmitted to the Congress. It was expected that s physician DRG payment
system for inpatient services would involve the establishment of a predetermined
rate for each of the 468 DRCs used under the PPS system. However, there is some
concern that the existing DRG classification system, which was designed to re-
flact hospital costs, may not adequately reflect differences in physician input
costs. Another {ssue in designing a physician DRG payment system is determining
to whom the payment should actually be made; payments could be made to the admit~
ting physician, medical staff of the hospital or the hospital {tself. One con-
sideration in making this choice is the degree of financial risk that may be
imposed on the various parties involved. This risk reflects the proportion of
sicker patients treated and how widely the risk is spread.

A physician DRG payment system would give physicians (or physician groups)
the tncentive to practice more efficiently since they would be at risk for any
costs in excess of the package price. This payment approach would directly ad~

dress the problem of unbundling for services provided i{n the inpatieut setting.
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It would also address the divergence of economic incentives that currently exist
between hospitals and physicians. However, the concern has been expressed that
1f hospital and physician incentives are too closely aligned, the qualfty of
patient care may be affected adversely.

While a physician DRG payment approach would limit expenditures for i{ndivid-
ual admissions, {t might not control overall expenditures. For example, physi-
¢fans could change their practice patterns such that:

(1) certain complex cases would be managed in two or more
admissions instead of one; and

(2) some services related to the inpatient stay could be
performed {u outpatient settings either before or after
the hospital stay and be billed for separately.

A third reform option is capitation. Under this type of system, Medicare
would pay entities, such as health maintenance organizations or private {nsurers,
a predetermined per person monthly fee or capitation payment. In return, the en=~
tities would be responsible tor financing a specified set of benefits, including
physicians' services. One advagtage of this approach is that the organization
would have a financial incentive to control costs. However, if the capitation
payment {s too low, the approach could lead to underutilization and a decline
in the quality of care. Medicare currently pays ris;-cuntractlng health main-
tenance organizations and competitive medical plans on a capitated basis for
benefits provided to a small proportion of the Medicare population who have
voluntarily enrolled in these plans. [t has been suggested that capitation pay-
ments could also be made to insurers who would provide benefits to all benefi-
ciaries in a geographic reglon. However, there is little experience with this
approach. A major issue in the design of a capitation system is how to determine
the appropriate level ot the capitstion payments.

Regardless of the retorm option chosen, physician assignment/participation

issues would need to be examined. OUne approach would retain current policy.
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Another would require physicians to accept Medicare's payment rate as the full
payment (plus the required coinsurance).

In connection with its continuing interest in physician reimbursement
issues, the Congress required the Department to prepare two reports for sub-
mission i{n July 1985. The first report, noted above, concerns the pogsible
application of a DRG type payment system to physician services provided in the
inpatient hospital setting. The second is to examine the fapact of the freeze
on the volume and amix of services provided. The Congress also required the
Office of Technology Assessment (OTA) to prepare a report on physician payments

to be submitted by December 31, 198S.



I1. CURRENT PROGRAM

A, Medicare Coverage of Physicians' Services

Total Medicare outlays were $62.7 billion in FY84; of this amount, $42.3
billion were Part A outlays and $20.4 billlon were Part B outiays. Of Part B
outlays, 73 percent represented payments for physicians' services ($14.9 billion).
Physfcians' services covered by Medicare include those provided by doctors of
medicine and osteopathy, whether furnished {n an office, home, hospital or
other institution. Also included under certain limited conditions are services
of: dentists (when performing certain surgeries or treating oral infections),
podiatrists (for certain non-routine toot care), optometrists (for services to
patients who lack the natural lens of the eye), and chiropractors (for treatment
tavolving manual manipulation of the spine, under specified conditions). Medi-
care payments accounted for 18 percent of the income of all physicians i{n 1982.

The Part B program generally pays 80 percent of the "reasonable charge”
for covered services after the beneficiary has met the Part B annual deductible
amount of $75. The beneficiary is liable for the 20 percent coinsurance charges,
plus, in certain cases, physicians' charges in excess of the Medicare-determined
“reasonable charge.”

Five specialties accounted for over halt of Medicare physician spending
in 1983, These were:

(1) internal medicine (20 percent ot the total);
(2) ophthalmology (10 percent);
(3) general surgery (9 percent);

(4) radiology (8 percent); and
(5) general practice (b percent).
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Medical care (primarily physicians' visits) accounted for 37 percent of
Medicare spending for physicians' services while surgery accounted for 34 per-
cent in 1983. (The remaining 29 percent includes diagnostic laboratory and
x-ray services, anesthesia servicee, and consultations). Sixty-two percent of
apending is for services delivered in hospital inpatient settings while 29 pec-
cent is for services rendered in physicians' offices. (The remaining 9 percent
includes services rendered in hospital outpatient departments and skilled
nursing facilities).

For the aged, Medicare spending accounted for an estimated 57.8 percent of
the per capita expenditures for physicians' services in 1984 ($502 out of total
$868). Out-of-pocket spending by the aged accounted tor $227 (26.1 percent);
private insurance spending represented $l1/ (or 13.5 percent) and other govern-
ment spending $22 (2.5 percent).

Medicare is administered by the Health Care Financing Administration (HCFA)
within the Department of Health and Human Services (DHHS). The day~to-day func-
tions of reviewing Part B claims and paying benefits are performed by entities
known as “carriers.” These are generally Blue Shield plans or commercial insur-

ance companies.

B. “Reasonable Charges”

Medicare pays for physicians' services on the basis of "reasonable charges,”
sometimes referred to as “approved charges.” A reasonable charge for a service
(in the absence of unusual circumstances) cannot exceed:

~- the actual charge for the service;

~=- the physician's customary charge for the
service; and

~~ the ”Bsgvailing charge’ billed for similar services in
the locality (set at a level no higher than is necessary
to cover the 75th percentile of customary charges).
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Carriers delineate localities tor purposes of determining prevailing charges
on the basis of their knowledge of local conditions. Localities are usually
political or economic subdivisions of a State. There are 225 localities
nationwide.

Prior to 1984, customary and prevailing charge screens ({.e., benchmark
1imits against which actual charges are coupared) were updated every July 1.
Since 1975, the annual update {n the prevailing charge screens has been sub ject
to a limitation. This limitation (expressed as a maximum allowable percentage

increase) Js tied to an economic index known as the Medicare Economic Index
T

(MEI) that reflects changes in operating expenses of physicians and in earnings'
levels.

Because DEFRA froze physicians' fees through September 30, 1985, the annual
fncreases in the customary and prevailing charge screens slated for July 1,
1984, did not occur. Subsequent updates were slated to occur October 1 of
future years beginning in 1985. However, recent legislation postponed until

December 14, 1985 the update otherwise slated to occur on October 1, 1985.

C. Assignment and Participation

Medicare payments are made directly either to the doctor or to the patiernt
depending upon whether or not the physician has daccepted assignment for the
claim. In the case of assigned claims, the beneficiary transfers his right to
the Medicare payment to the physician. In return, the physician agrees to ac-
cept Medicare's reasonable charge determination as payment in full for covered
services. The physician bills the program directly and {s paid an amount equal
to 80 percent of Medicare's reasonable or approved charge (less any deductible,
where applicable). The patient is liable for the 20 percent cuinsurance. The

physician may not charge the beneficiary (nor can he collect from another party
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such as a private insurer) more than the applicable deductible and coinsurance
amounts. When a physician accepts assignment, the beneficiary is therefore
protected against having to pay any difference between Medicare's reasonable
charge and the physician's actual charge.

In the case of non-assigned claims, payment is made by Medicare directly

to the beneficiary on the basis of an itemized bill paid or unpaid. The bene-
ficiary is responsible for paying the physician's bill. In addition to the
deductible and coinsurance amounts, the beneficiary is liable for any difference
between the physician's actual charge and Medicare's reasonable charge.

A physician (except a “participating physician”) may accept or refuse
requests for assignment on a bill-by-bill basis, from different patients at
different times, or from the same patient at different times. However, he is
precluded from "fragmenting” bills for the purpose of circumventing reasonable
charge limitations. He must either accept assignment or bill the patient for
all of the services performed on a single occasion. Additionally, when a
physician treats a patient who is also eligible for Medicaid, the physician
essentially is required to accept assignment. Total reimbursement for services
provided to these dual eligibles is equivalent to the Medicare-determined
reasonable charge with Medicaid picking up the required deductible and coinsur-
ance amounts.

The law specifies that a physician who knowingly, willfully, and repeatedly
violates his assignment agreement is guilty of a misdemeanor. The penalty for
conviction is a maximum $2,000 fine, up to 6 months' imprisonment, or both.

In calendar year 1983, approximately 56 percent of claims were paid on an
assignment basis. In 1984, the figure rose to 59 percent. By May 1985, the
the figure was 69 percent. This recent increase primarily was attributable

to two factors ~- the beginning of the participating physicians program on
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October 1, 1984, and the requirement that, effective Tuly 1, 1984, claims for
independent laboratory services be assigned.

DEFRA established the concept of a "participating physician.” A partici-

pating physician is one who voluntarily enters {nto an agreement with the
Secretary to accept assignment for all services provided tu all Medicare patlients
for 4 tuture 12-month period. The first such perfod began Oct. 1, '984; the
second period began on October 1, 1985. The law requires physiclans to sign
up prior to October 1 for the following 12-month perfod. After this date, only
new physicians in an area or newly licensed phvsicians may enter into a partici-
pation agreement until the beginning of the next Jdesignated time period.
Participating-physicians .are subject to the.(reeze which has been extended
through December 14, 1985. They are, however, permitted to increase thelir
billed charges during the freeze period as an incentive to encourage participa-
tion. While increases in billed chargzes will not rafse Medicare payments during
the freeze period, these charges will be reflected in the calculation of future
customary charge screen updates. The law !{ncludes additional incentives for
physicians to agree to become pdrticipating physicians. These include the
publication of directories 1dentifying participating physicians and the main-
tenance by c¢- 'riers of toll-free telephone lines to provide beneficiarifes with
names of parcicipating physicians.

Non-particpating physicians (i.e., these who have not signed a voluntary

participation agreement) can continue to accept assignment on a case-by-case
bas{s. They cannot, however, increase their billed charges during the freeze
peri>d over the amounts charged for the same services Juring the April | -

June 30, 1984 base period. For example, {f during that period a physician
charged $22 for a service and Medicare's reasonable chdrge was $20, he could ~

bill the beneficiary the 20 percent coinsurance (%4) plus (if he did not accept
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assignment on this claim) the $2 in excess of the reasonable charge. During the
freeze period, the nonparticipating physician's fee (s frozen at §22 -- he can
not raise his charges to beneficiaries in an attempt to circumvent the freeze.

The law requires the Secretary to monitor charges of nonparticipating phy-
siclans to determine whether or not there is compliance with the fee freeze.
The monitoring is to compare actual charges of individual physicians with their
corresponding charges during the base period (Apr. 1, 1984, through June 30,
1984). Nomnparticipating physicians who do not comply with the freeze could be
subject to civil monetary penalties or assessments, exclusion for up to 5 years
from the Medicare program, or both.

HCFA reported that in FYB5, 29.% percent of physiclans were “participating;”
34.0 percent of limited license practitioners ({.e., chiropractors, dentists,
podiatrists) were "participating;” and 23.8 percent of Medicare suppliers were

"participating.”

.  Consolidated Omnibus Budget Reconciliation Act of 1985 (H.R. 3128)

On November 14, 1985 the Senate amended and passed H.R. 3128, making it
the Consolidated Omnibus Budget Reconciliation Act of 1985. The Senate amend-
ment includes a provision which would extend the current freeze on customary
and prevailing charges through September 30, 1986 for physicians who are non=-
participating physicians during FY86. Prevailing charges for services furnished
after the freeze would not include an allowance for the lack of an increase
during the freeze. The Senate amendment would also extend the freeze on dctual
charges on nonparticipating physicians. This freeze is tied to the April-June
1984 levels. A physician who converts from a participating physician in FY85
to a nonparticipating physician in FY86 would have his actual charges made

during the 12-month period beginning April 1, 1984 reflected in the calculation
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of customary charges for FY86: further, this physician would not be allowed to
increase actual charges in FY86 above the level in effect for the 3-month
period beginning April 1, 1984. The monitoring of honparticipating physicians'
actual charges would continue through FY86.

The Senate amendment would provide that any physician who signs a partici-
pation agreement for FY86 would receive an increase in Medicare payments in
that year. Both participating and nonparticipating phys;c(ans would receive
an increase in Medicare payments beginning in FY87. However, there would be a
permanent l-year lag in prevailing charge levels applicable for nonparticipating
physicians versus participating physicians. The Senate amendment would require
publication of directories (rather than a single directory, as is currently
required) identifying participating physicians. In addition, the Explanation
of Medicare Benefits (EOMB) notlces sent to beneficiaries would be required,
for nonassigned claims, to include a reminder of the participating physician
and supplier program.

The Senate amendment would also specify that the penalties for noncompliance
with the fee freeze provisions would not be applicable in those Instances where

no payment is requested or billed for under Part B.
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I11. CURRENT SYSTEM PROBLEMS

Part B is currently financed through enrollee premiums (approximately
25 percent of Part B expenditures) and Federal general revenues. The rapid
cost increases and the resulting impact on the Federal budget are causing
fncreasing concern. Since approximately three-quarters of Part B outlays are
for physicians' services, the primary focus has been on ways to curb these ex-
penditures. Initially, consideration was given to refining the existing reim-
bursement system. However, more recently attention has turned to consideration

of alternative payment methodologies.

A, Prices for Individual Services

As noted, Medicare pays for individual services on thc basis of "reasonable”
charges. Reasonable charges cannot exceed the physicifan's customary charge or
the prevailing charge for the service {n the localfty. The prevailing charge
was originally set at the level necessary to fully cover at least the 75th
perceﬁtlle of customary charges. However, annual increases in recognized pre-
vailing charge levels are subject to the economic {ndex limftat!.n (which is
expressed as an allowable percentage {ncrease). Physiclans' fees generally have
increased at a faster rate than the:economic index. Between 1973 and 1984, the
economic index {ncreased by 106 percent while physician fees for services to
ali patients, as measured by the physicians' services component of the Consumer
Price Index (CPI), increased 157 percent. Thus, each year an increasing percent-

age of physicians' customary charges are likely to exceed the index~-ad justed
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prevailing charge limit. In these cases, the liait determines the approved
payment amount. Estimates vary on the percentage of claims which are subject
to the econoamic index-adjusted prevailing charge screen; it is generally be-
lieved that at least one-half of charges are subject to this llulg.

The index-ad justed prevalling charge screens are serving as de facto fee
schedules in many localities. Fee schedules are set payment amounts for each
service. (For example, if the fee schedule amount is $20 for an inftfal brief
office visit, this is the amount paid for the visit regardless of the physi-
cian's charge.)

These de facto fee schedules, which vary considerably throughout the country,
reflect and lock into place historical imbalances in charging patterns. Many
feel that these imbalances have encouraged physiclans to locate in high-income
areas, to choose specialty over primary care practice, to treat patients {n
hospitals rather than outpatient settings and to perform surgical rather than
medical procedures. Some of the major problems which have been cited follow:

1. General Practitioner/Specialist Differential. Considerable variation

exists in Medicare-determined reasonable charges for services performed by phy-
sicians in general practice versus reasonable charges fo? similar services
performed by specialists. For example, the prevailing charge for a routine
follow-up office visit may be $25 for a general practitioner and $30. for a
specialist. In che 1984 fee screen year (i.e., July 1, 1983, through June 30,
1984), Medicare carriers recognized specialty reimbursement differentials in
all areas of the country except for Florida, the area of Kansas served by Blue
Shield of Kansas, North Dakota, South Dakota and the area of New York served
by Blue Shield of Western New York.

The specialist/generalist differential recognized by Medicare and many

private insurers was originally intended to reflect the fact that specialists
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often charge more because they provide a different type or higher quality of
service. It has also been argued that specialists deserve higher fees in order
to compensate them for the additional years of training they must receive in
order to become a "board-certified” specialist. However, it has been noted -
that not all doctors paid as specialists under Medicare are board-certified.

Whije some believe that specialists may deserve higher fees when practicing
within their specialty, many specialists also provide a significant amount of
primary care. The fee differentials mean that Medicare is paying g}gnificantly
more for what many feel are comparable services. For example, in fee screen
year 1984, the mean prevalling charge for specialists was 16 percent higher
than that for generalists for a "brief foliow~up hosptial visit” and 24 percent
higher for a "brief follow~up office visit.”

Neither Medicare nor the medical community generally have established a
single uniform definition for the term specialist. A report by the General
Accounting Office (GAU/HRD-84-94, Sept. 27, 1984) reviewed how carriers estab-
lish prevailing rate structures and identi{fied several problems areas. It
stated that HCFA had given little guidance to the carriers in determining
whether specialty differentials in fees were warranted for particular proce~
dures, and that in turn, the carriers had conducted little or no analyses of
this issue. The report cited wide differencew {n the way carriers recognize
physician specialties in establishing prevailing charges. Some carriers did not
recognize any specialties and had only one prevailing charge for a particular
procedure. Others developed prevailing charges for each specialty iandividually.
Others combined numerous specialtlei into several prevailing charge groups.

The report noted that the use of more than one prevailing charge could lead to
significant variations among physician specialties. For example, the prevailing

charge for a "congultation requiring a comprehensive history” in an urban area
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of Massachusetts ranged from $40.00 for a general practitioner to $89.50 for a
cardiologist or pulmonary disecase specialist.

The GAO report also examined the practice of “self-designation” -- i.e.,
a physician classifying himself as specialist without being board-certified
(i.e., certified by the specialty organization as having met certain training
and competency requirements). In a review of tiiree carriers, it was noted
that approximately one-half of the physicidans who self-designated a specialty
were not board-certified in that specialty and about one-fourth of the physicians
who designated themselves as subspecialists in internal uwedicine were not even
board-certified in internal medicine.

2. Geographic Variations. Significant variations in Medicare-determined

reasonable charges exist by geographic area. Differences occur between urban
’and rural areas, among the States and between various regions. For example,
an analysis of fee screen year 1984 data showed that for a brief follow-up
hospital visit (one of the most frequently billed services) the prevailing
charge ranged from $8.30 in one locality in Wisconsin to $50 in New York City,
a difference of 500 percent. 1In part, these geographic variations in fees
reflect differences in the cost of doing business, such as differences in the
cost of offfice space, salaries of support personnel, and malpractice tnsurance.
Also, since physicians generally can not charge Medicare patients more than
they charge their private pay patients for the same service, these differences
in charges reflect variations in private sector charges. However, some have
expressed concern that the magnitude of these variations encourages physiclans
to locate in high-fee areas, such as large cities, while reducing the avaflabil-
{ty of medical care in low-fee areas, such as rural communities.

3. Failure of Prices to Fall as Practice Patterns Change. FPhysiclans'

charges for new procedures generally are set at a high level reflecting the
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fact that new procedures initially may require special skills and a substantial
amount of a physician's time. However, the charge accepted for a new procedure
becomes the base for future increases. Physicians generally do not lower their
charges even though i{ncreased experience, higher volume, and technological
changes have actually lowered the costs and time required to provide the serv-
ice. An example frequently cited of a failure of charging patterns to reflect
changes in practice patterns is that of coronary artery bypass surgery which

is now a frequently performed procedure (50,000 under Medicare in 1982) but one
whose charges have remained relatively high.

Some analysts have suggested that it amight be appropriate to lower or
mcdify the calculation of the reasonable charges for certain procedures.
However, limited data exists on which procedures should be targeted and what
charge levels would be ;pproprtate-

4. Variations by Place of Performance. Physicians' services provided in

an inpatient hospital setting are generally associated with higher reimburse-
ment levels. PFor example, in fee screen year 1984, the mean prevailing charge
for a "brief follow~up visit performed by a general practitinner was 21 percent
higher in a hospital than in an office. For the same service performed by a
specialist, the mean prevailing charge was 12 percent higher in a hospital than
in an office. While hospitalized patients may require more intensive care, the
physician does not bear the associated office costs such as overhead. Similarly,
the cost to a physician of providing a service in a hospital outpatient depart-
ment is lower than the cost of providing the identical service in his private
office. Th; Tax Equity and Fiscal Responsibility Act of 1982 (P.L. 97-248)
authorized the Secretary to limit the reasonable charge for services furnished

in a hospital outpatient department to a percentage of the prevailing charge
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for similar services furnished in an office. The {mplementing regulations
set the limit at 60 percent.

5. Medical/Surgical ("Cognitive/Procedural”) Differentials. Hospital-

based procedures, particularly surgical procedures and those requiring expen=
sive fixed equipment (such as certain diagnostic tests) generally are priced
higher than office-based services. This raises the concern that the existing
payment mechanism may encourage the performance of services, particularly
surgical procedures, which not only command high physicians' charges but
also consume large amounts of support and technical resources. A parallel
concern is that the system may discourage physicians from spending time with
patients to counsel or examine them. Thus, rather than spending the time
needea to deteruine the minimum set of diagnotic tests that are medically
necessary, the physician has a tinancial incentive to order additional tests.
There are also some patlents with problems that could be treated either medi-
cally (such as with drugs or other therapies) or surgically. While it is
arguable that for some cases a medical approach is less risky and should be
preferred, the current payment system encourages a surgical approach to treat-
ment. The resulting payment imbalances are sometimes referred to as the "cog=-
nitive/procedural differential."”

A few attempts have been made to determine the relative value of surgical
procedures and medical office visits on * - basis of resource costs as opposed
to charges. A study by William Hsafo and William Stason 1/ focused on the pro-

fessional time expended and the complexity of the service. After standardizing

for complexity between selected procedures, the study showed that physicians

1/ Hsiao, William C. and Stason, William B. Toward Developing a Relative
Value Scale for Medical and Surgical Services. In Health Care Financing Review,
v. 1, n. 2. Fall 1979, p. 23-38.
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were paid as much as 4-5 times more per hour for hospltal-based surgery than

tor office visits.

B. Unit of Payment

Another concern about current Medicare reimbursement methodology is the
use of an individual service as the payment unit. For example, physicians can
bill separately for an initial office vigit, a follow-up office visit and for
each individual lab test or x-ray procedure performed. While some surgeons
are essentially paid a single comprehensive fee for an inpatient case {ncluding
both pre- and post-operative care, the majority of all physician payments are
made for each unit of service. .

It lLas been argued that the reimbursement system encourages physicians to
provide additional services (such as laboratory tests), order addit{onal consul-
tations, or perform additional surgeries. While these actions may not be out-
side the broad range of accepted medical practice, other less costly alternative
tr;atment patterns may be equally, or {n some cases, more appropriate. These
treatment decisions also have an {mpact on total health expenditures. It {is
estimated that physicians' decisions directly influence 70 percent of all health
spending.

Another frequently cited problem with the current unit of payment is the
phenomenon known as “unbundling,” i.e., billing separately for services that
could be consolidated into a larger unit of service and therefore payment. For
example, instead of charging a single comprehensive fee for a surgical case, a
physician could submit separate charges for the surgery and for each of the pre-
and post-operative office and hospital visits. It has been argued that the
total amount the program pays for such multiple individual services frequently

exceeds the amount which would have been paid (f they had been grouped under
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an individual service category, {.e., "bundled.” Imbundling is frequently
cited as a significant contributor to {ncreases in expenditures for physicians'
services.

It also has been suggested that existing coding policies may be inflation-
ary. Procedure codes for some high volume services such as office visits are
not defined precisely. [t therefore may be possible to describe the same
service by a code with a higher allowable charge, for example a "brief wisit”
aight become an "intermediate visit.” This phenomenon has been labeled "code
creep.” There {s also some question whether the increased number of {ndividual
procedure codes (rising from 2,000-2,900 in 1966 to over 6,000 today) may fa-
cilitate code creep.

The {mpact of these factors on Medicare expenditures is reflected {n his-
torical data on the components ot increases in recognized charges per enrollee
for physicians' services. The 1985 Annual Report of the Board of Trustees of
the Supplementary Medical Insurance Trust Fund Jisaggregnte§~1;creases 1; ex~
penditures per enrollee for physician services into two components: price in-
credases per unit of service and "net residual factors.” The latter component
includes increases in expenditures due to additional physician services per
enrollee, greater use of specialists, use of more expensive techniques and
technology, and other factors. For the year ending June 30, 1983, over half
of Lhe total percentage increase in physician expenditures per enrollee was
due to the "net residual factors (10.8 percent out of a total of 20.6 percent).
For the following year, the residual factors were expected to account for
about a third of the total {ncrease per enrollee (3.2 percent out of a total
10.4 percent). Projections for subsequent years show a decline {n the rates.
During FY85 (while the freeze was {n effect) the overall projected rate of

increase was 5.5 percent with net residual factors accounting for 3.2 percent.

PRS-
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Volume {ncreases, unbundling, code creep and more extensive use of .expen-

v
sive services are thus important factors determining the level of overall
expenditures for physicians' services. Several studies have shown that when
limits are placed on allowable fees, increases in these residual factors may
regult. Experience during the Economic Stabilization Program (ESP) during the
early 1970s is frequently cited as an illustration of this phenomenon. Analysis
by the Urban Institute of the impact of the ESP in California showed that physi-
cians countered attempts to control prices by increasing the volume of services
provided and changing to a more complex service mix. In fact, gross Medicare
incomes of these physicians actually increased more during the 2 years of price

controls than {n the year after the controls were lifted.

C. Patient Liability

Physicians' decisions about pricing and billing have a direct economic
impact on patients. All Medicare patients ara liable for the 20% coinsurance
charges, though Medicaid or privately purchased "Medi-Gap” insurance may pay
for some of these cosls. In addition, when the physician does not accept
assignment, beneficiaries are liable for amounts in excess of Medicare's
approved or reasonable charge, an amount frequently not covered by "Medi~Gap”
insurance policies.

The difference between the physician's billed charge and Medicare's reason-
able charge is referred to as the "reasonable charge reduction.” Reasonable
charge reductions were made on 83.1 percent of unassigned claims in FY84. The
amount of the reduction was 23.6 percent of billed charges or $29.69 per approved
¢laim. Beneficlaries thus faced an effective coinsurance of 43.6 percent on
unassigned claims. Aggregate reasonable charge reductions on unassigned claims

in FY84 were $2.7 billion. Beneficiaries were liable for these reduction
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amounts. Comparable reasonable charge reductions were recorded for assigned
claims though the beneficiaries were not liable for the reduction amounts.

The impact of reasonable charge reductions on unassigned clatms {s spread
unevenly across the population. Nationwide, 59 percent of claims were paid on
an assigned basis in 1984. The AMA Center for Health Policy Research 2/ reported
that for physicians who treated some Medicare patlents in 1984, 83.9 percent
accepted assignment for at least some patients, an {(ncrease over the 75.6 per-
cent recorded in 1982, [In 1984, 32.]1 percent of physicians always accepted
assignment, and l6.]1 percent never Accepted assignment. The average percentage
of patients assigned was 51.3 percent. Physician assignment behavior varied
by region with the percentage of physicians that accepted assignment for one
or more Medicare patlents ranging from 78.2 percent in the North Central
Region to 89.0 percent in the Northeast. Similarly, variations were recorded
by specialty with the percentage accepting assignment for one or move patients
ranging from 79.5 perceat for general and family practitioners to 91 percent
for internists.

Until recently, all physicifans have been able to accept or refuse assign-
ment on a claim-by-claim basis. However, under the provisions of the Deficit
Reduction Act of 1984, physicians may become “"participating physicians.”
Participating physicians agree to accept assignment on all claims for the
forthcoming year. Nonparticipating physiclans can continue to accept or refuse
assignments on a case-by-case basis. As of this time, data is not available
on how the implementation of the participating physician provision has affected

beneficiary out-of-pocket payments. Individual beneficiary payments may go up,

2/ Medicare Assignment: Kecent Trends and Participation Rates, Socilo-
economic Monftoring System Report. American Medical Association, v. 4, n. 1,
February 1985.
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down or remain constant depending on whether the physician dces or does not
become 3 participating physician, and {n the case of a nonparticipating physi-
cian, whether there i{s a change in the percentage of cases patd on an assigned

basis.
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IV. REFORM OPTIONS

For several years, the Congress and the Administration have been exploring
alternative approaches to contafn escalating expenditures for physicians'
services under Medicare. Both have been wary of proposals to freeze customary
and prevailing charges primarily because of the concern that more physicians
would refuse assignment, thereby passing along to the beneficiary the cost
increases not reflected in the program's approved charges.

DEFRA included a 15-month freeze on physicians' fees and established the
concept of “participating” physicians. The law attempted to protect benefici-
aries from increased liability in connection with non-assigned claims by pro-
hibiting nonparticipating physicians from raising their billed charges during
the freeze period. The Consolidated Omnibus Budget Reconciliatgon Act of 1985
(H.R. 3128), as passed by the Senate, extends the freeze for non-participating
physicians through FY86. However, the freeze provisions have been viewed as an
interim approach until more permanent chipges could be incorporated into the
systea.

Serious consideration of major reform options has been hampered by the
following factors:

(1) major gaps in the data on what the program is currently
paying for;

{2) physician opposition to a major alteration in the current
fee-for-service/voluntary assignment~system: and

(3) uncertainty concerning the actual impact of major reforms
on both the program and beneficiaries.

58-202 0 - 86 - 2
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However, in addition to rising fiscal concerns, changes in the health
services marketplace as a whole and the Medicare program i{tself have generated
increasing interest in reforam options. The health services marketplace is in-
creasingly subject to competitive pressures. This is reflected in increasing
competition among physicians for patients {n response to the developing over~
supply of physicians (which is estimated by the Graduate Medical Education
National Advisory Commfttee at 63,000 in 1990); the increasing emphasis given
by employers to obtaining lower cost {nsurance protection; the growth in the
number of health maintenance organizations (HMOs); and the rapid rise of pre-
ferred provider organization (PPO) arrangements under which services are pro-
vided to subscribers at discounted prices.

At the same time that these changes are occurring in the health services
marketplace, Medicare is implementing a major new prospective payment system
(PPS) for hospitals which is replacing the earlier "reasonable cost” reimburge-
ment system. The PPS system has altered the economic incentives for hospitals
by encouraging them to keep patients hospitalized for as short a period as is
medically necessary and to perform as few tests and procedures as are needed
while the patient is hospitalized. The economic incentives for hospitals under
PPS are thus significantly different from those for physicians who are providing
and ordering services in the inpatient settlng.

These changes have served to focus attention on ways of changing the exist-
ing economic incentives for physicians by changing the method of payment. Studies
of a number of options and related {ssues are currently being conducted by HCFA,
the Office of Technology Assessment, and other public and private entities.

The major alternatives which are being examined are:

(1) fee schedules (bas;d on a relative value scale);

(2) physician DRGs; or
(3) capitation.



31

CRS-28

Reforms to the existing reimbursement system could be limited to services pro-
vided in an {npatient hospital setting (approximately 62 percent of physicians’
expenditures) or could be applied to all physicians' services. Payment reforms
eftheér might be taken apart from or in concert with reforms in the current
4ssignment system. Finally, reforms could be included as part of more extensive

¢ceforms {n the Medicare program as a whole.

A. Fee Schedules

Fee schedules are set payment amounts for each service. For example, {f
the fee schedule amount {s $20 for an inftial office visit, this {s the approved
payment amount regardless of the physician's charge. As noted earlier, Medi-
care's limit on year-to-year Increases in prevailing charges (l.e., the economic
fndex limit) has led, in effect, to the use of de facto fee schedules in some
localities. These de facto fee schedules are more often reflective of histor-
ical charging patterns rather that actual input costs.

One option for revising Medicare's reimbursement system would be to replace
the current de facto fee schedules based on local charging patterns with a uni-
form national fee schedule. This would have the advantage of removing the wide
payment fluctuations for similar services though certain area-wide adjustments
for cost-of-living differentials might be permitted. Physicians would know i{n
advance what Medicare's payment would be. This approach would not provide
control over total expenditures since it retains the individual service as the
payment unit.

Several methods have been suggested for developing a uniform fee
schedule. The schedule could be based on a relative value scale, existing
charging patterns, or negotiation with representatives of the physician com-

munity. These methods are not mutually exclusive. Elements of all three
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frequently are incorporated in discussions of a fee schedule based on a relative
value scale (RVS).

An RVS {8 a method of valuing i{ndividual services {n relationship to each
other. An RVS {s a table of weights that defines the relative values of serv-
tces. Each service is assipgned 1 weight. For example, an inftial office visit
could be assigned a weight of 2.5 and other services assigned higher or lower
weights to Indicate their "value” relative to an initial offfce visit. An RVS
{s not a fve schedule. It Is transiated {nto a fee schedule by use of a “"con-
ve;slon tactor” or multiplier. For example, {f the multi{plier were $6, a service
with a relative value of 2.5 would be priced at $15.00. There are a number of
factors that might be considered in Jetermining the appropriate level of the
RVS multiplier. Since the multiplier determines how much will be paid, it could
be used to control or limit agpregate expenditures for physiclan services.

RVSs are frequentiy discussed in terms of a weightiag system that would
reflect the physician's time, sxill, and overhead costs required to provide
each service. The goal would be to establish RVSs that yield fee schedules
which elininate or reduce the existing payment imbalances.

To date, RVSs have generally heen developed on the basls of historical
charging patterns. The best known RVS was Jeveloped by the California Medical
Associatfon (CMA). The California RVS (CRVS) was established in 1956 and
subsequently revised several times. The most recent editions were based on
charge data derived from cliims files of third party payers in the State. No
attempts were made to ad just the charge data to reflect alternative measures
of relative "value,” such as phystcian time or resource consumption. Several
other professional socleties also developed RVSs though many of these were

based on the California model.
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The use and development of RVSs was generally halted by the antitrust
action of the Federal Trade Commission (FTC) in 1979. The FTC issued a consent
notice which required the CMA to cease publishing, promulgating, or partici-
pating in the use of RVSs; further, previously issued schedules had to be with-
drawn. In early 1985, the FTC issued an advisory letter to the American Scciety
of lnternal Medicine expressing the concern that R.Ss developed by medical
societfes could be viewed as price fixing schemes.

There are several studies underway which attempt to determire the relative
values of physician services. Hsaio and Stason 3}/ have developed a method for
creating an RVS based on physician time, complexity of service and similar
factors. Egdahl and Manuel 4/ have used a “consensus panel”™ (i.e., expert
group decision making) approach to utilize expert opinions to measure the
relative complexity and severity of common surgical procedures. The Insti-
tute of Medicine is planning a 2-vear study which would develop a set of prin-
ciples for valuing physicians' services and then apply them to establish rela-
tive values for selected services.

A number of segments of organized medicine including the American Medical
Association (AMA) and the American Society of Internal Medicine (ASIM) have ex-
pressed strong interest in developing or 4sslstiné in the development of an RVS.

A study by the Urban Ionstitute 2/ attempted to explore various means of
constructing RVSs. The study concluded that available i{nformation on such

factors as time per procedure, complexity, severity, and resource costs is

3/ Hsiao and Stason, op. cit.

i/ Egdahl, Richard H. and Manuel, Barry. A Consesus Approach to Deter-
mine the Relative Complexity-Severity of Frequently Performed Svrgical Serv-
ices. Surgery, Gynecology and Obstetrics, May 1985, v. 160, p. 403-406.

5/ Urban Institute. Final Report on Alternative Methods of Developing a
Relative Value Scale of Physicians' Services, October 1984.
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fnsufficient tc allow timely development of a reliable cost-based RVS. The
authors concluded that an inftial RVS based on charge data was the preferable
alternative. The report suggested that a “consensus development” process such
as the method utilized by Egdahl and Manuel could serve a useful role {n the
review, evaluation, and adjustment of an RVS based on charges. Using this
approach, an "expert panel” would modify the charge-based index values which
appeared out of line based on subjective valuations of other factors such as
production costs or complexity. The final report recommended the following
three-step process:

(1) development of a relative “cost™ scale based on modifica-
tions of a relative charge scale;

(2) conversion of the relative cost scale 'into a relative
value scale based primarily on {nsurers' views of services
benefits, appropriateness for subscribers, risks, efficacy,
and spillover implicalions for other services and costs; and
(3) conversion of the relative value scale into a tee schedule.

A key issue {n the establishment of 4 fee schedule is the payment unit
determination. If gseparately {dentifiable payments continued to be made for
each individual service, the existing incentives for unbundling, code creep,
and volume and complexity increases would remain. It may be possible to counter
these incentives by defining frequently provided services more precisely and
aggregating certain services into larger more comprehensive units. However,
it {8 not clear what services should be included in these larger packages, par-
ticularly for ambulatory care.

A second set of issues relates to the initial level at which fees are
established. Implementation of a uniform payment amount would mean that
some persons would recefve higher payments and some would receive lower

payments than they would under the current system. If desired, this effect
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cauld be partially ottset through a phase=-in approach though this could result
in higher overall expenditures.

It is expected that a fee schedule would bhe establ{shed with a certain
target budget amount {n mind. The conversion factor therefore would need to
be calculated to retlect projections of volume, unbundling and other changes.

A third set of {ssues relates to the differentials, {f any, which would be
pernitted by specialty, setting where the services are rendered, or geogrdaphic
area. A nationwide fee schedule could increase fees to non-Medicare patients
in areas where the Medicare fees would be higher than those being billed by
local phystcilans. In areas where the Medicare fees would be far below the
previously recognized prevailing levels, physicians would be less apt to accept
assignment . The beneficiary then would be expected to pay fees significantly
{n excess of Medicare's reimbursement levels. -

Theoretically, the fee schedule could be designed in such a way as to
alter certdin economic Incentives {n the current system. For example, the mul-
tiplier amount might be ifncreased for medical visit procedures and lowered for
surgical procedures.

The fee schedule amounts might be established on a competitive basis.
Doctors could bid proposed conversion factors to Medlcare with the program
accepting a certaln percentage of the bids. For those whese bids were not
accepted, beneficiary cost-sharing might be higher. Additional i{ncentives

might be included for participating physiclans.

B. Physician DRGS

The Social Security Amendments of 1983 (P.L. 98-21) provided for the es-
tablishment of a prospective payment system (PPS) for inpatient hosplital serv-

ices based on diagnosis related groups (DRGs). The legislation also required
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the Secretary to report to Congress in 1985 on the advisability and feasibility
of paying for physicians' services provided to hospital fnpatients on the basis
of a DRG-type classification system. The report was due July 1, 1985, but had
not been forwarded to the Congress as of November 1, 1985.

1t was expected that a physiclan DRGC payment scheme for inpatient services
would involve the establishment of a predetermined rate for each of the 468 DRGs
used under the PPJ system. The rate could be based on the average of allowable
charges per admission during a base year. Rates which appeared out-of-line
might be repriced, vis-a-vis rates for other services. Census division and
urban/rural variations comparable to those under PPS might be included.

Physician DRG payments would provide a single predetermined payment for
all physicians' services (whether provided by one or more physicians) rendered
during the inpatient stay. The payment unit {s generally thought of as
starting with the hospital admission and ending with the hospital discharge.
It would thus be consistent with the PPS uni{t of service which is the hospital
stay. In some cases, e.g., certain surgical DRGs, the pricing package might

f

be defined to include certain preadmission and/or post discharge services or
time periods of services. This would counter incentives to unbundle some serv-
ices; that is, to perform some services that are cutrrently readered during the
fnpatient stay either before or after the hospital stay such that they can be
billed as separate services. However, for many DRGs, particularly nonsurgical
DRGs, it would be difficult to define what preadmission and/or post discharge
time period or services should be considered part of the inpatient episode for
reimbursement purposes.

There {s some concern that the existing DRG classification system which
was designed to reflect hospital costs may not fully reflect differences in phy-

sician input costs. One approach to evaluating how well the DRG classification
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captures differences among patients in physiclian-related treatment costs is to
compare what physici;n payments would be under a DRG approach to those made
under the current system. If current paywents are relatively consistent within
a DRG, then the -hospital-based DRG classification might be viewed as a reason-
able means of classifying patients for physician payments. A recent study by
Jatfet Mitchell g/ showed that while there is relatively little variation in

the cost of total physician services within many surgical DRGs, there were

wide variations in such costs within medical DRGs. There are several possible
explanations of this finding. One may be that the attending physician in a
particular medical DRG may represent one of a number of specialties while the
attending physician {n a surgical DRG is generally representative of a single
specialty. Another explanation may be the fact that the degree to which physi-~
cian involvement {s fixed or nondiscretionary is higher for surgical than for
medical DRGs. The treatment for some medical cases simply may be less well
defined than for surgical cases. For example, the treatment of a surgical

case almost always {nvolves both a surgeon and an anesthesliologist whereas the
attending physician for a medical case may have many options including which
diagnostic tests to order and whether or not to use other physicians as consult-
ants on the case.

This study found that making payments on the basis of physician DRGs could
thus result in inequitable losses for some physicians and windfall gains for
others. Potential galns and losses were also found to be associated with physi-
clan specialty. General practitioners would gain on the average because they

generally have lower fees than speclalists admitting patients in the same DRG.

g/ Mitchell, Janet. Puysician DRGs. New England Journal of Medicine,
Vol. 313, n. 11, September 12, 1985, p. 670-675.
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Ophthalmologists generally would gain because they control their area of specfal-

ization while thoracic surgeons frequently would lose because they perform sub-

stantial amounts of less complex surgery for which there is a moderately large

amount of fee competition from less highly trained speclalists. Differences

among winuners and losers may also occur because of differences in practice

styles (e.g., whether or not an assistant surgeon is used during cataract

surgery) and thz triaging of more seriously {1l patients within a given DRG to

certain spectalties. As a result of the findings of this study, a number of

persons have suggested that it might be appropriate, at least in the inittal

{mplementation stages, to limit a DRG payment system to inpatient surgical

procedures. _
One of the key issues in designing a physiclan DRG payment system is

determining to whom the payment actually should be made. Payments could be

made to the attending or admitting physician, the medical staff of th; hospital

or the hospital {tself. One consideration in making this choice is the degree

of financial risk that is imposed on the various parties involved. For example,

an individual physician's caseload may consist ot a higher proportion of

sicker patients within a DRG category, raquiring more intensive care than the

average for that DRG. Placing an individual physician at risk potentially

could encourage the provision of less care than was medically appropriate or

the avoidance of more severe cases. Further, this approach would impose

additional administrative burdens on physicians. If the payment were made to

the attending physician, he would be responsible for obtaining requisite serv-

fces from other physicians and paying them for sectvices rendered. Problens

could arise {f physiclans could not agree on how to subdivide the single payment.
Alternatively, physician DRG payments could be made to the medical staff

of the hospital which would then be responsible for di{stributing the payments.
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It has been suggested that the distribution of payments among individual phy-
sicians could be based on their percentage of total billings. If tétal billings
exceeded DRG payment amounts, each scaff member would receive proportionately
less, while {f total billings were less than payménta, each staff member would
receive proportionately more. Thus, the physiclans collectively would be at
risk for efther excessive utilization or excessive billings by individual mem-
bers. This approach is similar to the ﬁethod used by some health maintenance
organizations (HMOs) to reimburse their member physiciang. While placing
add{tional burdens on hospital staffs, this approach would have the potential
advantage of creating a risk pool of sufficient size to avoild unacceptable
risks associated with Increases in case seve({ty (i.e., in¢rease in the percen-
tage of sicker patients requiring more care than average for a particular DRG).

Another approach would be to pay the hospital directly which would in
turn distribute the funds. Payments could be made either as a separate phy-~
sician DRG payment or as a combined amount for both physicians' and hospital
services rendered during the inpatient stay. This approach places strong
{néentives on the hospital to contain expenditures. However, it would place
the institution in the position of arGEtrating payment disputes among physi-
cians and, i{n the case of combined payments, among physicians and its own
compet ing interests.

A physician DRG payment system would give physicians (or physician groups)
the {ncentive to practice more efficiently since they would be at risk for any
costs in excess of the package price. This payment approach would directly
address the problem of unbundling for services provided in the Inpatient setting.
It also would address the divergence of economic incentives that currently
exist between hospitals and physicians. Under PPS, hospitals have the incen=-

tive to hospitalize patients for as short a period as needed and to perform a
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minimum number of tests and treatments. Conversely, physiclans have the incen-
tive to keep patients in the hospital longer and to perform additional billable
procedures. Implementation of a physician DRG system would align these {ncen-
tives. However, the concern has been expressed that {f hospital and physician
{ncentives are too closely aligned, the quality of patient care may be affected
adversely. The physician may no longer be as strong an advocate for needed
medical services. Patient access to care may be affected if hospitals practice
“skimming,” i.e., admitting large numbers of patients who require less care
than average for the DRG while referring elsewhere patients who require more
care than average.

While a physician DRG payment approach would limit expenditures for indi-
vidual admissions, it @lght not be etffective in controlling overall expenditures.
For example, physicians could change their practice patterns such that certain
complex cases are managed 1n two admissions instead of one. 1t ts also likely
that many services would be transferred to outpatient settings and billed for
separately.

The DRG payment limitations would not apply to services provided 1n out-
patient settings -- roughly 35-40% of total physician expenditures. It generally
has been agreed that the capability does not exist to extend the 6RG approach
beyond the hospital setting. DRGs for {npatients have been defined in terms
of specific diagnoses which require comparable resources and are delimited by
the hospital epigsode itself. However, identiffcation of payment units for pur-
poses of outpatient services {s more difficult.

A recent study 7/ explored the possibility of creating a DRG-like clas-
s1fication scheme foc categerizing outpatient visits. This classification,

7/ Fetter, Robert, et. al. Ambulatory Visit Groups: A Framework for
Measuring Productivity in Ambulatory Care. Health Services Research, Vol. 19,
No. 4, October 1684, p. 415-437.
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known as Ambulatory Visit Groups (AVGs}, seeks to create homogeneous types of
patient visits based on the presenting problem, principal diagnosis, patient’s
age, visit status (old or new patient with old or new problem), and other
factors. An analysis of 1976 data resulted in the formation of 154 AGVs. This
research is being extended to explore the use of AVGs for paying physicians

for ambulatory services.

Using AVGs as the payment unit for ambulatory care has many of the same
advantages and disadvantages as the use of DRGs as the basis for paying hospi-
tals for inpatient services. Services are bundled into larger units of payment,
removing the incentives for over-utilization within the individual payment
unit. As in the case of hospitals, the bundling could lead to under-utilization
of medically necessary services. As with hospitals which can increase their
revenues under PPS by {ncreasing their adumissions, physicians could increase
their incomes under an AVG relmbursement system by increasing the number of
visits per patient. Therefore, implementation of an AVG reimbursement system

would precbably have to include provisions for quality and utilization reviews.

C. Capitation

A third retorm option is capitation. Under a capitation system, Medicare
would pay an organization, (either a provider or insurance company), 4 set
monthly fee, or capitation amount, for each Medicare beneficlary covered under
the capitation contract. In return, the organfzation receiving the payment
would be responsible for financing the care of the covered beneficiaries,
fncluding, but not limited to, that provided by physicians. A capitation pay-
ment is similar to an insurance premium. In essence, Medicare would purchase

health insurance for i{ts beneficiaries providing a specified scope of benefits.
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At the same time, the risks assc .{ated with providing these benefits would
be transferred from Medicare to the "insuring” organization.

A capitation system incorporates financial tncentives that differ from
thcse of a fee-for-service system. Under a capitation system, the organiza-
tion receiving the capitation payments bears the financial risks of overutili-
zation and inefficiency. Thus, these entities have financial incentives to
control utilization (through case-management and utilization review) and to
develop cost»effécttve patterns of care. tHowever, {f these incentives are too
strong (such as if the capitation amounts are too low), they could lead to under-
utilization and a decline in the overall quality of care.

Two general approaches to a capitation system have been suggested. The
first is to make capitation payments to provider organizations, such as Health
Maintenance Organzations (HMOs) or Compecitive Medical Plans (CMPs). The
second is to contract with entities, such 4s 1nsurance companies, that would
then serve as "ar-risk” insurers for all beneficiaries residing within defined
geographic areas.

Medicare currentiy pays some providers (risk-contracting HMOs and CMPs)
on a capitation basis. Qualifying HMO/CMPs can enroll Medicare beneficiaries.
For each enrolling member, the HMO/CMP is paid a monthly capitation amount
equal to 95 percent of an amount known as the Adjusted Average Per Capita Cost
(AAPCC). The AAPCC is an estimate of the expected cost to Medicare {f the
beneficiary had not enrolled in the HMO/CMP. The AAPCC levels take into account
geographic differences in the cost of providing care, and certain characteristics
of the enrolling beneficiaries (age, sex, whelher fanstitutionalized and whether
eligible for Medicaid). <Under current law, participating HMO/CMPs are finan-
cially responsible for all Medicare benefits, either both Part A and B benefits

or fart B benefits only, Jdepending on whether or not the enrollee is eligible
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for both Parts. Enrolling beneficiaries are “"locked-in” to the plans they
join. That is, beneficiaries are liable for the cost of any non-emergency
care they receive outside of the HMO/CMP without prior authorization from the
plan.

It is predicted that the number of Medicare beneficiaries who are covered
under these arrangements will grow substantially over the next few years. As of
June, 1984, thete were about 200,000 beneficiarles enrolled in risk-contracting
HMO/CMPs under demonstration contracts. HCFA expects this number tvo increase
by as many as 600,000 beneficiaries over the next 3 years. 1In spite of this
growth, beneficiaries covered under capitation contracts will still represent
only a small fraction of the Medicare population. Even if this program's
growth could be accelerated, it appears unlikely HMO/CMP enrollees would repre-
sent a majority of Medicare beneficiaries in the near future.

Under an alternative proposal, Medicare could contract with an entity, such
as a carrier or insurer, that would serve as an at-risk insurer for all Medicare
beneficiaries residing in a defined geographic area. This type of plan is some-
times referred to as a geographic capitation system. Medicare would essentially
purchase a specified package of benefits for a specified capitation amount.

The capitation amount could be based on the AAPCC as currently used for paying
risk-contracting HMO/CMPs. Alternatively, the capitation amount could be
determined by allowing potential carriers to bid or negotiate a set price. The
entities would be responsible for determining provider paywent amounts and pay-
went units. These entities could alsoc be allowed, and/or encouraged, to make use
of HMUs and CMPs, where such organizations exist. To assure beneficlary access
to cere, the contracting organizations could be required to obtain physician

participation agreements from a certain percentage of providers in the dfea.
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There §s relatively little experience with the concept of geographic cap-
ftation systems. The State of Texas has contracted on a capitation basis with
a private insurer to provide acute care benefits under its Medicaid program.
The State maintains control<0ver eligibility and payment amounts while the
insurer provides claims processing and ut{lization review services. The con-
tract also provides for a sharing of risk between the State and the insurer.

Recently, Blue Cross/Blue Shield of Maryiand proposed a variation of a
geographic capitation system as a Medicare demonstration project. This proposal
would offer Medicare beneficiaries i{a certain Maryland counties three options:

(1) continuation of existing Medicare program benefits;

(2) enrollment in an HMO; or

(3) enrollment in a Preferred Provider Organization (an
organization of providers who continue to bill on a
fee-for-service basis but who agree to bill discounted
fees and to participate in the plan's utilization
control programs).

A potential drawback of geographic capitation systems, and to a lesser
extent certain types of HMOs, is that they do not necessarily change how physi-
cians are paid. While Medicare's payments to the lasuring organizations would
be capitated, payments from the insurers to providers could retailn the current
wix of fee-for-service and capitation through established HMO/CMPs. The capi-
tation limit would provide the insurers with fncentives to implement effective
utilization review programs and to develop new programs (such as PPOs) to en-
courage the use of low-cost providers. However, to the extent that physicians
continued to be paid on 8 fee-for-service basils, many of the current problems
(code-creep, unbundling, and incentives for over—utllization{ could remain.

A second problen wig£ capitation systems is determining the appropriate

level of the capitation payments. Medlcare currently pays risk-contracting

HMO/CMPs 95 percent of the AAPCC. Similar calculations could be made for other
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types of capitation systems. However, many persons fcel that the AAPCC does not
adequately reflect vartations in the health status of enrolled populations.

If capitated plans are permited to compete, such as two HMOs with simf{lar
service areas or a capitated plan with traditional Medicare, failure of the
AAPCC to reflect enrollees' health status accurately could result {n overpay-
ments to some plans and underpayments to others. If all Medicare beneficiaries
in a geographlc area are assigned to a particular carrier or HMO (i.e. making
the capitated system mandatory), there would be less concern regarding how
accurately the AAPCC reflects variatjons in health status. This is due to the
fact that, over a large geographically designed population, average utiliza-
tion and costs, and thus average AAPCC payments, would be relatively stable

and predictable. However, a mandatory capitation system would create other
problems. For example, the current methodology for estimating the AAPCC uses
rlaims data for non-capitated Medicare benefictaries. With mandatory capita-
tion, this source of data would disappear. Withour current data, it could be
difficult to update the AAPCC amounts after the capitation system was fully

implemented.

D. Assignment/Participation Issues

Regardless of the reform uption chosen, the issues related to assignment
would need to be examined. Should physicians be required to accept Medicare's
payment rate ag the full payment (plus any required coinsurance) or should
they be permitted to charge additional amounts? That is, should assignment be
mandatory or optional? The fssue of mandatory versus voluntary assignment has
been the focus of debate for several years. The American Medical Association
(AMA) is stroangly opposed to mandatory assignment while a number of beneficiary

groups have indicated their support.
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Proponents of mandatory assignment note that under the current system,

a number of beneficiaries have been faced with high and in some cases unantici-
pated out-of-pocket costs in connection with their doctors' bills. In FY84,
beneficiaries etfectively faced a coinsurance of 43.6 percent on unassigned
claims; they were financially responsible for the 23.6 percent average reduction
from billed charges in addition to the 29% statutory colnsurance amount. In
many cases these out-of-pocket expenses were not anticipated because of bene-
fictary misunderstandings of the complex Medicare payment system. Even If

they are antictpated, it may be difflcult for many beneficliaries to budget for
the reduction dmounts associated with undassigned claims. Frequently, these
amounts are not covered under health insurance policies supplemental to Medicare
(so~-called "Medi-Gap" policies).

Proponents of mandatory assignment suggest that the existing problems will
be exacerbated if Medicare piaces additional limits on approved charges. They
suggest that physicians may be less likely to accept assignment and that Medicare
cost~savings will be transferred to beneficiaries in the form of increased
out-of ~pocket costs for unassigned claims. In addition, any incentives for
efficiency that are incorporated in a new payment system could be largely
offset unless assignment were mandated. [t has been suggested that mandatocy

_assignment would be particularly {fmportant under a physician DRG payment system.
Otherwise, physicians could accept assignment for cases whose costs were less
than the DRG rate and not accept assignment and bill the patient the addit{onal
amount when the costs were more.

Mandatory assignment would, in effect, limit overall payments for covered
services provided to enroliees. Opponents of this approach contend that manda-
tory assignment would represent an unwarranted infringement into the private

practice of medicine. It would interfere witn the existing doctor-patient
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relatfonship by preventing physiclans from freely entering into "contracts”
with their patients. Advocates of the voluntary assignment approach state

that since physicians currently have the option of accepting or rejecting
assignment, Medicare beneficiaries are able to select from virtually the entire
physician population. They argue that i{f assignment were mandated, a number

of physicians might drop out of the program. Beneficiary access in certain
geographic areas and/or to certain physician specialities would therefore be
jeopardized. Patients who have established long-standing relationships with
particular physicians might be forced to seek care elsewhere {f they wished to
receive program payments for services. Advocates of mandatory assignment have
countered thls argument by stating that the developing oversupply of physicians
coupled with the importance of Medicare revenues in many physiclans' practices
make a significant access problem unlikely in most areas.

Opponents of mandatory assignment indicate that physicians as a group have
been responsive to the financial concerns of their patients. Physicians are
more willing to accept assignment {n cases of financial hardship and are more
likely to accept assignment as annual charges increase and as beneficiaries
get older. They also ncte that the majority of beneficlaries have relatively

modest annual liability in connection with physicians' claims.
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V.  CONGRESSTONALLY MANDATED STUDIES

A number of entities, both governmental and private, are studying various
aspects of physician reimbursement under Medicare.

The 97th Congress required the Department to prepare the following two
studies whichk were due in 1985:

1. Physician DRG Study. P.L. 98-21, the Social Security
Amendments of 1983, established the prdspective payment
system for hospitals based on DRGs. This legislation
also required the Secretary to begin during FY84 the
collection of data necessary to compute the amount of
physician charges for services furnished to hospital
fnpatients for each DRG. The law required the Secre-
tary to report to Congress in 1985 on the advisability
and feasibility of paying for inpatient physicians'
services on the basis of DRGs. P.L. 98-369 specified
that the due date was July 1, 1985. This report had
not been submitted as of November 15, 1985.

2. Study of Change in Volume and Mix of Services.

P.L. 98-369 required the Secretary to monitor physi-
ciang' services to determine any change duriag the
i5-month fee freeze in the per capita volume and mix
of services provided to enrollees. The Secretary was
required to report to the Congress by July 1985 on
any changes that had occurred. The report was to
include legislative recommendations for assuring that
any restrictions in the growth of Part B costs which
Congress intends to be borne by providers and physi-
cians {5 not transferred to beneficiaries in the form
of increased out-of-pocket costs, reduced services or
reduced access to needed physicians' care. This re-
port had not been submitted as of Noveamber 15, 1985.

The Department is conducting a series of studies on a broad range of phy-
sician refmbursement issues both in connection with the congressionally mandated
reports as well as its ongoing interest in these issues. While some of these

studies have been completed, the results have not yet been released by the
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Department. It is anticipated that the findings will be included as part of
the Congressionally-mandated reports.

P.L. 98-369 also required the Office of Technology Assessment (OTA) to
report to Congress by Dec. 31, 1985, on findings and recommendations with
respect to which Part B payment amounts and policies may be modifled to:

--eliminate inequities in the relative amounts paid
to physicians by type of service, locality and
specialty with attention to any {nequities between

cognitive services and medical procedures; and

--i{ncrease Incentives for physicians and suppliers
to accept assignment.

The report is to include information on methodologies which could be applied,
consistent with the study's findings, in the development of fee schedules on
a National or regional basis. The Secretary is required to review the OTA

report and provide comments and reconmendations to the Congress. =
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This past April the HMO Competitive Medical Plan option was made available to
Medicare beneficiaries. This reform process will lead Medicare out of the insurance
business as it provides Medicare beneficiaries with a premium subsidy which they
can use to buy a health plan of their choice. The federal government’s role will then
be comparable to that of an employer, who offers his employees a set of health plans
to choose from and assumes an active interest in the quality and the mix of services
provided by the health plans it offers.

This goal will not be reached tomorrow. Reform is by nature incremental. In the
transition, reform has taken a parallel track. This track features prospective pay-
ment for services and it has concentrated on Part A, inpatient hospital services.

The Senate has proposed in its Reconciliation package expanding the prospective
payment system to include outpatient surgery.

This would be the first effort to reform Part B since its creation in 1965 based on
Blue Shield and Aetna outpatient and physician’s plans models.

Today’s hearing will examine recommended alternative payment systems for phy-
sicians—the largest part of a rapidly growing Part B expenditure.

We are fortunate today to have the benefit of testimony from most of the best
qualified persons in this country. Representing providers, insurers and beneficiaries,
they will provide us a look at our opportunities from every possible angle.

We begin with one common ground from which all witnesses launch their testimo-
ny* the present é)hysician reimbursement system is complex, unfair, inefficient and
must be changed. Prospective payment changes for hospital inpatiént services have
increased both need and opportunity for change. Here are some current problems:

First, there are tremendous regional variations in “reasonable charges” as deter-
mined under Medicare. Differences in fees across this vast nation are to be expect-
ed. But, there is no reason that the average prevailing rate for by-pass surgery in
Manhattan should be 100% more than in the Twin Cities.

Second, there is little or no incentive for prices to change as practice patterns
change. Physicians’ charges are set high for new procedures. When efficiency is
gained through improvements in technology, or when formerly complicated or high
risk procedures become routine, the change is not reflected in lower fees.

This is true with cataract surgery, for example, a procedure which has changed
dramatically over the last seven years. The procedure used to take hours, now it can
be done without general anesthesia, at much less risk in a matter of 25 minutes.
And there are many other examples.

Third, there is a considerable variation between what Medicare pays general prac-
titioners versus specialists for virtually identical services. There is evidence to indi-
cate that Medicare may not always be paying for higher quality care, or a truly dif-
ferent product, but the bias remains towards paying the specialists’ higher fees.

Fourth, there are significant variations between the fees paid for hospital visits
versus office visits, variations which are not always appropriate. In some areas of
the country follow-up hospital visits can cost 25% more than those in an office.

Finally, under the current system the physicians actually doing the procedures
are rewarded disproportionately to those spending time with the patients for exami-
nation and counsel. The incentives are for the physician to act, by the numbers
rather than thinking through the possibilities.

Beyond this set of concerns, the so-called “reasonable and customary” system
Medicare uses is simply too complicated and difficult for physicians, let alone bene-
ficiaries, to understand.

- The alternative payment systems we will discuss today include: refinement of the
current system; payment based on fee schedules; and payment for packages of serv-
ices. There are many options within each of these models. The subcommittee is open
to alternatives at this point and will be looking to the experts for their advice and
suggestions.

Before I introduce our first witness, I am compelled to express a concern which all
of us in this room must share as we meet here today. Reform of this nation’s health
care system is being pushed to the back of the bus by the rowdies more concerned
about the budget policy. Despite the fact that Medicare has contributed more than
$30 billion dollars to deficit reduction over the last four years and will be cut fur-
ther when we do the Reconciliation package, it remains vulnerable to further cuts.

While national defense spending has doubled, national debt service has tripled,
and income tax revenues have been held static, the beneficiaries and the providers
through reform of Medicare will give—and have given—the federal government and
private health payers real dollar savings with which to finance all this other spend-
ing increase and tax decrease. If we freeze reform, the quality of health care for
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Medicare beneficiaries in America, as well as, access to that health care will surely
die of frost bite.

Costs for physicians have increased substantially, especially through outrageous
professional liability premiums. Who would blame some if they forsake Medicare
beneficiaries? Rural health care is facing a real crisis; and inner city hospital serv-
ice tol a fast-growing under-insured population are not being financed at all ade-
quately. )

The American public, particularly the elderly and the disabled deserve the. best
medical care available. It will be “penny wise and pound foolish” to cut too deeply
today, or to disrupt the process of health system reform which I am confident will
make this nation’s health care system more cost effective and of higher quality.

OPENING STATEMENT OF SENATOR BoB DoLE

Mr. Chairman, our job today is a particularly critical one. The purpose of the
Medicare Program is to provide our elderly and disabled citizens with financial pro-
tection against the cost of medical care. While there are many key players in the
program, the physician remains the team leader and coordinator of our health care
delivery. We are here today to discover the status of the Medicare physician pay-
ment system, what works and what does not work, and to begin to figure out what
we can do to get us headed in the right direction.

Nobody is happy with the current system of physician payment. Physicians and
beneficiaries need to know what will and what will not be covered, and we all need
to know what it is we are really buying and at what price. The system should be
fair, equitable, monitorable, supported by appropriate incentives, and, although this
may be asking too much, it should be understandable to everyone.

In the Deficit Reduction Act of 1984, we envisioned the 15-month physician fee
freeze as a temporary fix for rapidly escalating costs that threatened the future of
the program. Even now, we can count on another year of that freeze. Frankly,
viable alternatives for the short run were unavailable, and we knew better than to
make major changes precipitously. We must still keep that in mind as we prepare to
move forward. We did, however, deliver a clear message in 1984. We wanted an-
swers.

Several major studies have been undertaken that should help light our way. I
trust we will now gain the benefits of those inquiries. I am particularly concerned
that these studies and any future planned demonstrations provide us information
that can be used to study a number of options for reform—unot simply give us one
answer and nothing to compare it to. However, I am beginning to sense that some-
one may have decided what the answer should be and is bound and determined to
give us only information that will foster this case. I would hope today’s testimony
will prove me wrong.

As I noted earlier, it seems that an interest in changing the system can be found
among all parties to the system; consumers, physicians, other providers, and Medi-
care. We should be able to begin the reforms sooner, rather than later. It's already
later than many of us would like. Physicians and beneficiaries deserve to know that
we are trying to do more than simply force a 3rd year of the freeze because of the
absence of anything else to do.

I welcome the witnesses, and I look forward to the information and guidance you
will share with us. You represent a broad range of expertise and interests. Some of
you are reimbursement experts, others are purchasers, providers and beneficiaries
of physician services. In this area of physician payment reform, you are all essen-
tiaE and we need your help and your support to achieve a workable solution.

Medicare beneficiaries must continue to have access to quality health care serv-
ices both now and in the future. And the providers that have so willingly worked
with us in the past, deserve to be treated fairly and equitably. We absolutely cannot
achieve that goal with a system that does not adapt to meet the needs of our chang-
ing health care environment.

Thank you Mr. Chairman for holding this hearing.

Senator DURENBERGER. The hearing will come to order.

Good morning, everyone. The Chair is going to save his opening
statement for whenever it arrives. [Laughter.]

Senator DURENBERGER. I thought I did a great job on it last
night, and my staff brought me down this morning, so maybe Max
can use some time on a brilliant opening statement. If not, I am
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going to introduce Henry, then Vita is right after Henry, and then
we go to some of our panels.

On our first panel, Keven Fickenscher, who represents a con-
stituency terribly important to Max and myself and lots of other
people—the Rural Health Care Association—has an airplane prob-
lem; so he will speak first on that panel. Otherwise, everything is
as printed.

Max, do you have an opening comment?

Senator Baucus. None, Mr. Chairman.

Senator DURENBERGER. All right. Let us begin, then, with Dr.
Henry Desmarais. Welcome back; we appreciate your coming. It is
often nice to have somebody representing the administration who
has an administration view on things, but we haven’t had that
lately. That is all right, because we know you have been around a
long time, and we know you are good, and we know that HCFA has
done a lot of things on some of these health policy issues including
this one. So, we welcome your testimony, and your full statement
will be part of the record.

STATEMENT OF HENRY R. DESMARAIS, M.D., ACTING DEPUTY AD-
MINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION,
WASHINGTON, DC

Dr. DEsmaraAls. Thank you, Mr. Chairman.

I have with me this morning Carol Kelly, the Acting Associate
Administrator for Policy, and Dr. Allen Dobson, the Director of
HCFA'’s Office of Research.

We are here today to talk about physician reimbursement under
Medicare and the available reform options. As you know, the cur-
rent system is one that is predicated on customary, prevailing and
reasonable charges. Essentially, those are charges from one period
which our contractors subject to a series of calculations. They are
then used to set customary charges for each service performed by
each physician, and prevailing charges for each type of service ren-
dered in an area.

When Medicare was enacted by the Congress back in the midsix-
ties, great deference was given to the local billing situation and
charging practices of physicians. As a result, there was a great lack
of uniformity across the country; in some places each State is a
single locality, so there is a single prevailing charge in that whole
State for a particular service. Other States have multiple localities;
and, in fact, in Texas we have 32 localities.

That kind of lack of uniformity also applies to the way special-
ties are treated. Some States have no specialty differentials; so, no
matter who performs the service, the same prevailing charge ap-
plies. In other places, there are specialty differentials. Further-
more, the definition of what is a specialty varies across the coun-
try.

)Sufﬁce it to say that this customary, prevailing and reasonable
charge system has been criticized by a number of thoughtful
bodies: the Advisory Council on Social Security, the Grace Commis-
sion, and so on. These criticisms include the fact that the system is
inflationary, that it is confusing, that it is biased in favor of high
technology procedures instead of primary care, that it is biased in



53

favor of inpatient over ambulatory care, biased in favor of urban
practice settings instead of rural, and, finally, biased in favor of
specialists over generalists.

Over the 10-year period which ended in fiscal year 1983 we know
that Medicare spending for physician services averaged an annual
rate of increase of about 20 percent.

In 1984, Congress decided that the Deficit Reduction Act provi-
sions were an appropriate response to these increases. The act cre-
ated a participating physician program, froze the Medicare prevail-
ing and customary charges for all physicians, and, as well, froze
the actual charges of nonparticipating physicians. We should re-
member that these price freezes are just that—they are freezes ap-
plied to prices, not utilization and not to mix or intensity of serv-
ices. And that certainly is important.

We believe that the freeze had a significant impact. In fact, when
we look at fiscal year 1985 we believe that the rate of increase, in-
stead of the usual 20 percent annual rate, was somewhere in the
neighborhood of 11 to 12 percent.

Senator DURENBERGER. Do you attribute that to the freeze?

Dr. Desmarais. Not solely to the freeze, no, sir. We had the
impact of prospective payment in hospitals which decreased length
of stay and decreased the use of ancillary services, all of which
have a physician component to them as well. There was lots going
on in the system—HMO’s, competitive medical plans, and so on.
So, no, not solely to the freeze.

Senator DURENBERGER. But you don’t have any sort of a scientific
study that says ‘‘so much is attributable to freeze,” so we can prove
freezes are good, and so much is attributable to that?

Dr. DesmaRraAls. I don’t think we will ever be able to have that
kind of determination. But we do have additional work ongoing
with respect to what was physicians’ response to the freeze. That is
a several-year project that has been started by one of our contrac-
tors.

One of the positive outcomes of the decreased rate of increase
was the Secretary’s ability to announce that the part B monthly
premium would remain at $15.50 for one more year, a very unusu-
al development. Normally we announce increases in the monthly
part B premium. We were able to avoid that this year. And along
with that, of course, there would be less cost sharing for our benefi-
ciaries if the Medicare-allowed charges were lower.

However, despite the good news, there still is a problem. The
physician component of the CPI is still growing faster than the
overall CPI; in 1985 it was 6 percent on the physician component
versus 3.2 percent overall.

Of course, you would be the first to agree that a freeze is not
reform. As I pointed out earlier, the freeze provides no control over
utilization and intensity. Sc we do need to march along and think
of other alternatives. ——

Congress mandated that we examine alternatives, and the con-
gressional mandate was rather specific: it said to report back on
the advisability and feasibility of using DRG’s to pay for inpatient
physician services. Approaching that task, we determined immedi-
ately that we would not confine ourselves solely to a study of that
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question, but we would incorporate into the study other alterna-
tives as well. This is what I am here to report on.

The report itself is in the final stages of review. We hope to
transmit it to the Congress in the near future.

Senator DURENBERGER. That is a phrase we ought to encapsulate
in some way: It is in the final stages of review. Very good. And we
promise it in the near future. [Laughter.]

Dr. Desmarals. The three options which are discussed in the
report are the following: The physician DRG’s; the use of fee sched-
ules and/or refinements in the current, customary, prevailing and
reasonable charge system; and, third, capitation. I would like to
discuss each of these options in some detail and give you our
thoughts at this time.

The first is DRG’s. This would obviously be a prospective pay-
ment per discharge for inpatient physician services that are associ-
ated with each of the hospital DRG’s. We did a great deal of work
inhouse, and we also had a number of contractors work for us on
the whole issue of DRG’s and their suitability. And many of those
contractors are here at your invitation this morning. Their report
back to us was that DRG’s did a reasonable job of explaining the
variability of cost-per-case, but much of that was due to the fact
that surgical cases were more predictable than medical cases.

As we looked at the whole issue, we determined that one of the
difficult questions to settle in a DRG system for physicians would
be the question of whom to pay. There seem to be three possible
alternatives—paying the hospital, paying the attending physician,
or paying the medical staff as a whole.

Paying the hospital would be an administrative burden on hospi-
tals and would probably strain the hospital-physician relationship.
Paying the attending physician is difficult because most attending
physicians see only a few dozen Medicare patients during the
course of a year and, as a result of the variability in the cases,
would face a level of risk, that would be unacceptable for any
single individual physician to assume.

While paying the medical staff would solve the risk-pooling prob-
lem, we’re not sure that it would work. It has not been done before,
essentially, in any major way, and it is unclear whether the medi-
cal staff could organize to handle this kind of situation.

The other observation we should make in distinguishing the phy-
sician DRG issue from the hospital DRG issue is the question of as-
signment. As you know, hospitals cannot extra-bill beneficiaries.
So, the DRG payment is a great incentive toward efficiency. Under
current policy, non-participating physicians have the option of
taking assignment on a case-by-case basis. If that were to stay in
place, the incentive, for efficiency would be diluted somewhat be-
cause they could in turn extra-bill the beneficiary if they chose to.

I want to be very clear here that by making this observation, I
am not in any way encouraging a move toward mandatory assign-
ment. This Administration remains steadfastly opposed to manda-
tory assignment, and we believe that market forces and the grow-
ing supply of physicians are really a better course of action regula-
tory schemes.

We also need to observe that, even if we use DRG’s, we would
only be covering about 60 percent of physicians services. In fact,
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that percentage seems to be dropping as more and more is moved
to the outpatient and ambulatory side of the equation.

Suffice it to say that the DRG’s approach seems to have serious
policy and implementation problems.

The second major option is the use of fee schedules, which would
set a maximum allowable charge for each procedure. One way of
doing this would be to use a relative-value scale, where each serv-
ice would get a weight—the higher the weight, the higher the
value, the higher the payment that would be made. We have about
7,600 described physician services at this point in time.

There are two approaches here for relative values: one is charge-
based, simply taking historic charges and arraying them to come
up with relative values. Of course, that maintains the current
built-in biases. Another approach is the resource-based way of con-
structing a relative-value scale; value meaning time, risk, value to
patient, value to society, training costs, and so on.

A fee schedule might be a simplification, but it does have some
serious handicaps: again, no control over utilization and intensity,
and limited additional control over the price component of the
problem.

As I have said, the charge-based approach is biased, and a re-
source-based relative value scale we feel would be a long, very diffi-
cult and less than objective process to create—that is sitting down
with panels of expert physicians and other groups to try to decide
what the value of each of those physician services is. And of course,
finally, it is an inherently regulatory approach.

The third option, and the one we prefer, is the capitation option,
because it addresses both price and utilization/intensity; and pay-
ment would be made for all physician services and, in fact, all serv-
ices during a period of time.

We are already well on our way on the road to capitation as the
result of the Tax Equity and Fiscal Responsibility Act, which for
the first time gave us true risk-sharing HMO’s and competitive
medical plan contracts.

We have 78 of those contracts now, covering about 400,000 of our
beneficiaries, and other risk contracts such as demonstrations
bring us to a total of 460,000 beneficiaries now being served by
risk-based HMQ’s and CMP’s. And we hope that 1.4 million of our
beneficiaries would be so served by fiscal year 1987.

We are also moving in vther directions in capitation. A voucher
proposal is on the table. This would be voluntary for beneficiaries
and would expand the entities that can get these kinds of capitated
payments. Beyond the HMO’s and CMP’s we would add indemnity
insurors. We also propose to add additional flexibility, so that there
could be some benefit restructuring, there could be cost-sharing re-
structuring, and a variety of other things.

In addition, we have a lot of research underway to foster capita-
tion—improving the way we pay HMO’s and CMP’s today by refin-
ing the payment mechanism, the average adjusted per-capita cost,
AA, PCC, trying, for example, to perhaps adjust for prior use or se-
verity of illness and so on.

We also are discussing other alternatives such as geographic
capitation and employer-at-risk.
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In conclusion, capitation is our goal with respect to physician
payment, and it will be the focus of our attention and our energy,
because we believe that this is the way to consumer choice and
competition. It is deregulatory, and it will deal with price as well
as utilization and intensity.

In the meantime, we plan to examine appropriate ways to refine
the current CPR system. Examples of such refinements could be
correcting for overpriced procedures and seeing whether locality
and specialty differentials remain appropriate.

I would be happy to stop here and take your questions.

[Dr. Desmarais’s written testimony follows:]
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| AM PLEASED TO BE HEXKE TODAY TO DISCUSS QUK EFFORTS TO
DEVELOP OPTIUNS FOx PHYSICIAN PAYMENT REFOKM UNDER THE
FMEDICARE PKOGKAM,

[HE CUKRENT SYSTEM DEMANDS KEFOURM BECAUSE 1T DUES NOT PROVIDE
THE INCENTIVES REQUIRED TO CONSTRAIN SPENDING AND ASSURE
APPROPKIATE UTILIZATION OF SERVICES. WE HAVE EXPLOKED VARIOUS
UPTIONS FUx KEFURM OVER THE PAST FEW YEAKS, THROUGH RESEAKCH
LFFUKTS AND INTENSIVE DISCUSSTONS BOTH WITHIN THE
ADMINISTRATION AND wITH KEPRESENTATIVES OF VYHE MEDICAL
CUMMUNITY. THREE MAJOK STKATEGIES HAVE EMEKGED.

ALTHUUGH THERE ARE ASPECTS OF TWU OF THESE APPROACHES -~ FEE
SCHEDULES ANJ URUL~BASED PAYMENT -- THAT MIGHT MARE EITHEK AN
IMPKOVEMENT OVEK THE CUKRKEWT SYTEM, BUTH APPRUACHES HAVE
SERIOUS UKAWBACKRS., LAPITATION 1S THE ONLY OPTION THAT
ADDRESSES BOTH THE PRICE AND THE UTILIZATION OF StRVICES WHILE

STILL PKOVIDING WUALITY CARE,

IN THE SHUKT TERM, IN OKDEK BOTH Tu ALLRESS SOME OF THE
PROBLEMS WiTH THE CUKRENT SYSTEM AND TO MAINTAIN CONSTKAINT
OVER EXPENDITUKES, WE AKE CONSIDERING SYSTEM REFINEMENTS,
HOWEVER, 1T 1S ONLY THROUGH THE CONTINUED GKOWTH OF HLUS AND
(MPS, THE INTRUDUCTION OF MEDICARE VOUCHERS AND ThE
VEVELUPMENT OF NEW APPKROACHES TO CAPITATION, CONSUMER CHOICE
AND CUMPETITION THAT wE CAN ACHIEVE MEANINGFUL SYSTEM REFORHM,
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ACKGRY
MLDICARKE S METHODULOGY FOK PHYSICIAN PAYMENT, REFERKED TO AS
CUSTOMARY, PKEVAILING AND KEASONABLE (LPRJ, WAS DESIGNED TO
CONFOUKM TU EXISTING PXACTICES IN PRIVATE HEALTH INSURANCE AT
THE TIME OF MEDICAKE'S ENACTMENT, UNDER CPR, MEUICARE'S
PAYMENT FOn A PARTICULAR SERVICE 15 CALCULATED STATISTICALLY
FROM ALTUAL PHYSICIANS' BILLINGS. TIEDICARE'S PAYMENT,
KEFERKEU TO AS THE REASONABLE CMARGE, 1S DEFINED AS THE LOWEST
OF: THE PHYSILIANS' ACTUAL BILLED CHAKGE; THE PHYSICIAN'S
CUSTUMARY CHAKGE \DEFINED AS THE PHYSICIAN'S MEULAN CHAKGE
DURING THE PREVIOUS YEAK); AND THE PREVAILING CHAKRGE (LEFINED
AS THE /5TH PERCENTILE OF THE CUSTOMARY CHARGES OF ALL
PHYSICIANS IN AN AREA, WEIGHTED BY THE NURMBER OF TIMES EACH
PHYSICIAN PERFORMS THAT SERYVICE). [0 KRESTRKAIN COMTINUED
INCREASES IN MEDICARE PRYSICIAN SPENDING, CONGKESS, IN 197¢,
ENACTED THE "MEULICAL ECONOMIC INDtx” PRUVISION WHICH LIMITS
THE KATE OF INCWEASE IN PKEVAILING CHARGES.

[HE LPK SYSTEM HAS BEEN CrITICIZED IN THE FULLOWING wAYS,
0  KEASONABLE CHAKGES DU NOY DECLINE WHEN IMPROVEMENTS IN
TECHNOLOGY OR SUxGICAL TECHNIQUES RESULT IN A

KELUCTION IN PRUDUCTION COSTS,

0 PR UOES NOT ASSUKE APPROPKIATE UTILIZATION OF
SEKVICES.,
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O LT 1S CONFUSING TO SOME. WHILE CUSTOMARY ANY
PREVAILING CHARGE INFURMATION 1S AVAILABLE T0O THE
PUBLIC, BENEFICIARIES, AND Tu A LESSER EXTENT
PHYSICIANS, OFTEN DU NuT KNOW dOW MUCh MEDICARE WlLL
PAY FUR A GIVEN PROCEDURE UNTIL The CARRIER ACTUALLY
PAYS THE BILL,

5} CInt OTHER THIRD-PARTY PAYORS, MEDICARC'S KELATIVE
ChArol PATTERNS AxE ARGUED TO FAVOK SPECIALISTS UVER
GENERALISTS, URBAN AKEAS OVER RURAL AREAS, INPATIENT
TREATMENT OVER AMBULATOXY CARE AND SurGICAL PKOCEDUKES

Ovtx PrIMARY CARE,

[AE LIMITEL CONTROL EXERTEL BY UPK OVER THE PRICE OF SERYICES
ANO THe LACKN OF RELIABLE CONTROLS OVER THE UTILIZATION OF
SerVICES KESULTEU IN A HISTUKY OF KAPIu GRUWTH OF MELICAKE

PAYMENTS Fun PHYSICIAN SExVICES,

UvEn THL TEN-YEAR PEKIOD ENDING IN FY §90>, MEDICARE SPENUDING
Fuk PHYSICIAN SERVYICES INCKEASED AT AN AVERAGE ANNUAL RATE OF
CLUSE Tu ¢U PEACENT, LT 15 IMPUKTANT TU NOTE THAT CHANGES IN
THE UTILI2ATIUN AND INTENSITY UF SERVICES -- THAT IS5, THE
INCREASEL USE OF SERVICES ANL THt USE OF MOnt COMPLEX AND MOnc
EXPENSIVE PrRUCEDURES ~-- WEnE A MAJOn FACTOR IN THIS GROWTH.

LY ACCOUNTEDL FUk bz PERCENT OF THE INCKEASE DURING THE LATER
HALF OF THt PEKIOD. IHUS, KEFURM OPTIONS MUST ADDRESS
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THEMSELVES TU BUTH UNIT PKICES AND UTILIZATION/INTENSITY IF
THE GKOwTH OF MEVUICAKE SPENDING FOR PHYSICIAN SERVICES 1S Tu
BE SUCESSFuULLY CUNSTRAINED,

DuKING THE SAME PERIGL THAT MEDICARE SPENDING Fux PHYSICIAN
SEKVICES WAS INCREASING AT (U PEKCENT A YEAK, THE FEDERAL
BUDGET AND THE GRUSS NATIONAL PKODUCT GREw AT ANNUAL KATE OF
i¢.5 PERCENT AND 9.7 PERCENT, RESPECTIVELY., C(LEARLY, NEITHEK
THE GOVERNMENT NOR THE MEDICAKE BENEFICIAKIES., WHOSE PrEMIUMS
FINANCE <¢ PERCENT OF PKOGRAM OUTLAYS, COULD AFFORD THIS ZU
PEKCENT RATE OF GRUWTH INDEFINITELY,

IN THE UEFICIT REDUCTION ACY OF iYo4 (UEFRAJ, LONGRESS ACTEW
TO CONSTKAIN THIS GROWNTH, ALTHUUGH SIGNIFICANT CHANGES HAD
BEEN ENALTED TO THE MEDICARE PROGKAM DUKING THE PREVIOUS THREE
YEAxS, 1T WAS NOT UNTIL UEFRA THAT LEGISLATIVE CHANGES hAD A
DIKELT IMPACT ON ALL PHYSICIANS,

HAS PAKT OF ULFKA, LONGRESS ENACTEUD:

0 A PAKTICIPATING PHYSICIAN PKOGRAM;

("] A FisEEZt ON THE CUSTOMARY AND PKEVAILING CHAnGES OF
ALL PHYSICIANS; AND

0 A FREEZE ON THE ACTUAL CHARGES OF NON-PAKTICIPATING

58-202 0 - 86 - 3
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PHYSICIANS.,

IN FY 1964, DUE TU BOTH THE DKOP [N ADMISSIUNS AND LENGTH OF
STAY RESULTING FROM THE IMPLEMENTATION OF THE HOSPITAL
PHOSPECTIVE PAYMENT SYSTtM ANL THE IMPACT OF THE FEE FREEZE
MANDATED BY ULFRA, THERE wWAS SOME DECELEKATION IN THE RATE OF
GKOATH IN MEDICARE PAYMENTS FOR PHYSICIANS' SERVICES, THE
KATt UF GRuaTH IN FY [Yo4 WAS NEARLY HALF THAT UF THE PREVIOUS
TEN YEAxS AND, IN FY s96>, THIS LOWER RATE OF GROWTH

CUNTINUED,

NCT UNLY HAS THIS BENEFITTED THE FEDERAL BULGET BUT IT WiLL
ALSU HAVE A POSITivt IMPACT UN THE FAMILY BUUGETS OF OUR 5u
MILLION ENKOLLEES., DECAUSE PROGRAM OUTLAYS GREW AT A LOWEW
KATE THAN HAD BEEN ANTICIPATED, THE PART B PREMIUM IN 1980
wiLL BE THE SAME AS THAT IN 140>, [HIS 1S ONE OF THE FEw
TIMES THAT THE PKEMIUM HAS NOT INCREASED., [N ADDITION, THE
LOWEK GKOWTH IN PROGRAM PAYMENTS RESULTED IN SAVINGS TO
BENEFICIAKIES FROM COINSUKANCE AND EXTRA-BILLING BEING LOWE"
THAN 1T WOULD HAVE BEEN OTHERWISE. SOME HAVE SUGLESTEL THAT
AUDITIONAL FINANCIAL POTECTION COULD BE PROVIDED TO
BENEFICIAKIES BY MANDATING ASSIGNMENT FOR PHYSICIAN SEXVICES,
THE ADMINISTRATION 1S FIRMLY OPPOSED TU THIS APPROACH, KE
BELIEVE THAT MARKET PLACE FOKRCES, INCLUDING THE GROWTH IN THE
NUMBER UF PHYSICTANS AND SUBSEQUENT COMPETITION, wWiILL BETTER
SEKVE BENEFICIARY INTERESTS IN CONSTWKAINING PHYSICIAN FEES



63

THAN WOULD REGULATORY SCHEMES,

ALTHUUGH PKOGRESS HAS BEEN MADE ON KEDUCING THE RATE OF GROWTH
IN SPENDING FUR MEDICARE PHYSICIANS' SERVICES, THERE 1S STILL
CAUSE FOR CONCERN:

== THE INCREASE IN OUTLAYS DURING FY 1985 IS LARGE< THAN
THE KATE OF GROWTH FOk £/> OF THE FUNCTIONS IN THE
BUDGET;

-~ ALTHOUUGH THE FREEZE CONTROLLED THE PRICE OF SEKVICES,
GrROWTH OF UTILIZATION/INTENSITY STILL KEMAINS A

PKOUBLEM; -

= THE PAYSICIAN COMPUNENT OF THE Pl IS STILL GROWING
FASTEK THAN THE OVERALL CPl. IN 1Y%, 1T INCREASED 8Y
U.U PERCENT WwHILE THE OVE<ALL CP1 INCKEASE WAS 5.c

PERCENT,

[HE FRELZE 15 NOT PAYMENT REFGKM, BUT ONLY A TEMPURARY MEASURE
TO KESTKAIN SPENDING WHILE WE DETERMING THE REFORMS THAT ARE
NEEVED. Pii0r Yo THE FREEZE, CONGRESS IN THt SOCIAL SECURITY
AMENDMENTS OF 1985 MANDATED A STUDY ON “THE ADVISABILITY AND
FEASIBILITY OF ,., DETERMINING THE AMOUNT OF PAYMENTS FOK
PHYSICIANS' SEKVICES FURNISHEU TO HOSPITAL INPATIENTS BASED ON
THe UKL TYPE CLASSIFICATION OF THE DISCHAKGES OF THOSE
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INPATIENTS”,

IN PKEPARING THL1S REPORT. THE UEPARTMENT DETEKMINED THAT Tht
ADVANTAGES AND LISADVANTAGES OF A URG-BASED PAYMENT SYSTEM
SHOULD BE EYALUATED AS PART OF A KREVIEW GF SEYEKAL REFURM
OPTIONS. THE KEPOKT, wHICH 1S IN THE FINAL STAGES OF REVIEw
WITHIN THE AUMINISTKATION ADDKESSES THREE OPTIONS FOK nEFUKM:
PHYSICIAN UROS. FEE SCHELULES ANG/Ok MOLIFICATIONS Tu THE
CUKRENT SYSTEM, ANU CAPITATION. | wOULD LIKE Tu PRESENT AN
OQUTLINE UF EACH OF THESE OPTIONS ANU THEN DESCKIBE SOME OF THE
SYSTEM REF INEMENTS WE AKE CONSIDERING Fux THE SHunT-RUN.

DRO-BASED PAYMENIS FUR PHYSICIAN INPATIEN) SERVICES

AN INPATLENT PHYSICIAN URDL SYSTEM WOULD SET PROSPECTIVE
PAYMENTS FOk A PAUKAGE OF PHYSICIANS' SERVICES ASSUCTATEL WiTH
EACH UF THE 4o/ HOSPITAL UKuS. 1T WOULD CONTAIN SIMILAK
INCENTIVES TG CONTROL COSTS ANU TU ENCOUKAGE EFFICIENCY
UTILIZEu BY THE HOSPITAL PRUSPECTIVE PAYMENT SYSTEM,

Vuih KESEARCH, USING NATIONAL DATA AND DATA FROM FOUK STATES,
HAS SHOWN THAT UKu'S DO A KEASONABLE JOb OF EXPLAINING THE
VARTABILITY IN COSTS PER CASE FOR INPATIENT PHYSICIAN
SERVICES., HOWEVEK, THE EXPLANATORY POWER OF UKUS AS A WHOLE
1S ALMOST ENTINELY DUE TO SUKGICAL ADMISSTONS WHICH AKE
ALREADY BILLED AND PAID BASEL ON GLOBAL FEES. LRuUS ARE NOT A
GOOD PREDICTOn OF THE PHYSICIAN RESUGUKCES REQUIRED FOR MEDICAL
AUMISSTONS BECAUSE KESOUKCE USE FUK THESE ADMISSIONS 1S
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EXTREMELY YARIABLE. AS A RESULT, FUK MEDICAL AUMISSIONS, 17
KOULD Bt ABOUT EQUALLY VALID TO BASE“PAYMENT ON E1THER THE
ACTUAL UKL OR THE AVEKAGE PAYMENT LEVEL ACROSS LROLS,

IN ADUITION Tu THE QUESTION OF WHETHER LKGS COULD PKOVIDE A
KEASONABLE FKAMEWORK FUK PROGRAM PAYMENT, THERE ARE
SIGNIFICANT IMPLEMENTATION ISSUES SUCH AS HOW PAYMENT SHOULD
BE MAVE. UNLEK HOSPITAL PPS, IF THE UKL PAYMENT DOES NOT
CUVEK KESUURCt USE, THE INSTITUTION HAS TO ABSOK3 THE LOSS.

UN AVERAGE, LOSSES ON SOME CASES SHUULD BE COVEREDL BY GAINS ON
OTHEK CASES. HUWEVER, THE HOSPITAL 1S NEVER ALLUWED TO BILL
THE BENEFICIARY FUR THr CASES WHEKE LOSSES OCCUR SINCE THIS
WOULL CLEAKLY DILUTE THE INCENTIVES FOR EFFICIENCY.

CUKRENTLY, NON-PARTICIPATING PHYSICLANS HAVE THE UPTION TO
ACCEPT ASSIGNMENT ON ALL, SOMt OR NONE OF THEIR CASES. IF
THIS CUKIKENT ASSIGNMENT PULICY 1S MAINTAINEU UNUEx A PHYSICILAN
URG SYSTEM, PHYSICIANS WOULu BE ABLE TO BILL THE BENEFICIARY
WhiN THE CASE PAYMENT DOES NOT COVEx COSTS, THIS wOULD TEND Tu
DILUTE THE INCENTIVES FOK EFFICIENCY COMPAKED TU THUSE
CONTAINED IN THE HOSPITAL PP> SYSTEM. [T WOULD ALSO SUBJECT
THE SICKEST BENELFICIARIES TO CATASTROPHIC EXTrA-BILLING
LIABLILITY,

ANOTHEK PAYMENT 1SSUE 1S THE QUESTIUN OF wHOM TO PAY, |HE
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PHYSICIAN URL PAYMENT COULD BE FOLDEU INTU THE HOSPITAL PPY
PAYMENT, UK PALID AS A SEPARATE ADD-ON, WITH THE HOSPITAL
DETERMINING HOW PAYMENT SHUULD BE MADE Tu THE INVOLVED
PHYSICIANS, 1HIS APPROACH WOULD PLACE AN ADDITIONAL
ADMINISTRATIVE BUKDEN ON HUSPITALS AND WOULD UNLOUBTEDLY
RESULT IN STRAINED HUSPITAL-PHYSICIAN RELATIONS.

PAYMENT COULD BE MADE TU THE ATTENDING PHYSICIAN, WHO WOULD BE
CESPONSIBLE FOR OBTAINING SERVILES FROM OTHER PHYSICIANS AS
REQUIKEU AND FUn BEAKING THr FINANCIAL RISK FUR THE CUST OF
THE CASE. [HIS ARKANGEMENT WOULD SEEM TO MAXIMIZE THE
INCENTIVES FUk CUNTKOLLING COSTS AND ENCUURAGING EFFICIENCY.
HUWEVEK, IN OkDEx FUx A URu SYSTEM TO WOxK FAIRLY, AN
INUIVIUUAL PHYSICIAN MUST TkEAT A LARGE VOLUME OF CASES WITHIN
ThE SAME UKu, 1T IS ONLY IN THIS WAY THAT THE PAYMENTS WOULD.
ON AVERAGE, CuVin KRESOUKCE USE. OSINCE MOST PHYSICIANS WuulLl
NOT TKEAT ENOUGH PATIENTS wiTHIN THE SAME LRG, A URU-BASED
PAYMENT SYSTEM COULD SUBJECT THE ATTENDING PHYSICIAN TC MOKE
RiSK THAN HE Ok SHE COULD BEAk.

IH1S LEAVES PAYMENT T0O THE HOSPITAL MEUICAL STAFF, HUWEVER,
SUCH STAFFS CUKKENTLY ARE NOT URGANIZED YO AbCEPT ANV
DISTRIBUTE PAYMENT AND 1T 1S UNCERTAIN wHET4En THEY Cuulu BE
ORGANIZED TU LO SU. [N AUDITION, NO EVIDENCE EXISTS AS TO
WHETHER THE INCENTIVES FUK EFFICIENCY, WHICH IS5 THE MAJOK
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THRUST OF TniS PAYMENT SYSTEM, WOULU BE EFFECTIVE WITH THIS
METHOUL UF PAYMENT,

ANOTHER 1SSUE THAT HAS BEEN RAISEL IN REGAxw TO A URL-BASEL
PAYMENT SYSTEM IS THE IMPACT THAT 1T COULD HAVE ON QUALITY OF
CAKE.  UNutR PP, HOSPITALS HAVE THE ECONOMIC INCENTIVE T0
CONTROL THE PROVISION OF SERVICES IN OKDER TO FUNCTION WITHIN
A FIXEL PAYMENT, hOWEVER, THE ATTENDING PHYSICIAN DOES NOT
HAVE THE SAME ECONOMIC INCENTIVES ANL THUS SERVES AS A PATIENT
ADYULATe, huw WOULL THI> RELATIUNSHIP CHANGE IF THE
INCENTIVES OF THE HUSPITAL AND PHYSICIAN WERE ALIGNED?

OINCE INPATIENT SERVICES ACCOUNT Fuk ONLY bU PERCENT OF
PHYSICIAN SERVICES, A UKL-BASED PAYMENT SYSTEM wOULUD NOT
AuuktSS THE KREST OF THE SYSTEM, AS MORE PRUCELURES ARE
PEnFukhiu IN AN OUTPATIENT Uk OFFICE SETTING, THE PERCENT OF
PAYMENT COVERED BY THIS SYSTEM WOULU DECLINE,

IN SUMMAKY, ALTHUUGH A UKU-BASEL PAYMENT MAY SEEM SOMEaHAT
TelHNICALLY FEASIBLE THERE ARE MANY SERTUUS IMPLEMENTATIUN
ISSUES THAT NEED TU bé RESULVED., THE SYSTEM CUULL HAVE A
NEGATIVE IMPACT UN QUALITY OF CARE ANU WOULD NOT AFFECT 4u
PERCENT OF PHYSICIAN PAYMENTS., FINALLY, ALTHOUGH THE MEDICAKE
HUSPT 1AL PUSPECTIVE PAYMERT SYSTEM, BASEU UN LUKLS, IS A
DKAMATIC IMPRUVEMENT OVEK COUST WNEIMBURSEMENT, THE
ADMINISTKATIUN VIEWS 1T AS OVERLY REGULATORY..- 13 SHOULD Bt
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SEEN AS A TRANSITION TOWAKU ULTIMATE VMIEDICARE REFUKRM THAOUGH
CAPITATION, ANJ THEKEFORE SHOULD NOT BE EXTENDED YO INCLUDE
THE PAYMENT OF PHYSICIANS,

FEE S ‘S
UNE APPROACH TO REFOKM WOULD BE TU REPLACE THE (PR SYSTEM WiTh
A FEE SCHEDULE WHICH WOULD LIST MEDICARE'S MAXIMUM ALLOWANCE
FOx EACH PROCEDURE. THIS FEE SCHEDULE COULD BE BASED UN
CUKRENT CHAKGES OR ON A KELATIVE VALUE SCALEL (KVS) WHICH
WOULD HAVE A "WEIGHT” FOK EACH PRUCEDUKE BASED ON THE
ASSOCIATED KELATIVE RESOURCE COSTS, REGAKLLESS OF THE
METHULOLUGY, IME MAXTMUM ALLOWANCE WOULD BE THt SAME FUR ALL
PHYSICLANS wHO PROVIDE A SERVICE IN AN AKtA,

OINCE IMPLEMENTATION OF A FEE SCHEUULE WOULD ELIMINATE THE
CUSTUMARY AND PREVAILING CHAKGES SCEENS, ONE COULD ARGUE THAT
THE SYSTEM WOULD BE EASIEx TO UNDEKSYAND THAN (PR, HOWEVEK,
OTHER PkOBLEMS THAT CURNRENTLY ARE A SOURCE OF CONFUSIOUN wOuLD

KEMALIN,

O PHYSICLANS WOULD STILL HKAVE 7,5Uu CODES UNDtx WHICH Tu
BILL., WITH THE DIFFERENCE BETWEEN THE SERVICE INPUTS
PiOVIUVED IN, FOR EXAMPLE, THE D DIFFERENT LEVELS OF
MEUICAL OFFICE VISITS NUT CLEARLY DEFINED,

0  ALTHLUGH BENEFICIARIES WOULD HAVE AN EASIER TIME
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DETERMINING THE MEDICARE ALLUWANCE UNDER A FEE
SCHEDULE THAN UNDER (PK, WITH THE EXCEPTION OF
PARTICIPATING PHYSICIANS, THEY WOULD STILL NOT KNOw
THEIR POTENTIAL EXTRA-BILLING LIABILLTY IN ADVANCE
SINCE THEY WOULD NOT KNOw THE PHYSICIAN'S ACTUAL
CHARGE. THUS, A FEE SCHEDULE WOULD ONLY MARGINALLY
IMPROVE BENEFICIARIES' ABILITY TO SHOP AROUND FUR Thi
BEST PKICE,

ALTHOUGH, PrIUR Tu THE ENACTMENT UF THE ECONOMIC INUEX,
PHYSICIANS' ACTUAL BILLINGS DETERMINED FUTURE CUSTUMARY AND
PEVAILING CHARGES UNDUEn UPK, THE ECONOMIC INDEX NUw ACTS TO
LIMIT THE INCKEASE IN PREVAILING CHARGES. [Hus, CPK IS
INCREASINGLY Kt SEMBLING A SERIES OF SPECIALTY SPECIFIC LUCAL
FEE SChEUULES SET AT THE ECUNUMIC INDEX-CONSTRAINEU PREVAILING
CHARGE LEVEL. ANY UPLATE FACTUk FOR A FEE SCHEDULE wWOULD
PROBAbLY RESEMBLE THE CUKKENT ECONOMIC INDEX, THUS, FEE
SCHELULES WOULD PRUVIOL LIMITED ADDITIONAL CONTKOL OVEx THE
PxICE COMPUNENT OF PrUGKAM INCKEASES.

NEITHER WUULD FEt SCHEDULES PrUVIDE ANY ADDITIONAL INCENTIVES
FOk CONTROL UVER UTILIZATION/INTENSITY., WITH 7,5UU CUDES 10
BILL UNDEK, THEKE 1S AN UPPORTUNITY TU UPCUDE SERVICES,
UNBUNDLE SEKVICES OR FUKNISH SERYVICES NOT PREVIOUSLY
PROVIUEL. U THE EXTENT THAT A FEE SCHEDULE WOULD HAVE
REDISTRIBUTIVE EFFECTS AMONG SPECIALISTS OR KEGIONS OF THE
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CUUNTRY, PKODUCING "WINNEKS” ANU “LOSERS” AMONG PHYSICIANS,
THE INCENTIVES WOULD BE STRONGER THAN UNDEK THE CURRENT SYSTEM
TO GENEKATE INCKEASED UTILIZATION/INTENSITY IN OKDER 10
MAINTAIN INCUME.

IHESE INCENTIVES TO INCKREASE UTILIZATION/INTENSITY wOULD MAKE
1T MUKE DIFFICULT TU DEVELUP A SYSTEM WHICH WOULD BE BUUGET
NEJUTKAL SINCE ESTIMATES OF THE POTENTIAL INCREASE IN
UTILIZATION/ INTENSTITY WOULD HAVE TU BE MADE IN ORDER TU
PROVIDE FOR AN OFFSET [N THE FEE LEVELS. T MAY BE NECESSAKY
Tu INCOKPURATE FEATURES UTILIZED IN CANADA AND WEST LERMANY,
WHEREBY, 1F UTILIZATION/INTENSTTY INCREASES BY MORE THAN THE
PROJECTED AMOUNT, THE FEE SCHEDULE INCREASE IN THE FOLLOWING
YEAR IS REDUCEL TO OFFSET THt HIGHER THAN PKOJECTED
UTILIZATION, THESE EDUCTIONS WOULL AFFECT ALL PHYSICIANS,
THUS THEY WOULU PENALIZE NUT ONLY THr OVERUTILIZERS BUT ALSO
THE PHYSICIANS wHO HAVE BEEN ATTEMPTING Tu RESTRAIN COSTS,

OOME ARGUE THAT A FEE SCHEUULE INCUKPUKATING A RELATIVE VALUE
SCALE BASEL UN RESOUKCE INPUTS WOULD ELIMINATE THE PERCEIVED
PAYMENT BIASES IN LPK. ALTHOUGH MANY SECTORS [N THE HEALTH
CARE COMMUNITY BELIEVE THAT SUCH A RELATIVE VALUE SCALE WOULD
wOrK, THERE 1S NO CONSENSUS ON HOW 17 SHOULD BE DEVELOPED.
SUCH AN EFFURT wOULD BE TIMr CONSUMING AND NOT AS OBJECTIVE AS
IS SOMETIMES PERCEIVED.
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[N SIHPLIFIED TERMS, A RESOURCE-BASEL RVS AMOUNTS TO A
COMPARABLE WORTH APPROACH, RELATING THE VALUE OF THE SERVICES
PKOVIDED BY ONE SPECIALTY TO THE SExVICES PROVIDEL BY OTHEK
SPECIALTIES,  RATHER THAN BASING PKICES ON MAKKET MECHANISMS,
1T KEL1ES ON A CONSENSUS OF “EXPERTS" TO DETERMINE WHAT
KELATIVE PrICES SHOULD BE. IF THE KVS WERE USED IN THE
CONSTRUCTION OF A FEE SCHEDULE, 17 COULD RESULT IN THE PxICE
UF SOME PRUCEDURES BEING SET SIGNIFICANTLY HIGHER THAN
PHYSICIANS NOKMALLY CHARGE, WHILE OTHER PKOCEDURES COULD BE
REUUCED BELOW MAKKEY CHARGES.  ALL THESE ADJUSTMENTS wOULD
PRUDUCE SIGNIFICANT KEDISTRIBUTIONS OF BENEFIT PAYMENTS AMONG
SPLCIALISTS AND BETWEEN GEUGKAPHIC AREAS. [HIS COULD HAVE A
N:GATIVE IMPACT ON PHYSICIAN WILLINGNESS TO PROVIDE SERVICES
AS WELL AS ON BENEFICIARY QUT-OF-POCKET EXPENDITUKES,

IN SUMMARY, WHILE FEE SCHEULULES MIGHT BE SOMEWHAT LESS
CUNFUSING THAN (PK, THEY WOLLD NOT IMPROVE OUR ABILITY TO
CONTRGL E1THEr THE PRICE OR CTILIZATION/INTENSITY OF SEnVICES,
ALTHOUGH FEE SCHEDULES BASED ON RELATIVE VALUE SCALES COULD BE
VESIGWEL TU COKRECT PEXCEIVED BIASES IN (PR, -THE APPROACH 1S
NOT MAKKET BASEL AND COULD POTENTIALLY HAVE MAJOR
KEDISTRIBUTIVE EFFECTS THAT WOULD HAVE A NEGATIVE IMPACT ON
ACCESS AND BENEFICIARY FINANCIAL PROTECTION. FINALLY, FEE
SCHEDULES ARE INHERENTLY KREGULATORY IN NATURE, AND THEREFORE
AKE COUNTER TO ADMINISTKATION POLICY., WE BELIEVE THAT ULTIMATE
MELICARE KEFOKM Mu>T BE CENTERED ON COMPETITION AND CHOICE
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THKOUGH CAPITATION,

CAPJTATIUN

IHE UNLY APPXOACH WHICH AUDKESSES BOTH PRICE AND
UTILIZATION/ INTENSITY OF SERVICES 1S CAPITATION, UNDER SUCH
SYSTEMS, A SINGLE PAYMENT 1S MADE TO AN ENTITY Fun THE
PROYISION OF ALL NECESSARY HEALTH CARE SERVICES IN A YEAK,
INCLUDLING BUT NOT LIMITED TO PHYSICIAN SEKVICES.

WE CUARENTLY HAVE CAPITATEU SYSTEMS IN HMJS AND LS. WE At
PAUPUSING LEGISLATION Tu EXPAND ON THE OPTIONS AVAILABLE TO
OUR BENEFICIARIES THROUGH THE USE UF VOUCHERS., WE ARE ALSO
LXPLORING, THROUGH DEMUNSTRATIONS, A VAnlETY OF NEW APPROACHES
Tu CAPITATION,

ALTHUUGH PAYMENT Tu HnUs Fux Tre FullL MEDICAKE BENEFIT PACKAGE
HAS BEEN AUTHOKIZEL SINCE 1972, ONLY RECENTLY IN THE 1AX
EuJlTY AND FISCAL KESPUNSIBILITY ACT OF 4oz C(IerRA) wEnt KISK
SHAKRING CUNTRACTS AT 95 PERCENT UF THE ALJUSTED AVERAGE PEK
CAPITA COSTS (HMAPLL/ MALE AVAILABLE., WE BELIEVE THAT THIS AND
OTHER CHANGES IN HIlU KEIMBURSEMENT MANDATED BY IELFRA wWiLL
KESULT IN INUKEASED BENEFICLARY ENKOLLMENT IN CAPiTATED
SYSTEMS. AS OF LAST MONTH, /8 RISK CONTRACTS WERE SIGNED IN
45 STATcS wiTH AN ALDITIONAL 84 CONTKALTS PENLING, IF THESE
ADDITIUNAL CONTRACTS AKE SIGNEL. THEKE WILL BE [EFRA HMU/CMPs
UPEKATING IN 5U STATES,  UVEK 4bU,UUU BENEFICIARIES AKE



73

ENROLLED UNDER THESE KiSK CONTRACTS WITH A PKOJECTED 1.4
MILLIUN BY THE ENU OF FY &/,

UNDEK UUR VOUCHEK PROPUSAL WE WILL BUILD ON THE REFORMS Tu
HMU/LMP FINANCING IN IEFRA,  Uuik PRuPUSAL wOULD:

-~ ©LXPANU THE PGUL OF ENTITIES THAT COULD QUALIFY FOR
CAPITATED PAYMENTS BY ALLOWING INDEMNITY INSUKERS AS
WELL AS HMU'S AND (MP'S TO PRUVIDE ALTERNATIVE
COVERAGE ;

~- TMARE ENROLLMENT IN PKIVATE PLANS MURE ATTRACTIVE Tu
BENEFICIAKIES BY ALLOWING EMPLOYERS TG COMBINE THE
MEVICARE PAYMENT WITH THEIR OWN PREMIUMS FOUR
ANNUITANTS TO SECURE A UNIFORM PLAN WITHOUT

JUPLICATIVE COVERAGE., AND

-~ LLIMINATE CERTAlnw CUKKENT REQUIKEMENTS THAT AKE OVERLY
REGULATUXY; SUCH AS THE REQUINEMENT THAT HMUS AND (MPo
UFFcin THe ACTUAL MEDICAKE BENEFIT PACKAGE. OSUBJECT Tu
A TEST OF ACTUARIAL EQUIVALENCE OF BENEFITS, PLANS
WOULD BE FKEE TU RESTRUCTURE THE MEDICARE BENEFIT

PACKNAGE .,

WE AXE CUNLIUDERING, AMONG OTHER PUSSIBLE ALTERNATIVES, THE
DEMONSTRATIUN OF A GEOGRAPHIC CAPITATION APPROACH. IN
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CUNTKAST Tu AN MU OR LMY THAT SEKVES ONLY THOSE INDIVIDUALS
WHO ENRULL IN 1T, UNDER GtUGRAPHIC CAPITATION AN ENTITY WOULLWL
8t KESPONSIBLE FOR ENSUKING THE PROVISIUN OF BENEFITS TO ALL
BENEFICIAKIES IN A GEOGNAPHICL AREA, [HE ENTITY WOULD OFFER &
NUMBEK OF OPTIONS Tu BENEFICIARIES INCLUDING TRADITIOUNAL
MEOICARE AS WELL AS OPTIONS INCOKPURATING COMPONENTS UF
PREFERKED PROVIDEK OKGANIZATIONS.

SHUR] TtRM SYSTEM REF INCMENIS
CLEAKLY. NOT ALL OF OUKk BENEFICIAKIES WILL B8E SERVED BY

CAﬁl1ATED SYSTEMS TMMEDIATELY. InEREFORE, WE AnE EXAMINING
STEP> THAT COULD BE TAKEN IN THE NEAR TERM TO REFINE (PR AND
TU MAINTAIN CONSTKAINT ON SPENDING FOR PHYSICIANS' SERVICES.
1 WOULD LIKE TO BrRIEFLY DISCUSS TWu OF THESE POSSIBLE
INITIATIVES: ADJUSTING OVERPKICED PrOCEDURES AND EXAMINING
CuxENT UIFFERENTIALS FOR LOCALITY AND SPECIALTY,

IN OUr INITIATIVE ON OVEKPRICED PkuCEUULES, WE WILL Bt
EXAMINING PRnOCEDURES WHERE THEKE HAVE BEEN SIGNIFICANT
IMPROVEMENTS IN MEUICAL TECHNOLOGY OR SUKGICAL TECHNIQUES THAY
HAVE RESULTEU IN LOWER PROLUCTION CUSTS IN ORDEX TO DETERMINE
WHETHER A REDUCTION IN CURRENT PRULKAM PAYMENT 1S WARRANTLD,
PACEMAKEK INSERTION 1S AN EXAMPLE UF THE TYPE OF PRUCEUURE

WHICH WOULw FIT INTO THIS CATEGUORY,

IN THE PRUCESS UF PREPARING THE KEPOxT TG LUNGRESS ON
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PACEMAKEXS, WE HAYVE DETEKMINED THAT THE AMOUNT UF TIME
KEQUIKED TO PERFOrRM A PACEMAKER INSERTION HAS DECREASED
SUBSTANTIALLY SINCEL THt PKOCLDUKE WAS INTRODUCEv., IF THE
MAKKET WERE WORKING PRUPERLY, WE WOULD HAVE SEEN A DROP [N
CHARGES FOK Th1S PKOCELURE, INSTEAL, HOWEVER, KEIMBURSEMENT
FOK THE PRUCEDUKE HAS INCREASED STEADILY. NEITHER THE FtuExac
GUVERNMENT NOx THE MEDICAKE BENEFICIARIES HAVE BEWEFITTED
FINANCIALLY FrOM THt DECLINE IN PKODUCTION Cu5TS, AS WOuLw
HAVE BEEN THt CASE IN MUKE COMPETITIVE SECTURS UF THE ECUNOMY,
(LEARLY, THERE APPEAKRS TO Bt A STKONG JUSTIFICATIOUN HExt FOk A
DOWNWARU ADJUSTMENT OF CuURKERT PAYMENT LEVELS.

ANUTHER REFINEMENT UNUDE CONSIDERATION 1S TU EXAMINE WHETHEK
CURRENT LOCALITY AND SPECIALTY DESIGNATIONS WITHIN CAxRIERS
AKE JUSTiFIEu. A LOCALITY IS A GEOGRAPHIC AREA USED BY A
CAKRIER TU DERIVE PREVAILING CHARGES FUR SERVICES. SOME
CAKRIERS HAVE STATE-WIDE LOCALITIES, OTHEKS REGIONAL
LOCALITIES, STILL GYHERS HAVE SEPARATE LGLALITIES FUR URBAN
ANC KUKAL AKEAS. WHILE INTEK-CARRIEK VARIATION IN PREVAILING
CHAKGE LEVELS MAY JUSTIFY MULTIPLE LOCALITIES IN ONE CARRIER,
{T SEEMS GUESTIUNABLE THAT ONE CAN JUSTIFY 5. LOCALITIES IN
ONE CARklch, AS EXISTS IN TEXAS,

JUST AS PRALTICE IN REGAKD TO LOCALITY VARIES BY CARRIER, SO
TOU LOUES PrACTICE IN REGAKD Tu SPECIALTY RECUGNITION,
LARRITERS CUKKENTLY HAVE wlDE LATITUDE IN DECIUING HOw TO SET
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UP SPECIALTY PREVAILING CHAKGE SCREENS AND IN DETERMINING
WHETHER A PHYSICIAN IS A SPECIALIST, WE AKE EXAMINING THiS
AREA TO DETERMINE WHERE SPECIALTY UIFFERENTIALS ARE
APPROPRIATE,

IN SUMMARY, wE HOPr T0 ADDKESS SOME OF THE LONGSTANDING
CRITICISMS THAYT HAVE BEEN MADE ABOUT (PR AND TU MAINTAIN
CONSTRAINT ON SPENDING Fukh PHYSICIANS' SERVICES., WHILE
WOKKING ON THESE SHURT-TirM SYSTEM KEFINEMENTS, WE wilL FOCUS
UUR ATTENTIUN ON CUk INITIATIVES TO IMPLEMENY MEUICARE REFORM
THROUGH CAPITATION., [T IS ONLY THROUGH CAPITATION THAT wE CAN
STRENGTHEN THE COMPETITIVE FORCES IN OUk HEALTH CARE SYSTEM,
VUMPETITION ANU CONSUMER CHUICE, KATHEA THAN MORE ELABOKATE
KEGULATORY OPTIUNS, ARE THE BEST wAY> TU ACHIEVE THE PROVISION
OF QUALITY CAKE SERVICES WHILE KESTKAINING THE GROWTH OF

SPeUING FUR HEALTH CAxE,

I THANn YOU FUR THt OPPORTUNITY Tu DISCUSS THESE ISSUES wltw
YOu. 1°D BE HAPPY TU RESPUND TO ANY QUESTIONS THAT YOU MAY

HAVE,
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Senator DURENBERGER. Thank you very much for the presenta-
tion and the larger effort behind it.

Let me just say for the record that I think the process that we
have been involved in for the last 21 years, from the time that we
passed the Social Security amendments and suggested an analysis
of prospectively pricing all provider products, has been an excellent
one. And let me just compliment everybody at HCFA, all the con-
tractors, all of the professional association groups, and the benefici-
ary groups. A lot of people are in this room today not because they
are here to be against something, but they are here<te be for some-
thing. It is just a real good feeling to sit up here and know that
there is a lot of disagreement in this room about exactly how to do
something, but that everybody seems to be working toward a more
rational process.

As I look through this big thick book here of all this testimony, I
see varying views on how to do this—you have encapsulated them
into three areas, Henry—but I think we have come so far in a
couple or 3 years in our attitudes toward these things that it is a
real pleasure to be able to sit up here and not ask you pushy, nit-
picky kinds of questions.

I will ask you one like that, which is on the issue of tbe physi-
cian freeze in part B. I started down that track a little bit in terms
of statistics to find out what you do know about it, because it is my
feeling that if reconciliation isn’t going anywhere, we need to do
something about that October 1 date. Can you give us any advice
on the consequences, for example, of doing nothing? What happens
to accessibility? What happens to physician participation? What
could we look forward to in the next year or so if we do nothing, if
we just leave that freeze in place for another year and don’t make
changes to participating physicians?

Dr. Desmarais. Well, certainly you would have to do something;
because, if you do nothing, then the freeze comes off at the appro-
priate time, and we would go and provide for an increase.

But one thing we have observed, and it has been somewhat sur-
prising to us, is that, despite the freeze that we have had now for
over 17 months, the assignment rates for part B services have risen
pretty dramatically, and now nearly 70 percent of services being
provided under part B to Medicare beneficiaries are provided under
assignment. That is much higher than the historic trend. In prior
years, there had been small increases, but in fiscal year 1986 it
rose dramatically even in the face of a freeze.

Now, certainly, as I have observed earlier, there is a lot going on,
andlit makes some of our estimating and guesstimating a little dif-
ficult.

We also know that in the first year of this freeze 30 percent of
physicians—and I define that broadly to include the limited-license
practitioners—were participating physicians. We are able to tell
you today that for fiscal year 1986, 28 percent of physicians are
participating physicians. Some of these physicians are new en-
trants to the participating program; some dropped out. But still, in-
stead of 30 percent the first year of the freeze, we have 28 percent
at the moment.
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Senator DURENBERGER. My problem at the moment—and you
don’t know where to go to prove anything—is that you are not
going to convince me with statistics, because I know that behind all
of those physicians are rising costs. 1 sit out there and I just listen
from State to State to what is happening on malpractice premiums.
I know what those people are facing. So, you can’t do it to me on
statistics.

Now, if I say, “How many obstetricians?”’ or how many of this or
how many of that—obstetricians aren’t appropriate, I guess, for the
elderly—or how about small towns? I mean, take me way out in
rural Minnesota some place. Yes, you can get something out of just
plain economic pressure, but that doesn’t mean that we still have
an equal access across this country to adequate physician services,
and I think that is what is bothering me. You don’t have the data
that proves that this is uniform all across the country, do you?

Dr. DeEsmaRrals. No, we don't.

The other observation that is surprising—and this is not reported
or collected by us—Medical Economics published a report that said
that physician incomes in 1984 rose on the average a 7.8 percent, to
a median of $101,970. It is interesting, given all the things going
on, to have the median income rise.

Now, I am not vouching for the validity of that particular
survey; but it is a pretty respected organization, they perform this
survey every year. An interesting fact.

Senator DURENBERGER. Yes. And it makes great material when
you get into a debate on whether Medicare ought to have the hell
shot out of it in a Gramnm-Rudman. I mean, they can quote that
stuff up and say, “Look, all we are doing, and physicians are still
getting richer. The hospitals are still getting richer. Let’s cut some
more.

So, all I am going to say is that I am bothered by the macro sta-
tistics.

Let me ask you what ‘“geographic capitation is,” as the Depart-
ment considers demonstrations?

Dr. Desmarais. OK. Geographic capitation would simply take an
area—a county, a State, even a smaller area—and select an entity
at risk like an insuror and zay to that entity, “In return for receiv-
ing a capitated payment, you will be responsible for paying for the
health care services provided to each beneficiary in this area.”
Now, the bheneficiaries in the area will have choices. One choice
they will certainly have will be traditional Medicare. They may be
offered additional choices, some may involve wraparound of cost-
sharing and deductibles, copaKments, additional benefits, and so on,
but the entity would be at risk.

So, in that situation we clearly don’t have any selecting of pa-
tients; everybody in that geograpﬁic area would be served and cov-
ered by that entity.

Senator DURENBERGER. I should have told you I was going to ask
this kind of question, but I didn’t think of it until just now.

Take the area where my folks spend 9 months out of the year, in
Clearwater, FL. Now, I spent Thanksgiving with my mother, and
she is debating getting out of her §78-a-month ripoff Minnezota
Medicare something-or-other Medigap plan and into what the next
door neighbor has. The next door neighbor has Gold Plus. I take it
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that is some kind of a demonstration by HCFA, because it says
that on there. Is that right?

Dr. DesmARAls. I think it was a demonstration; I believe it is now
a regular part of the HMO Program.

Senator DURENBERGER. Well, the literature down there that I
read and the phone calls that she made to somebody in Miami, who
happens to be from Minnesota, says—and this is just what it says—
" “It’s free. It doesn’t cost you anything to be in this plan; everything
is covered, with a few very, very small exemptions. But there is no
premium.”

Now, she has nothing to compare that with. I said, “That sounds
too good to be true.” I asked some of the local doctors if they would
be in it. They said, “Well, obviously what is going on here is that
they are sending her to certain physicians in certain places, so she
is going to lose her freedom of choice.” Well, she doesn’t mind
losing her freedom of choice as long as she knows she is getting
quality health care. But she doesn’t have another plan similar to
that to compare it to.

Now, I guess the question I am asking you is not to give me the
details of what Gold Plus is doing for my mother or whatever; but
if you are going to do one demonstration in an area, are you going
to do ::17 demonstration in another area? Can you do it with only one
entity?

Dr. DEsMARAIs. No. Although the entity would cover the bulk of
the people in the area, we would certainly want to have traditional
HMO'’s, competitive medical plans, also in that area as alternatives
available.

Senator DURENBERGER. You wouldn’t put your demonstration
into Clearwater/St. Pete, that area, if there wasn’t already in exist-
ence similar plans that priced their products in similar ways, like
“It’s a prepaid plan, no premiums, we work off of benefits and cost
sharing” and that sort of thing?

Dr. DesmARais. I would state it in a little different way. If there
were an HMO there, that would be great, and it would be allowed
to continue. If there weren’t one there, we would allow one to come
in. But it is a question of allowing other alternative capitated ar-
rangements, even in that environment.

Senator DURENBERGER. Because you know enough about how the
elderly buy health care. Now, maybe Vita can tell us differently,
but it seems like No. 1 is, If you can get rid of all of this horrible
paperwork, and “reasonable and customary charges” and ripoffs,
and all that sort of thing, I want it. You know, I'll buy into it. But
you know enough about how they buy so that you wouldn’t permit
them to be subjected to a noncompetitive demonstration, would
you? In your notion?

Dr. DesmaRrals. Well, that is exactly what we are trying to avoid.
We want a competitive environment, so we are certainly not going
to start a demonstration that will take us in the opposite direction.

But I will say that in the discussions of geographic capitation,
the issue of the competitiveness of that approach has been one of
the things at the forefront of the debate, about whether or not we
should do this, and if we do it, how do we do it, and where do we do
it?
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We have had some discussions with interested parties. Some of
our own Medicare contractors in a variety of States have expressed
some interest. We are also getting interest, I might add, from large
employers who say, ‘‘Gee, I might want to keep my annuitants in a
kind of an employer-at-risk program.” That is a different kind of a
capitation, and you might want to call it geographic; it's by em-
ployeies, if you will. But it is another alternative capitated ap-
proach.

Senator DURENBERGER. But we do understand that, just because
there is 97 HMO’s in the Boston area, that does not mean we have
got competition. Or just because there is a PPO in town, it does not
mean there is marketplace competition. You understand that.

Dr. Desmarals. Well, it certainly helps to have those alternatives
available. It is certainly far better than not having an HMO in
your community.

Senator DURENBERGER. Not if they can’t get to the market. I
mean, if they have got 10,000 members in a community of 2 million
people, that is not competition. I mean, they can’t get into the
Boston Globe; they can’t get into the Minneapolis Tribune; they
can’t get to the market. They have got to be big enough so that
they can compete with your demonstration or Tresnowski's Blue
Crogs and Blue Shield market leverage. You understand that, don’t
you?

Dr. DeEsmArAls. Well, what I am trying to say is that we are
trying to avoid anything that would smack of anticompetitiveness
as we move along, whether it is a new demonstration or a new pro-
gram policy. We are trying to avoid anything like that.

Senator DURENBERGER. All right.

Max.

Senator Baucus. I am curious, as you are so strongly committed
to the capitation approach here, whether the Department, HCFA
included, is continuing to look aggressively at the other options,
too—that is, the relative value of the DRG approaches.

Dr. Desmarais. We have done an awful lot of work on the DRG’s.
We have also done work both in-house and with contractors on rel-
ative values.

Senator BAaucus. The question is, are you looking at those with
the same intensity? Or are you backing off on those other options?

Dr. DesMARAIS. I think we are looking at them with somewhat
less intensity now, based on what we know. But we haven’t stopped
work completely on all of the others.

Senator Baucus. Considering that less than 2 percent of Medi-
care’s current beneficiaries are now enrolled in a capitated plan
such as an HMO. what percentage of the total beneficiary popula-
tion do you seriously believe could be ultimately covered?

Dr. DEsMARAIS. Well, we hope that by 1990 we will have about 25
percent of our beneficiaries in those kinds of environments.

I might add that certain private-sector analysts are talking about
maybe 30 percent of the entire population in HMO’s and 40 per-
cent in PPO’s by 1990. Now, whether that is exaggerated or not, I
don’t know; but the degree of change that has occurred over the
last 5 years is certainly enormous, and I would even hate to predict
what we will face in the next 5 years.
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Senator Baucus. What do you base that on? I ask because, for
example, in States like Montana there is not a single HMO or
PPO. And I talked to various HMO officials who say; “no way is
there going to be an HMO in Montana.” So, what about these more
rural areas where there aren’t any HMO’s? How are you going to
cover beneficiaries in those areas?

Dr. Desmarais. That is why we don’t expect capitation to occur
overnight. But I will say that since April 1 we have signed 78 con-
tracts, we have 84 pending, and when those are approved we will
have HMO’s in 36 States. I think we are making dramatic strides.

You are right. And we say very clearly in my statement that—

Senator BAaucus. But I am trying to understand why you think
there is going to be an HMO in some of these rural areas.

Dr. Desmarais. Well, there may not be an HMO. There may be,
but other alternatives might be available like a geographic capitat-
ed approach, which would cover the whole area.

Senator Baucus. Well, would you explain that? I am not quite
sure how that works, either. You know, there are some pretty
sparsely populated counties in some parts of our country, particu-
larly in the West.

Dr. DEsmaRrals. There is an insurance company that would serve
that area, and we would make a capitated payment to cover every
Medicare beneficiary. And for the beneficiary, not much might
change in some respects.

Senator BAucus. How many insurance companies are willing to
go along with this?

Dr. DesmaRrails. Many, many have expressed tremendous interest,
and I think that will increase.

Senator Baucus. What will happen to the beneficiary who hap-
pens to reside in a certain rural county that is not covered by a
particular insurance company that, say, HCFA has desigated as the
insuror under some capitation program? How is that beneficiary
going to be taken care of?

Dr. DEsMARAIS. I am sorry, I am not sure I understood your ques-
tion.

Senator Baucus. Well, what happens when a certain beneficiary
is not insured by the company selected by HCFA? _ _

Ms. KeLLy. Senator Baucus, in a geographic capitation scheme
all the beneficiaries in a defined geographic area would be capitat-
ed to the insuror who would go at risk. So, in that particular geo-
graphic area, everyone would be part of this demonstration.

Dr. DesMARrAls. We would be the insuror, essentially. We are
paying the insuror.

nator BAucus. And are you convinced that all insurance com-
panies are willing to go along with this?

Dr. DEsmARais. No, I am not saying that. I am saying, clearly we
want to make sure that every beneficiary has an available alterna-
tive, and we are moving toward capitation. We know that we won't
get there overnight. We are not jettisoning what we have today,
which is the customary, prevailing and reasonable charge system.
We will try to refine that in the meantime, and then we will see
where we are in the next 5 years.

But certainly, the more people covered by capitation, the less im-
portant this reasonable-charge alternative is or the fee for services.
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Senator Baucus. What happens if an HMO goes broke? If HCFA
makes a certain payment to an HMO and_the HMO goes belly up?
What is going to happen to the beneficiaries?

Dr. DesmaRrais. First we have in place a mechanism to try to pre-
vent that. Before they sign a contract with us they have to run
through the gamut of a number of tests and an analysis by the
Public Health Service, and among the things we look for is to pre-
vent insolvency—that they are adequately capitalized, that they
may have some reinsurance, and so on. That is taken care of.

Senator Baucus. Are you suggesting there will be a 100-percent
guarantee to the beneficiary, or an 80-percent guarantee?

Ms. KeLLy. Well, Senator, if the HMO or the CMP for some
reason would happen to become financially unsound, the benefici-
ary would revert to the regular fee-for-service system. They would
revert if any particular HMO or CMP weuld unfortunately go out
of business. The beneficiaries enrolled in that organization would
go back to the regular fee-for-service system; so, they would still
have insurance coverage.

Senator Baucus. And are you also fairly certain that, when all
this is said and done, if we go this rcute, there will be less paper-
work and fewer regulations?

Dr. DeEsmarais. That is certainly our goal, and certainly there
wouldn’t be a need to do claims processing if you are making capi-
tated payments. So, there should be some tremendous administra-
tive improvements and a lot more flexibility in the system.

I want to emphasize to you: While we say we want capitation, we
are not sitting here saying we have all the answers; we have a lot
of work in place to get some of those answers, to get better at
paying capitated systems, to try new approaches to making capitat-
ed payments. We just see it as a way of dealing with not only price
but volume, and a way of getting more competition into the system.

Senator Baucus. Fine. I appreciate that. And obviously from the
questions I am asking I am encouraging you to pay a lot of atten-
tion to the rural problem, because it is very serious. You can’t get
doctors in the rural areas—that hurts. And if we go this route,
before we go this route, we are going to have to come up with good
answers and good ways to make sure that seniors in rural areas
are adequately covered.

Dr. DesmARAIS. As I said earlier in my statement, part of the ex-
olanation for that may be the old system we have in place today,
which pays doctors in urban areas more per service than it does for
rural doctors. Work done by many people suggests that if you look
at the practice cost, the cost oi racticing medicine, in those two
settings, there is not that great a disparity, that while there may
be greater expenses for some items in an urban setting, there are
other offsetting kinds of things that rural doctors must face in set-
ting up their own practices. So, these geographic disparities may in
part explain the fact that we haven’t been able to get as many
people into the rural areas.

Senator Baucus. Thank you.

Senator DURENBERGER. Thank you all very much, and Henry.

Dr. Desmarais. Thank you, Mr. Chairman.

Senator DURENBERGER. Carol and Allen, thank you.
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Our next witness is Vita Ostrander, the leader of the American
Association of Retired Persons.

Vita, welcome back to our set of hearings. I will obviously in-
clude the American Association of Retired Persons in my compli-
ments to the organizations that have contributed so much to
moving the policy issue on reimbursement, prospective reimburse-
ment. I think not only is your statement, which will be made part
of the record, an excellent statement, but the work that AARP has
done on examining the various issues involved in physician reim-
bursement—the consulting research that you have contracted, and
so forth—is certainly a major contribution to the effort as well.

So, we welcome you today, and you may abbreviate your state-
ment or deliver it, as you wish.

STATEMENT OF VITA R. OSTRANDER, PRESIDENT, AMERICAN
ASSOCIATION OF RETIRED PERSONS, WASHINGTON, DC

~ Ms. OstrRaNDER. Thank you, Senator Durenberger.

I appreciate being given this opportunity to discuss AARP’s
views on reforming Medicare’s method of paying physicians. As I
am sure each of you realizes, continuing escalation in the cost of
seeing a doctor is not only straining the Government’s ability and
willingness to pay, it is limiting access to care for many older per-
sons who simply cannot keep up the pace.

I commend you for recognizing the urgency with which we must
address questions of health care access and affordability. But I
would also caution lawmakers against rushing too quickly into a
system that may look good at first but have unforeseen pitfalls
such as we are experiencing with Medicare’s new payment system
for hospitals.

While the Nation’s largest membership organization of older
Americans does believe changes in the fee-for-service system must
be made, we hope changes will be made gradually and that no one
method will be substituted for the current system.

I know my time is limited, Mr. Chairman, but I would like to dis-
cuss why AARP feels new payment methods must be stopped. Per-
haps the most important reason stems from the new PPS system
for hospitals. PPS and its diagnosis-related group systém has cer-
tainly saved money for the hospital insurance trust fund, but costs
for beneficiaries have increased. Early discharge incentives inher-
ent in PPS have left patients sicker at discharge, often needing ex-
pensive nursing care in their homes. Such expenses, of course, are
f;‘)za\id under Medicare’s part B, which has the 20-percent copayment

eature. -

Cost containment measures have also encouraged the perform-
ance of more services on an outpatient basis. Again, outpatient
vists are paid under part B and therefore increase the burden on
the patient. And this burden is not a light one. It would not be an
exaggeration to say Medicare’s coverage for physician services is
inadequate. In fact, patients are now responsible for over 60 per-
cent of the total charges due under part B.

And while we are thrilled to see an increase in the rate at which
doctors are accepting assignment, we are not too pleased that over
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the past few years patient liability for unassigned claims has risen
by over 200 percent.

Runaway inflation in physician services at nearly twice the rate
of other goods and services has made Medicare’s supplemental in-
surance, part B, the fastest growing Federal domestic program with
expenditures growing at 11.5 percent last year. This is three times
the rate of general inflation. And who is the biggest beneficiary of
one of America’s most expensive domestic programs? Not the poor
and the elderly or sick—although benefits to them are undeniable,
but doctors, whose average annual incomes are over $100,000.

The current system of reimbursement, not overutilization by the
elderly, is largely to blame for this situation, contrary to what
some would have you believe. As was true with hospitals, Medi-
care’s practice of reimbursing doctors for whatever services they
perform only encourages them to perform more and more. Making
the situation worse is the system’s bias toward use of technological
toys while slightiog doctors who take the time to talk to their pa-
tients.

Any restructuring of the physician payments, AARP feels,
should correct inequities such as this, along with other anomalies
such as differentials in payment by specialty, setting for the serv-
ice, and geographic location of the physician.

It is the kind of problems I have outlined here that account for
most of the increases in the cost of this program. I want to state
this clearly so everyone will hear it: Beneficiary overuse cannot be
linked to increasing part B costs. No study has ever demonstrated
excessive or inappropriate use of reimbursed physician services by
the elderly. Moreover, the elderly’s per-capita visits to the doctor
have remained stable at 6.5 visits per year since 1970.

It is for this reason that we reject the notion that increasing ben-
eficiary copayments will keep older Americans from abusing physi-
cian services. It is not the beneficiary who is responsible for uncon-
scionable increases in costs, and it should not be the beneficiary
who suffers from attempts to bring down those costs. Let us learn
from our mistakes with PPS for hospitals.

To that end, we have commissioned a study which we will be
leaving with you today. It has not been approved by our National
Legislative Council, which will meet in January. At that point we

_will make decisions. -

I know I have already spoken too long, but before I stop I would
like to add that AARP strongly urges Congress to keep its promise
to physicians who participated in cost-cutting measures during the
Deficit Reduction Act of 1984. The Conference Committee on
Budget Reconciliation will approve that updated schedule retroac-
tive to October 1, 1985.

Thank you.

[Ms. Ostrander’s written testimony follows:]
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Thank you,. Mr. Chairman, for this opportuni*y to present
the views of the American Association of Retire! Persons (AARP)
on Medicare physician payment reform. My namé is Vita Ostrander and
I am President ol the Association. AARP is the nation's largest
membership organization of older citizens, representing more than 20
million older Americans.

I commend you and your committee for your leadership on this
complex igssue. AARP believes that Congress should begin now to bring
about change in Medicare's current methods of paying physicians for
the following reasons:

1. The establishment of the DRG system for Medicare hospital
payment will continue to shift care provision from the
inpatient to outpatient setting. If nothing is done to
reform Part B, the move towards outpatient care will exacer-
bate Part B's current spending problems. In addition, bene-
ficiaries' out-of-pocket costs will significantly increase
since coverage under Part B 1s less comprehensive than

coverage under Par*t A.

2. Even with the enactment of a freeze on Medicare payments to
physicians, Medicare Part B expenditures will continue to
rise at a significant rate, currently projected to be 14+
per year through 1983. This rapid rate of increase places
pressure on the federal Budget, leading policymakers to look
for program cu‘s based upon program savings alone rather than
ways 0 create efficiencies in Part B which woultl benefit
both physicians and beneficiaries.

AARP believes that Congress should begin now to implement
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long-term reform in Medicare physician payment and redress current
payment discrepancies. My testimony today will address five areas:
1. current problems in Medicare physicién payment:
2; beneficiary out~of-pocket liability for physician ser-
vices;
3. options for reforming Medicare's current method of paying
physicians;
4. AARP's views on the freeze on Medicare payments to physi-
cians as adopted in the Reconciliation bill; and

S. the Cabinet Council's recommendation of a capitation system.

Current Problems in Medicare Physician Payment

Total national expenditures for physician services tctalled $76
billion in 1984 (an amount representing 20% of national health ex-
penditures) and they have risen by 13% per year since 1971. Growth
in Medicare expenditures for physician services has been even more
rapid; between 1980 and 1984, such payments rose by 18% annually
for a total expenditure in 1984 of $14.6 billion.

Like the Hospital Insurance Trust Fund (HI or Medicare Part A),
the Supplementary Medical Insurance Trust Fund (SMI or Medicare
Part B) is heading for financial disaster. Part B is the fastest
growing federal domestic program with expenditures projected to
grow by 14% per year. And while the general revenue Einancing to
the SMI program protects it from insolvency, the rapid infusion of
general revenues into the SMI program to meet rising expenditures
strains the tederal budget, further exacerbating the deficit.

While prices for physician services have been increasing at
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nearly twice the rate of general inflation, price alone cannot
explain the rapid increases in Part B expenditures. Increasing
"intensity of services”, as measured by the number of services
per enrollee, representshanother important contributor tc rising
Part B costs. Between the 1980 - 1982 time period, increasing
intensity accounted for nearly 40 percent of the growth in the
Part B program, Any reform in payment policies will have to
address not only price increases, but also volume increases.

Beneficiary overuse cannot be linked to increasing Part B
expenditures. No study has ever demonstrated excessive or
inappropriate use of medical services by the elderly. Each year
only 60 percent of beneficiaries use reimbursed physician services.
Moreover, the elderly's per capita visits to physicians have re-
mained stable at about 6.5 visits per year since 1970.

It is now generally understood that Medicare's physician
reimbursement system which is based upon what physicians customarily
charge each year (the CPR methodology) encourages physicians to set
higher prices and deliver more services, even though such prices
and services may not be warranted in terms of costs and medical
appropriateness. Moreover, the CPR methodology has generated numer-
ous discrepancies and anomalies in physician payment such as:

- The gap in compensation for the use of technology and
procedures over cognitive services;

- Differentials in reimbursement by specialty, nlace of
service, and geographic location;

- The presence of payment incentives that discourage the
treatment of the sickest and frailest segments of the

population; .
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- The presence of payment incentives that encourage the
use of expensive hospital care over less costly office-

based care.

Beneficiary Liability for Physician Services

While Medicare coverage for hospital services is fairly
comprehensive, Medicare coverage for physician services (both in-
hospital and out-of-hospital) is less than adequate. Under existing
law, Medicare beneficiaries have substantial liability for the
cost of physician services. Beneficiaries pay:

1. An annual Part B premium, which totals $186 in

1985 and has risen 116% since 1977;

2. An annual Part B deductible currently $75 which represents
approximately $100 in actual out-of-pocket costs since
only Medicare "allowable" charges count towards the
deductible and the Medicare reduction rate (the amount
by which actual charges are reduced by Medicare) is
currently 24%; °

3. Twenty percent coinsurance of Medicare's "allowable"
charges for services which has doubled over the past five
years; and

4. Charge reductions associated with unassigned physicians'®
claims which totalled $2.7 billion in 1984, representing a
100% increase since 1980.

As a result of these charge components, beneficiaries are now

responsible for over 60 percent of total physician charges due
under Part B.

Under current law a physician may accept or refuse assignment
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on a bill-by-bill basis. 1f he agrees to "accept assignment," he
agrees to accept Medicare's reasonable charge determinacion (20%
of which the patient must pay) as payment in full. If the physi-
cian refuses to accept assignment, the patient is liable for the
same 20% plus the difference between Medicare's reasonable charge
and the physician's actuval charge.

Approximately 5%% of all Part B claims submitted to Medicare
for reimbursement at this time are "agsigned" compared to less
than 50% in 1977, AARP is pleased to note the increase in the
assignment rate over the past several years. Nevertheless, bene-
ficiary liability for "unassigned" claims has increased substantially
in the past several years, eroding the insurance protection avail-
able under Part B for the cost of physician care.

In t: * ~hsence of comprehensive reform in physician payment,
the Association approaches the issue of mandating Part B assignment
with caution because of the risk of diminishing the current 53%
physician assignment acceptance rate. The Association supports
legislation that provides: (1) financial and administrative incen-
tives such as streamlined billing to encourage physicians to iccept
assignment; (2) "participatigg" physician programs like those con-
tained in the Medicare Physician Fee Freeze; (3) and the development
of regional or local directories that identify physicians who accept
assignment. The Association notes with approval HCFA's decision to
publish assignment data and has urged HCFA to distribute the infor-
mation widely in a usable format.

Public and private payments for physician services provided
to Medicare beneficiaries now account for almost one-third of
total physician-expenditures; moreover, Medicare reimbursement to physi-

cians represents on average nearly one-fourth of physician income.
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Mindful of these factors, the Association supports manda-
tory assignment but only as part of a more comprehensive payment
system for physicians that establishes rational and fair

reimbursement rates.

Physician Payment Reform

Coﬂgress took an important first step towards addressing

the complex problem of rising physician fees when it enacted
the Medicare physician fee freeze. AARP believes that Congress
should build upon this initiative and enact legislation which
would serve as the basis for the institution of a more rat:onal
physician payment methodology. AARP believes that no one
payment methodology (DRGs, fee schedules, capitation, etc.) will
be appropriate for all types of physician services. While AARP
does not endorse at this time a particular mix of payment
mechanisms, AARP would like to suggest a number of proposals that
could comprise a legislative package for long-term physician
payment reform. ~

Earlier this year the Association commissioned Health Policy
Alternatives, Inc. to study the issue of Medicare Physician
Payment Reform. I respectfully request the Chairman's permission
to sukrmit a copy of this study for the record. The report presents an
assessment of the policies and practices used ?y Medicare to pay
physicians for the services they provide to beneficiaries under the
program. AARP is still reviewing the legislative proposals outlined
in the report. AARP's National Legislative Council will meet in

January to establish policy in this area. The Association
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does, however, agree with the basic methods under-
lying the proposals for reform raised in the report.

AARP supports the report's recommendation for

incremental implementation of payment reform, both
through use of a transition system and by allowing
for correction of certain payment problems to take
place over a period of time. Thus, reform could

be accomplished without unduly sharp or unpredict-
able reductions or changes in payment levels that
could disrupt the continuing availability of physi-
cians' services to beneficiaries.

AARP urges the Committee to consider the fol-

lowing legislative proposals:

1. The establishment of a national Medicare
relative value scale (RVS) for physician
payment consisting of nationally defined
units of services.

2. The development of a standard amount by which
to convert the service weights to fees. The
standard amount should be indexed to allow
updates by a measure of inflation in future

years.
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3. A nechanism for regular recalibration and reconsidera-
tion of service definitions, including a methodology
to adjust payments as the cost of ‘technology and
services change over time.

4., Improvements in the program's physician participation
provisions through practitioner incentives and by en=-
hancing the "prudent purchaser” responsibilitios of
the qovernment,

The Assuvciation sugqgests a number of other propnsals for

the Committea's consideration:

1. A mechanism tn adjust payment by severity of illness
in order to prevent discrimination against care of
the frailost segments of the population.

2. A national decision on whether and to what extant
madical spacialty should affect the payment rate.

3. An allowance for geographic variation in payment re~
lated to costs in the gaographic location whero the

Jarvice is provided.

The Frueze on Modicare Physician Payments

In recognition of the problem of rapidly rising Medicare
expenditures for physician care, Congress on}ctod a freaze on
Medicare paymonts to physicians as part of The Deficit Raeduction
Act of 1984. AARP supported thoe freeze provision bocause the
freeze provided a temporary, but naecessary rostraint, on rapidly
escalating physician foes and contained protection for older

persons ‘against the rising cost of physician care. In addition,

58-202 0 ~ 86 - 4
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the freeze provided clear incentives to encourage the acceptance

L

of Medicarc assignment,
This year both Houses of Congress adop}ed reconciliation
proposals which continue to freeze payments to doctors for care
of Medicare patients. AARP balieves it is important that those
dnotors who, as participating physicians last year, receive
their promisead update rutroactive to October 1, 1985, Thirty
petcent of physicians alactad to become “participating" under
the ocurront freeze, a 10 percencage point increane (the equivae«
lent of a 50V increase) over the previous 20% who agreed to_
accept assignment in all cases. Not providing the update would
break faith with the "participating" physicians. The likely re-
sult is a drop in the participation rates and highar costs to
baneficiaries. AARP urges the Conterence Committea on Budget

knconciliation to provide the promised update in physician fees.

The Cabinet Council's Proposal

Lastly, Mr., Chairman, [ would like to comment on the Cabi-
net Council's recommendation that a voucher systom be implemented
as the method of physician payment reform.

As 1 mentioned earlier, AARP does not believe any one
payment mothodology will be appropriate for all types of phy-
sician services. Rather, a mix of payment mochanisms which would
agsure the quality of care to Medicare pationts would be best,
Very little remsearch is available upon which to judge the impact
of a voucher on Medicare beneficiaries. Thus, the Association

is cautious and reserved about the o(fteéby of a voucher to pro-
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vide adequate care to a retired population.

The Association believes that the greatest d{{ficu\cy in
the development of a Medicare voucher syltém lies i{n establish-
ing a realistic voucher amount. It is the Apsociation's posi-
tion that the health status of the individual would have to be
taken into account in the calculation of voucher amounts it
beneficlaries wore to obtain coverage related to their actual
needs. However, consideration of hoalth status could not be
permitted in setting the health premium charged to the benefi-
clary:; otherwise, those alderly porsons wieh-tho greatost need
for hoalth saorvices~-that is, the oldest and sickest benefici-
drios=--would end up paying the highest premiums,

The Association baligeves that tho kay to the success of
any voucher proposal i{s informed consumer choice among com-
poting qualified plans.and the ability to choose butween a

voucher system and the current system. Any voucher plan must
contain provisions roquiring extensive and specific disclosure

of the terms and conditions of coverage providad by participa-
ting qualified plans. Further, boneficiarios must be assurod
access to meaningful and comparative cost, quality, and per~
formance {nformation if they are to make i{nformed health care
daciatonys, ‘?t'drdlaun o. Congrosslonsl action dn *%is 'ssue

raform in the few nystem will still be needad.

Conclusion

Well=documented problems in Part B expenditure escalation
and payment inequities illustrate that reform of Medicare Part B

is long overdue. AARP looks forward to working with the Conqress
to establish a rational and fair method of physician raeimburse-

ment that would both encourage the delivery of cost-effective
care by physicians and protect benaficiaria¥ against ever-

inoreasing out-of-pocket medical oxpenses.
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Senator DURENBERGER. Thank you very much.
~ Your testimony urges the committee to consider the establish- .
ment of a national Medicare relative-value scale for physician pay-
ment, and you have heard the administration’s tendency toward
some kind of a capitated approach, and you heard some of my ques-
tions around my mother. What do you congider the major advan.
tages or disadvantages of a capitated payment system?

8. OsTRANDER. Well, first of all we must indicate that a capitat-
ed system does not meet evergone'a needs; so we must recognize
that up front. Your question about the paperwork and the answer
is a legitimate one, because the elderly still are finding it difficult.
And I find now, in traveling through the country, we are getting
new business services of charging fees every 6 months to file
claims, which is a little bit on the negative side.

But a capitated system must be good. It must meet certain crite.
ria. And let me say that AARP, in that direction, has provided one
piece of educational 1material and is now currently in the process
of reevaluating that piece of material. We have also brought not
only consumers, we have brought some good HMO's into it to give
us some assistance in lookinF at areas that we must make sure
that the educational materials do make clear to the beneficiaries
what they need to ask for.

We believe, if that education is going to be profitable, then we
musi look at all of the angles that must be watched. There are
problems still both in enrollment and disenrollment, and those
areas still must be addressed.

I think Senator Baucus’' question about rural areas is a very le-
gitimate one, because we are seeing some action in that area, and
;ve are hoping that as time goes on we can help erase those prob-
ems. :

Senator DURENBERGER. Now, the American Association of Re-
tired Persons rexireents everyone from their 50th birthday on if
they sign up, as I well know. And most of us when we buy health
insurance in our employed status and buy doctor and hospital cov-
erage, we buy sort of a package of services. And it is only when we
reach retirement or eligibility for Medicare that it sort of splits,
and we get one policy sort of automatically that covers hospitals,
and we get another one that we have to buy into for doctors.

The reality seems to be, with more services, as you indicated in
your testimony, moving from hospital inpatient to outpatient, and
so forth, that we really ought to be thinking seriously about selling
feople the same kind of health plan that they used to get when

he{ were empl«:iyed-in other words, they buy their doctor and
their hospital and their medical in one plan, ‘

Does AARP encourage us as a matter of policy to move in the -
direction of combining hospital and medical services into one
th?ice or one plan from a choice of plans for the elderly in Amer:
ca

Ms. OsTRANDER. I have some goblema with only one plan, be-
cause not all elderly would fit into the one plan. I think you your-
self talked about one in choices out there. Senator Baucus raised

the point about the rural area that may not have the similar access

to that.
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So I think what we are saying is that we need a mix, and we
-need mix out there that then people could choose from. '

Senator DURENBERGER. What is the current position of AARP
relative to catastrophic? Should we be incorporating a catastrophic
feature into Medicare benefits?

Ms. ORTRANDER. Perhaps Marty Corry, our legislative representa-
tive, could answer that.

Mr. CoRny. Senator, from time to time we have had proposals
put before us on catastrophic. First of all, any catastrophic pro-
gram needs to at least acknowledge that if it only deals with acute
care, it is not dealing with the total catastrophic health care cost to
the elderly, which is really long-term care. We have another study,
which I think the staff has, that addresses some of that, particular-
ly for women,

But second, none of the proposals have been fleshed out to a
?oint that either we were in favor of them or opposed to them, I
hink only in one case did we have a bill introduced—and I think it
was your proposal—with an area with respect to the manner in
which beneflciaries are liable, and we did have reservations about

itl

We are open to looking at proposals, We have said that to vari-
ous offices who have ‘‘run it by us,’ so to speak; but we haven't
seen anything at this point that we can endorse.

Senator DURENBERGER. All right.

Max Baucus. r

Senator BAaucus. Ms. Ostrander, in your testimony you suf osted
there be a combination, because different seniors are in different
conditions and situations.

Ms. OsTRANDER. That's right.

Senator Baucus. I understand that, and I think basically in an
ideal world that makes sense. Is there one of the three, though,
that makes most sense, or considerably more sense, from your
point of view?

Ms. OsTRANDER. That is a difficult question to answer. I think
one of the things is that, whatever we look at as a group—and I am
talking all of us: Congress, Government, and all-—~that whatever
transition has to take place must be done on a gradual basis, for
those very reasons. :

We don't know at this point which makes better sense, and I
think we do not want to duplicate the traumatic experiences that
the elderly have undergone, purticularly as we implemented the
DRG@G’s and the prospective payment.

I think, in this instance, we need to go through a very slow tran-
sition and be willing to recognize when adjustments must be made
in that transition.

don’t think any one plan at this point looks more favorable
than the others.

Senator BAucus. Are ‘you concerned that under the carltation
approach, the beneficiaries will get less service? HCFA will have
more cost control the‘v may lower the number of Federal dollars
going to the beneflciares? :

Ms. OsTRANDER, One of the concerns that I have on capitation is,
and we are talkinq about an amount of money, that the sicker
ones—will they be left out of that capitation system because they
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~ require more care? And then the question of access becomes one
'{oi those sicker groups. They will not be as desirable by an HMO to
ake on.

I think we have to recognize that with the older group, with the
opulation growing faster, that they will be the ones that will need
he greater services. If we look at just throth HMO's and not a

voucher system, how can you build in protection for that %rou ? If
you look at the voucher system, then is the group that is sicker
golnF to be charged the highest premium in order to obtain the
services they need?

I think you have to be realistic here.

Senator Baucus. If we have a combination a%proach with vouch-
ers, capitation, relative value, DRG, wouldn't that create more un.
certainty for beneficiaries? Potentially, the plan that would be pro-
vided a eneﬂciarK in a certain area of the country would change
as HCFA might change its mind? For a while it is capitation, an
later it is fee-for-service or the relative-value system, and then
later a DRG system? That would, arﬁuabliy. cause more redtape
and?a lot more uncertainty for beneficiaries. Does that concern
you

Ms. OsTRANDER. I know what you are driving at, and there is no
question of it as you get the older group and they become more
concerned about their health care. It is just like I said to Mr.
Haddow recently: I said, “You are wanting the patients rights at
admission, and that's fine; but every time a patient comes into ad.
missions, their frame of mind is such that they are too sick to care
about what is up on the board to read.”

My concern is, yes, we don’t confuse, we don’t create uncertainty.
But whatever we put out there, one of the things as an association
we would say is that there has to be good disclosure about what it
has, what it doesn’t have, and there must be good education. With.
out that, in reaching the beneficiaries the confusion will grow and
not lessen.

Senator Baucus. Senator Dole.

Senator DURENBERGER. Senator Dole.

Senator DoLE. I have no questions, Mr. Chairman.

Senator DURENBERGER. Vita, thank you very much.

Ms. OsTRANDER. Thank you.

Senator DURENBERGER. [ appreciate l¥our being here.

Our next panel will begin with Dr, Kevin Fickenscher, president-
elect of the National Rural Health Care Association, who comes to
us from North Dakota and has to leave quickly. There is only one
plane a week to North Dakota, and he has to catch it. [Laughter.]

And Janet Mitchell, l{n'esident, Center for Health Economics,
Chestnut Hill, MA; Dr. Richard Egdahl, the director of the Health
Policy Institute, Boston Univers ty, Boston, MA; Dr., William
Stason, associate professor of health policy and management, Har-
vard School of Public Health, Cambridge, MA; and Dr. Stanley S,
Wallack, director of Health P‘olicy Center, Heller Graduate School
of Brandeis,

Senator Dole. :

Senator DoLE. Mr. Chairman, I would like to insert a statement
in the record and indicate very briefly—because I don't want to

hold up any of the witnesses—that I want to commend both you.
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- and Senator Baucus, because I think this subcommittee is getting
into an area that has needed some attention for a long, long time.

No one is happy with the current system of physician payment,
Physicians and beneficiaries need to know what will and what will
not be covered, and we all need to know, since we are really buying
it, at what price,

I just suggest that we thought in 1984 that we at least had laid
the ground work for some alternative system. We did envision a 15-
month physician pay freeze at that time, and now that has been
extended; but, frankly, there weren't any viable alternatives avail-
able for the short run, and we knew better than to make major
changes precipitously.

But I think we delivered a clear message in 1984, and I would
only suggest in addition to my statement that the Department
must complete their studies, they must provide us with data that
will allow us to consider various options for payment reform and
not just cagitation. Demonstration projects that actually test differ-
ing methods of payment, not just capitation, are absolutely essen-
tial so that we can avoid makin completel{ uneducated changos.

It would seem to me that, of the three different options, we are
golng to have to come to some agreement here, or some under-
standing, and I would hope that we can do that with the invaluable
assistance and direction of the chairman of this subcommittee.

Senator DURENBERGER. Thank you very much,

I said before you got here that it was kind of nice to sit in a room
full of people who are thinking positively rather than negatively
" for a change. That is a change over a period of time, and once we
made it clear that we were looking for positive thinkers, certainl
under your leadership and around this committee, it became muec
easier to get people to think that way.

So we are really sitting here today making choices among people
who are thinking positively about reform, and that is coming a
loxw way in a short period of time.

ell, to the other four of you from the Boston area, I want you
to know there is a place called North Dakota, and in western
North Dakota they have a big sign as you go in to Max Baucus’
State which reads, “Custer was alive when he left North Dakota.”
[Laughter.

Then, when you get into Montana and are headed east, the sign
says, “A whole lot of people are dying to get out of North Dakota.”

Laughter.
[ Wfth th;t we will introduce the director of the Rural Health Di-
vision of the University of North Dakota, Kevin Fickenscher.

STATEMENT OF KEVIN FICKENSCHER, M.D.,, PRESIDENT-ELECT,
NATIONAL RURAL HEALTH CARE ASSOCIATION, KANSAS CITY,
MO

Dr. FIcKENSCHER. Senator Durenberger, Senator Dole, it is a dis-
tinct pleasure to be here, not onlg because of the opport,unit(: to
present testimony on rural health but also to get some respite from
the weather in North Dakota. I also want to thank you for allow:
~ ing me the opportunity to speak early and catch a plane to North
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r}))aliotl;f; since deregulation it has gotten increasingly difficult to get
ack home, ‘ ‘

Senator DoLe. You ought to talk to the Secretary of Transporta.
tion about that. [Laughter,

Dr. FickenscHER. You might want to pass that along to her, I ap-
preciate that. [Laughter.)

Of course, that is a hearing for another time, perhaps.

I am pleased to be here to share with you the rural perspective
on the important issues related to Medicare reimbursement for
rural services. On behalf of the rural providers throughout the
Nation, we sincerely appreciate the opportunity to share our ideas
with erou on this very important issue.

But before procee inf. Illust briefly want to share with you some
of the differences that [ think exist between urban and rural areas.
I know both of you are very sensitive to this, because you come
from rural States.

In many respects, ruralness is a state of mind, and it differs
throughout the country. The ruralness of Minnesota and North
Dakota and Wyoming and places like that is markedly different
from the ruralness of Delaware, New Jersey, and other places in
the East and in the Far West. Y'et, from our perspective there is a
common weave to the fabric of rural America which highlights
many common stren%ha and weaknesses, and in my prepared testi-
mony I have hilghlig ted those, but because of the impending de-
parture of m f ane I won't go into a lot of detail.

I think it is important to consider those strengths and weakness-
es as we look at some of the issues related to rural health care and
as a way of demarcating the distinct differences of rural areas from
urban areas.

One in four Americans, one in three elderly, and over half of the
Nation’s poor reside in rural America, as defined by the Bureau of
the Census. Although these groups do not represent a distinct ma-
jority, they clearly represent a sizable proportion of the population
whose interests need to be represented in policy decisions.

It is our experience that decisions made here in Washington rela-
tive to a whole host of issues, including Medicare, generally do not
consider the impact on rural areas. Because rural areas in general
have a larger percentage of their gopulations who are elderly or
impoverished, changes in the reimbursement system that we are
discussing today impact more directly on the %ype and level of serv-
ices that are rrovlded by rural &hysicians. In fact, a study was com-

leted in 1977 by Davis and Marshall which concluded that the

ederal reimbursement program systematically discriminates
against rural residents and providers and acts as impediments to a
more equitable distribution of medical services. ‘

Several States such as North Dakota have lnde?endently re-
celved approval to adopt such a poll? of change so that they can
have unifled State systems for Medicare reimbursement. Other
States, such as Alabama, have not done this, and the inequities of"
rural reilmbursement differential continue.

There are other factors which I also believe exist that can magni-

the pre-existing variation in allowable charges for given proce-

ures. It seems obvious to me as an individual who is involved in
rural health care that physicians with the same training, certified
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by the same boards, providing the same types of service with the
same liability for the same type of problem should be compensated
at the same level. And really, that is what we are talking about
when we are talking about reimbursement for rural physicians.

Under the current system, however, many rural physicians are
compensated at a level far below that of their urban counterparts,

e are not suggesting that the existing Medicare fee-for-service
reimbursement system be discarded; in fact, there are advantages
and disadvantages with that system, and they have been highlight.
ed in multiple testimony before your committee, and I don’t intend
to get into that.

think what I would rather do is highlight the issues or the six
criteria that we in the National Rural Health Care Association be-
lieve are important in looking at rural health care.

The first one is geographic equity. Any rayment system should
provide equity in reimbursement among all physicians for a given
service. In our estimation, there is simply no rational justification
for continuing the current lnecsuity between urban and rural rates
for physician payments. Often it is argued that rates are higher in
urban areas, and in fact that is not the case. And to make such an
assumption is to assume that nothing has changed in rural Amer-
jca in the last 26 years. In fact, in this last issue of Medical Eco-
nomics, which is the best information that is available to us, the
November 1985 issue, it is revealed that the average total cost for
‘rural physicians and urban physicians were essentially identical
that there was very little difference. And in fact, as a percent of
overall growth income, the overall costs for rural practices were
higher than those of suburban and urban practices. ‘

t is clear from these figures, which were just released this iast
month, that the supposed urban-rural differential in fact does not
exist; and if we were to shift the discussion to access, one could
even suggest that physicians who practice in rural and remote
areasl?hould perhaps receive a bonus for practicing in those areas
as well.

The second issue is specialty equity. Any physician who is quali-
fied to perform a service should be reimbursed in an equivalent
amount re%ardless of their specialty. From my exgerlence, a rural
board-certified family physician performing a physical examina-
tion, a proctoscopic examination, or interpreting a Holter monitor
should be paid the same as an internist, or a gastroenterologist, or
a cardiologist conducting the same type of service. Each of these
examinations are considered basic training for primary care physi-
clans and are inherent skills in practicing quality medicine. To re-
imburse one specialty at a hi%her lovel than another implies that
tgetproceid}:tre is reimbursed based on particular prerequisites of

at specialty.

lSong:or DURENBERGER. You are going to have to catch your air-
plane.

Ii)r.ol;‘{xgxmscnm. I know. Three more points, and then I will

uit, .
1 Senator DURENBERGER. All right, go fast. ‘
Dr. FickenscHER. The third one is service equity. I think it is im- -

portant for physicians that we consider the cognitive skills as equal

to procedural skills.
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The fourth one is incentives. We favor a reimbursement system
that provides incentives for high-quality community based rractice
and are not necessarily adverse to capitation; we just feel 1t needs
to be studied, and the implications looked at as it relates to rural
areas. -

And then access, that any system needs to consider access in
dealing with health care. And unfortunately that has been a major
problem in rural areas; it is a continuing problem. There is a Blgsl-
cian surplus. But I-can tell you that it exists in Washington, DC, it
is in Minneapolis and in New York, but it {8 not in rural North
Dakota, and it is not in rural Kansas and rural Montana.

I think that the tﬁ' e of reimbursement system that we consider
needs to take those kinds of issues into consideration.

Thank y»u very much. I appreciate the opportunity of presenting
before you today.

Senator DURENBERGER. Thank you very much, and we will
permit you to be excused from the panel.

Senator DoLE. If you would like some light reading, here is a
copy of the tax bill, if you want to read it on your way home.
(Laughter.]

Dr. FickenscHER. I'l]l take that on the plane.

Senator DoLk, It's only 184 pages.

Senator DURENBERGER. That is right. They will charge him extra
to take it on the plane.

Our next witness is Dr. Janet Mitchell.

(Dr. Fickenscher's written testimony follows:)
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My, Chairran and Membors of the Firance Committcs:

.

Thany yeou for inviting re o chare the "rural perspective" on
the {mportant i{ssuos related to Medicare reimbursement for physician
sorvices, My namoe is VFevin Fickenscher, I am a board-cortified,
Ausistant profesuor of Family Hedicine at the Univernity of lorth
Dakota School of Medicine: and, Director of tho lorth Dakota Office
of Rural Hoalth, Over the pant five yoars I havn vorkaed aextonsively
with rural hospitala, phyaician's practices and communitias in evaluating
approaches for gustaining local, quality primary health care services
in fourteen of the Midwontarn and Western statoes, It is ny distinct
priviloge and hener to share the "rural poxspactive” with you as
Prosident=Llact of the National Fural Health Care Assoclation, a
multi=disciplinary asnociation of heualth care profossionals involved
in all acpocts of rural health delivory throughout the ccuqtry. We
are an association concarncd with maintaining equity {n our health
care syaton for paople in all arean, rural and urban.

On bohalf ot rural providers throughout tha nation, we appreciate
tha opportunity to share with the members of tha Committee concerns
related to the Modicare physician payment system, However, beotore
proceoding, 1 would like e brietly sharn nomo thoughts on the differences
botweon rural and urban arcuns,  In many raspects, ruralnoss is a state
ot mind, The rural arcas «f Hinnenota, lorth Dakota, Montana and
Wyoming ditter appreciably from those of Lolaware and Hew Jorsey.

Yet, there is a common weave to tho fabric of rural America which

highlightn commen strength: and weaknessos (See Table I) ragardlesa

BEST AVAILABLE COPY



TERIE I.

A COMPARISON GF RELATIVE STRENGTHS AND YEAKNESSES FOR

URBAN AND RURAL COMMUNITIES

RURAL URBAN
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of goorqraphy. Rural Ameri{-y posnessen 1 nurber ¢f weakneagas that
impact directly on the type and level of health care_sorvicesn provided
in raral cnrrunicion, Th:Ln ineluder 1) lack of critical mana to
support selected programs and nervicen, ?2) A fluctuating economy due
to the inhorent deapendonce upon agriculture in local communities,
J) tranoportation difficultios due to tho lack of public systoms,
4) 4 mhortaga of profossionaln despite excellent opportunities {n
rural areas and, often, oxcens aupply in urban aroas of the country,
8) lower average income for the rural pepulation as a whole, 8) skawad
population demographica with a relatively larger percant of population
ovar age 5% and a concommitant decline in the younqg, activa working-age
populaticn: and, 7) other factors which advernely impact on tho dolivery
of health cﬁro nervicaes, ,

Daspite thase difficultion, rural America han inheront strengths
which maka creativity and change more foaniklo at a timo when our
haalth care syntem neods thome attributan, Spoecifically, rural communitiaes
possose an establishod {ntordependence and cohaslvenens in attempts
to reaclvo problers. Thenre charactorintics allow for graoatar mutualicy
in identifying barriers te nuatntnidﬁ porvicon and pragramn ralated
to rural hoalth cara. Ruril people have greator accens to local govornmont
which and sustains a mutu-lly supportive network botween the five
critical sactorsa of rural Amorica: education, commerco, health, veligion
and qgovernrent, Unlike uilan arcas of the country whore nervican
oparate more Indepondently thene five scctors munt coopavate in the
rural communitics to susti‘n an array of local services including health

care.
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I highlight the relative strengths and weaknesses of rural areas
as a way of derarcating the distinct differences from urkan areas.
One in four Americans, one in three elderly, and over half of the
nation's poor reside in rural America as defined by the Bureau of
the Census. Although these groups do. not represept a maiority, they
clearly represent a sizeable proportion of the population whose interests
need to be represented in policy decisions.

It is our experience that decisions made in Washington relative
to a host of issues including Medicare payments generally do rot consider
the impact on rural areas. Because rural areas, in general, have
a larger percentage of their populations who are elderly or impoverished,
changes 1n the system irpact more directly on the type and level of
services provided by rural physicians. A study completed in 1977 by
Davis and Marshall concluded that Federal reimbursement programs
systematically discriminate against rural residents and providers;
and, acted as impediments to a more equitable distribution o: medical
services. 1In fact, a task force commissicned by then Secretary Galifano
came to similar conclusions'lhat the policy of differentiaf rural
and urban Medicare payments was inconsistent and inequitable. The
task force recommended th-t each state be considered a single "charge
area" for Medicare payment. Several states (e.g. North Dakota) have
adapted such a policy althoirgh may other states (e.g. Alabama) continue
the inequities of a rural reimbursement differential. Now nearly
ten years later, little has changed except that the gap between urban

and rural rates of payment appears to be widening
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These inequities continue to contribute to considerable variation
in the Medicare program from reqgion to region based upon the authority
held at the interrmediary level., The major ditficulty with the ind:ividual
Medicare carrier is the discretionary authority on the application
of whether or not rural and urban physicians are to receive the same
fee for the same procedurc. There and other factors can magnify the
pre-existing variation in allocwable charges for given procedures,

It seems obvious that physicians with the same training, certification
by the same board, providing the same service, with the same liability,
for the same problem should he compensated at the same level. Under
the current system, however, many rural physicians are compensated

at a IPVﬂi far below that of their urban counterparts sometimes as
little as half as much,

One of the inherent difficulties with the current Medicare
reimburaement system is the application of the "usual, customary and
reasonable" (UCR) fee system. The application of the UCR systam under .
Medicare has resulted in the institutionalization of capricious differences
among urban and rural physicians related to fees for given procedures.
Lynn Etheredge in a paper entitled: "Medicare - Paying the Physician:
History, lssues and Options" from March, 1981, cites multlgln difforences
between the high and low prevailing Medicare charges. Although the
examples cited {n Table II relate to charges, in genoral, indépth
analysis of the data would reveal that the lower fees schedules are
disproportionately reprdsonted by rural physicians,

We are not suggesting that the existing Medicare fee-for-service

reimbursement system be dizcarded. In fact, there are advantages
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LABLY 00

HIGH AND LOW PREVAILING MEDICARE CHARGES
Procedure/Fee Screen Year High Low Ratio

1. Bricf foilow=up vinit by

internist
10760 v et i st i, $13.18 $6.70 2.7
1980, e vttty 33,10 7.00 417301

2. Extraction of lens by an
Ophthalmolcgint

DB A A S

I P

. 900,00 412.56 2
01,120,760 536,650 2

3. Electrosection of prastate by
a urologist

D3 I - L A ) 156,46 2.42%1
19B0 i dl,410,40 475.25 2,971

4. Hysteractomy by an obstetricain/
gynecologist

1976 0t usanencnnenivnsasrreaesss 850,087 450,00 2.13:1
1980, cvuivnnonnrenenssrsnnsnssss1,305,20 536,50 2,43:1

5. Chest x-ray single view by a
radiologist

19760 v ittt niaiaas 25.00 4,00 6.25:1
1980, 00 ittt innananans 35.00 5.50 6.36:1

Source!  HCIA "Hedicare Part B Charqes, overview and Trends, Feo’
Screen Years, 1976-1980, Feb, 3, 1982, pp. 44-48,

cited in Lynn Etheredge, "MEDICARE: PAYING THE PHYSICIAN, History,
Issues and Options," Mimecographed, Harch, 1983,
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and disadvantages {See Tabtle III) for each of the reimbursement systers
currently under examination by the Cormittee, the Health Care Financinrg
2dzinistraticn, and cthers at all levels of governmernt. Professor
Uwe Reinhardt of the Department of Economics and Public Affairs at
Princeton University has described the advantages and disadvantages
of each reimbursement systems in numerous papers and lectures. It
seems probable that we in this country will have a pluralistic system
of physician reirbursement that may well include elements of all of
the systems under discussion.

The current debate on ledicare physician reimbursement revolves
arourd the relative merits of: 1) a modification of the fee-for-service
systen thr;uqh the use of fixed fees and possibly relatiwe values
scales; 2) a physician diagnostic related group system: or, 3) a capitation
mechanism. You have received substantial testimony on the relative
merits and dewmerits of each of these systems. Rather than provide
you with a comprehensive analysis of each potential system. I would
like to share with you criteria to be considered that relates to rural
providers for all of the proposed systems. The National Rural Health
Care Associati;n strongly suggests that the various reimbursement
methodologies should be judged against the following six criteria, -
or values, that are imporvant in providing equity and assuring continued

access to rural health ca*e systems:
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Office Payroll

Space

Malpractice

Drugs/Supplies

Depreciation
/Equipment

Continuing Education

Miscellaneous/O0ther

- -

TOTAL

Source: Medical Econorics, Hovember 11, 1985

1. Geographic eq

URBAN

$28,050
$12,180
$5,€50
$3,330
56,600

2,000

$3,400

$61,810

uity.

CF PHYSICIAN FRACTICED,

SUBURBAN

$30,5%50
$12,030
$5,220
$5,520
7,630

$c,0Ce
$3,500

$66,750

P

RURAL

$28,640
$9,220
$4,720
$6,C00
$6,950

$2,000
$5,800

$63,330

FAILLLY
PRACTICE

$33,5n0
$10,640
$3,560
$6,470
$7,023

$1,30%

-

$62,750

GENEFRAL
PRACTICE

$26,650
$8,380
$3,470
$5,780
$2,380C

$1,000

$50,760

Any payrent system should provide equity

in reimbursement amonn all physicians for a given service. There

is simply no rational justification for continuing the current

inequity between urban and rural rates for physician payments.

One of the arguments f{requently cited in
payment rates is that practice costs are

but such an argument is not suppcrted by fact.

support of higher urbkan

higher in urban areas,

Too make such

an assumption is to accept the notion that nothing has changed

in rural America in the last twenty-five years.
in New York City and ir North Dakota,
cost of eqggs in the country are the same as in the city.

fact, the November,

1985 issue of Medical Economics,

Having

lived

I can assure you that the

In

revealed

that the average total practice costs for rural practices are

.
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greater than the costo of urkan practices. (See Takle IV). Cverall
professicnal expenses for suburbkan medical prictices were oniy
about five percent higher than the costs that rural practices,
Additionally, as a percent of overall income, the highest overall
costs were associated with rural practices (39,8%), followed

by suburban practices (38,8%): and, finally, urban practices
(36.9%) .

At least partially because they are paid at lower ratos,
rural physicians see about 20% more patient visits than their
urban counterparts and work more hours. In nany arcas of the
country they are further hindered by the absence of a substantial,
procedure=-based hospital practice, which for urban ﬁ;ysicians
represents nearly 30% of their overall income - an income where
the overhead expense ie not covered by the practice but by the
hospital. It is clear from these figures - which were relcased
in the last month = that the supposed urban-rural differential
for practice overhead costs does not, in fact, exist. If we
were to shift the discussion to "access'", one could even suggest
that physicians practicing in both remote rural areas and inter-city
urban areas should reccive a bonus for their selection of those
sites for their prac'ices because of cost and commitment.

2., Specialty equity. Any physician qualified to perform a service
should be reimbursed 2n equivalent amount regardless of their
specialty. A rural, hcard-certified family physician pertforming

a physical examinatior, a proctoscopic examination or interpreting

a4 Holter monitoring should be paid the same as an internist,
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gastrcenterclceyist or cardicledist coniucting the sare exarminaticn

or test. Yach of there exarinatiaons are censideved basic trainin

‘ad

for p

"

imary care physicians ani are an inherent sRkRill In rrac

<

(a4
e

cing
guality redicine. To re:irturse one specialty at a higher level

than arother irpilles that the preocedure is reirmbursed hased on
part:cuiar pre-reguisites of that specialty. In our estimation,

the pre-requisites these typcs of prirmary care proccdures are
equivalent between the speciilties,

3. Service equity. Physician services which require cegnitive
skills should be given an equivalent value to those services
requiring procedural skills. Current physician payment rates

are skewved heavily in favor of procedural services and high technolcgy
applications. As a result, physicians in the rmedical specialties
and subspecialties which tend to practice procedure-oriented

care receive disproporticnate reimbursement for the deqjree of
services rendered. As a case in point, a rural family physician

from South Dakota and I were recently discussing this issue.

The physician indicated that he had recently seen a patient with

an upper respiratory complaint and performed a physical assessment
with appropriate lab work. He also ordered a chest x-ray as

a diagnostic aijd. The family physician then interpreted the lab
findings, read the x-ray, made his diagrcsis, cormunicated his
instructions to the patient and for the nearly one-half hour

of effort received a <16 payment. Later in the week, the consulting
radiclogist visited his clinic and spent several ninutes

"over-reading" the chest x-ray taken on the patient and received

’
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$15 for her effort. The ineauity i8 ctvinus.

It is our cortention tkat the rural physician's skill in
soliciting infecrraticon frorm the patient, diagnesing the difiiculey
and treating the paticnt's problem were ot significantly more
overall value to the health of the patiert than the radiolcgist's
brief encounter with the x-ray film. The current reirbkursement
system is based on an archaic model when the physician's armamentarium
was often limited to a few procedures. Contemporary medicine
has given us new approaches to health care that are not procedural
and require careful analysis of information and the examination
of patients.

4. Incentives. The latioral Rural Health Care Association favors
a reimbursement systcm that provides incentives for high quality,
community-based practice that encourages appropriate utilization
of services. One of the problems of the current fee-for-service
system is that it docs not reward a—mbulatory and preventive medical
practice which may keep people well and out of the hospital.

The extra time spent by a physician on patient education usually
with no compensation of results in a savings for the patient

or the insurer. Capitation systems tend to reward this type

of practice behavior Ly giving the provider a payment which is
"vertically integrated.” .

5. Access. Any system of payment for physicians' services should
maintain or improve access for the disadvantaged, the elderly,

the handicapped, the poor and the unemployed. Our early reports

on the hospital Prospecctive Payment System seem to show that
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iticr, the special nceds of very
re-rote, or “"fronticr" arcac, sh-oulld
is one thint to put the financial clarps on rhyricians in an
over-dcctored étea like Minneapolis or Trenton or Wachinigton,
D.C. It is guite ancther thing tec indiscrimately squeceze the
small group practice in Carollton, Alakarma:; Terry, !lontanra; cr,
" Lusk, Wyomring,
6. Simplicity. The current lledicare payment system is a ccocrplex
maze of rules, requlatiors, policies and interpretaticns that
foils all but the most dedicated or the most fortunate. We recognizc
that any bureaucratic system must have rules by which it is
adninistered in order to make it fair, but we respectfully request
your consideration of rural people and their providers whc are
dependent on the systenm for their care or their livelihood. Rural
practices do not have full-time fiscal managers, accountants,
medical rvrecords techricians, billings clerks and lawyers which
interpret and respond to the results of your deliberations.
The ceomplexity is made worse by the differing interpretaticns
often obtained from different interrediary staff at different
times of the day.
In closing, it is tire to end the inequity in payments to rural
physicians once and for al!l. There is little, if any, justitication
for paying rural doctors lcss for the same service than their urban
counterparts. All of the rrimé}y care specialties, but especially

Femily Practice since the bhulk of rural providers are of this specialty,
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should ke reirbursed at the same rate as other specialticc. Cegnitive
services should be at least as highly valued as prceccedural services.
Fayments to physicians shoull enccuraje apprepriate use cf services

and should maintain access for the indigent. Finally, every effort
should be wade to simrplify the system, to allow the rural health system's
scarce energies and resocurces to ke allocated to providing care rather
than filling out complex Qlaims forms.

It is a cruel irony that the federal government recognizes the
need to provide health services and resources to medically underserved
populations through the strong and vigerous support of the National
Health Service Corps, the Community and Migrant Health Centers Programs,
and the Indian Health Service; and, yet, rewards those physicians
who practice in such areas with lower reimbursement rates. Such
schizophrenia is further corpounded by the major prcplems of our state
Medicaid programs which follow Medicare's lead related to reimbursement
policy. Our federal Medicare réimbursement policy should reflect
and support the federal access policy for rural areas to assist us
in resolving the manpower shortage problems that still linger in rural
America.

Thank you for the oprortunity to testify on behalf of tne membership
of the National Rural Health Care Association on this issue of vital

importance to rural Americ:.
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STATEMENT OF JANET B. MITCHELL, PH.D., PRESIDENT, CENTER
FOR HEALTH ECONOMICS, CHESTNUT HILL, MA

Dr. MircHeLL. Thank you, Senator Durenberger and Senator
Dole, for inviting me to speak with you today. I have been studying
physician DRG’s somewhat intensively over the last couple of
years, and I am delighted to be able to talk with you about them.

Physician DRG’s are identical in concept to DRG payment under
the Medicare prospective payment system—a single fixed payment
for all inpatient services. There is one major difference, though, in
that they package tOfether services for multiple physicians who
normally bill separately.

What are the advantages to physician DRG’s over our current
fee-for-service system? Well, first of all, they simultaneously con-
trol both the price paid to physicians and the number of services.

Under our current system, physicians bear no financial risk in
ordering tests or requesting assistance during sur?ery. They use
gervices from other physicians in their treatment of patients with-
out having to pay for them. The financial burden is borne wholly
by the Medicare Program and by the beneficiary.

Physician DRG's would encourage physicians to cut back on mar-
ginally necessary procedures like x-rays and consultations, since
their cost must come out of the fixed payment.

Second, physician DRG’s are a relatively nonintrusive approach
to controlling utilization. For example, there is some concern gver
the excessive use of assistant surgeons, and this has led to legisla-
tive proposals disallowing any Medicare reimbursement of assist-
ants during lens procedures. 1 find this a somewhat cumbersome
re%ulatory approach,

hysician DRG’s, on the other hand, lets primary surfeons use
their own judgment. It allows them to determine what mix of serv-
ices they will use—within the financial constraints, of course, of
the case payment.

Third, physician DRG’s would help reduce unwarranted geo-
graphic variations. My work has shown, for example, that a Medi-
care patient is two to three times more likelg to receive a specialty
consultation in New Jersey than a patient with the identical illness
in North Carolina. Usin% national physician DRG weights, just like
Medicare PPS does, would help reduce these disparities.

And finally, physician DRG's would build on the prospective pay-
ment system now in place for hospital care by more closely align-
in% the incentives of physicians an hosipital administrators.

ut if DRG-based d)ayment for physicians has one major short-
coming, it is the DR(G’s themselves. The DRG classification system
does a poor job of explaining physician or hospital costs from medi-
cal cases—that is, for nonsurgical admissions.

Now, while better case-mix measures are clearly needed, adjust-
ments such as those used by PPS can help compensate, that is,
extra payments for outliers, indirect medical education, et cetera.

A critical question is: Who would receive the DRG payment? Do
we pay the individual physician responsible for the admission, or
some other entity?

Any case payment system like physician DRG’s involves averag-
ing across more complex and less complex cases, but averaging re-
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quires that you have enough admissions to make the law of large
numbers work.

Many attending physicians, as Dr. Desmarais testified this morn-
ing, have small Medicare inpatient caseloads, and DRG payment
would be a lottery.

An alternative is to pay the hospital medical staff, who of course
have large numbers of Medicare admissions. The organization of
the staff and the distribution of physician payments might resem-
ble an IPA, an independent practice association.

Now, under physician DRG's, medical staffs would be at financial
risk, just as hospitals are now under the Medicare prospective pay-
ment system. But the whole concept of risk sharing is undermined
if the staff is allowed to make assignment decisions on a case-by-
case basis. Assignment would be taken on the easy cases and not
accepted on those expected to be more difficult.

A solution would be to treat inpatient physician services just like
Medicare handles hospital care—the DRG rate would represent

ayment in full for_all inpatient services, with the beneficiary
iable only for any deductible or coinsurance. This means, of
course, that the medical staff must sign a Medicare physician-par-
ticipation agreement as a group.
here are a number of other packaging alternatives that are de-
scribed in my written testimony that are somewhat less compre-
hensive than physician DRG's but might be more easily introduced
into our current fee-for-service system, and I would be happy to dis-
cuss those at a later time if there is any interest.

Thank you.

Senator DURENBERGER. Janet, thank you very much.

Dick Egdahl.

[(Dr. Mitchell’s written testimony follows:]
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My name is Janet B. Mitchell. I am the President of the Center for
Health Economics Research, 4 non-proflt research firm in Chestnut Hill,
Hassachusetts. Much of my resecarch during the past decade has been devoted
to issues of physician reimbursement under Medicare and Medicald.

I would like to thank the Committee for inviting me to testify on the
possible use of DRG-based payment for Medicare physician seevices. I have
studled the feasibility of "physiclan DRGs" intensively over the past two

years and am pleased to share my thoughts on this issue with you.

EAN
The Problem is Yolume, Not Fees

Only a small part of the escalation in Medicare expenditures for
physicians’ wvervices l¢ attributable to physician fue increases, above and
beyond economy-wide inflation. Eight out of every ten added dollars are due
to growing utllization and service intensity, e.g., more surgeries per
hospital stay, more lab tests, more in-hospital visits per admigslon. Thisg
happens in three ways: unpackaging of physiclan services, procedure code
inflation, and the iﬂbolvoment of multiple physiclans.

Unpackaging is the practice of submitting an {temized bill for every
gervice performed; 1ike ordering a la carte from a restaurant menu, the
totsl charge is invariably higher. Examples include charging separately for
post-operative visits instead of including them with the fee for the surgery
itself, or charging separately for each lab test rather than including them
in & global office visit fee.

Procedure inflation is the practice of billing under a more complex and
axpensive procedure code for the same service.' This is pacrticulsrly likely

to oceur ay the number of categorlies grows larger and the distinctions
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between them become blurred. 1In 1965 physicians could bill one of 2,000
codes for a given service; they now have over 6,000 to choose from.

Flnally, Medicaro expenditures for physiclans' services are increasing
in part because of the sheer number of physiclians involved during a single
episode of illness, all of whum submit independent bills, Take a routine
surgical admission, for example. Besides the surgeon and the
anestheslologist, there may be an assistant surgeon, a radiojuglst, a
pathologist, and a varlety of consulting specialists, as wall ag the
patient's personal family physiclan providing routine hospital visits.
These routine visits, of course, are {n addjtion to the follow-up care that
is to be provided by the surgeon who performed the operation,

Traditional cost control approaches like fee freezes will pot curb these
sources of expenditure Increases, and could actually exacerbate tham.~
Bffective cost control can only be achieved by controlling prices gnd the
number of services simultaneously, and this requires an innovative approach
to reimbursing physiclans.

How can this be done? One solution is to “"package” physiclan sorvices,
to re-define the payment unit from a narrow procedure to a more

comprehenslive bundle of services.

The Cage for Physician DR Payment

HMO®, of course are the ultimate package; all physician and hospital
services are bundled together and a single payment made. While capitation
is certainly the preferred payment optlion, it remalns a longer-run
solution. There are a number of packaging approaches, however, that are
legs comprehengive than HMOs but which might be more easily incorporated
into the current fee-for-service reimbursement system. One spproach ls to
package sll inpatlent physiclian services Into a single payment; this has

become popularly known as "physiclan DRGs" or "MD-DRGs".



What exactly is a physician DRG? What I mean by physiclan DRCs is a
prospective payment system for inpatient physiclan services, much like that
currently used by Medicare for inpatlent hospital care. A fixed case
payment per hospital admission is made, where the size of the payment is
determined by the patlent's DRG. Under this approach, all services
performed by physicians and normally billed as Medicare Part B services
would be combined in & single bill, and a single pgyment made. Surgeons
have traditionally been reimbursed on a package baslo, recelving a single
payment for both the operation itself and routine postoperative care.
Phx-lclun DROs go a step further by packaging all othor physician servicos
provided during the huspital stay, such as anesthesia, x-rays, and
tonsultations.

Physician DRGs have several important advantages for payment purposes.
Eirst, they simultaneously control both the prices paid to physicians (the
DRG rate) and the number of services. §econd, they are a nonintrusive
approach to controlling volume. Third, physician DRGs would reduce
unwarranted geographic variation in service use. Fourth, they bulld on the
prospective payment system now in place for hospital care. Let us examine
each of theso In more detall.

The major advantage to physician DRGs is that they encourage the
physiclan to take a broader view of the patient care process, with
incentives to cut back on marginal procedures. Under the current
reimbursement system, the physician bears no flnancial risk in ordering
diagnostic tests or requesting assistants during surgery. He/she uses the
services of other physicians in his/her treatment of the patient without
having to pay for them. The financial burden of thie care is borne wholly
by the Medicure program and the benefliciary. Physician DROS would oncoaraso
physlclans to cut back on marginslly necessary x-rsys or consultations, for

example, since thelr costs must come out of the fixed case payment.
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Physician DRCs are also less intrusive in that responsiblility for
monitoring utilization rests with the individual physician rather than with
an outside agency. Some Institutional safeguards, like PROs, would clearly
remain necessary, but a cumbersome regulatory approach could be avoided.
Rather than regulations dictating that assistant surgeons could never be
relmbursed for lens procedures, for example, DRC payment would allow the
primary surgeon to use his or her best judgement. This approach recognlizas
that patients vary in casemix complexity and givas the attending physician
the flexibility to make decisions on a patient by patlent basis within the
financial constraints of s fixed case payment.

My studies have d ted tr dous unexplained geographic variation

in discretionsary services like assistant surgeon and consultation rates.
This i{s true even within very narrowly defined DRGs, such us lens procedures
and major joint surgery, where rates vary two-three fold from one stute to
another. Differences in physician practice patterns have financial
implications far beyond their nominal costs. The decision to csll in s
consultant, for example, raises totsl physician inpatient charges, not only
because of the consultant's fee, but also because of the additional tests he
or she may order. These added tests, and the longer stays that may ensuoc as
& result of them, drive up total hospital costs as well. The use of
aational physician DRO welghts, like those currently used in Medicare
hospital reimbursement, would eliminate these geographle disparitles.

Pinslly, physician DROs would bulld upon the hospital pronpective
payment system by more closely aligning physiclans' incentives with those of
hospitsl administrators. I know that physiclans have voiced the notlon that
the current fee-for-service payment system acts as & "check and balance” on
the skimping incentives in ’edicare's hospital PP8. This "watch dog”

functlion could be undermined if physicians were also reimbursed on a DRO
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basis. This view implicitly assumes that an adversarial relationship is
necegsary to assure quallty care, a view 1 categorically reject, for two
reasons, Pirst, under a global fixed payment, both hospitals and physiclans
would be competing for patients primarly on the basis of quality, a
competition helghtened dramatically in recent years by declining

admiesions. Second, I reject the notlon that any untoward incentives of PK3
can, and gshould, be offset by continuing to permit physiclans totally free

acceus to all of the hospitals' staff, including other physiclans.

Limitations of the DRC Classification System

If the ides of DRO-based payment for physiclans has one major
shortcoming, it's the DROs themsclves. Although the DRC classiflcation
system can predict aversge Part B charges quite well for surglical
admissions, it performs poorly for medical cases For those patients not
undergoing surgery, the DRO averages will be of 1little value in describlng
expected physiclan resource use.

Does this mean that the DRC system ls not adequate for physician
reimbursement? Not necessarily. As & matter of fact, my research shows
that DROs do not do any better job of predicting hospital costs, yet despite
this, DRC-based payment has been generally acknowledged a success, probably
for two reasons. Flirst, hospltals are able to average large numbers of
admisslons across all the medical DROs, offsetting large losses on a few
very sick patients with small gains on the majority of healthler patlents.
Second, PP8 includes a number of adjustments, including extra payments for
outliers and indirect medical education, that help capture unmeasured
sources of casemix varlation. Presumably, similar adjustments could be made

for physicisn DRGs, so that physicians would not have to bear all the risk, "

58-202 0 ~ 86 - 5
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Nevértheless, a system which relmburses differentially for classes of
prtients who statistically are no different in terms of resource use may
send the wrong signals to hospital and physiclan decisjonmakers. New and
ongoing rescarch into ways of refining the DRCs to better measure severity

of 11lness should continue.

whom _To Pay?

Under the current, fee-for-service reimbursement system, cach physiclan
bills, and is pald sepsrately for his or her services. A key question ls
who would recelve the DRG payment under a systom thst would package the
services of many physiclians together. Two primary payment models have boen
identified: direct payment to the attending physiclan; and payment to the
medical staff.

My simulation analyses have cleuarly shown that payments to indxiidual
attending physiclans would be a lottery, with inequitable lossues for some
physicians and windfall galns for others. This results largely from the
smal]l Medicare inpatlent caseloads for many physicians. Any case-payment
approncﬁ. such as physician DRGs, involves some sort of averaging. It is
assumed that some admisslons will require more physiclans' services and
others will require less, but that on average the DRC payment is a
reasonable reimbursement for the services provided. Averaging, however,
requires sufficlent numbers of admissions in order for the law of large
numbers to work. In general, the fewer cases admitted by a physician, the
higher the likelihood there is of random bias, The randomness introduced by
small inpatient caseloads is exacerbated by the varied range of DRGs treated
by individual physiclans (producing even fewer admissions within any one '

DRO) and by the inadequacy of the medical DRGs themselves.
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Glven the potential tor unacceptably large losses for individual
attending physicians, an alternative is to pay the hospital medical staff.
Because of thelc high volume of cases, there should be greater opportunity
for risk pooling and for the averaging principle to work, just as it does
under the hospital PPS. In fact, per case galnsg and losses are calculated
at the same level as hospltal PPS.

Although there are many ways in which the Part B carrler could pay staff
membors, it is probably easiest to conceptualize the hospital medical staff
as an Independent Practice Association (IJPA) for reimbursement purposes.
The carrier would credit a total medical staff account based on the
actuarial value of each physlclan DRG, while accumulating individual
physician billings in separate accounts., Perjodic digbursemonts from thls
account would be made to individual physiclans based on elther actual
billings or numbor of services. When total medical staff credito deviate
from the sum of individual accounts, disbursements would flrst be
pro-rated. A typical IPA method would hold back a small porcontage of DRG
payments to produce a bonus poul., The medical staff presumably would
allocate bonuses based on individual physlelan contribution to the overall
staff goal of cost control, i.e., staylng within the DRG allowables.

At the present time, hospital medica) staffs are generally not
constituted as logal entities empowercd to receive and distribute physieclan
payments. Some amount of start-up time would be required to enablo staffs
to reconstitute themselves as payment organizatlons and to develop
algorithms for bonus allocation. Members of the medical community at large
have recently shown romarkable flexibility and versatility in the spceed with
which they have developed and joined IPAs, HMOs, PPOs and the 1ike. Glven
the large dollars at stake, I would not expect thie re-organization to be a
m&jor problem in the implementastion of DRG-based case payments for

_physlclans. -
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Hedicare Participation Aprcements for Physician DRGs

Once we move from fee for-service to package reimbursement for physiclan
gervices, we must reconsider the meaning of assignment. Under any packaging
srrangement 1ike physician DRCn, medical staffs are at financlal rlsk. If
the c;ca 18 more complex than the DRG average or if the attending physiclan
utilizes more services than average, the staff will “lose money”, l.e., the
DRO payment will be lews than actual billings. On the other hand, if the
case i less complex or receives fewer physician services than the DRG
average, the staff will recelve a payment greater than billings and can
retain the dlf!oyenca (or proflit). The whole concept of risk-sharing for
physiclians is undermined, however, 1f the medical steff is allowed to make
assignment decislons on a case-by-case basiu. Assignment would be taken on
the easy admissions ond not accepted on those oxpected to be more
difflcult, Buch un outcome would lecave the Medicare program with the worst
of both worldo: paying the physician considerably more than necessary when
‘ the casv is assigned, and the beneficiary paying considerably more
out-of-pocket when it is not. The net effect is an income transfer from
beneficiaries to physiclans although the government's outlays are
unaffected.

The solution would be to treat inpatient physician corvlecn‘dust iike
Hedicare handles hospltsl care: tho DRO rate would represent payment-in-
full for all inpatlent care, with the beneficlary )iable only for any
deductible and cofinsurance. This means, of course, that the medical staff

must sign a KMedicare physician participation agreement as a group.
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Some Other Packsgink Alternstives

Paying physiclans on & DRO case basis represents s major departure from
the current fee-for-service relmbursement system, but so too was the
hospital PP8 from cost-based reimbursement. It Is only with sweeping reform
that we can expoct to check the growth in expenditures for physlclan
services, MNevertheless, Congress may decide that this is not yet the time
for such a step. Are there slternative packaging arrangements that are
narrower in scope but possibly more acceptable to physiclians and easier to
implement in the short runt Yes, first of all, Part B radiology,
anesthesis, and pathology services could Le redefined as hospital wervices
and pald through Part A under the cucrent prospective payment system.
(Recalibration of the PP8 cost welghts to include these other services could
be easlly accomplished.) 8ince patients do not choose thelr own
radiologist, snesthesiologist, or psthologist, and hence can not shop based
oh price (or willingness to accept sssignment), It seems more spproprliate to
include these physicians' services In the hospital bill,

A second alternative would be to base the package on & specific

procedure, rather than a DRO. What we call s speclal procedure packasge

would consist of all rolated P ts of a disgnostic or therspeutle
procedure, including the services of all involved physiclans, Procedures
suitable for this packaging arrangement include all surgical operations,
major diagnostic procedures such as endoscoples, and complex radiological
procedures. The differcnce between this package and the physician DRO ls
that only those services directly and immediately related to the speclal

"

pr e are packaged. For & coronary artery bypass graft, for example,

the package would Include services provided by the surgeon, assistant
surgeon, anesthesiologlet, and any other physliciens involved in the

operating room.

conclusions

In sum, physician DRGs cepressnt s Hedicare payment reform simed at
eontrolling not only fees but slso the nuaber of services provided. The DRO
payments themselves sre best msde to IPA-1ike organizations constituted by

each hospital medicel steff. In order to minimize selection biss and ensure

equity for both beneficisries and physiclans, each staff would sign s

Nedlcare Participation Agreement es a group.
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STATEMENT OF RICHARD EGDAHL, M.D., DIRECTOR, BOSTON
UNIVERSITY, HEALTH POLICY INSTITUTE, BOSTON, MA

Dr. EapaHL. Senator Durenberger, Senator Dole, I appreciate the
chance to testify before your committee. It is clear that some kind
of reform in Medicare prevailing fees is needed, based upon the
geo%ra hical variations and some excessive fees that have been de-
scribed very adequateliy before various committees.

I do have some problems with some of the suggested changes. For
example, as a practicing endocrine surgeon, I know that DREG's
would have great financial risk, because the risk is not spread
among enough cases. Also, I don’t know how I would pay the other
doctors because there is no coordinating mechanism.

As far as capitation is concerned, I disagree with the predictions
of continued rapid growth, I belong to the two IPA’s in my area,
which are growing rapidly, and yet they ’Frovide a vezéy small per-
centage of the surgical practice I have. Therefore, I do not agree
that there will be very rapid rate of growth in capitation systems
as predicted. Most of the growth that does occur will be largely in
the fee-for-service sector.

The resource cost-based RVS, also has some basic problems from
my perspective. The equations concentrate heavily on time; practic-
ing physicians are not usually involved in the fundamental as-
sumptions; they reflect a comparable worth approach for profes-
sionals with good incomes; but the most important factor i1s that
the malpractice premiums are going up so high for some specialties
important to elderlfv individuals—orthopedists, neurosurgeons, and
the like—that I thin
off for the short range; we just don’t know what is going to happen.

Our Health Policy Institute has developed a consensus approach
to help resolve some of the problems created by the way Medicare
prevailing fees have been determined, which basically is initial
charges, inflated yearly, without any judgment involved in chang-
ing those fees,

e convened a group of senior surgeons, had multiple iterations
of independent judgment plus discussion, and finally came out with
relative valves for 26 surgical services that they could agree upon
and that represented a reform and a considerable change from
what the prevailing fees were.

The problem with this approach is that it is cumbersome; As we
began to work with surgical specialties and began to work with the
internists, it became apparent that this was not a short fix; it
would take 2, 3, or 4 years to really work through this kind of ap-
Eroach, gaining physician consensus which then would provide the -

k all bets on manpower and accessibility are

asis for physicians accepting the kind of new schedule thatwgg'ld N

come out.

- Therefore, looking around in the course of carryin outilzthe‘»"fi

study, we found a group that actually had done it. My basic mes-
sage to iy"ou today is that fee reform, comparable to the consensus

that we were looking for, has been achieved by the Cater--

approac
pﬁ ar Tractor Co. of Peoria, IL. It is a completely self-funded corpo- - -
ration with over $6.5 billion in annual sales and over 71,000 indi- -

| - viduals across the country covered by their health plan.
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The key to this has been Dr. Robert Hertenstein, who is a 51-

Kear-old retired surgeon, mayor of Morton, IL, who for 4 years has
een the full-time medical director of insurance for Caterpillar. Dr.

Hertenstein, who is with us today, has developed a maximum-fee
schedule for most physician services. He has the goal—which is ex-
actly the same goal that you seem to be talking about today—of in-
suring access to qualily services for Caterpillar employees and
their degendents across the country, with cost containment an im-
portant but secondary consideration. ‘

I suggest that you look into the experiences of Caterpillar with
physician fees, and see if it is readily adaptable to Medicare physi-
cian payments—and I predict that it is. The framework is already
there, and various groups, I'm sure, including ours, would be
pleased to work with you to catalyze the evolution of Caterpillar's
experience into a reformed Medicare physician reimbursement
system. This can provide a basis for reform, while the practicality
capitation and the predictions about growth in capitation plans can
be assessed.

My staff and I have had the occasion to spend several hours with
Dr. Hertenstein, and have learned a great deal about how he has
handled the conflicts that have arisen across the countr{, involving
both medical and surgical specialties. Some of the principles he has
emqployed I think would be of great interest to your committee.

hank you.

Senator DURENBERGER. Thank you very much, Dick.

Dr. Stason.

[Dr. Egdahl’s written testimony follows:]
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SUMMARY STATEMENT
1+ PHYSICIAN REIMBURSEMENT UNDER MEDICARE HAS8 TWO BASIC PROBLEMS
‘THAT NEED REFORM:
, Large geographical variations
+ Some uxcessive fees
2, OPTIONS FUR CHANGE INVOLVE MAJOR OBSTACLES
Physician DRGs and CAPITATION

» Financial visk from adverse selection
. Coordination of many individual practitioners

3. IF FEE-FOR-SERVICE 1S TO BE CONTINUED

Resource cost-based RVS is flawed
———
, Problems with basic assumptions in equations (e.g. time as dominant

factor)

. Could decrease access by lowering fees in gpecialties with high risk
of malpractice. Current predictions of manpower needs may be grossly
incorrect.,

4, A CONSENSUS METHOD TO ACHLIEVE FAIR PHYSICIAN FEES was developed by the
Boston University Health Policy Institute, Consensus was achjeved in 25
commonly performed surgical procedures., The process is time-consuming
and cumbersome.

5. AN EXAMPLE OF A MORE PRACTICAL ALTERNATIVE for physician fee reform has

been achieved by a large self-funded American corporation~~Caterpillar
Tractor Co., in Peoria, Illinois, Dr., Robert Hertenstein, a Caterpillar

employee, has developed a maximum fee schedu.e with the goal of achieving i

access for employees across the country to a wide range of local
physicians.
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GOOD MORNING., My name is Richard Egdahl. 1 am Director of the Boston
University Medical Center. 1 am also Academic Vice President for Health
Affaires at Boston University, Vice Chafirman of the Board of Trustees of
University Hospital, and Director of the Boston University Health Policy
Institute., I am a practicing endocrine surgeon with a long-standing interest

in cost-effectiveness and quality in medical practice, Thank you for the

opportunity to testify on reforming Medicare payments to physicians.
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INTRODUCTION

1t has become increasingly apparent over several years that there are
serious problems with the way Medicare pays physicians for their services.
It is generally agreed that the customary, prevailing and reasonable (CPR)
payment system currently being used by Medicare has resulted in wide
geographic variation in fees for the same services and relatively excessive
fees for some procedures (Table 1), Concern over this issue has led to
discussions about the possibility of introducing new methods of physician
payment including capitation, DRG-based payment, and modification of the .
fee-for-service system. However, this interest emerges in an environment
where little is known about the costs and benefits of different ways of
compensating physicians for their services. Until recently, research has
focused primarily on hospital expenditures which consume the largest portion
of the health care dollar, Consequently, much less information is available
on physician payment options compared to the volume of studies on hospital

reimbursement when prospective payment was enacted.

Some insights about different payment models have been gained by looking
at ways other countries have dealt with physician compensation. Uwe
Reinhardt, in a recent report for HCFA, summarizes the advantages and
disadvantages inherent in each of four distinct bases that can be used for
physician compensation: fee-for-service, fee per case (MD DRG), capitation,
and salary, He concluded that in the six countries studied (Canada, France,
Italy, West Cermany, United Kingdom, and the United States) no singlé method

was obviously preferable to all others. Each has strengths and weaknesses.
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TABLE I

MEDICARE PREVAILING CHARGES FOR SELECTLD AREAS* (1984)

CABG (46) 3922,90 2940, 70 3563.20 3665.10 5500.00
HIP REPLACE (47) 15647,10 2063.00 2358.00 21264,20 4126.00~
CARDIAC CATH (51) 540,50 537.80 515.75 618,90 1196,70
PACEMAKER (52) 1428,40 1238,00 1237.80 1165.60 1547.00
APPENDECTOMY (54) 515,60 515,70 515,75 515,60 1134,70
CHOLE (57) 845,80 722,00 866,50 742,60 1753.60
EXT OF LENS (67) 1237.80 1031.70 1031, 50 928,20 1547.25

* FEES INDICATED ARE FOR "SPECIALISTS" AND URBAN AREAS (1IN DOLLARS).

U.S, Department of Health and Human Scvrvices, Health Care Financing Adminis~
tration, Medicare Directory of Prevailing Charges 1984, Washington, DC: U.S.
Government Printing Otfice, 1984,

Paying physicians by DRG raises the question of who to pay. Physicians
in private practice are not experienced in directly paying their colleagues
and consultants, Moreover, DRGs were designed using only hospital data, and
their suitability for physician services is questionable. Generating a
manageable number of physician DRGs that are sensitive to variations in case
complexity would be most difficult. Both DRG~based physician®payment and
capitation pose problems of financial risk from adverse selection which has

been a root cause for the failure of many health plans, This danger would

be magnified many-fold in the case of individual physicians taking care of

capitated patients.
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Reforming physician payment within the fee-for-service system is not
without problems, either. One prominent method that has been tried in
Massachusetts uses "resource costs' to determine fees. This method attempts
to identify all the components of medical practice and to estimate the costs
associated with each of these elements. Every effort is made to quantify
the unquantifiable. The resource cost-based.amodel developed by Drs. Hsiao
and Stason is the most elaborate effort ot chis type, My primary concern
with this method involves the logic and assumptions underlying the resource
cust=based equationa. I disagree with the assumption of the appropriateness
of all physicians having similar lifetime carniugs, with modest corrections
for time of training, skill, risk, and other variables., This formulaic
approach is not unlike the “point-factor" job evaluation systems used by
Willis Associates or Hay Associates for calculating comparable worth across
occupations, However, a formulaic assessment process becomes progressively
less valid as the ingredients of the "job" being evaluated are more complex

and hard to measure, as is especially true in the practice of medicine.
¥

Another important objection to the formulaic approach is not theoretical
but practical. Current trends in malpractice premium increases, and the
continually decreasing hours worked per week by new physicians result in a
fundamental challenge to the attractiveness of some surgical and medical
specialties and could lead to real shortages of physicians performing high
risk procedures. The most current and frightening example is the increasing
tendency of individuals with obstetric and gynecology training to either
limit their practices to office gynecology, or.to retire early in order

not to deliver babies as obstetricians, which involves a high risk of

malpractice. A recent article in the Wall Street Journal reported on a
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study by the Florida Obstetric & Gynecologic Society that found that 25% of
Florida's obstetricians have stopped practicing their specialty, and another
25% plan to stop. The primary reason is malpractice liability., Similar
trends are being observed in orthopedics and neurosurgery., It would be most
unwise at this time of tlux, in the face of considerable uncertainty about
future specialty manpower necds, to introduce a change that has the potential
for grossly penalizing surgeons and internists who perform needed but high

risk procedures,

Since there is considerable agreement that the present Medicare physician
payment system is f1lawed, and, given the major problems with the options
outlined above, what is needed is an interim reform that will correct
discrepancies without major disruption in the organization of services,
preserve access, and be viewed as tair. My testimony develops the theme
that reform of Medicare fees can be obtained by building on currently
available analyses and experiences to develop a maximum and fair fee
schedule. First, 1 will describe the Massachusetts experience with changes
in Medicaid fees in 1983 and 1984, which led to the involvement of the
Boston University Health Policy Institute in developing a consensus method
to achieve fair physician fees., 1 will then describe the method used in a
large self~funded corporation, where reform in fees has been achieved by
effective shortcuts to our labor-intensive consensus process, Finally, 1
will suggest that Congress authorize an appropriate reform of the current
Medicare Part B program by following a process of rational fee development,

Vbuilding on the rich experiences of individuals in industry such as Dr.
Robert Hertenstein, physician employee of Caterpillar Tractor Co. in Peoria,

Illinois.
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THE MASSACHUSET(S EXPERLENCE

In the fall of 1983, the Massachusetts Rate Setting Commission introduced
a new fee schedule for Medicaid, based upon the "resource cost-based" model
developed by Hsiao and Stason. Time needed to perform 3 service is a major
determinant of the value of that service. Rates were increased for eight
gervices including three categories of visits, and decreased for 20
procedures, Although individual physicians offered some input regarding the
complexity of the services, estimates and assumptions about the relative
importance of time, costs of training (including income foregone during
training) and overhead expenses were developed by the researchers and

provided the basis for the equations that resulted in these changed fees.

Experienced clinicians were at a loss to reconcile the new fee schedule
with what they knew made sense regarding the relative complexity of services,
when all aspects of the experience were taken into account. Surgeons in
Massachusetts pointed out that the substantially decreased’fee for an
appendectomy as compared with that for herniorrhaphy (Table 11) did not take
into account the significant "down'" time involved in making the preoperative

diagnosis of appendicitis, in contrast with the rather routine elective

situation that exists for a herniorrhaphy. By the summer of 1984, public

Table I1
Changes in Medicaid Fees in Massachusetts
Fall 1983
Sexvice 0ld New Change (per cent)
Herniorrhaphy $225 $154 -32

Appendectomy $225 $136 -39
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outcry by the physician population led to a rescinding of this new fee
schedule and a restoration ot the lowered fees to their initial level. The

increased fees remained at their new, higher level.

The Massachusetts Medicaid program viewed the fee experiment as an
attempt to improve access. They wished to promote participation in the
ptogram by increasing the rates for primary care services, relative to
specialty services, The resource cost-based method was seen as a vehicle
for achieving that end. One unanticipated outcome, however, was that by
applying the model, many OB-GYN services had their fees decreased. Shortages
of OB-GYN services have been, and continue to be, a problem for the Medicaid
program in Massachusetts. Having fees in this specialty decreased could only L
exacerbate the problem. This situation points out the need for caution when N
"objectively" manipulating any fee system, particularly at a time when the

s

organization and financing of health services are in a state of tlux.
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HEALTH POLICY INSTITUTE'S CONSENSUS APPROACH

As an expression of dissatisfaction with the formulaic approach to
fee~setting, the Boston University Health Policy lnstitute convened a group
of senior surgeons experienced in several difterent practice settings to
devise a new consensus method tor developing a complexity/severity index for
physicians' services. Such an index would provide an appropriate basis for
surgical fees. The results of these initial explorations were published in
the spring of 1985, Using an open discussion preceded by exchanges of

_opinions on the relativity of va}ious surgical services, agreement was
reachied on relative complexity and severity of 25 standard surgical services.
This process appeared to permit reform of some excessive surgical fees. We
proposed to extend this consensus process to surgical specialties and other
fields of medicine. Our goal was to create a maximum fee schedule covering

the majority ot physician services paid for under Medicare Part B.

The essence of the consensus process was a give-and-take among experienced
surgeons, involving an assessment of all the difficult-to-measure factors
that go into a given service such as risk, complexity, severity of the case,
necessary technical skills, c¢tc. In contrast with a formulaic or Delphi
method, the participants with strong opinions expressed them, but as
discussion procceded, compromises were made, and the surgeon most experienced
in the procedure under discussion could exert influence upon the group., This
is pafticularly important because a significant conceptual underpinning of
many methods of obtaining consensus is the emphasis on lack of confrontation
by individuals with differing personal intensities. This consensus method
brought together experienced and respected surgeon panelists from a range of

practice environments, and emphasized the sharing of their perspectives and

impressions.
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The process was designed to encourage the panelists to rate individual
services based upon collective experience, rather than individual
preferences, The rating of complexity and severity between neetings was
done independently and anonymously to prevent individual phnelists from
exerting undue influence over the ratings. After three or four sessions, a
consensus was reached, because the group had a common poal and works within
a systematic process, However, this Pprocess, albeit professionally appealing

and reasonable, was labor-intensive, time-consuming, and cumbersome.
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A CORPORATE APPROACH TU DETERMINATION OF FEES

During the complexity-severity pilot project, the Health Policy Institute
contacted many individuals acruss the country with experience in analyzing
physician fees. We came dacross a person with much experience who had
truncated our cvonsensus process to reach the goal ot a reformed and fair fee
schedule that met the necds ot his company and that apparently has been
dccepted by most physiciang taking care of the company's employves around
the country., Dr. Robert Hertenstein, a S1-year old surgeon, retired three
years ago from active practice to work as an employee in the claims
department of Caterpillar Tractor Co., a corporation in Peoria, [llinois
with annual sales of o 1/2 billion dollars and over 61,000 employees. He
developed a maximum tee schedule for Caterpillar employees and their .
dependents across the country that involves the majority of "big ticket"
items, and comes to grips with both the issues of guographi} variations andr
excessive fees. In those specialties of medicine in which br. Hertenstein
has not had personal experience, he consulted'ﬁdhels of experts who are
widely respected by their peers, By cross-checking their fees with other
respected specialists in their arcas, he developed a fec schedule for
Caterpillar that has been eftectively applied. Unless the physician has
made prior arrangements with the patient, Caterpillar holds the patient
harmless for paying the physician more than the Caterpillar fee schedule,
and the company position has usually been upheld in the courts.

Starting with maximum fee schedules developed by Caterpillar Tractor Co, .
and other private sector employers, and using physician expert consultants,

a fee schedule could be rapidly developed for Medicare that will both
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rationalize geographic éi(ferences and correct excessive fees in inpatient
physician billings. The same process could be used to reform fees in
outpatient settings, in which there is much greater variébility. 1f the
Congress were to mandate such a process, the two greatest objections to
Medicare prevailing fees could be rectified--that of large and unexplainable
geographic differences for given services and of excessive fees for some

services.

I believe there would be considerable promise and applicability for the
kind of system developed by Dr. Hertenstein for Caterpillar Tractor Co. It
is a system which allows for the necessary flexibilily required by regional
differences, labor costs, etc. It is a system which will allow us to begin
to develop a cost-effective but fair ¥chedule for physician services. 1
suggest the Committee strongly consider the Caterpillar experience and others
like it, in its efforts to come to grips with this problem., I am happy to
offer my services and whatever expertise our Health Policy Institute can
bring to the Committee and its staff or whagever agency you determine should

further explore the subject.

Thank you again for this opportunity.

st
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STATEMENT OF WILLIAM STASON, M.D., ASSOCIATE PROFESSOR

OF HEALTH POLICY AND MANAGEMENT, HARVARD SCHOOL OF
PUBLIC HEALTH, CAMBRIDGE, MA

Dr. StAasoN. Senator Durenberger, thank you very much for the

opf)ortunity to present my opinions to you here today.

agree with many of the points made by my predecessors. Clear-
ly, there is no one panacea for restructuring physician payments
under Medicare.

The focus of my testimony today will be on the advantages of
using an objectively determined relative-value scale for restructur-
ing physician payment under Medicare. Although I will be talking
primarily about fee-for-service, I also will argue that such a rela-
tive-value scale is equally important for reimbursement under capi-
tation or the various packaging options. ‘

There is widespread belief—and we have heard this expressed
here today—that current physician charges favor technology-inten-
sive procedures over co%nitive and preventive medical ones. Distor-
tions, we believe, result from the absence of a reasonably free
market for ph{sician services. This is due to a variety of factors .
which are well known to you: Widespread existence of insurance
coverage, of which Medicare is an important part, the limited abili-
ty of the patient to determine the services he or she needs and to
evaluate the skills of his physician, and the ver]y real difficulty of
sho;;lping for the best buy when one is seriously ill. : ‘

Charge-based relative-value scales, such as the CPR formula and
the multiple manifestations of the California relative-value scale,
institutionalize and perpetuate distortions created by this absence
of a free market. ‘

For this reason, we have been interested in developing an objec-
tive relative-value scale to document any distortions and provide a
basis for establishing a level ground for physician fees and bal-
anced incentives, we hope, between technologically intensive proce-
dures and so-called cognitive or preventive medical ones.

Our premise is that resource inputs are fundamental measures of
value for medical services, as they are for many other products or

gervices. Under this premise, Drs. Hsiao, Braun, and myself at the = -

Harvard School of Public Health have developed what we call a re-
source-based relative-value scale. The primary emphasis in this
model is on measuring the physician time required to perform a

procedure, and also estimating the complexity of this rocedure in B

terms of the clinical judgment, the technical skill, and the mental
and physical effort requires on the part of the physician. -

We also include J)ractice overhead expenses, including malprac-
tice; ;i)remiums, and an estimate of the of the amortized costs of
training. . .

We have intimately involved physicians in our work, and we be-
" lieve that the expert judgments provided by physicians are crucial
to developin% a scale which will be valid and widely acceptable. .

What we find from our studies is that there is considerable dis-
parity between resource-based relative values and those deter-

mined from Medicare charges. Under charges, surgical procedures -
are paid at two to three times, and up to seven times, the rate rela-

tive to office visits, as indicated by the resource-based relative
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values. Similar findings exist for diagnostic procedures such as co-
lonoscopy and cardiac catheterization.

Admitting the preliminary nature of our results to date, we are
nonetheless confident of our conclusion that significant price dis-
tortion does exist and that charge-based schedules are not optimal
bases for reimbursement under Medicare.

An important feature of any relative-value scale is that it deter-
mines relative values and not prices. A conversion factor is used to
convert or translate relative-value units to dollars. Policy objec-
tives, then, can be met through manipulating the conversion

- factor—for example, to achieve cost control, a relatively restrictive

conversion factor could be chosen.

In addition, it might be felt wise to reward the physician who
has a demonstrably more severe case mix than other physicians, or
to reward better clinical outcomes.

The advantage of the resource-based relative-value scale under
fee-for-service reimbursement includes the following: '

First, it will create incentives to increase the use of cognitive and
preventive medical services and to decrease overuse of medical
technologies. Also, it might well affect the specialty selections of
- medical school graduates in favor of primary-care specialties, over
- the relatively overpopulated technologically intensive specialties.

-~ Second, it is relatively easy to implement, in that the mecha-
"~ nisms for fee-for-service reimbursement already exist. Further-
more, it would relieve the administrative burden of having to
. update physician profiles on a regular basis which is required the

CPR formula. ‘
- Third, it would continue fee-for-service as one option available to

‘Medicare recipients. Medicare recipients should have the same

* freedom of choice of insurance plan that is accorded to other mem-

bers of society. This is a fundamental equity issue, in my view.

" Limitations of the resource-based relative value scale approach

. need to be ackowledged, however. Two to three years will be

needed to develop a sound resource-based relative-value scale.

- Second, no relative value scale guide, fee-for-service mechanism

- will directly control utilization. However, if the RVS were linked to
. a regional ca? on physicians’ expenditures, it could do so.

* The need for an objective relative-value scale extends fully as
“ much to the capitation and packaging options, and to HMO's,
~ PPO’s, IPA’s, as it does to fee-for-service reimbursement. Under
- capitation, a resource-based relative value scale would help us to
* determine the physician component of the capitation rate. While
- providing incentives for reduced use of costly technologies and hos-
* pital services.

.. Under packaging, it would provide an objective basis to set rates.
" Current charges are not adequate measures. Under HMO's, it
~ would help to establish physician salaries in relation to specialty
- and work schedules.

" In conclusion, we believe that development of an objective rela-

. tive-value scale is one important step to ensure a smooth transition

to whatever method(s) of physician reimbursement are chosen. The

"+ method you choose for paying physicians under Medicare is goin,

: to have very important implications for access to care and the qual-
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ity of services provided to Medicare recipients. Carefully conceived
incremental changes are the prudent course, I believe.

Thank you very much.

Senator DURENBERGER. Dr. Wallack.

And let me just remind you that Dr. Stason used up Dick Eg-
dahl's extra minute, so you don’t have it.

Dr. WaLrLack. Well, T think I am probably the only one that
originally came from Boston, and I talk very fast. [Laughter.]

[Dr. Stason’s written testimony follows:]
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Physician Reimbursement: The Role of Relative Value Scales

William B, Stason, M.D., M.S.
Associate Professor, Health Policy and Management

Harvard School of Public Health
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on

December 6, 1985



148
Summary

Listortions exist in current charge~based physician reimbursement
formulas which favor technologically intensive procedures over
cognitive or preventive medical services., Under charges procedures
arpear to be reimbursed at a minimum of 2 to 3 times the levels
suggested Ly a rescurce~based relative value approach, Physician
reimbursement under continuation of Medicare's current CPR formula
or under a charge~based RVS would perpetuate these digtortions, An
objective relative value scale (RVS) would provide "level ground”
for physician fees and would help to kalance incentives for the use

of different tvpes of services.

Our work on rescurce-based relative value scales suggests that
this approarch could provide a rational hasis for altering financial
incentives in the medical marketplace. Cost control could be
achieved either by seclecting a restrictive of the conversion factor
for translating relative values to dollars or through regional

physician expenditure caps.

Adoption of an objectively-determined RVS would be useful not
only under fee-for-service reimbursement, but also would important
contribution to setting rates under capitation or other packaging
options.

- Teyt -
Debate on physician reimbursement under Medicare concerns both the

need to control the rising costs of physician services and the
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need to sclect a method of payment that will best protect Medicare
recipients' access to needed medical service&., Policy options to
achieve these ends include modifications to the current CPR system
for setting fee-for-service reimbursement levels, payments based
on packaging services or episodes of illness, and capitation,

Each method has its own strengths and limitations; no one is

a panacea; and each will impose significant challenges to

development and implementation,

My testimony today will focus on a fundamental building block

for restructuring physician payments; namely, on the advantages of
using an objective relative value scale (RVS) to guide physician
reimbursement. Though I will be speaking primarily about
fee-for-service reimbursement, I will also argue that such a RVS
would provide a critical input to reimbursement methods based on

capitation to the packaging of physician services.

Current charge-based relative value schedules for physician
services favor technologically intensive services over cognitive

or preventive ones. Economists argue that these "price
distortions” result from the absence of a reasonably-competitive
market for physician services. Many factors contribute to this
situation, Widespread insurance coverage, of which Medicare is an
important part, is one of these. Another is the fact that patients
usually lack adequate knowledge to judge their needs for medical

services or to evaluate the technical skills of their physicians.
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Furthermore, an individual whose medical condition is urgent or
11!e-thxeatenlng is hardly in a position to shop for the "best
buy.® Price competition for physician services is, and will

continue in the future, to be limited.

In the absence of a free market for physician services, charges
wall may not provide socially desirable guides to physician-
reimbursement, Charge~based RVS's such as Medicare's CPR formula
or the widely pervasive California Relative Value Scale (CRVS)
institutionalize and perpetuate any distortions that exist. On
the other hand, an objective RVS could providé™a “Teveljround”
for physician fees and help to create incentives for the
appropriate use of primary care and preventive services as well as

technologically intensive ones.

To explore possibilities for correcting charge-based relative
value schedules, we (Hsaio, W., Braun, P., Stason, W.) have
developed a method to measure the resource inputs required to
perform physician services. We call this a_Resource~Based Relative
value Scale (RBVS). Our premis is that resource inputs into
physician services provide the fundamental measure of their

values. Primary emphasis in our model is to measure the physician
time required to perform the service and the complexity of the
service, as determined by the degree of clinical judgement,
technical skills, and physical and mental effort required. 1In

addition, practice overhead costs, in€Tuding malpractice premiums,
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'and the amortized opportunity costs of the additional training
required for some medical specialties are included.
Significant disparity exists when RBRVS values are compared
to current medical charges. Table 1 shows examples for selected
surgical subspecialties, Our basic finding is that the values of
surgical procedures relative to office visits are, at a minimum, 2
to 3 times higher when calculated on the basis of charges than
when calculated from resource inputs. We also found similar
digparities for diagnostic procedures such as colondhcopy and

bronchoscopy.

Even admitting the preliminary nature of our results, we are
confident of the general conclusion that significant physician
price distortion does exist in the favor of procedure-oriented
medical practices. This distortion argues strongly against
continuation of the CPR formula.and against use of a charge-based

RVS under any method for reimbursing physicians.

Our current resource-based model should be refined to include
the effects of practice setting on overhead expenses and the
effects of substituting the time of technicians or other health
professionals for physician time in surgical or diagnostic

procedures as well as office practices,

In addition, many argue that the expected health benefits of

a given service should be taken into account. For example,
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'coronary bypass surgery in a patient with severe angina and

three vessel disease might deserve a premium over the same type of
surgery in a patient with one vessel disease and mild angina
because of the stronger evidence that surgery is the treatment of
choice and because benefits in terms of prolongation of life and
relief of morbidity are likely to be greater. Valuation of health
benefits, however, is a complex matter, and techniques for
measuring effects of medical care on the quality of life are still
in their infancy. The subject is of considerable importance to
decisions on the allocation of resources within medical care,
however, and should, in my view, be a high priority for future

research,

An important feature of all RVS's is that they determine the

value of one medical service relative to another, but do not
directly set prices. A conversion factor is used to translate
relative value units into dollars, Clinical decisions on relative
values are thereby made distinct from policy-relevant decisions.
A variety policy objectives can be met through the selection of
the conversion factor., Cost control is one such objective.
Varying the conversion factor to reward physicians with
demonstrably more severe case-mixes or those who achieve better

clinical outcomes are other possible objectives,

Development of a RBRVS should intimately involve physicians

in the selection of procedures and other services that typify
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Aeach specialty and to ensure that the values derived accurately
reflect key variables such as the technical skills, clinical
judgement, effort, and time required to perform a procedure. The
relative values derived need to appear reasonable to physicians, if

they are to provide an acceptable standard for reimbursement.

The advantages of a RBRVS under the fee-for-service method of
reimbursing physicians are several. First, as state previously,
such a scale would help greatly to "level the gro;nd” of physician
fees and create baianced incentives for the use of technologically
intensive procedures and primary care and preventive medical
services, A resource-based RVS also might well curb the current
tendency toward overuse of medical technologies. Second, a
resource-~based RVS, in many ways, might be the easiest
reimbursement method to implement. The mechanism is already

in place to pay physicians by fee-for-service, and use of an

RVS would remove administrative burden of continuously updating
ph&sician profiles as is done under the CPR method. Third,
continuation of the fee-for-service option under a RVS, perhaps as
one of several options, will allow Medicare recipients the same
freedom of choice of payment method as exists for other members of

society. This, in my opinion, is a significant equity issue.

vimitations of a RBRVS also need to be acknowledged, There
is no question that it will take time to develop a RBRVS that

will stand the test of scrutiny both by the medical profession and
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by society. Two years is a reasonable estimate. Temporizing
changes in the Cpk formula could be used ﬁo control costs in the
meantime, if this were deemed necessary. A second limitation is
that, fee-for~service payment under a RBRVS does not directly
control utilizatién. Selection of a restrictive dollar conversion
factor would be one way to control costs, Alternatively, payment
by RVS could be coupled with a regional cap on physician
expenditures. This would act, in some respects, like a capitation
fee but at a regional, rather than on individual patients, level
and only for the physician component of medical costs, IXf properly
conceived, such a cap could serve as an incentive to physicians to
limit marginally necessary medical services, and hence be

cost-effective, as well as being an effective way to control costs,

The need for a RBRVS is not limited to the fee-for-service system
of reimbursement. Our RBRVS could also make an important
contribution to other methods of reimbursement, including
capitation., One of the major challenges tn the capitation method
is to determine of appropriate capitation rates. This challenge

is particularly difficult in the elderly whose needs for medical
services is both high and highly variable from one individual to
another, Use of an RBRVS could have a favorable effect on
capitation rates both in terms of the physician fee component
itself and in terms of the incentives it might create for decreased

use of costly hospital services.
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'An RBRVS could also make important contributions to the various
packaging options, including physician DRG's, and to HMO's, PPO's,
and IPA's. For the packaging options, an RBRVS would provide an
objective basis for setting rates; for HMO's it would facilitate
establishment of physician salaries and work schedules; and for
PPO's and IPA's in would provide an objective basis for setting
relative reimbursement rates for the physicians who participate in

these organizations,

Finally, creation of an RBRVS would be an important building-block
in insuring a smooth transition from fee-for-service to other
methods of reimbursement, if these were deemed preferable for the
Medicare program. The method chosen for physician reimbursement
will have important implications for access and the quality of
services available to Medicare recipients. Prudence dictates that
we move carefully, and incrementally, toward an improved system

for phyrician.reimbursement.
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Table 1

Comparison of Relative Values Calculated
from 1983 Medicare Charges and

Estimates from Resource Inputs

General Surgery

Charge-Based Resource~-Based
5ﬁarges Ratio Value []

a
Initial Complete -
Office Visit $ 52 1,0 0.4 1.0
Initial Intermediate
Hospital Visit 100 1.9 - -
Appendectomy 550 10.6 1.0 2.5
Total Abdominal
Hysterectomy 1,100 21.2 2.1 5.3
Cardiovascular Surgery
Charges Ratio . Value Ratio
Initial Complete
Office Visit - § 80 1,0 0.5 1,0
Initial Intermediate
Hospital Visit 110 1.4 - -
Ingertion of Pacemaker 1,060 13.3 1.6 3.2
Coronary Artery Bypass 3,000 37.5 7.5 15.0
Ophthalmology
Charges Ratio Value Ratio

Initial Comprehensive
Eye Exam S0 1.0 0.5

1
Simple Extraction of Lens 1,100 22,0 1.5 3,
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STATEMENT _OF STANLEY S, WALLACK, PH.D.,, DIRECTOR,
HEALTH POLICY CENTER, HELLER GRADUATE SCHOOL, BRAN.
DEIS UNIVERSITY, WALTHAM, MA

Dr. WaLLACK. I appreciate the opi)ortunity, Senator Durenberger
?néi Senator Heinz, to speak. I would like to emphasize two points
oday.

First, I think physician capitation is the preferred option in deal-
ing with the physician-related problems of today and the physician
market?lace of the future; but it is a very limited option, as we
currently conceive the traditional HMO.

The second point is that a phgsician capitation option, where you
would capitate only for part B services, has a lot of advantages
over traditional HMO's. First, you could have capitated plans in a
lot more areas of the country, particularlg rural areas; second, the
Federal Government or the insuror would directly receive some of
the savings from the reductions in hospitalizations, which now go
to the traditional, HMO plan. Third, under a partial capitation
model, or what I call a physician plan, you don’t put the benefici-
ary under the threat of a reduction in the quality of care occurring
in the future. And finally, from a long-run-care policy gerspective,
the partial capitation the program provides a better balance be-
tween the managers of the Medicare Program, and providers, be-
cause fou would share not only the risks with these plans but also
the policy control. I want to emphasize the last point.

The current HMO is too much like a black box for payers. You
don’t know what is going on inside them. With shared policy or
shared risk arrangements, you would have a lot more control over
what is going to happen in capitated plans in the future.

The first point is why physician capitation makes sense. We have
heard today about the physician expenditure problem—intensity
and higher volume. These issues are addressed with a capitated ap-
proach since physicians have to deliver all the care for an individ-
ual efficiently. :

Another advantage of a physician capitation approach is that it
forces providers to Elan care for the enrolled population. As a
result, you find much less variation in utilization rates across the
country in HMO's, than in the fee-for-service system. We have, for
example a large variation between hospital days in Boston and
California with fee for service whereas in HMO's in these commu-
nities, variation is very minimal. HMO’s, prepaid plans, or man-
agled plans by their very nature have to deal with treatment proto-
cols.

The third reason why a physician capitation model is more desir-
able—is that you can take advantage of the increased supply of
physicians, and in the future cost of physician care. If you move to
a ratesetting model, what are you going to do? You are going to
freeze in the existing system and rates, and you are going to have
to regulate them.

The final reason for wanting a capitated system is that it means

- less administrative burden and cost at the Federal Government
level. All the other models you have heard about today lead to a lot

58-202 0 - 86 - 6
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of intervention and a lqt of administration. A capitated system
would not.

However, traditional capitated models are very limited in desi
and there are some real problems with the current HMO’s. The
physician capitation models, or partial capitation models, as I call
them, offer some alternatives or ways to improve on the existing
HMO models.

First, is the issue of price. The issue of prospective price it is
saying to the provider: “Be efficient.” Now, you can go too far with
the prospective price, to the point of reducing quality; and that is
an issue we will have to address.

The second element of the capitation payment is insurance. You
are saying, basically, “‘Care for the population,” and you set up un-
derwriting factors as if they were caring for the whole population.
It is very likely that the Medicare HMO Program, is not caring for
a representative population because it is a voluntary program for

roviders and beneficiaries. The HMO enrollment, whether paid
or by private sector or the Medicare Program, does not have a re
resentative population. We have heard that today from the AAR
representatives. Because IMO’s have relatively fewer sick individ-
uals, and more is being fpaid out under this insurance underwritin,
?rogram than under a fee-for-service environment. If we evaluate
he cost-effectiveness of existing TEFRA Program, we find we are
losing money as the numbers enrolled grows. That is, we would be
saving only 5 percent if HMO'’s enrolled a.representative popula-
tion. However, since they enroll a healthier population, total pro-
gram costs are probably higher.

What HCFA needs to do under a voluntary capitation program,
is to take on more of the insurance or risk. In a compulsory pro-
gram, like the DRG Program, you wouldn’t worry from a budget
Eerspective about the adverse and the favorable selection; every-

ody would be included. But under a voluntarﬁ program, it is a
:ga concern to have the Government give up the insurance func-
ion.

I think we need to move forward in building upon the strategy of
cagitation. Besides, that is how I arrived at partial capitation.
What I really have in mind is the Federal Government maintain-
in%some insurance role in a voluntary system.

he other major problem is our traditional idea of an HMO. This
needs to change. There are other ways to conceive of capitations;
one that would allow the Federal Government to get the savings.
For example, with a physician capitation model there is a real po-
tential of HFCA receiving the savings from reduced hospitalization,

In the average HMO plan today, the plan derives the benefits. If
you were to start to capitate for physician services, the savings
would occur and you would share in them. ,

Let me now discuss with you two models that exist—I've talked
about physician capitation in theory, but there are two models that
Congress could adopt.

_The first is the physician plan, where you capitate a group or
plan for part B services. They would then have some incentive or
some bonus arrangement with regard to reductions in hospitaliza-
tion. This model is being used all around the country in the private
sector. There are Blue Cross plans in Illinois, Colorado, and Massa-
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chusetts that are doing exactly this. They are going to the physi-
cian group and capitating them, asking them to operate as the
gatekeeper, and asking them to manage the system. The insurers
are getting some of the benefits from that reduced hospitalization.

Thus, eliminate the middleman and deal directly with the suppli-
er. If you want to get savings from the HMO strategy, the alterna-
tive is the physician group model.

The other model is the geographic model. The geographic model

-would include all beneficiaries who reside in the community and
decide to stay on in the fee-for-service plan. All those in other com-
petitive plans—the traditional HMO'’s, and the physician plans—
would be outside of the geographic area. You could set this up with
an insurance carrier or another party that is able to efficiently
manage care and pay bills.

Under part B of the plan, you could use, for example, the current
41 carriers that cover the United States. In fact, you could create a
national plan with these carriers and have them take a capitation
arrangement for all the part B services and as a pr08£ective price
on budget, they would have an incentive to manage the physician
market place efficiently. This model, again, is not imagined by me;
it has actually existed to some extent in Texas since the beginning
of Medicaid.

The State of Texas has acted as an insuror and hires an insuree
to manage their whole State’s Acute Care Medicaid Program on a
fee-for-service basis. The State maintains the policy control, they
pay a capitated rate, and the insuror is asked to manage the
system.

I have had the opportunity to evaluate that program and have
found the insurer to be very successful in controlling utilization.
The incentives of the system are very interesting and relevant to
the idea of sharing risks—Texas sets a per capita premium based
on what they think the cost is going to be; they give the carrier an
administrative rate, and they then set a risk corridor. In Texas
today the risk corridor is 9 percent. If the carrier goes below the
premium by running a more efficient program, the State gets 85
percent of the savings and the plan gets 15 percent of the savings,

That plan, as I said before, has been effective in reducing utiliza-
tion in the system.

What is also interesting about that plan is that it has been stable
for the last 20 years. It has been in existence since 1966. I believe
one of the reasons it is stable, Senators, is because the savings that
result are shared by the State. I must say, wouldn't it be unique if
the Federal Government ran a program whereby they could actual-

" ly show savings? So often, when you establish your cost-contain-
ment programs, the savings are invisible. These would in fact be
visible savings. Because they are visible savings, and you are able
to monitor whether or not it is an efficient plan. I believe in the
long run a program like this would be more stable from abrupt
changes in policy.

|Dr. Wallack’s written testimony follows:]
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I am Stanley Wa'lack, Director of the Healty Policv Center it Brandels
University. 1 appreciate the opportunity to testify before the
Subcommittee on Health on physician payment reform. My major objectives
today are to tdentify the alternative physician capltation approaches that
the Federal government could adopt, and to describe their likely
performance, However, before doing that, I will Jdiscuss two points that
logically precede a discussfon on the capitation altetrnatives,

First, capitation appears to be the physician payment reform best
suited to deal with the health care problems and environment of the future.
Second, viable physician capitation programs can vary widely in design .
features. In deciding which capitation program(s) to pursue, the Federal
government must decide whether {t wants to maintain control over key
policy parameters. 1f the Federal government wants to have policy control
over {mportant {ssues such as provider participation and payment rates
(ones over which it has no control with traditional HMO plans), {t must
accept more of the financial risk, However, despite this, risk-sharing or
partial capitatfon systems, e.g. physician capitation, may provide a more
desirable long-run outcome. By reducing the risk to providers and the
incentive to underserve, a partially capitated system could yield greater
savings to the Pederal government and not place the qualit; of health care
in jeopardy.

Designing a Physician Payment Plan that Fits the Future

As this Subcommittee knows all too well, physician expenditures
increased more than fourfold, from $1.8 billion to $7.8 billion, between
fiscal years 1970 and 1980. Efforts to control the rates of Increase
began, including the fee freeze incorporated into the Deficient Reduction
Act of 1984, Physician expend{tures, under Medicare, however, are still

expected to nearly double between fiscal years 1980 and 1985,
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These higher expenditures will be increasingly attributed to the
greater {intensity or to the quantity of physician services. The intensity
takes varfous forms, e.g. more surgeries, more consultation per hospital
stay, and longer visits. Higher physician costs per visit have been
attributed to unpéckaging (billing for the various components of a visit)
and procedure inflation (billing the same services under a more complex,
expensive procedure.) Insurance protection plus the {nability of consumers
to control the content of a physician visit have facflitated this rise in
intensity. With physician fee freezes and the reductions in the hospital.
length of stay, physicians might respond by giving more care per visit or
by increasing the number of vigits. The possibility of increased physician
services*in the future is compounded by the rapidly expanding physician
Suppl.y- ‘

1t is difficult to control the increase of physiclian services because ’
the appropggateness and/or necessity of care is often a question of mediéal
judgment. Because much J% medicine remains an art, a variety of acceptable
medical ways to treat patients and problems are diagnosed differently by
competent physicians. The result is widely varying Medicare expenditures
per beneficiary within and across geographic areas.

Any new physician payment system must address the “quantity” issue,
recognize the variation in physician practice patterns, and leverage the
increased supply of physicians. It also must be amenable to emerging majog
cost containment strategies. |

Figure 1 provides a framework for assessing alternative physician
reform strategies along two key dimensions: the unit of service and the

price setting mechanism., As one moves down the column under Unit of
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FIGURE 1

Unit Price Rates
of Setting Provider Competitive Set by
Service Mechanism Deteruined Bidding . Negotiated Payers
Procedure current system O X X
Procedure package X 0 ? X

~ gsurgical

- diagnostic

Admission or per case ? 0 0 X
_Eptsdde ? 0 0 e
Capitation X X X X

X = feasible change
0 = not feasible change

? = questionable change
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Service, increased "packaging” of physician services occurs, from the
current set of procedures to capitation. The higher the level of
“packaging” the better addressed is the quantity dimension. Across the top
of Figure 1 are the different ways physician prices could be established in
the market; the four approaches (provider determined, competitive bidding,
negotiation, and rate setting by payer) exhaust the alternatives. In a
market of increasing supply, rate setting could lead to higher tham
necessary physician payments.

In Figure 1 I have identified the current physician system (procedure,
provider determined) and the alternatives most feasible with an “x". As
shown in Figure 1, I believe all the reform in physician payment system
tates will be likely payer determined, i.e. regulated rates, except those
that emerge under capitation.

Capitation is also to be the preferred unit of payment for achieving
cost effective car&. Payers are adopting two basic strategies {n an efforc‘
to agsure an efficfent health care system. First, they are seeking to méke
beneficiaries and providers more cost-conscious by ingtituting
cost-gharing. For the beneficiary, this means copayments. For the
provider, prospective prices entail cost sharing, since with fixed prices
higher costs will yield lower net incomes.

The other cost containment efforts can be grouped under the heading of
managed care. Here, I am thinking of efforts such as prior authorization
for admission to a hospital, medical protocols, and programs that utilize
more efficient providers. Managed care efforts may, at times, complement
prospective fee-for-service pricing. For example, under the DRG payment

system, both hospitals and pavers want Lo encourage early discharge to home




165

care.  In other instances, thev may be in conflict, A short admission maw
he more attractive to a hospital provider than caring for the individual on
an outpat(eht basis, but more expensive to the payer. Also, if home care
agencies were paid a flat rate, would they be willing to take sicker
patients? If Medicare adopts prospective pricing for all major services,
it must recognize the need for greater patient management and control at
the interface of the different providers.

Capitation is the most attractive prospective unit of payment because
the incentive to manage care efficiently is incorporated into the payment.
The incentive under capitation is to provide all care efficiently, to
provide the care in the least costly setting, and to provide less, rather
" than more care,

Medicare has recognized the advantages of capitation and, recently

. encouraged Medicare beneficiaries to join HMOs, in turn, Medicare has
encouraged HMOs to serve the beneficiaries under the TEFRA legislation.
HMOs can be expected to reduce total hospital utililzagion of Medicare
beneficiaries. - Moreover, the geographic differences in hospital use rates
are likely to be much closer in HMOs than in the fee-for-service markets{
Early evidence of this appeared in the Medicare HMO at-risk demonstration.
Two of the participating plans were the Kafser Plan in Portland Oregon, and .
the Fallon Community Health Plan in Worcester, Massachusetts. Days of .
hospital care per 1000 in 1983 were 1800 and 2000 respectively, while the

community rates under fee~for-gervice were 2900 and 4400 respectively.

I belteve it is reasonable to enact a national capitation payment
system for physician services only since the number of Medicare
beneficiaries joining full-service HMOs is not likely to exceed a few

_milli{on in the next several years. These capitated programs, (full-service L
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and physician), could exist side-by-side ia the communitv. However,
national physician capitation systems would provide the fancentive to
control the rate of hospitalization throughout the country.

Physician capitation systems have three key advantages over
full-service capitation programs. First, a physician capitation program
requires a smaller enrollment to break even. This allows plans to prosper
in rural areas, small towns, and other less densely populated areas.
Secondly, Medicare would benefit financially from the reductions in
hospitalization. With traditional HMOs, most of the savings accrue to the
HMOs. Finally, physician capitation programs are less likely to lead to
undergervice, gince providers would not be at full risk for expensive care.

In summary, physician capitation programs could co-exist with .
traditional HMOs and do not need to replace them. As we take steps to
expand capitation, {t seems sensible to explore alternatives, particularly
ones that might result in a more preferred outcome in terms of the balance
between the cost and quality of health care.

Alternative Capitation Designs

In destgning physician capitation systems, it {s important to stress
what capitation is and is not. Let me begin with the definition of
capitation:

Capitation is a fixed per capita payment for a
defined set of benefits for a fixed period of time.

Using this definition, we can see that an entity receiving the payment
for physician services need not be a provider and need not be at total risk
or reward for the differences between payments and costs.

A capitation payment incorporates two features: prospectivity to lasure
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efficient produrtion and insurance or iveriging to cover the variation in
costs. Traditional HMOs have merged insurance and delivery. This,
however, need not hold for the future. Capitation pricing encourages the
entity receiving the payment to deliver care efficiently, and to manage,
plan, and budget the included services on a population basis. In addition
to delivering care, the capitated entity assumes the insurance functions.
Over the past few years, [nsurers have 'earned to manage care. Thus, we
now have capitated systems in which an insurer recef{ves the payment and
manages the care,

Because traditional capitation programs place the entity rec;lving the

- payment at full risk, the establishment of a right or fair price is crucial
to the success of a capitation program. Also, prospective prices in
general, whether fee-for-service or capitation, have a significant built-in -
incentive to underserve, since any reduction {n costs ylelds higher
profits. The current concern with early discharges under the DRG hospital
payment system illustrates this problem,

As we explore capitation options, we need to consider how they impact
on our ability to: 1) establfsh a “fair" per capita price and 2) minimize
the incentives to underserve.

A "fair" price for the capitated entity and the payer would be one that
protected both parties from adverse or favorable selection and from the
“luck of the draw”. These are serious problems under a capitation payment
system since the use of services among the elderly is highly skewed. For
Medicare, it has been shown that only 5 percent of the enrollees account
for over half the expenditures, and that the standard deviation of

expenditures 1s almost 3 times the mean.
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A parment systen based on voluntary earolinent st tey to iacorporate
these ldarge variations i1 expendftures to protect the payer and provider
from selection bias and the risk of enrolling a disproportionate number of
high-cost individuals. Also, a plan can protect itself from such risk
through higher numbers. The current AAPCC offers lictle protection., It
has been shown that the inclusion of health status as a va;iable in the
capitation or AAPCC payment formula would reduce the risk., Finally, some
sharing of the risk between the government and the plan could prevent
financial catascroﬁhe. If this risk-sharing takes the form of partial
capitation as would be the case with a physiclan capitation system, the
incentive to underserve would be reduced.

In addition to deciding with whom to share and how much rigk should be
shared, Medicare needs to determine what i{ts role will be in determlning .
eligibtlity, provider participation or exclusion, coverage and monttof(ng
for quality and access. Many of these policies are relinquished with
traditional HMOs. These plans can restrict the number of providers or
exclude particular providers, and they can establish criteria for receipt
of services as well as method of service delivery, Medicare need not
relinquish as much control over policies to capitated plang, but in
maintaining more controls, Medicare must be prepared to assume more of the
risk and cost.

The previous discussion defined the major issues that must be addressed
by payers in constructing a capitation program for physician services ér.
preferably, all Part B services. ‘Two payment alternatives emerge. {in the
first, the capitated payment could go to efther a provider or insurer for
their enrolled beneficiaries. A second option is to have the prograﬁ

ceceive a per capita payment for all residents in the geographic area that

-
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are not enrotled in 4 prepatd hwealth plan, Under the latter option,
individuals still receiving their care on a fee-for-service basis would
;ontlnue doing so, but the capitated entity would have an i{ncentive ‘to
administer the program effiziently and manage the care of the
beneficiaries. N

These two alternatives are possihle and perhaps more desirable than
existing capitation arrangements, but they are not prevalent. Thelr
limited presence can be attributed to the minimal experience of most large
payers with capitation, Also, {f HMOs achieve their savings and net
income from reduced hospitalization, it is unlikely that they would propose
physician capitation systems. Not surprisingly, therefore, the innovative
arrangements described below were inftiated by Medicaid programs.

The Physician Capitation Alternative

A. Voluntary Enrollment i{n The Health Plan/Physician CGroup Capitation

To a limited extent, we already have health plan capitation as a result
of TEFRA. As specified in the final regulations, HMOs and Competitive
Medical Plans (CMPs) can receive 95 percent of the AAPCC for Medicare
enrollees, subject to the provisions of the law and regulations. Although
many HMOs are responding favorably, moving to a national capitation program
via this route may be very slow since HMOs still have less than 8 percent
of the total U.S. market.

To more rapidly implement a plan based capitation system, Medicare

~couid lJevelop a capitation option for Part B services and include
B bonuses 'penalties for hospital utilization rates or expenditures that vary
f: from target levels. Since these capitated plans would entail less risk and
f-jsmaller capltal outlays, the number of participating plans could

significantly increase,
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The patticipariag plaas uould be paid 109 percent of :ﬁe AAPCC for Part
B services for each Medicare enrollee. This would be payment for ali Part
B services and for total management of cases, including hospital
admissions, treatment and discharges. The costs of physiclan services,
referrals and outpatient tests would be assumed by the plan. HCFA would
pay all Part A treatment costs for those plan members properly referred,
U;der such a system, beneficiary care would be managed, potentially
improving continuity of care, dollars would be saved without reducing the
quality of care or increasing beneficiary liability. The power of this
‘approach is derived from the physician's role as the gate-keeper to
specialists and hospital care.

1f the bonus/penalty system for hospitalization 1s dramatic enough and
the Part B AAPCC payment cuvers the provision of outpatient hospital
services, Medicare hospital expenditures should be reduced. Furthermore,
much of the hospital savings would accrue directly to HCFA. That {is,
unlike HMOs where the savings on hospital care accrue to the HMO,
capitation for Part B only would allow HCFA to retain most of the savings.

A potential shortcoming of the physician plan capitation alternative is
that {t establishes incentives to underprovide, such as for referrals to
other physlclana.' Also, for small group practices, the personal financial
consequences to the physician of underproviding are stronger and more
direct., Unlike HMOs and CMPs, most group practices do not have
organizational mechanisms in place to monitor a colleague's behavior.
Monitoring access and qualfty, therefore, will be a critical federal
respénsibllity, which could be an expensive undertaking.

Medicare could gain insight into this ontion by evaluating the success

or fajlure that states have had with such svstems, ften referred £ as
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primary care networks. The program in Wayne Countv, Michigan, termed the
Capitated Ambulatory Plan (CAP), closely resembles the Part B capitation
option described above.

1. Michigan's CAP Program

During the past dozen years, the Michigan Medicaid program has been
developing alternative delivery systems. Currently, over 40 percent of the
Medicaid eligibles in Wayne County, Michigan are enrolled {n alternatfves
to fee-for-service. In addition to the CAP program, individuals can opt
for a Primary Care Sponsor Program (physicians are paid a fee for managing
_ all the recipient's care) or an HMU. The CAP option is available to
practices that serve between 50 and 5,000 Medicaid clients.

The CAP receives a capitation payment for Medicaid services otheéAthah
{npatient hospital services. Hospitals are paid directly by the state at
the standard rates. The capltation payment was set, at least initially, at
100 percent of the community fee-for-service rate. Savings from reduced
hospital use are to be shared equally, but the CAP pian's share cannot
exceed 10 percent of the éotal capitation amount. The experience to date
with the CAP program ls too limited to provide a f@ll understanding of its
potential.

The small number of providers participating in the CAP program suggests
that those providers who are able to go at risk may prefer to establish an
HMO since they receive the net income from reduced hospitalization. While
we do not see payers establishing pysician capitation models, it i{s worth
noting that private {nsurance companies and HMO providers have established
networks of physician groups as the cornerstone (case managers) of their
capitated delivery systems. Often, these groups recelve a per capita

payment for physiclan services.
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CThe suecess of the group etwork MO mao el saggests that CAP~like
systems have promise and could develop alongside TEFRA authorized HMOs and
CMPs. But the likely preference for larger provider groups to assume V’f
full-risk as well as the time it will take to develop eligible plans, “
indfcates that this model cannot become the national physician payment
program In the near future. It could, however, become popular with
physicians over the next few years if fees are kept under tight cestraint,

B+ Carrier Groups Capitation: The Geographic Alternative

In contrast with the group practice/health plan alternative, capitaclqg
carriers for Part B services could be implemented nationally. Currently,
there are 41 private insurance carriers who use 225 geographic areas or

"localities for establishing physician payments. These localities (ot

states) could be used, and the current carriers given the first opportunity

to participate under a limited risk-sharing arrangement. A carrter~at-f!sk
system would provide a long-term strategy for containing Medicare's
fee-for-service costs and counld co-exist with local capitated plans,
whether they be for Part B or for all Medicare covered services.

While there are two long-running {ntermediary-at-risk Medicatd programs =

in existence, the Texas Purchased Health Program and the Redwood Health

Foundation in California, there are no programs limited to physician

services., Before describing the features of a carrier-at-risk system, it

2

is helpful to briefly review the experience of these two programs,

. Texas' Purchased Health Services Program

The Texas carrier capitation program has been in operation since the
tnception of the Texas Medicaid program in 1967. Currently, Texas'
Department of Human Services contracts with National Herftage Iasurance

Company (NHIC), a wholly-owned subsidiary of Electronic Data Services (EDS)
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to provide deute care services. A six year contract was awarded in March,
1983, with rate negotiations to occut annually. NHIC has been the Medicald
contractor since 1977, succeeding Blue Cross. NHIC receives a premium

payment per eligible person each month, based on two categories: AFDC and

Aged, Blind, and Disabled. The premium payment {ncludes two components:

0 pure premium, based on actuarial experience

o administrative charges, which are currently equal

to 5 percent of the pure premium.

The pure premium payment applies to all acute services, (laboratory,
radiology, physician, pediatric, optometric, ambulance and home health care
services)., Long-term care, prescription drugs, and a few other minor
services are not included.

The State agency retains policy responsibility for establishing
eligibility and payment to providers. NHIC must pay providers according to
Medlcare principles of reimbursement, a generous payment relative to many
other Medicaid programs. All physicians and hospitals that are certified
by Medicare may be Medicaid providers, as long as they agree to accept
assignment and comply with program requirements regarding medical necessity
reviews, retrospective auditing and recoupment.

In the 1983 contract, the State of Texas altered the risk~ sharing
arrangement. because the substantial profits made by NHIC under its 1977
contract were a source of contention. In the current contract, a "quota
7share" insurance arrangement exists within a risk corridor, There i{s a 9
» ;eréent risk corfidor surrounding the pure premfium, with NHIC at risk for
:iS percent and the state for 85 percent. Losses and gains are shared in
- these proportions, making the maximum profit or loss for NHIC 1.35 percent

. (9% of 15%). The state assumes all risk beyond the 9 percent corridor,

i
H
13
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Because the state assumes the bulk »f the risk, there is no longer a risk
premium paid to NHIC.

Even with the limited risk, NHIC has a strong {ncentive to contain per
capita expenses below the pure premium amount. A !.35 percent maximum
profit or loss amounts to about $7 million on a $500 million dollar Texas
program. Because the fee-for-service payment rates are set by state
policy, NHIC must concentrate Lts cost cutting activities on the volume of
services. While the medical necessity review techniques pursued by NHIC
may not be “sta:e of the art” or all encompassing, NHIC has been a pioneer
in these areas and has implemented its reviews aggressively. Through‘a
reasoned, consistent approach, there is evidence that the program altered
the practice behavior of physicians treating Medicaid beneficiaries.

Despite this level of monitoring, however, there has been a substantial
increase in total expenditures and a shift in the types of services
provided to recipients. The higher Medicald expenditures can be attributed
primarily to state policy decisions regarding payment methodologies and an
unwillingness to pursue delivery system reconfigurations., NHIC has
responsibility for efficient management, including appropriate use; and in
this area, it appears that NHIC has performed well.

2. Redwood Health Foundations

A second example of carrier capitation is Redwood Health Foundation
(RHF), a joint venture of the Foundations for Medical Care of Sonoma,
Mendocino, and Lake Counties in California. RHF has contracted with the
State Department of Health since 1973 to pay all health care claims for all
public assistance beneffciaries in the three counties. Thus; in contrast
to NHIC, this carrier is responsible for long-term care as well as acute
care, It i{s similar to NHIC in that the recipient's choice of providers is

not restricted.
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RHF's administrative fees and monthly capitation payments ire
determined i{n negotiatfons. The negotiated monthly premlum/per beneficiary
varies by category of aid (the medically indigent are not part of this
arrangement) and covers the entire Medicaid benefit package as well as
out-of-area use. Providers are paild on a fee~for-service basis in which
the amounts are authorized by the Medi-Cal program.

Since RHF is at risk for costs above the premium, the Plan, which has
no resources to speak of, has transferred the risk to those physicians,
pharmacists, podiatrists, psychologists and physiotherapists that agree to
'go “at-risk"” for the losses and gains.

RHF's has utilization and quality control mechanisms, much like IPAs,
‘for both institutiontl review and provider review (by review committees
. gpecific to that provider group). These provider or peer review groups
~ continually meet to establish norms., The utilization monitoring includes
individual claims review and provider profifling. Institutional review {s
done by the local PSRO, whose funds were supplemented by RHF after 1981 to
assure full concurrent review.

State and private studies have shown that Medi-Cal costs per enrollee
‘for Redwood Health Foundation are below the state average and the average
per enrollee in comparable counties. The lower costs have been attributed
‘to lower use of expensive services, i.e. hospital days, outpatient hospital
vigits, and emergency room visits. When compared to prepaid health plans
(PHPs) in the state, the costs of RHF are slightly higher, However, since
-~ RHF does not have marketing costs, and consequently its administrative
‘jéosts are lower than PHPs, a higher percentage of RHF payments go to health

care services.,
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The lower costs of the PHPs may result from how the state sets the
rates for PHPs and RHF. 1If the state wants to achieve even lower costs
with RHF, it has the opportunity to do so in their premium negotiations.
In ;iew of RHF's lower risk and administrative costs, RHF may be able to
reach the PHP cost level by intensif{ying its utilization réview, such as
preauthorization approval for hospital care, and by imposing sanctions on
physicians that are high util{zers. Left alone, RHF has little reason to
press for savings much below the negotiated capitation rate. .

C. Lessons from the Geographic Carrier-at-Risk Systems

The first and most important lesson that can be derived from these
experiences 1s that carrier-at-risk capitation models can operate over a
long-period of time in a stable and efficient manner, Secondly, while
administrative costs are higher in thi; model than when the carrier is
acting only as bill payer, the additional cost3 are more than offget by
expenditure reductions resulting from more efficient claims auditing and
utilization review, Finally, even limited risk, in terms of a percentage
of premiums, can motivate cost consciousness by carriers. However, much
needs to be learned about how the level of risk affects the behavior of
such orgenizations.

The two major problems with this model as it currently exists are: the
limited mechanisms available to the carrier to achieve cost reductions and
the negotiation of a "fair" premium. Both NHIC and RHF operate efficient
and effective utilization control programs. While additional utilization
controls and review techniques are possible, other policies that could
reduce expendlitures significantly, e.g. reimbursement and limits on

provider participation, are not available to them.
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?inally,rhaving one carrier scerve an entire area places the en?ity in a
? monopoly positi;n. Texas' attempt to secure the best price was to have a
},compecicive bid for the contract. However, in the last round, only NHIC ~
" applied. This may reflect the previous politics surrounding the awarding
Vof the contract, or the advantages of an existing contractor. In this

i regard, it is {mportant to note that there were six bidders for the
contract to become the Administrator of Arizona's AHCCCS system. The Texas
situation, then, may reflect circumstances peculiar to it and may not

-~ necessarily predict what would happen with a national competitive bidding
process. Moreover, chere~are only a few places in the country where
carriers can benefit frow developing the capability to go at risk for
Medicare or Medicaid utilization. If Medicare were to impiement a national
carrier-at~risk program, it is likely that many large insurers and other

entities would develop the capability to compete for the business.

A Cartier-At-Risk Physician Payment System

While there i3 no existing model for a geographic-based system in which

- a carrier {s at risk only for physician and other ambulatory services, the

: Texas and Redwood experiences suggest that such a system is possible.

Furthermore, it could be adapted to the existing Medicare program, making
it a national program. Figure 2 below describes one prototype system.
Medicare would benefit under a carrier-at-risk system by making Part B

‘ costs more predictable and controllable. This is especially important in
view of the intensifying pressures to deliver care outside the hospital.
"Because of the large enrollments, the risk premium would not be based on
the potential”adverse selection. Rather, it would provide the carrier

with an incentive to be aggressive in performing medical reviews. Because
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FIGURE 2

A Carrier-At-Risk Alternative

what Services are Included

Who Receives Payment

What 1s the Basis for Payment

How is Price Set With
Existing Carrier

Carrier's Policy Role

Federal Policy Role

Carrier Risk
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Carrier for all
Fee~for-Service
beneficiaries;

Capitated Enrollees
paid directly
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(Phase II)

Appropriate Utilization,
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on Part A



179

. the carrier-at-risk would not be a direct provider of care and would only

receive a proportion of the savings from reduced utilizatfon,
undertreatment should not be a major problem.

With risk corridors and limited risk-sharing arrangements within those
corridors, most carriers should be willing to participate. However, even
with a 2 percent maximum risk exposure, this adds up to an estimated two
hundred million dollars nationally. It seems reasonable to assume that
this level of risk could be supported by the existing 41 carriers.
Finally, over time, as more efficient and innovative carriers emerge,
competitive bidding could be introduced. This should bring about a
convergence in fee-for-service utilization rates around the country,

While claims and utilization review could yield substantial cost
savings, they fall short of achieving maximum cost saving in both the
ghort and long~run. The cartriers-at-risk could be charged with developing
innovative programs, such as ones which have efficient providers
delivering a higher proportion of care. Medicare would maintain veto
authority over such arrangements and beneficiaries would have to find the
arrangements attractive enough to voluntarily choose them. Also, Medicare
would continue to support the development of competitive, prepaid plans,
having direct responsibility for their approval and monitoring.
Conclusions

_The continued growth in the volume and intensity of phys@cian services
means that cost containment efforts must focus on the quantity as well as
the price of physician services. Capitating physicians groups or health
plans for physiclan services is an appealing alternative. While this
capitated plan could not be tmpleménted as a national program it may be a

preferred long-run alternative to a traditional HMO. Physician capitation
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programs could, over time, develop in more areas and do not enbudy as
strong an fncentive to undertreat.

A carrier-at-risk capitation system for physician services could be
implemented nationally. Such a system would complement Medicare's HMO
strategy, by providing an incentive to control utilization {a the
fee-for-service market. This system also would allow Medicare to
continue benefit from its ability to hold down per case hospital payments.
Finally, if incentives to reduce hospital use rates were effective,
Medicare would garner a larger portion of the savings from the reduced
rates.

Both of these physician capitation options will enhance the choices
available to Medicaid beneficiaries. By making the fee-for-service system
more price competitive with prepaid plans and by increasing the
availability of prepaid plans in small towns and rural areas, a national
capitation or voucher system becomes more feasible,

In addition to offering more chofces, physician capitation
alternatives may tuvrn out to be the most attractive capitation programs
for payers in the long-run. Because the cost savings of reduced
hospitalization accrue to the government, these programs could result in
lower government expenditures under Medicare. Moreover, because the
government shares t?e risk and rewards {n both the physician plans, there
ts less of an incentive for providers to uuderserve and for the government
to squeeze down on the rates. By not relinquishing its role as the
ultimate insurer, the government would maintain its control over major
Medicare policies. However, efficient care still would result since tbe
plan; have a strong {ncentive to manage care under a per capita payment

program.
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- Insert Pages 160 to 180 here

‘ ‘Senator DURENBERGER. All right, thank you all very much.

- Let me start with a general question that probably takes off
where Dr. Wallack left us, looking at the issue in terms of the pri-

. otities of policy movement on the part of the Federal Government.

It strikes me as I listen to the testimony today that the first
issue we may have to resolve is whether we can wait on capitation
or start moving toward some kind of a capitated system, and on a

" parallel track to professional, medical professional, reimbursement

reform. Is that possible? And, if so, how do we lay each .of those
. tracks? Or is it a matter of saying, “Don’t even bother having the
Federal Government try to get into the reimbursement reform
business; leave that to the health plan marketplace. There are all
kinds of experts out there that know better than we how to buy
services from providers. And when you are buying a service in
Rugby, ND, or in Boston, MA, you buy differently. And even the
kinds of grofessionals, even though they may have a certain sub-
sﬁecialty ehind their names, they practice somewhat differently in
the Rugby area from the way they might practice in Boston; so
why try to go through either the elaborate resource-based approach
to all of these specialties or the consensus-based approach to it.
Whg don’t we just let the health plan folks out-there that are going
to buy these services in the long run—why don’t we let them
design the payment mechanisms?”

One answer may be, “Gee, we've gone to all of this effort, fi-
nanced by HCFA and all this sort of thing, to develop all these
wonderful opinions. We ought to use those opinions in some way.”

So, maybe what I need first from each of you is your recommen-
dation as to whether or not we ought to wait, in effect, put our con-
centration on buying services from capitated plans of one kind or
another, and then we will just get into the debate here with Dr.
Wallack on geographic entities and how you define a group buyer.
It doesn’t have to be an HMO, it doesn’t have to be a PPO; it could
be the Mayo Clinic—you know, whatever it is. Then we will just
spend our time trying to define the buyer that qualifies for our
system,

Can I get just a brief reaction, starting with Janet, as to where
you think we ought to be starting in this process?

Dr. MircheLL. Well, my personal preference, as I put in my writ-
ten testimony, is for capitation. And I think that is a preference
probably shared by many. My concern is that we are not ready yet
undgr Medicare to go there, and what should we do in the short
run?
~~ This morning Dr. Desmarais pointed out that, since inpatient

gervices only account for 60 gercent of Medicare part B,,whﬁ
bother with an approach like physician DRG’s that just deals wit
the inpatient side? I personally think that 60 lgercent is a very big
number and not one that should be ignored. Plus, you could com-
bine a packaging approach like physician DRG’s with one of the
relative-value scales that Drs. Stason and Egdahl have discussed, to
deal with the ambulatory side, until we are ready to move as a pro-
gram to capitation.

- Senator DURENBERGER. All right.
Dick.
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Dr. EapaHL. There is considerable uncertainty about the time-
frame for capitation. As I said, I think it may be slower than we -
think. The primary care gatekeeper concept that Stan Wallack
mentioned is potentially a good one, but we need to get experience
first. Because the elderly population is the one most subject to
under care, especially if the primary care gatekeeper is too parsi-
monious in his use of specialists and hospitalization. And I think -
we need to get instruments to evaluate that before we are safe in:
moving completely to capitation methods.

Meanwhile, if it does take considerable time, the obvious geo-
graphic disgarities and some of the excessive fees simply are going
to have to be dealt with. That is why we are encouraged by what
Caterpillar Tractor Co. is doing. They seem to have done this with-
out all of the tedious processes that we were going through with
our consensus method.

Senator DURENBERGER. All right. Bill.

Dr, Stason. I too believe that capitation is one model that we
should activel encouraie for the Medicare recipients, even in the
short run. It should be the only model that we are aiming for, how-
ever. :

We should also retain the fee-for-service. I believe that we could
in the short run, if necessary, develop a way of modifying the cur-
rent distorted incentives within the fee-for-service market. -

Moreover, I think that the option of a regional caﬁ on physician
expenditure—which is not that different from what Stan sug-
gests—is something that we ought to consider very seriously.

Senator DURENBERGER. Stan.

Dr. WaLrAck. I was suggesting that you could begin a national
capitation program tomorrow, if you wanted to use existing carri-
ers, and give them an incentive to run an efficient system, and at
the same time, maintain the fee-for-service system. I couldn’t agree
more with Bill that you want to have more than capitation as an
option. But, you are only going to have a fee-for-service option in
the long run if the system is managed. Since insurance companies
have learned how to manage the system, I believe we can have
competition between fee-for-service and capitated plans.

We developed the idea of an HMO when we didn’t know how to
manage care; we had to put the delivery system and the insurance
gystem together. We now have insurance companies all over the
country that are learning how to manage utilization.

What I am suggesting is, that we have to think broadly about
capitation. Under capitation, some entity is taking the financial
risk on a per-capita basis. Don’t get stuck in the idea of a tradition- -
al HMO; but think of capitation from your point, that is, as a
payer, what would you like the system to look like. You could have
insurors or another entity, manage the system and create the sav-
ings.

n the long run, you have got to have a fee-for-service system
c(lxmpeting with a series of HMO’s, CMP’s, and hopefully, physician
plans.

I personally believe that this geographic model—can eventually,
through utilization controls and management, effectively reduce
costs so as to be competitive with HMO’s. If so, this would result in
a real choice in the long run for Medicare beneficiaries.
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So, I believe if we think broadly about the concept of capitation,

" .+ we can start to think about covering the country a lot faster.

I do think the model of a physician group is an exciting option
- for rural areas. I think the only way physicians can prosper in
rural areas is by letting them receive capitation rates. Otherwise,
they have to inappropriately hospitalize their patients. If we can
develop flexible models, ones that can prosper in rural areas, we

«~ can expand the concept.

. However, one of the problems with physician capitation, is that

most plans probably will not prefer it because they make their
money from reductions in hospital days. But you are not making
any money, in fact, c‘you are probably losing money under the
TEFRA Program. And I think you are going to have to face this
from a policy control perspective. :

This is a key time for you to make decisions. . We don’t have to
encourage groups to become HMO’s anymore; the interest is there.
And, they all want to do it their way. I think it is very important.
now that we set the HMO policy, from the payers’ perspective.
What is the best model? How do we want to set the risk-sharing?

I think capitation happens very fast, because we no longer have
the sug;ill constraints. In Minnesota, where there is one of our
- social O projects, and in other localities such as the one men-
. tioned in Florida, beneficiaries face no co-pays. That is happening
becatlxse HMO’s can be efficient, they also are getting healthier
people.

So, the competition is possible. I think we have to direct it in
order to get what we want, and not let ourselves just be driven by
the provider system.

Senator DURENBERGER. John.

Senator HeiNz. Mr. Chairman, thank you very much. First let
me commend you on holding this hearing. This is an area that I
know you and many of us have substantial interest in, trying to
sort out the options to see if there is indeed a better way to reim-
burse physicians for both the Government and the beneficiary than
the present cost-based system.

I am sorry I missed Dr. Desmarais’ and Vita Ostrander’s testimo-
ny; I was down at the White House for a meeting involving a sub-
_ ject near and dear to your heart, Mr. Chairman, the steel industry
and the implementation of the program to followthrough on the
President’s commitment on voluntary steel import restraint. The
program is alive. It is apparently in intensive care. [Laughter.]

And we look for its recovery. '

I do have some questions, both for Dr. Desmarais and Vita Os-

o trander, who I see are still out in the audience. I ask unanimous

consent to submit these questions for the record for their re-
sponses.

Senator DURENBERGER. They will be made part of the record, and
I agsume they will respond.

Senator Heinz. I thank you. -

It is also good to see Janet Mitchell here, who testified before the
Special Committee on Aging about a year or so ago. s

Dr, Mitchell, you will recall that hearing; it was on Medicare
physician payment options.
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To the best of my recollection, you, at that hearing. testified in
favor of a program to be tested implementing a DRG Program for
physicians. Is my recollection right” If it & right. judging from
what I gather you said. have you changed vour mund in terms of
going ahead with a demonstration program of some [ vears. ar you
suggested?

r. MiTtcHELL. No, Senator, 1 haven't, and vou certainiv do have
a remarkable memory.

Senator HEINZ. | have a good staff. too.

Dr. MircHeLL. Yes, | did recommend that a demonstration be
conducted. I would still recommend such a demonstration be con-
ducted. There are, however, a couple of problems with conducting a
demonstration. The first is that physician participation in the dem-
onstration would have to be mandatory at the market-area level,
and it is my understanding that HCFA does not feel it can do this
without a clear directive from Congress, from you. So, that is a
major problem, and I think a voluntary demonstration is worthless.

he second problem that we talked about last time is that a dem-
onstration would take up to 5 years before we got definitive results
on the impact of physician DRG's on utilization, quality, access, et
cetera.

I think at this point in time I would prefer to see that we do
something—whether it is physician DRG's or fee schedules—rather
than continue with the fee freeze for anotker 5 years.

Senator HeiNz. 1 don’t know that anyone has proposed a 5-year
fee freeze, but Senator Durenberger reminds me that Gramm-
Rudman might prodyge such a result.

So, maybe I should rethink my assumptions.

I was reading the Washington Post this morning, though. and T~

wasn'’t sure that it was going to prevail.

On the merits of DRG's for physicians, how can we be assured
that physician DRG's aren’t going to creat incentives to underserve
patients? What I get worried about—you have got a hospital DRG
and a physician*DRG. We are learning some very disconcerting
- things about hospital DRG’s, where there is clearly an incentive to
underserve, particularly the older, least healthy Medicare benefici-
aries. What happens if we get a physician DRG/hospital DRG
alignment where the two of them end up together in falling victim
to incentives to skimp on medical care, in effect removing what we
now Helieve to be, or what we hope to be, a very important quality-
assurance mechanism, namely the doctor and his or her oath to

render professional medical care? ‘ _—
Dr. MitcHeLL. Well, I agree that the skimping incentives inher- -

ent in the Prospective Payment System are a very real concern;
but I find it disconcerting that we would expect to offset those

skimping incentives by allowing physicians tg bil fee-for-service. I -

don't think that the way to ensure quality of caf¢ in the hospital
setting is to have physicians act as a watchdog on the hospital.
In other industries, generally, the people involved in producing

the product—in this case, the hospital admissions—work together .

under shared incentives. .

I think we also need to keep in mind that, with declining admis- _ ‘

sions and with increased physician supply, both hospitals an; .

sicians will have to compete for patients. And since they can’t b ) ;.ﬂ .

o
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that based on price with a fixed DRG rate, they would have to do - A

" so-on quality. But I agree, that is not a complete answer.
~~ Senator HEINZ. In my State of Pennsylvania, the biggest prob-
lems we have with the DRG hospital payment system is where
there is the least competition; it is in the more rural, less metropol-
itan areas. And there is a lot of America that is so served, where

- competition as we would define it really is not practical; it doesn’t

exist.

Let me ask Dr. Wallack a question. One of the problems that you
mentioned with the current AAPC payment for HMO risk con-
tracts is that it doesn’t take into account the health status of the
' enrtollges. What can be done to include a valid measure of health
status?

Dr. WaLLack. I think a number of things can be done. At the
Health Policy Center, which is one of the major HCFA policy cen- -
ters, we are working on issues of how to revise the AAPCC. There
_are alternatives for incorporating health status. First, we can try
prior utilization. -

I think, you want to identify not just utilizers, but the chronical-
ly ill people. Those are the people who are likely to cost more
money over time, since chronic illnesses persist in the future. You
can identify those people through their prior utilization using the
diagnosis. That is one alternative. Another alternative is disability
or level of functioning. We have worked with this measure and
have made some suggestions to HCFA. I hope there will be some
changes in the AAPCC, because without health status adjustment
HCFA will be over paying. It is an important adjustment, however,
I doubt we will ever be able to have a perfect health status adjust-
ment. And that is why, to some extent, we must explore partial
cagitation. In summary, I think we can make real improvements,

enator HEinz. Dr. Stason, you talked about a relative value
scale that could be used with a capitation system for Medicare.
Could you elaborate on that?

Dr. StasoN. Yes. As you know, one of the chief arguments
against continuation of the fee-for-service system is that it offers no
inherent constraint on utilization. If one is going to control costs as
a major objective, control of utilization is probably even more im-
portant than the control of the fee for any given service.

It seems to me that a regional cap would be a way of spreading
the risk, over high-risk and lower-risk elderly people, and hence be
a much more equitable way of assuring predictable costs than a
capitation fee based upon individual assessments.

nator HEINZ. Could you elaborate on the way the resource-base

= _ affects the relative-value scale?

“"Dr. STAsON. Our work with a resource-based relative-value scale
has shown that significant disparity exists between relative values
‘ calcula::g;,onl the basis of current charges and those calculated

from r rce inputs—in the direction of favoring suxfical and di-
agnostic procedures over cognitive and preventive medical services
by a factor of three or more. .

By implementing a resource-based relative-value scale as the
basis for physician reimbursement, we would balance or at least,
take a major step toward balancing incentives for the use of medi-
cal procedures and medical technologies and primary care and pre-
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ventive services. Control of the current excessive use of medical = =

technologies would be one objective.

Senator HEINZ. One last question, and this one is for Dr. Egdahl.

Dr. Egdahl, I gather you testified about the drawbacks of several
different payment systems, including a fee schedule developed from
a consensus process. Would you reiterate for me the characteristics
of a desired system from your perspective, one that you would like?

Dr. EcpaHL. Well, we were attempting and were on our way to
developing such a system, which was to take the current disparities
and come up with a schedule that a group of surgeons and inter-
nists would say is fair, that doesn’t deny access to anybody, that
eliminates some of the excessive fees, and eliminates the geograph-
ic disparities that do result in problems.

We started along the line, but clearly this seemed to be some-
- thing that would take several years. What we came across with
Caterpillar Tractor Co., to my knowledge, is unique. There is an in-
dividual who for several years has been doing informally with
panels of doctors, what we were doing formally, and has come up
with a set of fees that has accomplished both the geographic as

well as the excessive fee changes I talked about, and ensured—be-

cause that was his principal function—access for all of the employ-
ees of the company and their retirees to high quality specialists
and generalists, while preserving good relationships with the physi-
cians in the areas that he worked.

Senator HeINz. I have two other questions for you, but in the in-
terest of time I am going to ask unanimous consent that the chair-
man submit them to you for answers in writing, if we may, Mr.
Chairman. I know you have a lot of witnesses. This is, however, an
absolutely vital as well as fascinating subject. And as with most
medical issues, the deeper you get, the deeper the hole. You
wonder where the discussion will end. But it is a very goed panel
you 1have brought to us, and I know you have two other good
panels.

Senator DURENBERGER. Thank you very much, not only for those
comments but for being here to share those insightful questions.

We have a set of detailed questions some of which are from John
and some of which are from Bob Dole, some from me and some
from Max, and I think Bill Bradley wanted to ask some questions,
too, and there may be others, to try to compare the approach of
each of you experts and to make the record complete on transition,
We will ask you those questions to get some precise answers that -
we cadn compare, and we will ask you all of those questions for the
record.

But I have one question that I sort of started to ask when Vita
was up here, and that deals with, again, the cart and the horse
kind of thing. : ‘ ‘

As we approach the issue of physician reimbursement, should we
also not be thinking about laying another track in terms of benefit
restructuring or restructuring the overall approach to the package .
of services that we are encouraging the elderly, the disabled, the
chronically ill, whoever, to buy as part of Medicare coverage? Or is
that an issue that we can just put to the side—don’t even worry
about it. If you want to do some benefit restructuring of one kind
or another, do it or don’t do it. Does this really have nothing to do
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-~ with the issue of thsician or other professional medical reim-

' bursement? I would like each of your views, if you can, on the pos-
sible relationship between those two.

Janet.

Dr. MiTcHELL. Senator, could you clarigy the kind of benefit re-

? Because obviously the

- kind of restructuring would influence its implications for physician
reimbursement.

Senator DURENBERGER. Well, I was going to leave that to your

' imagination. I mean, I could start with something, you know, as

drastic as I suggested to Vita in my question of her—combining
part A and part B, just pulling it all together. Or, if you had a cat-
astrophic in place.

A lot of these questions deal with the fact that we keep leaving
out of this equation here the consumer and the way that consum-
ers make decisions. We are sitting here talking as though we are
setting up x-dollars for this service and x-dollars for that service,
and that is all there is to it. The reality is that there are a whole
set of consumers out there that, when they look at this system,
they are the ones that interface with the doctors, and they are the
ones that interface with the system in one way or another. And so,
what they are willing to buy and how they are willing to make
that buy, does have something to.do with the way we as the payor
decide to .ir cture our payment schedule, or it may. When we are
dealing here with the buimg of a doctor or the paying of a doctor,
if there isn’t anything like that, putting in preventive benefits or
putting in catastroghic and making us paly for catastrophic out of
- copays, what should we do? That is when I am talking “restructur-

ing.”” Those are fjust some of those kinds of things you can talk
about in terms of restructuring the benefits.

Dr. MitcHELL. All right. I would like to focus in particular on
your suggestion of combining part A and part B, because I think
that that distinction is an arbitrary one and it has grown more ar-
bitrary over time, especially under Prospective Payment when phy-
sicians’ services formerly billed through the hospital have not been

.- forced outside the hospital.

From an efficiency standpoint, it makes far more sense to com-
bine parts A and B, (which would happen under most capitation ar-
rangements) and allow some gatekeeper to decide on the proper

" mix of hospital and physician services.

~~ But I would like to point out one physician reimbursement
. reform that would fit in with a redefinition of part A and B, and
. that is those physician services provided in the hospital setting

. over which the beneficiary has no control—and those are patholo-
* gists, radiologists, and anesthesiologists. These are physicians that

are called in at the request of the attending physician to provide
services to the patient, but which the patient must then pay for
" under standard part B arrangements.

Anesthesiologists, for example, are clearly necessary for the per-
formance of most operations. I am sure all Medicare patients would
want to have an anesthesiologist, but they aren’t given the choice
of which anesthesiologist they would like.

Senator DURENBERGER. Could I stop you right there, Janet? I
think I am getting an answer to my question with regard to that,
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but at that point I need to ask you another question, and maybe -
the other three can respond to that one as we get to them: Why
don’t we just expand the hospital DRG to include all of those
people that we talked about?

Dr. MiTcHELL. That is exactly what I would recommend, Senator.

Senator DURENBERGER. All right. Great. And then we will deal
with all these other things on the other kinds of physician services.

Dr. MITCHELL. Yes.

Senator DURENBERGER. Would you say, pay the hospital? I mean,
just incorporate it into the hospital DRG, and give the check to the
hospital?

Dr. MircHeLL. For those particular specialties?

Senator DURENBERGER. Yes.

Dr. MrtcHeLL. Absolutely. And I would just like to point out that
anesthesiologists, for example, have one of the lowest assignment
rates and the lowest Medicare physician participation rates, as well
as the highest income. So, bundling that particular specialty in
with the DRG rate would have obvious implications for reduced
beneficiary liability.

Senator DURENBERGER. Then, if we let Barney and all the other
people who do our buying for us out there get at those anesthesiol-
ogy rates and all that sort of thing through a DRG, we might get
some efficiency into the system.

Dr. MitcHELL. And definite savings for beneficiaries.

Senator DURENBERGER. I don’t know what the order here is, but,
Dick, are you next in the way we do this?

Dr. EcpanL. Yes. Just commenting on Jan’s suggestion, I am not
sure there is a continuum from anesthesiologists and pathologists,
(many with outside offices) to other kinds of private practices.
Unless there is an organized group practice that can negotiate as a
corporate unit with the hospital to divide physician fee moneys, I
see many problems and strife with a capitation system.

As far as benefit restructing is concerned, I think the biggest
problem for the future is the continuum—from acute care to long-
term care to home care—that the current design does not deal with
as a whole.

Industry is also now concerned about costs, as is Government. -
Previously, industry has been cost shifted to by everybody. This git-
uation is becoming intolerable to them, an unless Government
and industry work together, progressively greater numbers of both
elderly as well as poor people who aren’t elderly will slip between
the cracks. o

So I think one has got to view home care, long-term care, and
acute care as a continuum, especially with the elderly. We can no
longer look only at acute hospital care, because so many of these
problems are chronic, and you sometimes convert a situation into
acute care that doesn’t have to be because there is no coverage for
home care.

Senator DURENBERGER. Before you leave, do you want to intro-
duce the mayor of Morton, IL?

Dr. EepaHL. Dr. Hertenstein? Right here.

Senator DURENBERGER. Great.

Bill, I guess you are next here.
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~Dr. Stason. I would agree wholeheartedly with Janet, that there
would be real advantages to folding reimbursement for pathologists
and anesthesiologists into part A. Radiologists, some of whom who
are hospital based and others office based, would be more problem-
atic. You might have to have a double standard for radiologists, de-
pending upon their primary practice location.

The changes in the medicare benefit package that I am most con-
cerned about relate to the long-term care spectrum. Most impor-
tant, we need to develop options, and create incentives, for use of
the more cost-effective long-term care alternatives. Home care sup-
port, foster homes, and respite care are among these.

- Catastrophic insurance should certainly be an element in any
reform of the Medicare package.

And, finally, as I said before, I am very much in favor of empha-
sizing benefits that will move care to the outpatient setting and
favor the judicious use of primary care and preventive medical
services.

Senator DURENBERGER. You still haven’t answered the question,
which is: Are there any restructuring issues that it would be help-
ful to decide before we put packages out there to reimburse physi-
cians—either capitated packages or something else? And I guess I
am getting the impression that, so far at least, that, no, we can go
ahead with this changing the payment system, and you can re-
structure your benefit package, and there are some good restruc-
turings out there.

I come to this principally by watching the outpatient surgery
thing. Everybody says, “Let’s get it done in the most efficient
place.” So, there are 150 already on line, and there might be an-
other 1,000 behind them, and we are sitting here talking about
changing the facilities payment and then maybe we will get to
changing the doctor payments, and all that sort of thing. And the
poor folks out there don’t really know what it is they are buying.

But that just suggests to me that there is an element in here. I
mean, a lot of these entrepreneurs, if you will, in the facilities-
based delivery systems are doctors, and they are people who used
to work in little boxes inside a big box called a hospital, and they
found out that the hospital was ripping them off to subsidize some-
body else, in fact, so they went outside to compete. And they are
making a lot of money. Or, we catch them making money, and we
{ﬁchet them way down, and we take all the incentives away from

em.

So, I ask this question because it seems to me that when we talk
about physicians, we are dealing with the key element in this
whole delivery system. These are the people that know best how to
deliver care. And whether they deliver it in a hospital or in an out-
Eatient setting or at home, or wherever, these are the folks that

now what they are doing, and maybe we are getting in the way of
their doing it more efficiently by this limited package of benefits
that we are offering to people and we ought to restructure that
before we move in the direction. I don’t know this to be the case,
bué that is the question I am asking.
tan, )

Dr. WaLLAck. I think we have all answered the question by look-

ing at cutting costs in different ways. I think there are three ele-

58-202 0 - 86 ~ 7
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- ments that have been addressed; one is the administrative side.
~ Clearly, with the DRG system and paying flat national rates, it
makes sense to put the carrier and intermediary concepts together.
The f;_iro‘gram will run more efficiently, and the beneficiary would
benefit from one administrator. ‘

You then have the issue of pricing, and today I have said I think
a capitation payment around physician services is peferable, be-
cause they are the gatekeeper. ,

The third issue is benefits. Clearly benefits cost money. I would
support catastrophic benefits expansion. I think the notion of the
break between chronic and acute care is one that can be dealt
with. I don’t think you have to go all the way to unlimited long-
term care. A very small percentage—approximately 10 percent of
the elderly consume 90 percent of the long-term care.

Senator DURENBERGER. And we are shoving them into the State
Medicaid systems, thm‘xgh.

Dr. WaLLACK. Yes. We can talk about innovative, public or pri-
vate solutions for that; but there are chronic care needs as opposed
to long-term care. Medicare should be a program for the older
people; it should have a set of chronic-care benefits that make
more sense for this age group.

"~ Senator DUKRENBERGER. Right.

Dr. WaALLAck. So, I greatly support that. Now, whether you can
do that, I don’t know; it costs money, as I said, but it makes a lot
more sense.

But, as you know, we are getting these kinds of innovations
within HMO's. They are attracting people not only through lower
grice, but also through more benefits, particularly options like

rugs.

Coming back to the geographic model, I would view a model like
that as potentially expanding benefits as well. It seems to me,
under this idea of a geographic cap or regional cap, you have the
traditional Medicare Program, but then you also say it isn’t a very
good program, because it has some problems. Why don’t we have
options that make it attractive for people to use certain physicians,
such as the PPO concept? Why don’t we have other incentives that
make it attractive for people to move into a case management
system and have some benefit increases if they move into one, such
as drugs, and home health care?

So, I see the potential, with an intermediate-at-risk, or carrier-at-
risk system, of exganding the benefits. I think it would be cost-ef-
fective, because there are a lot of savings possible. Finally, you
would be making Medicare a better program while still maintain-
ing the fee-for-service system and freedom of choice.

enator DURENBERGER. Well, I am glad we touched on this issue,
because, again, everybody in this room is trying to think positively
about how to do this better for the benefit of the elderly and the
disabled, and I think it is good to keep it in the larger context.
- As ] indicated earlier, there are a series of questions that we are
‘ goinﬁ to ask you all to respond to, and I hope you will do it fairly
quickly, because I am going to e:;plain to the staff that I would
hope we could get out some kind of a print on this hearing as soon -

as possible, just to stimulate more discussion and more input across
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“the country into this issue, so that, hopefully, it might be some-
" thing we can deal with substantively in the coming year.

So, you have our gratitude for the work you have put in so far
- and our anticipation of our being grateful for your future work.

Thank you veri' much.

Our next panel, our last panel, consists of Dr. Jim Davis, speaker
of the American Medical Association House of Delegates from
Durham NC; Dr. David Utz, FACS, professor of urology, Mayo
Clinic and Mayo Medical School at Rochester, MN, on behalf of the
American College of Surgeons; Dr. Tom Connally, the chairman of
the Governmental Affairs Activities for the American Societ% of In-
ternal Medicine; Dr. Edith Irby Jones, the president of the Nation-
al Medical Association of Houston, TX

I read off four names and eight people appeared—no, seven. We
welcome you all. Joe, good to see you back again.

You now know the procedure, and you know some of the trends
that we are looking for. Your full statements, which are all excel-
lent statements—I looked at them last night--will be made part of
the record, and you may proceed now to summarize those state-
gaents. We will begin in the order of introduction with Dr. Davis

rst.

STATEMENT OF JAMES E. DAVIS, M.D., SPEAKER OF THE HOUSE
OF DELEGATES, AMERICAN MEDICAL ASSOCIATION, DURHAM,
NC, ACCOMPANIED BY: HARRY PETERSON, DIRECTOR OF THE
AMA DIVISION OF LEGISLATIVE ACTIVITIES

Dr. Davis. Thank you, Mr. Chairman.

My name is James E. Davis, M.D. I am a physician in the prac-
tice of general surgery in Durham, NC. I also serve as speaker of
the house of delegates of the American Medical Association. Ac-
companying me today is Harry Peterson, director of the AMA's di-
vision of legislative activities.

Mr. Chairman, physicians in this country have continued to pro-
vide high quality services to Medicare beneficiaries and the rest of
the population, even in the face of the current Medicare fee and
reimbursement freeze, and rapidly rising expenses in professional
liability insurance and other practice costs.

The AMA continues to urge physicians to consider each patient’s
financial needs when setting charges and to accept Medicare as-
signment, reduced fees, or charge no fee at all in financial hardship
cases. This has been beneficial to Medicare beneficiaries, and the

- - assignment rate, as you have heard, has continued to climb. By last

simmer, it was over 69 percent of all Medicare claims accepted
_ under assignment, although only 30 percent and perhaps now 28
- percent of Rhysiciana elect the participating status,

" "The AMA does not believe that further drastic cuts in physician
reimbursement under Medicare are appropriate, especially in light
of the long history of cutbacks in this aspect of Medicare and the
potential negative impacts that further cuts may have,

" The AMA is gravely concerned over recent actions modifying
physician reimbursement under Medicare, and is especially con-

- cerned over the potential future directions being considered and-
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the implications for Medicare heneficiaries and the physicians who
provide their care,

The American Medical Association believes that a freeze for an
additional year will aggravate the disparity between income and
expenses for physicians and lengthen the already substantial time-
lag in reflecting changes in reimbursement.

A continuation of the fee freeze and reimbursement limitations
will be particularly onerous and will work particularly severe hard-
ships on physicians and their patients in gituations where the phy-
sicians’ fees have been frozen at a relatively low-charge rate, and
where physicians did not increase their fees during the AMA's vol-
untary fee freeze period.

Failing to allow increases in physician reimbursement, as cur-
rently provided in the law, also will be contrary to a congressional
commitment. Mr. Chairman, continued freezes should be rejected.

The AMA sup;l:orts research and demonstration projects to exam-
ine various methodologies for thsician reimbursement. Without
adequate study, stopgap quick fixes to perceived problems in cur-
rent methodology will be detrimental to the goals of providing
health care services of high quality and continued improvement in
overall health status for elderly and disabled patients.

One methodology of physician reimbursement being studied is to
base payment on a fixed cost, based on diagnosis. Even if such a

lan were administratively feasible, we have grave questions over
ow it would affect the quality of care.

Perhaps a most serious drawback to a DRG-based payment
system for physicians is that it could break down the essential role
of the physician as a health care advocate for the patient. We
never want to see the day when the best physician would be viewed
as one who was the most cost effective, as opposed to the one who
provided the best individualized care.

We strongly object to a DRG system for physician reimburse-
ment, especially in the absence of demonstrations proving that the
above concerns are unfounded. '

The AMA is workinF with Harvard University on the develop-
ment of a relative value study, RVS, to establish resource cost-
based relative values for physicians’ services, of which you have al-
ready heard. This study has been approved by HCFA, but final con-
tracting has not been forthcoming. We urge HCFA to initiate this
important research program and hope that Congress will await the
results of this activity prior to the imposition of substantial modifi-
cations in physician reimbursement under Medicare.

An RVS of this type could ameliorate many of the uncertainties
in current Medicare reimbursement, and it could allow for greater
competition by offering patients a greater understanding of the
charges for each service.

The AMA believes that there ig. merit to the voucher concepts.
However, while a capitated approach offers many benefits in
theory, we believe that any program change of such magnitude
should be studied through demonstrations in a number of areas.

In conclusion, Mr. Chairman, Congress made a major commit- -
‘ment that the health care needs of the elderly will be met. We are
concerned that continued cuts in Medicare will deny the fulfill-
ment of this promise. , )
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Medicare services are relied upon by over 30 million people, and
proposals under consideration by this committee will set program
- direction for years to come. Actions taken to modify the reimburse-
ment system for the many physicians who provide care to these
beneficiaries will have wide-ranging repercussions, and they should
only be made on the basis of careful thought and complete analy-
8is,

Mr. Chairman, we appreciate very much the opportunity of testi-
fying today. The American Medical Association would be ver
pleased to ge a continuing part of the process of determining whic
is the best and most equitable method of reimbursing physicians.

Thank you, sir.

Senator DURENBERGER. Thank you very much, Dr, Davis. -

Dave Utz

[Dr. Davis's written testimony follows:)
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STATEMENT
of the
AMERICAN MEDICAL ASSOCIATION
to the
Subcommittee on Health

Committee on Finaunce
United States Senate

Re: Physician Reimbursement under Medicare

Presented by: James E., Davis, M.D.

December 6, 1985

Mr, Chairuan, and Members of the Committee:

My name is James E, Davis, M,D, I am a physician in the practice of
general surgery in Durham, North Carolina. I am also the Speaker of the
House of Delegates of the American Medical Association. Accompanying me
is Harry N, Peterson, Director of AMA's Division of Legislative
Activities.

The American quical Asgociation is plessed to have this opportunity
to appear before this Committee to address physician reimbursement under
the Medicare program. We are gravely concevned over recent actions
modifying physician reimburgement under Medicare, and we are even more
concarned over the potential future directions being considered and the

implications for physicians and their petients.
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Mr. Chaifﬁhn, at the outset let me assure you that physicians have
continued to provide high quality services to Medicare beneficiaries and
the rest o;'che population =~ even in the face of the fee and reimburse-
ment freeze and rapidly rising expenses in professional liability
insurance and other practice costs. -

Moreover, the AMA remains gtrongly committed to real reductions in
héalth care expenditures. In'recponse to an AMA call to all physicians
in February 1984, physicians voluntarily agreed to freeze their charges
to all patients, not just Medicare beneficiaries, for a one-year period,
Compliance with this freeze was substantial, with 63% of all physicians
not raising their fees for the entire year that the fee freeze request
was in effect, The resulting savings from this voluntary activity was an
estimated $3.1 billion dollars that otherwise would have been spent for
physicians' services, The voluntary freeze was a significant factor in
the recent slow~down in the rate of increase in the cost of physicians'
services and in the over-all decrease in the nation's spending rate for
health care services.

Even though the one~year voluntary fee freeze period has expired, the
AMA continues to urge physicians to consider each patient's financial
needs wheu setting charges and to accept Medicare assignment, reduce
fees, or charge no fee at all in financial hardship cases. This has been
beneficial to Medicare beneficiaries and the assignment rate has
continued to climb: over 69 of all Medicare claime now are accepted
under assignment, although only 30% of physicians elected the "parti-

cipating" status where they ara obligated by law to submit all claims on

an assigned basis,
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Physicians have kept faith with the Medicare program and their
Medicare patients, This has occurred oven while the level of physician
reimbursement under Medicare has not kept pace with the rest of the
economy and reimbursement under other programs. Thias is borne out by the
fact that Medicare recognized less than 20X of claims submitted in 1984
as being at or below the "prevailing” charge screens, Nevertheless, the
percentage of physicians treating Medicare patients also has remained
relatively constant, with 85% of physicians treating Medicare patients in
1984,

Mr, Chairman, physicians today are facing a crisis of nightmare
proportions caused by increases in professional liability litigation that
ia turn have caused a lack of available insurance coverage at reasonable
costs, This professional liability crisis poses a substantial threat to
the very ability of our nation to meet the medical needs of our people.
The AMA is supporting federal legislation introduced by Senator Hatch (8.
1804) to encourage states to enact tort reforms to avoid a paralysis of
our health care system brought about by the increasingly threatening
litigation climate. The proposal supported by the AMA would assure
compensation for those who are injured through negligence.

The AMA does not believe that further drastic cuts in physician
reimbursement under Medicare are appropriate, especially in light of the
long ﬁlstory of cutbacks {n this aspect of the Medicare program and the
potential negative impacts that further cuts may have on the individual
physician's willingness to continue {nvolvement with the Medica;e pro=
gram, (For the Coumittee's information, the attached appendix to this
statement details the history of curta!lments in physician reimbursement

under the Medicare program,)
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CONTINUATION OF CURRENT MEDICARE LIMITATIONS
IN REIMBURSEMENT AND FEE FREEZE
The AMA consistently has opposed the recent activities of Congress to
freeze physician fees and reimbursement for physician services under

Medicare as being unfair and discriminatory.

The Fee Freesze and Reimbursement Freeze are Discriminatory ~ In the

budget cycle for FY85, the only freaze imposed in federal prog;ama was
placed on physicians, Other elements of the economy have not been asked
to undergo similar restraints in payment from the federal government, An
.extension of the freeze would be particularly discriminatory as only
physicians would be subjected to a two-year freeze. Although inflation
has abated since the double~digit levels of the late 1970's, a freeze for
an additional year will aggravate the disparity between income and
expenses for physiciens and lengthen the already substantial time lag in
reflecting changes in reimburgement,

Selective Incresses in Reimbursement are Inappropriate -~ Failure to

allow increases in physician reimbursement as currently provided in the
law will be contrary to a commitment made by Congress.

As evidenced by provisions recently considered in the current
House/Senate budget reconciliation process, some Members of Congress
apparently believe that only currently "participating physicians” are
owed an increase in reimbursement under Medicare, Purthermore,
"participating physicians” were given favorable treatment under the
Deficit Reduction Act of 1984 as their fee profiles were intended after

October 1, 1985 to reflect increased charges made during the original
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fifteen-month freeze., Allowing an increase in reimbursement only for
“participating physicians” would perpetuate and aggravate the current
discrimination in the law. )

Congress should not again break faith with physicians who acceded to
inequitable reimbursement levels on the basis of a limited duration,
Such a breach of faith was exemplified in those provisions of the
"Emergency Extension Act” that require a rollback of actual charges by
physicians who "participated” in FY 85 and who decided not to “parti-

cipate” in FY 86, and that continue the fee freeze.

Continvation of the Fee Preeze and Reimbursement Limitations will

Harm Patients of Low-charge Physicians - The current fee and reimburse-

ment freeze has already resulted in some physiclans finding it difficult
to continue treating Medicare beneficisries. This would cause a break in
physician-patient relationshipe as such patients are forced to seek care
from others, A continuation of the fee freeze and reimbursement limita=
tions also will work particularly severe hardships on physicians and
their patients in situations where the physicians' fees have been frozen
at a relatively low charge level, and where physicians did nof increase
their fees during the AMA's voluntary fee freeze period., These physi-
cians will be penalized for their good faith effort to hold the line on
health care expenditures.

Acceptance of Assignment will be Discouraged - A continuation of
the Medicare reimbursement limitations and the fee freeze will discourage
physicians from accepting Medicare claims on an assigned basis, This

would be contrary to the intent of Congress and could well reverse the
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current trend of increasing rates of assignment, Continuing a trend
started in 1976, the rate of assignment of claime has steadily increased
from 51% in 1976 to 69,4% in August 1985.
ADDITIONAL REVENUE

The AMA also believes that additional sources of revenue should be
used to avoid further cuts in important health care programs. Speci~
fically, we support an increase in the cigaratte tax to 32¢ per package,
This increase would generate an additional $6.5 billion in revenue, We
aleao support an increase for the tax on distilled spirits, These
revenues could be channeled to the Medicare trust funds and eliminate the
need for heavy cuts in these important programs., This action would both
discourage abuse of alcohol and tobacco and it would help fund the care
required for alcohol and tobacco related illnesses,

ALTERNATIVE PHYSICIAN PAYMENT MRTHODOLOGIES

While the AMA does not support a continuation of inequitable freezes
in physician reimbursement, we do recognize that changes in the Medicare
program'; physician reimbursement methodology may improve program
administration and benefits for patients, those who provide their ser-
vices, and the faderal government, We support research and demonstration
projects to examine various methodologies for physician reimbursement,
Such projects and studies are essential if there is to be a fair and
successful modification in how physicians are paid for their services.
Without adequate study, stop-gap quick fixes to perceived problems in the
current methodology will be detrimental to the goals of providing health

care services of high quality and continued improvement in overall health

status for elderly and disabled patients.
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The AMA fully supports a pluralistic approach to the payment for
physician services. We believe that an indemnity payment gystem should
be viewed as a preferred policy for setting physician reimbursement,

Physician Payments Based on Diagnosis Related Groups (DRG)

One methodology for physician reimbursement being studied is to base
payment on a fixed cost based on the patient's diagnosis, This concept
18 the focus of a congressionally-mandated study by the Department of
Health and Human Services that was due by July 1985 but has yet to be
released.

Just as we have continuing concerns over the hospital DRG payment
program, we have strong objections to a DRG~based physician payment
plan, Even if such a plan were administratively feasible, we have grave
questions over how it would affect the quality of care. A DRG system
inherently gives substantial incentives to limit care. The DRG
methodology of payment also fails to take into account severity of
illness, This causes particular problems for those physicians who,
because of specialized skill and training, see patients with the most
severe {llnesses, Since the DRG methodology is based on "averages" and
individual physicians (unlike hospitals) do not ordinarily have a large
enough patient population with {dentical diagnoses to enable costs to be
spread over a larger base, a DRG system could operate as a disincentive
for physicians to accept critically 111 patients and could discourage
necessary use of consultants,

We also must oppose any program where all services to hospital
inpatients would be based on DRGs and payment would be made through the

hospital, It is evident that if both hospital and physician payments are
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based on a predetermined amount, all of the economic incentives will be
strongly directed toward under-provision of care,

Perhaps the most serious drawback to a DRG-based payment system is
that {t could break down the role of the physician as the health care
advocate for the patient. We never want to gee the day when the "best"
physician would be viewed as one who was the most "efficient” as opposed
to the one who p;ovided the best individualized care. Because of its
strong potential for adverse effects on patient care, we étrongly object
to a DRG system for physician reimbursement in the absence of demonstra~
tions proving that the above concerns are unfounded,

Relative Value Studies

The AMA 18 working with Harvard University on the development of a
relative value study (RVS) to establish teaourc;-coat-based relative
values for physician services., This study was recently funded by the
Health Care Financing Administration and we hope that Congress will await
the results of this activity prior to the imposition of substantial
modifications in physician reimbursement under Medicare.

A reimbursement system based on a resource cost based relative value )
gstudy could ameliorate many of the uncertainties inherent in current
Medicare reimbursement, and it could allow for greater competition among
physicians by allowing patients a greater understanding of charges made
for each service. Such a gystem could also address uany inequities in
payment rates for services that are inherent in the curreant method of

reimbursement,
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Capitation

There has been a significant amount of discussion concerning capita=-
tion as the principal means of aduinistering the Medicare program.
Specifically, instead of the federal government providing payment for
services (through carriers and intermediaries), a voucher would be issued
by the federal government and each beneficiary would purchase his or her
health insurance coverage in the private sector using the voucher as
payment for all or part of the premium,

The AMA believes that there is merit to the voucher concept, In such
a program competition would operate to roépond to the needs of the
patient population, Heavy federal regulation would not be necessary to
direct every aspect of the program, as there would be natural incentives
for economy. Beneficiaries would also benefit from the increased freedom
to choose a health benefit plan that meets their {ndividual needs and
allowe them to accept incressed responsibility for their health care
choices.

While a capitated approach offers many benefits in theory, we believe
that any program change of such magnitude should be studied through
demonstrations in a number of areas. For the past two years, all
Medicare beneficiaries have been the unwilling subjects of a previously
untested DRG system, and gerious questions are arising concerning adverse
effects on quality care, Congress should not again experiment on the
entire Medicare population, Instead, we urge the coumittee to require
wajor demonstrations of the capitation concept before authorizing such a

system to determine what effect it will have on patient care,
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NEED FOR LONG-RANGE ANALYSIS AND SOLUYIONS

Mr. Chairman, there can be no doubt that the Medicare program needs
substantial modifications to avoid bankruptcy in the future. Even though
the date of predicted i{nsolvency for the Medicare Hospital Insurance
Trust Fund has recently been set back to 1998, Congress now should start
addressing the long-range viability of the program.

The AMA has issued two major reports on the Medicare program. The
first report identified a series of proposals to help assure solvency of
the program for the short-term, The second report sets forth a series of
options that should be considered in any reform of the Medicare program,
At this time the Association is continuing its study of proposals to
change funding for health care for the elderly from the current

" pay-as-you-go program to a fully funded system where resources will be
set aside to provide real trust funds for the future, We believe that
such a program could be workable.

Congress has made a commitment that health care needs of the elderly

" will be met. Continued cuts in Medicare will result in a breakdown of
this promise.
CORCLUSION

Medicare services are relied upon by over 30 million people, and
proposals under consideration by this Committee will set program direc-
tion for years to come, Actions taken to modify the reimbursement system
for the many physlciana who provide care to these beneficiaries will have
wide ranging repercussions, and they should only be made on the basis of

careful thought and complete analysis,

2213p/1~9
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Historical Perspective - Physician Reimbursement under Medicare
(November 1, 1985)

Since the inception of Medicare, Congress and the Department of Health
and Human Services (formerly the Department of Health, Education and
Welfare) have taken actions that have resulted in reductions in Medicare
reimbursement for services provided by physicians for Medicare bene~
ficiaries, The result of these actions has been that physician reim-
bursement under Medicare consistently has been compressed to a point
where the maximum Medicare reimbursement rate, the "prevailing charge,”
ueually does not reflect the actual prevailing charge for a service in a
community. This 1s borne out by the fact that as of the end of calendar
year 1984 only 18,3% of all claims were at levels either at or below
Medicare prevailing charge screens. The following information details
past actions that have served to limit physician reimbursement under
Medicare:

In 1969, the prevailing charge was lowered from the 90th percentile
to the 83rd percentile of customary charges.

In 1970, the prevailing charge was lowered to the 75th percentile of
customary charges.

For the second half of the 1971 fiscal year, physician's customary
charges were based on the physician's median charge during the 1969
calendar year,

In August 1971, nationwide wage and price controls were imposed.
While these controls were lifted seventeen months later for most of
the economy, they still were retained for physicians for an
additional fifteen months ~- until May 1974.

In 1972, Congress established further restraints through use of an
economic index as a means to limit the rate of annual increase in
prevailing charges. In 1976, the economic index was used to set the
prevailing charge limits using fiscal year 1973 charge screens that
were based on physicians' charges during calendar year 1971.

In 1984, the Deficit Reduction Act modified physician reimbursement
in the following ways:

The act created two classes of physicians, "participating”
physicians who agreed to accept all Medicare claims on an
assigned basis and “non-participating” physicians who may
continue to accept assignment on a claim-by-claim basis;

Medicare maximum reimbursement levels for physician services,
customary and prevalling charge levels, were frozen for the
period of June 30, 1984 to September 30, 1985 (If no freeze had
been imposed by the Deficit Reduction Act, the economic index
would have allowed a 3.34% increase of the prevailing charge
level on July 1, 1984,); ' '

~ American Medical Association -
Department of Federal Legislstion, Division of Legislative Activities
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The act eliminated the increase in fee profiles that should have
occurred on July 1, 1984 and delayed from July 1 to October 1
any future annual increase or update in fee profiles, with the
next increase scheduled for October 1, 1985; and

Fee increases for services provided Medicare beneficiaries by
non-participating physicians” above the level charged for the
period of April, May and June of 1984 were prohibited during
this 15-month period. (Participating physicians were allowed to
increase their fees for Medicare beneficiaries, but they are not
allowed to collect this increased fee because of the agreement
to accept assignment on all Medicare claims.)

The Emergency Extension Act, passed on September 30, 1985, froze
physician payment levels at the rates in effect on September 30, 1985
for 45~days., (This Act prevented a 3.15% economic index increase
from being applied to Medicare prevailing charge levels on October 1,
1985.) This Act also rolled buck the actual charge levels allowed
physicians who "participated” in FY85 but who had not agreed to
“participate” in-FY86 to their charge levels in effect during the
period of April, May and June, 1984, This Act effectively prohibited
the October 1, 1985 ipcrease in fee profilei'fton taking place.

2213p/10-11
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STATEMENT OF DAVID C. UTZ, M.D., F.A.C.S, PROFESSOR OF
UROLOGY, MAYO CLINIC AND MAYO MEDICAL SCHOOL, ROCH-
ESTER, MN; ON BEHALF OF THE AMERICAN COLLEGE OF SUR-
GEONS

Dr. Urz. Thank you, Mr. Chairman.

Members of the subcommittee, I am David Utz, a urologic sur-
geon in Rochester, MN. I am a fellow and an officer of the Ameri-
can College of Surgeons, upon whose behalf I appear before you
this morning.

The college is appreciative of the og]portunity to share with you
the views of its members about possible reforms in Medicare pay-
ment policies.

The purpose of our testimony this morning is twofold: First, we
would like to offer to this committee and place at your disposal our
experience and our resources for your consideration in the develop-
ment of alternative approaches for physician reimbursement.

And second, we would like to identify four principles which we
believe are basic to an acceptable payment reform plan.

With regard to the first part of our testimony, the college is con-
vinced that we must express ourselves regarding the concerns of
the impact of changing payment policies on the practice of surgery
and medicine,

We have strong views about the incentives that will make for
good patient care at an affordable cost. We have strong concerns
that other interests of the patient may be adversely affected by in-
flexible or rigidly applied payment changes.

In a word, Mr. Chairman, the members of the College of Sur-
geons want to play a very constructive role in your review of the
changes in payment dpolicies under the Medicare Program,

Our study of Medicare payment issues suggests that the first
highly critical step is to assure that the plan is fair to each of the
parties concerned—that is the patients, the physicians, and the
Government—by defining the services for which payments will be
made. Payment for any service really has no meaning unless every-
body knows what is being provided, and this task, to which the
members of the college have devoted considerable_thought and
effort, will be of great benefit, we believe, to the committee. And
we feel there should be no substitute for the use of surgical experts
in the technical definitions of the quality of surgical care rendered
to patients.

Now, regarding the second purpose of our testimony, it is to set
forth four principles which we believe to be important in the
dpslign of any broadly acceptable payment reform plan. These prin-
ciples are: o

First, to avoid changes in payment methodology that would
result in any undesirable consequences for beneficiaries. And these
- might be limitation to access of care, compromises in quality of
care, and burdensome increases in beneficiary costs. '

The second principle is to support the best practice of medical
- care that is now provided and to encourage improvements in clini-
cal diagnosis and treatment. .

Third, to make future costs of services more predictable and ac-
ceptable. ‘
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And finally, to provide a system of administration that will
assure effectiveness and fairness. )

Mr. Chairman, there isn't time this morning to go into detail
about each one of these principles, but I woul§ like to say a few
words about one or two.

Regarding the first principle—that is, to avoid the undesirable
consequences to beneficiaries—the principal purpose of Medicare is
to provide beneficiaries with reasonable economic protection
against certain health care costs.

In establishing a new system of payment, there is a danger, we
think, that the Government's cost for the program may be reduced
by shifting the burden to the patient. Now, this burden can be
transferred directly in monetary terms or indirectly, making it
more difficult for the patient to obtain access to high quality care.
And unless caution is taken, there is a very real risk that two sys-
tems of care will be established—one for the privately insured, and
second, a less desirable one for Medicare and other publicly spon-
sored patients.

We believe that prospects for achieving the objective of benefici-
ary protection can be improved by recognizing reasonable vari-
ations in the level of fees paid geographically as well as according
to the skill level required by a given service, or the skill level of
the physician providing the care.

We recognize that excessive medical and surgical fees are a prob-
lem in some instances, and this is an issue that needs to be ad-
dressed.

Regarding the third principle, to make future costs of services
more predictable, Mr. Chairman, the health care cost issues are
indeed complex; but it seems possible to provide for reasonable lim-

* itations in the rate of increases. Combining services into appropri-
ate units, as feasible, has always seemed desirable to us as sur-
eons, not only to avoid incentives to increase the number of serv-
ices but also to permit patients to know ahead the cost of some of

- the major services that they will receive.

Regarding the fourth principle, to provide effective administra-
tion, the system of administration to be applied in the case of any
new payment system is a key element to its acceptability and suc-
cess. Therefore, we have some concerns about the suggestions of

- making individual Fh{sicians or hospital administrators the orga-
... nizers and payors of all the complex services provided patients.

*.. " In conclusion, Mr. Chairman, the American College of Surgeons
- wishes to reemphasize its intention to offer assistance to the Con-
%i”—(ﬁ}l‘ess, to this committee, in the development of any revisions in
. ‘Medicare payment policies, and to the administration in imple-
i, menting any pro(i)osals that are adopted.

¢ We understand that economic and budgetary concerns have been
-major factors in recent policy actions under Medicare; but we hope
“ 'that, together, we can participate in finding methods to address
; these issues in ways that do not disadvantage the patients, the
" beneficiaries, or cause unneeded and disruptive strain on the medi-
. cal system itself.
© -+ Thank you, Mr. Chairman.
% . Senator DURENBERGER. Thank you, Dave.

Do you want to make a comment now, Senator Boren?
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Senator BoreN. No, I just wanted to join you in welcoming Dr.
Utz here before the committee. He is a distinguished citizen gener-
ally in the State with whom I am acquainted, and it is a privilege
to have him here. He is a leader not only in the medical field but
in the educational field as well. I join you in welcoming him to the
comrmittee.

Senator DURENBERGER. Yes; if we ever goof up on the Republican
side, my colleague here on my left is going to run the Intelligence
Committee; so I sort of take him under my wing on a variety of
things, not the least of which is health policy. I promised him I
wouldn’t tell my urologist story on Dave Utz, but I have to do it
anyway, because it was such a wonderful experience—not with
Dave. You are not a very serious professional.

But I was at a dinner up in New York, and it was one of those
dinners—this was before 1982, I think. It was a dinner where there
were more people at the head table than there were in the audi-
ence—one of those 400 people at the head table dinners. Bob Dole
was the chief Republican, and Walter Mondale was the chief Demo-
crat, and they were honoring a third party.

The main speaker was Danny Kaye. They started at 8 o’clock
and at about 11:45 they finally got to Danny Kaye. He got up and
said, ‘‘Before I deliver my speech, I want to express my gratitude to
someone who is not here today, for making it possible for me to be
here at 11:45—my urologist.” [Laughter.]

Our next witness is Dr. Connally.

[Dr. Utz’s written testimony follows:]
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STATEMENT
of the
AMERICAN COLLEGE OF SURGEONS
Subcommittee on Health
Committee on Finance
United States Senate
Presented by

David C. Utz, M.D., F.A.C.S.

RE: Possible reforms of Medicare payments to physicians

December 6, 1985

Mr, Chairman and Members of the Subcommittee:

1 am David C. Utz, M.D., a urologic surgeon from Rochester, Minnesota.
I am a Fellow and an officer of the American College of Surgeons, on whose
behalf ! appear before you this morning. The College is appreciative of
this opportunity to share the views of its members about possibte reforms
in Medicare's payment pclicies relating to the provision of the profession-
al services of physicians

The American College of Surgeons, Mr, Chairman, is a 72-year-cld vol-
untary educaticnal and scientific organization devoted to the ethical and
competent practice of surgery and to the provision of high quality care for
the surgical patient. The College provides extensive educational programs
for it: Fellows and for other surgeons in the United States and elsewhere

in the world. It also cooperates in the education of nurses and allied
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health care practitioners. In addition, it establishes standards of prac-
tice, disseminates medical knowledge and provides information to the gener-
al public.

In 1918, the College established the nation's first voluntary hospital
standardization program, designed to improve the level of patient care in
hospitals. It supported this program with its own funds for 35 years. Out
of this effort came the Joint Commission on Accreditation of Hospitals
(JCAH), the nation's principal hospital survey and accreditation body of
which the College is a member. To achieve the goal of excellence in the
provision of quality surgical services for patients, the College also main-
tains strong bonds with physicians {n whe various surgical. specialties
through representation on its Boa~d of Governors, as well as through some
11 surgical specialty advisory councils. There are 85 Chapters of the Col-
lege in the United States and other countries throughout the world.

The purpose of our testimony is twofold., First, we would like to of-
fer to this Committee, and place at your disposal, our experience and re-
sources for your consideration in the development of alternative approaches
for phycician reimbursement under the Medicare program. Second, we would
like to identify four principles that we believe are basic to an acceptable
payment reform plan,

With regard to the first purpose of our testimony, we are living in a
period of very rapid change in the organization and delivery of personal
health services to patients. Much of this progress is the result of new
developments in science and technology. These developments are causing
profound effects on surgical care.

Surgeons are gratified to be at the forefront of clinical innovations

that represent major improvements in the care received by patients in this
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country, Therefore, we believe it is important to weigh carefully the im-
pact of any policy changes in the Medicare program, including changing pay-
ment incentives, on the way surgery and medicine are now practiced, espe-
cially in view of new systems for the provision of surgeons' and other phy-
sicians' services in the future.

Many changes in the way health care is provided derive from changing
payment practices by governmental and private third-party payers and from
rising concerns about the overall costs of care. In the past, the American
College of Surgeons was only minimally involved in these policy areas, but
the College is now convinced that we must express our concerns about the
impact of changing payment policies on the practice of surgery and medi-
cine. The surgeon's relationships to hospitals, ambulatory surgical cen-
ters, health maintenance organizations, teaching and research
centers are all being affected by the various incentives and disincentives
incorporated into new payment methodologies. We have strong views about
what incentives will make for good patient care at affordable cost; we have
equally strong concerns that other f{nterests of the patient may be
adversely affected by inflexible or rigidly applied payment changes. In a
word, Mr. Chaimman, the members of the American College of Surgeons want
very much to play a constructive role in your review of changes in payment
policies under the Medicare program.

Yur study of Medicare payment issues suggests that the first, highly
critical step is to assure that a plan is fair to each of the parties con-
cerned--patients, physicians and the government--by defining the services
for which payments will be made. Payment for any service has no meaning

unless everyone knows what is being provided. This is a task to which the
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members of the College have devoted considerable thought and effort, and
there should be no substitute for the use of surgical experts in the tech-
nical definitions of quality surgical care rendered to patients,

We believe that we know how good surgery and medicine should be prac-
ticed today, and how technological changes are reshaping the way in which
that care will he provided tomorrow. We say this even though we recognize
and understand that the pricing of Medicare services is going to be per-
formed by a public agency, and that patients, payers and other profession-
als all have a role to play in the design and implementation process rela-
ted to any new policies,

The second purpose of our testimony {s to set forth four principles we
believe to be important in the design of any broadly acceptable payment
retorm plan, These principles are designed:

First, to avoid changes 1n payment methodology that would have
undesirable consequences for beneficiaries from the
standpoint of 1) loss of access to care, 2) compromises
in quality of care, or 3) burdensome increases in

beneficiary costs; -

Second, to support the best practice of medical care as now
provided and encourage continued improvements in

clinical diagnosis and treatment;

Third, to make future costs or services more predictable and

acceptable; and,
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Finally, to provide for a system of administratior that will as-

sure effectiveness and fairness,

1. Avoid Uhdesirable Consequences for Beneficiaries

The principal purpose of Medicare is tn provide beneficiaries
with reasonable economic protection aqainst certain health care costs., In
establishing a new system of payment, there is danger that the government's
costs, for the proaram will be reduced by shifting the burden to;the pa-
tient. This burden can be transferred directly in monetary terms or indi-
rectly by making 1t more difficult for the patient to obtain access to high
quality care. Unless caution 15 taken, there is the very real risk that
two systems of care wiil be est:blished--one for the privately insured and
more affluent seqments of the population and a second, less desirable one,
for Medicare and other publicly sponsored patients. We would hope that
such unfortunate results can be prevented.

We believe that the prospects for achieving the objective of benefi-
ciary protection can be much improved by recognizing reasonable variations
in the level of fees paid geographically as well as according to the skill
level required by a given service or the skill level of the physician pro-
viding the care. But we recognize that excessive medical and surgica) fees
are a problem in some instances and that this is an issue that needs to be

addressed.

11, Support the Best Practice of Medicine
Changes in physician payment policies should support the best

practice of medicine. This means that the payment system should be adapted
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to the medical care system, rather than expecting the converse. Medical
care practices are dynamic and changing continuously as knowledge grows and
new technology becomes available. The payment system should be organized
to permit changes in payment concurrently with changes in practice and to
permit_1mprovement in payment methods as experience with a new approach
reveals problems and possibilities for advances. Above all, we are con-
cerned that payment policies not impede the continuation of these improve=
ments in clinical practice for which this country and American surgery are
renowned, Unless great care is taken in the design of payment methods,

advances in clinical medicine may inadvertently be seriously impeded.

111. Make Future Costs for Services More Predictable

The issues of changing costs of practice, productivity, technolo-
gical and scientific advances, the quality of care provided and long-term
effectiveness need to be taken into account in making payment adjustments.
These issues are complex, but it seems possible to provide for reasonable
limitations on the rate of increase in health care costs. Nevertheless, we
do not believe in a mechanism such as DRGs for physicians.

However, combining services into appropriate units, as feasible, has
always seemed desirable--not only to avoid incentives to increase the num-
ber of services, but also to permit patients to know ahead of time the
costs of some of the major services they will receive. Today, most sur-
geons charge a fee for a surgical operation that includes a preoperative
visit, the operation itself and visits after operation at least until
dfscharge from the hospital. The College has supported for years this kind
of "global" fee that packages the cognitive aspects of surgical care be-

fore, during and after the operation, including the operative procedure--
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all in a single fee. The importart judgmental decisions made in the pree
operative, operative and postoperative periods are best performed by sur-
geons. We would be pleased to share our experience in efforts to apply the

packaging concept in the Medicare program,

V. Provide for Effective Administration

The system of administration to be appiied in the case of any new
payment system is a key element for its acceptability ard success. Changes
that require the creation of entirely new organizations not only would re-
quire a lengthy start-up period, but also would introduce the risk that a
new agency might not perform adequately. For example, we are concerned
about suggestions for making individual physicians the organizers and pay-
ers for all of the complex services provided to patients. If the attending

physician were assigned such a task, he or she would be required to perform

-large-scale administrative duties for which many physicians are neither

equipped or inclined to assume, Moreover, such assignments could introduce
conflicts among physicians in arranging for the best quality care for pa-
tients,

We also consider it highly important to provide for a smooth and or-
derly transition from the present payment system to any changed one. This
would help avoid undue difficulties for both patients and physicians, be-
cause of administratively unrealistic burdens put upon those who receive

and those who provide medical care.

Conclusion

In conclusion, Mr. Chairman, the American College of Surgeons wishes
to re-emphasize its intention to offer assistance to the Congress in devel-
oping any revisions in Medicare physician payment policies and to the Ad-
ministration in implementing any proposals that are adopted. We understand
that economic and budgetary concerns have been major factors in many recent
policy actions under Medicare. We hope that together we can participate in
finding methods to address these issues in ways jﬁg; do not disadvantage
patients or cause unneeded and disruptive strain on the medical system it-
self,

Thank you.
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STATEMENT OF N. THOMAS CONNALLY, M.D., CHAIRMAN, GOV-
ERNMENTAL ACTIVITIES, AMERICAN SOCIETY OF INTERNAL
MEDICINE, WASHINGTON, DC, ACCOMPANIED BY JOSEPH F.
BOYLE, M.D., EXECUTIVE VICE PRESIDENT, ASIM

Dr. ConnaLLy. Thank you, Mr. Chairman.

My name is Thomas Connally. I am an internist in private prac-
tice here in Washington and chairman of governmental activities
for the American Society of Internal Medicine. With me is Joseph
Boyle, M.D., who is executive vice president of ASIM. You have our
entire statement. I would like to emphasize a few parts of that
statement this morning.

ASIM believes that a reduction in the payment disparity be-
tween physicians’ cognitive and procedural services will be the best
thing to create proper incentives for cost-effective medical care. Al-
though the term ‘‘cognitive services” is less than perfect, it has
proven to be best for succinctly describing the processes of problem-
solving, diagnostic evaluation, data collection and analysis, thera-
peutic assessment and case management, family and patient coun-
seling, and, of primary importance, consistent, continuing, compas-
sionate care for patients.

These services have always been paid, or certainly for the last
decade have been paid, at lower rates than technical services. Phy-
sicians, finding that insurance programs traditionally have maxi-
mized coverage for procedures, with lesser coverage for cognitive
services, have placed more emphasis on charging separately for
laboratory tests, ancillary procedures, and other covered services.
}n C;narketing terms, the office visit became an unconscious loss
eader.

This disparity continues. A study by the Health Care Financing
Administration has found that cognitive services such as physician
office visits are undervalued by a factor of between 2 or 3 to 1, as
compared to diagnostic or surgical procedures. As a result, a physi-
cian who orders or performs an expensive array of technological
services is well compensated. A physician who spends time with a
patient, carefully assessing his or her need for further tests or pro-
cedures, is penalized for that style of practice.

Logic and research both tell us that reducing incentives to pro-
vide technology-intensive care will lead to fewer tests being or-
dered, fewer procedures being performed, and in all probability
fewer hospitalizations. - *

In order to create proper incentives, we propose replacing the ex-
isting customary, prevailing, and reasonable charge system, which
has been already distorted by fee freezes, payment lags, and other
controls, with a prospectively developed schedule of allowances
that would indemnify beneficiaries for services rendered by physi-
cians. This schedule of allowances should be based on a relative-
value scale based on resource costs. Once a resource-cost relative-
value scale is developed, conversion factors can be applied. They
can be based on budgetary and fiscal objectives, among other fac-
tors, to create a schedule of allowances. These conversion factors
could be adjusted on a regional basis to reflect legitimate differ-
ences in the cost of practice in different parts of the country.
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This alternative would be far more rational and predictable than
the current system. Patients, for the first time, would be able to
know in advance exactly what Medicare will pay, thus enabling
them to select physicians whose actual charges are competitive
with the schedule of allowances.

Physicians and patients could voluntarily choose to enter con-
tracts to accept the Medicare schedule as full payment, or could
voluntarily elect some other fee arrangement.

I have asked Dr. Boyle, our executive vice president, to share
with you briefly his thoughts on how a relative-value scale can be
developed.

Senator DURENBERGER. Joe.

Dr. BoyLE. Good morning, Senator, and Senator Boren.

The American Society of Internal Medicine supports the decision
which was made recently by HCFA to contract with Harvard Uni-
versity to develop a resource cost-based relative-value study. This
methodology, we believe, involves assessing the appropriate mix of
time, complexity, investment in professional training and educa-
tior, overhead, the cost of liability risks, and other appropriate re-
source elements.

We believe the involvement of the American Medical Association
assures that this study will have acceptability by the medical pro-
fession.

We believe that, for the first time, it will provide a benchmark in
determining which services are appropriately valued or not. Other
proposals are less likely to address these disparities, much less to
resolve them.

We believe that the resources that have been identified by Har-
vard are generally accepted within the profession as being valid in-
dicators of the value of physician services.

The definition of complexity, for example, includes the elements
that most speakers have addressed today—the necessary diagnostic
skills, clinical judgment, and technical skills required to perform a
service.

Including overhead costs assures that future adequate relative
compensation will be provided. We believe that a project such as
the Harvard proposal will provide a proper mix of both objective
data obtained through surveys and other sources and the consensus
development needed to develop a workable and acceptable RVS.

We will be pleased to respond to any questions.

Senator DURENBERGER. All right. Very good.

Dr. Jones. :

[Dr. Connally’s written testimony follows:]
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Introduction

My name is N. Thomas Connally, MD. | am an internist in private practice in
Washington, D. C. and chairman of governmental activities for the American
Society of Internal Medicine (ASIM). | eppreciate the opportunity to express the
views of internists throughout the country on alternstive payment methods for

physician services under the Medicare program.

In the years since ASIM was founded in 1956, the Society has played perhaps a
leading role within the medical profession in studying and formulating innovative
approaches to paying for physician servides, During the past five years, in
particular, the Society has devoted considerable time and resources to identifying
the problems in the current system of payment for physician services--and
developing construetive pr;posals to address and resolve those problems. Based on
this tradition of innovation, ASIM has developed specific objectives and principles
on payment for physician services, and is in the process of developing specific
proposals that could serve as a basis for legislation to alter the current system of
payment under the Medicare program. Although this is an ongoing endeavor, it
will result in the development of additional proposals in the near future. I am

pleased to share with you now the current state of ASIM's thinking on this subject.

Objectives of Payment Reform

In October 1985, ASIM's House of Delegates--a democratically-elected body of

internist-leaders from throughout the country--met to consider ASIM's long-term
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priorities and objectives on payment for physician services. The House of
Delegates adopted several important statements of priority and objectives that
are especially relevant to Congress' consideration of alternutive payment

options. Those statements including the following:

1. Maintaining a pluralistic approach to the organization, delivery and

financing of medical care should continue to be of highest priority. A pluralistic

system will reserve the ablility of patients, physicians, and third party payors to
participate and experiment with a wide variety of acceptable methods of payment
for physician services, including fee for service, capitation, salary, and fee
schedules. Under a true pluralistic system, the federal government should not
favor any particular method of organization, delivery, and financing of medical

care over another.

2. Improving reimbursement for physicians' cognitive services in

comparison to procedura) services must be an essential objective of proposals to

change the system of payment for physician services.

3. Maintaining the rights of physicians and patients to voluntarily enter

into agreements, on 8 selective claim basis on whether or not assignment will be

accepted must be part of any proposals to change the system of payment under

Medicare. The individual assignment option clearly establishes that physicians
work for their patients, not for the government or other third party payors.
Further, the record shows that physicians have been sensitive to the financial
needs of their patients in exercising the flexibility permitted under the individual. o
assignment option, with the vast majority of physicians accepting assignment on

elaims for services rendered to poorer, sicker, and older patients. Overall,
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acceptance of assignment has increased to approximately 70% of all claims
according to HCFA statistics. For these reasons, ASIM continues to oppose
mandatory assignment or other proposals that would coerce physicians and
patients into involuntarily giving up their right to establish their own-financial

arrangements.

The Society is aware of the concerns expressed by some beneficiary groups over
the lack of predictability of Medicare's current individual assignment option and
its potential adverse impact on low income beneficiaries. Although the Society
believes that the evidence clearly shows that the current assignment option in
general serves the interests of patients well, the Society is committed to
exploring ways to improve the predictablility of the individual assignment option,
particularly as it relates to low income beneficiaries. The Society hopes to be

able to share with Congress some suggestions in this regard in the near future,

ASIM also believes that the minority of physicians, including those in internal
medicine, who charge excessive or exorbitant fees (i.e., fees in excess of any
reasonable standard of compensation based on the resources involved in providing
the service) or who increase their incomes by ordering services that are not
clearly medically appropriate provide a disservice to both patients and the
medical profession. ASIM intends to investigate legally acceptable mechanisms to
strengthen the ability of peer review groups to exert influence over those
physicians who charge excessive or exorbitant fees or who increese their incomes
by ordering medically inappropriate services, and urges other medical

organizations to do the same.

58-202 0 - 86 - 8
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As noted above, ASIM believes that reducing the disparity between physicians'
cognitive and procedural services must be an essential element of payment
reform. Because of the importance of this issue, ! think it would be helpful to
elaborate on why it is essential that this problem be addressed in any legislation |
enacted by Congress to change the current system of payment for services under

Medicare.

Reimbursement for Physicians' Cognitive and Procedural Services

ASIM believes that a reduction in the disparity between physicians' cognitive and
procedural services is necessary to create proper incentives for cost effective
medical care. Some have suggested that the term "cognitive services" may be less
than perfect. It has, however, proven to be the best term in our view for
succinetly describing the processes of problem solving; applying diagnostie skills
through cotnprehensive history and physical examination; data collection and
analysis; therapeutic assessment and case management; patient and family
counseling; and of primary importance--consistent, continuing compassionate care

for patients.

These "thinking and caring" services have always been paid for at lower rates than
technical services, and health insurance payment mechanisms have aggravated
this imbalance. Health insurance was originally created to protect patients from
the high cost of hospitalization and later from the cost of surgery. Benefits were
later expanded to cover procedural services, such as laboratory tests. Since
charges for cognitive services were not covered, they remained low so as not to
produce serious strain on the family budget. Physicians, finding that diagnostic

and therapeutic assessments were not covered, also began to place more emphasis -
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oh charging separately for laboratory tests, ancillary procedures, and other
covered services. In marketing terms, the office visit became a1t unconscious
"loss leader.” This disparity continues today: A 1979 study by the Health Care
Financing Administration (HCFA) found that cognitive services such as office
visits are undervalued by a factor between two and three {0 one compared to

surgical procedures.

Influenced by these factors, an irrational physicisn payment system has evolved
and is having a negative influence on the care Americans receive today.
Distortions in the relative valuations of cognitive and procedural services have
created financial disincentives and likely contribute to the public perception that
medicine today is too costly, inefficient and impersonal. Under the current
system, a physician who orders or performs an expensive array of technological
services is well compensated. A physician who spends time with a patient,
carefully assessing their need for further tests and procedures, is penalized for
that style of practice. Logic and research both tell us that reducing incentives to
provide technology intensive care will lead to fewer tests being ordered, fewer
procedures being performed, and in all probability, fewer instances of

hospitalization.

The importance of improving reimbursement for cognitive services in comparison
to procedures is supported by the vast majority of physicians in all specialties. In
1984, the House of Delegates of the American Medical Association (AMA),
following the lead of many state medical associations and specialty societies,
endorsed the principle that there must be a reduction in the disparity in
reimbursement between physicians' cognitive and procedural services. The

Ainerican Association of Retired Persons (AARP), representing a substantial
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number of Medicare beneficiaries, also has come out strongly in favor of this
objective. The concept that improved reimbursement for cognitive services will
bring cost saving to the medical care system is also supported by a large and
growing body of research and expert opinion. ASIM will be pleased to share with
the Senate Finance Committee at a later date some of the research and expert

opinion that supports this conclusion.

Some have misinterpreted the cognitive services concept as an attack on the
incomes of physicians in certain specialties. This is not the case. A physician's
most essential resource is the ability to gather data, analyze it, synthesize it, and
formulate appropriate solutions. All physicians, regardless of specialty, use this
ability. For surgeons and others, compensation for this talent is built into the fee
for the procedure. ASIM believes simply that a similar measure of recognition for
the use of this talent is needed where no procedure or testing is involved, A
consultation by a well-trained surgeon that concludes surgery is not needed may
be worth more to the patient--and be less costly to the system--than one that
results in a surgical procedure. From our perspective, it makes no sense to
require a physician to perform a ;urgical or technological procedure in order to be

compensated for his or her cognitive services.

Unless the disparity in reimbursement between cognitive and procedural services
is corrected by future proposals to reform the system of payment for physician
services, the potential for cost savings and improved patient satisfaction may
prove to be illusory. For this reason, ASIM strongly urges Congress to carefully

analyze any poliey proposals for changes in the Medicare system to determine
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whether or not they are likely, on one hand, to create incentives for a less
technology intensive, more personalized form of medical care--or on the other
hand, whether or notthey will simply perpetuate the distortions in the current

system.

Specific Policy Proposals

In order to create proper incentives under the Medicare system of payment for
physician services, ASIM specifically supports replacing the existing "eustomary,
prevailing, and reasonable" charge system (as distorted by fee freezes, lags in
payment, and other regulatory controls) with a prospectively developed schedule
of allowance that would indemnify beneficiaries for services rendered by
physicians. This schedule of allowances, in turn, should be based on a relative

value scale (RVS) based on resource costs.

Under this proposal, the Secretary of the Department of Health and Human
Services (DHHS) would contract with a research group to develop an RVS based on
resource costs. The recent decision by the Health Care Financing Administration
to award & contract to Harvard University to develop a resource based relative
value scale will provide the means for developing a concensus on more appropriate
relative values for physician services, based on the amount of time required to
provide the service; the complexity of the service; a physician's investment in
professional training and education; overhead factors, including the cost of
liability risks; and other appropriate resource factors that may be identified
through this study. It is our understanding that the American Medical Association
(AMA) will serve as a subcontractor for this important endeavor--thus insuring !

direet input in evaluating relative values by physicians in all specialties.
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This approach--unlike many other proposals to develop relative value scales--
should result in mecre appropriate emphasis being placed on complex, time
consuming cogniiive services in comparison to procedural services. It would, for
the first time, provide a useful benchmark for determining which services are
undervalued, and which are overvalued, under the current system of payment. It
is our understanding that the Harvard project would use both consensus panels and
objective survey data in constructing the RVS--thus providing the right mix of
objective data and subjective consensus-making approaches needed to develop a
workable relative value scale. Because the American Medical Association would
be o subcontractor to this study, it is more likely than other proposals to meet one
important test of payment reform--acceptability to the medical profession. ASIM
believes that only the AMA, working with its constituent organizations, can lend

the imprimatur of acceptability to such a study.

The design of the Harvard study--particularly the role of the AMA in providing
input to the researchers-- also would help prevent the problems experienced by
the Massachusetts Rate Setting Commission when it implemented an experimental
resource cost based RVS for 25 procedures under its Medicaid and Workman's
Compensation programs. This produced a substantial increase in payment for
physician office visits, with the intent of narrowing the gap in compensation
between primary care and surgical and technological procedures. After the new
fee schedule was implemented, participation by internists, family physicians, and
pediatricians in the Meﬁicaid and Workman's Compensation programs reportedly
increased. Many other physicians, however, expressed strong objections to the
reduced payment for some of their procedures, ultimately causing the Commission

to restore most of the cuts. The increased payment for office visits, however, has
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been maintained. The unpopularity of the new fee schedule among some
Massachusetts physicians has led skeptics to conclude that the resource cost
approach is neither practical nor desirable. ASIM believes that the reaction to the
Rate Setting Commission's actions, however, had less to do with the validity of
the resource cost approach than with the manner in which it was implemented.
The Commission imposed major changes in reimbursement for physician services
without any direct involvement of physicians in determining appropriate resource
cost based relative values for those services. It is understandable and predictable
that many physicians who were denied the opportunity to participate in the

process have found it difficult to aceept the results.

For this reason, ASIM strongly believes that all specialties of medicine must be
involved in developing any future relative value scales that might be adopted by a
third party payor for payment purposes. The Harvard study, by asking broadly
representative groups of physicians in all specialties to use econsensus development
techniques to estimate the amount of time involved, complexity of the problem,
and the knowledge, skill, experience, and other costs that go into providing each
service, would assure the level of involvement and input by physicians that was

lacking in the Massachusetts experiment.

Once a resource based RVS is developed, it would be a fairly simply matter for the
Medicare program to determine appropriate conversion factors--based on
budgetary and fiscal objectives among other factors--for each service included in
the RVS. Those conversion factors appropriately could be adjusted on a regional
basis to reflect legitimate differences in costs of practice in different parts of the
country. Through this process, & schedule of allowances would be created that

would be fsr more rational and predictable than that which exists under the
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current system. Patients who are Medicare beneficiaries for the first time would
be able to know in advande what Medicare allows for their services--thus enabling
them to select physicians whose actual charges are competitive with the schedule
of allowances. Physicians and patients could voluntarily choose to enter contracts
to accept Medicare's schedule as maximum payment for their services; or they

could voluntarily elect to engage in some other fee arrangement.

Although some details of this proposal may still need to be worked out, it holds
the greatest promise of creating proper incentives in the medical care system,
promoting price competition, and enhancing pluralism and patient choice. ASIM
strongly urges Congress to carefully consider this option in exploring proposals to
alter the current system of payment. The Society urges Congress to take care,
however, not to endorse other proposals for payment reform (including some other
relative value scale proposals) that may simply perpetuate the inequities in the
current system, particularly between physicians' cognitive and procedural

services.

Capitation and Other Payment Proposals

President Reagan's Cabinet Council on Domestic Policy reportedly has decided
that, in the long term, the Medicare program should move toward a system of
capitation to insurance carriers--and that, in the meantime, the existing
"eustomary, prevailing and reasonable" charge system should be maintained.
Although the report from the Administration was not available for review by ASIM
at the time the statement was prepared, the Society is strongly concerned if this
means further delay in making rational changes in the system of payment for ‘

physicien services under Medicare.
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Maintaining the existing "customary, prevailing, and reasonable charge system"--
as presently distorted by fee f!-ggzes, delays in payment, and other regulatory
measures designed to reduce federal expenditures--clearly is unacceptable to most
physicians and patients. Moreover, preserving the status quo‘would allow no
opportunity to make progress on implementing a more rational system. Even if
capitation is determined, after further analysis, to be a desirable goal, ASIM
believes that for the foreseeable future a large number of Medicare beneficiaries
will continue to receive care under non-capitated settings. Therefore, it only
seems logleal that effort to bring about fundamental reform under the existing
fee-{or~servlce system must be pursued. Moreover, a relative value scale based

Y
on resource costs is not inconsistent with a system of capitation. Such an RVS

_ could be employed in determining capitation levels to insurance carriers. It could

also be used within HMO systems to determine levels of payment to physicians.
For this reason, research into developing a resource based relative value scale

should be pursued, regardless of the ultimate policy decision on capitation.

Furthe;'. ASIM questions whether an exclusive system of capitation is workable
and desirable. Although capitation can and should be an option available to
patients who are Medicare beneficiaries, ASIM is concerned ab(:ut any system that
would make it impossible for beneficlaries to elect voluntarily to receive care
under a non-capitated system. At the very least, considerably more research and
experience on the workability of capitation models for Medicare beneficiaries

clearly is needed.
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The Soclety also remains strongly coneerned about any proposal to include
physicians under the prospective pricing system (PPS) for hospitals. Recent
studies and reports suggest that PPS for hospitals has, in some instances,
compromised the quality of care provided to patients who are Medicare
beneficiaries. The Senate Special Committee on Aging, for example, recently
expressed concern that some patients are being discharged prematureiy due to the
incentives created by PPS. Under the current system, physicians can protect their
patients from inappropriate discharges and other cost-saving measures that may
adversely affect their care. If, however, physicians are placed under the same
economic incentives as hospitals, their ability to act as advocates for the interests
of their patients would be severely compromised. This particularly would be the
case if physicians were paid by or through the ;mspltal--in essence placing the
physician in the position as acting as an agent or employee of the hospital, rather

than as an advocate of his or her patients.
Conclusion

In conclusion, ASIM urges Congress to carefully consider the option of converting
the Medicare system into a schedule of allowances based on resource costs. Such
a system will assure greater predictability for both physicians and patients; would
begin creating proper incentives in the system by reducing the disparity between
cognitive and procedural segviees; would allow input by physicians in all
specialties, through the American Medical Association, in developing & more
appropriate relativity for physician services; and would provide a useful
methodology that could be applied even if Medicare ultimately moves towards a

system of capitation for all physician services.

—~ 1 will be pleased to try and answer any questions from the Committee,



231

STATEMENT OF EDITH IRBY JONES, M.D., PRESIDENT, NATIONAL
MEDICAL ASSOCIATION, HOUSTON, TX

Dr. JonEgs. Thank you.

We appreciate the opportunity of relating our views to you this
morning. I am Edith Irby Jones, president of the National Medical
Association.

The National Medical Association was founded in 1895 out of the
need to address a special segment of the population. That need still
exists. We represent more than 13,500 physicians, predominantly
black, who serve significantly the poor blacks and other inner-city
minority persons.

We have served this population to a significant degree prior to
Medicare in 1965, and we continue to serve, sometimes without
pay, and frequently with inadequate pay. We, out of necessity, have
developed an expertise in caring for poor patients with inadequate

pay.

We know that there is a disparity in morbidity and early mortal-
ity between minorities and the majority race in America. We recog-
nize that the quality of health care must be accessible to all at an
affordable cost. We are especially concerned that the disproportion-
ate providers of health care to the poor, elderly, and disabled be
able to continue to do so with adequate compensation and with dig-
nity for the provider and for the patient.

The effects of poverty are manifest in the health of people. Poor
people are less healthy than those who are economically advan-
taged and, thus, our recommendations are made recognizing the
burden of care for these patients, especially the poor, black, and
other minorities. .

I have with me Dr. Reed Tuckson, who is a member of the Coun-
cil for Medical Legislation Affairs for the National Medical Asso-
ciation, and I am going to ask him if he will present the recommen-
dations that we have for you.

Senator DURENBERGER. All right.

Dr. Tuckson, welcome.

Dr. TucksoN. Thank you. )

The NMA is well aware of the need for cost-containment. Our
~membership has, for many reasons, devoted itself to the health
care needs of a special subsegment of the health care market. We
feel it is our responsibility to advocate that, as we develop innova-
-tions in health care financing, that poor minority patients who are
demonstrably burdened with severe, multiple, and chronic health
problems not be unfairly impacted nor disincentives be erected for
physicians to care for this subsegment of the market.

gpeciﬁcally regarding No. 1, the fee freeze, our membership cannot
afford an extension of the freeze. Medical equipment suppliers and
liability insurance carriers are not concerned that our member-
ship’s practices are overwhelmingly comprised of poor people
whose care is disproportionately financed by public health insur-
ance. It seems unfair to continue the freeze as our expenses and
overhead increase, especially when, because of sociological realities
and philosophical commitment, NMA’s physicians have a limited
opportunity to bill their patients or to serve more lucrative market
segments. : :
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Regarding the diagnostic-related groups and their application to
this issue, we are extremely concerned about the implications of
that activity. We are particularly concerned about the inequities
related to the aspects of severity-of-illness. Our patients are not av-
erage; they require higher intensity treatment, and it creates a dis-
incentive to treat critically ill persons, and it creates a strong in-
centive to limit or severely reduce the quality of service.

Regarding the relative-value scales, we look at this with interest.
We are well aware that a critical fault of the current CPR system
is its bias toward procedures versus cognition. Complex patients
who are relatively unsophisticated require time for problem-solv-
ing, counseling, and monitoring. Additionally, outpatients require
preventive services, currently not reimbursed under the regular
system.

This relative-value scale will have the potential to remove the in-
equities in payment rates, and we await with interest the results of
the studies ongoing. ‘

Regarding the capitation and voucher systems, this also may
have merit, especially in its freedom-of-choice aspects. We caution,
however, that the rate must be adequate and the implementation
system flexible enough to provide both for, No. 1, incentives for pri-
vate sector insurers to offer the necessary comprehensive services,
for which the voucher allowance would compensate, and would do
80 in a quality manner; and, No. 2, consideration must be given to
ca;astrophlc events that may be beyond the limits of the voucher
policy :

In conclusion, we sincerely hope that, as we consider alternative
financing mechanisms, we will do so in a thoughtful and compas-
sionate manner, and that this country will continue to appreciate
the need for enhancing access to quality care for all Americans.

Thank you for the opportunity.

Senator DURENBERGER. Thank you very much.

[Dr. Jones’ written testimony follows:]
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Mr. Chairman and members of the committee, I am pleased to have the
opportunity to testify on behalf of the National Medical Association on the
issue of changes in the reimbursement systems under Medicare (part B) payments
to physicians. The National Medical Association, founded in 1895, now
represents over 13,500 minority phvsicians nationwide and has as its major
objectives to improve both the overall status of minoritv medical
practitioners as well as the quality of health care for 2ll patients.

At present, the Department of Health and Human Services is attempting to
reduce the cost of medical services, particularly Medicare pavments to
physicians, It has been indicated that Medicare pavments for physician
services have grown more rapidly than pavments for hospital services.
Therefore. proposals have heen developed to refine a system that would allow
more predictability of physician pavments and reduce their rale of growth.

The present system for paving physicians under Medicare, a customary-
prevailing-reasonable basis system (CPR), has been criticized for being
"inflationarv". This system has alsec been criticized fo» built-in incentives
for physicians to provide more than the 'average number of services.
Therefore. a reformulated Medicare payment svs‘em and alternative medical
practice modes are being considered; the arguable objective of these
mechanisms are to encourage phvsicians to become more efficient and to allow
the federal government to anticipate the costs of physician services under
Medicare.

The National Medical Assoeciaticn is aware of several of these
proposals. They focus around several issues which include:

1. changing phvsician practice modes with respect o grzup practice
arrangements to financially encourage phvsicians to provide fewer

services,

BEST AVAILABLE COPY
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2. changing the units of services that are reimbursed under Medicare. This
1

encompasses collapsing particular services into packages or groupings of

services and paving for these services in this respect. For example,

services might be g~ouped under particular diagnoses or into comprehensive

groupings. M

The National Medical Association is extremely concerned about the {mpact
of any prospective pavment method on a physieian's adility to provide quality
health care t¢ each one of his/her patients. We zre particularly concerned
about the potential impact of anv p-ospective pavment system on the ability to
provide quality cave tc low-inceme populations. We helieve that any type of .
prespective pavment svystem, ag we unde-stand it, would Yave an adverse effect
on the health status <7 minovities and their abilitv tn receive hea’th care,

N¥E physicians provide medieal care lareely to limited income, urban,
Black popuiations. ©Tne seriocus preblem with the present DRG svstem is it does
not include a fair cansideration Tnr the Intensity of treatment so olten

required by low-income patients., It is not unreasonadble to expect that the

econor rhvsicians as owners/managers of health care

delivery entities o he simila» tc that of hospitals: to survive as Susiness

entities phvsizians as well as hospitales must reduce as much as possible the
financial risks associated with the delivery of health care services. If a
4

compensatior, sveten 4oes not provide a falir return for services required™o

meet the healih care needs ~f particular patients, the ~ompensation must

o

nerease or over Sime, services will he reduced or refused altogether, {Under

or

a DRG type formiiz for prospective pavments, how can a phvsician afferd
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maintain a practice which serves an above average number of severely ill
patients. These factors must be considered in any objective eritique of the
impact of any prospective system on a physician's ability to provide quality
health care.

Aside from the damaging impact on quality care for the severely ill 2 DRC
like system--wherein prospective pavments are constructed on averages--will
negatively affect the geographic distribution of docters. Moreover, a DRG
type prospective svstem is likely to alter physician approaches to providing
important counseling services with patients with certain potentially high
mortality diseases.

To predict the possitle impact on these patients it is necessary to
examine the experiences cof the hospital industry with respect to the

introduction of Diapncsis Pelated Groups prosvestive pavment svstem (DRGs' in

As stated, an important oriticism of the orcspective payment svsten
{DRGs' is that severitw ¢f illness and complexitv of lllness is not

incorporated into this nt mechanism, By severity we ave referring %2 the

mild o severe. Ry

3}
“n

intensityv 28 an illness, whether the patient's preotle
complexity, we are referring to a patient with multiple illnesses that would
complicate a primary health prohlem, fo» example, a hypertensive patient zav
also have diabeter. ‘nder this system. vavment {<r se~vices ave based o~ an
average. Under a2 IRT live svetem pavments o physicians who are required to

cerve an abcve averace nimher of severely 111

Cents will nat meet Lthe aosts
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of providing them health care services. A DRG tvoe pavment system for
physician services would mean that reimbursement rates would be identical for
physicians that care f~r the severely ill patients as well as those that care
for the less severely ill. In essence these phvsicians would be penalized for
treating a "sisker" population. )

This is particularly crucial with respect to phvsicians who serve a large

proporticn of noome, elden v, patients, For several reasons

te tend to mefor geoird

treir illness has »eached 2

entually suck patients will hecate cverly burdensome to

physicians whore Med{care

net ~nvering the total cost of

servizes required Trr wic/har nztient popalat e,
inmerert iw cavmernt =mvetam, tnen s the incentive t¢
"attraet” and patieste with less severe neeses.

suved v~ nrovide minimal care. The

etween a higher and lower cost

1w o that the DRG type of pavment

- the provision of guality

tWwo=tiermed Wezlih aane rustem: a tatal qacers svsten Tor the wealthw and at
best one of move limited acnees for the Doer.
. CEQGEAPHIZ DIATRIRUTIAN
He!l 107 A pavment evstem he negtrgl
prvs.t.an's Ancine of neancice Tanztiecn, mier g osd

ohveisiane worild he mere nslined (o
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with "healthy" patient populations. This would result in a greater shortage
of physicians in predominately Black, low-income communities. Young
physicians, especially, would not have a large enough financial base to
practice in those areas where, due to a "sicker" population, payments for
services would be too low to cover physician expenses, which usually include
significant costs tor loans associated with their medical education.

COUNSELING AND MANAGEMENT

ansideration must also be given tc the impa~t of "average" costs of
prospective payment systems on diseases that require extensive patient
counseling and management services. These include illnesses such as hyper-
tension and diabetes that require periodic moniterine. If the cost of the
physician time is not valued in this paymen{ system, the i{ncentive will be for

physicians to provide less consultative services for such chronic illnesses.
This point is critical with respect tc minority patients whc exhibit higher
rates of hypertersion, cardiovascular disease and diabetes than the majority
populatien. There would oe little incentive to provide ongoing disease
management services to these patien%s and this would have serious implications
for the successful treatment of these diseases.
SUMMARY

The National Medical Association is concerned about the impact of a
orospective pavment svsterm on phvsicians in that such a svstem has duilt.in
incentives to encourage the treatment of patients with less severe and less

complicated diseasés. We believe tha* our particular patient population,
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mainly the urban, poor, minority population, will ultimatelv be viewed by many
physicians as financial »isks. Therefore, thev will be excluded from
receiving the necessary health care, due Lo their need for more costly
services.

“e are also concerne”d *hat voung phvsicians will be unwilling to
establish practices in low-income minoritv comminities where patierts have

illnesser 4ha' are more gevere thar the average population and thevefore nmove

' The NME ensmurgees vour sf ensuring an
equiltable pavient syeten *23t weuld not pertit a2 segment of the ponulztion to
be viewed as a Tinan~ial wisk to rhysislans,  Therefcore, ceverity of illress
and complexity of illiness meas

proposed pavment system.

2. We alsc sugpest that a measure or valuation of phvsician time with

respect Lo patient manarament and counseling far chro
p e g

incorporates 1n a mechanisT for determining phvsician fees.

0

2. The NML ‘s in favar 0f 2 svaterm for determining phvsicians' fees that

is based on a relative value scale. scale, in essence, would assign a

weight tc each procedure and z multiplier to convert that weight te a dollaw

value. 7Tne advantage of tnis method :a2 that the wultiplier can be aljusted

for inflation and local cost of livine 4ifferences. Also, a relative value

‘s:aie can

services.
The “MA telievee that anv pavment svstem under Medicare that ie

considered would need to place more emphasis on the delivery of quality care.

while ensuning that rrvsicians ¢ nct assume undie Cinancial ~isks for
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Senator DURENBERGER. Let me begin right at that point and ask -
each of you—in some cases it is a reiteration—to scope out the re-
ality of most health care services or acute health care services. 1
mean, we have been reminded by Dr. Connally, of course, of our
concerns for the cognitive. We are reminded by Dr. Tuckson that,
when a lot of people come into a doctor’s office with an ache or a
pain, there is a lot more complicated health care concern on the
part of the doctor than just that precise ache or pain; there is a
larger environmental setting that good physicians need to take into
consideration.

So, beyond the procedural, as Dr. Connally calls it, or doing it by
the numbers, I take it in trying to put together a professional reim-
bursement system we need to take a lot of other things into consid-
eration. And the various approaches to this that were suggested by
our previous panel, I imagine, have various merits and demerits re-
garding the cognitive and some of the other aspects. :

So, I wonder if each of you wouldn’t suggest to us that there is a
larger picture than the set of procedural steps that need to be
taken, and suggest to us how you think one or the other of these—
RVS versus some other system—might be better as a formula than
the alternatives. : ,

We will start with Dr. Davis.

Dr. Davis. Thank you, Mr, Chairman.

Yes, sir, I think we do have some problems, many of us, with the
procedural versus cognitive definitions. Dr. Utz and I are both sur-
geons. We do a great deal of procedures. But some of our most im-
portant work is cognitive work, because surgeons do cognitive
work, and the term really is not very clear. .

To answer your question directly, the American Medical Associa-
tion does strongly endorse a resource-based relative-value scale..
And, as has been outlined to you today, that is based on many fac-
tors, including the time involved, the complexity of the procedure
or of the problem at hand, investment that has been made in the
education of the practitioner, overhead involved, and the expense
to provide professional liability protection.

Even the surgeons among us recognize the fact, that the cogni-
tive aspects of practice have perhaps been underpaid, and perhaps
it should be put back in a more relative position. And we think
that a resource-based relative-value scale would do that.

Senator DURENBERGER. Dave.

Dr. Urz. Thank you, Mr. Chairman. ;

It is difficult for a surgeon to define the term “cognitive.” If it
means that surgery does not involve cognitive activity, that is obvi-
ously not the case. Surgery also involves a feeling of humahism
and of identification with the patient, with his illness, with his
family, with his community in the pre-operative care, and in the
analysis of a patient’s problems, as it does in the operating room
and after the surgical procedure, in post-operative visits. -

So, nonprocedural—which is a better word—and procedural  ac-
tivities are those that encompass the activity of a surgeon. Nonpro-
cedural and procedural activities also involve internists and gener-
al practitioners, family practitioners, as they do diagnostic tests, as
they prescribe medicine, as they may order some complex diagnos-
tic procedures. .
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I think surgical strategy of combining or bundling the services
into a pre-operative, operative, and post-operative package is a de-
sirable one, and it can be emulated by those who charge for each
office visit.

Mr. Chairman, regarding which payment alternative would be
best as far as surgery is concernedp or the medical practice as a
whole, I might observe that medicine has developed recognizing
several pathways to care. And acceptance of any alternative plan
without a careful consideration or trial, specifically regarding its
impact on access to care for the elderly and its definition of quality
_of care, 1 think will destroy what we have accomplished to date and
will impede any future developments in this area.

Thank you, Mr. Chairman.

Senator DURENBERGER. Before I ask the two of you to respond, I
don’t know how we are going to do this, but if you all want to sit
here while we go over and vote, you are welcome to do it. I would
excuse the panel, too, if you want to go to lunch, but we have to go
over and vote here in about a minute and a half.

If you are not going to be able to come back, do you have a ques-
tion, Senator Boren.

Senator BoreN. Let me ask a very quick question. They indicated
yesterday in our meeting that they will not hold rollcalls past a
certain time.

I would like to address this to Dr. Utz in particular:

One of the strengths that I think we have in our system is the
diversity that we have had, the fact that we have developed centers
~of excellence such as your own clinic. The Mayo Clinic is an exam-
‘ple of that center-of-excellence approach. I wonder what you be-

ieve that the major changes in physician reimbursement, particu-
larly any move toward capitation for example, might have on the
development of maintaining these centers-of-excellence or future
development of centers-of-excellence like that?

Dr. Urz. Thank you, Senator Boren.

As far as capitation is concerned, and institutions or private
practitioners who maintain an excellent quality of practice, I think
there are some concerns. There are some disadvantages. A capita-
- tion system, while it has worked fairly well in the Twin Cities—
and there may be some argument about that—has not done as well
or performed as well in rural Minnesota.

A single identifiable unit to take care of a particular patient pop-
ulation, so that the individual has no opportunity to select his phy- -
sician or perhaps to affect the amount of care that he receives, can
be a disadvantage of capitation.

" Capitation does offer some advantages. It would take the govern-

ment out of health care administration to a certain extent, it would

properly emphasize preventive care, preventive medicine, and it
- would probably reduce revisits, and readmissions.

But what concerns me about capitation is the risk of reduction of -
access to necessary medical services and compromise in quality of
care,

- Senator BoreN. Senator Durenberger and I apologize that we are
caught in this situation. Senator Durenberger asked that we go
ahead and excuse the panel because of the time constraints that we
are under. If any of you would like to submit any additional sup-..
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plements to your statements, please feel free to do that, and we
will have them included in the record. :

He will be returning, and the representative of Blue Cross/Blue
Shield will present his statement just as soon as we get back from
this vote.

Again, we apologize for the situation in which we find ourselves.
1 know that members of this- panel understand that as well as
anyone, on the kinds of disruptions that occur.

Thank you very much.

[Whereupon, at 11:59 a.m., the hearing was recessed.]

AFTER RECESS

Senator DURENBERGER. The hearing will come back to order. Our
final witness is Bernard Tresnowski, president of Blue Cross and
Blue Shield Association of Chicago, IL.

Bernie, your full statement will be made part of the record, and
you may proceed to treat it in any way you like, depending on
what time you have to get to lunch.

STATEMENT OF BERNARD TRESNOWSKI, PRESIDENT, BLUE
CROSS AND BLUE SHIELD ASSOCIATION, CHICAGO, IL, ACCOM:
PANIED BY LARRY MORRIS, SENIOR VICE PRESIDENT, HEALTH
BENEFITS MANAGEMENT, BLUE CROSS AND BLUE SHIELD AS-
SOCIATION :

Mr. TresNowsKI. Thank you very much, Mr. Chairman. :

Joining me this morning is Larry Morris, who is the senior vice
president of health benefits management for the association. Larry
is our resident expert on physician payment: he spent almost his
entire professional career worrying about that subject.

You have our testimony and, as you said, it will be in the record.
It does several things: It establishes our credentials for discussing
physician payment. I would simply add to what is in that state-
ment that last year we paid out $8 billion in physician payments
under our private programs and were responsible for the adminis-
tration of another $10 billion under our carrier responsibilities
under Medicare. . :

The statement also reviews our experience with physician pay-
ment systems in our private programs. I know that is a ?ecial in-
terest of this committee. It presents our views of the advantages
and disadvantages of Medicare’s current physician payment systein -
and concludes that it is time to proceed with payment reform.

We present a set of criteria against which possible reforms
should be tested; we review a series of possible reforms ranging
from all the things you have heard this morning—capitation sys-
tems, per-case fee schedules, per-procedure fee schedules, reasona-
ble modifications to the existing, customary, prevailing, and reason-
able payment system under Medicare. ,

We note specifically in our statement the importance of selecting
a payment system that relates directly to the level of assighment
and the close correlation between payment and that assignment
level in order to assure predictability and full financing on the part
of the beneficiary.
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We also note the importance of controlling the use of -services, - - -

because use is the principal determinant of cost—it is not price— -
?]nd %ny payment system that doesn’t take both into account is
awed.

With that by way of background, in terms of the statement, let
me proceed and tell you what we believe, and let me put it in the
framework of a question you asked this morning: Do we do one
thing at a time? Or do we move on parallel paths? And let me tell
you what we believe in that context.

First of all, we believe that Medicare should move aggressively to
a capitation payment system, as has been explained this morning.
They ought to exploit the HMO and the comprehensive medical
" plan opportunity that is now available.

In addition, we urge that experiments in geographic capitation
be pursued without delay. There is a proposal from the Maryland
Blue Cross and Blue Shield plan that has been on the table in
HCFA now for several months waiting for a decision, and we think
* a decision ought to be made on that and tested, to find out whether ~
‘indeed it makes sense.

Senator DURENBERGER. Can I stop you at that point and say, are
there conditions on that proposal, like “we don’t want any competi-
tion,” or “we want to be the only one in“town’'?

Mr. TresNowsKi. No; the proposal is such that existing HMO’s
~ and CMP’s would not be a part of the capitation, but that the re-
maining portion of the population would be covered under a single
carrier.

That is an experiment. If you were to go into a competitive situa-
tion where you would want to broaden geographic capitation, then
you do it on a competitive-bid basis, let any carrier come in and
say, “Given a certain population base’’—whether it be a county or
a State or whatever—*‘let’s bid on it,”” the same thing we do with
major accounts.

Senator DURENBERGER. Is it possible now for anyone to compete
with Blue Cross and Blue Shield in Maryland?

Mr. TresNowsKi. Oh, I think so. They certainly do.

Senator DURENBERGER. What if some other Blue Cross and Blue
Shield tried to come in and compete, and they couldn’t get in? Isn’t
" that in the back of my head someplace?

Mr. TresNowskL. Do you mean could another Blue Cross and
Blue Shield come in and compete?

. Senator DURENBERGER. Yes.
Mr. TresNowsKI. No, they can’t, not under our licensing arrange-

~ ments with regards to the name and mark.

Senator DURENBERGER. But do you think in the State of Mary-
land there are competitive health plans with enough enrollment
and enough marketplace penetration that they could take on Blue
Cross and Blue Shield?

Mr. TresNnowskl. Well, I think the question really is to the

~degree of risk involved. I think the estimate is there is a billion-
dollar risk under Medicare in Maryland, and the question is, does
the carrier have the capacity to take on that size of a risk. But
frankly, Blue Cross/Blue Shield of Maryland doesn’t have the ca-
pacity to take on that risk, and the arrangement that is in HCFA
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at the moment is to take a portion of that risk and to reinsure the
balance of it.

Any carrier, regardless of size, could put together a set of rein-
surers to take on any amount of risk it wanted, depending upon
whether it wanted to take on the administrative challenge.

I point to Maryland not so much as an example of what ought to
be done in terms of an operational situation, but I point to it only
because we need some experience with geographic capitation, and
there is an opportunity to find out some things about it.

Senator DURENBERGER. Yes; I didn’t interrupt yeu to be disrup-
tive but for the same reason I interrupted Henry in his presenta-
tion, because, these demonstrations are a way to, in effect, estab-
lish—I used the Gold Plus in Florida—a big part of the market.

I guess what I am searching for here is some ideas on how to do
demonstrations that ensure that they aren’t going to be anticom-
petitive. If HCFA gave a demonstration on physician reimburse-
ment, capitation, to Blue Cross in Maryland, and Blue Cross in
Maryland already has 85 percent of the business, and all this does
is prove that they can reduce costs, it also puts them in the saddle
against anybody who tried to come in in the future and sell either
combination plans or phrysician plans against them, it seems to me.

Mr. TresNowskl. Well, then I think what you need to do in
Maryland, specifically, under a demonstration is to solicit other
people to come in and offer a proposal to do a similar thing. I think
there are a lot of carriers out there with the capacity to take on a
billion-dollar risk with proper reinsurance opportunities.

I think the critical question isn’t so much whether you can struc-
ture a competitive arrangement, it is a question of whether any-
body wants to take it on. And it isn’t always the risk involved, it is
the administrative complexity of what is being asked for.

Senator DURENBERGER. All right.

Mr. TrResNowsKI. And in that case I think the reason we would
urge that capitation be pursued is because it offers the greatest ad-
vantage of the criteria we laid out in the testimony: simplicity, pre-
dictability, efficiency, and financial protection.

The utilization point that we made in our testimony is covered
under a capitation arrangement. It strikes at the critical balance
between money and medicine, and it pushes the decisions down
where they belong, and that is at the time of the medical transac-
tion. I think that is the real advantage of it.

But you are not going to get total capitation arrangements
around the country; and, short of that, we look to the many concep-
tual advantages in a per-case fee schedule, using a system similar
to DRGs.

Now, unfortunately there are some very significant feasibility
problems involved in that kind of reform. Our suggestion is that,
even though there are those feasibility issues, that, as some of the
witnesses said this morning, that ought to be pursued. I wouldn’t
give up on that.

You personally made a suggestion some months ago about put-
ting together a per-case arrangement covering the whole spell of
illness, from the physician’s office to the hospital and the skilled
nursing facility, the hospice, and so on. I think, conceptually, that
continues to make an awful lot of sense; the question is, how do
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you technically design such a system, and who manages that per-
case payment amount? But it does make an awful lot of sense, and
I think it needs to be explored and pursued aggressively.

With that in mind, we would therefore, in the context of pursu-
ing reimbursement reform, recommend a three-part strategy for
pa%(ment reform:

irst, that Medicare move to a per-procedure fee schedule. And 1
realize that there are problems in that transition—resource-based
relative-value schedules, consensus relative values, and so on. We
think that a resource-base is fine and it ought to be pursued, but I
wouldn’t wait around for that to perfect itself; I would move it out
of the area of academics and put it into the area of operations. Con-
sensus building we do all the time on the basis of all sorts of profile
information; you just throw it up on the screen, get a group of guys
in the room and say, “What do you think?”’ And then you start
paying that way.

enator DURENBERGER. All right; that is why you are on this
hearing today, because between the two of you you have all the ex-
perience in doing this sort of thing. And is it relatively—the con-
sensus model? It is not a difficult model to follow?

Mr. Tresnowskl. No; And you are using judgment. Nothing is
perfect, and so you take the profiles drawn from your chart infor-
mation, look at the inequities that are built in, and some of them
are quite obvious. You get a group of people around a table, and in
a couple of hours they have sorted it all out.

There will always be those who will say, “Well, you didn’t do
this, and that, and the other thing”; but you have done a reasona-
ble justice, and then you are going to start paying that way. And
we would urge that that be done. -

The second part of the strategy is, we think the assignment ques-
tion has to be dealt with. And as we have said many times before,
we think an all-or-none policy is critical, that at one point in the
year a doctor ought to be asked whether he is going to take assign-
ment and stay with that during the course of the year. We think
that is extremely important in terms of understanding and predict-
ability, especially when you have got a fee schedule arrangement.

With a fee schedule, where the amounts are known, and an all-
or-none policy, you have greatly simplified the payment program
for the beneficiary, and I think that is an important criterion to be
kept in mind.

The third part of the strategy deals with the utilization-review
question, recognizing that you don’t have a capitation arrangement
where you have got those incentives turned around. Then what I
think you need to do is to further strengthen the utilization-review
and medical-review capacities of the carriers.

"We think we have done a good job with that. We wish we had
more money from the administration to be able to pursue some
things; but there is a lot of capacity out there among the carriers
to do a good job, and we would urge that the existing system be
strengthened.

Now, we understand that making a move to the three-part strat-
egy I've outlined doesn’t happen overnight, and therefore we think
that there are some short-term things that ought to be done right
now with the existing Medicare payment system. And quite frank-
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ly, the most immediate thing that we would do is to take the CPR
gystem, the so-called customary, prevailing, and reasonable Medi-
care system, array it, get a group of people in a room and build a
consensus about some of the extremes—high and low—and give
some authority to the carriers to do the sam2 kind of thing and get
on with it.

Senator DURENBERGER. Have you done that already in parts of
the country?

Mr. Tresnowskl. We do it all over, all the time. We have a lot of
physicians who work for us. We have worked with panels of doctors
drawn from the medical community.

Let me give you an illustration of this. A comment was made
this morning when Senator Heinz was here about Pennsylvania.
The assignment rate in Pennsylvania is uﬁ over 90 percent, and
one would say, “Why is that?” Well, why that is is that there is a
tremendous spillovers from the private sector acitivities of the Blue
Shield plan of Pennsylvania, which has a high percent of partici-
pating physicians. Why are there a high percent of participating
physicians? Because there is a lot of involvement along the lines I
talked about, in terms of consensus building and what constitutes a
perfect fee distribution.

You have to understand that involving the medical profession at
the community level is critical. That doesn’t mean you give the
house away; but you use them in order to fashion a system that
has, as I say, a certain amount of justice built into it for everybody
concerned. That's it. That is the sequence we would recommend. Do
something right now with the existing system, move to that three-
part strategy I talked about, and pursue capitation aggressively.

Senator DURENBERGER. Why don’t we just take that previous
panel—Janet Mitchell, on down through the rest of them—and put
them together with you? Wouldn’t we all come with something?

Mr. TrESNOWSKL You could do it in a day. And the problem is
that everybodK studies the subject to death. I think what you need
to do is put them in the context of paying, against the criteria of
what you are trying to accomplish. And then just put their feet to
the fire and get the job done, aod then start paying that way. ‘

Senator DURENBERGER. 1 take it one of the concerns on the part
of some of the medical specialties in particular would be that,
“Yeah, we would put everybody together in a room, and we would
put a system together, and we would say, ‘We will give you so
much for procedural and so much for nonprocedural.’” And a year
later we would start ratcheting down. You know, we would just
start cranking it down; because it is so informal that nobody can
rely on it. And good old Congress, with their Gramm-Rudman and.
so forth, would start the old winch going, first on the nonproce-.

dural side and eventually raise questions about, “Ah, you cah do it :

for a lot less than that even on the procedural side.” Might that be.

one of the concerns that the professions would have about a process- |

that would appear to be so unstructured or informal? :
I will agree with you, however, that it is very realistic. I like
your approach. But wouldn’t that be one of the problems with it?
Mr. TrRESNOWSKI. Sure, but let me explain it this way: If you con-.
vene them in a room, you are dealing with internal equity, and

that is what they are focusing on. You are not talking about the :
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conversion factor—in other words, how much you are going to
pay—you are talking about internal equity. And I am talking
about all of them, and I listened to all of them this morning.

Senator DURENBERGER. As between the various forms?

Mr. TrESNOWSKI. As between cognitive, procedural, this, that and
the other thing.

So I think they would all be willing to sit around a table and-
deal with that. They would also be willing to deal with some of the
extremes. An example is cataract surgery. They are charging today
as much for cataract surgery as some years ago when they put you
in a hospital for 10 days in sandbags. Now they do it on an outpa-
tient basis overnight; but the charge is the same. So, you have got
those extremes. If you put them in a room, you can kind of iron all
of t{:at out. But that is internal equity, and everybody would agree
to that.

The conversion factor—how much you pay for that, given the
propensity of the Congress to rachet down—you deal with because
of the assignment situation, the all-or-none. If you are interested, if
the Congress is interested, in full payment to the beneficiary, then
you really don’t want to ratchet the number down so far that even -
the docs who want to stay with you are going to fall off the trolley
because they can’t afford to just take the Medicare payment. I
think you made the point this merning:—You have got to look
behind it at what it costs the doctor to do his job. Even the guys
who would like to stick around will say, “I just can’t afford it any-
more; I am not going to be able to take assignments.”

Senator DURENBERGER. All right. So, if I follow this now, if I was
concerned about having the right mix of specialties, that will be
taken care of in that first informal phase? I don’t have to worry
about pricing certain people or underpricing certain people out of
the market?

Mr. TrResNowsKlI. Right.

Senator DUREBERGER. When you get to the second phase, though,
you start dealing with such things as geographic differentials,
urban-rural, and some of those kinds of issues. Is it appropriate for
us to look at those kinds of issues? And how do we approach that?

Mr. TREsSNOwSKI. Absolutely. I think you have to. I think it clear-
ly costs a physician more to deal in one geographic area than in
another, and I think the same kind of consensus building has to go
on there. It is a little different and maybe less of a technical-medi-
cal consideration than it is variatiens in cost-of-living, inflation fac-
tors, and that sort of thing. -

Keep in mind that you are always going to be a little bit arbi-
trary in these situations. e

Senator DURENBERGER. But I am wondering what the premise is
on which we get to that Fhase. I don’t have any of this before me,
but a day or two ago I sat with the principal researchers from OTA

-who are doing the OTA report on this same subject, and they were
telling me—you should know this, I suppose, as an intermediary— -
that the differences from one State to another are almost by a
factor of two in terms of both the charges by some physicians for
some services and the average dollar utilization by Medicare bene-
ficiaries. And that is quite disparate.
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I have the figures somewhere here in my opening remarks, or
somewhere, that says that Manhattan is 100 percent higher than
Minnesota, or the Twin Cities, for some kinds of surgery. Now, that
is ridiculous.

Mr. TrREsNOWSKI. Yes.

Senator DURENBERGER. But are we stuck with that kind of an
historic base as we move?

Mr. TresNowskl. You have two things there. You have, one, the

rice, the variation in the price. And then you have the variation
in the total cost, which is a function of the variation in practice
patterns.

In terms of price, I think you have to take some things into ac-
count in terms of the cost ofy living. Now, whether it is a factor of
two to one between New York and the Twin Cities I don’t know,
but you can make a judgment on that.

The real problem, though, isn’t price as much as it is variations
in practice, and that is the one that everybody is most concerned
about: “Why does it cost so much more? Why is the length of stay
so different? Wh&r are these intensity-of-care levels different on a
similar diagnosis?”

Senator DURENBERGER. The utilization problem? -

Mr. TrREsNOWSKI. Yes.

Senator DURENBERGER. In using too many?

Mr. TRESNOWSKI. Yes.

Now, I suppose the expert on that is the group in Boston, and
they weren’t here today—although most of them were here today—
that have looked at a small area of variations in New England, the
Phil Caper and the so-called Wennberg Studies.

I have talked to Jack Wennberg, and what he says is, if you have
a range of practice on a particular condition that is this far apart,
that on those extremes they are clearly not explainable; but you go
down here, and they are perfectly justifiable based upon the fact
that medicine isn’t scientific, that it is as much of an art as any-
thing, and there are particularly legitimate considerations to be
taken into account. B,

I think the PRO’s would be well advised to look at those area
variations. I know we are looking at them aggressively, because
when we make the judgment, geography-to-geography, we are less
concerned about the differential in price. That is more quantified
in terms of economic indices. But variations in practices is not and
needs to be considered.

. Senator DURENBERGER. And your suggestion there is that the
best approach to that issue really is doing good medical-utilization
review? :

Mr. Tresnowsk!. That is right.

Senator DURENBERGER. Rather than trying to capture that
always in the payment system?

Mr. Tresnowski. That is right.

Senator DURENBERGER. A suggestion was made here earlier today

that we might want to consider, as we approach physician reim- - |

bursement, incorporating the industrial side of this, or the hospital
side of this, the pathologists, anesthesiologists and radiologists, and
so forth—the folks in the surgical suite. Why not just incorporate
that right into the hospital DRG and do everything else either the
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way you are suggesting or some other way? Is that appropriate for
us to continue to explore, or not?

Mr. TrEsNowskl. Well, you know, we went through a phase, and
I think we are still going through it, of debundling all those hospi-
tal-based specialists. We have always felt that was a little unfortu-
nate, and I think it would be wise to pull them back together
again.

Larry has spent some time worrying about that subject and
maybe he would like to talk to you about it.

Mr. Morgris. Well, it is an appealing thing to do conceptually; the
thought that the patient does not have a choice between specialists
of that kind, and that therefore the competition inherent in fee-for-
service doesn’t work——

Senator DURENBERGER. But the health plan itself? I mean, do you
have much of a choice?

Mr. Mogris. I'm sorry.

Senator DURENBERGER. Well, the argument has been made that
the patient has no choice.

Mr. Morris. Yes, and I think that is true.

Senator DURENBERGER. Then is it true that the health plan
doesn’t have much choice, either?

Mr. Morgis. Oh, yes.

-Senator DURENBERGER. I mean, the referring physician is going
to make his or her selection.

Mr. Morris. Absolutely.

Mr. TresNowsKI. You have an anesthesiology group working in a
h(;spit?l, and you have a radiology group working. You don’t have
a lot of ——

Senator DURENBERGER. Yes. All right.

Mr. Mornis. So, you come to the basic question: Where is fee for
service appropriate and where is it not appropriate? I think a lot
less strong case can be made for it, you know, where ‘‘the patient
has no choice, and the health plan has no choice, and there is no
incentive to compete on price” than it can be in the other situation
where price clearly is a factor in making a choice.

As someone pointed out on the panel, there are some problems
inherent in that. I think it is going to take some work before we
would be willing to make a final recommendation; but the basic
idea is certainly worth exploring.

Senator DURENBERGER. Is there anything else we ought to touch
on? The hour is getting late.

- I put a question mark next :o0 a comment here in your testimony

relative to changes in the PRO law, that “we ought to remove the

disadvantage carriers now face when bidding for PRO contracts.” I

thought I put that in there deliberately. As we said; when we said

“peer review,” we want peer review. Now, tell me I am wrong, I
" mean, don’t tell me I'm wrong.

Mr. TresNowsKl. I am not going to tell you you are wrong; I
think you are absolutely right, except in terms of emphasis. We
have a lot of physicians who work for us and they work very——

Senator DURENBERGER. All right; you are just saying the entity—
don’t fire the entity as long as it is otherwise qualified to do the
peer review with peers.
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. I:idr. TresNowskl. That is right, particularly if it is more quali-
ied.

Senator DURENBERGER. And apparently would put you, for exam-
ple, or any carrier at a disadvantage automatically, even though
you might have as many doctors?

Mr. TrREsNOWSKI. That is right. If there is a medical group that is
able and ready to go, they get preference.

Now, we do have a couple of plans that are functioning as PRO’s,
because they couldn’t find any alternative. And our knowledge is
that they are doing well.

Senator DURENBERGER. All right. Thank you very much, Barney,
and I thank everyone.

Mr. TresnowskI. Thank you.

Senator DURENBERGER. That is the end of the hearing.

Mr. Tresnowski’s written testimony follows, as well as testimony
of Franklin B. McKechnie, M.D., president of the American Society
of Anesthesiologists:]
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\:r: Chauirnan and Members ot the Subeommittoe, am Bernged R, Iresnowski, Presgdent
of the Blue Cross and Blue Shield Assoctation, the national coordinating organization
for all the Blue Cross and Biue Shield Plans,  Our nember Plans have beeti managing
heatth eare benefits and desigmng and administering various payment arrangements with
phvsictans, hospituls and other providers of health care for over 50 vears,  Today in
the private heslth insurance market Blue Cross and Blue Shield Plans underwrite and
administer health eare benefit plans for 78 milhon subseribers,  Under conteacts with
the Health Care  Finaneing Administeation,  our Plans serve  as Medicare  fisenl
intermediaries and oarriers, responsible for day-to-day ndministeation of this important

‘program,

On behall of aur member Plans, T thank vou foar the opportunity to contribute to vour
review ot possible reforms of Medieare physician pavment.  Clearly, any changes in the
method of remmbursing physiemns should be tested against several specific objectives,
But before discussing these abjectives and aur recommendations, as background we would
like to diseuss briefly the physician puyment approaches used by Blue Cross and Blue

Shield Plans for the private macket and Medicare's current method of paying physieians,

BLUE CROSS AND BLUE SHIELD PLAN PHYSICIAN PAYMVENT APPROACHES

Blue Cross and Blue Shieid Plans use a variety of methods to pay for physicians' services
in the private market. Most of these methods are based on the UCR, or usual, customary,
and reasonable charge concept. In 1984 about 80% of Blue Cross and Blue Shield Plan
payments for physicians' services were determined under UCR-type systems, The
remaining 20 percent of Plan physician payments were inade on the basis of fee schedules,
Most Plans administer both types of payment programs to accommodate the different

types of benefit plans demanded by our customers,

BEST AVAILABLE COPY



253

The UCR concept involves limiting payment to the lowest of the individual physician's
actual charge for a procedure, that physician's usual charge, or the typical charge
among physicians performing that procedure in the area, This latter limitation is
referred to as the "customary charge”, although MViedicare uses the term "prevailing
charge" to describe the same limitation, Many Blue Cross and Blue Shield Plans eliminate
the usual charge limit and base payments on the lower of the actual charge or the

customary charge.

In our private business, UCR-type payment arrangements are typically associated with
medical and surgical "service" benefits programs, To deliver these benefits, all but a
small number of Blue Cross and Blue Shield Plans rely on "participating" physicians who
agree to accept Plan fee allowances as payment in full, Participating physicians are

permitted to bill Plan subscribers only for co-insurance or copayments where those apply.

The physician participation concept is an important part of our private business, It
eliminates paperwork for our subscribers and, most importantly, injects an element of
financial predictability into subscribers' relationships with physicians, A Blue Cross
and Blue Shield Plan's ability to achieve adequate participation among physicians depends
on the existence of a reasonable level of payment and, importantly, on a strong
committment to prompt claims service and res;onsiveness to provider problems. Generally

between 75 and 95 percent of area physicians choose to become Blue Cross and Blue

Shield Pian participating physicians where these arrangements are available.
Most UCR systems used by Blue Cross and Blue Shield Plans set an initial customary

charge limit at the 75th-90th percentile of physicians' usual charges and then adjust

this amount downward if it exceeds an established rate-of-increase limit. Some Plans

58-202 0 ~ 86 ~ 9
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limit inereases in customary charge screens te specifie economie indices, such as the
CPl or GNP price deflator, while others base thetr himit on actuarial recommendations
or Board of Directors' decisions. A majority of Plans, inciuding those relying prineipally
on fee schedules, update payment limits annually. In addition, most Blue Cross and
Blue Shield Plan UCR systems recognize physician specialty in the calcutation of

customary charges,

The physician payment systems used by Blue Cross and Blue Shield Plans are very
dynamic. New payment methods are being implemented and existing payment arrangements
are being changed. Many of these changes involve less frequent updating of payment
limits and incorporating incentives to encourage ambulatory surgery.

Though the price paid or payment meth\od used is important it is less important in
containing costs than programs that deal with variations in medical practice. New cost
containment programs — for example, preadmission review, mandatory ambulatory surgery,
patient care management, — have been established to address inappropriate use of
services and sites of care. Plans have also moved aggressively to develop HMOs and
Preferred Provider Products. Under these arrangements, Plans can effectively contain
costs for physicians' services through innovative and flexible payment and utilization
management programs that take advantage of the dynamic market forces that now exist

in most areas of the country,

Biue Cross and Blue Shield Plans are addressing many of the same issues that Medicare
must face in deciding how to refine physician payment in a way that balances sound
program objectives and cost considerafions. Consequently, the developments in the
private market that 1 have described are an important consideration as the Committee

N

examines Medicare physician payment,
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MEDICARE'S CURRENT PHYSICIAN PAYMENT METHODOLOGY

Medicare calculates payments to physictans using the customary, prevatling and reasonable
charge (CPR) method. Although the terminology is slightly different, the CPR approach
is generally similar to the usual-customary-reasonable pavment arrangements used by

many private payers,

Since the program began, steps have been taken to control increases in the fees paid
by Medicare to physicians. FEarly on, the prevailing charge limit on Vedicare payments
to physicians was dropped from the 90th to the 75th percentile of customary charges,
In addition, the Medicare Economic Index, enacted in 1972, has been -employed to Keep
physician payment increases in line with general inflation and physician practice costs,
Congress, in the Deficit Reduction Act of 1984, mandated a 15-month freeze of Medicare's
charge screens and physicians' actual charges to Vedicare patients, effective July 1,
1984. This step increased further the disparity between actual charge levels and

Medicare payment levels,

Another important aspect of Medicare's physician payment program is the policy
concerning the assignment of claims. The physician's assignment decision determines
whether or not beneficiaries will experience directly the consequences of Vledicuré's
efforts to contain physician payment levels. Currently, physicians can choose each fall
to become participating physicians and thereby agree to accept assignment on all of
their Medicare claims for one year, or they can choose to accept assignment on a claim-

by-claim basis.
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PROBLEMS WITH THE CURRENT SYSTHEM

From our perspecltive, the Medienre payment methodology, as it i~ currently steuctured,

has a number of problems:

0 1t 15 confusing to beneficiaries and physicinns,

(o] 1t 15 cumbersome to administer,

o It is not sensitive to changes in the real costs of individual procedures.

o It provides an incentive, as do all fee-for-service systems, lo perform more

rather than fewer services--the more services provided, the higher the
physician's income,

o It reflects existing charge patterns in the market for physician services,
which many believe represent payment imbaiances. Crities have argued that
the existing systein favors, bevond what 1s justified by actual resources,
specialists over generalists, urban areas over rural areas, inpatient treatment
over ambulatory care, technologically intensive procedures over primary care,

and new procedures over established procedures.

Miany of these problems exist to varying degrees in other fee-ff)r-service payment
methods as well. We would note, however, that despite its drawbacks, the Medicare
physician payment system has thus far served the program well. It has helped to
improve the financial access of the elderly and the disabled to high quality physician
services. In addition, the system has been flexible; it has screened and sel payment
limits on the fee-for-service charges of large numbers of physicians in different
communities, with different overhead costs and wilh different types of training, skills,

and experience,

MEDICARE PHYSICIAN PAYMENT REFORM

In our view, Vedicare physician payment reform should not be looked at solely a3 a

reimbursement policy issue. Our experience in designing and administering physician
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payment arrangements in the private sector has taught us that mechanisms to deal with
the volume and mix of ser'vices rendered are more important than the techniques. used
to establish rates of payment. In addition, a critical measure of the adequacy of a
payer's arrangements with physicians is the degree of predictability and financial
protection they provide to patients. Therefore, no discussion of physician payment
policy under Medicare can be complete without a discussion of Medicare's policy regarding
the assignment of beneficiary claims. Finally, as emphasized by the recent debate over
whether patients are being discharged from PPS hospitals prematurely, there is a eritical
need to monitor quality of care very closely under any revised payment system that

*would put providers at financial risk, thus providing incentives for underutilization,

- Given that background, we would like to suggest six objectives for Medicare physician

payment reform,

1. Simplicity. Any revised payment system should be easy for beneficiaries and
providers to understand. Blue Cross and Blue Shield Plans that serve as Part B
carriers tell us that a significant portion of all the beneficiary and provider
inquiries they receive relate to misunderstandings about Medicare's reasonable
charge methodology and disagreements with the results, A revised payment system
should also be relatively simple to administer, although we recognize tha} some

complexity may be necessary to assure equity.

2. R ble financial protection for beneficiaries nationwide. In designing a revised

payment system, the Congress will have to weigh the advantages and disadvantages

of setting national, regional, statewide, or smaller geographic area payment rates.
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In this effort, we would urge that you give primary emphasis o the need to
achieve some umformity of financial protection for beneficiaries nationwide, rather
than uniformity of rates. While large geographic variations in Medicare payment
levels for physicians' services are a concern, we believe that large variations in
the Vedicare assignment rate are a greater concern, In our view, establishing
rates of payment on a national basis should not, in itself, be an objective of
Medicare physician payment reform, National payment rates could result in greater
disparities than exist now in the financial protection that Part B provides to

beneficiaries.

Efficiency. The revised payment system shouid promote the cost effective delivery
of high quality-care to Medicare beneficiaries. It should provide for payments
that are reasonable, considering the dynamics of the marketplace for physicians'
services and the need to assure that beneficiaries have reasonable access to quality

care.

Predictability. Beneficiaries are secrved best by a payment system that enables
them to predict with reasonable certainty the potential financi;ll liability they
will face when they seek care. Also, physicians and other practitioners can
manage their practices more effectively and engage in meaningful planning if they

know in advance how much Viedicare will pay for their services.

Maximum use of market forces, where feasible and appropriate, to contain costs.

The growing supply of physicians provides payers with opportunities to negotiate
contractual arrangements having more stringent payment and utilization management

provisions than ever before, while still maintaining high levels of participation, it
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is important to note, however, that physician supply does vary dramatically from
area to area and among physician specialities. This variation in market conditions
reinforces the importance of program flexibility, which is another key objective

of Medicare physician payment reform,

6. Flexibility. The problems faced by beneficiaries, providers, and the Medicare
program regarding the financing and delivery of physicians' services vary in different
areas of the country, In some areas, Medicare prevailing charges may be overpriced
for certain procedures performed by an excess supply of certain Aspecialists, while
in other areas beneficiaries may have very limited access to needed specialists.
Similarly, the availability of participating physicians varies greatly in different

parts of the country.

In our private business we have been successful in our cost containment efforts
by tailoring solutions to the problems that exist at the local level. Under any
revised payment system for Vedicare, HCFA should be provided the authority to
depart from whatever payment methodology is adopted, either through waiver
provisions, exceptions provisions, or experiments proposed by carriers. We believe

that providing this flexibility will be critical to the system's success.

OPTIONS

With these objectives in mind, 1 would now like to address the options and our
recommendations concerning the three critical elements of Medicare physician payment
reform: the method of paying physicians, utilization review, and the assignment policy.
In addition, I will discuss capitation approaches because they permit these elements to
be addressed effectively by managed care programs developed by private sector

organizations.
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Payment Methods

The major alternatives to the current CPR system that have been identified are per

case fee schedules and per procedure fee schedules,

Physician payment on a per case basis, possibly using DRGs in some way, is conceptually
appealing because theoretically it reduces any incentives for increases in the volume
and type of procedures and tests. I[t, therefore, has considerable potential to promote
efficiency. At present, however, per-case fee schedules are infeasible. First, most
physicians are not organized to manage the substantial financial risks per case payments
would pose. Unlike hospitals, most physicians do not treat sufficiently large numbers
of similar cases to t:e able to balance high and low cost cases with reasonable
predictability. As a consequence, many physicians might have strong financial incéAn“t‘ives‘
to see fewer Medicare patients, to refer the more complex and time consuming easesv
to other physicians, or, in extreme cases, to cut corners in delivering or ordering needed
care. In addition, attending physicians would have an incentive not to involve conSl‘lltying’ :
physicians in patient care management, and this could have adverse effeets on quality

of care, -

There are other problems as well, such as whether to make per case payments to
individual attending physicians or to entities such as hospitals, hospital medical staffs
or physician groups. In any event, the difficulties inherent in distributing per case
payments among anesthesiologists, assistant surgeons, and other physicians could, in light
of current assignment policies, resuil in substantial financial liabilities for Medicare
beneficiaries. For these reasons, we do not believe that per case payment is currently

a realistic optien for reforming Medicare's physician payment program.
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Further research of the methodologies and analysis of the policy issues underlying a
per case payment mechanism are, however, appropriate. We recommend that the federal
government continue such efforts, with particular emphasis on determining how physicians

can be organized to manage the risks inherent in a per case payment system,

We believe that until we have better information and understanding of the issues relating
to per case payment, Vedicare should consider per procedure fee schedules as a more
realistic reform objective. Achieving two key objectives — simplicity and predictability
— will be very difficult unless Viedicare moves to fee schedules, Fee schedules could
be developed based on existing charge patterns or a relative value scale. In addition,
flexibility could be provided for adjustments and possibly alternative approaches at thg
local tevel, The fee schedules could be phased in over a multi-year period. Weights
for the relative value scale could be developed from charge data initially and when
feasible using resource cost measuremenTmethods, taking physician concerns into
consideration.  Collapsing of procedure codes for related procedures would reduce
incentives for physicians to fragment their billing for procedures and manipulate codes
to increase their revenues. Implicit in this is that very little purpose can be served
by moving from a distorted CPR system to a distorted fee schedule based upon it. Fee
schedules are a potentially useful reform, but the reform should follow the development
of measuring devices to rationalize payment, In the interim, the unsupportable extremes

of CPR, both high and low, can and should be addressed within the CPR system.

A major advantage of fee schedules is that they are relatively predictable and easy to
understand in that the amounts payable by Medicare can be readily learned in advance

by beneficiaries and physicians, However, even carefully designed per procedure fee
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schedules can have many problems, Fee schedules do not, by themselves, control service
utilization. Another major concern is the levels at which fee schedule allowances are
set and the effect these levels can have on physician participation and assignment rates.
1t may be very difficult to desigﬁ fee schedules that produce substantial participation

and assignment rates and also maintain budget neutrality,

As work is underway to address the design features of a per procedure fee schedule,
some modifications could be made to CPR to make it more acceptable and to facilitate
a smooth transition to a fee schedule. For =xample, increases in prevailing charges in
‘a particular locality could be disallowed where they would bring the area to more than
25% (or some other percentage) above a state's average. Also, if a Medicare relative
value scale is developed before the implementation of a fee schedule is feasit‘)ie.' wide
disparities in the charge screens between specialists and non-specialists could be reduced
in the CP!{ system by use of such a scale, Collapsing codes for nearly identical
procedures and implementing more global charge categories could reduce incentives for
physicians to fragment billing for procedures performed during the course of treatment,

The pending Medicare budget reconciliation legisiation does contain proposals to direct

an independent body to examine these and other issues related to the CPR system and °

to make specific recommendations to the Congress, We believe that this approach

would be an important step in the right direction.

Utilization Review

As indicated previously, the number of types of services furnished to Medicare patients
is the most important variable influencing total costs. Volume increases unrelated to
population growth and changing technology were responsible for 40% of the total growth

in Medicare Part B expenditures from 1980 to the present.
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Revisions to Medicare's current payment system or the establishment of a per procedure
fee schedule would not by themselves explicitly address the utilization of physicians'
services, We believe that the best approach to controlling utilization unde“r fee-for-
service payment systems i5 through aggressive medical and utilization review (MR/UR)
by payers,

In recent years, MR/UR has received greater attention. A 1983 GAO report identified
substantial savings that result from Part B carrier pre-payment review activities. Also,
this committee in 1982 in TEFRA, and in this year's budget reconciliation bill, authorized
additional funds for Medicare contractor MR/UR activities in recognition of the program

savings these activities achieve. In the private sector, our MR/UR activities, coupled

with innovative benefit design features that provide incentives for appropriate utilization,

have contributed to significant reductions in the growth of health care costs.

If medical and utilization review of Medicare services is to be an integral part of any

physician pnyment reform effort—and we think it should be—a number of eritical issues
should be addressed, First, the funding for carrier VR/UR activities and claims processing
activities, which by themselves detect and prevent Medicare payment for millions of
dollars of medically unnecessary care, needs to be more predictable, stable, and adequate
to do the job properly. Second, experiments should be conducted to test the feasibility
and desirability of evaluating carrier performance on the basis of ability to control
Medicare expenditures and providing explicit incentives to carriers for effective MR/UR.
Third, carriers should be provided greater flexibility to develop and implement cost-

effective MR/UR screens based on their private sector experience.

Fourth, and most importantly, changes in the PRO law and its implementation should

be made to assure that Medicare MR/UR is performed in the most effective and efficient
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manner, We urge you not to ove}*look the considernble MR/UR resource that Medidare
now has in its carriers and intermediaries. Medicare contrantors overall have performed
well in this area given current program objectives and construnts, and the system has
the capacity to do much more if efforts are made to address the critical issues outlined
above., We recommend that the Congress not assume it is necessary to expand PRO
VIR/UR activities to all covered services in all areas if an intermediary or carrier that
conducts MR/UR as an inherent part of program sadministration can do the job more
efficiently and effectively. In such areas, we believe that PRO activity would be more

appropriately directed to the review of the quality of Part B services,

We also recommend that Congress change the PRO law to remove the arbitrary
disudvantage that intermediaries, carriers, and other payer organizations now face when

bidding for PRO contracts, Under current law and policy, while payer organizations

may bid to become PROs, they cannot be selected if there is a qualified physician

organization available. Even 1f the paver organization scores higher on the selection
. criteria, it cannot be selected as the PRO over a less qualified physician organization.
Blue Cross and Blue Shield Platis make extensive use.or physicians in both Vedicare
and private MR/UR activities, In our view, Medicare should be permitted the option .
of selecting whatever organization can best meet the process and outcome measures it

sets for the PRO program.

Medicare Assignment Policy

We have recently seen a dramatic increase in the assignment rate. While these results
are encouraging, we believe that the best policy for Medicare assignment is an "all or
none" system under which a physician must choose periodically whether to accept

assignment for all Medicare claims or for no Medicare claims, Under an "all or none"
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system beneficiaries would continue to be reimbursed directly by Medicare for services
provided by norn-participating physicians, Importantly, this policy would be much easier
for beneficiaries to understand. Also, over time, this poliey offers the greatest potential
to increase the Medicare assignment rate without government coercion because it takes
full advantage of the changes that are occurring in the market for physicians' services,
As the supply of physicians and beneficiary understanding of this simpler system increased,
the advantages of becoming a Medicare participating physician would likewise increase.
The "all or none" approach would position Viedicare better to experiment with innovative
cost containment approaches now being used by the private sector, such as preferred

provider arrangements. While any change from the current system is likely to result

. in some physicians deciding not to participate any longer, we believe that on balance

beneficiaries and the MVedicare program would be better off under an "all or none"

assignment policy.

Capitation
Although a modified CPR system, fee schedules, enhanced VMR/UR, and "all or none"

assignment are desirable, it is our view that HVIO, CMP, and carrier capitation
arrangements offer the greatest potential for efficiency and predictability, while
preserving reasonable beneficiary access to high quality care. Capitation arrangements
that transfer the underwriting risk of Medicare to private organizations will enable the
government to take advantage of and reinforce the competition now under way in the
private sector. The private sector has taken great strides in fashioning new, locally-

oriented cost containment programs.

Although it is possible to capitate an organization for only Part B benefits, we believe

that integrated benefits management argues strongly for combined Part A and Part B
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capitation. As indieated previously, physteians' decisions have important implications
for the use of hospital and other health services. Capitation, through HMOs and CMPs,
}s an approach already being used by Blue Cross and Blue Shield Plans and Medicare,
However, many beneficiaries have no saccess to HMOs and CMPs or do not wish to

change -physicians.

A number of Blue Cross and Blue Shield Plans are exploring with HCFA a different
approach called "carrier capitation”. Under this approach, a Medicare contractor would
receive a capitated amount per beneficiary and all Medicare beneficiaries in a geographic
arca would be included except those enrolled in other HMOs and CMPs. The contractor
could offer a variety of health benefit plans, including the traditional Medicare plan, a
fee-for-service plan with enhanced benefits management features, such as pre—admis‘sionn
teview, and an HVO option, Beneficiaries could opt to enroll in alternate plans ot
continue to receive the existing Viedicare benefit package from their traditional providers,
We strongly endorse geographic capitation and believe that -the appréaeh can be
implemented in the near-term in some areas of the country. Critical to the success of
this approach is the establishment of fair and predictable capitation payment rates that

enable the contractor lo effectively manage the considerable risk that would be involved,

CONCLUSION

Mr. Chairman, you and the Vlembers of your Subcommittee face a difficult set of choices
with respect to physician payment under Viedicare. The major options are clear, but
there are severe practical limits on the extent to which new approaches can be pursued
in the short term. 1 have outlined the major directions which we believe offer the
best hope for the future and have suggested some realistic steps which can be taken in

the near term.

1 would be pleased to respond to questions.
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Mr. Chairman and Members of the Committee. My name is Franklin B. McKechnie.
I am a practicing anesthesiologist in Winter Park, Florida, and the current
President ot the American Societv of Anesthesiologists, a national medical
society with a membership of approximatelv 21,000 phvsicians engaged in

the practice of or interested 1in anesthesiology.

For a number of vears our members have used the Relative Value System as
a basis tor reimbursement and indeed are currently required to ho so under
part B of Medicare. [he Society has published Relative Value Guides for
a number ot vears, is familiar with the methodology and the practical
"

considerations associated with their use, and is, to my knowledge, the only

medical specialty currently emploving a Relative Value System for Medicare.

[ therefore appear before vou to advocate vour consideration of the Relative
value System as a means of vhysician reimbursement. Mv remarks may perhaps
be better understood if I provide vou with a brief description of what an
anesthesiologist does. Our mist important function, as 1 am sure vou all
know, 1s to administer a number ot drugs to render patients insensible to
pain during surgical and obstetrical procedures. In most casé;. these drugs
suppress the patient's ability to maintain his own life. it is the
anesthesiologist who is responsible for keeping the patient alive bv assuring

that essential physiologic systems tunction properlv during the course of
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the anesthetic. 7This is done by (1) monitoring such vital signs as blood
pressure, pulse rate, color, temperature and heart sounds and (2) diagnosing
and treating any deviations that may arise during the course of the surgical
procedure. Our principal concern then deals with tne status of the
respiratory, cardiovascular, hepatic, renal and central nervous systems.
These activities are performed during, but independent of, the surgical

procedure.

The drugs that are administered to achieve the anesthetic state are in
themselves potentially lethal when used in inappropriate doses or improperly
selected for a particular patient. Each patient must be evaluated prior
" to the administration of the anesthetic which should be done by, or under
the direction of, a qualified anesthesiologist. Responsibility for the
patient's physioiogic balance extends into the oost-anesthgsia period. Simply
. stated, the anesthesiologist seeks to maintain the patient's phvsiologic
function i1n as near a normal state as possible while rendering the patient
insensible to pain during an operation. The anesthesiclogist also has
a responsibilitv for the patient's care during his or her recoverv from
anesthetic agents. [t might be said that the anesthesiologist is the patient's
surrogate in the operating room, acting for the unconscious patient who

cannot act for himself or herself.

In any discussion of the Relative Value Guide, it 1s important for the Committee
to understand how the complexity of the anesthetic procedure relates to

the complexity of the surgery, as well as the severity of the patient's

illness. Since our concern is primarily with the respiratory and cardiovascular
systems, it stands to reason that surgery on these systems adds complexity

to the anesthetic. Such complexity can be further compounded by the patient's

. 58-202 0 - 86 - 10




270

physical condition, his age, whether he smokes or not, his positioning on
the operating table, etc. These considerations form the basis for the Relative
Value Guide, which we believe continues to be the most accurate means

of providing proper compensation for anesthesia services.

The current guide published by the ASA contains a listing of approximately
400 surgical procedures. It 1s appropriate fo note that no individual
anesthesiologist or insurer is under any compulsion to use the ASA guide
and in fact, many ditferent RVGs are in use for anesthesia services by Medicare
carriers. Here are three examples from the ASA RVG:

Anesthesia for procedures on the upper abdomen (e.g., removal of a

gall bladder) '
Anesthesia foi amputation of the lower leg

Anesthesia for removal of a lung or portion thereof

To create an RVG, one assigns to each procedure a number which, when compared

to the number assigned another procedure, described the relative complexity

of the two procedures. In the examples I just cited, anesthesia tor removal
of a gall bladder has been assigned, in the current ASA Guide, a value of
"7", for an amputation of the lower leg a "3", whila surgery on the lung

is valued at "15". In comparing these numbers one can see that anesthesia
for lung surgerv is regarded as almost twice as difficult as anesthesia

for removal of a gall bladder and four times as difficult as anesthesia

for a lower leg amputation. This illustrates the point that the most complex
procedures involve the respiratory and circulatory systems.

Another extremely important aspect of the Relative Value Guide as used bv

anesthesiologists 1s the factor of time. Merely describing the relative
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“ESWplexity of various procedures does not take into account the wide range

of time that surgeons mav require to 4ccompiish their tasks. As a consequence,
all anesthesia Relative Value Guides also include unit vajues for time -

usually one unit for each 15 minutes. Again, using one of the examples previouslv
mentioned, the unit values assigned for anestnesia for removal of a gall

bladder requiring 2.0 hours would be 15 (7 for the procedure and 8 tor the

time units).

The American Societv of Anesthesiologists believes this to be the fairest
and most appropriate method of assessing the services performed by an
anesthesiologist, in that it considers both the complexity of the anesthesia
setvice and the time required to perform these services under different
medical and institutional settings. With regard to service, ASA's Relative

" Value Guide measures the complexity of the service rtendered 1n the operating
room as well as the pre-operative evaluation and the- post-operative care for
the patient. Regarding the time factor, the guide takes into account the wide
variation of time required to perform that service which occurs not only
within individual hosp:tals but between surgeons in the same institution
and, indeeo, on a case by case basis for each surgeon. Applving a simple
average time to each procedure would=THtore these considerations and seriously
distort the intensity of care and commitment to any one patient tas illustrated

" by our tirst attachment).

Once an RVG has been constructed, the creation of an RVG-based fee schedule
‘is simple. Une need only determine what will be charged per unit. This

"conversion factor' is then multiplied by the RVG generated number.
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Anesthesioivgists tavor the RVG method because we teei 1t is fair tor the
patient, the phvsician and third party carriers. in addition, 1t oprovides

4 quick and objective measure of the appropriateness ot A& pdrticular fee,

as well as allowing one to make comparisons between anesthesiologists and
their fees for any particular procedure. Attached 1s a4 supplementa: statement

on the Relative .alue Guide, expressing our views 1n greater detarl

we also feel that the RVG can be made to work ror a host ot nedical

services under the Medicare fFrogram. [his, of course, assunes that the relative
values which are established reasonablv reflect the agifferences and complexiry

of the service rendered, taking into account the time and skili involved.

We believe establishing a Retative Value svstem can best be accomplished witn
major input irom organized med:cal societies; and anv legislation implementing
the RVG concept or other pdavment for services aporoach for Medicare Part B should

include appropriate provision tor participation by the pnysician community.

Now, if I may, I would like 16 turn to the subject of patient safetv., In

our judgment, the issue of reimbursement for services, while important to

our membership, is ot less concern than the strict control o! anesthesia
mishaps and near-misses. Although anesthesia in this country is probablv

the safest in the world, the objective of our Society is to c¢liminate, insofar
as possible, every case of anesthesia-related mortality or morbiditv. he
know from a number of studies that manv of the mishaps i1n anesthesia that

do occur are due to human error and, therefore, preventable.

To this end, the Society has been working clusely with the Food and Drug
Administration on a variety of important projects. At our recent annual

meeting, the Society funded the establishment of an Anesthesia Patient Safety
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° Foundation. This will enable a cooperative research affort among
anesthesiologists, manufacturers of equipment, hospitals, the insurance
industry, risk managers, the government and others, aimed at improving
patient safety. We have also charged a committee with proposing standards
for anesthesia care, again, in an effort at improving patient safetv. These
programs are more fully described in the supplemental materials attached

to this statement.

An excellent summary of contemporarv anesthetic practice appeared in a recent

issue of Newsweek (attached). I trust you will forgive this digression

from the subject of reimbursement. How we are fairly paid for our services
to Medicare patients is important, but what we do for our patients and how

well we do it, must be of utmost concern.

On behalf of the ASA, I wish to express my appreciation for the opportunity

to appear today. I will be happy to respond to your questions.
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December 1985

THE_RELATIVE VALUE GUIDE;
ITS_USE AND DEVELOPMENT UNDER MEDICARE PART B

What the Relative Value Guide Is

The Relative Value Guide ('"RVG") developed by the American Society
of Anesthesiologists ("ASA") is a means of describing and measuring professional
services provided by an anesthesiologist. It consists of a list of medical
procedures that are individually described in medical terminology and by
reference to abstract numbers, known as "unit values". These unit values
characterize the relative degree of difficulty, risk and skill and the time
involved in performing the professional anesthesia services relating to
such proceduvres. By multiplying a monetary value -- a "conversion factor"
-- by the RVG unit values relating to each anesthesia procedure, individual
anesthesiologists and third-party payors may construct a schedule of fees
that will be charged or charges that will be paid, as the case may be, for

anesthesiology services.

Why the RVG is Necessary

A unigue aspect of the practice of anesthesiolcgy is that there is
no necessary correlation between a given surgical procedure and the anesthetic
procedure performed in connection with such surgery: There are variations
in difficulty, risk, time and other factors vital to the anesthesia problem
that are unrelated to the surgical procedure. For that reason, the charges
of an anesthegkologist typically vary substantially as between different
persons undergoing the same surgical proced;ra and as between operations
by slow and fast surgeons. )

With the rapid growth of third-partv mechanisms in the 1950's, third-party

payors needed a commonly accepted method of describing the content and
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defining the extent of professional anesthesia services, in order to evaluate
aneséhesip charges and to compute actuarially the premium necessary for

their policies. In order to avoid having payment based upon an arbitrary
formula related to a percentage of surgical fees or a fixed dollar amount

per unit of time, the first ASA RVG was developed in 1962 in order to define

the variables that enter into anesthasia fee determinations.

Factors Measured by the RVG

The RVG system has the benefit of basing compensation for anesthesiologists'
services upon the actual content of_Eyose services. The factors that are
reflected in charges for anesthesia services include the following:

1. the time involved in performing anesthetic procedures;

2. anesthesia risk, including the patient's physical status, the

degree of haz;rd iméosed by the depth of anesthesia required,
the type of anesthesia and technique, and the potential complications
incident to anesthesia;

3. the magnitude of the surgical procedure and the degree of anesthesia
hazard imposed by the site of the operative field and the position
of the patient;

4, the technical skill required of the anesthesiologist, including
problems relating to maintenance of normal respiratory and circulatory
physiology and problems incident to specialized techniques and
procedures; and

5. pre-operative evaluation—-and post-operative care.

The time factor is extremely important in determining charges fo£ anesthesia
services, since the anesthesiologist has no control over how long a given
slirgical procedure will take. ASA recently informally surveyed members

of its Committee on Economics concerning the minimum and maximum time involved



in the ten procedures most commonly performed on Medicare patients, The
survey revealed radical variations in the time necessarv tor a given surgical
procedure. The differences 1n time are important not only to reimbursement,

but to the degree of hazard involved and the technical skill required as

well,

Effectiveness of the RVG

The ASA RVG facilitates communications between dnesthesiologists and
third-party payors and makes the profiling of anesthesiology fees practicable.
Specifically, it enables anesthesiologists adequateiy to describe the services
that were rendered when they submit statements for services to insurers,
and it provides third-party pavors with a method of analyzing anesthesiologists'
actua. charges so as to factor out variables associated with the services
rendered. Insurers thus can compare the fees of one anesthesiologist with
those of another, and even compare the fees of a single anesthesiologist
for similar services in different procedures.

Subsequent revisions of the ASA RVG nave kept the RVG current with
&évelopments in medical practice. 1t or other relative value guides are
widely used both bv rhird-partv payors and by anesthesiologists throughout

the country,

the RVG and Medicare

Current HCFA regulations call.for reimbursement of anesthesiovlogists
on an RVG methodology. Medicare carriers emplov a variety of RVG's, some
developed by ASA, some by the carrier itself, and some based on relative
value studies developed in California several vears ago. [t 1s believed
that anesthesiology services are the onlv medical services currently paid

for on an RVG basis, primarilv because ASA was successful, in antitrust
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litigation brought by the Justice Department, in detending its right to

‘'develop an RVG as a guide for physicians and third-party payors.

Significant interest now exists in the Congress and HCFA in developing
an RVG-based fee schedule for all physician services under Medicare. ASA
supports these initiatives, as long as anv RVG su develeped takes appropriate
account of the time tactor involved in anesthesia vrocedures and of the
major variations in time which occur in actual practice. ASA believes that
to be workable and fair as the basis for reimbursement, any RVG must in .
the last analysis be the product of a joint effort between the phvsician
communitv and third-party p;;ors. and beljeves that anv legislation authorizing

development of an RVG for Medicare Part B should include appropriate provision

for participation by the physician community.
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PEER REVIEW, PATIENT SAFETY AND RISK MANAGEMENT:
CURRENT INITIATIVES

One of the most important current areas of ASA activity iavolves a
comprehensive program to achieve improvement in the qualitv and satety of
anesthesia care in the United States. Major segments of the program include

the following:

On-site peer review. Since 1982, ASA has through its Committee on

Peer Review made available to the nation's hospitals and their medical staffs
the opportunity to receive an on-site evaluation of anesthesia services
rendered in the hospital. On-site visits, normally two davs in duration,

arve made bv a disinterested team of anesthesiologist evaluators, and a compre-
hensive, candid written report of the evaluation is provided to the hospital
and medical statf. Approximatelv 35 requests for this service have been
receivea since 1nception of the program, and some 18 evaluations have been

completed to date, with an additional six to be completed.

Patient Satety videtotapes. In the past (8 months, ASA through its

Committee on Patient Safetv and Risk Management has been engaged in production
of a six-part videotape series on patient satetv. [he series 1s designed
tor use by anesthesia staffs and individuals i1n training. Topics include
proper checkout of anesthesia machines, anesthesia record-keeping, and common
causes of anesthesia mishaps. Three of the six films are being produced

with the cooperation of the Food and Drug Administration.
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Development of generic machine checkout. In collaboration with the

FDA and manufacturers of anesthesia machines, ASA has developed a generic
machine check-out form for use by anesthesia personnel prior to undertaking
an anesthesia procedure. fhe putpose of the effort is to reduce anesthesia
mishaps that may be traceable to equipment failures, bv providing operators
with a checklist of steps to be foliowed, vrior to starting a procedure,

to insure the equipment 1s operating properlv.

Improvement ot DEWS. [n a related eftort, ASA and the FDA are working

to establish a svstem -- known as Device Farly warning Svstem -- for the
reporting of incidents, including "near misses”, which occcur in the course
of administration of anesthesia. Tlhe essential concept is tv provide a
system to identifv potential problems with anesthesia equipment and to

provide equipment users with aavance intormation on how te avoid such problems.

Esrablishment ot Patient Safety Foundation. In connection with 1its

annual meeting in October, 1985, ASA approved the establishrnent of the
Anesthesia Patient Safety Foundation. The purposes of the Foundation

include tostering investigations that will provide a hetter understanding

of preventable anesthetic injuries and encouraging programs that @1l reduce
the number of those injuries. The Foundation will be governed bv 4 J0-person
Board, including representatives of the following: anesthesiclogists,
anesthesia equipment manufacturers, insurers, hospitals, non-phvsician
providers, attorneys and the FDA. ASA has underwritten the actaivities

of the Foundation tv the extent of $100,000 ner vear.
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standards ot tractice. ASA's House of Delegates in October, 1985,

approved appointment of a committee charged with responsibilitv for
proposing ASA-approved standards of anesthesiology practice. In creating
and publicizing such standards, the vbjective will be to raise the qualitv

and satetv of anesthesia care throughout the lnited States.




! MEDICINE

A

b o i

LIS P 25 ARION SRR aniie T RSP PURAE
Cottrellsurvounded by banks of imontoring cquipment: Lach patient prosent

Doctors You Can’t See

New drugs give anesthesiologists a critical role.

ben the satgival te an that pertorinet

cattond surpeny vn Presdent Reagan
Tast sumier steppad betore the cametas
to herald thar suceess ne one secniad
aoticy the absenee of cne bey manber
DB Nicodenmasathie chitctafanesthiest-
olugy at Bethoesda Navat Hospital Bwas i
surprine teanesthosiologsts themsehves
Katfesaehbing surecons hase abways held
theaperattng toom spothght “Ananesthe:
stelogist s mysterieas persen” sas D
Julin g Sassano, ditccton o cardiovasoular
anesthiesta ot Piisburchis Proshytenan.
Caneraty Hospitat “There wre no 1TV
Shows ahout s, aid som peapie are even
sutrptised to teann we ate physicans ™

Yet even the most shailed sungoons give

anesthesiologints s tadit Jor much of what
they areabletodom theoperating oo It
NOL ISt matter b keepig s patient uncon-
sutots d cut of pain dunng an opeiation
Fhe anesthesologint aiso breathes for the
patent with a mechamcal tespratar and
montors the patent’s blood pressuse, heat
tatcamd temperatute And besmchargeol
avinnstenng bloed and drags as needed
“Fhe anesthesologistis the paticnt’s surta-
gate e the operabne toom, acting tor the
unteonsaious et who can'tact tor hine
el says D Howard 1 Zauder, et ol
anesthesiohegy wthe State Umversity of
New York Upstate Medieal Center, Syra-
cuse D Jol B Banker, tormer chiet of
agestiiesioh gy ab - Stantord - Uinveraity
Sclioal ot Mediativ, pats it mote bluntly
SWhile a surgeon’s imntake inay leave you

1w

smpaited. ananesthesiologint's sistahe can
tead todeathe ™

Anesthestulogats hase other des well-
hnown but apartant duaties outside the
uperatmy theater They are responsible tor
LahnE ware of  TOPHatony CIeTgenies
swherever they eecat i tae hospital - amer
ey wardsodddney reems and pediatne
wards  They are on the stalls of coronary
ard other mtensive-are units And thes
pursue therr specalty i the teatment of

A ...

v freshsetaf problems

Chien ann ans paingdings noy
e o B anestienmhoiais

Nightahade: $he teld wasn't
wass s atiractive Lor contarie
the nethods o gighnng surgics
Pt Were ctude i the entreme v
patients got winsthing more than
prece ot wood tahite hardongit wa
likely 1o be o drug bhe mghtshade
o hashinh mived wath wine, Doy
tors alvo hnocked patients sut by
pressing on the carotid artefic
ot the nech, temporanly cutting ot
the blood supply 1o the bram Ne
ther drugs nor semistrangulatio
worhed yery well, so nost surgeon
had to perform therr operation
with the pattent still coniscious-
phaving a premium on speed. Ow
hundred and fifty years ago, i1
wand, g goud New England surgeor
could amputaie 4 feg n 26 seconds

Anesthesology became g b
more swentitiv with the mtroduc
ton ol trous oside (aughing gasy
Chlorototm and cther. n 1842
Georgia physiian, Cranford W
Long, removed two smalt o
from the teck of & patient after g
mg hun o few whitls of ether A Bostor
dentist, Dr Wilham T, G Morton, begar
giviig his patients ether duning dental ex
uactions He then persuaded aleading sur
geonaftheday. D John Collins Waeren, b
try ttina tumuot temesalat Boston's Mitssa
chinetts General Hospital oy 1846 The op
Gration was widely publicized snd von
vnced dther surgeons that anesthiena 1
word comed by D Obver Wendell Holme
tron the Greeh Mwathout pereeption”™ wa
here tostay

Sull, untl well mto thas century, put
ung patienis under anesthesa was regarded
as ait undemnanding tash, otten turned ovee
tonurses (4 oday there are 23000 speviadle
tramed nuese anesthetists mthe Unites

States whoare partnerson theanes

Soar s

MR B §3 A ¢H

Mot

s

Anesthésinlogist at work: Paticat s surrogate

thesiology tearmt ) Asaspecialty fi
physiaans, anesthesiology — caing
wte s ownondy after World W
1 Laperience gatned 1 the treat
ment of sepious battlefichd woud
led to e daring iew eraotsurgery i
peacctime, including - open-heart
operations and transplants - And
noe of s would have been
possible withvat the paratiel devel
opient ol new anusthiehes and tiew
wavs do tise them Among the e
vations were fast acting, Huondy
related anesthetic gases Thes
are less hkely  than aher «
induce naused, and are also nen
fanable -clmmanng the ri
ofexplosionsa the operating oo

Other impostant new druigs
clude short-acting, potent narcol
s that dou't depress heart ane
15 citeulatory function s much o
{ sucde standbys as morphine ane
Demerol, short-aciing muscle 1e

NEWSWEERANOVEMELR IS, B9

BEST AVAILABLE COPY




e o DN AR i
Boo.ot L s e
LT Y P F T N AT

B it Tt Lotk

AT Pl et edioadio by v
c e s
Bovioat o R et tatlered teothe pae
Gent v specid meads b viicrabtiines,
totos D Josag B L Nsteas Bt New
Y ok Hospinait PoMOdion Contey
S pationt s i v adninise

Frrarares et it e o e

At e

Looans g it Las vy disease,

N N T N A SO N TN
Wil el ouvund by the andney
A Tolented Hand: Bur 4

druas el F NN

BRI e R N R T TCI N FON VN
ficie ponatla
Bt they e adveomc o dateer-
cn They togante i tabe -
bl d T b it roeen the

artosthionol st s s by

v NSt

toate ahor e b s oo

ceomere ontic g A atnas of

LIy Gt ey dovioes L
Coumdoveh ped bl Vreaaat
spetation at the SUNY Dowae
state Mudioal Carar o1 Brock
St tlastatos e tictcanies o)
the atieatisiole st s b

Fhie patient wae o> vea ald
ot who had oo et a st
cosstin of strehes that oL ponad
Lontemparaniy obspaeddnaandall
teovament on ber rehtsade and
absoenpainad et mcnaeny The

B BEONHELEONT Lk s T 1
totne i arteny Heoho tanple to
wetethiet broed o e passne
the bievked arteny that nad
catenad the sitohos ad restod e
Blood low 1o ey Pean Tnabe
Cptati foom g tean ot e
anestiicaeie sty ficnlad by I
Vacos b Cortredbow o nowank
Hy anteascavos antas oo thay
abitnterad the bantsiarate Pentotlid, the
Noithienie arootic loanve and o muscle
whaivmt Fhonthoy cne hier mious onide,
tatending o koo et oo wliat aticosthiosned-
cents call e thght plane™ uot sodagphy
anestheiizad as tomiaha it ditbicodi o doteat
Lk vl onvgam Bor boasu, bt ot so liehy
o tehoher duttintoas aenos Thensde
tohivant kapt e pancnt pacaly eads sinee
the shyhitest mosvinot auang the doicate
ooy condd b e

Dans s caestann e theatesthosnd
CRINN SLOCG S v aainay o tubes,
Nastunyg belas and bivdwygdestal displays
Fhov diew dleombsannpio penodiedis trom
it e s tet Wit By means of
catheter thieaded thregeh ber neck nto the
nght atoun of B hout they e ated
catdtas tutnton Hos tempet stuse was tak-
THonstai s oy aprobe lvmg ke cophiae
pun e troandi it oot g iy e
wondad et hoant ehy i and tate and an

P

R e a3 g R U

282

S et e

. e
R R T R TS
Sovctalfnos e Pttt cdpacaa

ML Gl e et e Fonnotnn

wid bt o bad B trona it as oy

e toan anestd et dess bhehy o mgnan e

such osos Whon momtess shoswed s tatl

envaeito e heabimnascle, the anestiienod
omisiyadmmnsiered stroghveerne When
the presure i Ser tght atrun nose, the
doctors assuniad she was tetaimng too
much s ater and stopped giving hermtrave:
sows flards Bioadhv Cottrellbreathed asigh

of rehet e warst s over,” e sad L

ik we have el tor her ™ At the end of

the eperation, the anestiesndoginis gave 4

diug 1o reseise the atton of the musde

%' Y »
K ,
¥ ‘% inu_.la;i' i

Vorten tefty and Warion: tnestiesu made 1espectable

rebavant, wheelad Tier to the recoveny room
and Mowdy weaned her ot the sentitator

Maodern anesthiesiologs has anprosed
sunvival tor surgreal patients g niade
lntherto untinnkable operations feasible
Niong paticnts tecently recovered o
heatt attacks 1or examiple, thie sk of dy.
mg durmg sugeny has dropped trom 28
pereant to onle 2o S pereent mgust the
Fast S years Motculous monitonig makes
possible maget sueony en the tisest by
brose o whenn the shighiiest coror ety
wiluston of Quids could prove tatal Newer
technigques of anesthesta give sutgeons v
tal tiie to do thear waorh A b reattache
et can tike B3 1o 24 houtrs, 1o esample
Neeping a patient asleep that dong, sas
Zowder, T o e et You hae to
prepate tor all mainer of mctabobie
changes with those patiants plus they
Ll Jose up to 260 umits of hilead

With so many thimgs that can go wrong,

Vonedines ot e o vitad sagu
1o b i ttanaesthesn st s s
il et us TLemest common i
rebited toomesthesios dangeed teeth fror
theasort o ottheendetncheattubensed t
debiver the auesthetic Fhesiost sersons, b
tothatiatedy fate i utreto “unduignos.
disconecy,” mewhichithe paticit canes e
hooked trom the anesthestaequipment, An
estheste-related deathos estimated to ocenr
e o 1ORKKY 1o 200000 operations. Mov
stichdeatiing anesthiesslogists agree, are tle
tesultothutaanerror * Lhere may besimp!
surgery. but there v nosupple anesthessad
v e Manhyn ML Knchman, dise
101 of the anesthestology residency educa
ton program at New York Unmiseraire
Medieal Cemter - Fatgue w
counts for same of the mistakes
Many o the most denandse
operatons for the anesthesso
ot sich as multiplemguny
autoaecidents, ovcurin the imd
Jle of the mght In many cases
disaster s sunply tnasodable .
Patient may feact unpredictabls
toadrugarsuiler unepectediy o
s dossat blood
Risks and Rewards: Tlies
rishs  mabhe  anesthesiologasts
Inghiy suluerable to matprac
Boesaits Annual malpracticesn
SR G PrOTIIINS Fange Tront
L0010 ¥30.000 Yetanesthes
ologists dare better ot tun ob
stettietans and neusosi geons.
whose msunice may cost iy
than 100000 4 year The
pay. on the other hand.
pocd average amnuadincome fi
At anesthesiologist approaches
MAS00- -atkout the same as
fur 4 surgeon, and far better
2 than the approvimately $70,000
that family  practtioners and
pedintiicians carn o average
I urthetimore, most anesthesiol
ogists work e groups wattin
hospaials, which spares them
theaypenseof ofliceoseihead
Tndeed. anesthesielogy s now vne of the
most peputar spectaties The uwnber a
anesthiesiofopints has tsen from 3,000 1
wore than 21500 a0 the last devade Res
ey prograts, which mvolve thiee years
of Cinteal anesthesn trasming plas g Sear ot
penveal chineal work, wre alwas s fudl e
quabity of phvsicans now comg into the
spectalty s saperbl says Bunker o past,
s bocause doctons find anosthiestoboes
wathallaes teasiony and doatids, mtelke
tually challungimg, as well oy financially
rewarding  The anesthesologint s parnt i
ternnt, part technean and part pharmig-
cologint, and cach patient presents a fresh
et of problams for him to sulve “le s
probably the most exciting specialty n
Aledicine tday, " sy s Artusio lesattsace
Tye to young, cager minds ™
AMATIUT VKR e MARTAN VN 1
i DEBOR AW ETHERSPOON 15 N Y ok

SEWSWEER/NOVENMBER IX A




283

December 1985

TIME VARIATIONS FOR ANESTHESIA PROCEDURES

In early 1985, ASA informally surveyed a very limited
number of its members to determine whether, as was believed,
there was substantial variation in the amount of time devoted to
various anesthesia procedures. Respondents were asked to report
minimum and maximum times, during a representative period, for
the ten most common anesthesia procedures performed at their
institution or by their anesthesia group.

The following is a brief sampling of the data received
from four of the anesthesiologists surveyed, spowing minimum and

maximum time for six common procedures:

AMA CPT-4 NAME OF DOCTOR A DOCTOR B DOCTOR C DOCTOR D’
CODE NUMBER PROCEDURE MIN/MAX* MIN/MAX* MIN/MAX* MIN/MAX*
00562 Anesthesia for 3.30/ 1.25/ 3.30/
procedures on 12.30 11.40 9,00

heart, pericar-
dium and great
vessels of the
chest, with pump

oxygenator
00790 Anesthesia 1.05/ 1.10/ 0.45/ 1.15/
for intraperiton- 6.30 11.40 8.15 5.45

eal procedures
in upper abdomen

00910 Anesthesia for 0.40/ 0.20/ 0.15/ 0.30/
transurethral 4.40 3.05 2.15 2,30
procedures

—

* Times are stated in hours and minutes, €.9. 5.45 represents five
hours and forty-five minutes. Anesthesia time begins when the
anesthesiologist begins to prepare the patient for anesthesia care
in the operating room or in an equivalent area, and ends when the
anesthesiologist is no longer in personal attendance, that is,
when the patient may safely be placed under post-operative
supervision.
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AMA CPT-4 . NAME OF DOCTOR A DOCTOR B DOCTOR C DOCTOR D
CODE NUMBER PROCEDURE MIN/MAX*  MIN/MAX* MIN/MAX* WMIN/MAX*

00914 Anesthesia for 1.00/ 0.50/ 0.45%/ 0.45/
transurethral 2.10 3.40 2.15 2.45
resection of
prostate .

01214 Anesthesia for 2.00/ 2.00/ 1.45/
total hip re- 5.45 10.45 3.45
placement ov ~
revigion

01270 Anesthesia for 2.15/ 1.55/ 0.45/ 0.45/
procedures in- 5.45 9.20 9.15 5.00

volving arteries
of the upper leg

The sampling discloses radical variations, up to a ratio of
about 10:1, between the minimum and maximum times devoted to a
particular procedure. Because of the smallness of the sample,
it is not possible to state whether the sample is
representative, and a broader survey is now underway. ASA has
no reason to believe, however, that the larger survey will
produce results significantly different from the sample.

The time factor is important in measuring
anesthesiology services for two reasons: First, such a
methodology gives recognition to the professional time actually
devoted to a particular patient; second, and equally important,
the time factor gives recognition to the fact that unlike most
surgical procedures, an anesthesia procedure almost always
carries proportionately higher risk, and therefore complexity
for the anesthesiologist, the longer it is necessary to maintain

the patient in an anesthetized state.
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[Whereupon, at 12:36 p.m., the hearing was concluded.]
[By direction of the chairman the following communications were
made a part of the hearing record:]
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DEPARTMENT OF HEXTTH & HUMANSE RVICES Health Care Financing Adm:nistrat.on

TS

K The Ageiristrater
Wash.ngton, DC 20201

Mr. Edmund 1. Mihalski
Deputy Chief of Staff
for Health Poiicy
Committee on Finance
United States Senate
Washington, D.C. 20510

Dear Ed:
Enclosed are our responses to the questions for the record from Senator
Dole regarding the December 6th hearing on Medicare physician payment

reform,

1f you have any questions please contact Nancy Anne Null, Acting Director,
Division of Legislation, at 245-8220.

Sincerely yours,

//:#“7 /(~> D" EETRR . v

Henry R. Desmarais, M.D.
Acting Admunistrator

Enclosures
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. You t)ovc argued that ‘marketplace forces will ibetter serve. beneflclary

lmerbsu in constralnlng !ug. Cauld you give ua some Information about the

demonstrations, research, or evidence to date concornlng the likellhood of

maintaining quality and access as well as comtuinln; costs?

There Is evidence from our HMO  demonstration program -that jts pro-
competitive design resulted in reduced cost iﬁ& Improved access to Medicare
beneficiaries, Over 300,000 Modlcm bong!lclarlell enrolled in 32 HMO
demonstrations up to April“1985, (At that tlmq.‘ the demonstrations ,becarpo a

part of the TEFRA HMO program.) The.premiums charged to bqneyllclarl‘dl

" were legs than an amount actuarially equivalent to the tradtional coinsurance

and dcduct;ble Arhounts assoclated with !e.q:t'"or service Medlc,uro.\ They were.
also less than the premiums charged by tradltlbn‘;'l insurors for Maedicare
supplemental policies, In- uvoral instances there was no premium, yet
beneﬂclmes recelved the usuul ‘Medicare benems plus addltlonal benefits
such as prescription drugs, preventlve care, eye examlnatlons, and unlimited

coverage of hospital care,

Based on survqy ' results from HMO enroliees and (tee-tor-servlce
bcnc!lcwlel. HMO enrollees reported’ that they were very satistled with’ the
cholcc thoy made ln terins ol access, quality o! care, and cost, Overall 88-99
pcrconi ot enrollees reported that they were satisfied with the HMO they
joined, This equalled or exceeded the percem of non-enrollm who reported

they were satisfied with~their curret source of medical care. Enrollees
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expressed mdre dissatisfaction lwlth the fee-for-seryice system's access,
q\;'ality of care .anqvcos(" thm" non-/e'n"f,ollees did. - Reséarcher,s] §t Johns
‘Hopkl;\s University have analyzeci medical care: services received in HMO;
ur)glng the non-Medicare popula;lbn. and conc}uded that the quality o_f éur-G_

Is'maintalned and often improved in I'TMO settings.

In our research and evaluation agenda, we are going beyond beneficiary
survey, ’dat‘a to, examine HMO data related to access, q\mllt} and cost, ' We
Cwill comp&e measures of access, quality, and cost In the HMO seiglng to

those in the traditional {ee-(ordervlce'sysfem.

What has happened. in the partlclpétlng physié)ah program?; How have

~ . participation rates varied by region? By speciaity?

" he overall participation rates, Nationally and by region and specialty have

60& éhanged substantially between FY 1985 and FY‘ 1986. In FY 1985, 30.4

" percent of physlcians signed Medicare partlclpntlon agreements. In FY 1986,

this humber dropped slightly to 28.4 percent. Most States have had stable ot
slightly decreasiny partscnpation rates, However, "in six States partlclpstlon
rates declined‘substantially.

W

in FY 1986, participation ranged from 2[.7 percent to 37.8 percent. The

N f o o
highest rate was for cardiologists and-the lowest, for anesthesiologists,
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" services (inciqding physician peyments ~-and payments ior other med[cai
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Can )iou provide some additlonai msigm on whatis . actually being bilied

rathe than what ' the Viedicare program is/actualiy paying? Specificaiiy,

wbat hhs happened w ihe benehciary/out-oi-pocket costs for physician

servicea'f\ How do out-ot-pocket costs vary by region? By speciaity? .

\ .
T \\..

Bene!iciary iiabiiisy. as a percent oi i:otai _payment for’ Part B covered -

o\
services). has continued to decline over the last three years. in FY 1983,

beneficlaries paid\approxlmateiy 32 7 percent of aii Part B liabllities, while

in FY 1985, this figure had been (educed to 3.4 percent. ' e ——

<

f o
' . . .

The deductible represenied 7 6 percent: of all Part B iiabiiiiies inFY 1983 and
only 6.3 percent In FY i985. Similarly, "reduciions" on unassigned ciaims
(I e., the. amount paid by beneiiciarles on Medicare ciaims in which the
physician does.not accept assignment) totalled 8.3 of Part B spending in FY
1983 and only 7.9.percent in FY 1985, o

Colnsurance peymems'rose slightly over ti\is three year periad, In FY 1983,

coinsurance represented i6 8 percent oi Pari D spendir{\g for covered services.

Y,

InRY 1985, this Aigures has risen o 17, i. R o I »f

’ et
[

. N . . e, . e

No data Is.currently avulable which wouid estimaie benehcfér/ iiabniity as it

varies regionally or by specialty.

. ) . e - ) . -,

' e . S \
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) Xﬂ Q. In your view, how' long do you think n“rnigh‘t take to move toward the

1

A.

. &capltated optlon you have envisioned? And don't you believe it might be wlse

LAY

" as an Interim measure to not simply ﬂnker with the currem system,. but make

'a more concerted effort at explorlng other altermtlvos as well?

Cleurly. cnpmtlon ls not _golng to bo-cchleyed overnight. Congrou took a

first. important step toward this god{ with, tha enactment of permanent

. authorny tor rlsk basis comracts for HMOs and competitive medical plAns

(CMPs). ln the Tar Equny md Flscal Rosponslbllny Act of 1982, The tlm

TEFRA contracts were slgned ln Aprll 1985 And today close to half a million -

'benqﬂclarles are enrolled In these plans. ln these organlzatioﬂn; even with '

our tlght budget .environment, benenclqr;es are recelvlng additional benefits

beyond ﬂ\ose avallable . to‘ enrollees in *(ee-!or-service atfno ‘or llmlted

" additienal out ot pocket roa\t. We, are working toward havlng 23 percont of

«

our benellclarles enrolled in capftnted semngs by 1990.

© . The TEFRA approach although a first step, is not all that is reququd. The

Administration 'has proposed to build on the re(orms enacted In TF.FRA
through a voluntary voucher program, Our proposal if enacted woulds
o exband" the poql of entities that could quality for capitated payments by

‘al'lov}lng indemnnity insurers, as well as HVOs and CMPs, to ‘provlde |



‘alternative coverage;
. il

Q o make enrollment in private plens more attractive ro beneficiaries by

\
J\ . ' allowing employers to. combine the Medidere paymem with their own .

premlums for annuitants to' secure a uniform “plan” without dqpllcerlve’

coverage; oo ‘ N
e . O L . - ’

o eliminate certain requiremnts in ‘t’:urren"i‘”‘léy:_ that are over-regulatoryy

+ such as the requirement that HMOs and C\APs ouer"“the ectual‘Medicere

. benellt package (sub]ect to the test of actuarial equivalence et anems, a

o plan would be free 10 restructure the Medicare benefit package.).& ‘ X
v‘w. S $ . } - Ii P

In additlon to the: voucher proposal HCFA li nplorlng alternative approathee

. to cepltatlon such ns geographlc caplratlon ahd employer- et-rlsk.

)
L v
»
'

In arriving at the policy of pursuing capisatien, we did er(plore othier options.
As | stated in my testimony, we found the other options lacking, We believe
that capitation is the best means to increase cornpetmon and, consumer
P choice in our health care system.‘ln this way, we wlll be able to provrde high. :
et quellfy servlces while ‘cqntrolling prograrm costs.. ‘
In the meantime, we cannot allow \iedicare to continue to grow-v)ithoun somne

incentlves to control that growm. The regulatory proposals to. reline

physlclan relmbursemem methodg in the FY 1987 budget represent a targeted
euort to reduce,the rate ot Increase in spending. These proposals eddreu an
number of areas where current payments levels are elther un]ustmed or. .

where peymem is for services that are not medicelly needed. ,



‘A,

How does capitation circumvent the problems yo_u'ide‘n‘tiﬁ-ied~ under physician

" DRG's, with respect to aligning hospital Qnd.phglksfcian'lnce;i!lve“s'?"

. The financial incentives uhder a capitated ~system are very difterent from

'those which would exlst under physlcun DRGs. Undor physlclan DRGs,

closed-end. case-specilic payment is made dlrectly to the provider for each
spell ot iliness, When a case-specitic pgymem Is ‘made to’ tho pro,vlder, there

may be an incentive to reduce the level of care furnished to an Individual

- beneficiary. Further.vphy,slciaﬁ'DRGs only apply to inpatient services, giving

providers the ﬁcentlvg to fragment ahd shift services to the.outpatient

setting, ' : . .
o g ' ' ' .
H . . ‘5

Under a capitated 'systc‘ﬁ\‘. pay‘ment iy made to a financial underwrlter (€8s -

an lnsurance company. HMO or CMP) who would assume the risk ol lnsurlng )

ocall 5oneﬂclarles lor all covered servlces (both_inpatient and outpatlent).

Theretore, whlle the underwriter has an incentive to offer. less costly service

op!ions. there is also a strong incentive to keep benellclaries healthy and

prevent serlous ulness. C‘ase-spemﬂc physiclan DR(.s do not provlde this

lncentlve. Lt . . . i |

1%
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B

Q.

A

g quallty ar\d access" B

Under a plan such as, geographic capltation, what kind “of- mechanism do you

envlslon to ensure that beneﬂclanes are adequately protected wlth regard to

P

Ve

Under geographlc capi(atlon, the underwrlter would oﬂer a number of
coverage alternatlves to Medicare: beneﬂciarles.. However, . geographic
underwrlten would be requlred to retain "tradltidm\l;' Medlcare coverage for’
those | beneﬂclaries who do not .choose a coverage alternatlve. Thus,
benollclarles would never be forced to accept an altemqtlve benefit package.

.

Servlces provlded to bpneﬂciarTes under a geographlc capltation plan would
be subject "to the same qualny revlew that |§ plflormed today for all
beneficiaries. In regard to the alternative plans, it would be in the interest .
of the phderwrjter t6 ensure that the quality of services provldec“! are ai ledst
on par with  those pro,vldet‘i under trad.ltiopa!.%edlcare in ‘order to attract

beneficiaries to §nroll in thesa options. Disenroliment provisidns which are

currrently effective for TEFRA HMOs and CMPs would also apply to these .

coverage alternatives. Therelqre. beneticiaries would be allowed to switch

back to traditional Medicare if they were dissatistied with the alternative -

: plen.
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. . Question ll - Ug;form Fee Schedule

]

It ia not evldent to me how much more predlctnblllty in expenditurbo

consumors would guln from the lntrqduqtlon ot a fee schaduls.. The reason

]
want e e ol

- for thlo relates to the thouaandn of procedurap and, coneé;&sntly. pricoi
N .

y

that would.ha encompaused by a fee schedula, Hith 80 many rogeddrbl; a

visit could be claastflod in" variows wnya. Viltts ulso ould be broken

o

. down into component parts or Into a lequcnee of vtnl:n.’“Thul, 1 do not

bellnve feo nchedulou should be aupported because of theiszpotentlal g,in '“
1n predictability, ' p M'“’K’“ f
~ The attractlve featuro of the fea uchcdulovtl gh‘i/lt wgﬂld provtdo the.
opportunity to ronllgn physician payuentn ——— ac(onl proccduren.
‘,tpnelaltiol and gaographic areas, And, if |asignnont wan-nnndatod.
Modlcnre benoficiarldo would have a better fdea of the cost they would .
.lncur. A physician foc -chodule. with or wlthout mandatory anslgnnent.
: wodld alter the behavior of physictans. It in.bchavlorﬁchangen thnt:couly
. lngrcasé utlllzaglon'aﬁd. cdnlaqueﬁify. prchdituraa.

/

* . . .

( guestion 12 - Qgg}tnttog

Ae 1t {8 becauao of the strong lncentivo to underserve thnt physiglan o

capitation may be preforable to full or tradltlonal capitation prograna.
Prulpocclvo pricel, whether DRGs or capttaelon payncntn, providc a very
ntrong tncenttve for providers to dq less since the provloton of additional
ocrvtcos rnduce- che ‘net {ncome of providers. ‘," . ‘

. SQchtlvo data lhould be -collected from all parttcipattnz ‘HMOs on
utlltzatloo and outconc - 80 that access and quality problann can be ‘

}dcnttfiod. Conplratlva HMO data on aubulatory vistits, ancéillary services,

N v
. . R N

P )
[
{
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.

and admlsstonwrdtes by DRG'woﬁld tdentify aberrant behavior, which could
trigger on—sita medical audtta. : e ‘

Hhile mont:orlng qualtty is 1mportant. 1 bolteve we could gain more in
:‘ the long-run by reducting che incentive (or cause) for underutllizatlon. In
my'f?nttmony,.l spoke of bart(nl capitation sysfems and how theae'wouid
reduce the lncert(va to undarserve. By havlng the govarnmont re~insure
high cost {ndividuals or by captaatlng for only pnrt of the cuverad
. uervlcea,_a.g..aqhulatory care, provlders would @nve less of a flnanclél
incentlvé to underserve. S$ince plans or pr;vide;a would face leas ). ,
'flnnnétal tiek, éhey also may be wllltné to enroll 1n§tv1ddalbx;lth a
greater likelihood of ;eedtﬁg health services.

.Because pﬁyalclan capitation would place’ less riék on prledcrs but
"still maintain an lnccntlvo to ba afficlent. 1 hollcvn it may. be preferable -

to tradl:tonal oapttution perograms,

Raductlon- in the CQg}tnttqn Rate - .+ A o -
‘ . I agrea wtth you that all entitfes - tnsurers or provtderu - uucc be
qulta leery of enterlns into a long-run eisk dgteemunt with Mcdlcure toduy.
In ltght of,Grnm~Rudman and the necesanry.budgct}cuta,ﬁprqytderu ‘must Ee
building thé(r predictiéﬁ'éf future Medicare puy;enta tﬁtolthQIr deqlaion;~4
One likely ‘business scrucegy 1, to requ&re hlgh profits from tha outaet of
any new- endca;or involvtng Medlcara beneftclarleu.

This real coneern about ‘belng Etnanctally nqueeznd tn the long~run .
- .could be nddrosaed by Alterlng the method by which cnpitatton rates are
eetabllnhcd. ;! rates were negottated or set ‘in the parkat plaqe rather
gﬁan detornined unilaterally by &cd(cara, provldi:n’Qc@ld have more

uiquranca.ot talr rates boing gocnbliah&l.o Thcne,aftcrnativ.“nhould be

i v



b

v

i

) N L -

' ' , ’ @ ) . .
pursued since the current method of entabllshtng the capitation rate based

on the fea-for servlce sector must be altered 1n the long-run since we will
not, be able to nie the fee-for—uervlce “sector must ba altered 1n the’

long~run.”7

'

1 believe-a atable long—run pr(cing gtrategy would lncorporate risk’
shnrlng hatween Medlcsre and the plans. By this I mean fﬁut tf actual

_costs were lower than expecrad. both parties would gnln. Pnnvarsely. 1t

'costn turned out to he greater than‘expected both partlna would do worse
than :hey uxpected. By nharlng risk, both’ parties have an incentlve to -
establiah aJ"fair,prlce « For example, Medtcate would have less of an

‘ | ) )

{ncentivpe to Qat an inadequate premjum because Medicare would end up

I

abgorbing gome of the lounes {ncurred, . e

In my ﬁes:imony.~l described the rtuk'éhaflng c;plcatlon method
incorpornéed tn‘:he Toxél Med{icaid program. Thiu prbgram reéulree both

Vnpartlen tb estimate the likely per capita cost nnd negottate a pura
premlum for services. A separste risk payment is also established with

-the ntasé‘aanumlng mout'of the loss or gain from thp estnbllshed prenfum,

.
gtf:leo Included Under Cngigg; on. .+ .y C k}iﬁ’.

\n».\\.xr,
e e

Hlth regurd to’ your queatlon -on which enndty should receive the

capttncion payment, T believe that Hedtcare should capltate with providers

ae

“or lﬁuurance nponnorad plans as walt as with inourern or carrlers on a
g;;grnphlc_baaln.’ These are not mutually exclueive. Thq gqqgraphlc or
iutarmquafy qapitatl&h.program would‘atlowla fgdffor-le;vlce Medicare
program to téﬁain kntaet and 1 belfeve compate effectively with HMO plans. 

sickcr !ndlviduals ‘ '

. The governmenc is probably paying more under the exiatins TEPRA HHO



—

\

program becauue nlcker individuals are remalning diaproportlonately in the
fae'for-servlce market.v In a voluntary progran, such as the TEFRA HMO

brpgram, the governmeht paya nore when favorable selectlon occurs. Since

'under a geographxc capitation progran all beneficiarfes are anludad. tho

govornnent would no longer bear the rLsk of favorable oalecclon.

In a capltatod optlonal progrln that was based on vouchorc or

3 organlzed plana. the governnunt would_ﬁava to be concorncd wlth thq plight

of alcqu lndivtduala. A -ubltdlzcd risk pool is one'answer. A better
placc to ttart may be with the AAPCC factors themselves. With the currehﬁ'-
payncnt formula. s plan is penalized for taktng c{ckcr patients. 1 would
anludc a payment criteria for health scatuo or chronlc {llness so tha; a
plan gainod by anrolling.sicker individuals.

wc aust nodlty the current capitation program or ;ornula 80 as to

recognize the voluntary pnr;lctpa:ory basia of this program. HMOs doctJo

,vhethor or not to: parttctpate and have great latiCude !n docernlnlng whon

tq_anoll. Only by creating tho proper 1nccat1vo- can vc bring about thu

deatred reuultu of lower costs and equal access. \ '

Inclusion of: Loqg-rerm Carc . . i o

.
-

o Long-term care must bo financed 8o’ as to provtdo riak protecclon tor

indivtdualu. Tho insuring of “long-term care could be done through a public

or private ayatsn. In efﬁher~caoe; we should strive 'for some lngcgrgtion

with the acute 9af¢ system. The 89cln1/HHo.’wh1qh we dévclopid at '{

"Brandeis; begine to fold long-term care into the capitated, acute care

system. Early results of the program indicate that we cuh integrate
chronic and acute care services and, thereby, take batter care of tha stck

{lécrly in an etticient nannef, The difficulty cncqunierld in marketing

the Social/HMO, which has a significantly higher prcnlun‘chnn‘IEPgA HMOs

‘because of the chronic care benefits, suggaste that the difficulty of

,lncotpo}}ttng riek pooling for long~term care in a competitive mdrket. ‘Ono

solution is to mandate the decfrod long~term care or chronic care nirvlcae.-
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'outuyn - fcu K gorvke,l) but actually encourages phynelam'to

~ ! - »
f .

Janet B. Mitchell, Ph.D.

A unlfom fee schedule would cdrtainly lmprol‘u the current lituauon

becsun it would provido'u degree of predictability to the -ntm—-for '

[ -

physiclans and bonoflchrlu. Nt‘hw wul‘g fon lchodulo affect , ! '

<utlllutlon1 ‘ c

‘ & . : . oo
E , : . . . .

. . . re
— (O ENOL ) . . .

' - : ot

We know from previous experience with the Econémic Stabllization Progras

' that price controls were accompanied with substantisl increswes ip . =~ ¢

physician uulluuon. This, of course, ls the fatal ﬂaﬁ of any fee
‘regulation, Ancludln; thc current. freeze on physician fees. It not only

lgnorn the utluuuon udo of the oxplndlturo oqu-tlon (total Part l

P
provide more urvlcn than before. If current nrylco levels remajn
unchanged, a !'u l‘rnu nprncntl a frnn in phyllcun net incoses,

and an actual reduction- in real nmlnu over time, given lnfhuon (and
s

" hence the inccntlvo to increase utilization). . s '

This is not ugmux_ the case ulth a En schedule. While some . °
phyllcum would oxpcrhncc Muctlonl in- Nlnburnmnt. per nﬂlu.
others vould nctunuy.onjoy an lncruu. 80 while fee nehoduln
co;t_alnly do not- hﬁ;;- constrain volwni,tncuuo.n. at least thoy do not
engender ucrouitho-bou:d incentives for physiclans to boost
uuunuon. Fee schedules also have tha advantage of mur!ng
inherently more cq(uhble to phnlehnu phyllc.hnl who porform the
same service .ro reimbursed tha same lmount. unula the arbitrary .

differences produeod by the UCR mthodolosy.

4

.
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,Hevertheless. fee schedules can only serve as an lnterim solution to
controxlins physlcian qkpendltures 0ver the long run. all physlclans
will share an. lncentlva to increase utilization, especially:ip the face
of(helshtened competltlon and an oversupply of physiclans.
The Administration seems to favor capltatlon~as a method of paying for
phyalclan‘pervlcaa: I am generally supportive of capftation as well--in

theory. But I have some questions which are still unanswered:
' 12

.
”

e First, how do we ensure that the capltatea payment, once datsblinhed.
would not be cut back to the point that quality of cere would he v
affacted? Bver slnce establishing . hoggitg; ch'n. we have squaezed -

-reimbursement . Wwill the same thing happen wlth capitation fpr

physiclan services?

Answer -

1
When tho hospltal procpectlve payment system wag enacted, it was

" always lntendod that the DRG payment would be robased to lncorporate

the efficlency gains under the new system. !t was ansumed that.
considerablo nlack (lnofflclency) existed 1n the hosyltal sector to “:,

permit these payment raductlonn. rhe v;lidlty of thla assumption has -

)
‘
.

i

58-202 0 - 86 ~ 11
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Answe (cont )
been borna out by the record proflts earned by hospitals in the past

year. At some point, payment reductions may threaten quality of

care, not because of lnndequate funds but because of inapproprlote

provider response. The,aame would be true of capitatloﬁ’payment for

phyolclans' servlces It is up to ydu (Congress) to ensure that
‘ overelght groups lika the PROs are adequately funded and that payment
rates ramaln ‘equitable. It is the relponslblllty of the renaarch
communlty to evaluste the effectlveness of the PROa and td helv you
it

" determine what constitutes a fair pnymcnt rate.

Question

¢ Second, which entities-- Hno’n. incuranca coﬁpanles. preferrad
provlder organlzations-—uould be wllllng to’ take the risk to accept
Medicare patlents through‘a'cupltated payment? Insurers may be Just
as con¢erned as I am that the éapltatod payment- -once established--

would be cut back to the point that providers would be put in a bind.

[y

Asnln} the w@l;jngness\of,lncurdrs and other orgqnizitiqna ip accept

_capitated payments will depend on the percelv;d falrness of the -

o ' / o Do
raté. Some stop-loss provisions may be required. 4
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© Answer (cont.)

P

ot -

There are sevaral alternatives to capitation for physlelan servlces

that would lower the potential flnanclsl rlak. yet still achieve Part

B cost savings. These include physlcian DRG paymente for inpatlent
'services as well as other»packaglng~arransementﬁ. such as.npqciai o
,procadurg packages. These}werg'deccribed‘in‘détnj@ lﬁ'?x previous

testimony before the Subcommlttee.‘jSuch pachagea’provige incentives .

ldr physiciana to cut back on marginally necéssary éorvﬂces;"yet do

qot‘éxpose them~€6 the potentially huge financial risks of capitation.

n

Question

: D
;'vno Third, since sicker patients will b; less desirable to‘fﬁﬁ‘ﬁﬂﬁ“?é
}nsurancé compahy.“ulif these peopla“bé icft out of Ehb capitated

; system or be forced to pay slgnlflcantly hlghar costs? If the- . )

* caplitated system is optiona}. would the people uho opt ‘out be forcad
.1nto a high risk pool with very hlgh costs? And if thls results.

will the cost ‘to ;overnment (throush Medlcald and Hedicare) rlaet

AAB&!!ﬁ

'
' .

Because of the large potentlal for cream-nklmmlng. all 1nnurors
‘acceptlng capitttad paymonts ahould be roqulred to have an’ opon
enrollment peciod for Hedicnre boneflclarles. otherulse. the

3overnment wlll enjoy the worst of both worlds. paylng more than
actuarlally necenpary for healthler capltated patlents. uhlle making

fee for service payments on behalf of sicker patlents.



.//‘ ' ’ ! LTl °
B . . 304
- - . ) Do o .
Question "
® Fourth, should we be examiriing ways to fold long-term care into a-
o cgpltated system? '
' BRI (
: L b e et
Yes, in the long run, a capiiated -aystem with more c.omj‘a:r‘ahéns‘lvq,
benefits is socially desirable. Inclusion of long-term care could
raise Medicare outlays _dl;amgtically. however, since these services
T, i : - : o
".are currently financed by Hadl_calg and by‘out‘-ohpocket paynien_ts from '

patients. ' .

. ‘ vy
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DR, RICHARD H, EGDAUL'S ‘RESPORSES Td SENATOR IIE[.‘V.'S- QUES ' TONS
SURCOMMITIKE ON IlIEAI.TIl‘ HE.\RI.\'G OoN
MEDICARE PHYSTCIAN l':\‘(‘!F\l‘ Qb k‘OR‘l orTIONS
Dncvmhur (), 191!5
Sen. Helpez Questton ﬂ!;, What 1s your aptnfon. of the Adwlnistration's oaurreat

T s .. S : .

Hedicare risk-based HIO progran?

¢

-

-

IQ 13 dlf[tcult to think of HLEA'B vurrent activityewith lcpard to M0y

as a progrdm. As 1 underatdnd tt, the AJmlnlstratlon is merely autinp on

%

dulhorl7atlon granted by a provlq(on of fFPRA and nagotlattng at-rlek
cohtricts thh HMOs and competit(vc medteal plans (CMP). Astde from

experimenting with the way Medlicare o}éaﬁlzes {tg financing, lt,(s difficulr
to decipher the goal(s) of this se-called brogram. e

. . - .
o, .

.

Nith regard to NHCFA'g curlcntlnm and CHP 1Lt1vgty. three {aauesy g(vc we

. cause for concern. First, there s a danger- of undercare. The old»rLy

populJtlon 1s a gtoup most subjert to underhervlce ospenidlly if thc

gatekeppur ls .too pdrs(mon(ous tn hls/hur nge of spculallsts and
hospltallzdt!on. Curronlly, there are vary few ways of dute-tlng

“underservice, Inst;uments and aystems for monitoring aund revicewing udéqnacy
of cate outside .the hospital nééd to be developed hefore {t s safe to move

~completely to capitation.



" DR, RICHARD H. !I(?‘).‘\Hl,’S RESPOUSES TO SENATOR ININZ'S QULSTIONS

- ' ' , m.rn(;o::ru'rm: ON HEALTH HEARINGON

Mk I)IC‘\RI, I‘H'l’alcl\\l PAYME \1 REFORM OPTIONS

U ' Decenber 6, 1985 ' L . ‘ '

Sen, lleinz‘ Quest ton #1 (Contlaued)

§ Sn:vbmlly, ;,h;-fw ts- the problen of ‘\.xlv-rrm’? solodtion. Prepald health -
!

plans need to mlnlm!?o finan¢1al risk b enrolling a hulancéd mix of healthy‘t
'1nd stck ponplo 1t ;no nany sick'phoplc nnrul] and use a high volume bf
serv(cos, the plans wll[‘bccnmh“dnstabln dnd may be forced out of businens,
Such ln»tlhtllty wonld he partlcularly hard on an uldvrly populallow Ou

the other hand, i Lhu plan I3 suurcssful fn mln(mi/lng adverse selection (b
may bo more LOQtly for Wod(g41 ln th long run, I qnesllon whether 1ICFA
curren;ly ‘has the neans and Lhe-will tq'dntprm{ne approprlute.pqymcqt'ch:la

%

for IMOs, T

’ Thirdly, there 18 the matter of accountability. This s not unrelated

ot -

to'the‘tsspc of un&erse?viqg. It is unclear, to dute,'huq HCFA will know,
tn aﬁytﬁinn bﬁt BrLSS measures, whae thcj are yéttlugm;:;;ﬁﬁMOs for Lhc(r
money, It may ho helpful for HCFA to turn to {ndustry and inquire abont

thglr experience_ytth UMOs: ﬂqny 1arye,Lorporut(ons have hdd vonsldorlble

experipgnce selecting, negotidting anq working wlth a variety of prepald '

.heaigﬂ;plany. " Perhaps some lessons,haye'bcen Jearned,
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DR. RLCHARD il CODAUL'S RESPONSES TO SENATOR MEINZ' T qUESTLONS .
SUBCOMMITTEE ON HEALTH HEARING ON ' ‘

,MEDICARE PIYSTUTAN PAY“!NF REFORM OPTIONS!

O T, -

. Pcccmbor 6, 1985

38 T -

Sen. Hetnz Question #2:° What about thc;AdminiétrJffon‘s quposéd capitition

‘plnn; especlally fts geographical capiinlion o

¢proposal? N

. To the degree that the Admintstration's proposed capitatian plan

fncludes IO and CHP contracts it raises the same qucstions dlscussed ahove,

l.e., risk of underavrvice, adverse selectlon and accountahflfty.

Goowruphic capitatlon introduces further compllcationa., Prepaying the

lndlvldual cnrr(erx for each beneficlary nay eliminate flscal uncertainty at-

the federal lgvel but would shift the burden ‘of determining the "best way"”

to p1y for hc1lth services to ‘the locnl or rogiona] level., Such a shltt m1y'

stlmulaLL prorimentation nnd dumonstratlons but; untess closely monltured.

plso cnrrlos with {t qonfuslon.

benpflcinrioh, and potential fnequities {n the prov}slon of benefits. The
potential dlsaanntuges of ‘this klué_pf prbgéam fieed to be thought through

'Qery énrefully.

-

(nstnhlltty. uncertainty for tha.
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Blue Cross’ o , . EE
Blue Shield 60% /A -
Association ’ K 5 ,

1709 New York Avenue, N W :
Washington DC 20006 . - N
202783 6222 '

" March 4, 1986

United States Senate
-Committee on Finunee . : -

Attention: Shannon Salmon : . .
Washington, D,C. 20510 o : . '

Desr Ms, Salmon: T . )

.

This is to respond for the record to Senator Dole's questions submitted in response to

our ‘December 8 testimony on Medicare physician payment reform options.

Eﬁclosegﬁ dre Senator Dole's questions and our responses, Please contact me if we
may provide any additional information on this issue, - L

tos

Sincerely,

§ /
(Yn ,
Alan P, Spiciman . }
‘Executive Washington Representative
APS:am ' ) p

‘Enclosure” . o -



N " Blue Cross and Blue Shield Assocjation
- Response to Senator Dolé's Questions
§ Submitted for the Record for
the Senate Finance. Health Subeommittee
Hearing on Medicare Physiclan Puyment Reform
- December "8, -1985

Senator Dole: One-of our conceens with the current payment system is that it is very

difficult to establish what we are actually purch‘asiné; For example, the most common

- changes are in the area of "patient visit", What type of suggestions do you have for us.

, in-order to develop a better definition of. what is bélng purchased?

Resgonse- W?smume your-questlon relates lo the practice over the years of physlcians

"unbundling" services. As %taled int ‘our - testlmony. collapsing of procedure codes ror
related procedures would reliuca incentives for physicians to fragment their bllllng for *

procedures and manipulate codes to lncrease'\heir revenue. Medicare and many Blue -

'Cross and Blue Shield Plans' ‘private buslness lines use procedure coding and nomenola(ure

referred to as.Current Procedural Terminology, 4th edition (CPT-4) and HCFA's C‘ommon

Procedure Coding System (HCPCS),
The current coding system and nomenelature prorldes overly'dlscre(e descriptions of

maliy services, This situation- leads to increased ‘expenditures ihrouih'codlng misuse,

-, confusion, "unbundllng"'of services and fee inflation. In some cases, for ekample,

services Iike injectlons and blood pressure readings that were once paid for as part of

a single examinatlon_ fee can now be billed separately.” Thus, we are concerned about

the impect these coding systems can have on costs and utilization. The advisory .

. comriittees, that oversee the updating of these coding systems are acting’ to' identify

and modify coding and: nomenclaiure by collapsing and refining ‘cerigifn groblematlc



surgical and other proceduré codes, In this effort, the adv'anlages of collapsing codes

“from a relmbursement.standpoint must be balanced with the need for sufficiently detailed

I
/

coding to permit close serutiny of benefit use and physician practice patterns, .

Senator Dole: Do you have any information concerning whether. there has -been an.

lncreasé in. the volume of services-and, if so, in what areas has this occurred? Can

. you glve some addluonal insights as to how' we might better explain ‘the wide variatlon

“in both price and volume now being observed in a number of procedures and practnces’«

Resggnse We assume that- you are particularlyVinterested“lh information concerning
our private buslness and in Medicare lnformatldn not available through public sources,
‘We.do not have any special data on Medicare. Further, we do not have comprehensive
§ ; : .

the price and volume of Speclfic proeedures performed by physlclans. or on geographic

varlatlonq in price and’ volume. However, we do have anecdotal lnl'ormation on this issue.

‘A major change in recent years has been the shift from inpatient to outpatient procedures,

particularly for surgeries, For example, with respect- to data for annultanls‘under the
_Blue Cross and Blue Shield hlgh-optlon Federal Employee Program. the volume of inpatient
surglcal servlces per 1,000 enrollees dropped 5% from 1983 to 1984, while the volume
of outpallent surgical services lncreased 5%, However,. variatlons in other types ol‘
servlces used by thls population show no apparent pattern, " Por instance, from 1983 to

1984. the volume per. 1,000 enrollees for x-rays and for lab ‘services fell 5%, while

' - volume for radlology services (professional component) and for inpatient medical services ..

PR

each increased by’ 10%. : . i

- national s'urvéy'data on Blue Cross and Blue Shield Plan experience with variations in

¢



From a policy p%rspective. the increased use of outpatient care, and corresponding.' .
decline o inp/ iem care, generally\ms been wewed as a positive development. However,
the. concurrent’ development of greate\r competition for professional revenues and the
“growing sophisticatlon and complexity of ambulatory care delivery are creating
Aoircumstances that will require greater efforts in monitoring outpatient servicés-and
determining the sources of variations in the utilization and price of those services.
‘Finolly, we support the need for additional research to explain the wide variations that

g cfo exlst for price and volume. For this reason, we support esteblhhmenl of a Physiclan
Payment Review Commission as proposed in the FI,S(!RI 1986 budget reconciliation bill,

Ty )

~n,

NI
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‘AMERICAN MEDICAL ASSOCIATION

535NORTH DEARBORN STREET « CHICAGO, ILLINOIS 60610 + PHONE (312) 645-5000 . TWX 910-221-0300

3

JAMES H. SAM HS.M.O‘.-
Vice

e ‘March 14, 1986 i
. The Honorable Robert Dole ) B S :
Comnittee on Findnce PR o "
United States Senate . :
Washington, D.C. 20510
u:' Renpon;o to Additional Questions as &
Follow-Up to Testiwony Presented on
.. Decenmber 6, 1985 to the Subcommittee
‘on Health of the Senate Finance
Committse Concerning Medicare
- Physician Payment Réform Options
Desr Senator Dole: ' E
We are pleased to respond to your questions that vere -ub-iénd to T
the American Medical Association as s follow-up to testimony presented on
December 6, 1985 to the Subcommittee ot Health of the Senate Finance o .
Committae concerning Medicare physician payment refora options., Our *
raplies to your questions are attached to this letter, . .
. ) ‘Sincerely, . v
W/V Amn'ﬂﬁ-‘
. o
N Y, . /James H. Samsons, M.D.
¥ . o e .
"y g
! (' ' ‘ A . e ‘ -
. Jus/dap’ -
2634
-/
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, Ruponu to Addltionll Questions
‘  .Pollow-Up to Testimony Presénted on December 6, 1985
Subconpittee on Health of the Senate Finance Committee
RE: 'Medicare Physician Payment Reform Optiono

.1, One of our concerns with the currant pa ent lyuten is that 1:
18 very difficult to establish what we an actudlly’ purchuing.
Por axample, the most common changes are 1ii the area of "patient -
visit." What type of suggestions do you have for us in order to
develop a better dofinltion of what 1s boxng purchased?

The Anetican Medical Auociltion shares your conccrni with trying
to deterasine vhu is actuany being purchlud by the Medicare program
wvhen it pays for a phylicgnn s urvicc. To this end, the Association

B

hu been active in the dcvolopmnt of and continual updsting of the.

Ph uchnn' Current Procedural Teminology. This work, commonly
. teferred to as CPT=4" (4th edition), ;xjovtdu numeric codes for over

7,000 medfcal procedures. The AMA bo;hvn that utilization of CPT=4 =

18 ‘the most etfecti\;o way to describe medical urvién.
CPT~4 has been nccepud by tho llul:h Cu'u Hnlncins Aduinia:ruion

(HCFA) &8 the means for dalcribing and codlng medical procedures.

CPT-4 u updated periodically by a panel of tvolvc physicians, '
-

1nc1udtng 'reptuonutivu from HCFA, che Blue Cross/Blue Shield Asso~

‘ciation, and th- Hulth Innunnce Auociacion of America.

CPT=4 providn an accurate uechlniu to differentiate among dif~-

ferent urvlcu'nd dtﬂeront levels of physician services. For exam~

ple, the question .points out that the most cosmon ¢harges are in the

area of "patient visits," "An ..xanlnqtton of CPT=4 shows that fharo ‘are

‘eleven possible codes to ducribc:u patient visit in a phyucun'a"

" office, Proper use of CPT=4 coding should provide clear tdentitication

as to what is being purchaugi when a &harg-,,‘;‘/nndo for a "patient

-\

\



" o ) “ . . e

vuit." Of course, the individual phyucian'l record of the patient'l

. vuu lhould provide. lnforution uupportins chc ¢oding decision bued

N

on his or her -ctul pnctico. We believe thn use of CPT-4 cno\u :hc o
‘phyucun to act as the proper ubitar of the lovcl of services pro— °
vided. We do not believe it voul.d bo‘ realistic for another entit__y- to -
pcrua; the patient’s confidential medical nc‘ord ‘to try and :iolct;bc
th; level ,§t services provided. ’ N
.We do ucganiu thgt questiéns have been raised about the np‘pro-‘
priate dounitiéﬁ of services that are providcd. um.v we bglilv. :M‘t .
such ﬂoﬂgsitiol\'.l are adequately provided Sy CPT-4, 1t 19 clear from the

| i ) .
many questions outstanding that-a morq accurate question is "whethgr

the ‘payment for sarvices accurnt‘iy reflects the physician's work

‘_producc?".- The AMA balieves that thefe is & pnd' to evaluate phyliétan

ré;uburuudnt Under Mo&icnfo, To this end, the Association 1s working

as a subcontractor with Harvard University on the development of a

‘re‘ourcp‘ cost=based relative value study (RVS). ‘Punds for the firse

year of thise study have pucnb available to the contrac‘ior ftt:)q HCFA,

and the study is now moving beyond the design stage. .‘I't 1s expected. -
tha:lthu ‘study will provide a basis for more equitdble reiabursement . .
for individusl medical services. . - T . . .

L. . . . .
2, Do you have any information concerning whether there has been
an increase in the volume of services and, if so, in what
areas has this occurred? Can you give us some additionsl
ingighte as to how we might better explain the wide vui-uon
in both price and volume now being oburvod in a number of -
procedures and practices? ; i

Boyond data gcneutnd by HCFA, the AMA does not hlvn in-house

.

information mdopcndontly to 1dent1£y parucuhr ﬂ:ltcd increases in

S
2

s



the ;blun‘ of services provided Hn&igaro S@noflcilrlos. ‘It is gcnof;
ally reco ni:od th-t the Medicare population is 1ncroa-1ng. is living
longor, ajd is thotqby consiming an 1ncrcl|£ng proportion of uadlc.l '
corvtcol. ) ‘ ‘
¢hpr is no doubt th-ﬁ ertntton; do dxist in ﬁoth price and voiunn
r. of madical procedures and piactic;a. thl; the cx:ent of

in a-n

luch varintionl nay be questioned, we believe thuc vtriatloﬁ‘is sppro-

" priate, Varistions ‘reflact legitimate differences in ptovidtng ncdical

. services Anong,phyliclnno and in the provision of those sérvices :%»

sttcr-n: patientg, !ach physician bringo to hi- or hor practicc indi~

vidual characteristics thnt rcflcet nuch tlctoro as 6¢39;tioh and

trlinins, experience, skill, area wage rnten, area business-costs,..-

professional 1inbtltty coata, and a hol: of other factors, In addi-
tton, each patient seen by the phyuician'prononqu v-r;.bloo’r-!lact;ég'
individual factors nuéh ag age, sex, type of vork performed, uodlgii
h;otofy. level of physical nctfvlcy and phinicgi condx:ionﬂ and ltusi

of dinaald condition whers lllncou 1s priiint.

e It is 1nupptoprintc for goverﬂ-ant to’ dpply vaxi-:ton anclynii as &
nelnl to.cut roinburleuone lovoll ‘based on ehc theory that tho "lca-:
is always boot. While the AHA ;ccoanizcn that issyes rniq.d by geo~

graphic vnriazions nust be nddrc,-ed. these 1alueu must be nppronchcd

- using the medical model ‘to n--uré the Avnllnbility of the best qunlity

cate. and not fto- the strict viav of cost cutein:. To this .nd, state -

'

modical aocictic- h‘vo vorked to identify and’ addrono rcgtonal vutia-

- tions, And the AMA currontly is vorktng to dovclop progrnmn to further

,uid state wedical loeioticu 1n oxAlining area vatiationh.\,
1 "

v

B



4 The AMA and other organizetions are in the process. of enalyzing aud 5
scting on ll;ucn 5,1--6 by. such variations. We believe that variations

should be exanined vith.oﬁ'qy; tovard tﬁ; ncﬁfcv;qcni of optimal r@:ﬁé} ‘ ‘ \

. than miuimal levels of care based on a eo-binnttoh of both stitio:ical . ' . \

' unalyiil Aﬁd'clinicnl'Judgncnta In add!tion,,vc believe that the ‘ o !

dtvoioplonc.;; tﬁo RV8, as noted aBovg, will prove beneficial in varia~ . A

tion analysis.
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o ‘Honoénblo Robert Dole ' ' : ' ot
4 Chafrman . . , P
%o s.‘“ Finance Commluu : . .
thlngton. DC 20810

Dear Bonuor Doles

e \‘

~

-

'I'M American Soclety of Internal Medicine (ASIM) uppreolam the opportunity to respond

-~
. . ~
VO N A e W N S

to your questions 88 a follow-up to our Docombcr ] mtlmony to tho Senate Flnnnao

Committes on ?aymon\ tor Physiclan Services under Medicare,

-~
\ .

Question 1t Oneof our concerns with gh’o'oumnt payment system s that ft h '

ery diffioult to establish what we are actuall urehu ng. For exam le, the mos

common hggeg are In tho area of "patient visit,? What type of lmeltlom do you have
for us In order to.develop & botger dgﬂnltlon gf what ls being purchased? '

3

10 Agim recognizes that ,thcu is considerable concern that thc currént "a la carte” bllllﬁg
n “system (as described by Current Procedural Terminology) may c;nt‘. incontlvu‘lér

12 ‘fragmentation of services, overutilizition, and upeoding of services to obtain higher
' l§ relmbursement. Some hive suggested that many services which now are billed separately . o
14

- . could be "packaged” or "bundled" into a more broldly detined unit of paymcnt,v

‘ @socﬂyofﬂetm‘mdcm

1K1 VERMONT AVENUE. NW + BUTE 800 WMMDCWM ‘mmmmmum

~Janet
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. . ) e
oo i : . A‘,_’,g,‘,A,‘v'v.
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_ Honorable Robert Dole
March 12, 1986 . - ' . o S °
" Page 2 . ) ' T

share with you Ite recommendations as soon as they are available. Y

N F—

for all enclllary services, such as laboratory tests tnd &llgnostlc procedures, could be

combined into a ulngle payment for an "nmbulutory patient en ter" (1., an t

ln [} phyﬂclan'a oftice).

¢
)

AS}M recognizes that there is a need to review tiw existing unita of definition In CPT-4
to determine whether or riot some services dould be combined without resulting In

undesirable changes in patient care, Our Board of Trustees lrecenllyhln.ltlaud an effort

to review services in CPT-4 and fo recommend appropriate ways to reduce the number of

services and/or to "package” certain diagnostic and surgloal services, Although o

complotion of this program is expected to take several rﬁontt_u, ASIM will be pionod to
»
. A ]
The Boclety has conslderable concern, however, over the concept of Including payment
for all diagnostio and anclllary services in a newly defined "ambulatory visit package."
N N . »

As noted In the recent cho o‘! Tobhnolpg‘y'm‘smmont‘ (OTA) report Payment 'for‘

Physlolan Services: Steategies for Medicare, packages of related services would oreate

*a financlal incentive to remlnffryni' using resources whenever possible.and to use the
least ;xpénllya ancillary services, referrsl phyllelnni, and, when |'pglleable, facllltlel., . .
Muhdatan( mlgnment will be necessary with pnokaglnc to prevent providers from

passing that ﬂnmelal risk blck to Medieare or on to the bcncflclnry by bllllng for . :
amounts in nddltlon fo the packuged rate, In oonmst to the present sltumon, the

concern abgut qmmy of care within pnekml would be that services would be underused

~
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“Honorable Robert Dole

withholding necessary services tc*plthntl‘ that, because of complex and costly ™

L s

March 12, 1986
Page 3

ws

or'have lnﬁrl&r quality. Access could u,o be problomatlé it the varlation in thie cost of

' trimn& expensive patlents was nat adequately reflected In the.case-mix adjustment, In

that case, physicians might refuse to treat beneflqlariéa with complicated and ponlbiy

expensive conditions.” : . .
. -t .

ASIM shares the OTA's concern that plcklglng services {n an lmbulnory visit encounter e
could result in lnnpproprlute whhholdlng of mvlou to tmuﬂclum. Internists, in

partlcular. tend to treat older, sloker patients with more- complox problcml than

physicla $ In other sp laities (a conclusion supported by. DHHS' National Ambglqorz "

Medicdl Care Survey and othgr studtids), ‘Bc-ee\uo of the case mix typloally seen by

Imornlm. Internists on an average roqum [ :rouer uthlization of ancillary dnd
dlunomc procedures than phy-lolam ln many oﬁhor npcolamu. Unless tho more
complex case mix typlccl of ln\ornu medioine puoueo was adequately reflooud In the
plymem levels tor nn nmbulatory visit paeknta. strong lncamlven would bu cunted lor )
Intomlm to delay or withhold necessary nnolllu-y nrvlen, tq t_ha dﬂrlment of patlent
care. Similarly, Sndlvld\;al pulontaj ;:llh com'plex .condltloni might recelve poor quality
care if the.payment level for ;h encounter was inapproptfately low, A situation might be
areated that Is analogous to that of hospitals that are pnmulurnliy discharging--or

' .
.




D N O s oW N e

R o
gz‘szzm.ua...o.,

. 321

Honorable Robert Dole
March 12, 1988
Page 4 '

o . . G N .
lll'nesm, represent a loss to the hospital given the amount of paymem allowed for the

‘paruculn DRG euegory. ‘l‘herefore, ASIM urges caution in mandmng major chnngel in

definitions of services unm cdcquue study Is conduoted on the .ch of such changes on

pmont care.

“

Question 21 Do xou hnxc lnz information congemlng whe!hog tl_\du has been an

Ingrease lg the volume of sgrvlgol and, if 50, In what areas has this oocurgo ar ¢ Can you o
ive som itional fnsl to how we might t r explain the wide variation |

both price and volume now being obunfg_g In & number of procedures and practices?

ABIM Is concornod about un]unlﬂed varlations in dmoum locslities In th)i! inl)lznl:;n of

certaln services, as well n hospitalization rates for glven dlunoln. which cnnnot be

,olonly explalmd oi- Justified by dlmroncu in case mix, Xn some lmt.mm, uuch

geographie VI{l!(l?M may be ]ummble. Por example, & pommunlty wuh the lowm
utilization patterns may not necessarily be p'rovlding as high quality of care as a more ’

. expensive 'ty. Dift. in practice patterns might illo be explained by the
avallability of cmuin innovative lormn of technolocy ln some oommunlllu compared to
others. lngunenl, however, ASIM is concerned that wide vul tions n practice patterns
in many inatances may not be ifiable or necessary. ’ . B -

° s . o n ' :
v "o
12
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. . f .

1 T°l address this problom. ASIM's Bosard of 'l‘rustou reoomly decided tor e ' -
. 2 ‘ : - '
3 1. Support .thc development of km; sytton;l that cl‘n generate adequate and
4. ' statistically valld dnu.ron }eoguphlu vulnt“lom in practice patterns.
I ‘-* . ,' .
Ce 2. Support the pt that data ool stion and publl s the key to_
7 educating lntcri;l;‘ﬁ and other physicians on variations In practice .
8 patterns. ,' ' ' o
9 . ' L.
M . 10 . 3. Explore with Inmnnl medioine luupccmt;" loohtluﬂ tho'i;o“lbill\;v of
1 developing-a eounbormvo pro]cot to share data on pr’etlee patterns with
12 internists. S ‘ A ' —_—
13 R ‘ . '
1 . - - o } ) '(

As a result of these actions, ASIM will be committing a substantial amount of resources
15 to developing a progtam ;o dlsseminate data on variations In the use of services
. ’ . 18 performed by lntornlm in dlmront localltlu 88 & means to brlnclm about more .
! ] ‘pproormo commenoy in ltym of pnotleo. We anticipate thut many of the : N
. ‘ '1: * sibspeclalty socleties ot lntmul medioite stare our Interest 1n this area and would be
wmlnc to colh.bornto on thls project. ASIM will be glad toshare with you more '
z: lnformllm\ on this project as R is dovolop.d turther. X

.
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'3 gll[ormcu in the cost of practice in different gngu of thg countey, Unless there are
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- Honorable Robert Dole
* Mareh 12, 1986 .
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ABIM also bcllom thﬂ geographlo dlmuntma in thc leu for llmllll' urvim may ba
approprisite, but only to the extent ¢ U h it orom all c;n ustifie legitima

elur dlmuncol ln the cost of practice, such dmoronmla cannot be Justified, oo
6 ?or mu uuon. ASIM nvon tho devolopmont ofa luhcdu.lo of dlomn«a basedon &

7 resource cost relstive value scale, Dollar conversion l’lctoﬂ for such & ralative vnluo

- 8. saale should be adjusted by roglon to uﬂeot only the legitimate differences In tln cost ",

9 of practice in each mion or loumy. Once thc Initlal schedule of allowances roflootlng

‘10 appropriate puotioo oos\ dlmuncn is developed, it should be upduod on.an unnual

1 basls to reflect chlngn in the eou of practice, according to a cost of puotlco lndox thn o
12 -gecurately measures by lo«llty relative changes In cirrent ll'ld tuture practice costs,

13 - Conversion factors would be increased only to the extent that the cost of pneﬂu has

14 increased In &'glven locality.

<18

16 ne Soolcéy'huo’bolliv0| that the "prg-tochnolqy" incentives in the exl‘utlnc payment

' system is'one of the major factors behind the steady Increase {n the volume of anolllary v
‘9 and diagnostic services p'iovlded during ljlvonput!ont encouriter, "As oxplalned in
Asm?.n,_bocmbcr (] t‘mmbny.«,rtho Soclety strongly supports the development of a ~

Yoty e+ s
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- " : \ :
payment system that plam relatiyely more emphasls on physicians’ cognitive services
compared to procedural yervices. ‘ '

.
-

.ASIM lppuohtoi the opportunity to share these thoughts wl!in you, Please feel free to

* gall on us If we can be of further Aiplﬂuneo. .

o " . . -

. o

Sincerely,
7hyes

(3

N, Thomas Connally, MD,

Chairman ‘ ‘
Governmeéntal Aotivities’
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December 20, 1985 =~ - Do

Senator David Durenberger
Chairman, Health Subcommittee
on Finance
8D-219 Dirksen Senate Office Building e
Washington, D C. 2051

" Dear Senator Durenberqerl . -,
The Ameridan College of Cardiology (ACC), representing
more than 14,000 physicians who are expert in

the dlagnoals and troatment of cardiovascular

disease, would like the attached statement to

be part of the record for the December 6, 1985

hearing on Medicare physician payment reform.

We look forward to working with the’ Subcommittee’
on this important issue in the neat £uture.

Singetely,

Wl U. 7

‘William W. Parmley, t.b., F.A.C.C.

,President _ \

WWP 1bp ) . ' *




t Statement to Senate Committee on Finance Subcommittee
- on Health on Physician Reimbursement Retorm

The Amer&can COlleqe of Cardiology (ACC), represonttn

more- than 14,000 physicians.who are expert in the diagnosis
and treatment of cardiovascular disease, appreciates the
opportunity to participate in the deliberations of the i -
Subcommittee copeerning reform of the Medicare physician

payment system.  We ask that this statement be made a part

of the permanent record of the December 6, 1985 hearing

of the Subcommitiee on Health concetn‘ng Medicare physician

payment.

The ACC generally agrees that the current Medicare reimbursement

system for physiciansg is probably tUnnecessarily complex

and inflationary, Accordingly, we acknowledge the heed .

to reform the present system, and would like to offer the - : /
- folIdwing comments about the major roform proposals under
¢onsideration.

Physician DRGs
One of the optlonu under consideration is the payment of
& fixed fee to the attending physician, based on the patient's '
diagnosis, ' This concept is the focus of a congressionally-mandated
study by the Department of Health dnd “Human Services (DHHS),

the releaae of 'which is pending.

The ACC has serious concerns about the concept of M. D ~DRGs.
In any system where "averages" -are the standard of payment, ' .

the specialist with a disproportionate number of severely T

ill patients will {nevitably bear a large financial burden. :
‘Unlike a hospital or other large administrative unit, an

individual physician, particularly a specialiat, "does not

ordinarily have a large enough casec load to make up losses

on individual cases, , ,

We ‘would suggest that any thought of meoninq a DRG: system

on M.D. reimbursement is unfounded, especially when the

regults of the Inpatient bospitdl DRG system are s:ill -« . s

unknowns oo , -
’ . N - -

Capitation’ , ‘ c o -

It has been reported that the White House Cabinet Council L
" on Domestic Policy has concluded that the Medicare physician

reimbursement system should eventually be moveﬁ toward

a completely capitated system.

We would urge that any capltated system allow true freedom
of choice for patients in terms of.-selection of their phyaicians.
We remain unconvinced that there is any wisdom whatever -
in the so-called "gatekeeper" concept, whereby 4 general
. . S




<involved,

;8o R

.practiildner or a nurse given all responsibility for }eferrinq
‘patients to specialists, and, is actually given a financial .

disencentive to refer. The danger inherent in the gatekeeper
concept i3 in allowing the least-trained member of the

health care teafm to-make i{mportant Hecisions about the

course of treatment of diseases with which ‘he may be unfamiliar
as well as limited in ability to appropriately diagnuse.
Moreover, the financial disencentives to refer may result

in crucial delays in the provision of care. Additionally,
the difficulty, (and therefore the costs,) of diagnosing

a disease, such as heart drseasc, are greatly increased

when the provider is not expert in the area of medicine
Clearly, whilé the gatekeeper concept may appear
cost-effective’ in the short run, it probably is just the
opposite over the 1ong run, .

Relative Value SCalc . ’ L

As you are wcll nware, thc Health Care Pinanclng Administration

- has awarded a conttact to Harvard University to~develop
a relative valud scale, which would asslgn monetary values —

to various medical care based on the resources expended

in providing tt. We trust that the value of médical training,

‘includinq specialty and subspecialty training would be

factored' into the RVS., The ACC fully intends to work with
Harvard University through its subcontractor, the American
Medical Association, in the development. of the RVS., We

urge the Congress to encourage HCFA to go forward with

the RVS project expeditlously.

The American. Co}lede of Cardiology appreciates the opportunlty
to share its initial views with the subcommittee, and looks
forward to working with the Congress in the important effort
to rofcrm the Medicare physician reimbursament system.

i . . @ .
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December 20, 1985 ~ . : . ) o

Sénator David Durenberger o !
U.S. Senate

I54 Russell Senate Office Bulldlng
\Vashlngton, D.C. 20510

Dear Senator Durenberger o o ‘K’. oay .
On December 6, 1985, *he Senate Committee on Finance held a hearing on the issue o’f
physician reimbursement. Becaduse of the tremendous interest in this topic, no
representatives of the non-phvsician practitioner community were able to appear

as witnesses. We hope that the Committee will hold more extensive hearings on

the issue of physician reimbursement In the future, and that representatlves of

other practitioner organlzations with a strong Interest in payment reform have an
opportunitv td presént their concerns. \

It is important to remembei that when we dlscuSs the issue of physician relmbursement,
many practitioners other than physicians are.also affected in various ways. In any
such-discussion, the lmpact on practitioners who work closely with physicians should
also be considered. Changes in hospital reimbursement continue to affect those

who work closely or do business with hospitals, and we would expect a similar outcome
to occur as a resulteof changes in phvsiclan payment.

Specifically, we believe that changes in phvslclan reimbursement policv affect the =
work of other health practitioners in the followlng wavs:

. Physician SuErvised Services:«.Various health practitioners, provlde services in
connectlon with phvsicians through their own practice, generallv as employees. .
We believe that, in establishing the appropriate value of phvsician services, the
. contribution of other health professionals who wotk closelv with these physiclans
must be taken into account. The value of nursing services, for example, should
be an important part of this calculation when establishing the pavment rate for
physician services. Physicians use the professional.services of nurses. in a variety
of wavs, and these nursing practice patterns should be reeognlzed when’ settmg
physician payment rates. = . ) .
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2. Direct Competition: A cornerstone of the current federal approach to controlling L
. . Thealth care costs is a greater emphasis on competition. The lessening of price
inflation in the health industry is due in large.part to this new approach. Changes in
phvsician payment policies should take into consideration the macket value of those
practitioners who compete with physicians, as well as those whose'services regularly
- augment the medical care provided by phvsicians. In so far as possible, Congress
. should encourage the use of competitively priced alternative practitioners. ‘
Decisions regarding physician payment under Medicare should not ignore the '
potegtlal contribution of other practitioners as substitutes for or as independent
adjuncts to phvsicians.._ : o -
3. "Medicalization” of- Payment Policies: We are concerned that discussions.of .
alternative physician payment policies overly characterize virtually all health
services only as physician services, solely within the purview of doctors: We would
urge the Committee to keep in mind that many Part B services are supplied by other
- . health profegsions, and ought to he priced accordingly, whether or not they are supplied
undet the direct supervision of a phvsician. We hope that; in proposing anv change
_in physician pavment, the Committee will .consult with the various non-physician '
" health professionals in the design of appropriate pavment reform. - co

We would appreciate the opportunity to present these and other concerns regarding .
phvsician relmbursement to the Committee for its consideration. We are aware that
other practitioner. orgapizations share similar concerns. Physicians are only.one piece

of the larger issue of physician reimbursement, angthls issue is broader than compensation
for physicians alone. . o ' . - e

-We aﬁpreciateyo;lr'conélde;étlon of our Interests. . L - - . ‘,.
Since’}elv. v ‘
NTISEUZN
Eunice R. Cale, R.N.,

President




i1t ssEEnsLITenes

MAB coom\ MO, ’ND ~ ! A J /

Deceﬁbcr 20;'1985

The Monorabie David Durenberger . .
Chairman, Subcommittee on Health - L
Committee on Finance '
United States Senate . Lo !

. MWashington, D.C. 20510 .o . .

-Dear ‘Mr, Chairman ) . TR ' . .

The Association of American-Medical Colleges welcomes the opportunity to-
submit for the. heariqg record a written statement on Medicare payment for
-physician serVices, ' In addition to 1ts medical school and teaching “hospital
membeps, the AAMC includes 82 faculty societies many.of whose members provide
‘professional medical services to Medicare beneficiaries.

- "The "AAMC recognizes the present dissatisfaction and unrest witn Medicare's
., usual, customary and prevailing system for determining payments for physician
services. While the AAMC does not have a. particular payment proposal to
recomménd, the Associatign must note that the form and content of any revised
© .. - payment system for professional services will provide economic incentives that
&~ - {nfluence the attractiveness of the various specialties and subspeciilitfes.
Therefore, change in the payment- system must be approached carefully and with -
demonstration projects so that intended benefits and unintended consequences are
understood.

.

At the.same time, the AAMC believes Congress should not continue to extend
the physician fee freeze. Currently, fees for physician services are based on
information submitted in 1982 with no adjustment provided for increasing pr’ctice
Gosts such as the rapid rise in malpractice premiums, - The AAMC strongly r
recommends halting the fee freeze on physician services. ’

As ‘new approaches to physician payment-are-considered, the AAMC urges

careful attention,to the application of the approach in teachin settings. For
more than fifteen years, Medicare officials have been working with Congress and :
the AAMC to develop a fair and equitable application of the usual, -customary, and -
- prevailing Tﬁstem to physiclans who fnvolve residents in the care of their
patients, e AAMC hopes that any changes in the ﬁayment system will address the
teaching' settin? from the beginning. Therefore, the AAMC recommends that the :
following principles be included in any revised payment system: ,

" e Ina teaching setting. if the Tevel .of professional medtcai services

rovided a patient by the physician and documénted in that patient's
? 4 y . ¥evei of. serv c:g%furnished a patfent in 3

recqrd. is;equivalent to the
non<teac iﬁg setting, then the physician in the teaching setting should
be eligible for payment on thé sar e basis as the non-teaching

physictan,
P : ) i . ( . .

One Dupont Circle, N.W. Washington, D,C. 20038
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o Where a physician service in a teaching setting is eligible for.
payment, the payment for that service should be determined in the same
‘manner and procedure as payments ‘dre determined for non-teaching
-physicians in'the general medical community. '

o The determination of the level of payments for professional services
should not be influenced by the extent to which physicians provide
servi;es to non-paying or Medicaid patients. ' ' -

o Payments for physicians choosing to ﬁractice in teaching settings
should not impose requirements which result in artificia) or atypical
relationships on the provider organfzation and its medical staff,

-

Finally, the AAMC believes-that  special attentiop should be given to eisuring,
that any revised payment system does not preclude or discourage resident training
1n‘the full spectrum of long~term care and ambulatory care settings, . |

The AAMC apprecistes yowr consideratisn of these concerns and . T
recg?mendations and would welcome an opportunity to discuss them with you or your
staff,” . . B L . o

Sincerely, o

* Jgfin A, 0. Cooper, M.D.

EN

- X




