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PHYSICIAN PAYMENT REFORMS

FRIDAY, MARCH 17, 1989

U.S. SENATE,
SUBCOMMITrEE ON MEDICARE AND LONG-TERM CARE,

COMMITrEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:05 a.m. in
room SD-215, Dirksen Senate Office Building, Hon. John D. Rocke-
feller IV (chairman of the subcommittee) presiding.

Also present: Senators Baucus, Packwood, Chafee, and Duren-
berger.

[The press release announcing the hearing follows:]
[Pres Release No. H-11, March 2,1989]

FINANCE SUBCOMMITTEE TO HOLD ITZARING ON PHYSICIAN PAYMENT REFORMS

WASHINGTON, DC-Senator John D. Rockefeller IV (D., West Virginia), Chairman
of the Senate Finance Subcommittee on Medicare and Long-Term Care, announced
today that the Subcommittee will hold a hearing on the "Physician Payment
Review Commission's Report to Congress".

The hearing is scheduled for Friday, March 17, 1989 at 10 a.m. in Room SD-215 of
the Dirksen Senate Office Building.

The purpose of the hearing is to allow the Commission to present its findings and
recommendations to Congress relating to physician payment reform under the Med-
icare program, including its recommendations relating to the implementation of a
fee schedule based on a resource-based relative value scale. This scale is a new con-
cept in physician payments, developed to establish payment levels for services ren-
dered by a doctor based on the amount of time and effort put into a particular serv-
ice, as opposed to the current system of payments based on historical charge pat-
terns.

Chairman Rockefeller said, "Physician payment reform under the Medicare pro-
gram is a major area of concern to the Federal Government, the medical communi-
ty, and beneficiaries. The Physician Payment Review Commission has devoted con-
siderable time and effort to the analysis of this issue and the development of recom-
mendations to Congress, and we look forward to hearing the Commission's report."

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A U.S.
SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. Good morning to you all.
This morning we are going to have our Subcommittee on Medi-

care and Long-Term Health Care begin the consideration of ques-
tions of whether and how to reform the way Medicare pays physi-
cians. This is a beginning of a series of hearings that I think people
have been waiting for a long time, some rather nervously, and all
of us with a commitment to try to do what is fair and what is
right.

(1)
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We are going to have a lot more hearings on this. We are going
to examine carefully and explore carefully ideas for improving
Medicare's Physician Reimbursement System.

There doesn't seem to be much disagreement among people in
the field that there is a need for some kind of major overhaul. The
current Medicare methodology for physician reimbursement is
barely comprehensible. It is confusing, in fact, not only for senior
citizens but it is also very confusing for physicians themselves.

Now, Medicare spending for physician services has increased at
an annual rate of 15 percent since 1980. A variety of strategies
have been tried to contain these program costs, but for the most
part these measures have been unsuccessful and inadequate.

This subcommittee heard testimony 2 weeks ago that, even with-
out program expansions, Medicare spending for physician services
is expected to triple over the next 10 years-triple, over the next 10
years. Therefore, unless major changes in the system are made,
Congress will be forced year after year to tinker around the edges
to achieve budget savings without really making any long-term dif-
ference.

What strikes me as a compelling reason for physician payment
reform is the increasing financial burden on Medicare benefici-
aries. Senior citizens are paying more and more out of pocket for
health care. In 1988 the elderly spent just over 18 percent of their
limited and, for the most part, fixed incomes on health care ex-
penses, up from 12 percent only a few years before in 1977. So,
unless we can reverse past trends, Medicare beneficiaries will con-
tinue to see their health care bills increase.

Today's hearing, as I indicated, is the first of a series of hearings.
I myself am brand new to this subject, and I have a lot to learn.
But I like that. This is a subject and an area which is important to
me in terms of the people of my State, of our country. I frankly
find it, intellectually, absolutely fascinating-imponderable and
fascinating.

It is a glorious subject-inscrutable, but glorious. [Laughter.]
So, working with Senator Bentsen and his staff, Dave Duren-

berger, Bob Packwood, and others-obviously the Finance Commit-
tee staff and my own staff-I hone to do all that I can to ensure
that we have a process in which everyone participates, and all
points of view are heard and listened to.

I anticipate, to say the least, a rather healthy dialogue, a rather
lively debate on the matter of physician payment reform. The Med-
icare Physician Pe.vment System has essentially been unchanged
since the Medicarf program was first enacted. The type of structur-
al changes that Dr. .,ee and Dr. Hsiao will be testifying about on
this day could have, probably would have, profound implications on
the practice of medicine as a whole and the health care that our
seniors receive.

Although today marks the beginning of congressional debate, I
know that Dr. Lee and Dr. Hsiao have been immersed in the sub-
ject for years, and I commend you, gentlemen. You probably feel it
is a less glorious subject than I do; but I really applaud both of you
for your efforts, for your dedication. This is a moment that a lot of
people have been waiting for. You will be looked to for expert
advice and assistance as we explore these payment policies.
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I am very pleased that the subcommittee has the opportunity to
be the very first to hear first-hand your thoughts and ideas on how
we might undertake this tremendous task before us.

As we know, the Medicare program was created as a major new
commitment of the Federal Government to the Nation's senior citi-
zens. In the early years, the Medicare program was viewed skepti-
cally-that is interesting. It was viewed skeptically by many in the
medical profession. I am pleased that the AMA and many other
professional groups are very much involved and active participants
in the current debate on improving this whole situation.

We encourage and we welcome the help of the entire physician
community throughout this process. This is going to have to be a
two-way street, and nobody is going to be entirely happy at the end
of this process. It has to be two-way. It has to be honest. And we on
the committee have to be the honest brokers working in the public
interest.

The task before us is huge and complex, and by virtue of that
fact alone we must proceed with caution and with care. If and
when changes to the current system are developed, I believe we
must be mindful of several key goals: access, quality care, accept-
ability, and fiscal soundness.

I am optimistic that we can come up with changes that are ra-
tional, well-understood, and, at least, widely accepted if not widely
supported.

Again I welcome the witnesses this morning, and I look forward
to what it is they have to say. I might suggest that we will start
Dr. Hsiao with you.

I want to see if Senator Durenberger has a statement, and Sena-
tor Packwood, and then I would recommend that you both give
your testimony. Then I will begin some questioning. But Senator
Durenberger and Senator Packwood should feel free, on the points
that the particular Senator is questioning on, to cross examine, so
to speak. The Senators should feel free to come into the conversa-
tion; you two should feel free to disagree with each other or discuss
openly with each other as we proceed.

So, Dr. Hsiao of Harvard, you are our first witness.
Senator PACKWOOD. Could I make just one quick statement?
Senator ROCKEFELLER. Yes, please.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator PACKWOOD. I don't want you to be discouraged by the
fact that you are new to this. I knew a lot more about this subject
when I was new to it than I know now. [Laughter.]

It may be mentally stimulating; I am not sure "intellectually in-
vigorating" is what I would say. But what I am frightened of is
this:

I see us moving toward a sort of homogenized medical system,
and I am not sure that is good for the country. We are doing it now
with the MAAC's, and we are gradually moving toward a system
where we are going to pay 55-year-old experts the same as we are
going to pay 30-year-old novices for doing the same procedure, even
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though one may have 25 years experience and the other is barely
out of residency. I am not sure that is a good system.

I don't think the bulk of the public knows we have price controls
on doctors. We do. Short of putting price controls on doctors, or re-
quiring mandatory assignment, I don't know how we achieve the
dual goals of attempting to restrain Federal Medicare payments
and restrain increases on payments by beneficiaries.

If we don't put price caps on doctors, and if we say henceforth
Medicare is going to pay 80 percent of what it paid instead of 100
percent, and we let the physicians charge what they want, they
will increase the cost to the beneficiaries. If we think that is horri-
ble and attempt to put a limitation on what they can charge bene-
ficiaries, then we squeeze more and more doctors into the same
square or round hole, to no benefit to the country.

I don't have an answer to this. Clearly, the way we deliver
health services in this country, is not very popular with the public.
We spend an incredible amount of money in terms of our per
capita income, more per capita than any other country in the
world, and have seemingly failed the mark.

So, 10 years ago I knew the answer. Now, I don't. And I hope
that the doctors who are here today can help lead us out of this
wilderness.

OPENING STATEMENT OF HON. DAVID DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, 10 years ago I came to
this committee and learned my health policy from my colleague on
my left, who then, along with my colleague who was on my imme-
diate left, but is over doing Eastern Airlines or something right
now, were the leaders in this country on health care delivery and
on the reform of health care financing.

When I first took a major role in this committee-I guess all of
us were "the" deciding vote against hospital cost containment. I
think the message sent was that, "We don't want homogeneity; we
don't want this run like your local gas or electric utility," but from
then on it has been pioneering.

I think we are starting that today, with the pioneer to our
right-maybe even philosophic right, I don't know; he is from West
Virginia. [Laughter.]

I think it is, for me, as both of you gentlemen have said, a rather
exciting moment. I served 6 years as the Chair of the Health Sub-
committee of this committee during which I abandoned my pipe, as
Herman Talmadge who preceded me probably abandoned his cigar.
A lot of changes have happened in this country, it is just absolutely
incredible.

I am really very pleased that I have had the opportunity, during
that 6 years, to create so much legislative activity in the health
field that it now takes two subcommittees to do the work.

I am particularly pleased, though, that my colleague from West
Virginia is the Chair of the major of these two subcommittees,
Long-Term Care and Medicare.

During our "creative period," as I call it, which includes the
early eighties and in 1983 in particular, we made the very first rev-
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olutionary change in U.S. health care delivery by changing the way
third-party payors reimburse hospitals. Nobody noticed it at the
time-we hung it on the Social Security reform. But people have
forgotten about Social Security reform because it is generating so
much money. They are now worrying about the fact that in 10
years Medicare is going to cost more than Social Security.

The introduction of PPS, the Prospective Payment System, to
hospitals and Medicare brought incredible efficiency to our system.
It substantially reduced the use, growth, and costs of hospital care.
But without comparable change in physician and outpatieait pay-
ment, we continue to move toward health financing bankrLptcy.

The growth in costs, charges, and volumes of services i this area
must be stopped. It is not good for Americans, it is not healthy for
Americans. Today we will begin that process.

In 1986 we created the Physician Payment Review Commission.
Today we received their proposal for a new physician payment
system. Their work has been diligent, their proposals intelligent.

I compliment Dr. Phil Lee, and Paul Ginsberg, and all members
of the Commission. I compliment Dr. Hsiao for his work and that of
his colleague. I compliment our staff. I take it this is somebody on
the majority side, because in two pages they have more than ade-
quately summarized all of the work of the Commission and have
done it in an incredibly effective way. [Laughter.]

So, whoever did it, I compliment you.
I guess I would like to say I endorse the recommendations of the

Commission: (1) To pass appropriate legislation by October of this
year, (2) to adopt the resource base relative value scale, to see all of
that go into effect by April 1 of next year, (3) to have it go into full
effect by April 1 of 1992, (4) to correct the specialty inequities that
exist in this country that discourage a lot of good practice of medi-
cine. I am going to comment on this briefly-to correct geographic
disparity I hope that you can prove that you are going to do it, and
to do all of that with some kind of expenditure caps and some kind
of limitations on balance-billing. I guess that will be one of our
major challenges here, within the context of this full committee, to
decide the appropriateness of expenditure caps and the issue of bal-
ance-billing.

There are two other recommendations I would like to add: In
particular, one is to examine closely HMO and CMP reimburse-
ment policies-incredibly important.

If in fact we are all going to end up buying our health care via
health plans, we must do something about the failed experiments
out there in the last 3 years in competitive medical plans.

Then, finally, we must define our direction for proposed effective-
ness, and quality research, something this committee has been in-
volved in for a long time.

The chairman said this is all about equity access and quality. He
is absolutely right. All of the recommendations of this committee, I
believe, are aimed in the direction of ensuring equity, access, and
quality for all the elderly and the disabled in this country.

Today, the elderly in my State, and I am sure in West Virginia
as well, are substantially discriminated against by the Medicare
system. This is because they pay much more out of their pockets
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for their health care due to Medicare paying so much less to the
doctors and the physicians in my State.

In the rural areas of my State-were part of a study somebody
did here; maybe it was the Commission who did it. They had 219
sites studied on the relative level of reimbursement on a series of
selected procedures. Southwestern Minnesota and northern Minne-
sota ranked 217 and 216 out of 219. That is why I am going to put
in the record one article out of a thousand that came from my
home State, about "Small Towns Seeking Cure for Doctor Short-
age."

[The article appears in the appendix.]
The average age of physicians in rural Minnesota is 57-57. The

Twin Cities- the big urban area in our State-ranks second from
the bottom,in comparison with all other urban areas of our State,
in terms of the reimbursement to its doctors, to its physicians.

At this point, nobody wants to come and practice in Minnesota.
This is already happening, physicians are already quitting and
going to other places which are more financially lucrative. And the
good people don't want to stay there. Besides being unhealthy for
the reputation of the State. It is particularly unhealthy for its pop-
ulation as well.

We all pay the same amount into the Medicare system; we all
ought to get out equal service from that. It is unfair that if you
happen to go and live in Miami, and practice in Miami, you can get
paid two, three, four times as much for the same procedure on the
same person than you do in Minneapolis. That has got to stop, and
I will stay on this committee long enough to see that that changes.

I congratulate the members of this Commission for their willing-
ness, to cooperate in this matter and thank all of the people that
supported them. The specialty associations, the AMA, a lot of other
organizations and individuals have supported this effort, as I un-
derstand it. Not everybody agrees with all of it; but I think that it
was a tribute to the hospitals of this country that they bought into
PPS. I expect that we will pay tribute to the physicians in this
country for their accepting a modified form of reimbursement.
Hopefully it will be adopted by all third-party payors.

Thank you, Mr. Chairman.
Senator ROCKEFELLER. Thank you, Senator Durenberger.
I want to say very clearly, as I head into this chairmanship, that

I am awfully glad you and I will be working closely together, be-
cause I don't know of anybody who knows more about health care
and its intricacies, and shares the same kinds of problems that we
do in West Virginia in Minnesota than does Dave Durenberger. So
I feel very good about that.

Those who will come before this committee will find that this is
not a partisan committee; we are a bipartisan committee, and they
will find, also, that we are fair.

They will find something else which is interesting: This commit-
tee used to be known as an "oil and gas committee." That is not
true anymore. If it can be characterized in any way, any particular
characteristic, I would say that it is a "rural committee," dealing
with major financial and health care problems.

Having said that, Dr. Hsiao, we look forward to hearing you.
There is not a 5-minute clock on this morning; you and Dr. Lee are
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our only witnesses, the two of you. So, let us make this an interest-
ing dialogue.

Please.

STATEMENT OF WILLIAM C. HSIAO, PH.D., PROFESSOR OF ECO.
NOMICS AND HEALTH POLICY, SCHOOL OF PUBLIC HEALTH,
HARVARD UNIVERSITY, BOSTON, MA, ACCOMPANIED BY DR.
PETER BRAUN, INTERNIST, PRIVATE PRACTICE AND LECTURER
IN HEALTH POLICY AND MANAGEMENT, HARVARD SCHOOL OF
PUBLIC HEALTH, CO-PRINCIPAL INVESTIGATOR, RBRVS
Dr. Hsiao. Mr. Chairman and members of the committee, first of

all let me say I am not a real doctor, so I brought a real doctor
with me, Peter Braun, M.D. who is sitting to the left of me. He is a
senior physician who worked closely with me on the development
of RBRVS. We are pleased to appear before you this morning as
you open hearing on the reform for physician payments.

My testimony will cover five major points:
The first is why the Government decided to fund this Resource-

Based Relative Value Study. Since you have such a large deficit, I
am sure you would want to make sure the money was spent wisely.

Second, what is this RBRVS, and how was the study done?
Third, what are our major findings?-
Fourth, what are the criticisms of our study, and how do we plan

to address them?
Last, what are some of our major recommendations and conclu-

sions?
Let me turn to my first point, the reasons for this study.
There is a widespread agreement among physicians, policymak-

ers, researchers, and the public that physicians fees are unfair and
inequitable because we they have been distorted by three major
factors: The first is the insurance coverage, the second is the ad-
ministrative rules that set the payment rates-namely, the UCR
method-and the third, patients' inability to make rational choices
when they face life-threatening situations.

Distorted fees offer perverse economic incentives to physicians
and, hence, may affect their clinical decisions when they decide on
tests and treatment choices. These distortions in the incentives
could contribute to the rapid inflation of health care costs and pro-
mote the performance unnecessary tests and procedures. So, in
other words, an inappropriate incentive structure can affect cost,
quality, and possibly access.

Any serious attempt to control the health care cost must set a
level economic playing field for doctors, because their clinical deci-
sions largely determine the expenditure of 80 percent of our health
dollars. Although physicians only receive 20 percent, they are the
key decisionmakers Et decide how 80 percent of the health dollar
is spent.

You recognized the need for reforming the physician payment
system when, in 1985, Congress mandated a study to develop a re-
source-based relative value scale.

Now let me turn to what we have done.
Because most physicians are paid on a fee-for-service basis, we

aim to develop a relative value based on the resource cost required
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for each service. And that is a formidable task, because there are
7,000 services classified and coded for physicians' work.

We began by investigating first what constitutes resource costs.
Then we selected appropriate methods to measure them. And then,
lastly, we tested whether our results have any scientific validity.

The development of the RBRVS is a complex task. We also share
your philosophy and view that all of the important parties should
be consulted and should participate in such a complex study.

Therefore, we subcontracted the American Medical Association
and called on their support and assistance, also asking for the coop-
eration of more than 30 specialty societies.

We appointed physicians to serve on our Technical Consultant
Groups. With the AMA and the 30 specialty societies, we appointed
100 physician advisors to the study. These advisors assisted us in
defining what constituted the resource cost for their services, com-
mented and advised us on our methods and data, and then, finally,
evaluated the reasonableness of our results.

So I would like to acknowledge publicly that we are very much
indebted to the whole physician community and particularly to our
100 physician advisors.

We define "resource input" as being made up of three factors:
The first is the work performed by the physician for a particular
service or procedure, so it is a physician's work input; the second is
the overhead cost, which includes the professional liability insur-
ance premium; and then, last, the cost of education for a physician
to become a qualified specialist.

The total work involved in physician services encompasses five
dimensions. I would like to emphasize that. There are five dimen-
sions, not just one.

First is the time spent before, during, and after the service;
second, equally important, is the mental effort and judgment re-
quired; third, the technical skill; fourth, physical effort; and then
finally, the stress felt, or what I call "the sweat on the brow,"
when a physician performs a difficult task.

I would like to emphasize that all of the important data to con-
struct the Resource-Based Relative Value came from practicing
physicians. We did not generate the data internally; we obtained
this data through surveys.

Furthermore, because of both the unprecedented and sensitive
nature of the study, we had our methods, data, and results re-
viewed by 29 nationally recognized experts in economics, medicine,
statistics, psychology, and health policy research before they were
published and released.

Two reviewers summarized their findings and those of other ex-
perts this way: "The RBRVS researchers obtained generally accu-
rate, reliable, and consistent estimates of relative work, and also
successfully linked them into a common scale," and Dr. Phil Lee in
a few moments will share the Commission's conclusions about the
credibility and soundness of our work.

Now let me turn to what did we found:
Our study led to five major findings. We found that resource

costs for physician services can be defined by a systematic and ra-
tional approach.
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There is a high degree of agreement among physicians on the es-
timation of work for the services performed within their specialty.

A third finding: We found that the work input for physician serv-
ices can be measured-so besides that we can define resource costs,
they can be measured with the appropriate method. And the work
values can be successfully put on a common scale across all special-
ties.

The fourth major finding is that we did comparative and statisti-
cal analysis and found these estimations of work are reproducible
and consistent. Therefore, we concluded they are reliable and valid.
Furthermore, these results were reviewed by our physician advisor
panels, and in most cases they found our results have face validity.

There is a major fifth finding. We divided the work performed by
physicians into dimensions I mentioned earlier: time, mental effort
and judgment, technical skill and physical effort, and stress. We
found all of those factors are important, and they are included in
the relative value.

Time alone is not adequate to explain work. As a matter of fact,
in the relative value for surgical services, surgeons rated technical
skill as having greater weight than time spent; mental effort and
judgment as having equal weight as time spent.

So, I would like to emphasize, then, for surgical procedures, time
is only one among four factors for the relative values; it is not the
only factor.

In comparing surgical procedures and office visits, we found that
the intensity-"intensity" defined as how much work per hour-
the intensity for surgery can be seven to tenfold times the intensity
for hospital visits and office visits. In other words, in this relative
value, the surgical procedures require much more intensity, not
only time. So, if a surgeon can keep him or herself busy full-time
doing surgical procedures, under the RBRVS she will be compen-
sated much more because she will be performing much more inten-
sive work.

Then, what is the potential impact if this RBRVS is adopted for
payment policy?

We first compared the current charges with the resourr-ebased
relative value, and we found the current charges do not reject the
required resource costs. For office and hospital visits and consulta-
tions, the Medicare program is currently paying between $25 to $45
for every 100 units of resource cost. Meanwhile, for most surgical
procedures and tests, Medicare is paying $100 to $160 for 100 units
of resource cost. In other words, procedures and tests are compen-
sated much more generously than those primary-care services.

Therefore, these results allow us to conclude that the economic
playing field for physicians is not level. The more generous pay-
ments for surgery and tests could induce a greater and inappropri-
ate volume of these services.

The second major impact I would like to share with you is that,
if congress replaces the current payment system with the RBRVS-
based fee schedule, there could be some significant increases in fees
for office, hospital, nursing home visits and consultations, while
surgical fees could be reduced 10 to 35 percent.
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To evaluate this potential impact, we simulated a possible effect
under a budget-neutral assumption, and the results are shown in
figure 3, which is attached to my written testimony.

You will see that most specialties will not be affected greatly;
yet, for six specialties, revenues from Medicare could increase or
decrease up to 30 percent. This is quite similar to the findings of
PPRC.

Now let me turn to the limitations and criticisms.
While we find, on the whole, this study has credibility and is

sound, we know there are limitations and shortcomings to the
RBRVS. Furthermore, since the release of our 2,000-page final
report to the Health Care Financing Administration, we have re-
ceived many criticisms of this study.

Let me assure you that we paid close attention to these criti-
cisms, and we gave them careful consideration. We found some
criticisms are well-founded, while others are not. I would like to
give you a summary of the important criticisms and tell you how
we plan to address them.

First of all, we acknowledge there are limitations to the RBRVS,
and one was pointed out by Senator Packwood. In the RBRVS we
did not measure the differences in the competency of the physi-
cians. As Senator Packwood pointed out, a physician who is 30
years old and somebody who is 50 years old withf20 years more ex-
perience, the RBRVS does not tp'ke into account the level of compe-
tency and experience of these tv, physicians.

We found out that the current level of knowledge cannot differ-
entiate systematically the quality and competency of physicians'
work, because there are 500,000 practicing physicians in the United
States. Nevertheless, if the RBRVS is adopted, you could incorpo-
rat #, Senator Packwood, when a quality index is developed that can
accurately measure the physicians' competency and quality of serv-
ices.

Now let me turn quickly to the criticisms.
We found that, yes, there are serious shortcomings as to how we

treated the overhead costs. We also did not have the most up-to-
date information on overhead costs to incorporate in the RBRVS.

Furthermore, our measurement of the services and work per-
formed before and after the service, are not that precise. And in
addition, some of our results did not receive adequate validation,
because of the time pressure and also the volume of material that
we had sent out to competent people to review our material. They
did not have adequate time to validate and review the material.

I have listed these criticisms in my oral testimony, and they are
also further elaborated on in my written statement. Let me just
point out some highlights of how these shortcomings and criticisms
will be addressed:

The PPRC already is working to improve the treatment of over-
head cost, and Drs. Lee and Ginsberg in a few minutes will share
with you how they plan to modify it.

We have also submitted to the Health Care Financing Adminis-
tration a proposal for supplemental funding to conduct further in-
vestigation and address these shortcomings. We have developed
definite plans and workable approaches to correct and improve the
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results we have produced to date. As I mentioned, more detail of
those study plans is given in my written statement.

Now let me mention five specialties: psychiatry, dermatology,
cardiovascular and thoracic surgery, ophthalmology, and pathology.
These five specialties have pointed out to us that we have not ade-
quately considered some important and special characteristics of
their work that may be unique to their specialty. Also, there are
coding problems with these specialties.

Consequently, we have agreed to restudy and resurvey psychia-
try and dermatology. We have also met and held extensive discus-
sions with the other three specialties. We are confident that mutu-
ally satisfactory agreements can be reached for us to restudy and
resurvey those three specialties-thoracic surgery, ophthalmology,
and pathology-if those three specialties decided that is the best
course of action to address their concerns.

Now, our study also had been criticized for many other shortcom-
ings, and I would like to mention a couple of them. We were criti-
cized for employing magnitude estimation methods to obtain the es-
timation of physicians' work, and also for taking geometric means
to calculate the relative values. These terms are quite technical
and esoteric, so I won't bore you by explaining what they are.

But let me say that we took these criticisms seriously and have
conducted further analysis. Up to this point we found these criti-
cisms, which were often made by persons unfamiliar with the tech-
nical subject matter, to be without foundation.

So in summary, then, we found some criticisms are well-founded,
and some of them are not well-founded. For those that are well-
founded, we already have efforts underway to restudy and to im-
prove and refine the work we did previously.

Now let me turn to the last part of my testimony that is related
to our recommendations and conclusions.

After the internal and external critical review of our study, we
concluded that the results of the RBRVS are generally sound and
credible. Therefore, the resource-based relative value method is a
feasible alternative for paying physicians' services. We believe the
RBRVS offers a rational and systematic method to establish pay-
ment rates.

Yes, the RBRVS can be improved and refined, and this effort is
already underway. We are confident that we can improve the rela-
tive values and that it can be completed for full implementation, if
you desire, by the end of next year.

Our second recommendation relates to the coding system. There
is a great deal of ambiguity in the current coding system. Because
of these ambiguities, physicians and carriers use these codes differ-
ently. Without a national uniform coding system, we cannot assess
accurately what services are being performed. In other words, we
don't really know what we are paying for. We also cannot assess
accurately how much the volume of services has changed.

We cannot prevent the unbundling of services or deter "code-
creep" for larger reimbursements. These problems of the current
coding make it difficult, also, for us to estimate accurately the re-
source costs required for these ambiguous codes. Therefore, we rec-
ommend the Congress mandate the establishment of a national and
uniform coding system that corrects the ambiguities in the current
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codes as well as the uniform application and use of these codes by
physicians and carriers.

Our third recommendation is related to the desirable transition
period to implement a RBRVS system. I pointed out that a pay-
ment reform based on the RBRVS could have a quite severe finan-
cial impact on physicians in several specialties. We would recom-
mend a gradual transition from the current payment method to an
RBRVS-based fee schedule over a 4-year period, to allow for orderly
and gradual adjustments in physician practices, and to avoid sharp
distortions.

Our fourth recommendation relates to the implementation of
this RBRVS-based fee schedule. We recommend that evaluation
should be an integral part of implementation. At this time we do
not have adequate information to predict accurately how physi-
cians and patients would react to changes in the relative price for
physicians' services. There could be positive effects on access, qual-
ity, and cost; but there also might be negative effects.

We strongly urge you to require the establishment of several
sites where the effects of a new system could be carefully evaluat-
ed. I will be happy to supply any details if the committee wishes
me to do so.

The information collected from these evaluation sites could guide
you in making mid-course adjustments in the implementation of
the payment reform.

In summary, then, the current physician payment system is
widely criticized for retaining historically distorted fees. Distorted
fees, in turn, present perverse incentives to doctors. These distorted
fees could lead to provision of inappropriate services and could pro-
mote more rapid inflation of health care costs. In other words, per-
verse incentives in our current system affect both costs and qual-
ity.

We believe that the RBRVS offers a feasible systematic and ra-
tional approach to establish a better payment system. By removing
the perverse incentives, the RBRVS could enhance cost-effective
medical care and also ameliorate the physician shortages in some
primary-care specialties.

Thank you very much.
Senator ROCKEFELLER. Thank you, Dr. Hsiao.
[Dr. Hsiao's prepared statement appears in the appendix.]
Senator ROCKEFELLER. Dr. Lee, as I call on you, I did not put on

the 5-minute system. On the other hand, I would like you to be as
efficient as you possibly can.

STATEMENT OF PHILIP R. LEE, M.D., CHAIRMAN, PHYSICIAN
PAYMENT REVIEW COMMISSION, AND DIRECTOR, INSTITUTE
FOR HEALTH POLICY STUDIES, SCHOOL OF MEDICINE, UNI.
VERSITY OF SAN FRANCISCO, SAN FRANCISCO, CA, ACCOMPA-
NIED BY DR. PAUL GINSBURG, EXECUTIVE DIRECTOR, PHYSI-
CIAN PAYMENT REVIEW
Dr. LEE. You have a two-page summary which we think is an ex-

cellent summary of our 16-page testimony, which in turn is a sum-
mary of a 300-page report. We want to commend your staff for an
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outstanding job, and I will try to be brief in reviewing the recom-
mendations of the Commission.

The comments that each of you made reflected the dilemmas and
issues that were facing the Commission during the last 22 years,
as it attempted to respond to the Congress's request both to make
recommendations with respect to payment reform and to make rec-
ommendations to slow the rate of increase in expenditures in the
Medicare program.

The Commission completed its deliberations for this year's report
just a week ago, and I want to now summarize those recommenda-
tions.

Basically, we are recommending that Congress adopt the Medi-
care fee schedule based primarily on resource costs. We are recom-
mending a limit on beneficiary financial liability, particularly
through limits on balance billing; we are recommending controls
on expenditures through expenditure targets; and we are recom-
mending policies to deal with the increased volume of services
through increased research on effectiveness of medical services, the
development of practice guidelines, and more efficient and effective
utilization review.

Let me briefly discuss the proposed Medicare fee schedule:
First and foremost, it replaces the customary prevailing and rea-

sonable payment policy that has been in effect since the initiation
of the Medicare program in 1965.

The elements of a cost-based fee schedule include a relative value
scale-and Dr. Hsiao has discussed this in detail; a dollar conver-
sion factor which would convert the RVS to a dollar payment or a
fee schedule; and, a geographic multiplier that would take account
of practice cost differences between different geographic areas.

Dr. Hsiao has discussed already the relative physicians work,
which is one of the two major elements in a relative value scale.
The second is practice costs.

The Commission is working to modify one area in close coopera-
tion with Dr. Hsiao, and that is to incorporate time in evaluation
and management visits-office visits, hospital visits-because the
current coding system does not accurately reflect the work that is
involved in those visits.

We also have developed, with a consensus group of surgeons and
carriers, a policy with respect to global surgical services, and we
think that will be a significant improvement over current policy.

We are also suggesting that Congress postpone legislation which
would mandate the grouping of codes. We think the proposals we
are making are a more appropriate response to the problem that
was identified, and we would suggest that that decision be post-
poned.

With respect to practice costs, the Commission is using more up-
dated data than was used originally by Dr. Hsiao last year when he
first developed the practice-cost component of the RVS. We are also
recommending that practice costs be an additive part of the re-
source bascd RVS rather than a multiplication factor as originally
developed by Dr. Hsiao and his colleagues. Although initially we
were using practice costs by specialty, we hope to supersede that by
estimates of practice costs by category of service when the data be-
comes available.
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Finally, in practice costs, we would recommend strongly that
malpractice or professional liability premiums be separated from
other practice costs and dealt with separately in the practice-cost
component of the RVS.

The RVS has to be updated annually, and we think that the
process that the Commission has used this year may be one that
the Congress would find appropriate. We believe that the medical
profession must be substantially involved in that process, as they
have been with Dr. Hsiao in the development of the RVS, and as
they have been involved with the Commission during the past 2
years.

The conversion factor, the dollar conversion factor, we believe
should be revenue-neutral at the initiation of the process. It does
relate to expenditure targets, and I will say little bit more about
that when I talk about expenditure targets.

The geographic multiplier the Commission recommends relate to
overhead only. That is practice costs only, not the physician net
income component.

We are recommending that specialty differentials be eliminated
in the new Medicare fee schedules, because we do not believe that
they will be necessary.

On assignment and balance-billing, one of the more important
areas, the Commission did not favor mandatory assignment. The
Commission did recommend a limit on balance billing on unas-
signed claims, by it did not recommend a specific limit. In the past,
Congress has established limits of 115 to 125 percent on balanced
billing. The radiology fee schedule established by Congress mandat-
ed that balance billing decline from 125 percent to 115 percent.

We do recommend mandatory balance billing for qualified Medi-
care beneficiaries identified in the catastrophic legislation last
year. Congress did not specify specifically in the legislation that as-
signment be mandatory for those individuals who we interpret as
Medicaid recipients-and that balance billing be eliminated for the
QMB's. That, we think, needs to be specified.

We recommend continuation of the participating provider pro-
gram, the so-called PAR program, with the 5 percent higher pay-
ment for the fees for those participating physicians.

With respect to the transition, we are proposing that a transition
fee schedule go into effect in April of 1990, assuming legislation is
enacted by October 1989. The transition fee schedule will change
the current prevailing charges in the direction of the resource-
based relative value scale fee schedule that we would recommend
go into effect in 1992. So, you would have a 2-year transition before
you reach the new fee schedule.

During this transition, payments for evaluation and management
services would increase, payments for many procedures would de-
crease, consistent with the ultimate policies that would be adopted
with a resource-based relative value scale. We recommend that the
Medicare fee schedule go into effect in April 1992.

It is very important that there be an adequate system for moni-
toring access. We have four tables attached to the testimony that
show briefly the changes for selected services, the impact on cer-
tain specialties, the geographic impact, and the impact on out-of-
pocket expenditures and balanced bills. It is of critical importance
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that adequate monitoring be in place on access to care and benefi-
ciary financial liability, so that, if fine-tuning of policy is necessary,
Congress and the Health Care Financing Administration will have
the information to do that.

To slow expenditure increases, we are recommending three
major initiatives. One, expenditure targets. We are recommending
a national expenditure target per enrollee To calculate the annual
rate of increase in expenditures it would be necessary to include
practice costs, the increased number of beneficiaries, and the pro-
jected increase in volume of services. The practice costs would be
similar to the MEI but, rather than simply be a projection, it
should be based on actual costs so that the practice cost figures
would be more accurate. Beneficiary increases have been about 2
percent a year, and the increase in the volume of services in recent
years has been about 7 percent a year. The expenditure target
would include those three components.

The annual update, once the target was set initially, would be
adjusted if expenditures exceeded the target. The percentage in-
crease in the fees would be reduced in the following year to recover
the expenditures in excess of the target. In other words, we expect
that fees will go up each year because of increased practice costs
related to inflation. But if the target is exceeded, the rate of in-
crease would be reduced by that proportionate amount.

By the same token, if the target was achieved, the full payment
would be made on the fees. If expenditures were below the target-
in other words, if expenditures did not reach the target-then
there could be a proportionate percentage increase in the payments
to physicians.

A second area that we think needs major support from the Con-
gress is effectiveness research and practice guidelines. There have
been a number of steps in this direction.

Dr. Roper last year really initiated a major effort with HCFA;
that needs to be very substantially expanded. The primary purpose
of the Medicare program is to provide access to quality care, and
one of the best ways to find out what is appropriate care, what is
quality of care, is to expand the research area. With expanded re-
search there also needs to be developed, through consensus, prac-
tice guidelines that can be used nationally by hospital staffs, by
carriers, by PROs, by the medical profession.

The third area to improve is the present utilization review prac-
tices by carriers and PRO's, get them working more effectively to-
gether and get the medical profession more involved with both the
carriers and the PRO's.

Another major area we addressed in the testimony is the infra-
structure for payment reform. We applaud HCFA's efforts to intro-
duce a unique physician identifier, to incorporate diagnostic infor-
mation on claim forms, and to develop a common working file in-
cluding data from Parts A and B, but without adequate funding for
these and related medical review activities serious problems can
arise.

We would suggest that the Congress require providers to submit
all claims. We think that would provide a more accurate record. It
would also expedite the claims processing. We also think that there
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should be acceleration of the trend towards electronic claims sub-
mission.

More important, adequate funding for the Health Care Financing
Administration, the carriers, and the PRO's, for their medical
review activities is essential. Those dollars save many dollars, and
to reduce the funding for those, as has been proposed by the Ad-
ministration, we don't think makes sense.

Finally, we make some recommendations with respect to capita-
tion. In 1986, Congress enacted provisions to prohibit HMO's and
CMP's from using financial inducements to reduce or limit Medi-
care services. And this was to go into effect in 1990.

We would suggest that a modification of those prohibitions be
made to limit the total risk assumed by physicians through some
sort of stop-loss, that group incentives rather than individual incen-
tives be used, and that the physicians be informed and benefici-
aries be informed appropriately of information on the compensa-
tion plans by the HMO's and the CMP's.

In summary, Mr. Chairman, we believe that the Commission has
made a comprehensive set of recommendations to deal with the
very complex and perplexing issues which we all face with respect
to the Medicare program. As you pointed out, assuring access, pro-
viding quality care having care acceptable, having equity, and also
having the program be fiscally sound are important goals. We
think the Commission's recommendations, although perhaps not
popular with everyone, will in fact achieve those objectives in the
long view.

Thank you.
[Dr. Lee's prepared statement appears in the appendix.]
Senator ROCKEFELLER. Thank you, Dr. Lee.
Dr. Ginsburg and Dr. Braun, we also want to welcome you here.

I failed to do that at the beginning.
I would like to start questioning with Senator Durenberger, and

point out to Senator Packwood that as Senator Durenberger is
making questions and responses are being made, on that point if
you want to interrupt or follow up on questioning-and, Dr. Hsiao
and Dr. Lee, and Dr. Ginsburg, Dr. Braun, if you want to get into
it-feel free to do so, so we will get a discussion going. And we will
continue until 12:00.

Senator DURENBERGER. Thank you, Mr. Chairman. I will try to
limit myself, then, to 5 minutes and then come back, as Bob and
you will have questions I am sure you will want to ask.

In trying to make up my own mind, gentlemen, about what to
endorse and what not to endorse, one of the most difficult issues
for me is the fact that this is another basically regulatory approach
to reimbursing health care providers. And to the extent that it at-
tempts to provide a payment that pays everybody about the same
for equal service provision, it would appear to present us with prob-
lems. Those of us who believe in competition in the marketplace,
and consumer choice, and all of those wonderful things that begin
with "c" that seem to be raising costs of health care in America.

Just to get a little reaction from all of you, let me quote a couple
of items from one of the more well-known people who disagrees
with a regulatory system, our friend and your colleague Dick
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Egdahl. I think it is from the material that he sent to HCFA as
they were analyzing some of this work.

"The RBRVS approach is fundamentally a massive regulatory
approach to fee schedules and ignores the rapidly emerging com-
petitive market. Over the past several years, corporations and in-
surance companies have carried out extensive negotiations with
physicians, and these actions are intensifying"-that is why their
rates are so low for physicians in the Twin Cities.

"HMO's are cutting deals with hospitals and their related physi-
cians for global payments for services, such as cardiac surgery or
cancer chemotherapy, leading to internal negotiations between the
hospitals and the physicians-often with considerable decrements
in the fees charged."

He then goes on to talk about other arrangements that we are
aware of in the country.

With regard to society's access to health care, he says, "Even if
one were to accept the highly regulatory process for achieving that
objective, the RBRVS should not be adopted if the key goals of the
program are to achieve access"-as the chairman said-"to quali-
fied physicians at the lowest possible cost."

He then cites the RBRVS experience in Massachusetts and goes
on to say, "With the rapidly changing patterns of physician man-
power, the early retirement from active practice of specialists with
very high malpractice risks"-early retirement that I talked about
earlier, the average age being 57, and so forth, people not coming
into medical practice in some areas-"it would be hazardous to
launch a non-market regulatory approach to fees at this time.

"The RBRVS-derived fee would have to be increased, in many in-
stances, in order to get access to care. And a negotiated fee lower
than might be derived by formula would succeed in gaining access
in areas with a surplus of certain kinds of physicians."

And I ask this also, as you understand, in the context that once
Medicare goes to this system, probably everybody is going to be
going to it. So we are not just talking about the elderly and the
disabled; we are potentially talking about the whole country
moving in this direction.

Dr. HsIAo. Senator Durenberger, let me first say that I think P'
Egdahl has misunderstood the economic principles behind market
competition. Market for physician services just does not work very
well.

Without belaboring this point, just let me refer to the godfather
of the pro-competition for health care, namely Alan Enthoven of
Stanford University. Even Dr. Enthoven has acknowleged publicly,
that competition doesn't seem to work in the health sector; there-
fore, he now calls for "managed competition." "Managed" means
correct the inappropriate incentives, and use regulation to promote
competition so it can work at some places.

Dr. Egdahl failed to explain that if you want to make competi-
tion work,_you have to make the patients pay the fees directly out-
of-pocket. We have widespread insurance coverage for surgicallpro-
cedures. People don't pay when they go for medical services. That
is one major reason why competition is not working in health serv-
ices. If Dr. Egdahl wants competition to work, he has to eliminate
the current health insurance.
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Second, the consumer has to be able to make rational choices to
create a competitive marketplace. If somebody is bleeding, if some-
body's heart has begun to beat irregularly, I don't think that con-
sumer is in a frame of mind to do competitive price-shopping.

So I think tc embrace that competitive ideology without a critical
examination puts doubt in my mind at least.

Now, you asked about access. Let me just say that a study con-
ducted the American College of Surgeons in 1974 found there was a
surplus of surgeons. As a result, today the average surgeon spends
less than 20 percent of his time doing surgery; other times the typi-
cal surgeon is doing other medical services. So I don't think that
lower surgical fees, would generate a serious access problem, be-
cause we have a surplus of surgeons who are clamoring to have
more surgical work. I would worry about the opposite-namely, be-
cause we have an oversupply of surgeons, we have some inappro-
priate and unnecessary procedures being performed.

Senator ROCKEFELLER. Dr. Lee?
Dr. LEE. As a non-economist, I would share Bill's comments

about the imperfect market. Medical care is not a perfect market,
and he has pointed out the two fundamental problems: One is,
most people do have insurance; and, second, patients cannot be
adequately informed about quality or about price, and those make
this not a truly competitive system.

HMO's, by contrast, if they were developed on a large scale, as
proposed by Alan Enthoven, where you would have what he has
called "managed competition," with competing plans, competing
HMO's, then you could truly have competition. You could inform
the purchasers of care of their choice. There would also have to be
adequate oversight by government to assure the quality of care,
then you could have a competitive market. You can't have a com-
petitive market with a fee-for-service system in its fully-developed
form.

Another factor that has to be considered, and that the Commis-
sion considered-well, there are two, really, that led us to consider
expenditure target area: (1) The costs of medical care in this coun-
try have continued to go up rapidly, they are now at over 11 per-
cent of GNP and they exceed that of any other industrialized coun-
try; and (2) There are many other competing demands. There are
perhaps 35 to 37 million uninsured. There is a very big problem
with respect to long-term care financing. We have an AIDS epidem-
ic and a drug epidemic. And there are not the resources to contin-
ue an unlimited increase in expenditures in the Medicare program.
So there have to be some limits.

Finally, we think that HCFA has to be a prudent buyer. It is one
of the largest purchasers of medical care on behalf of the elderly.
And in that regard, it has to act like other prudent buyers.

We believe, again, the proposals that we are making reflect that
prudent-buyer concept with respect to the Health Care Financing
Administration and Medicare.

Senator DURENBERGER. Just a follow-up question, and then I will
yield to my colleagues.

I think what Dr. Lee says about rational choices and the pa-
tient's role is appropriate modification of where Alan Enthoven
may think things are going in America today. If in fact we could
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make rational choices of health plans, and had enough choices and
we had the financial ability to enforce those choices, then what is
the view, just looking at the Commission?

What would be the view of the Commission about the impact on
the ability of a good HMO, or somebody else, to actually make sure
you have got an adequate supply of physicians in the underserved
areas, and you took advantage of the surplus that exists in the
Miami's? Isn't the RBRVS or the fee schedule an impediment to
Mayo Clinic or Cleveland Clinic going into Florida and forcing
down some prices in that area?

Dr. LEE. I can speak for the Commission with respect to the re-
source-based relative value scale. I can't speak for the Commission
with respect to a competitive plane as envisioned by Enthoven, be-
cause we really haven't addressed that in depth. But we will be
dealing with capitation more fully in the coming year.

We believe, with the proposals that we have set forward, with
the resource-based relative value scale, with the practice cost over-
head in the geographic multiplier, that there will be equity in pay-
ments so that the rural areas-for example, the physicians in Min-
nesota--would be adequately paid for what they do, would be very
competitive, and that would be a more attractive market for a phy-
sician.

Now, because of the relatively higher payments in New York,
Miami, Los Angeles, those are the more attractive areas for physi-
cians, even though they are less than fully occupied.

In Table 3 we show the improvements in payments that would
occur in the -ural areas with respect to a national average, and in
relation to the large urban areas. We think correcting those kind
of inequities would create a more attractive opportunity for physi-
cians in small towns and rural areas. I I

Senator DURENBERGER. Well, I think in theory you may be cor-
rect; but when you combine that with an expenditure cap, I get
very frightened-especially by what happens up here in deficit
time.

I also get concerned because I know there are other factors in lo-
cating one's practice in rural areas, beyond those that are obvious.
I know in my State you can't get a doctor for $60-$70,000 in some
small towns, even though they might be associated with a clinic;
but they will go to work in the Twin Cities-or used to, at least,
before things were getting too tough-they would go to work in the
Twin Cities for $35,000. So, you can't do that $35 to $60,000 deal
when you are paying them all the same thing, can you?

Dr. LEE. Well, you are not paying them all the same thing. If
practice costs, for example, are higher in the rural areas, the geo-
graphic multiplier would correct for that. You are paying, for the
average service, a comparable fee. The busy doctor is going to gen-
erate a higher income than the non-busy physician, so that the op-
portunity to earn income would be greater in those areas that are
relatively underserved currently.

Senator DURENBERGER. I will come back to this again when we
discuss geographic disparity, because what I am arguing are socio-
logical and socioeconomic factors in location, and I am not sure
that it is possible to factor that into an RBRVS. But I will come
back to that part.
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Dr. LEE. Well, there is no question that other factors-family fac-
tors, where you came from, where you trained-there are many
other factors other then income that affect a physician's decision to
settle in a non-urban area.

Senator ROCKEFELLER. Senator Packwood?
Senator PACKWOOD. Dr. Hsiao, as I look at the broad outlines of

your study, it looks to me, absent some kind of expenditure targets
or mandatory assignment or MAAC limits, that what you propose
is a cost shifting among payments to doctors, that general practi-
tioners will get a bit more and surgeons a bit less, generically
speaking. Do I read that about right?

Dr. IISIAO. Yes, Senator, but that is only a part of it. The RBRVS
will change the incentive structures and level out this economic
playing field. In that process, you are going to shift some of the
payments to different specialties.

Physicians will react to a change in incentives. When you pay
them more to do certain services, there may be a greater supply of
those services. If you pay them less, then there could be less
supply, and in that sense it could improve quality as well as reduce
cost; because, for example, if we have fewer unnecessary surgeries
and tests, even if you pay the doctors, on the whole, the same
amount of money, but, because there are fewer surgeries and tests
in the hospitals, then the hospital cost could go down.

Senator PACKWOOD. I hear what you are saying, but I think of
Aunt Minnie in Baker, Oregon, who is 85. The doctor she goes to is
the GP in Baker, and that GP is going to have his or her fees
raised under your system. And Aunt Minnie sees that doctor a lot
more than she sees the surgeon. I may be wrong, but my hunch is
she spends more time with her family practitioner in Baker.

I am not criticizing what you are trying to come to. I like the
idea of your change of incentives. I am not sure, in terms of Feder-
al payment, that it is going to reduce anything. That is why I want
to come to these suggested expenditure limitations, and where
PPRC comes out, or the American Medical Association, or some-
body else. Maybe Dr. Lee is a better one to answer this; I am not
sure.

Are you both recommending expenditure targets? Or are either
of you recommending expenditure targets? It looks to me like, Dr.
Lee, you are.

Dr. LEE. The Commission is recommending a national expendi-
ture target to be initiated when the transition fee schedule is
adopted.

Senator PACKWOOD. And by "expenditure targets"-let us make
sure we all understand what we are saying-we say next year we
are going to spend $110 billion on Medicare, and that is all we are
going to spend on Medicare. And if we can't fit within that next
year, we are going to make reductions the following year to make
sure that we hit that target, in essence.

Dr. LEE. What we are suggesting is that there be a percentage
increase, and that that percentage increase be based on practice
costs, the increase percentage of beneficiaries from one year to the
next, and the increase in projected volume of services.

Senator PACKWOOD. I understand that.
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Dr. LEE. And it is the volume part of it that is the most suscepti-
ble to the change.

Senator PACKWOOD. I want to make sure we are taljcing about
the same thing on expenditure targets. It means we will not spend
over a certain amount.

Dr. GINSBURG. Yes, for physician services. That is right, it is set-
ting a target for a fee.

Senator PACKWOOD. I understand that, but a target on how much
we will pay.

Dr. GINSBURG. That is right.
Senator PACKWOOD. And we may havw to have a proportionate

reduction for all physicians to make that target.
Dr. GINSBURG. If we exceed the target, the following year there is

a smaller fee update.
Senator PACKWOOD. Okay. I just want to make sure, as the public

begins to hear this and physicians begin to hear this, they under-
stand what we are talking about.

Dr. LEE. Senator Packwood, we don't anticipate that the fees
would in fact be reduced in the subsequent year; the rate of in-
crease would be reduced.

Senator PACKWOOD. Well, you might not envision that. [Laugh-
ter.]

But I can picture, when we are trying to narrow the deficit, we
say, "You know, we spent $84-$85 billion on Medicare benefits in
1989 and next year, we would spend an additional $13 billion,
absent any other factors. The President wants us to go up about $8
billion." And we might say, "To get to these overall targets, we
decide to, we will simply put a payment limitation to physicians,
an expenditure limitation." Now, you may not be thinking that,
but I think we might be thinking that, as an overall Medicare ex-
penditure limitation.

Let me ask you a second question. In this excellent two-page
summary, "Assignment would be mandatory for beneficiaries who
do not have Medigap insurance."

Dr. LEE. Well, we actually did not adopt that recommendation.
We considered it at the Commission hearing, and those notes were
made at the Commission hearing.

Senator PACKWOOD. Oh. Because it is a natural out: if you don't
buy Medigap insurance, your doctor has to take Medicare assign-
ment.

Dr. LEE. We decided to review that recommendation, and we did
not adopt the recommendation.

Senator PACKWOOD. Oh, good. Because that would be a wonderful
bootstrap argument: "Quit buying insurance, and the doctor has to
take assignment."

Now, there are only three ways that we somehow can keep total
Medicare costs down, it seems to me, other than adopting Dr.
Hsiao's ideas, which by and large have much merit and deserve
full consideration.

But if, as I fear, his recommendations have merit of equality but
not of cost saving, we are either going to have to have expenditure
targets or some form of mandatory assignment, or something con-
gruent or similar to it, or severe MAAC limits. And when I talk
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about expenditures, I mean the beneficiaries as well as the Govern-
ment. There aren't any other alternatives, are there?

Dr. LEE. Not that we know of. I mean, the two sources of re-
sources for Part B are the premiums and the general revenues.

Senator PACKWOOD. Well, and the patients.
Dr. LEE. Yes, and the out of pocket. Yes.
Senator PACKWOOD. Now, are you recommending-I read your

statement-a pass-through on malpractice insurance?
Dr. LEE. There are several options that we think could be consid-

ered. One is to separate malpractice out completely. The doctor
could simply submit a bill for the percentage of their malpractice
costs that are related to Medicare. Let us say a doctor is an ortho-
pedic surgeon. Half of his patients are Medicare. His malpractice
premium in Florida is $100,000 a year. There would be a bill to
Medicare for half of that premium or $50,000.

Senator PACKWOOD. I understand that. That seems to me to be
absolutely inverse to any cost saving. If the insurance company and
the doctor now know they can pass along, straight through, half of
it to Medicare, boy, up go the premiums. The doctor says, "Gosh,
my premiums have gone up. Medicare, here is half of it."

Dr. LEE. If you use malpractice as part of the RVS, if you include
it in the practice costs, there are such significant differences in
malpractice premiums by geography and by specialty that we be-
lieve it must be dealt with separately. For example, a general prac-
titioner in Utah or Idaho, or Oregon, may have a very low malprac-
tice premium; whereas, an orthopedic surgeon in New York or
California or Florida may have a very high malpractice premium.
If you equalize that out, you are creating serious inequities because
we think there are such differences by specialty and by geography
that need to be considered separately.

Senator PACKWOOD. Oh, I understand the geography. I am just
trying to figure where the limitation is, if you can pass it along. I
don't care if it is in Portland, Oregon, or New York City. If you can
pass it along to the Government,it sounds like World War II costs-
plus contracting.

Dr. GINSBURG. Senator, that particular way of recognizing the
malpractice premiums is only one of three ways. The other alterna-
tives would calculate the fee schedule amounts more precisely, so
that there was a malpractice component. That would avoid the
passthrough entirely and encourage the physician to get as low a
premium as possible.

Senator PACKWOOD. I have got many, many more questions, but I
know the chairman does. I hope this is the first of many hearings.
If we finish the other questions before 12:00, I will ask you some
more.

Senator ROCKEFELLER. There will be many hearings, Senator
Packwood, because there is much to be learned about this.

Just for the record, as part of your study have you done a State-
by-State analysis of this RBRVS and the effect that it would have
on physicians? State-by-State, is opposed to national?

Dr. GINSBURG. We haven't done any State-by-State studies. What
we have done in table 3 of our testimony is evaluate the impact of
the RBRVS on physicians by type of area-large metropolitan,
small metropolitan, and different types of rinral areas.
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The results show that, with the combination of the RVS based on
resource costs and the geographic multiplier that the Commission
is recommending, fees for physicians in rural areas would increase
substantially. In our table we show, for the large rural areas-
these are the rural counties with more than 25,000 population-
payments would increase about 13 percent, and for the smaller
rural areas payments go up about 15 percent.

Senator ROCKEFELLER. I understand that. But often, when looking
at rural data, for example when we were doing cataract reimburse-
ment, you could take two rural States--Nevada is a rural State,
West Virginia is a rural State, and, if you looked at charges, scales
within those two rural States, they were tremendously different.
One could not really come to a very rational conclusion from that.
And you know, I think the point is the same here.

Senator Packwood was saying earlier that generally speaking-
he asked you, and everybody was affirmative-this represents a
shifting of some resources to general practitioners, so to speak, as
opposed to specialties, and you agreed.

But in that there is not yet State-by-State data, one cannot
assume that the degree of shift within States, or even the principle,
would hold on a State-by-State basis. You cannot yet prove that; is
that correct?

Dr. BRAUN. Let me just point out that the American Medical As-
sociation has, I believe, performed a State-by-State analysis. They
did that prior to their own deliberations with respect to AMA's po-
sition.

Dr. LEE. We think that the Commission could do a simulation
with BMAD data by charge location, so that we could produce
State-by-State data. We would be very glad to try to do that.

Senator ROCKEFELLER. Dr. Lee, on expenditure targets, the phi-
loscophy of that is compelling in terms of the financial constraints
of the Nation. In other words, we are spending $85.5 billion now on
Medicare. At some point, the way things are going, the country
runs out of money; we are not raising revenues; AIDS; other things
that you mentioned are occurring; so that, in frustration, one can
throw up one's hands and say, "Well, this will be the increase, and
then the medical market system will have to work it out so that it
goes no higher than this."

But in my thinking, there is no way that you can make a rela-
tionship between the principle established, were we to follow that,
and the result-that is, the 500,000 or however many doctors' bil-
lings as they would add up at the end of the year. I mean, how does
one possibly say, "This is the target" to 500,000 doctors? There is
no system within that so that their aggregated billings at the end
of the year would have any relationship to what that set target had
been. Correct me if I am wrong.

Dr. LEE. For the individual physician that certainly is true. The
aggregate target is an attempt to mobilize the medical profession to
really get much more vigorously engaged with the carriers, and the
PRO's within their hospital staffs to deal with the problem of
volume, and to deal with what many have called inappropriate or
ineffective services. There is a significant amount of care that fits
into that category.
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Now, I think we would ultimately like to see the targets at the
carrier level, or perhaps even at a lower level, but at least at the
carrier level. But that is going to take a few years.

The reason we approached this as we did was because this ap-
proach has in fact been successful both in the Canadian provinces
and in Germany. The system used in Germany is quite different,
but it nonetheless is an expenditure target that physicians are re-
sponsible for. Thus, they are responsible for controlling volume.

It was based on those experiences that we chose this as the least
onerous of the alternatives to control expenditures.

Senator ROCKEFELLER. I understand what you are saying, but let
me press my point. The AMA, you are saying-that is, physicians
across the country-would thereby have to come to some kind of an
agreement, some scale, some plan. Now, nobody has been able to do
that before. In the case of Canada, they do it by provinces, and evi-
dently it works.

It is unclear to me how that could be done in this country, with
50 States, and with so many doctors, on a national basis. I can see
that perhaps it could be done on a State-by-State basis, and then
the States would sort of come together and figure out how they
matched up. But I just can't see logically how that could work.

Dr. LEE. Well, ultimately we think the State level is the appro-
priate level because there are organized medical units, such as
State medical societies, PRO's, and carriers. Also, in many cases
the carriers and PRO's are statewide.

The College of Surgeons has proposed, in their testimony before
the Commission, that there be an expenditure target by specialty-
in other words, a separate expenditure target for surgical services.

They recommended that in context with what they called "a
blended fee schedule." They want to keep the same percentage of
the pie that now goes to surgery. Then they will be responsible for
the future expenditure increases.

So there are different approaches.
We realize at this time that it is somewhat of a blunt instrument

to mobilize the profession, because we don't believe the problem
can be solved without the active cooperation of the medical profes-
sion.

Senator ROCKEFELLER. And I understand that. The American Col-
lege of Surgeons made that proposal, base payments on a blended
rate, as you have indicated, that was based in part on resource
input. But you, on the other hand, decided not to accept that.

Dr. LEE. Correct, because of the points that Dr. Hsiao made with
respect to the current incentives with a charge-based fee schedule.
Their proposed fee schedule would be partly charge-based and
partly resource-based. We think, ultimately, Congress should adopt
a resource-based fee schedule. Of course, we are proposing in the
interim that we go with the charge-based, moving toward the re-
source-based fee schedule in 1992.

Senator ROCKEFELLER. The surgeons feel that the demand-side
RVS could be developed in much the same way that the RVS re-
source-based system was developed.

Dr. Hsiao, do you think that such a development is possible?
That kind of scale?
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Dr. HSIAO. Mr. Chairman, in terms of technical feasibility, yes,
you can develop that for some medical services. What the "demand
relative value" means is that how much are the patients willing to
pay, let us say something about the inappropriateness of patients'
willingness to pay for surgical procedures? I can make my point
clear by asking a rhetorical question: Let us picture that if your
house is on fire, you call in a for-profit fire brigade, and the fire
brigade wants to charge you x dollars to put out the fire, and you
say, "I am willing to pay." Do you think that is a good and fair
price? That would be a demand relative value scale for surgery.

Senator ROCKEFELER. All right. [Laughter.]
Dr. HSIAO. May I also wade in on the issue of expenditure cap,

because there are good, valid, empirical reasons why expenditure
caps should be given serious consideration.

History has taught us, based on empirical facts that competition
didn't work effectively in holding down costs or improve quality,
nor was regulation in the past able to hold down cost and improve
quality. The reason is simple. For physician services, physicians
have a strong influence over both price and the volume.

The RBRVS would deal with the price side, but it does not deal
directly with the volume side. Now, you have to think, then, if you
want to control costs while maintaining quality. Since physicians
can influence both, how do you do it?

An expenditure cap offers really a structure for physicians to
take some collective responsibility for volume. One way the profes-
sion might deal with the volume is to say, "Now, what are the ap-
propriate services that should be performed, and what are the in-
appropriate services? Let's reduce the inappropriate one by peer
pressure or peer control."

At this moment, we are giving physicians an open checkbook.
There is no incentive or pressure on physicians as a group to take
the collective responsibility on behalf of society to hold down cost
or to monitor their volume and the quality of services. The expend-
iture cap offers an overall symbolic gesture and say, "You, the
medical profession, have the responsibility to monitor each other's
volume. The Congress has put a level economic playing field in
place to correct the distorted incentives and you the profession
should be energized and focus on the volume and quality of care."

Senator ROCKEFELLER. A final question from me. I will put this to
you, Dr. Lee. The Commission recommends going to a resource-
based relative value system for Medicare physician payment. What
would you think would happen if the resource-based fee schedule
was implemented, but that an expenditure target was not?

Dr. LE. I think that by 1992, when the resource-based relative
value scale is fully implemented, there will be a more appropriate
provision of services. In other words, it will move us in the direc-
tion of a better control on volume. But because we are recommend-
ing moving from one system to another, we believe there needs to
be both monitoring of access on a continuing basis, and an expendi-
ture target. If there is some increased volume that is unanticipat-
ed, or some overuse in some areas that wasn't anticipated, an ex-
penditure target would help to signal the profession that that
volume increase needs to be dealt with.



26

In the transition period before full implementation, some signal
is critically important. By 1992, hopefully we could move to a State
level expenditure target. In the interim we could develop the infra-
structure necessary tz implement that effectively.

Senator ROCKEFELLER. Dr. Ginsburg, did you want to add some-
thing?

Dr. GINSBURG. Yes. I wanted to say that unfortunately there is
very little research to guide us as to what the initial effects of
changes in relative values would be on the volume of services. We
have heard a lot of different opinions. They are mostly opinions be-
cause there isn't the research there.

An expenditure target at the same time will act as an insurance
policy for Medicare against an increase in volume due to a fee
schedule. An expenditure target will protect the budget from that.

Actually, it might also protect physicians, because the actuary,
for example, projected that volume would increase initially from a
fee schedule and thus set the conversion factor very low, and if in
fact that doesn't happen this would protect physicians, give them a
more appropriate conversion factor.

So, I think that the implementation would be some of the rea-
sons to link the fee schedule with an expenditure target.

Senator ROCKEFELLER. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Gentlemen, as I understand the report, essentially it is to even

out or straighten out some of the fees the physicians receive for the
various procedures, generally.

The question I have, though, is whether your report says that
you should affirmatively address certain geographic disproportion
in the country-that is, whether, as an affirmative policy, fees
should correct geographic disparities.

What I am getting at, more precisely, is whether this country
should have an affirmative fee-schedule policy that helps reim-
burse doctors more fairly to keep them in rural areas. Did you spe-
cifically address that? And if so, how?

Dr. LEE. The Commission has addressed that, Senator Baucus, in
several ways. In our previous recommendations to the Congress we
have recommended increasing the payments for primary care, and
particularly in underserved areas, and in that case specifically
rural, areas. And Congress did adopt those recommendations.

The resource-based relative value scale with its correction of the
present inequities would further improve that. And then, the type
of geographic multiplier that we are proposing would take account
of and accurately reflect the practice costs in different geographic
areas.

Senator BAUCUS. And you would include the geographic multipli-
er in determining fees, is that correct?

Dr. LEE. That is correct.
Senator BAUCUS. Is this the geographic multiplier that was devel-

oped by the Urban Institute?
Dr. LEE. Yes.
Senator BAUCUS. Or is this your own geographic multiplier?
Dr. GINSBURG. This is a portion of that geographic multiplier.

The Urban Institute had a multiplier which reflected the earnings
of professionals in an area and the overhead costs in medical prac-
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tice. The Commission decided not to use the former part of that
index, in the sense that for the physician inputs, that would be the
same throughout the country, and the multiplier would vary only
to reflect prices in overhead costs for physicians.

We have analyzed what the multiplier looks like, and the magni-
tude of geographic variation from one locality to another is much
smaller than we encounter at the present time.

Senator BAucus. But to what degree would you tend to refine-I
guess the word I am getting at is "disaggregate" or "precisely de-
termine"-specifically different fees for different doctors in differ-
ent parts of the country?

For example, when you talk about rural America, with all defer-
ence to my colleague from West Virginia, rural West Virginia is a
little bit different than rural Montana, certainly rural Eastern
Montana.

Are you recommending that Medicare reimbursements be so pre-
cisely defined that a general practitioner in rural West Virginia
would get the same as, or would he receive a fee different from,
that same GP for the same procedure in Baker, MT?

Dr. GINSBURG. Under our geographic multiplier, the fee in those
two rural areas would not be exactly the same. I would be sur-
prised if they would be very different, though, because they would
be based on an index of office rents are, say in Montana versus the
rural part of West Virginia and what wages are for nurses and the
clerical employees that work in the physician's office. And on that
point we mostly--

Senator BAUCUS. We don't have a lot of time, but let me tell you
a little bit of my experience. I brought Dr. Roper to Montana a
couple of years ago. We visited some very rural hospitals, and I was
struck with the intensity with which the hospitals administrators
and the physicians told me how much more they had to pay nurses
and other people to attract them to that rural hospital, because
that same nurse, that same person, could receive a much higher
salary, in nearby say Billings, Montana, which is a large city in our
State. That is just anecdotal, but several people had that point of
view.

But it hit me very solidly as to how much more they had to pay
to attract people to come. So, I suggest that you not only fold out
the charts and see how much utility bills are for Baker, Montana,
but also look at the practical realities and how much more you
have to pay to attract health professionals to come.

Dr. LEE. We would look at wages, but it would be by carrier area.
In other words, it is pretty hard to fine-tune it to one small town
versus another, let us say in rural Montana.

Senator BAUCUS. That is the question I asked.
Dr. LEE. I don't know, Paul, could we go below a carrier area?
Dr. GINSBURG. Well, actually the decision as to where to draw

the boundaries of these areas is something that the Commission
said needs to be done; we need to have the same philosophy behind
all of the boundaries. But we didn't make a specific recommenda-
tion as to how to do this at this pint.

Now we have some States where the entire State is a locality,
and other States which draw the boundaries very differently. We
think that there ought to be a uniform policy.

20-595 0 - 89 - 2
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I think a lot will depend on the nuts and bolts of what data you
can get. In other words, we would like to do it as precisely as possi-
ble. I doubt that there is a statistical source that could give us an
index for Baker, MT.

Now, perhaps the index could be not for all of Montana, but per-
haps for various regions in Montana.

Senator BAUCUS. Let me play devil's advocate just for a minute
here. What about the Canadian system? That is, if we are going to
try to get some limit on Part B reimbursement, somehow, at the
same time we want to make sure that it is a right amount, it is
fairly distributed among ph sicians. As I understand the Canadian
system, the Government ofCanada negotiates a certain amount
that it pays physicians per province, and then the physicians
within the province can decide among themselves as to what is the
most equitable way of doing that.

Now, I may be totally off base in describing the Canadian
system, but that is what I understand it to be.

Dr. LEE. It differs by province. There is a negotiation between
the medical profession and the provincial government. The govern-
ment ultimately decides how much will be allocated for physicians'
services. Hospitals, of course, are dealt with separately.

The relative charges are usually determined by the medical pro-
fession, but they go from a base. The current relative values are a
modification of those adopted when the government medical insur-
ance first went into effect in the early seventies in Canada. The
provinces basically adopted what were the fee schedules that were
in effect in the equivalent of Blue Shield insurance programs in
Canada. From that base they have modified them every year; there
is an annual update. So that if one group of specialties increases
substantially, they might make a modification and lower their rate
of increase versus a more rapid increase for another specialty.

For example, when we were in Alberta, they were going to raise
the cardiac thoracic surgeons' payments, because they felt that
they were falling behind other specialties that they were compar-
ing them to within and outside their province.

Senator ROCKEFELLER. Senator Baucus, I have to cut in for a
moment, because we are about to have a vote on the nominee for
Secretary of Defense, and I want to get back to Senator Duren-
berger and Senator Packwood. So, would you forgive me?

Senator BAUCus. All right.
Senator ROCKEFELLER. Senator Durenberger?
Senator DURENBERGER. Thank you, Mr. Chairman.
This is a follow-on, which might allow somebody else in the dis-

cussion.
For sake of discussion, let us assume the United States chooses

not to go the Canadian route but chooses to go to universal cover-
age for every American through health plans. Each person would
purchase a plan, selects their own providers which provide man-
aged care and pays the providers some price for their services.

It seems to me the choices we have before us here are that price
is either going to be a fee schedule, because everybody is going to
get excited about your recommendations, and every third-party
payor and every health plan is going to adopt them, or it might be
or a variant on it or something else entirely.
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I am bothered, only slightly, by the way we all smile when Dr.
Hsiao gives us the example of the for-profit fire brigade, because
that is the way we are used to thinking in America. I mean that
for-profit service means that you are going to have to pay some-
thing, and they might hold you up, and that sort of thing. But the
reality is, everybody in this country buys fire insurance on their
home, and they buy it for the most part, from for-profit insurance
companies.

The problem in this system is that those for-profit insurance
companies earn a profit for doing nothing other than paying, in
many cases, grossly exaggerated costs for fire services, very few
prevention services exist without a lot of incentives, all across this
country.

We don't know what the real cost of fire insurance ought to be.
We just pay it. Because, except for some place in Arizona, there
aren't any for-profit fire brigades going to a community and saying,
"Tell you what we can do for you: For the people in this communi-
ty, we can do more prevention and better service for lower than
you are paying your government-run fire brigade."

Now, that is the thesis that I present to you when I suggest an
alternative to your plan, which may be that we use the fee sched-
ule as a basis for negotiating with providers all over this country.
We must think about it in terms of sort of a regulatory clout mech-
anism that we have to hold over people's heads, so that we can ne-
gotiate fees on a State-by-State basis with a variety of providers.

If I am correct in my assumption, we are going to have health
plans out there doing this for us. Those health plans could go into
a State like Florida, for example, and armed with some kind of a
national fee schedule, they could say to the State, the people in
Florida or the health providers that want to do business in Florida,
"As long as you stay within this overall expenditure cap, and you
use some variant on these fee schedules, we are g.,ing to let you
decide which doctors in which part of Florida get paid above the
fee schedule and which get paid below the fee schc..ule."

I now come back to Egdahl's theory of access, becausee we know
there is a lot of surplus in a place such as Florida, and we know
that there are some shortages in a place like Florida.

If you let a system work with Florida, where the health plans
can go in and negotiate some differences around a basic fee sched-
ule, might that not be a way to use your proposal and your theory
of tax expenditures to overcome some of the concerns about access?

Dr. LEE. I will have to speak personally, because the Commission
hasn't dealt with the issue in just that way. But if there was uni-
versal coverage, I do not believe that the proposals that we are
making would in any way impair the movement as you describe it.
The expansion of HMO's or competing health plans would not be
impaired by the proposals that we are making.

Dr. GINSBURG. I would like to say that now we have 97 percent of
the Medicare beneficiaries that are not in HMO's or CMP's, and
this fee schedule is for them. It is for that care. I personally would
like to see more of the Medicare beneficiaries in managed plans,
and if I thought that the fee schedule would impair that, I wouldn't
be happy about that.
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I am not aware of any impairment now. If any turned out, I
think adjustments could be made to preclude that. '%

In a sense, I guess the country has gone through a period of en-
thusiasm about managed care. I think the enthusiasm is still there,
particularly in the private sector. It has been frustrating that the
Medicare program has not been able to get as much involved.

I see that we can really pursue two tracks: do what we can to
make the managed-care alternative in Medicare work better, but
not neglect what today are 97 percent, and hopefully tomorrow
won't be so high, of the Medicare population still in fee-for-service.

Senator ROCKEFELLER. Dr. Braun?
Dr. BRAUN. I would like to address myself to this, also, because

as a physician I am concerned with a concern that you expressed,
that this might just be another regulatory approach, and that we
might end up with the dead hand of regulation over medicine.

But I think we really have to acknowledge that we already have
a great deal of regulation, and we have in place a system of fees
that have been frozen.

Our research has found that those fees, as frozen, are not in
accord with what physicians believe the work and the resources are
to do them, and so some kind of chb-ige is reasonable.

I think the way to look at resource-based relative value research
is that it is a very useful tool. Only one application is a single fee
schedule. And the tool might be used as you have suggested, as a
basis around which providers and payors can negotiate.

We haven't measured everything precisely to the third decimal
point. We haven't looked at these very important consideration-of
differences in quality of care, of expertise, the amount of compas-
sion that individual physicians may provide, or how available they
are. So, I think this should be viewed as part of a more flexible way
of looking at how to pay physicians.

But it does have the great virtue of reflecting better what physi-
cians believe to be the important determinants of at least the cost
side of things. I think we also can look at it, then, as part of a plu-
ralistic system, where we have different carriers, different ways of
approaching the organization of care, and that is likely to remain.

So, I can foresee physicians and provider organizations negotiat-
ing about different conversion factors to arrive at different prices,
that this is not simply a rigorous system but is a very useful set of
information around which people can make decisions and set up a
structure that is more consistent with at least what physicians be-
lieve to be important parts of pricing.

Dr. LEE. I think it is also important to note, in the study that Dr.
Hsiao did, that within each specialty it was the specialists them-
selves, the cardiac surgeons or the ophthalmologists, who made the
recommendations for their particular specialty.

Senator DURENBERGER. Mr. Chairman, let me say that one of our
colleagues, Senator John Heinz, probably hasn't missed one of
these hearings in the 12 years that he has been here. He was called
out of town today unexpectedly. He does have both a statement
and a series of questions that he would like to propound to the wit-
nesses. I also have a variety of additional questions that I will
submit in writing for the record, as well.
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[The questions from Senators Heinz, Durenberger, and other Sen-
ators appear in the appendix.]

Senator ROCKEFELLER. Senator Packwood?
Senator PACKWOOD. Dr. Lee, we all know in our respective pro-

fessions people who are better and worse than the average. In the
Senate we know who the better Senators are, among ourselves.
Clearly, when I practiced law, we knew who the best lawyers were,
whether it was a commercial case or a trial. And you know, by and
large, in the medical profession, in a local area, who would be good
and bad.

Is the reason that you don't attempt to differentiate and to
reward competence is that you simply can't? It can't be that you
can't "know it," because you do know it. You can't measure it? Or
what is the reason?

Dr. LEE. Well, I think in terms of the payment, the reward for
that competence comes professionally. It comes from the respect of
your colleagues and often because of greater referrals. The sur-
geons, for example, are busier surgeons; the better internists are
busier internists. So I think the rewards are not in the price for
the individual service that is provided, but rather for these other
elements. There are some economic rewards.

Senator PACKWOOD. Psychological rewards, you mean.
Dr. LEE. They are professional. Absolutely, they are very, very

important, and I would say more important than the economic re-
wards.

Senator PACKWOOD. They are important in all other professions,
too; but there usually comes a remunerative reward in addition to
the satisfaction that your peers know you are good.

Dr. LEE. Well, I would say that it is the volume. When you are
an outstanding physician, and it is recognized by your peers, you
are going to get more referrals.

Senator PACKWOOD. That I understand.
Dr. LEE. And that leads to a greater income, as well.
Senator PACKWOOD. Dr. Hsiao, go ahead.
Dr. HsIAO. No, I don't mean to interrupt you. Go ahead.
Senator PACKWOOD. I understand that. In the private sector, if

you are a really good surgeon, you have more referrals, and you
will make $200,000 or $300,000. And one that isn't busy will make
$100,000.

But you are saying, from a Medicare standpoint, that competence
is not going to count, that we are going to pay the competent sur-
geon as much as the incompetent surgeon, assuming that the
person has not had his license yanked.

Dr. LEE. Well, the balance billing is one that gives you some
room for that option.

Senator PACKWOOD. The balance billing. But you are going to get
rid of the past history and the usual and customary fees, and all of
that, as I understand it.

Dr. LEE. Right. But now there are gross inequities, and we don't
necessarily pay the best surgeons, certainly in the Medicare pro-
gram, higher fees.

Senator PACKWOOD. No, I understand that.
Dr. LEE. So, I think we would see this as a fairer system. At the

present time we don't have good methodology that lets you put the
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quality component into that price. We do think it goes on the utili-
zation and the volume side. That is where we are looking at qual-
ity. There is no way that we know, as yet, to do that on the price
side. If we could do it, I would have no problem with doing that;
but I just don't see any way to do it at the present time.

Senator PACKWOOD. Thank you.
Let me say, Mr. Chairman, this has been an extraordinary panel.

The amount of work that you people have put into this is mind-
boggling, and I think you are leading us in the right direction. I
have less faith than you do, that it is going to end up in reduced
costs, but I think it is going to end up in fairer payments, and that
is a step in the right direction.

Thank you, Mr. Chairman.
[Additional questions from Senator Packwood appear in the ap-

pendix.]
Senator ROCKEFELLER. And thank you, Senator Packwood.
The vote is now taking place, so we will need to conclude this.
I agree with Senator Packwood very much, and the amount of

work is extraordinary. I would also have to say, however, that I
think it is incumbent upon those of us on this Subcommittee to ap-
proach your work skeptically, that there are still many questions
to be answered. When a witness, as you did, Dr. Hsiao, comes for-
ward with 2000 pages, and then a number of them address criti-
cisms that have already been made to your study, I think that
warns all of us that there is a danger in playing God. Yet, when it
comes to that portion of physicians' fees which come from Medicare
reimbursement, in a sense the Congress does play that role.

So, the need to make fair judgments and to be skeptical and to
be sure, before we act, about the effects on different types of physi-
cians as well as on different parts of the country is really impor-
tant.

Just as mistakes have been made in the past, mistakes can be
made even with bold new plans. It is exciting, it is important, it
holds the promise of something really new and really beneficial;
but then, again, we are only beginning this process, and I just want
to add that note of caution as my own philosophical approach.

I think this has been an excellent panel, an excellent beginning.
We will see certainly more of you, Dr. Lee, and I would hope also,
Dr. Hsiao, yourself as well as your colleagues. Thank you for being
here.

Thc hearing is adjourned.
[Whereupon, at 12:08 p.m., the hearing was adjourned.]
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Senator ROCKEFELLER. This hearing will come to order. I am de-

lighted to welcome Senator Hatch.
Senator, I think that our States have some matters in common.

We are counting on you Senator, particularly with respect to Medi-
care payments for physicians. When doctors know they are not
going to get as much they tend not to come to our States and I
think that is something that we share in common. And you, of
course, have tremendous expertise in the health field. I welcome
every word that you have to say.

Senator HATCH. Well, thank you, Mr. Chairman. I appreciate
those kind remarks.

Senator CHAFEE. Mr. Chairman, I have a statement I would like
to put in the record.

Senator ROCKEFELLER. Senator Chafee, if you do not mind, I have
kept the Senator waiting. I am withholding my own statement
until he is finished and then we can both give statements. Is that
fair enough?

Senator CHAFEE. All right. Sure.
Senator ROCKEFELLER. Okay.
Senator CHAFEE. Fine.

OPENING STATEMENT OF HON.. ORRIN G. HATCH, A U.S. SENATOR
FROM UTAH

Senator HATCH. Thank you, Mr. Chairman and Senator Chafee. I
am pleased to have this opportunity to testify before the Subcom-
mittee on Medicare and Long-Term Care regarding physician pay-
ment reform. Specifically, I believe that we have a geographic in-
equity that is harming both the provider and the patient in my
home State of Utah, and I might add in other States such as yours,
Senator Rockefeller.

The current Medicare reimbursement system for physicians has
evolved over a number of years and has arrived at a place that no
one intended. We now have a reimbursement system in which phy-
sicians providing exactly the same service are reimbursed at very

(33)
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different levels depending on whether the office is on one side of
the State line or the other.

Let me just point to these gvaphs on physician reimbursement
rates. The red is Utah; the blue is Idaho; green, Montana; dark
green, Wyoming. As you can see Utah falls below in every one of
those categories except brief service delivered in the hospital where
Idaho is just slightly behind it by 10 cents. I think that this graph
really does tell the story of the inequities that exist just among our
Western intermountain States, that is, those States surrounding
Utah. Physicians in neighboring States receive up to 20 percent
more for services provided in ofice than do physicians practicing
in my home State of Utah. For physicians providing hospital care,
on the second half of that particular chart, this discrepancy can be
as high as 33 percent.

I know the members ( this committee will carefully consider the
information and recommendations provided by the Physician Pay-
ment Review Commission (the PPIRC). The Commission recently
completed a study of geographic variations in Medicare charges
and reported their findings to Congress in March 1988. This report
states that prevailing charges may vary extensively from one local-
ity to another and confirms that payments to Utah physicians are
below payment rates in other States. Mr. Chairman, I would ask
that this table of these findings entitled "Distribution of Prevailing
Charges for Selected Procedures and Specialties" be included in the
record.

Senator ROCKEFELLER. We will put the entire chart in, Senator.
[Laughter.]

Senator HATCH. I want to keep my chart.
Senator ROCKEFELLER. Oh, okay.
Senator HATCH. I will provide you with one. [Laughter.]
No, no. We will be happy to put that in the record if that is what

it takes.
[The chart appears in the appendix.]
Senator HATCH. This table shows that all of the Utah prevailing

charges are below the national mean. In addition, prevailing
charges in Utah for some of the services compared are near the
bottom of all charges in the United States.

The PPR Commission looked at factors that could explain and
justify these geographic differences and concluded that the cost of
practice differences accounted for some of the variation, but cer-
tainly not all. This conclusion is further supported by a study com-
pleted by the Utah Medical Association which indicated that the
actual costs of practice, including such items as malpractice insur-
ance, employee expenses, office rent, and supplies are not substan-
tially lower in Utah. In many cases, the costs are actually higher
in Utah than in the surrounding States.

Unfortunately, when our current reimbursement mechanism was
created over 15 years ago, it highlighted the differences in practice
costs between States. In addition, these State differentials were
frozen at those 1973 levels because the law limited percentage in-
creases in out-years and applied this limitation to all States equal-
ly. Thus, over time, arithmetic increases in payments have been
considerably greater in those States which started with a higher
base, compounding the problem, of course, with each passing year.
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States like Utah, which had low fee structures in 1973, have been
penalized ever since for their conservative charges at the time. We
are punishing those physicians who were cost conscious in deliver-
ing services, or efficient in doing so.

I am concerned about this system of inequity in Medicare physi-
cian reimbursement, Mr. Chairman, but I am more concerned
about what these inequities are doing to the quality of healthcare
in Utah and other under-reimbursed States. In the same report,
the PPR Commission went on to state that the "the wide variation
in charges unrelated to differences in cost of practice could mean
access to care and beneficiary financial protection might be com-
promised in areas where prevailing charges are low."

This is happening in Utah right now, Mr. Chairman. I have been
told that physicians practicing in Utah are moving their practices
to neighboring States with higher reimbursement rates and I fear
that young physicians may decide to avoid practicing in Utah all
together. If this trend continues, many seniors in Utah--and we
are a large senior State--may have difficulty finding a doctor when
they need one.

Compounding this trend, more and more physicians who remain
in Utah are reluctant to accept assignment of Medicare patients.
Can you really blame them when physicians with similar practice
costs across the State line are receiving 20 to 30 percent more for
exactly the same services? In turn, because there are fewer partici-
pating Medicare physicians in Utah, our elderly are faced with
higher out-of-pocket costs for their healthcare.

When this pressure on primary care providers and their patients
is coupled with the reimbursement pressures that are forcing many
rural hospitals to close their doors, I think the future of access to
healthcare in Utah may be in jeopardy-and I intend to do every-
thing I can and use every possible power that I have to stop this. I
want to work with all of you to ensure that our Federal laws do
not continue to wreck havoc in our healthcare delivery system.

In addition to reducing access to healthcare, inequitable State re-
imbursement rates often place unfair burdens on the non-Medicare
patients of these providers. Physicians who do remain in Utah-
and are reimbursed below cost-face no other alternative other
than to increase their charges to other payors.

At the same time Utah Medicare beneficiaries are subsidizing
beneficiaries in wealthier States. All Americans, regardless of their
residence, are subject to the same Federal and social security
liability. All Medicare enrollees pay the same premiums for Part B
coverage. Yet, there is not-under our current system-equal dis-
tribution to the providers serving these seniors. Taxpayers in some
parts of the country, like Utah, are subsidizing citizens living else-
where. Ironically, in the case of Medicare, more prosperous sections
of the country tend to be subsidized by dess prospergus ones. That
is a big probdem, I think&

Mr. Chairman, I am firmly committed to eliminating the inequi-
ties in the Medicare physician reimbursement rates. When the
Senate recorrvenes in early May, Senator Garn and I will be intro-
ducing a resolution expressing the sense of the Senate that the
problem of geographical variations must be addressed and that the
present inequities be eliminated in any mechanism for Medicare
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physician reimbursement. I would urge you and your colleagues to
co-sponsor this resolution. The entire Utah delegation urges you to
carefully consider the issue in your deliberations on physician pay-
ment reform.

Finally, I just want to tell you I appreciate this opportunity to
testify this afternoon, Mr. Chairman. I know that this committee
faces a monumental task in physician payment reform. There are
many possible solutions to this pressing problem, such as allowing
those States who have been harmed by under-reimbursement to
rise above the cap and receive a greater annual increase than
other States. This approach would allocate a disproportionate share
of any increase in physician payments to those States with the
lowest rates. We may also want to consider a national rate for phy-
sician reimbursement, or a plan that would re-calibrate State reim-
bursement rates based on today's practice costs.

I am anxious to help this committee in any way possible to iden-
tify an appropriate solution to this critical problem. These geo-
graphical inequities must be eliminated if we are to protect the
availability of quality care in America.

I want to thank each of you for listening to me and I hope that
you will help us in my home State as well as other States who are
similarly situated to resolve these very serious problems.

Senator ROCKEFELLER. I think we want to. I hope, at least, that
you can be somewhat reassured by the fact that the fee schedule
that was recommended by the PPRC would substantially reduce
those geographic discrepancies that concern both of us.

Senator HATCH. Thank you.
Senator ROCKEFELLER. Thank you very much, Senator Hatch.
Any other questions?
I think Senator Durenberger has one.
Senator DURENBERGER. Mr. Chairman, just, I guess, a comment

to my colleague from Utah.
First, I wish I could speak to my fellow colleague from Minneso-

ta, but put me down a a co-sponsor on your resolution right off the
bat.

Senator HATCH. Well, thank you. I appreciate that.
Senator DURENBERGER. I think you will get at least 64 of us right

off the bat because there are 32 States below the national average.
Whether we can get the 20 States-that will leave 20 Senators
trying to justify their--

Senator HATCH. Yes, I did not want to say it, but I really believe
there is room to change this process.

Senator DURENBERGER. Yes, it is-but I am sure it is the most
difficult undertaking. I suppose part of what we addressed here at
the first hearing we had and on this one will be how to do that
without increasing volume. That is the struggle that I think you
appreciate because you have been at this longer than any of us.

Senator HATCH. I do.
Senator DURENBERGER. That if we just put some kind of a nation-

al average across everybody and bring down the folks from the ten
States, all they are going to do is see twice as many people, if there
are not some other restraints in that systems. And so every argu-
ment that I heard you make in the statement-while it has to be a
succinct statement-it is being repeated all over the country, and
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particularly the disparities between the rural parts of your State
and Salt Lake City, for example-or the rural parts of my State
and the Twin Cities.

We are very conservative like you are in Utah in both areas, but
the capacity to pass the extra cost off on third-party payors does
not exist in rural Utah and it does not exist in rural West Virginia,
and it does not exist in my State.

Senator HATCH. That is right.
Senator DURENBERGER. The big companies, with the big insur-

ance plans, are not out in the rural States. The people that do not
have insurance coverage are out there in greater numbers so there
is no place to pass these extra costs onto. That is why the physi-
cians in rural Utah and West Virginia and Minnesota are deciding
not to, you know, when they want to retire, they retire, and nobody
wants to go out there and practice anymore.

Senator HATCH. That is right. I agree. It is going to hurt the
health delivery process throughout the country if we do not do
something about it. So it is just something we simply have to cure.

I appreciate the good faith intentions here and I will be really
doing everything I can to help you, Mr. Chairman, and other mem-
bers of the committee to help change this and to make it, equitable.
I do not want to hurt other States. I don't want to hurt the States
that have an advantage right now in the sense of taking away or
reducing what they have coming in. But on the other hand, it is
clearly inequitable and it is clearly wrong and clearly out of bal-
ance.

Frankly, we get penalized in Utah because we generally are very
efficient in operation of all programs and in so many other ways
we get penalized for our very good efficiency and conservative ap-
proaches.

Senator ROCKEFELLER. Thank you, Senator.
Senator HATCH. Thank you.
Senator ROCKEFELLER. Before we have our next witness, we will

accommodate those who want to give opening statements, including
myself, but we will start with Senator Chafee.

Senator CHAFEE. Mr. Chairman, I will just put one in the record
at this time. Thank you.

Senator ROCKEFELLER. That is it?
Senator CHAFEE. That is it.
Senator ROCKEFELLER. You've only got one page there. It would

not take long.
Senator CHAFEE. Well, I do not want to encourage others. [Laugh-

ter.]
Senator ROCKEFELLER. That does not discourage me at all.
Senator Durenberger?
Senator DURENBERGER. No, thank you, Mr. Chairman.
Senator ROCKEFELLER. SENATOR BAUCUS?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you, Mr. Chairman.
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I do though want to say that I would like to co-sponsor the reso-
lution of the Senator from Utah. It is another in a series of efforts
that many of us in the Senate have been taking.

I commend you for this hearing. I hope we find solutions. I do
have a statement that I will include for the record.

Senator ROCKEFELLER. We'll include it for the record and you're
going to hear mine.

OPENING STATEMENT OF HON. JOHN D. ROCKEFELLER IV, A U.S.
SENATOR FROM WEST VIRGINIA

Senator ROCKEFELLER. In our first session-this being our
second-we reviewed the findings as most of you remember of Dr.
Hsiao's impressive research on a resource-based relative value
scale and heard for the first time the recommendations of the Phy-
sician Payment Review Commission for Medicare reform on physi-
cian payment. The Physician Payment Review Commission recom-
mended that Congress should move forward on a resource-based
relative value scale and begin to implement a transitional fee
schedule as early as next spring -

To protect beneficiaries, PPRC advocates a policy of mandatory
assignment for all services provided to low-income persons and a
policy to limit balanced billing to other beneficiaries. Finally,
PPRC would address the problem of volume growth within the
Medicare program with a policy of expenditure targets, coupled
with practice guidelines and utilization review.

Today we have invited beneficiaries and the physician communi-
ty to respond to these recommendations. I expect discussion will be
lively and I look forward to them. However, I hope the committee
will not be overly preoccupied with the question of winners and
losers. The primary purpose of this physician payment effort is not
the redistribution of physician income. Our aims, rather, are to de-
velop a more rational system of paying for physician services-a
method that is less complex, a method that provides an appropriate
level of economic incentive for important services such as primary
care-to ensure fair reimbursement for doctors, no matter where
they live and what they do, to ensure access to quality healthcare
for our Nation's elderly, and to explore ways to get a handle on
out-of-control Medicare spending for Medicare part-pay services,
that being about 15 percent per year.

These are not small tasks and that is what we will be about
today. Mr. Frank Delay-I will give it a French pronunciation be-
cause I do not want to say delay-you are on the Board of Direc-
tors of the American Association of Retired Persons and you are
from Mesa, AZ. We welcome your testimony.

STATEMENT OF FRANK DELAY, MEMBER, BOARD OF DIRECTORS,
AMERICAN ASSOCIATION OF RETIRED PERSONS, MESA, AZ, AC-
COMPANIED BY STEPHANIE KENNAN. LEGISLATIVE REPRE-
SENTATIVE, AARP
Mr. DELAY. Thank you, Mr. Chairman.
As you said, I am Frank Delay, a member of the board of direc-

tors of the American Association of Retired Persons. I am accompa-
nied today by Stephanie Kennan of our Federal affairs staff.
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We appreciate this opportunity to present our views on physician
payment reform. My written statement outlines in detail our reac-
tion to the Commission's report. I will outline the key points today.

First, we begin with the premise that the purpose of Medicare is
to provide beneficiaries financial protection for access to needed
health services. Payments to physicians are a means of achieving
that end.

Second, AARP continues to support a resource-based relative
value scale. However, it is critical to remember that any change in
payment rates, even if budget neutral in the aggregate, means
beneficiaries will be affected differently. Simply put, I do not visit a
doctor in the aggregate; I have specific medical needs, and I visit
specific doctors. I will need to know how changes in payments will
affect me.

For example, raising payment for primary care services may en-
courage doctors to perform more primary care. But my co-insur-
ance will also raise. How will this impact my access to care?

Third, AARP recognizes that volume is the key issue. While
some state that beneficiaries are responsible for the increase in
volume, I would like to state that the doctor and not the patient is
the decision maker concerning what services will be performed.
The number of office visits per beneficiary have remained stable
over the past decade. Out-of-pocket or Part B services paid by bene-
ficiaries in the form of premiums and co-insurance is increasing, in
part because of the increase in volume of services.

Part B premium has risen 91 percent since 1984. Co-insurance is
now over $7 billion, having increased from just over $2 billion in
1981. The impact on the beneficiary must be beneficiary must be
understood before reforms are adopted. AARP strongly supports
PPRC recommendations for further research and the development
of practice guidelines as one method to control volume. Determin-
ing what is affective care is essential before moving forward with
other steps to control volume.

Another approach favored by PPRC is a national expenditure
target. AARP approaches the concept of expenditure targets cau-
tiously. The concept of that particular target as proposed by PPRC
is a useful one. However, AARP has many questions, such as how
will the target be implemented, who will set it and will the cost-
will it create cost shifting to the non-Medicare purchasers of
healthcare as you just discussed here.

From the beneficiary perspective, volume must be controlled and
beneficiaries will want to be a part of further discussions about ex-
penditure targets.

Fourth, we support recommendation concerning monitoring
access to care and the impact on beneficiaries. This is crucial to
any reform system. This information will be vital in refining pay-
ment systems over time and in ensuring that we meet our goals of
providing financial protection and access to care.

Fifth, PPRC recommends a transition of 2 years. We believe that
any change in payment system should be implemented over a tran-
sition period of at least 5 years to avoid abrupt changes for provid-
ers and patients.

Sixth, the beneficiary protections are important to prevent cost
shifting to beneficiaries. We strongly support the continuation of
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the pilot program and balance billing limits as PPRC recommends.
But we view these as transition steps towards mandatory assign-
ment. Once fair and rational fees are achieved, why shoul a physi-
cian be permitted to balance bill any patient for what is above and
beyond a fair fee.

We applaud the Commission for recommending that physicians
be required to file patient's claim forms with Medicare. This step is
important in streamlining the system for beneficiaries and assur-
ing that they receive the benefits to which they are entitled.

Finally, Mr. Chairman, we realize that pressure to reduce the
budget deficit will continue in the years to come. While budget con-
siderations were not part of PPRC s mandate, we urge you to keep
this pressure in mind as you design a new payment system. The
new system must be able to withstand attempts to achieve budget
savings without harming the integrity of the system.

Thank you.
[The prepared statement of Mr. Delay appears in the appendix.]
Senator ROCKEFELLER. Mr. Delay, I appreciate your testimony

and you are clearly concerned. When you talk about 5 years as a
transition, that is very definitely a substantial amount of time. Ob-
viously we have to have as much data and analysis as possible. You
do not want either the beneficiaries or providers to be somehow
dislocated--

Mr; DELAY. That is right.
Senator ROCKEFELLER [continuing.] In what is this incredible ex.

periment.
On the other hand, you have also testified rather definitively

that our present payment system is badly flawed. So one is left,
then, with this in between land-the longer we wait, the longer
these flaws will persist. Given then the trade off of that, do you
think that there is a case for starting to slowly implement RBRVS
next year, perhaps with some limits on balance billing while care-
fully monitoring its effects?

Mr. DELAY. We think that we should get started as soon as possi-
ble, that is right. But we do feel that we are not at all sure what
the affect is going to be on both the recipient and the provider and
that that is why we recommend a rather cautious approach.

Senator ROCKEFELLER. But it is a very cautious approach. That is
what I am trying to get you to elaborate on. If the present system
is seriously flawed-and there is really nobody that disputes that-
then 5 years is a very long time. Ordinarily, if one works in a tran-
sition over that period of time something could be changed on the
way. Pressure may build for amendments, you know, as we are
seeing with catastrophic. If you allow things to percolate, they do
not always percolate in the direction that you want them to perco-
late.

So I just challenge you with the idea of trying to start it next
year slowly and then monitor. Now, tell me what is wrong with
that?

Mr. DELAY. I find nothing wrong with that, Mr. Chairman.
Senator ROCKEFELLER. Well, but you do in that you are asking for

five. I am trying to get--
Mr. DELAY. Well, we did not want to 5 years to start-maybe I

gave the wrong impression.
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Senator ROCKEFELLER. No, I understood that.
What about 1 year? We start in a year.
Mr. DELAY. Yes.
Senator ROCKEFELLER. Which you would agree with?
Mr. DELAY. Yes.
Senator ROCKEFELLER. But then monitor it closely.
Mr. DELAY. That is right.
Senator ROCKEFELLER. That is okay with you?
Mr. DELAY. We had hoped-that is why we were suggesting the

longer term-that we would have an opportunity to monitor it as it
developed.

Senator ROCKEFELLER. You want to have a chance to come back
in should problems develop?

Mr. DELAY. That is right.
Senator ROCKEFELLER. Fair enough.
Also, do you have any information on the implementation of the

Qualified Medicare Beneficiary Program?
Mr. DELAY. We feel that if the recipients are considered as Med-

icaid recipients, then they should be treated as Medicaid recipients
and that they would receive the same treatment as other Medicaid
recipients. I think that is the problem, how they are classified.

Senator ROCKEFELLER. Do you have any specific suggestions for
strengthening this program?

Mr. DELAY. We would like to have an opportunity to get back to
you in writing on that question.

Senator ROCKEFELLER. Very good.
Could AARP support a limitation on balance billing for low-

income seniors if this policy were part of a larger phase-in of an
overall policy to limit balance billing for everyone?

Mr. DELAY. We are in favor of limiting balance billing, definitely.
We hope that eventually we will work towards a program in which
there is no need for balance billing because everyone-the fair rate
of pay is determined and that is what everyone pays. So I think I
would agree with you that as we develop it we would go along with
a limitation on balance billing.

Senator ROCKEFELLER. All right. Now AARP is not ready to en-
dorse expenditure targets because you do not know what the
impact is going to be. Fair enough?

If not expenditure targets, what policies does AARP advocate to
control the volume of Part B services?

Mr. DELAY. We feel that there is a very definite need for a con-
trol of the volume. That is one of the concerns that we have. We
hope that by establishing fair fees that that will have one effect of
automatically starting to control the volume. The implication, I
think, is that the providers are increasing volume because they do
not feel that they are getting enough income.

Senator ROCKEFELLER. Would you be willing to think through
that whole question further and come back to this committee with
some thoughts on that?

Mr. DELAY. We certainly would, yes.
Senator ROCKEFELLER. Senator Durenberger may have some ques-

tions.
Senator DURENBERGER. I will just start with the note you just got

handed. I think that is very appropriate, to begin by thanking
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AARP for its stand on catastrophic insurance. I found that in par-
ticular when Senator Rudman and I were the only two people to
vote against this resolution last week. When you get down to only
two people it looks terribly symbolic and it shoul not reflect on a
lot of the other people. I think it is one of those things in which it
was an innocuous enough resolution so that people could support
it.

But at some point in this whole area of how do we-I mean, Med-
icare as you point out in your statement is the health insurance for
the elderly in this country-33 million people. At some point some-
body has to stand for principle and I think that is what AARP
did--

Mr. DELAY. We hope so.
Senator DURENBERGER [continuing.] In that whole process. I

would suspect that over time we will all learn that there were
some elements of that bill that were long term care elements that
are being financed as though they were catastrophic and maybe
some changes can be made. But I think the fear that everybody
here has is that if we do much more than hearings this year, that
thing gets opened up and a few people-not necessarily on behalf
of all elderly-are going to throw away and awfully good thing.

It bothered me as wc watched that bill pass that the people who
voted against it were the folks who said, this will never last. It will
never last. Within a year it will be all over with and they will be
back into sort of general taxation. So when an organization that
represents now, what, 27 million or 28 million Americans is willing
to stand up and-say--

Mr. DELAY. About 30 million, I believe, now.
Senator DURENBERGER. I mean, if you are willing to stand up and

say those people are wrong, I mean, we can be generationally re-
sponsible in this area, then I think we need to do our best to sup-
port you.

M question is also a volume question and I do not know that itneeds an immediate response today, but it relates to catastrophic.
One of the promises that we made, all of us who were going back
talking to our constituents-those of us who, you know, were com-
mitted to making catastrophic a part of Medicare-we all said, now
when you get catastrophic, like I said to my mother and father, you
know-once you have catastrophic in there you can stop buying all
the rest of the supplemental stuff and the prices of all the supple-
mental stuff is going to go down.

Well, now we know the prices are not going down and when you
ask the health insurance folks why they are not going down, they
say, well, because all the costs are going up. I think part of the
reason is because my mom is still buying that insurance; and also
because you are still selling it at AARP. [Laughter.]

So maybe one of the questions that, during the course of these
hearings, as they relate to volume, which the Chair has already
raised, maybe one of the questions we could be dealing with is, is
there a way to encourage my mother and father and other people
who are over 65 to be wiser purchasers of supplemental, so that if
we can discourage people from buying insurance that just covers
their co-pay, you know, that sort of thing-or just covers their de-
ductibles-when they can afford to pay those deductibles, then
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maybe we would force the insurance industry, including whoever-
I guess I know who works with AARP-to gradually bring those
prices down. The key seems to be to get my mother to stop buying
a policy that just covers things she can pay for.

Any thoughts over time you can have on that subject I am sure
would be very helpful to us.

Mr. DELAY. I am not prepared to say what the future will hold
on that. We do not recommend that people immediately stop using
the supplemental insurance. I think that they are going to have to
study and find out just exactly what is covered and what they can
afford to pay. I have read some statements to the effect that, as
you say, if te individual can afford to pay his own section of the
20 percent, then perhaps he does not need to have insurance on it.

But in my own experience in the last several years, the insur-
ance has been a lifesaver. My wife and I have been unfortunate in
that in 1987 we had a $20,000 medical bill and in 1988 we had a
$25,000 medical bill. If it had not been for the supplemental insur-
ance, I would be financially in trouble.

Senator DURENBERGER. But now, thanks to AARP and the Con-
gress, you know, in large part that $20,000 bill has been covered
through catastrophics.

Mr. DELAY. That certainly will be a help.
Senator DURENBERGER. So 1 think it would be wonderful if some

of us could pick up Modern Maturity one of these days and in addi-
tion to the adds for your insurance we could also see a well thought
out article that said, people, those of you who are situated such and
such probably ought to think twice before you buy our insurance.
That would be good.

Mr. DELAY. I certainly can recommend that to the staff to study.
Senator ROCKEFELLER. Let me just follow up on that for a

moment. Dave and I both do a lot of town meetings and mine re-
cently have been dominated by seniors with the catastrophic on
their mind. I always go well prepared with the charts, not only the
financial charts showing income levels and when supplemental pre-
miums kick in, but also with what the benefits are. The benefits
are incredible.

Mr. DELAY. That is right.
Senator ROCKEFELLER. I mean, they are absolutely incredible.

And when you think that in my State 63 percent, at most-at least,
I should say, of seniors will be paying only the $4 per month. Now,
granted, anytime something is deducted without choice from Social
Security there is an outcry from people who ask "why not choice,
why not choice." If catastrophic were optional, though 80 percent
of the people would not choose to participate and there would be no
kitty from which to do the good work.

I have found two things. One, that when one has the time to ex-
plain it at length that people's concerns are allayed. And secondly,
in that one usually does not have a chance to explain something at
length, that nervousness is out there. I agree with Senator Duren-
berger that if' this things gets opened up, who knows 'j; ,at will
happen.

I did not vote with Senator Durenberger, but I share his views. I
share his views. My seniors are upset. I am not sure they have
reason to be upset. Now those seniors who are well-to-do--there are
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not that many of them in West Virginia that are making $50,000
or more, or couples making $75,000 or more, then they are going to
look at those supplemental premiums and not be too happy. But
then, I am not going to worry too much about them because pro-
gressive taxation is the way this country that we finance our pro-
grams equitably.

Another point, a couple of people told me that they had heard
that AARP was going to back off of its position-some of our sen-
iors. I was speaking to some medical group the other day and I saw
one of the world's great people-Tricia Smith-and embarrassed
her beer-use this was a meeting of doctors and I said, now Tricia,
you art not going to back out of catastrophic, are you? And she
sort of left the room. I mean, it was friendly. I am joking. But I
would like to see that kind of an article myself that Senator Duren-
berger referred to.

Mr. DELAY. Yes. The AARP Board of Directors, as you may
know, has just made a statement relative to its current position on
catastrophic care. May I read just a very brief statement?

Senator ROCKEFELLER. Of course.
Mr. DELAY. "The AARP Board has heard, and shares, with -con-

cern the concerns of members about the rising cost of healthcare,
particularly with respect to the method of payment for the Medi-
care catastrophic health program. We continue to support the im-
portant benefits provided by this law and, therefore, oppose repeal
or delay on its implementation. AARP did not propose the acts fi-
nancing method and does not believe it is the best approach.

"We remain open to new proposals for funding catastrophic pro-
gram and will evaluate them in light of their equity and potential
for support. We remain committed to broad-based sources of financ-
ing for healthcare costs, along with stronger cost containment and
quality assurance measures. We believe the best of AARP's ener-
gies for the future continues to lie in advocacy for universal access
to quality, affordable healthcare for all Americans for both acute
and long term services."

Senator ROCKEFELLER. Thank you.
May I ask one additional question? In talking with various physi-

cian groups-both specialty and general medicine-when one asks
why we have 15 percent inflation per year in Part B, part of the
answer that comes back is technology. But a lot of physicians stress
medical liability insurance and therefore the instinct for defensive
procedures. Now one could look at that in two ways and I am
asking how you look at it.

One could say, that is fairly understandable because if you think
that you may get sued and this is a litigious country-and, in fact,
I am going to charge right into the middle of the product liability
debate, because I think in some ways America is losing its willing-
ness to plunge into new areas. It has lost some of its nerve. But
then on the other hand, there is a human dimension to that too-
mistakes are painful.

Now, doctors will be more cautious; but doctors also are doctors
and they are trained to know what precautions are necessary, and
what precautionary procedures are necessary--what tasks, how
many. Where do you see the balance, one way or the other, be-
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tween the technology issue and the medical liability insurance
issue?

Mr. DELAY. We ar- concerned about the doctors problem or the
cost of insurance. We are hopeful that over a period of time there
can be some resolution of that problem into diminishing the doc-
tor's care. As you say, I am sure that there is a defensive reaction
to it. Even allowing for the cost of the insurance, providers are able
to earn a very substantial income and we hope that they will not
be so defensive that they will keep continuing to raise their costs
using that as a basis.

Senator ROCKEFELLER. I am not sure I understand the answer. Do
you see the doctors overprotecting themselves-I am going to try to
feed you one side-that is, they do not want to get sued so they
take many tests although some of those tests may not reveal any-
thing necessarily medically important, but perhaps legally impor-
tant. Do you see them leaning too much that way, more than they
need to as doctors?

Mr. DELAY. I would guess that there is-I know that my own
physician is quite indignant over that charge. He says he does not
ask for tests that are not necessary. I have talked with physicians.
I had the opportunity of being part of the American Medical Asso-
ciation Healthcare for America Committee and talked to physi-
cians. There is some defensiveness and there probably is in overall
affects some result in increase in volume and increase in fees, and
increase in the fees coming from charges for tests and things of
that type.

The hope is that as we develop this program we are talking
about that there will be less of a consciousness of a necessity for
that.

Senator ROCKEFELLER. Thank you very much, Mr. Delay. I appre-
ciate your testimony and you are always welcome back here.

Mr. DELAY. I appreciate the opportunity.
Senator ROCKEFELLER. Our next panel consists of Alan R. Nelson,

M.D., president-elect of the American Medical Association from
Salt Lake City, UT; Dr. George W. Weinstein, professor; and Jane
McDermott Shote, chairman, West Virginia University, testifying
on behalf of the American College of Surgeons; and, Joseph F.
Boyle, M.D., executive vice president, American Society of Internal
Medicine.

I called out three people and got five. Dr. Nelson, we will start
with you, sir.

STATEMENT OF ALAN R. NELSON, M.D., PRESIDENT-ELECT,
AMERICAN MEDICAL ASSOCIATION, SALT LAKE CITY, UT, AC-
COMPANIED BY JANET HORAN, DIVISION OF LEGISLATIVE AC-
TIVITIES
Dr. NELSON. Thank you, Mr. Chairman.
I am Alan Nelson. I am an internist in Salt Lake City. With me

is Janet Horan from the AMA Division of Legislative Activities,
which explains partly why you have five instead of three.

In the brief time that I have, Mr. Chairman, I think that I will
rely on the committee to examine in detail our prepared statement
and I will talk informally about three areas-indemnity payment
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schedule, expenditure targets and Medicare assignment. As you
know, of course, we support the refinement, expansion and appro-
priate revision of the Harvard RBRVS to constitute a schedule of
payments for physician fees in an indemnity system.

We also oppose expenditure targets primarily because they would
provide rationing of healthcare in this country. Our experience
with our neighbor to the north is pointing out that that is not a
good thing and would not be a good thing for the American public.
For example, the wait in Vancouver for psychiatric neurosurgical
routine orthopedic consultation is one to 3 months; 2 to 4 years for
corneal transplantation. In all of Canada there are only 11 hospi-
tals that are capable of performing open heart surgery; only 12 hos-
pitals that have MRI equipment, in sharp contrast to the ready
availability of specialist services even in small cities and towns in
this country.

As a matter of fact, as we get into the discussion of volume-and
I suspect that you will want to-I would have to identify one of the
factors in increasing the volume of services, the easy availability of
service that has provided specialized services in small cities and
towns in this country so that patients who formerly went without
surgical procedures-hip transplantation, cataract extraction, pros-
tate surgery-now are taking advantage of the ready availability of
those services near their home where their family can be with
them. That is one of the factors undoubtedly increasing volumes.

One of the problems with expenditure targets that concerns me
is the potential for conflict of interest that that would provide.
While members of the medical profession are dedicated to their pa-
tients' welfare, they are also human and I have some concern
about the potential for conflict of interest if a reimbursement
schedule in a subsequent year is linked to the total volume of serv-
ices provided in the proceeding year.

Of course, we support the PPRC's recommendation of increased
funding for research and the quality of medical care outcomes as-
sessment. We understand the need to have better developed crite-
ria and guidelines for physicians to use. The AMA calls these pe-
rimeters to enable us to better understand what is necessary and
how to provide care that leads to the desired outcome in the most
efficient fashion.

The final point that I wish to touch on is that of Medicare assipn-
ment. It is apparent that voluntary assignment is working in this
country-81 percent of charges in 1987 were assigned, 91 percent of
physicians accept assignment for at least some patients, and 34

states have voluntary assignment programs either underway or in
stages of development.

The PPRC's study said that 82 percent of beneficiaries had bal-
ance bills of $50 or less in 1987. So the voluntary assignment pro-
gram is working and, of course, the American Medical Association
continues to encourage physicians to take into account the econom-
ic position of their patients and to provide care that is needed at
reduced fees or at no fees for those who require that consideration,
and to accept assignment for those patients who should properly
have so.

It is an equity issue. Those who are able to easily afford to pay
the usual fee of a physician should do so.In this country we have
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hundreds of thousands of millionaires who were eligible for Medi-
care payments and the single category of patients in this country
who are having the biggest difficulty in paying their medical bills
may be those young working families that have less discretionary
income.

The American Medical Association has a plan that would stop
some of that intergenerational transfer of debt that we need to do.

I find it curious that at the time when we are talking about con-
verting our system to a national health service, that the United
Kingdom is talking about privatizing theirs-and both for the same
reason, to contain costs.

Thank you.
[The prepared statement of Dr. Nelson appears in the appendix.]
Senator ROCKEFELLER. Dr. Weinstein.

STATEMENT OF GEORGE W. WEINSTEIN, M.D., FACS, PROFESSOR,
WEST VIRGINIA UNIVERSITY, TESTIFYING ON BEHALF OF THE
AMERICAN COLLEGE OF SURGEONS, MORGANTOWN, WV, AC-
COMPANIED BY PAUL A. EBERT, M.D., DIRECTOR OF FACS
Dr. WEINSTEIN. Mr. Chairman, the American College of Surgeons

appreciates the opportunity to testify before you today. I am Dr.
George Weinstein and with me is Dr. Paul Ebert. We are here as
representatives of the fellowship of the college.

In brief, the college's proposal consists of the following four com-
plimentary elements: (1) a plan to moderate the growth in Medi-
care expenditures for surgical services by addressing the issue of
volume and to make those expenditures more predictable for bene-
ficiaries and the government; (2) a set of proposals for improving
the financial protection of Medicare patients through changes in
the assignment program; (3) the development of a blended Medi-
care fee schedule for surgical services that reflects both improved
measures of supply side or resource cost inputs and important
demand side considerations; and (4) a timetable for phased imple-
mentation of the proposed changes.

At the heart of our plan is a public commitment from the Ameri-
can College of Surgeons to reach an agreement on a broad range of
physician payment goals that can be implemented in an orderly
manner.

Mr. Chairman, as you may be aware, the College testified recent-
ly before the other body. On that occasion, Dr. Philip Lee, chair-
man of the PPRC, also testified. Based upon that testimony, we
were pleased to learn that some of the concepts that were proposed
by the college are likely to be included in the recommendations
made by the PPRC as well.

If serious steps are to be taken to moderate spending for physi-
cian services under Medicare, then some workable approach must
be found to strike a better balance among fee considerations, in-
creases in volume and intensity and the financial protections af-
forded beneficiaries under the program. This, it seems to us, is far
more important than focusing attention almost exclusively on how
payments should be distributed among different categories of physi-
cians.
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We believe that physician-developed standards and guidelines
are needed to make reasonable judgments about the frequency,
volume and effectiveness of both procedural and nonprocedural
physician activities. Ultimately, if guidelines are to influence the
volume of services, it will be necessary to directly link payment
policies with criteria that have been developed by the profession
concerning the appropriateness and effectiveness of medical and
surgical treatments.

In most major hospitals the responsibility for quality assurance
and volume issues is assigned to specific medical departments with
the experience and competence to deal with these issues in terms
of defined categories of services. This is one reason that we propose
to address the issue of increased volume of services exclusively
within the scope of surgery and we are prepared to develop criteria
to determine the appropriateness of surgical care.

Another reason for recommending the separate treatment of sur-
gery is that tools are more readily available for addressing volume
concerns relating to surgical services because many services relat-
ing to a surgical procedure are already bundled under and paid for
under a global fee arrangement.

With the help of the surgical community, the PPRC has been
working to standardize further the contents of the surgical bundle.
And, for example, the Commission has recommended the inclusion
of post-operative visit services occurring within 90 days of the oper-
ation. This bundling of surgical services stands in stark contrast
with the current itemization of diagnostic procedures, tests and
nonsurgical visit services.

Finally, under the College's plan, failure to meet surgery specific
expenditure targets would result in future adjustments in Medicare
payment levels for surgery services necessary to moderate aggre-
gate spending for these services, without affecting the setting of
payment levels for nonsurgical services. Similarly, volume in-
creases considered excessive but found to be unrelated to surgical
services would not lead to the application of expenditure controls
on surgery. We believe that such a surgery specific accountability
is both appropriate and workable.

We would also suggest that the Secretary of Health and Human
Services calculate actual program expenditures for surgical serv-
ices in a base year in order to determine on a budget neutral basis
a surgery specific conversion factor. The factor would be applicable
to Medicare surgical services, using a new blended fee schedule to
be described later in this testimony.

For 1991 and each year thereafter, the conversion factor would
be increased to reflect changes in the costs of surgical practice, in-
cluding professional liability costs and changes in the general earn-
ing levels of other comparable professionals. The Secretary would
be required to determine a national expenditure target for surgical
services subject to a blended surgical fee schedule.

In estimating this expenditure target, the Secretary would be re-
quired to take into account Medicare population changes, cost
changes and estimated changes in the expected demand for, and
volume of surgical services that are required by Medicare patients.

In conclusion, Mr. Chairman, we have presented the elements of
a comprehensive plan and fully intend to develop our proposals in
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greater detail. The College wishes to continue to provide construc-
tive input and we look forward to working with the committee in
addressing concerns about physician payment under Medicare.

Thank you for the opportunity to present this material. Dr.
Ebert and I would be happy to answer any questions that you
might have.

Senator ROCKEFELLER. Thank you, Dr. Weinstein.
[The prepared statement of Dr. Weinstein appears in the appen-

dix.]
Senator ROCKEFELLER. Dr. Boyle.

STATEMENT OF JOSEPH F. BOYLE, M.D., EXECUTIVE VICE PRESI-
DENT, AMERICAN SOCIETY OF INTERNAL MEDICINE, WASHING-
TON, DC
Dr. BoYLE. Thank you, Mr. Chairman and Senator Durenberger.

I am Joseph Boyle, executive vice president of the American Socie-
ty of Internal Medicine.

ASIM believes that an affective payment plan for physician pay-
ment reform should consist of implementation of a fee schedule
based upon a resource-based relative value scale. ASIM specifically
supports the PPRC's recommendation to enact legislation this year
to mandate a Medicare fee schedule for all physician services re-
gardless of specialty based on an RBRVS being completed by Har-
vard University.

We agree that partial implementation should take place within 6
months of enactment and full implementation over 2 years. Second,
the establishment of a safety net to protect low-income benefici-
aries from out-of-pocket expense they cannot afford. Although
ASIM believes that beneficiaries are best served by a policy that
enables them to contract with physicians who may bring to their
care more experience, training or expertise than the norm and
who, therefore, may charge an appropriately higher fee than that
allowed by a fee schedule is appropriate to provide special protec-
tion for low-income beneficiaries.

Consequently, ASIM supports appropriate limits on balance bill-
ing to low-income beneficiaries. The PPRC proposal to require ac-
ceptance of assignment for all individuals whose Medicare cost-
sharing must by law be paid by the respective States is consistent
with this principal.

Third, expansion of policies designed to develop the scientific
knowledge and the means to assure that only affective services are
reimbursed by the Medicare program. ASIM has previously provid-
ed Congress with 14 specific recommendations on the volume issue.
The recommendations include: increasing medical review of serv-
ices provided in organized outpatient settings; substantially in-
creasing the resources devoted towards the development of practice
guidelines, particularly for high-volume services; studying ways to
bundle certain physician services; increasing data collection and
analysis; and instituting measures to improve the effectiveness, of
medical review.

We urge Congress, however, to proceed cautiously before mandat-
ing measures that could diminish access and quality of care such as
the PPRC's recommendation for national expenditure targets.



50

Fourth, enactment of interim measures for fiscal year 1990 that
are consistent with the long-term reform based on RBRVS. Cap-
ping prevailing charges for radiological, anesthesia and surgical
services after adjustment for practice costs at some percentile
above the national mean-for example, 120th percent-and in-
creasing the existing floor now set at the 50th percentile of the na-
tional mean for primary care services could achieve fiscal year
1990 savings in a way that is consistent with long-term reform
based upon the RBRVS.

It would also be far more fair than across the board cuts in these
services provided in the President's budget. ASIM believes that this
comprehensive approach to payment reform will have a favorable
impact on several objectives that should be driving long-term
reform. By substantially improving payment for undervalued pri-
mary care services patient reform with an RBRVS fee schedule at
its core will correct distortions that now exist as a barrier to provi-
sion of these services in under privileged areas. Physicians no
longer will be discouraged by the payment system from entering
into primary care specialty or practicing in rural areas.

The PPRC projects that the physician services in rural areas,
particularly primary care services would. gain the most under this
proposal. ASIM's proposal for a cap on prevailing charges for RAS
services and raising the floor for primary care would similarly rep-
resent an important interim approach to expanding access in rural
communities. An RBRVS fee schedule by neutralizing incentives
that favor one type of care over another will also - hance quality.
For the first time, physicians will not be biased by higher payment
for the work involved for some services compared to others in
making decisions on how best to treat their patients.

Since the amount of time a physician spends with patients corre-
lates closely with the quality of care and patient satisfaction, the
RBRVS no longer penalizes physicians for time consuming cogni-
tive services will also enhance the overall quality of physician pay-
ment encounters. Establishing limits on balance billing to low-
income beneficiaries will protect those who cannot afford to pay
more than the Medicare approved amount under a fee schedule,
while maintaining the basic right of beneficiaries to choose and
contract with any physician of their choice.

An RBRVS based reform will also improve overall acceptance of
the assignment rate. The impact on the budget of future increases
in payment rates will be far more predictable under the current
system. In addition, by neutralizing the incentives that may en-
courage excessive reliance on certain technological services, overall
costs can be expected to moderate in the long run. Development of
practice guidelines can also achieve future cost savings, particular-
ly if developed first for those services that have experienced the
greatest increases. Implementation of an RBRVS fee schedule, be-
ginning in 1990, is at the core of this proposal and therefore merits
immediate action and attention by-this Congress.

ASIM stands ready to assist the subcommittee in any possible
way in bringing this proposal to fruition.

Senator ROCKEFELLER. Thank you, Dr. Boyle, very much.
[The prepared statement of Dr. Boyle appears in the appendix.]
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Senator ROCKEFELLER. I thank all of you and we will begin our
questioning with Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, first just an editorial com-
ment and that is to express our appreciation to physicians every-
where in this country to the long time commitment about doing
something about CPR and changing to a relative value or some
other kind of a reasonable prospectively priced system.

I just acknowledge one more time, I suppose, how often the phy-
sicians in America have been trying to tell everybody else that this
was a much better way to go than the old system. And so even
though there are slight differences in the testimony that comes
with regard to the recommendations on a resource-based RVS, I
think all of us shguld recognize the fact that we owe a debt of grat-
itude to the physician community for trying so long to alert us to
the fact that we have not had a very sensible reimbursement
system in this country.

Then I would like to mgve from that editorial comment to a re-
lated question. I am sure it is in the physician community that we
have long recognized that a prevailing charge is not as Senator
Hatch said in his statement necessarily reflective of actual practice
costs. I would assume that all of you might make the argument
that there needs to be some geographic differences in this country
but that it has gotten out of hand. And I do not even have to ask
Alan Nelson that question because he is from Utah and they are at
the bottom; and yet, they do very good medicine in that State.

But one of the propositions that our colleague puts forward is
this, that the actual cost of practice differences out there in Amer-
ica are not as much as current prevailing charges would indicate.
He identifies these costs of practices as malpractice insurance, em-
ployee expense, office rent, supply and so forth. And yet we find
this incredible disparity that seems to exist out there between
the-I think it is something like 32 States that are below the na-
tional average and there are 10 that are above the national aver-
age. I always pick on Florida. I do not know why. I should not be
doing that. I guess I should not be that specific.

But every time I do it in some kind of talk there is a physician
from Florida who stands up and says, you're absolutely right, so I
guess I keep saying it. But my biggest concern is between, say, just
rural Florida and the big cities, for example. And so, I guess the
first question of all of you is, is it possible for us to measure in
some way the actual cost of practice out there and to factor that as
a convertor, if you will, into the RBRVS and do you all take the
position that that is something we should do--try to eliminate all
of the unjustified cost of practice differences-recognizing that
Florida has a whole lot of illegal immigrants, and Texas does, and
New York does, and so forth-but to continue to buy those kinds of
services with Medicare dollars would be to distort the system, just
as one example.

Dr. NELSON. Yes, I think that it is possible to do. The PPRC rec-
ommended that that be factored as a separate factor from profes-
sional liability costs and I do not think we have any real problem
with that.

I called our billing person before I came and asked them to tell
me what my usual fees for an office call for an internist are. I had
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some idea, but since it is upgraded each year according to an in-
creased cost of living factor, I was not exactly sure. Our usual fee
for an office visit is $29. The MAC-approved amount-the Medi-
care-approved amount is $24-and Medicare pays $17. Now that is
a substantial difference between what the young working person is
paying and what Medicare reimburses me.

So in the context of geographic inequities and practice cost differ-
ences and whether they can be accommodated in a new schedule of
payments, the other to me more important discrepancy is the dif-
ference between what Medicare and Medicaid pay and what the or-
dinary working patient pays.

So I am optimistic about the feasibility and workability of a re-
source-based RVS. I am optimistic about the extrapolation for eval-
uation and management services. It is something that we can deal
with with practice costs. It is something we can deal with and what
we come up with will be much more fair than what we have now,
even if it is not perfect.

Senator DURENBERGER. As the others of you respond to that ques-
tion, would you indicate whether or not you think there needs to
be some phase-in of the elimination of geographic disparity.

Dr. BoYLE. First, Senator Durenberger, there is no question in
our mind but that it is feasible to develop actual cost data for a
practice. I think you need to keep in mind that there are differ-
ences in practice style. The policy that our society has adopted is
that we believe that there ought to be a uniform payment for the
same service across the country. The only variations ought to be
for legitimate and identifiable variations in practice costs.

Now you think that this has to do only with rural practices but
you need also be aware that this also affects intercity practice in
many large communities. In the community where I practiced up
until three and a half years ago, people who were in practice in
Centinella Valley were paid at a rate of about half of that which
was paid in Beverly Hills. Now Centinella Valley is not some place
out in the weeds. Centinella Valley is right across the street from
Beverly Hills so that there is a tremendous variation that cannot
be justified in payment for service.

So far as phasing in changes in reimbursement are concerned,
we believe that the Congress has gone a long ways towards begin-
ning to correct some of these inequities without creating tremen-
dous disruptions in practices, and we believe that the most expedi-
tious way that one can go about doing it will probably in the long
run produce the fewest disruptions. So that I think that it is not
necessary to spend 4 or 5 or 6 years to get there. I think the
PPRC's recommendations are reasonable and it can be started a
year from now and can be completed in a matter of 2 years.

Dr. WEINSTEIN. Senator Durenberger, I would like to begin by
commenting and then ask if my colleague, Dr. Ebert, may also add
to my statements. But coming as I do from the State of West Vir-
ginia, Senator Rockefeller's State, I would like to point out that
one of the reasons why the American College of Surgeons is propos-
ing a blended relative value of scale system is that it really ad-
dresses in some ways this very issue. That is, it addresses the
demand side of the reimbursement picture.
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In a State like West Virginia or others such as the one represent-
ed by Senator Hatch, the fact is that we are not in a position to
retain very well physicians that we already have. That means that
access to care is threatened. Not only do we have the problem of
retaining physicians, but it may be difficult for us to attract young
physicians in the future. It is conceivable that a blended relative
value scale system such as the one that the College has proposed
would take into consideration the demand side. The fact is that pa-
tients in West Virginia need care too and that there needs to be
some recognition for the compensation for this. Therefore, a geo-
graphic factor that may be phased in-the College is proposing
something like a 3-year phase-in for geographic considerations-
might very well then compensate for the fact that access to care-
is being adversely affected-under our current system.

May I turn the floor over to my colleague, Dr. Ebert.
Dr. EBERT. I just want to add, Senator Durenberger, I think last

year in this same room we pointed out a lot of the problems with
geographic variation and services and we whole-heartedly support
the concepts you put forth.

I think there is just one thing that is a little different from sur-
gery and that is the bundling of the service. In much of the discrep-
ancies that one often sees in the price that is paid for one's service,
it is because the particular code in the particular bundle is totally
different. In other words, in one area an operation may be charged
what seems like a less amount but the pre- and post-operative care
has been added as an a la carte expense on top of that but does not
show up in the prevailing charge.

And up until recently, I think this year, I would have to ask our
colleagues at HCFA, but I don't believe they yet can put together
all the Part B costs of an individual stay within a hospital related
to one person's service. We certainly agree that if the bundle can
be identified and a loop put around what it is, then obviously the
service is worth the same thing besides your practice costs any
place in the country.

Senator DURENBERGER. Thank you, Mr. Chairman.
Senator ROCKEFELLER. Dr. Nelson-Well, let me start out also

with an editorial as did Dave with respect to doctors. One of the
reasons that I mentioned that I do not want to be talking about
winners and losers-I do not want that to be the focus; that is not
the point of this-is that doctors are under a lot of fire in general
because they make more money than other folks. Of course, there
are reasons for that in that you do things other folks do not do and
you study far longer than others do in order to be able to do that.

America measures success, even value, by salary or by how much
one makes. That is not necessarily fair, but that is the way we tend
to value things in society, or measure things in society. So doctors
come in for a lot of criticism. From my point of view, I want to say
at the be ginning of this process that I do not share that feeling.

I have lived in places more rural than I could have ever imag-
ined that I would have lived when I was growing up-communities
of 5,000 people where I have seen doctors who worked themselves
each week into a state of absolute exhaustion. Sunday is their day
of recovery, but only if there hasn't been an emergency somewhere
in the county. A family practitioner may take a correspondence
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course, so to speak, and become a surgeon-if there's no other sur-
geon in that community. At the same time, the same doctor will be
the county coroner. The doctor will be the person who stands on
the sidelines with the high school football team and is very white
most of the time from exhaustion, but keeps doing it.

I have the same view towards physicians. I have been a patient
in a hospital and I have visited patients in hospitals and there is
something about the experience and the competence and the in-
credible difficulty that is involved in specialization-neurosur-
geons, I mean, you just take it wherever you want. It is an extraor-
dinary service. We have the best in the world and I have to assume
that we have the best doctors in the world.

So as I start out all of this process I want that clearly understood
by all. There is going to have to be adjusting and that will either
be well received or not well received. But the view of this paiticu-
lar Senator towards those who choose medicine as a career-
whether they be general practitioners or specalists-is one of very
heavy respect.

Dr. Nelson, if expenditure targets are implicit rationing as you
have said, how would you then characterize our present system
which allocates healthcare on the ability to pay?

Dr. NELSON. I do not know of hospitals in this country that are
turning away patients who require care, even if that patient is in-
digent. We have been paying for it. It has been said that we are
paying more than we should. It is easier to say that if one is
healthy than if one is ill. And on a case-by-case basis, as a physi-
cian, it would be cynical of me to not provide for a patient what I
would want for myself or my family.

If we have some expenditure target that puts in place a finite
number of dollars and links that to a reimbursement payment
system-to a payment system for physicians-and in a subsequent
year through a conversion factor adjustment, that gives me a great
deal of concern as I had said before.

There is no question that we have people in this country who do
not have access to medical insurance, and should. There are a
series of things that we can and must do to correct that. But I do
not think that adding on to that obligation-adding on to the diffi-
culty of providing necessary care, efficient care, getting rid of the
waste which we accept, I do not think that compounding that with
another undesirable factor is going to help in the first instance in
finding ways of caring for the uncompensated care we provide.

Senator ROCKEFELLER. In your testimony you state that, "imple-
mentation of expenditure targets could lead to denial of care for
Medicare beneficiaries." Why would this necessarily happen?

Dr. NELSON. Any system that seeks to control the prices for a
certain segment of the population runs that risk. Let me give you a
very brief example. Suppose that a law was passed that said that
elderly people in D.C. could not be charged more than $10 for a
meal in a restaurant. Can you visualize what would happen?

First, the volume of meals in restaurants consumed would go up.
Secondly, as restaurants tried unsuccessfully to continue to provide
a high quality meal for $10 the quality of meals would go down.
And thirdly, some restaurants would say that they could no longer
provide meals for elderly people.
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Now that clearly is not the same as medical care. But I think
that it is an economic model that at least deserves our consider-
ation. As we attempt to cap expenditures for one segment of the
population for an essential service like medical care and couple
that with increased demand that comes from consumer desire for
necessary services-such as routine mammogram screening, or
colon/rectal cancer screening, or appropriate surgical services that
people want and need because it makes us more production and en-
hances the quality of life-if we attempt to cap that with a system
which one size piece of money is available, that is going to erode
the quality of the care.

Senator ROCKEFELLER. As far as I know, the PPRC proposal calls
for reducing fees, not covered services if expenditures grow too fast.

Dr. NELSON. As I understand expenditure targets, PPRC put that
in place in an effort to control volume-volume of services-with
some assumption that there is excess volume that should properly
be constrained. There may well be unnecessary service and we
need to find a way to identify that an eliminate it.

But if the question to increasing volume is to put a cap on it,
which is what expenditure targets does, that is not the right way to
go about it. Good studies into effectiveness of care and what neces-
sary care is, the elements of outcomes research, that is the way to
approach the control of volume.

Mr. Chairman, as long as we get on the television once a week
and tell folks that they ought to have their cholesterol measured,
we cannot be surprised if they come to me as a physician and ask
for their cholesterol to be measured. Not only do they ask me what
their cholesterol is, now they want to know what the HDL is and
what the ratio is, and properly so.

As long as that enhances the productivity and quality of life for
our people, it is an investment that we should make.

Senator ROCKEFELLER. I understand. Let me follow on it. In your
judgment would doctors deny needed care if their fees are cut?

Dr. NELSON. I certainly hope that that does not happen. But I do
not have-sooner or later the system has to take into account the
fact that our costs are going up-our taxes are going up, our pro-
fessional liability insurance is going up. If we identify one portion
of the patient population and put a lid on that, eventually some
physicians will say that, unfortunately, if they have to choose be-
tween two new patients and one of them is Medicare eligible and
the other one is not, they may very well not choose the Medicare
eligible if the payment for that is held out.

Senator ROCKEFELLER. Now we have cut fees on the Medicare in
the past. Has that, in your judgment, led to a cut in care?

Dr. NELSON. In access to care?
Senator ROCKEFELLER. Yes.
Dr. NELSON. Yes.
Senator ROCKEFELLER. It has?
Dr. NELSON. Yes.
Senator ROCKEFELLER. Is there any way that you could show that

to me, document that for me? Not now.
Dr. NELSON. Sure. I will make that available to you.
Senator ROCKEFELLER. Okay. Good.
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What effect in your judgment would practice guidelines have on
the effect of medicine?

Dr. NELSON. Well, first it will-you know, Mr. Chairman, I do
not wake up in the morning and say, well, I think I will go out and
increase volume today. And I certainly do not go out and say I
think I will provide some unnecessary or low quality care today.
What we as a profession need is more consensus on what appropri-
ate care is, what value is, and the care we provide. We have been
workirg at that now for some peri,,d of time. It is not easy to do.
But I think we need to devote more resources to it -to forging a
consensus on what the best way of solving a problem is and the
educating physicians so that they will follow those perimeters. And
the AMA, as you know, as entered an agreement in order to try
and provide that.

So enhancing the quality of care through a clearer understand-
ing of the best way of solving problems and taking care of particu-
lar illnesses. That, to me, is an extraordinarily important commit-
ment.

Senator ROCKEFELLER. The PPRC's data indicates that more than
one-third of physicians bills to elderly and poverty involve extra
billing. You indicate in your testimony that low income Medicare
beneficiaries are adequately protected from balance billing. Can
you comment on this?

Dr. NELSON. Well I think the PPRC data also show that there is
a higher rate of acceptance of assignment among the low income
elderly, so that supports the willingness of physicians to take into
account the economic status of their patients.

Senator ROCKEFELLER. Many of the physician specialty groups
have indicated support for mandatory assignments for low income
patients. Why does the AMA oppose such a policy?

Dr. NELSON. Well I sort of spoke to that in my earlier remarks.
First, I think there are three essential reasons. The first is an
equity response-that is that those who are able to afford the phy-
sician's usual fee should pay that usual fee. Secondly, I think we
also have to look at some of the data that suggests that less out-of-
pocket costs for those who are able to afford the usual fee may very
well increase the volume of services delivered.

Recent Rand studies show that volume of services go up as a per-
sonal contribution to paying for the care goes down. That a contin-
ued investment of personal income -for those who can afford it in
their healthcare makes them more liable to be prudent purchasers.

Senator ROCKEFELLER. Generally speaking, I am not sure of my
figures on this, about 30 percent of doctors in this country are gen-
eral practitioners, family physicians, et cetera; and about 70 per-
cent are in specialty areas. My understanding is that in most other
countries the ratio is precisely the opposite. How does one explain
that?

Dr. NELSON. I think it is important to understand that many spe-
cialists also do a lot of primary care, particularly among internal
medicine specialists.

I am a board certified endocrinologist, but the majority of my pa-
tient care in my office is primary care services. So the designation
of a specialist and identifying that with the precise services and
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procedures that the physician does, it may not be a clean distinc-
tion.

In foreign countries you are quite right, they have a larger per-
centage of primary care specialists, but they may perform-teir
specialists are hospital-based consultants who may not do the same
kinds of primary care roles that our-I mean, surgeons do a fair
amount of primary care, and OB/GYN's certainly do. So I think it
is an artificial distinction in the definition of what a primary care
practitioner is in this country. And it is a good way to be. Let me
say, it is the best way to be in my view, because it would be incon-
ceivable to me in my primary care-wearing a primary care hat-
to put my patient in the hospital and not be able to continue to
follow them and provide the continuity of care.

In that sense our system is unique and it provides that continui-
ty that makes a better system, in my view.

Senator ROCKEFELLER. You testified that the ability to balance
bill must be maintained as a reward for the most skilled physician.
Does the AMA have data somewhere indicating that only the most
skilled physicians extra bill?

Dr. NEISON. No, I don't think that that is right. But I think that
as we talk about the imperfections of any schedule of payments for
physicians, one has to understand that there should continue to be
the option to balance bill-to straighten out first the imperfections
and provide some rationality; and secondly, if I take more time
with my patient, if I don't make them wait in my waiting room, if I
provide more information for them about drug interactions, if I
provide a higher quality product in the marketplace, then I should
be able to bill that patient the difference, if they are willing to pay
that for that service.

That is the way our system works. I think that is also an impor-
tant ingredient in maintaining quality of care.

Senator ROCKEFELLER. You talked a little while ago about the Ca-
nadian system and you cited some of the negatives of the Canadian
system, including waiting lists for surgery. I do not characterize
the Canadian system. But I would have to assume that there are
some positives associated with that system.

In Canada there is universal health insurance, universal access
to healthcare, so far as I know. A much smaller percentage of Can-
ada's GNP is required to provide this care and the result overall
appears to be positive. The Canadians seem to approve of it. The
infant mortality rate is much lower and so on. So should we not be
trying to find something decent in what they do up there?

Dr. NELSON. MY colleagues from Canada make no bones about
the fact they don t necessarily think that their system would work
well down on this side of the border. We are a different size coun-
try with different demographics. It is also curious to me that the
people who are talking about adoption of the Canadian system in
this country are not the Canadians who think that it is exportable,
it is a certain number of folks down on this side of the border that
think that that might be a way to save money.

I personally think that if we adopted a national health system in
this country total costs would go up because demand would go up,
because there would be less out-of-pocket. The only way that you
could really control demand for care would be by rationing facility
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placement as they have done in Canada. I think the quality would
go down because the care in this country would not have the same
characteristics that the Canadians describe up there; and down
here I do not think anyone would be willing to ration care. I hope
not.

Senator ROCKEFELLER. Would you oppose separate expenditure
targets for medical and surgical services?

Dr. NELSON. Our position, as you know--
Senator ROCKEFELLER. I know.
Dr. NELSON [continuing.] Has been opposing expenditure targets

for both.
Senator ROCKEFELLER. In general.
Dr. NELSON. Yes.
Senator ROCKEFELLER. What is your position on separate targets

for States or carrier regions?
Dr. NELSON. Expenditure targets are expenditure targets and we

are opposed.
Senator ROCKEFELLER. I cannot do anything with that one then.

Are you concerned about the differential in fees that would result
if a geographic multiplier-if one of those was used?

Dr. NELSON. I do not understanding your question.
Senator ROCKEFELLER. Simply, are you concerned about the dif-

ferential in fees that would result if a geographic multiplier was
used?

Dr. NELSON. Yes. Obviously our position is in opposition to geo-
graphic differentials except as they can be rationalized through dif-
ference in practice costs.

Senator ROCKEFELLER. Do you have any good data that measures
the costs of a physician's practice?

Dr. NELSON. Yes. I am not so sure that it is useful in the imple-
mentation of an RBRVS because it is a sample that is nationally
derived and I am not sure it is statistically valid for any separate
geographic location. But we have numbers on physician practice
costs and we can make that available to you.

Senator ROCKEFELLER. Dr. Boyle, would you oppose separate ex-
penditure targets for medical and surgical services?

Dr. BOYLE. Senator, I think that however you go about reforming
payment in this count it would be wisest to treat the profession
as a whole. I do not believe that, as an internist, I could separate
out the needs of my patient for medical services or surgical serv-
ices. I do not believe that it would be a desirable position for the
Congress to place itself for the future, to continue to have to be an
arbitrator between two different segments of the profession coming
and saying we need more here, no they do not need more there.

I think the experience that they have had in countries where
they have tried this and treat it as different segments of the profes-
sion differently would illustrate quite clearly that that conflict not
only does occur but it continues and it exacerbates differences be-
tween professional groups rather than helping to bring them to-
gether. It would appear to me far more rational to find some level
playing field at which point then one ought to proceed with trying
to treat the profession as a single unit.

I might also point out that in this process, it is highly desirable
that we try and find some rational way of making certain that we
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are paying for all the appropriate care that is necessary; that if
want to try and limit volume that you not simply approach this
from the standpoint of saying, well we are going to put a cap on
the total amount of money that we will pay and when you go over
that, then we are going to penalize you, because there are so many
variables currently unknown as to what constitutes an appropriate
volume, that this in itself to us would be a counterproductive ap-
proach. At the time when we are trying to find out what this is all
about to say we are now at this point simply going to limit that
aggregate without the fundamental database that you need to
make the decision in the first place would not seem to me the most
judicious way to fly.

Senator ROCKEFELLER. Okay.
Senator Durenberger, you pitch in any time you want here.
To you also, Dr. Boyle, the American College of Physicians who

will testify shortly support an overall limit on balance billing, such
as 120 percent of the fee schedule charge. You do not support an
overall limit. Why is your position different?

Dr. BOYLE. Well, we have different ways of arriving at policy
statements to begin with and have different policy making bodies.
However, so far as the American Society of Internal Medicine is
concerned it is an extremely important precept that there is a con-
tract between physician and patient and that at each point in
which somebody interferes with the ability of two people to freely
agree among themselves, and contract wi'h one another, you inter-
fere likewise further down the line in other aspects of that con-
tract. This has to do with my committing myself to providing you
with the care you'll need, you committing yourself to certain re-
sponsibilities in that process as well.

I think also, as Dr. Nelson has indicated, there are those occa-
sions in which patients want, demand and receive more. But from
the standpoint of codes and a fee schedule, they cannot be separat-
ed. It ought to be perfectly feasible for those patients to be allowed
to enter into a contract for a larger fee.

Furthermore, I believe that it is extremely important that if you
are going to allow for differences in competence-if there is some
way in which somebody can hold themselves out as a more compe-
tent physician or providing something over and above that which
other physicians do also-that that person ought to be able to say,
"I am worth more; therefore, I want to charge you more." Then the
market ought to be able to determine whether that patient is cor-
rect or not. If people will not pay that fee then perhaps they will
not have made that point.

It would seem to me not logical to accept the premise that be-
cause you want to protect some smaller subset of the elderly people
from abuses that perhaps can be handled in other ways, that one
would say that we are going to mandate that nobody may enter
into any kind of a contract such as that.

Senator ROCKEFELLER. A personal question. When you were
studying to become a doctor, why did you decide to become an in-
ternist?

Dr. BOYLE. When I was in medical school I probably decided to be
about seven different kinds of specialists before I got finished. In
my internship it became apparent to me that I was probably clos-

20-595 0 - 89 - 3
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est to that part of medicine that was engaged in problem soling,
in dealing directly with patients on a continuing basis. General
practice in those days was not the same kind of a specialty that
family medicine is today. Internal medicine was something that
was to me a more challenging specialty and I decided that I would
rather be a thinker than a cutter.

Senator ROCKEFELLER. That's delicate. [Laughter.]
Students in medical schools these days come to a decision as to

what field they want to go into through a whole variety of motiva-
tions. In your judgment, how much of that is financial?

Dr. BOYLE. I think that it goes beyond what is purely monetary
reward, Senator.

Senator ROCKEFELLER. I assume that. But I just--
Dr. BOYLE. No, I am going to get to that point. That is, people as

you indicated tend to assign a value to something by what kind of
dollars it brings. As a consequence, if you persist in telling a group
of young people that this is worth more than its counterpart over
here, they are going to start thinking, well maybe that is the way I
ought to go. Not only that, but it pays better. So my experience in
dealing with young people in medicine these days has been that
they start out with the same kinds of motivations that I think ev-
erybody at this table did who is in the practice of medicine, that is
you wanted to take care people. You were not thinking about how
much money you were going to make or you are going to have a
good living, a big house or any of those things. You started out be-
cause you wanted to go into medicine.

I think the medical students start out in the same place today.
But as they go along, there is no question about the fact that there
is now more and more incentive to people to choose procedurally
oriented specialties because society apparently puts a greater value
on them.

Senator ROCKEFELLER. Dr. Weinstein, most of your fellow physi-
cians oppose expenditure targets because they feel that spending
limits will lead to rationing of necessary care. What is your re-
sponse to the that position?

Dr. WEINSTEIN. Senator, we believe that expenditure targets are
really nothing more than the reality of budgetary constraints that
all of us are faced with in our personal lives and in society in gen-
eral. I believe that it really remains the responsibility of you, and
your colleagues, and Congress to decide what society wishes to
spend on medical care, on housing, on education, and so on and so
forth.

We believe that it is reasonable to work within a budget and I
think that budgets are realities. Expenditure targets are perhaps
nothing more than just synonyms for that. We believe that we
need to work within the realities of what this Nation can do. I do
not believe that this Nation-maybe it is the most resource laden
nation in the world-but I do not believe that any nation has un-
limited resources.

Some tough decisions are going to be made. As physicians, we
never want to make the decision whether to provide care or not to

rovide care. But as representatives of society, you and your col-
leagues may have to make some of those very difficult decisions for
US.
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Senator DURENBERGER. Mr. Chairman, could I ask a question?
Senator ROCKEFELLER. Please.
Senator DURENBERGER. And I am only interjecting myself be-

cause-I have two reasons. One, because I have heard a lot of
people say that it is our responsibility to do what you have just
said, doctor; and also, because I wanted to ask you a question about
something that is in a statement that we will not hear for a few
minutes.

The difficulty with the expenditure caps is it is sort of like the
difficulty in-at least for me in dealing with the Canadian kind of
public utility medicine, that it does not really reward the really
good folks for doing what they do best. It is not an encouragement
for the best to become even better4ind for the other folks to find
some other line of business.

So, my question-my concern-directed generally to all of you I
suppose, too, is with an expenditure cap it is kind of difficult to de-
termine who is doing the most effective medicine. The cap, in and
of itself, is not going to assure you that only the things that need to
get done get done by the folks that do them best. It just means that
probably somehow or other you are going to put some caps on how
much you pay for these sort of things. And so one of the things we
struggle with is-I do, I cannot say we-that I struggle with in this
whole notion of a cap is, who decides within the cap the issues of
medical necessity and the appropriateness of a procedure and all
that sort of thing.

Would you want to-either of you start by responding to that?
Dr. EBERT. I think you used the word cap. I do not think we have

ever used that word, although I recognize they are closely aligned.
Crippled children's programs in most States use caps. When they
run out of money in March, April, May, then services are suspend-
ed or you're put on delay. I've worked with them for many years
and it is a quiet time in April, May, and June usually in those set-
tings.

What we are basically saying is that right now, as Dr. Weinstein
implied, we have a budget, we have a reduction of it, and then an
application of where Medicare is going to go that year. I wish in
Dr. Boyle's comment that all were treated equal in this setting, but
the last 2 years there has been overpriced procedures, some reduc-
tions. It is very unpredictable on a year-to-year basis as to where
one goes.

Now there is no question if you crank down finances far enough
as the Medicaid program has, then you have problems like you are
hearing about in Oregon or in Virginia where certain priorities are
going to have to be set as to what services will or will not be cov-
ered. Now the College believes that if you have a target within the
scope of surgery-and there is no question that we have more de-
veloped guidelines, more control over people in hospitals and in
ambulatory areas where surgery is performed-it is a better de-
fined and regulated specialty already.

We say people want to go into specialty. There has been no in-
crease in the number of individuals going into the surgical special-
ties in the last decade. We are one of the only groups with man-
power growth that is way below what was projected for 1992. Now
that has not been done by rationing; it has only been done, essen-
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tially, by maintaining quality within the training programs, and
making the program criteria so restrictive that an individual was
trained properly when he came out. That has maintained surgical
manpower at a very flat level. There is no surgical specialty that
has grown above where it was a decade ago. The college has kept
records of every name of every resident in place.

So with respect to manpower, per se, it used to be that 17 per-
cent of individuals in the medical school classes went into surgery.
Medical school classes went up and now we are down to about 12
percent or 13 percent, because of the larger numbers. They have
gone into other specialties. I agree that they are more procedure
oriented. But to go to your a swer, I think a target is a target and
we are only willing to say that if we exceed it, then the conversion
factor should be reduced. We have enough confidence to believe
that in the rate of growth of procedures within surgery and oper-
ations, we do not really see a major increase. But we do not think
the unpredictability of a current system is very valuable.

Senator DURENBERGER. The statement of the American Academy
of Family Physicians says the following-and I will just quote and
ask you to react.

"A recent examination of Medicare claims data"-and it does not
say by whom- "for calendar years 1983 through 1986 demon-
strates a very uneven pattern of growth in the volume of services.
While the per beneficiary volume of primary care services, such as
office visits, has increased little, if at all, volume has increased rap-
idly for surgical and diagnostic procedures. Three kinds of service
grew at above average rates: surgery, radiology and specialized di-
agnostic tests, such as electrocardiograms, cardiac stress tests, and
ecocardiography. Together, these three types of service account for
two-thirds of the increased spending."

Dr. EBERT. I think that is a question there of how you define sur-
gery. Dr. Weinstein could answer it probably very well in the cata-
ract area. There are many surgical services that are down in that
same list that Janet Mitchell put in. General surgery is down 29
percent; cataracts up the most and I think there is a logical reason
for that.

Dr. WEINSTEIN. If I may address the issue of cataract surgery,
since that happens to be my field. About a decade ago we had
really reached a fairly level number of cataract procedures, around
300,000 procedures, per year, in this country. That changed dra-
matically when cataract surgery improved and then when the lens
implant was introduced into surgical practice. The number has
reached the level of around 1.2 million cataract surgeries per year.

The reason for this is simply that cataract surgery is better.
People see a lot better from cataract surgery than they ever did
before. A new level has been reached which most likely will begin
to decline. In other words, I believe that it is fair to say that the
amount of cataract surgery done annually has essentially become
saturated and may, in fact, drop off somewhat in coming years. But
I think there is an example of a medical procedure, in this case a
surgical procedure, done by eye cutters who I hbpe are thinking
while they are cutting, and a procedure which provides benefit to
patients in a way that makes them very much happier than before
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they had the surgery. They can see to read, to drive, to take care of
their households, to go back to work.

As a result of that, we have seen an enormous increase in the
volume of surgery.

Senator DURENBERGER. Is the answer then that, in this period of
time, 1983 to 1986, that most of the increase in surgery is due to
the fact that we can now do cataract surgery? Is that the answer?

Dr. WEINSTEIN. I was just going to say that is one example. But
certainly, total hip replacement. There are certainly other kinds of
procedures that provide benefit to patients. And if those benefits
are obvious and available, then people will wish to take advantage
of them.

Senator DURENBERGER. And then radiology, why is there a big in-
crease in radiology?

Dr. EBERT. Well, I am not a radiologist, but I would say that in
the one area where it has increased considerably-coronary bypass
surgery-it is because balloon angioplasty came along as an alter-
nate treatment methodology. Coronary bypass operations have now
decreased somewhat per year to a rather flat plane whereas the
angioplasty procedures have gone up rather high in frequency.
They would either be done by cardiologists or radiologists.

But they are listed as a procedure. Our scope of surgery would
not include those. They are not inclusive because they are not done
by surgeons.

Senator DURENBERGER. Go ahead.
Senator ROCKEFELLER. Okay. Another question', Dr. Weinstein, is

it your position that the special expenditure target for surgery be
set so that Medicare spends the same amount for surgical services?

Dr. WEINSTEIN. I am sorry, I do not understand. The same
amount as this year?

Senator ROCKEFELLER. Yes.
Dr. EBERT. It was written into the concept, Senator. It was not an

attempt to reduce spending but to reduce the rate of spending. We
proposed it as a budget neutral position.

Senator ROCKEFELLER. All right. Now if we do that, how do you
recommend that we increase payments for primary care which has
been underreimbursed in the past?

Dr. EBERT. Well, I think that if you look at the total cost of ex-
penditures for Medicare item-by-item and then look at surgical
charges, they are not exorbitant. The prevailing fees that are paid
certainly are not similar to what private insurers are paying. We
recognize that if you held surgery to a specific level, so to speak,
that other services may have an increased rate of growth, and the
program would adjust over a period of time.

We do not agree with our colleagues that a redistribution, so to
speak, out of surgical dollars is the answer to the primary care.
Last year we testified that more money should be put into primary
care visits. I think that there is little question that this is still cor-
rect.

Senator ROCKEFELLER. What if the research in medical appropri-
ateness shows, as some studies appear to be showing, that many
services are unnecessary? If there is unnecessary surgery, shouldn t
a surgical expenditure budget be adjusted to reflect that?
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Dr. WEINSTEIN. I would say that the profession is quite prepared
to determine what is necessary and unnecessary. I think that when
it comes to practice standards, this is something that is characteris-
tically done already. Every hospital in the Nation has medical staff
privileges that have to be defined and service-by-service, that is de-
partment-by-department, internists have to look at their colleagues
in internal medicine, pediatricians, surgeons at surgery, and deter-
mine whether care is appropriate or not.

I think that you ought to be able to count upon the medical pro-
fession to provide the assurance that unnecessary care, of whatever
kind, is not reimbursed.

Senator ROCKEFELLER. One final question for Dr. Nelson. The
AMA opposes MAACS and limits on balance billing. Aren't you tes-
tifying that doctors should be allowed to charge whatever they
like? If so, why bother creating a fee schedule?

Dr. NELSON. No, not at all. Certainly I am saying that one seg-
ment of the economy should not be singled out for unfair price con-
trols. I talked earlier to the disadvantages of capping one segment
of the economy. But the schedule of payments in a fee-for-service
system should be rational and appropriate and based on some logic
and the RBRVS holds promise for meeting all of those criteria. So
that, unless we are all on a salary, there would clearly be the need
for some reasonable basis of providing payment for services. That
is what the RBRVS does.

Senator ROCKEFELLER. Okay. I appreciate all of your being here. I
hope that I have not caused anybody, not only in this panel but the
next panel, to miss a plane. Your testimony is important and we
are grateful to all of you. Have a safe trip back to West Virgnia.

The next panel is Dr. Robert Graham, executive vice president of
the American Academy of Family Physicians, of Kansas City, MO;
Dr. Edwin P. Maynard, president of the American College of Physi-
cians, Boston, Massachusetts; and Jacek B. Franaszek, President of
the American College of Emergency Physicians, from Hinsdale, Illi-
nois.

We will start with you, Dr. Franaszek.

STATEMENT OF JACEK B. FRANASZEK, M.D., PRESIDENT, AMERI-
CAN COLLEGE OF EMERGENCY PHYSICIANS, HINSDALE, IL, AC-
COMPANIED BY THOMAS NICKELS, DIRECTOR OF WASHING-
TON OFFICE
Dr. FRANALSZEK. Thank you.
You have to have a little Polish in you to say the name properly,

I think. It is Jacek Franaszek, and I am a practicing emergency
physician in Hinsdale, IL, which is a suburb of Chicago, and I am
president of the American College of Emergency Physicians. I am
appearing today on behalf of the almost 13,000 members of the col-
lege. To my left is Thomas Nickels, director of our Washington
office.

We appreciate this opportunity to comment on various aspects of
the upcoming report to Congress from the PPRC. Emergency medi-
cine was not included in the first phase of the Harvard RBRVS
study. However, we are now being examined in its second phase.
The Harvard project represents a major contribution of the devel-
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opment of an RVS for physician services, one that more accurately
reflects the actual inputs needed to produce those services.

The PPRC has proposed some important modifications to the
Harvard methodology that we feel may make it feasible to use an
RBRVS approach. In recent years, legislative changes have been
enacted to redress some of the current payment imbalances for pri-
mary care services, including emergency department visit services.
The issue of special recognition for primary care services arises be-
cause more time will be needed before a new payment system
based on resource costs can be implemented.

We hope this subcommittee will continue to recommend differen-
tial treatment for primary care services, including emergency de-
partment visits, in connection with any payment actions taken by
Congress on an interim basis.

We have some concerns, Mr. Chairman, about the PPRC's recom-
mendation to move rapidly and implement a Medicare fee schedule
in 1990. There is still much more to be learned before major revi-
sions in payment rules are adopted. The impact on both benefici-
aries and physicians of some of the proposed changes is not very
clear at this time, but could be significant. Our own participation
in the Harvard study, for example, is only just beginning and more
time mav be needed to develop the data needed before a workable
fee schedule can be adopted. We urge that Congress keep these con-
siderations in mind when deciding the appropriate time to initiate
further physician payment reforms.

ACEP agrees with the PPRC that there are serious problems
with the use of their current codes in defining physician work, par-
ticularly some of the codes for emergency department visits. The
Commission is recommending that the coding system be revised so
that time would be used as a significant factor in establishing dif-
ferent levels of service. There is a unique difficulty with linking
the valuation of emergency services to time. Many emergency serv-
ices need to be provided quickly. In fact, their value to patients is
proportional to the rapidity of the intervention and not the length
of the procedure.

Thus, ACEP believes that the value of emergency services should
be more closely linked to such factors as knowledge, skill, effort
and stress and not disproportionately to time.

Mr. Chairman, one of the major recommendations from the
PPRC calls for a national target expenditure plan. The College op-
poses this recommendation in its current form, primarily because it
fails to recognize the nature of the demand for emergency services
by the Medicare population. Emergency physicians do not deter-
mine, nor control, the number of patients who come to emergency
departments. In fact, many patients come to us who have nowhere
else to turn.

Moreover, the College strongly opposes any steps that would dis-
courage patients from seeking medical care when they are acutely
ill or believe they need urgent medical attention. And, in fact, this
is exactly why beneficiaries use our services. However, if Congress
decides to adopt an expenditure target plan, emergency services
should be and must be specifically excluded from that plan.

Finally, Mr. Chairman, I would like to share our views about the
need for improvements in Medicare's assignment procedures. Based
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on our detailed study of Medicare data on emergency department
visit codes, emergency physicians appear to have the highest as-
signment rates of all physicians, excepting assignment on approxi-
mately 90 to 91 percent of all claims.

We understand that the Commission has, in principal, endorsed
the need for making changes in Medicare's assignment policy
where beneficiaries have no meaningful choice of provider. Since
patients who present with emergencies have no meaningful choice
of provider and since the emergency physicians who treat them
have no choice in the selection of the patients whom they treat, we
agree that Medicare's current assignment rules should be changed
under a rew Medicare fee schedule.

If as part of this reform process payments for emergency physi-
cian services are reasonably valued, the American College of Emer-
gency Physicians is enthusiastically prepared to support the accept-
ance of such payment levels as payment in full, thereby relieving
all Medicare patients of balance billing obligations.

I wish to thank you, Mr. Chairman, for this opportunity to testi-
fy on behalf of emergency medicine and the American College of
Emergency Physicians.

Senator ROCKEFELLER. I thank you very much.
(The prepared statement of Dr. Franaszek appears in the appen-

dix.]
Senator ROCKEFELLER. Dr. Graham.

STATEMENT OF ROBERT GRAHAM, M.D., EXECUTIVE VICE PRESI-
DENT, AMERICAN ACADEMY OF FAMILY PHYSICIANS, KANSAS
CITY, MO
Dr. GRAHAM. Thank you, Mr. Chairman.
I am Dr. Robert Graham, the executive vice president of the

American Academy of Family Physicians. I am pleased to have an
opportunity to appear before you and the committee this afternoon
to give an overview of our comments. Since you have the full state-
ment before you, I will simply try to summarize what I think are
some of the more salient points and some of the points which you
have already covered in previous testimony and your questioning
of those witnesses.

We believe that the recommendations put before the committee
by Dr. Lee and the Physician Payment Review Committee provide
a historic opportunity to rebase the rules of physician compensa-
tion under the Medicare program and that this rebasing is not only
in the interest of the majority of physicians involved, but very
much to the interest of their patients and the beneficiaries of the
program.

We recognize that there is controversy in this area. Our recom-
mendation to the committee, though, is that as you listen to the
points of view that will come before you, and as you take cogni-
zance of the controversy, you continue to recognize that this is still
an issue where timely action is necessary and demanded. This is
not an issue where continued study or slow progress is necessarily
in the public interest.

Let me highlight three areas that I think are most important for
the committee's consideration as to why these recommendations
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are important. First, the focus has been on physician reimburse-
ment. That is a very appropriate focus because that has to do with
the methodology of Dr. Tsaio's study and the essential parts of the
recommendations that have been made to you by PPRC.

However, there are many other implications about health serv-
ices and access to services which flow from the recommendations
regarding physician payment reform. It is not just how doctors will
be paid or who may be paid differently, or better, or worse. It is
how such payment governs behavior, the incentive system which is
set up within the medical profession, the ability of physicians to
practice the type of medicine they may not be able to practice now
and, indeed, their ability to practice in areas where they cannot
practice now.

We believe that the recommendations from the PPRC are impor-
tant in a broad scope of public policy more than simply rebasing
the way physicians are paid. That is a very important element, but
there are other elements with which we are concerned and with
which I believe the committee is concerned, that are also affected
by those recommendations.

You have heard testimony thus far about some of the methodolo-
gic issues and some of the other policy issues within the PPRC. I
will not try to go into detail with our position on each of those
again because those are in the statement that we have already sub-
mitted to you. One thing that we do feel very strongly about was
touched on by Senator Hatch at the opening of the hearing, and
that is the opportunity through the response to the PPRC recom-
mendations to treat more fairly physicians who choose to practice
and deliver services in rural areas. We believe that the proper
public policy base is to pay equal fee for equal service where that
service is delivered.

Senator ROCKEFELLER. You mean regardless of what kind of med-
icine that doctor is practicing? It's the ruralness--

Dr. GRAHAM. The way our fees are based should be on services
delivered, not the specialty of the doctor, not the geographic area.
That is what we think, under a PPRC recommendation fee sched-
ule, should be the basis of reimbursement. We are aware that there
is conflicting data as to whether or not there are cost of practice
differentials in rural and urban areas. We believe that the data
suggests that there may well be some higher cost for physicians
choosing to practice in rural areas which have not been taken into
account by some other studies. Indeed, we understand that Dr. Lee
has commented this week that the PPRC is willing to relook at
some of their computations in this area.

Senator ROCKEFELLER. Could you give your view on that matter
and enumerate some examples?

Dr. GRAHAM. Specifically, Mr. Chairman, there is perhaps an as-
sumption that if you practice in an urban area, it is more expen-
sive because everything is more expensive in urban areas-your
rent is more expensive, your groceries are more expensive, your
mortgage is more expensive. Those things may well be on an item-
by-item basis be more expensive. But what people forget is, if you
practice in a rural area and you use three different hospitals and
those hospitals are 40 miles apart from one another, it is different
than practicing in an urban area and using three hospitals and
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they're 5 miles apart. There is extra mileage, there is extra fuel,
there is extra wear and tear, overhead.

If you practice in an rural area and you want to recruit a par-
ticular type of individual and there is only one such individual in
the county or in the three-county area, that is different than
having a pool of five such individuals in an urban area where there
may be some market competition which sets the price of their com-
pensation. If you practice in a rural area, you may feel that there
are certain types of equipment that you want to have in your
family physician or general internist or general pediatrician's
office that if you were practicing in an urban area, you would not
put that capital expense in because there is another one right
around the corner or right down the street or in the hospital next
door. You are not going to spend that extra capital.

If you practice in a rural area and you are 35 minutes away from
the next source of more complicated care, you may not feel that
you have any choice but to say that equipment.

So those are some examples of why we feel that looking very
carefully at alleged cost variations in rural and urban differentials
are central to our argument that the way you ought to start off on
a new fee base system is equal pay for equal service.

Dr. GRAHAM. Since that colloquy has run us a little past time, I
will summarize.

We believe the most important message that we can leave with
the committee is that the PPRC study is well done, Dr. Tsaio's
work is well done. It is controversial; it is complicated. Nobody wel-
comes change. However, in this case, we believe the change is in
the broadest interest of the beneficiaries and the physicians who
participate in the Medicare program. We would urge the commit-
tee serious consideration of the recommendations and expeditious
action.

Senator ROCKEFELLER. Thank you, Dr. Graham.
[The prepared statement of Dr. Graham appears in the appen-

dix.]
Senator ROCKEFELLER. Dr. Maynard.

STATEMENT OF EDWIN P. MAYNARD, M.D., FACP, PRESIDENT,
AMERICAN COLLEGE OF PHYSICIANS, BOSTON, MA, ACCOMPA-
NIED BY DEBORAH PROUT, DIRECTOR OF WASHINGTON
OFFICE
Dr. MAYNARD. Thank you, Mr. Chairman.
The American College of Physicians appreciates this opportunity

to present its views and the views of physicians in internal medi-
cine and the subspecialties on the RBRVS. I am Dr. Edwin May-
nard, president of the college, and an internist in practice at the
Massachusetts General Hospital. With me today is Ms. Deborah
Prout, the director of public policy at our Washington office.

The research conducted at Harvard and the work of the PPRC
provide the opportunity and the means for Congress to replace the
current Medicare payment rules with the system based on the rela-
tive value of physician's work. For the first time, we have an objec-
tive measure of the resource costs of medical services. After inten-
sive scrutiny, no one has found major flaws in the core of the Har-
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vard work for the development of an objectively measured scale of
relative values.

With the Harvard and PPRC results there no longer can be any
doubt that Medicare payments under the CPR rules have been
based on factors other than the work involved and that rules favor
high technology medicine over evaluation and management serv-
ices. Payment reform is necessary to develop a rational, equitable
system that corrects the failures of CPR. We urge you to enact leg-
islation this year to incorporate the RBRVS into a Medicare fee
schedule.

We have heard it said that the RBRVS is simply a means of re-
distributing Medicare revenues amongst different types of physi-
cians, so why should Congress be interested in carving up the same
pie in a different way? We think you should reject this line of argu-
ment.

Perhaps the most important message I can leave with you today
is that the RBRVS has profound implications for patient care. It
may also have important implications for the size of that pie. The
RBRVS eliminates incentives which lead to medical decisions influ-
enced by factors other than the necessity and appropriateness of
the service. This is the right environment for providing optimal
care for patients. It may also help relieve the upward pressure on
the volume of services, particularly the procedural services. Time
with patients, prudent management, appropriate services, simpli-
fied payments and access to primary care-for all these reasons, we
believe that the RBRVS is good for patients and much more than
simply a shifting around of Medicare dollars.

I would like to highlight three of our specific recommendations.
First, the issue of geographic differentials. Without making the as-
sumption that all rural costs are lower than urban costs, because
rural physicians may have some unique expenses, we believe a fee
schedule must carefully take into account real differences in the
practice costs of physicians. Careful identification of regional cost
differentials can help to ensure Dr. Hsiao's "level playing field."

Second, the issue of assignment. For reasons explained in our tes-
timony, the College opposes across-the-board mandatory assign-
ment. However, we believe that low income Medicare patients
should be protected from balance bills. As part of a reformed pay-
ment system, we support a Federal assignment policy that is tied
to income. While we do not have a specific recommendation on the
income level which should be protected, a cutoff in the range of
twice the poverty level would provide the protection of assignment
for 35 percent of the Medicare population, a threshold of three
times the poverty level would protect 54 percent of the elderly.

Additional protection for all beneficiaries could be provided as
the PPRC suggests through a highly simplified maximum charge.

Finally, some comments on the proposed expenditure target. It is
useful to recall the incentive of the DRG payments to hospitals.
Beat this fixed price per case and you pocket the difference; exceed
the fixed price and you eat the costs. The incentive works within a
single hospital. The challenge is clear. The rewards and punish-
ments are real and immediate and the tools within the control of
the hospital administrator.
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In stark contrast, the actions of an individual physician can have
no visible impact on the achievement of the expenditure target.
Any positive actions one individual takes may be negated by those
of another person. The reward or punishment is vague and uncer-
tain. The notion of meeting some arbitrary targets says nothing
about ensuring the appropriate level of care. The cap may be set
too high and allowed a large amount of inappropriate care that
might be eliminated through other mechanisms or the target may
be too low and jeopardize the provision of medical care for patients
who need it. The target cannot assure that services are provided
appropriately and it avoids the central questions of how much and
what kinds of care this society should provide.

We have suggested as an alternative the use of practice guide-
lines. We believe the potential goes beyond the educational role dis-
cussed by the PPRC to a role in controlling the inappropriate utili-
zation of services that would have more immediate impact on Med-
icare spending than the proposed expenditure target.

Evidence from at least two studies-one at a Boston hospital and
another at UCLA-has shown that vigorous application of guide-
lines can produce substantial savings with no detriment to patient
care. We suggest that the proper role for government is to use phy-
sician-developed guidelines and payment determinations. We be-
lieve there is enough agreement in certain clinical areas to develop
guidelines for practice that are backed by strong utilization review
and payment denial where appropriate.

In contrast to the expenditure target, this is real to the physi-
cian. It is controllable. If the physician performs an inappropriate
service, he or she does not get paid.

We thank you, Mr. Chairman. We look forward to working with
you to enact a rational and equitable Medicare reform using an
.RBRVS based fee schedule.

Senator ROCKEFELLER. Thank you very much, Dr. Maynard.
[The prepared statement of Dr. Maynard appears in the appen-

dix.]
Senator ROCKEFELLER. Dr. Graham, could you please elaborate

about the current measures of practice costs? And do you have any
information on how the PPRC's geographic multiplier would affect
rural physicians?

Dr. GRAHAM. I think we have touched on some of that in our ear-
lier conversation. In our view, the measures of practice cost are
still very crude and I do not try to suggest to you that we have the
right methodology and everyone else in wrong. But it does appear
to us that they are based heavily by relative economic indexes
which take into account a broad variety of costs of goods and serv-
ices in rural and urban areas and are not specifically focused on
the costs of goods and services attendant to the practice of medi-
cine.

So as a general point of critique, I would say that is why we be-
lieve there may be a disparity between what we think are equiva-
lent costs of practice in rural areas to urban areas, at least in the
area of our expertise, which is office-based primary care medicine,
family physician practices.

The PPRC suggestion that there should be some continuing dif-
ferential appears to us to be based largely on data which uses those
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other macro economic indicators, if you will, that are assessing
more than the practice costs of physician practices.

Senator ROCKEFELLER. The AARP has expressed serious concerns
that imposing an income test on a balance billing policy would ef-
fectively means test the benefit. Do you share this concern?

Dr. GRAHAM. I certainly understand their concern and I think
that in that area we are probably in policy disagreement with
them. As I understand the AARP's position, means testing of any
benefits at any time is unacceptable. Our belief is, again, similar to
something I think you said earlier in your opening comments. This
is a nation which has been built upon the principal of progressive
taxation. We believe that it is reasonable to give some protection of
extra charges to beneficiaries, but that above that some type of
means testing may be perfectly appropriate.

Senator ROCKEFELLER. I understand your concern that rural phy-
sicians be paid fairly and I share that. I would agree that we have
to take a careful look at the special practice costs that are involved
in treating a rural population. On the other hand, if we do not use
a geographic multiplier, what will doctors in New York or Los An-
geles say about the special practice costs they face?

Dr. GRAHAM. I think it is appropriate to split out those two
issues and I would suggest to you that they are not often split out
in this discussion, or this type of discussion-that is, the various of
rural versus urban practice costsin West Virginia versus Connecti-
cut versus Montana. As a separate issue then regional practice
costs-Connecticut compared to Montana compared to Florida-I
am far more comfortable about the lack of difference in rural
urban practice costs within a given geographic area based upon the
data that I have seen, than I am stating categorically that there
are no practice cost differentials-Connecticut to Wyoming to Flor-
ida.

I think, however, that that is also reflective that the geographic
variation data is very skimpy. Were it ever to be adequately dem-
onstrated that there are real cost differentials, region by region,
then I think based upon the philosophy that we are supporting
with the RVS, which is that it is a resource-based relative value
schedule, that we would acknowledge that different resource costs
should be reflected in the payment to physician.

I do not believe that that has been demonstrated to date. Which
brings me back to the original point that when you start the fee
schedule, I think it ought to be equal fee for equal service. If when
the data is compelling that there are different costs and different
resources, then you make the change.

Senator ROCKEFELLER. Dr. Maynard, would you care to comment
on the testimony of the American Society of Intern a-fMedicine that
limits on balance billing would encourage "mediocrity" among phy-
sicians?

Dr. MAYNARD. I do not think the American College of Physicians
would share this policy conclusion. We do not favor a mandatory
assignment policy for a number of reasons. We do believe that pro-
tection should be offered to the lower end of the population-the
elderly, poor. And we have not come up with, as I said, a specific
recommendation as to the level at which such mandatory assign-
ment should be mandated.
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I would say that coming from a State in which mandatory Medi-
care assignment is indeed the law and tied to licensure that there
are some major problems with this. On the one hand, at the upper
end of the extreme, it seems inappropria that extremely wealthy
elderly patients, who are embarrassed by the fact that the pay-
ments that their physicians receive from Medicare may not cover
their office costs, should be prohibited from paying more. But more
importantly, at the other end, for our students graduating from
medical school, unquestionably they are choosing the better remu-
nerated specialties simply because it is very difficult for them to
practice in Massachusetts as they come out burdened with debt.
This is a very discriminatory system at the present.

Now, one can argue that if through an RBRVS system one
achieves the perfect form of reimbursement so that physicians are
indeed appropriately paid for their services that one could in turn
insist upon a wider level of mandatory assignment. I think that the
College and many other people in the profession do not have total
confidence that Congress, or whoever would institute such a law,
would have ongoing vision for what is totally appropriate services
and reimbursement.

Senator ROCKEFELLER. Under our current budget process, the
Congressional Budget Office sets the base line based on projected
increases in number of beneficiaries, also the volume of services
and physician fees. Over the past few years, Congress and the ad-
ministration have been forced to achieve targeted budget savings
by reducing physician allowed charges.

How different is this from the concept of an expenditure target;
and, in fact, is it preferable to allow physicians the autonomy to
examine their own practice patterns rather than continue what we
have been forced to do here year after year?

Dr. MAYNARD. Well, I think I would again return to the view
that I expressed in my earlier testimony. Namely, that as opposed
to an expenditure target or group of expenditure targets, regional
or otherwise, we place much greater confidence on the appropriate
implementation of practice guidelines that are developed by the
medical community.

These have really been shown to work in small numbers of in-
stances to date. I alluded to the studies that the Beth Israel Hospi-
tal and one at UCLA and I would again point to one of the Rand
Corp. studies recently which defined the appropriateness of an ex-
pensive procedure, carodoendarterectomy. When this study was
published, it had dramatic impact on the behavior of physicians
and has already marketedly reduced the expenditures among Medi-
care recipients for this very expensive procedure.

This is the type of practice--
Senator ROCKEFELLER. Can you elaborate on that to me? Help me

to understand that.
Dr. MAYNARD. Well, on that particular study or this general

type--
Senator ROCKEFELLER. What you just described.
Dr. MAYNARD. What I described was, to get into more technical

medical terms, if one found a narrowed corroded artery in a pa-
tient and felt that they might be at risk for stroke, many neurolo-
gists and surgeons-vascular surgeons-in this country recom-
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mended proceeding with an endarterectomy procedure to clean out
that artery to help prevent a stroke at a later date.

Careful studies showed that this was not necessary, not appropri-
ate, that one could follow these patients and that if indeed they did
have such warning symptoms then move with the procedure. But
that to do so on a prophylactic basis was not effective. And we have
thereby eliminated a large number of inappropriate and expensive
medical procedures. This is done over and over again in the medi-
cal experience and we can point to similar situations.

The Boston Hospital experience was looking at respiratory ther-
apy and we eliminated a large number of procedures in respiratory
care as a part of that study. This is a good way to go to save
money.

Senator ROCKEFELLER. You have advocated closer utilization
review and higher rates of claims denials for inappropriate care. I
understand the logic in that. But doctors, I think, hate to have car-
riers and PRO's looking over their shoulders and questioning their
judgment. It is the biggest complaint that we hear here. Also, it is
complex administratively.

Are you sure that you want us to follow that policy and is there
another way to control unnecessary volume growths?

Dr. MAYNARD. Well, this is as you say, a very complex issue. But
I think that in the real world the medical profession recognizes
that the payers are going to be concerned that the services for
which they pay are indeed appropriate and that some form of mon-
itoring is indeed appropriate.

What we believe is that the PRO's or other groups of payers can
very appropriately look at broad patterns of utilization of proce-
dures and to try and control inappropriate procedures when they
are used in large numbers. Then it gets down to the issue of an
individual provider, an individual physician, and then one has to
look much more carefully. But, yes, be prepared to identify and im-
plement payment denial for clearly inappropriate procedures.

Senator ROCKEFELLER. Thank you, Dr. Maynard.
Dr. Franaszek, I appreciate the suggest that under RBRVS fee

schedule balance billing should be prohibited for services such as
emergency services where the patient has no choice of physician.
As you indicated the physician has no choice of patient.

Do you see this applying to all emergency room services or only
to those that are really emergencies?

Dr. FRANASZEK. I think to all bona fide emergency services.
Senator ROCKEFELLER. I didn't hear.
Dr. FRANASZEK. To all bona fide emergency services.
Senator ROCKEFELLER. To all?
Dr. FRANASZEK. Yes.
Senator ROCKEFELLER. There has been discussion of separate ex-

penditure targets for surgical services. Do you think that there
should be separate expenditure targets for all physician services
that are provided in hospitals?

Dr. FRANASZEK. I cannot answer this question because it is out of
my area of practice. I think emergency medicine constitutes a
somewhat different area of practice. It does not make it possible for
me to comment on this.

Senator ROCKEFELLER. Dr. Maynard?
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Dr. MAYNARD. We do not favor the idea of different expenditure
targets for surgeons or any other group. I would have to say that if
the Congress decides to implement an expenditure target, it should
be a global target for the country and that some specific, fair im-
plementation methodology-whether it be through the determina-
tion of a conversion factor -would be the appropriate way of con-
trolling costs.

Senator Rockm'R. All right. I thank all of you. It has been, I
think, a useful series of testimonies and I think that we have-both
the AARP and the physicians acknowledge that there are some
very thorny problems that we face. There are clear differences of
view. We have an enormous task ahead of us and a reasonable
amount of time to try and settle on a solution.

I thank you for your presence and this hearing is adjourned.
[Whereupon, the hearing was adjourned at 4:40 p.m.]
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ALPHABETICAL LISTING AND MATRMAL SUBMrrKD

PREPARED STATEMENT OF SENATOR MAX BAUCUS (MARCH 17, 1989)
Thank you, Mr. Chairman.
I commend the Chairman for choosing "Physician Payment" as the topic of this

hearing. For the past 6 years much of our deliberation has centered on the effect of
prospective payment on hospital payments. I, and others, have focused attention
particularly on the worsening plight of isolated rural hospitals

Although our discussions on the Finance Committee during the 19F' -, ght have
been called the "Decade of the Hospital", I believe the 1990s will i ailed the
"Decade of the Physician."

I am concerned ti:qt the Federal government, as the country's largest health care
insurer, has not provided the right incentives for physicians.

A recent example is a series of punitive regulations on "sub-standard care" that
have the potential to break down the established peer review system. increase medi-
cal liability claims, or increase the costs generated by "defensive medicine."

These regulations raise a wall between providers and the government. A wall that
will not improve the quality of patient care.

We need more dialogue not more walls.
And what has our current physician payment system led to?
For some health care consumers, these distorted incentives have contributed to

the best health care that 11.2% of the Gross National Product can buy. Others, how-
ever, have been left out of this economic equation and have limited or no access to
health care.

Despite a "physician glut," with calls to cut back on the class size of medical
schools, there are rural areas of this country that cannot get a doctor to set up a
primary care ractice.

Wh is that?
We 1, any of these smart young graduates, with thousands of dollars of school

loans pending, can read the message between the lines of our current approach to
physician payment, and that message is not that we value primary care services in
underserved areas.

What exactly is that message?
We're telling them:
* Don't go into primary care. Go into a specialty that does procedures that we

reimburse much better.
* Don't go into an underserved rural area where you're needed. Go into an "over-

doctored" urban or suburban area where Medicare will pay you 30% more for the
same service.

* Don't practice obstetrics or see young children. Medicaid fees won't cover your
malpractice premiums. It's only the next generation.

Mr. Chairman, we need to change the message. Much needs to be done. I look
forward to working with you on such bills as the Rural Health Manpower Assist-
ance Act, that we introduced on February 7th, that gives an additional 5% bonus
for doctors providing primary care services in isolated rural areas.

Today, I hope to hear about real progress towards more fundamental changes in
the messages we are sending our young health care professionals.

Let's get moving on a fair resource based relative value scale. Let's get moving on
fair geographic multipliers. Let's attract some doctors to the areas of our country
where they're needed.

Thank you.
(75)
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PREPARED STATEMENT O SENATOR MAX BAUCUS (APRIL 20, 1989)
Mr. Chairman, I want to thank you for the speed with which you have scheduled

hearings on Medicare physician payment reform. This is an issue that demands our
most diligent efforts.

The current "customary and prevailing" methodology has led to unreasonable
and inequitable payment for many physician services. Instituting a fee schedule
based on resources will provide an important signal to the young men and women
entering the medical field. It will tell those young doctors that this country values
primary care.

But the fee schedule also addresses the extraordinary variation in payment that is
bazed on where a doctor is practicing. Why should a doctor in Montana be paid 40%
less for the identical service provided in New York. Why should Medicare pay more
for a service in a city that already has a glut of doctors. Let's reintroduce some
basic fairness to this system, and tell doctors that they can earn a decent living by
practicing in a rural area where they are really needed.

But payment reform carries some risks.
We will need to look at the out of pocket costs by seniors, and make sure that the

plan reduces those costs while maintaining adequate access. I would also like to see
some recognition of the real problems that medical liability is currently presenting
to the health care system, and the escalating costs being generated by "defensive"
medicine.

I look forward to hearing today's witnesses discuss these, and other, important
issues raised by physician payment reform.

PREPARED STATEMENT OF SENATOR LLOYD BENTSEN

Mr. Chairman (Senator Rockefeller), I want to thank you for holding this hearing
today to give us the opportunity to hear the recommendations of the Physician Pay-
ment Review Commission. The Commission's recommendations will be extremely
important to the Congress as we begin a long overdue reform of the way in which
physicians are paid under the Medicare program. We are also fortunate to have
with us today Dr. Bill Hsiao, the principal researcher on the Harvard relative value
study.

The current method of payment for physician services under Medicare has
become extremely confusing, has created some distortions that may favor certain
types of services over others, and has led to many geographic variations in payment
amount that appear not to be related to any legitimate differences in the cost of
providing services.

In the Consolidated Omnibus Budget Reconciliation Act of 1985, Congress created
the Physician Payment Review Commissior. and included a provision from a bill
that I cosponsored with Senators Dole and Durenberger which mandated that the
Secretary of Health and Human Services carry out a study of the use of a relative
value scale for physician reimbursement. Dr. Hsiao and his colleagues have complet-
ed the first phase of that study, and the Commission has analyzed the results of the
study and has refined the relative value scale. The Commission has held extensive
hearings at which all the various medical organizations and beneficiary groups have
commented on the Harvard study, and we look forward to hearing its recommenda-
tions. We are also very interested in the other recommendations of the Commission,
since physician payments under Medicare have been growing at a 15 percent annual
rate, with serious budget implications for the Fedpral Government and increased
out of pocket costs for beneficiaries.

We still have much work to do to reform the physician payment system, but today
marks an important milestone on the way to that reform. I look forward to hearing
the witnesses, and to continuing to work with the Commission on this important
issue.

PREPARED STATEMENT OF JOSEPH F. BoYLE

My name is Joseph F. Boyle, MD, Executive Vice President of the American Soci-
ety of Internal Medicine (ASIM). I appreciate the opportunity to express the views
of internists and internists-subspecialists nationwide on reform of the Medicare
system of payment for physician services, with particular attention to the proposals
just released by the Physician Payment Review Commission (PPRC).
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ELEMK"s OF COMPREHENSIVE REFORM

ASIM believes that an effective, comprehensive, and long-term approach for pay-
ment reform should consist of the following elements:

1. Implementation of a fee schedule based on the Harvard resource based relative
value scale (RBRVS), as called for by the Physician Payment Review Commission.

The PPRC has called on Congress to enact legislation this year to mandate a Med-
icare fee schedule based on the RBRVS being completed by Harvard University,
with partial implementation taking place within six months of enactment, and full
implementation over two years. Geographic differentials in payment would be limit-
ed to differences in the costs of providing services. The RBRVS would for the first
time link Medicare payments with the work or resources (time, mental and physical
effort, judgment, and overhead) required to provide physician services.

ASIM is particularly pleased that the PPRC, following an extensive review of the
methodology and raw data collected in the Harvard study, consultation with outside
experts, and testimony by numerous physician organizations, has concluded that the
basic methodology of the Harvard RBRVS is sound. Further, ASIM agrees with she
Commission that the estimates of physician time and effort developed by Harvard
should be used as the initial basis for that component of the RBRVS in a new Medi-
care fee schedule. Although the PPRC has identified areas where It and Harvard
are undertaking further refinements, it is extremely significant that the Commis-
sion has rejected the views of those who argue that the RBRVS is inherently
"flawed", or that sufficient refinements cannot be made within the next several
months in order to permit implementation as early as April, 1990.

It is also important to recognize that the Harvard RBRVS, and the recommenda-
tions of the Commission, reflect Congress' own interest in establishing a more ra-
tional basis for determining physician payments that based on the resource costs of
providing those services. Both the Omnibus Budget Reconciliation Acts of 1985 and
1986, which mandated the development of an RVS based on resource costs, ex-
pressed this desire. Congress should now move forward and enact legislation, as rec-
ommended by the PPRC, to mandate that implementation of a fee schedule based on
the RBRVS beginning in April 1990, with full implementation taking place within
two years. The initial dollar conversion factor should be established at a budget neu-
tral level, as recommended by the PPR.C.

The Commission is also recommending that the Medicare fee schedule determine
payments to all physicians, including those already paid under separate fee sched-
ules. ASIM strongly supports this recommendation, and urges Congress to mandate
that existing separate fee schedules for radiology and anesthesiology be incorporat-
ed into the new RBRVS fee schedule.

ASIM similarly believes that it would be inconsistent with the PPRC's recommen-
dation for Congress to require establishment of additional separate fee schedules for
subsets of physician services, such as surgical procedures. As this committee is
aware, the American College of Surgeons (ACS) has proposed a separate fee sched-
ule for surgery only. Under this proposal, the surgical fee schedule would be estab-
lished at a budget neutral level. This proposal ignores one of the major advantages
of establishing a uniform fee schedule based on the Harvard RBRVS: the ability to
make comparisons on the relative work of physicians both between and within spe-
cialties. Without being able to make such comparisons, it is impossible to correct
distortions in the existing pricing system that now favor technological procedures
over evaluation and management services. Simply reallocating resources within sur-
gery by partial use of resource costs would in no way correct the disparity in reim-
bursement between physicians' evaluation' ard management (or cognitive) services
and technological procedures.

Moreover, a budget neutral target for surgical services would preclude any in-
crease for evaluation and management services, thus eliminating the advantages
that would accrue to the medical care system from improved reimbursement for
those historically undervalued services. Separate fee schedules are also far more
confusing and complex to administer than a uniform, inclusive RBRVS fee schedule
that applies the same rules of payment to all services by all physicians, regardless
of specialty. we believe that %hatever Congress decides should be done with the phy-
sician payment system, all physicians, in all specialties, should be wiling to play by
the same rules.

ASIM also strongly supports the Commissions proposal to limit variations in pay-
ment levels by region only to actual differences in the cost of providing services
(overhead). As discussed later, this will significantly improve access to physician
services in underserved rural communities.
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2. Establishment of a "safety net" to protect low-income beneficiaries from out-of-
pocket expenses that they cannot afford.

As part of comprehensive reform of physician payment, ASIM supports appropri-
ate limits limits on balance billing to low-income beneficiaries. The PPRC's proposal
to require acceptance of assignment for all individuals whose Medicare cost sharing
must, by law, be paid by their respective states (i.e., all those whose incomes are
below the U.S. poverty level) is consistent with this principle.

ASIM strongly believes, however, that it is inappropriate and unnecessary to es-
tablish an overall limit on charges to all beneficiaries at some percentile level above
the payment levels established by the fee schedule, as the Commission has recom-
mended. Such a requirement, in ASIM's view, is a prescription for mediocrity. It is
well recognized that in every field-including engineering, law, architecture and ac-
counting-there are some ind&,iduals that have more experience, greater expertise,
and offer. a better service than tiho, norm for their field. Those individuals typically
and appropriately charge more for their services than the average. This is as true in
medicine as it is in any other field of endeavor. Patients should have the right to
select physicians who bring greater si-ll to treating their individual problems, and
who therefore have an appropriately higher charge. Limiting all physician fees to
some predetermined percentile above the RBRVS fee schedule would preclude that
choice. Any fee schedule, even one ba4ed on resource costs, by ite nature represents
a standard or average; balance billing is the only way to recognize differences in the
skill and training of individual physicians, and in the needs and desires of individ-
ual patients.

3. Expansion of policies designed to develop the scientific knowledge-and the
means-to assure that only effective services are reimbursed by the Medicare pro-
gram.

ASIM has previously provided Congress with a paper titled "Controlling the
Volume of Ineffective Medical Services: A Plan of Action" that included 14 specific
recommendations on the volume issue. The recommendations include increasing
medical review of services provided in organized outpatient settings; substantially
increasing the resources devoted toward developing practice guidelines, particularly
for high volume procedures; studying ways to bundle certain physician services; in-
creasing data collection and analysis; and instituting measures to improve the effec-
tiveness of medical review. ASIM strongly supports the PPRC's proposals for a sig-
nificant expansion of funding for effectiveness research and the development of
practice guidelines.

We urge Congress, however, to proceed cautiously before mandating measures
that could diminish access and quality of care, such as the PPRC's recommend,,ition
for national expenditure targets. Unlike the Commission's recommendation on tie
RBRVS fee schedule, which reflects over ten years of debate and evaluation, and tux
and one-half )ears of intensive work on the part of the PPRC, the expenditure target
prrpsal has not undergone c-itical scrutiny. This concept has not been the primary
focus of the Commission's hearings and work over the past several years. Co,, ze-
quently, the Commission has not had the benefit of the same type and degree of
expert advice, public comment, and research that were reflected in its recommenda-
tion on the RBRVS fee schedule. This is unfortunate, particularly given the fact
that the expenditure target approach could have even greater ramifications for the
quality and accessibility of medical care in this country than a fee schedule.

The purpose of the expenditure target approach is to limit services provided to
.fed,care beneficiaries. As such, it must be recognized as a form of rationing. Accord-
ing to the dictionary, "ration" means to restrict to limited amounts. The Commis-
sion acknowledged in its March 1988 report to Congress that "the intent of expendi-
ture targets is to make explicit to physicians the limits of the resources society has
decided to make available for health care..."

Presumably, the Commission intends for only "unnecessary" or "ineffective" serv-
ices to be eliminated. Given tee lack of data and consensus on the effectiveness of
different medical services and procedures-and the inherent contradiction in at-
tempting to set a limit on overall expenditures without any public consensus of how
much should be spent on medical care-it takes a large and unjustified leap of faith
to presume that only "waste" will be cut from the system.

Put into individual terms, expenditure targets can only work if individual doctors
decline to provide certain services to their patients that they otherwise would have
provided. Without a scientific basis for making such a determination, however, it is
just as likely that "effective" as "ineffective" services will be denied, particularly in
grey areas where there is no clear consensus on what is the best way of treating a
particular problem. Consequently, it is the patient, not the physician, that is at risk
under the expenditure target concept. This distorts the physician's traditional role
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as advocate of his or her patient, by placing the physician in the poition of limiting
services to patients in order to meet predetermidw. targets estab ished by the feder-
al government.

It is also unclear how the medical profession can collectively control utilization
across the country in order to meet the expenditure target. An individual physician
who practices a conservative style of medicine would still be financially penalized if
overall expenditures exceed the expenditure target limit. Similarly, lower cost re-
gions of the country will be at risk for higher utilization of other parts of the
nation. Physicians in one specialty will similarly be at risk if physicians in other
specialties increase their volume of services. Consequently, expenditure targets
place individual physicians at risk for behavior by their colleagues that is outside
their own control. Moreover, there is no organized system of utilization review now
in place nationwide that would enable the profession to collectively control the
volume of services.

A strategy designed to obtain the knowledge-and the means-for reviewing and
evaluating the effectiveness of different ways of treating patients offers far more po-
tential than expenditure targets for appropriately controlling the volume of ineffec-
tive medical services, without compromising patient care. ASIM commends Senator
Mitchell for introducing the Patient Outcomes Research Bill, which will greatly
expand federal support for activities to develop and disseminate such guidelines.
Such an approach should be given a chance to work before Congress concludes ex-
penditure targets are necessary or desirable.

4. Enactment of interim measures for FY 1990 that are consistent with long-term
reform based on RBRVS.

ASIM recognizes that Congress has an immediate interest in moderating Part B
expenditures as part of FY 1990 deficit reduction. Consequently, we would support
appropriate measures to reduce spending, provided that they are fair, reasonable,
and not in conflict with the objectives of long-term reform. Capping prevailing
charges for radiological, anesthesia, and surgical (RAS) services, after adjustment
for cost of practice, at some percentile above the national mean (e.g. 120th percent-
ile), and increasing the existing floor (now set at the 50th percentile of the national
mean) for primary care services, could achieve FY 1990 savings in a way that is con-
sistent with long-term reform based on the RBRVS. All other primary care services
should receive the full MEI increase. Such an approach is far more fair than the
across-the-board cuts in RAS services proposed in the President's budget, since it
would reduce payment for RAS services only in those areas that are now reim-
bursed well in excess of what can be explained or justified simply on the basis of
higher practice costs. It would lower payments for those services that are most
likely to be indentified as being overvalued under and RBRVS fee schedule with ge-
ographic multipliers limited to overhead, and increase payment for those services
most likely to be identified as undervalued.

ASIM cautions Congress, however, to consider the magnitude of cuts that have
already taken place in Medicare Part B before deciding on the extent of further
cuts. In addition, ASIM strongly believes that no portion of Medicare should be con-
sidered to be off-limits, and that Congress should consider appropriate increases in
revenue-such as an increase in so-alled "sin" taxes-in its efforts to achieve deficit
reduction.

IMPACT ON ACCESS, QUALITY, OUT-OF-POCKET EXPENSES, COSTS, AND VOLUME

ASIM believes that this comprehensive approach to payment reform will have a
favorable impact on several objectives that Congress, the medical profession, the
Physician Payment Review Commission, and others agree should be driving long-
term reform.
Improving Access and Quality.

By substantially improving payments for undervalued primary care services, par-
ticularly in rural communities, payment reform with an RBRVS fee schedule at its
core will correct distortions that now act as a barrier to provision of these services in
underserved areas. Physicians no longer will be penalized for entering primary care
specialties or locating in underserved rural areas. The interim measures proposed
above (capping prevailing charges for RAS services and raising the floor on pay-
ments for primary care) will also help move the system in the appropriate direction.

An RBRVS fee schedule, by neutralizing incentives that favor one type of care
over another, will also enhance quality. For the first time, physicians will not be
biased by higher payments for the work involved for some serves compared to others
in making decisions on how to best treat their patient& Since the amount of time a
physician spends with patients correlates closely with quality of care and patient
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satisfaction, the RBRVS-by no longer penalizing physicians for timeconsuming cog-
nitive services-will also enhance the overall quality of physician-patient encoun-
ters. As practice guidelines enable physicians to identify procedures that can be
avoided without compromising patient care, physicians will be able to spend the
time needed to explain to patients why certain tests and procedures are not needed
to treat or diagnose their particular problem.
Protecting Beneficiaries from Excessive Out-of-Pocket Expenses

Establishing limits on balance billing to low-income beneficiaries will protect those
who cannot afford to pay more than the Medicare-approved amount under a fee
schedule, while maintaining the basic right of beneficiaries to choose and contract
with any physician of their choice, in :luding physicians with special expertise who
may charge relatively higher fees. RBRVS-based reform will also improve overalL
acceptance of assignment, particularly for undervalued evaluation and management
services.

Patients'financial contributions to surgical care will also be substantially reduced.
According to the PPRC's simulations, it would take 181 intermediate office visits at
the slightly higher co-insurance level under the RBRVS (a $1.41 increase) to cancel
out the savings that a patient who undergoes bypass surgery would receive through
reduced co-insurance for just that one procedure (a decrease in co-insurance of $256).
The majority of beneficiaries with Medigap insurance would also be protected from
increases in co-insurance for any services.
Making Expenditures More Moderate and Predictable

Although implementing the RBRVS fee schedule in a budget neutral manner-as
recommended by PPRC-wiII not by itself reduce expenditures, the impact on the
budget of future increases in payment rates will be far more predictable than under
the existing "customary, prevailing and reasonable" charge system. By tying future
increases in the conversion factor to a reasonable measure of inflation, Congress can
assure that price increases do not exceed that which is necessary to maintain the
same level of service to beneficiaries. In addition, by neutralizing incentives that
may encourage excessive reliance on certain technological services, overall costs can
be expected to moderate in the long run. As long as invasive procedures are paid
more for the work involved than other services, there will be an inherent bias toward
doing more technological procedures--a bias that conflictE with any strategy designed
to get increases in volume under control. Development of practice guidelines can also
achieve future cost-savings, particularly if developed first for those services that
have experienced the greatest increases in volume, such as, diagnostic and surgical
procedures. Based on a CBO analysis of a variation of the proposal for capping pre-
vailing charges for RAS services, that recommendation would appear to offer the
potential of substantial FY 1990 savings in a way that is consistent with RBRVS
based reform.
Summary and Conclusions

In conclusion, ASIM strongly urges Congress to establish policies this year that
would (1) mandate implementation of a RBRVS fee schedule beginning in 1990; (2)
protect low income beneficiaries from charges that they cannot afford (3) provide a
scientific basis for controlling the volume of ineffective services and (4) reduce FY
1990 expend tures in a way that is consistent with long term reform based on the
RBRVS. AFIM stands ready to assist the committee in bringing about reform based
on these elements.
Enclosure.

QuEsrIONs SUBMITTED BY SENATOR PACKWOOD

. Why do you oppose a separate fee schedule for surgery, as proposed by the
American College of Surgeons? What, if any, effects on internists do you believe it
would have?

2. The American Association of Retired Persons endorses the PPRC recommenda-
tion to have physicians bill Medicare directly. I am concerned about the potentially
significant increases in Part B expenditures which could result from the additional
claims which are currently not filed by beneficiaries. Could you give me your views
on how physicians will respond to this proposal? Would their response differ de-
pending on whether physicians could bill patients for the filing costs?

3. We are faced with saving $2.7 billion from Medicare this year and perhaps even
more in future years. The RBRVS absent volume controls such as expenditure tar-
gets would probably, at best, postpone any real savings for at least 3 and maybe
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many more years. Since we have a proposal in hand that offers some ways to save
money now, why should we wait?

RESPONSEs TO QUEsTONS SUBMrTED BY SENATOR PACKWOOD

This is a response to your follow-up questons regarding our testimony at the April
20, 1989 hearing on physician payment reform. I regret the delay in responding to
your letter.

First, you asked us to elaborate on our reasons for opposing a separate fee sched-
ule for surgery, as proposed by the American College of Surgeons (ACS). The at-
tached analysis of the ACS proposal explains the reasons for our strong objections to
a separate fee schedule for surgery or any other subset of pl-vsician services. The
Physician Payment Review Commission (PPRC) shares our view: it specifically re-inted separate fee schedules in favor of a unified fee schedule based on a resource
asedrelative value scale (RBRVS), which would include all physician services. A

unified RBRVS fee schedule represents the only method that would allow for a com-
parison of the relative work involved in surgical and medical services based on the
same criteria, with relative values established on the same scale. Such comparison
would allow for improvements in reimbursement for evaluation and management
services that have been undervalued based on the work required, as well as appro-
priate reductions in payments for services that are overvalued based on the same
criteria. A separate fee schedule for surgery would preclude such a comparison.

Moreover, the American College of Surgeons proposes that the surgery fee sched-
ule be "budget neutral", meaning of course that overall expenditures for surgery
would not be any less under the proposed fee schedule than under the current
system. Consequently, although some individual surgical procedures might undergo
reductions in payment, the overall amount of dollars spent on surgical care would
not diminish. This would preclude any real increase in reimbursement for underval-
ued evaluation and management services provided by internists and other physi-
cians, since such increases will be financed in large part by a shift in dollars from
overpriced surgical services to evaluation and management services. The ACS pro-
posal therefore has a very significant-and clearly detrimental--effect on internists
and their patients. This could create severe access problems in those communities,
particularly rural areas, where internists currently are providing evaluation and
management services at a loss to Medicare patients.

You also asked for our views on the PPRC's recommendation to require physi-
cians to submit all Medicare claims directly to the program, even those being illed
on an unassigned basis. ASIM encourages members to file all claims on behalf of
their Medicare patients, independent of the decision to accept assignment on that
claim. For most physicians, this requirement would not create an undue hardship.
In fact, it is standard practice in most physicians' offices to assist all Medicare
tients in submitting claims to the program. It is possible that in some offices this
requirement could impose additional costs and administrative difficulties, if they
currently do not provide this service to their patients and do not have the staff re-
sources to do so. We believe that most physicians would accept this requirement
without billing patients for the filing costs if overall reimbursement from the Medi-
care program is fair and reasonable. As long as the program continues to grossly
undervalue services provided by internists, however, any additional administrative
costs created as a result of congressional or agency mandate can create a real eco-
nomic strain on internists' practices.

ASIM agrees that significant increases in Part B expenditures could result if addi-
tional claims are filed on behalf of beneficiaries that otherwise would not have been
filed. A study conducted for the PPRC by Peter McMenamin found that 11 percent
more beneficiaries filed claims (or had claims filed for them) in 1985 rather than
1983, which he attribute 20 percent of the total growth in outlays to these benefici-
aries. However, if this means that beneficiaries are receiving benefits and appropri-
ate care to which they are by law entitled, then ASIM believes that it is not unrea-
sonable for Medicare to assume these increased expenditures. It is essential, howev-
er, that such increases in outlays resulting from more claimants not be erroneously
attributed to physicians increasing the volume of services provided to Medicare pa-
tients. This is particularly important if Congress decides to mandate expenditure
targets, since targets could put physicians at risk for increases in outlays that are a
direct result of more claims being filed (in response to congressional mandate), not
of physicians performing more services.

Finally, you questioned why Congress should wait on enacting expenditure tar-
gets, since such targets presumably can achieve short-term savings, while the'RBRVS absent volume controls such as expenditure targets would probably, at
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best, postpone any real savings for at least three or maybe many more years." ASIM
recently provided you with a copy of our proposal for establishing an aggressive
policy on outcomes research and practice guidelines that would result in direct sav-
ings to the federal treasury within the same basic timeframe envisioned by advo-
cates of expenditure targets. A copy of ASIM's proposal is appended for your review
(Attachment B) (made part of the Committee files). By developing guidelines first
for high volume procedure' and those subject to payment reductions under the
RBRVS fee schedule, by requiring that those guidelirr he developed in tn expedi-
tious manner, by incorporating guidelines into co'.erage decisions (while maintain-
ing professional judgment to deviate for cause). by requiring PPRC to monitor and
report to Congress on he effectiveness of prar..ice guidelines on controlling volume,
and by studying the feasibility of creating a practice pattern assessment system,
Congress can be assured that this alternative will appropriately reduce the volume
of ineffective services, without the -isks inherent with expenditure targets. Our
strong objections to expenditure titrgets P-e summarized in the attached discussion
paper (attachment C) (made part of the Committee files).

PREPARED STATEMENT OF SENATOR JOHN H. CHAFEE (MARCH 17, 1989)
Mr. Chairman, I can not tell yoax how pleased I am that the Committee will today

hear the PPRC's recommendations for reform of physician payments under Part B
of Medicare. Unfortunately, I will not be able to stay long because of other commit-
tee obligations, but I will study the record very carefully.

In each of the past half dozen years, we have dealt with the issue of physician
payment in budget reconciliation. Physician payment is the single most contentious
issue in our negotiations with the House. As one of the "designated hitters" in this
area I must say that I have grown weary of trying to tweak the physician payment
system here and there to reduce costs. So it is with great anticipation and some
relief that I review the PPRC's recommendations. A resource-based fee schedule has
a good fighting chance of injecting some logic into our physician payment system,
and the PPRC s recommendations strike me as a sound beginning.

Mr. Chairman, I just want to point one thing out that may make some of us feel
better about our track record. We on this committee are so often put in the position
of having to make policy decisions in the heat of the budget process. This is not the
way I or anyone else would like to do it, and we do our very best to be cautious and
consider the policy implications of what we do. Occasionally, it seems, we do actual-
ly achieve sensible solutions-something I could not help but notice in going
through the PPRC's recommendations. Wen faced with the question of mandatory
assignment during 1986 reconciliation, I and others developed a compromise system
which came to be known as MAACs: Maximum Actual Allowable Charges. We
hatched it in the dead of the night and hammered it out over the next two days. So
it is gratifying and reassuring to see that the PPRC-after substantially longer,
more thoughtful, and better-informed deliberaticns-has come to the same conclu-
sion on mandatory assignment, and has recommended a refined version of our
MAAC system.

In closing, I want to commend Drs. Hsiao and Lee for taking on a task of such
superhuman promotions, and doing it with such professionalism. We like to take on
monumental tasks in this committee--tax reform, welfare reform-but we have to
start out with a sound foundation. You have given us that foundation, and wherever
this process takes us, we will be indebted to you for your hard work.

PREPARED STATEMENT OF SENATOR JOHN H. CHAFrE (APRIL 20, 1989)
Mr. Chairman, with this hearing we continue our expedition into the realm of

physician payment reform. It is challenging terrain, but it is an expedition we must
undertake. We are lucky to have had the benefit of expert guides like Dr. Hsiao of
Harvard and Dr. Lee of the Pysician Payment Review Commission, who testified at
our last hearing and who have done the bulk of the work in charting this territory.
Today we will begin to fill out the map with the views of provider and beneficiary
groups.

. ether we like it or not, payment issues have a major impact on health care
decisions throughout the system. This is a fact we need to keep foremost in our
minds as we proceed with this task. Whatever system we produce, we need to
know-to the very greatest extent possible-where it provides incentives, and for
what, where it provides disincentives, and for what, and where it is neutral.

Becuase of its tremendous role in health care financing, Medicare Part B is like
the proverbial 800-pound gorilla. The changes we make in Part B reimbursement
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will ripple through the entire system. They will affect everyone who purchases or
provides health care. For better or for worse, the entire health care industry will
adjust its behavior in response to what we do here. That is why we need tobe ex-
tremely careful that we know what we are doing.

As delicate and difficult a process as it may be, I am delighted that we are forging
ahead with physician payment reform. A resource-based fee schedule has a good
chance of injecting some logic into our physician payment system, and the PPRC's
recommendations strike me as a sound beginning. Look forward to hearing the wit-
nesses' views.

PREPARXD STATEMENT OF FRANK DELAY

Mr. Chairman, and members of the Subcommittee, I am Frank Delay, a member
of the Board of Directors of the American Association of Retired Persons (AARP).

We appreciate this opportunity to appear before the Subcommittee to present our
views on physician payment reform.

The Association continues to support the goal of revising Medicare's physician
payment methodology through the use of a fee schedule based on a resource based
relative value schedule. We have had the opportunity to review a number of physi-
cian payment issues from the beneficiary perspective with the Physician Payment
Review Commission (PPRC), in hearings and in meetings with their staff.

Our testimony-today covers several areas: (1) problems with the existing payment
system; (2) recent actions in physician payment reform, and the beneficiary commu-
nity's interest in controlling the growth in Part 6 expenditures; (3) AARP's perspec-
tive on payment reforms, the fee schedule revisions suggested by the PPRC, and the
need for a better understanding of the impact of payment proposals on beneficiaries;
(4) other important elements of the PPRC plan-elements that are necessary to any
payment reform plan-such as beneficiary protections and volume control; (5) the
American College of Surgeons' proposal; and, (6) a summary of what AARP sees as
the key elements which need to be incorporated in any physician payment reform
initiative.

BACKGROUND

Physician payment reform has generated a complicated, technical debate among
government policy and budget officials, researchers, and physician specialty and
subspecialty associations. That debate is vitally important, but we think it useful to
go back to the basics when assessing issues as complicated as physician payment
reform.

AARP approaches this issue with what we hope is not a novel premise-that Med-
icare exists to assure financial access to health care for the 33 million elderly and
disabled individuals insured under the program. Medicare has brought to its benefi-
ciaries access to care generally comparable to the rest of the population and provid-
ed financial protection for the cost of covered services. But rapidly rising costs are
eroding that protection.

For me and for 33 million other Americans-and for the rest of the population as
they age-Medicare is not a technical policy issue-it is our health insurance plan.
It was enacted because the nation recognized that a Federal social insurance pr(-
gram -Medicare-was appropriate and necessary to support health benefits cove, -
age for the aged and disabled, with Medicaid providing means tested coverage for
the poor. The reason was, and reMins, that the traditional vehicles for support of
health benefits are less available to the elderly. For example, federal tax incentives
provide substantial governmental support for the many younger, working individ-
uals in employer-based group health insurance-at a cost estimated at about $30 bil-
lion in tax expenditures in FY 1990. That support and numerous other advantages
of group health benefits are less available to elderly persons.

PROBLEMS WITH EXISTING PAYMENT SYSTEM

AARP believes that there are five fundamental problems with the existing pay-
ment system that must be addressed:

* The payment system has been inherently inflationary since its inception in that
payment levels rise with the increase in billed charges (subject to some constraints);

* The fee-for-service methodology encourages the provision of an increasing
volume of visits and tests;

* The payment methodology reflects-,-and contributes to-numerous distortions
in the medical care market often based on the charging patterns existing in the
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early 1970s. These distortions account for unjustifiable differences in fees among dif-
ferent types of services, and among different locations.

e The system does not provide adequate financial protection to beneficiaries
against charges over and above what Medicare determines to be reasonable; despite
recent improvements in this regard, physicians still have the option to extra-bill the
beneficiary after Medicare has decided on the charge which it determines to be rea-
sonable.

e Finally, the system is enormously complicated for beneficiaries, physicians, and
the government to understand and to deal with. Could any member of the Subcom-
mittee give a complete description of the determination of the reasonable charge,
the PAR/non-PAR program, assignment, computation of the MAAC limits, and pro-
cedures for filing bills and getting them paid? Yet every day, beneficiaries and phy-
sicians have to try to wend their way through that very system.

RECENT ACTIONS, AND BENEFICIARY INTEREST IN CONTROLLING EXPENDITURE GROWTH

Over the past few years, the Congress has addressed a number of these issues.
The creation of the Physician Payment Review Commission was an effort to begin
working toward long-range reform of the system. In addition, shorter-term legisla-
tive actions have-been taken as well. Congress has imposed a number of constraints
on physician payments-and has always accompanied those constraints with benefi-
ciary protections. Those protections are particularly important because they help
assure that the federal savings in payments for physicians' services are not shifted
to the beneficiary in the form of increased extra-billing. The participating physician
(PAR) program and the maximum allowable actual charge (MAAC) limits have
helped to increase the assignment rate. Equally important, they provide a frame-
work that, vith enhancements, can help protect the beneficiary from having pay-
ment reductions passed on to us under any future payment reforms. Let me state
clearly that in any further reform of the system, beneficiaries should share in any
savings achieved.

The PPRC's March, 1988 report provides a useful graph, which I have attached to
my testimony, which highlights the fact that the beneficiary protection initiatives
(PARs and MAACs) have slowed the growth in extra-billings--which until recently
had been the fastest growing portion of out-of-pocket payments by beneficiaries
under Part B. Given continuing and enhanced financial protections against extra-
billings, the most serious financial problem that beneficiaries now face in Part B of
Medicare is that overall spending continues to grow too fast. This is an important
issue for beneficiaries because we share substantially in the cost of that spending
growth through Part B premiums, deductibles, coinsurance, and taxes.

For example, annual Part B premiums have increased 91 percent since 1984-
from $175.20 to $334.80, exclusive of the monthly catastrophic coverage premium
that all Part 6 enrollees will pay.

AARP believes that-any physician payment reform, assuming protections against
extra-billing, must be more than simply adjusting payment levels to create greater
equity among physicians. Reform must also address rapid expenditure growth under
Part B of Medicare. In fiscal year 1988, beneficiaries paid $1.8 billion for the Part B
deductible, and $7.14 billion in coinsurance. As a beneficiary who pays for a sub-
stantial portion of Part B payments through my premium, deductibles, coinsurance,
and taxes, I want to be sure that overall spending controls are included.

It is important to note that the spending growth that we see in Medicare is not
some rapid increase in beneficiary induced demand. The staff of the Congressional
Budget Office estimated in December, 1988 that the increase in Part B spending
from 1988 to 1990 was derived from three sources: price increases (19 percent);popu-
lation increases (23 percent); and utilization/intensity increases (58 percent). These
utilization/intensity factors include physician-induced demand (partially to accomo-
date to price constraints), unbundling and provision of more complicated services,
and technological advancements. If there were any increase in patient-induced
demand, it would be a subset of this number.

However, increases in patient-induced demand are not likely a large factor in the
remaining spending increase. As I discussed earlier, there are substantial financial
barriers to such demand-the initial deductible, the 20 percent coinsurance, and the
extra-billing. The physician is generally the decisionmaker when it comes to the
provision of medical services.

As the Subcommittee is only too well aware, the pressures to achieve savings in
Medicare will continue into the forseeable future. Whatever new system you devise
must not only provide a far more rational system, but also be able to accomodate
future federal budget pressures without harming the integrity of the program.
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AARP VIEWS ON PAYMENT REFORM

As I noted earlier, AARP continues to support reform in Medicare's physician
payment methods in order to enhance the ability of Medicare to provide financial
access to health services, and financial protection for beneficiaries for the cost of
those services. The initial phase of the debate on physician payment reform has fo-
cused on adjusting payment levels among types of physicians' services and the geo-
graphic areas in which those services are provided. That is, of course, an important
policy and technical issue, and one of great interest to the various segments of the
physician community. The debate on how best to implement Medicare's fundamen-
tal purpose-the protection of beneficiaries and the assurance of continued access to
affordable care-has just begun.

RVS REVISIONS, PRACTICE COSTS, AND GEOGRAPHIC MULTIPLIERS

A great deal of work has been done by PPRC and others to quantify, assess, and
revise payment schedules for physician services. The original Resource Based Rela-
tive Value Schedule (RBRVS) developed at Harvard has been subject to a great deal
of debate, and the PPRC has developed substantial modifications in the Harvard
methodology. These include revisions in the method of determining overhead and
practice costs, elimination of specialty differentials, and the use of global fees.

AARP concurs with PPRC's recommendation that a practice cost index reflect
only overhead costs. We are concerned, however, that the potential impact of a geo-
graphic multiplier on beneficiaries' cost-sharing has not been carefully analyzed. In
principal, since Medicare is a national health insurance program, beneficiaries
should be rovided equal financial protections and burdens for similar services
wherever they reside. The precise means by which legitimate variations in cost
should be included requires further work. It is reasonable to assume that some type
of geographic adjustment is necessary to account for differences in costs such as
rent and labor.

While the impact of some of these changes remains unclear, the Commission's
continuing efforts and future plans to revise the fee schedule methodology will be
important if the Congress chooses to make use of the ItBRVS approach in enacting
physician payment reform.

IMPACT ON BENEFICIARIES

While most of the debate and technical revisions have centered on issues concern-
ing the physician community, AARP believes that it ik equally important to recog-
nize and assess the beneficiary impact of the relative value scale as well as other
reform possibilities before you proceed.

The beneficiary impact of revising the fee schedule arises because a fee schedule
changes the payment rates, and therefore the coinsurance rates. Thus, when you
hear about payments for certain procedures or services, or in certain areas, being
raised or lowered by 10 percent or 20 percent, you should recognize that you are
making similar changes in coinsurance.

This concern about the coinsurance effects of fee schedule changes may appear to
be self-evident, but it must be assessed carefully, because the payment changes
create provider and beneficiary incentives which conflict. If you raise the amount I
have to pay in coinsurance for primary care services, making those services more
costly for me to receive, you tend to impose an increased financial barrier to my
seeking care. Yet a major thrust of the RBRVS seems to be to encourage the provi-
sion of that same primary care service by increasing the provider's payment for pri-
mary care. The physician may be more likely to provide the service, but the patient
is exposed to a greater financial barrier to that same set-vice, which may make them
less likely to seek the care. This is an important-issue since primary care is typical-
ly the entry point to the medical system. This could impose the greatest problems
for chronically ill persons who need frequent physician visits. Comparable problems
arise as payments increase and decrease in specific geographic areas. For example,
if payments in certain rural areas are increased, as they would be under the PPRC
approach, coinsurance for individuals in those areas increases as well, again creat-
ingpotentially conflicting physician and patient responses.

Extra-billing and assignment implications also need to be understood and assessed
carefully. Increases in payment rates may make it less likely in the short-term that
some physicians would extra-bill, while decreases would appear to make it more
likely that others would extra bill. Thus, these effects could offset some of the coin-
surance effects, but it-is not at all certain. For the elderly beneficiary whose coin-
surance for a service is definitely increasing, a potential decrease in extra-billing is
small solace. AARP believes that specific constraints on extra-billing must be in-
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cluded to make sure that beneficiaries benefit through reduced extra-billing when
payment rates (and coinsurance) increase, and do not have fee reductions shifted to
them in the form of increased extra-billings.

In our testimony to the PPRC and our discussions with them, AARP has asked
that the Commission develop beneficiary analyses as part of their review, for two
reasons. First, we want to be sure that the Commission itself assesses beneficiary
impact as part of its deliberations, much as it must of necessity consider the impact
of various proposals on various specialties of physicians. Second, the beneficiary
analyses can provide information for the Congress and others that is useful in
making assessments and decisions about payment reform.

BENEFICIARY SIMULATION

The PPRC has developed a beneficiary simulation which will be included in their
report to the Congress.

At this point, AARP appreciates the fact that the PPRC has made progress in as-
sessing the beneficiary impact, but much of the analysis remains at relatively large"aggregate" levels. We need to look more precisely at the impact of specific pay-
ment changes on beneficiaries. Patients do not visit a physician in the "aggregate."
I encounter specific medical problems and need to see specific doctors. What will be
the impact on me and my neighbors, whose need for care may be quite different?
For example, how will coinsurance and extra-billing change for an 80 year old
woman living in a rural area who needs primary care services? What about a bene-
ficiary living in an urban area, who requires surgical services?

Most of the PPRC models assume no change in billing or participation, assign-
ment, volume and access. However, much of the underlying rationale for developing
a revi : payment system appears to be based on the assumption-and goal-that
we want to change some of these behaviors. The change in payments now envi-
sioned would appear to be based on an implicit assumption that fee increases will
increase use and access to evaluation and management services, and to services in
certain geographic areas, such as rural areas.

While, on average, beneficiaries will fare as well under the proposal as they do
today, the reality is that some will do better and some worse, and AARP has recent-
ly asked the Commission to assess more precisely these effects. How many would be
better off, and how many worse off? What are the characteristics of the "winners"
and "losers"-for example, beneficiaries who are subject to higher or lower coinsur-
ance as a result of the payment schedule changes, or beneficiaries whose access
might be changed?

The Commission, AARP, and the Congress need to understand the characteristics
of those beneficiaries who will see their cost-sharing increase or decrease because of
reform proposals, and determine if provisions should be incorporated into the plan
to minimize those effects. We urge the Subcommittee not to act until the Congress
has a clear understanding of the implications for beneficiaries most affected by the
plan Further, we urge the Congress to implement any reform on a gradual, phased
basis over a period of up to 5 years, in order to minimize abrupt changes in pay-
ments for either beneficiaries or providers.

Revised fee Echedules such as those developed by the PPRC have unknown but
vitally important implications for the volume of services provided by physicians,
beneficiary access to specific types of services in specific geographic areas, and qual-
ity. Like extra-billing, the potential implications and physician responses are the
subject of much speculation, but difficult to test empirically.

While it may not be important that we agree on simulation models which project
what might happen in areas such as volume, access, and even extra billing, the
policy process should be able to identify what we want to have happen--for those
are presumably among the reasons that the payment rates are being changed. It
would appear to us to be valuable to state explicitly certain goals in these areas-
such as goals for increased volume and access for certain services, and in certain
areas, and increased assignment rates or decreased extra billing amounts. No new
system can guarantee achievement of all its goals immediately. Monitoring will be
necessary to determine if the goals and assumptions on which the new system is
based are in fact being met, and, if not, what further policy changes might be neces-
sary .

e were pleased to see that the PPRC included a monitoring strategy in their
recommendations. We urge the Congress to include and appropriately fund such a
monitoring initiative as part of any payment reform that you develop. And, we ask
that you go even farther, and set and define explicitly the goals and assumptions
about volume, access and use, and beneficiary financial protection on which you are
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basing the revised system, and then use the monitoring system to assess whether
those goals are being met.

BENEFICIARY FINANCIAL PROTECTIONS

AARP believes strongly that one objective of physician payment reform should be
the creation of fair and rational fees. Once fair fees are achieved, extra-billing
should no longer be permitted. AARP views balance billing limits and the continu-
ation of the Participating Physician (PAR) program as transition steps to mandatory
assignment.

The PPRC recommendations include some steps to provide financial protection for
beneficiaries from the cost of extra-billing. AARP is generally supportive of the
PPRC recommendations to set some upper limit on the amount of extra-billing on
unassigned claims, so long as those limits enhance the financial protection afforded
by the current MAAC limits. In addition, the AARP supports the PPRC recommen-
dation to maintain the PAR program.

QUALIFIED MEDICARE BENEFICIARIES

We are very concerned about the PPRC recommendation for limiting mandatory
assignment for "Qualified Medicare Beneficiaries" (QMBs). These are individuals
with income below the federal poverty level identified under the recently enacted
Medicare catastrophic coverage act. State Medicaid programs have to "buy" such
individuals into Medicare coverage by paying their premiums, deductibles, and co-
payments, but do not have to provide Medicaid coverage for them.

As you know, Mr. Chairman, AARP has long opposed any effort to means- or
income-test benefits under the Medicare program. Medicare has achieved a quarter
century of success as a social insurance program for the elderly and disabled, with
Medicaid the appropriate vehicle for means-tested health benefits.

AARP believes that any effort to means-test Medicare benefits would lead to the
undermining of the social insurance foundation on which the program is built. Ad-
ministratively, means-testing would be a nightmare, if not impossible. It is our un-
derstanding that when the Congress provided for the Medicare buy-in for the quali-
fied Medicare beneficiaries, you did not consider them as eligible for Medicaid bene-
fits, but rather as Medicare beneficiaries. AARP does believe that all classes of Med-
icaid beneficiaries should be treated alike for purposes of assignment. AARP would
certainly support enhancements to Medicaid, but opposes any move to open the door
to means-testing benefits under Medicare.

- ASSIGNMENT WHEN THE BENEFICIARY HAFJ NO CHOICE OF PROVIDERS

Another assignment proposal by the Commission appears to be more promising.
PPRC has endorsed the principle of mandatory aEsignment for services for which
the beneficiary has no choice of provider. While the specifics of such a proposal need
to be developed, it is a concept that AARP would be able to endorse. We would in-
clude hospital-based physicians' services, as well as other situations in which there
is no choice of practitioner.

CLAIMS FORMS

Finally, we were very pleased to see that the PPRC included a recommendation
that physicians submit claims for all beneficiaries directly to Medicare, which would
greatly facilitate the administrative process for beneficiaries. We believe physicians
should not be permitted to charge for filing claim forms, and that these PPRC rec-
ommendations are necessary steps for streamlining the program for beneficiaries.

It is important to note again that we believe that all of these beneficiary protec-
tion initiatives should be viewed in the context of our longer range goals in this
area.

VOLUME ISSUES

AARP recognizes that a fee schedule alone will not address the continuing in-
creases we see in the volume of Part B services. As I noted earlier, little is known
about the impact of a revised fee schedule on volume.

PRACTIC19 GUIDELINES

One constructive step to address volume issues was outlined by the PPRC in their
recommendation for enhanced research on medical outcomes and development and
dissemination of practice guidelines. Such an approach can help assure that physi-
cian payment reform leads to longer-term redirection of medical servicca to the
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more effective modes of treatment. We support enhanced investments in these ef-
forts as a means of stimulating the longer-range reforms desired.

KXPENDITUR9 TARGETS

A second approach to dealing with volume is t),r,tgh expenditure targets, and the
PPRC has recommended moving to a national target based on volume of services
per beneficiary

While the framework of PPRC's proposal may be supportable and is certainly a
more useful approach than other options studied by the commission, AARP has sev-
exal fundamental questions about the implementation and impact of targets on our
overall health care system.

First, numerous questions arise about implementation of the concept. How are
the targets computed, set, enforced, and responded to by the physician community?
How would physicians in a community or a specialty assess their progress toward a
volume target. What decisions might they make if volume is too high, or too low,
compared with the target? How do they arrive at these decisions? Equally impor-
tant, how does the individual physician respond? How do targeted volume reduc-
tions apply to an individual physician providing services to an individual patient?

& Second, it is vitally important to understand the implications of any reductions
in access to services which might arise in response to a target. Volume reductions
mean that visits, procedures, or tests are not performed. What specific services, in
what areas, and for which patients, are reduced to meet a target?

* Third, what role will beneficiaries have in the setting, implementation, and re-
sponse to a target. From the beneficiary perspective, if Medicare spending in my
community is subject to some limits, I want to be represented in decisions about
how the community will respond to those limits. Even with the best of intentions,
the way the government and physician community may wish to respond to the tar-
gets may not be in the beneficiaries short- or long-term interests.

* Fourth, what will be the impact of expenditure targets on the overall health
care system. Other countries which have such targets have national health insur-
ance systems, while in this country we have multiple purchasers of care. How would
Medicare expenditure targets effect the cost and access to care of the Medicare pop-
ulation and non-Medicare population? Would savings be shifted to the non-Medicare
population, raising the price of their care? Such cost shifts would raise the cost of
employee health benefits. As this Committee knows, the tax treatment of such bene-
fit costs means that the cost-shift would result in increased tax expenditures for
such benefits.

In the area of expenditure targets, as well as other elements of any reform plan,
substantial transition periods as long as 5 years may be required to provide for in-
formed implementation and to avoid abrubt changes.

AMERICAN COLLEGE OF SURGEONS PLAN

In addition to the PPRC proposal and variants of a resource based relative value
scale, the Subcommittee is reviewing an alternative proposal which has been sug-
gested by the American College of Surgeons (ACS). While AARP appreciates that
fact that ACS has recognized the need for some moderation in the rate of increase
in Medicare spending for physician services, we have a number of concerns with
their plan.

AARP believes that any physician payment reform proposal should address all
physician services--not be limited to specific specialties. Reform may apply different
rules and standards to different services, but should be comprehensive in its ap-
proach. Thus, whether you decide on the PPRC proposal, the ACS approach, or some
option to be developed, we urge you to apply payment reforms to all physicians serv-
ices.

To address some of the specifics of the ACS proposal, AARP must first state our
firm opposition to the ACS proposal to means-test assignment policy. As I noted ear-
lier, AARP would support Medicaid expansions as the appropriate means for en-
hancing benefits for the low-income elderly and disabled, but will adamantly oppose
any effort to means-test Medicare benefits, because means-testing undermines the
foundation of social insurance on which the Medicare progam and Social Security
Security are based.

The second assignment-related provision in the ACS propoal is mandatory' assign-
ment for surgical services when the beneficiary has no choice of providers. AARP
regards this as a more promising initiative once the specifics are developed. In addi-
tion, we appreciate the fact that the surgical community is not advocating the con-
cept of an 'indemnity" fee schedule which is traditionally advocated by the physi-
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cian community. As you know, Mr. Chairman, an "indemnity" schedule is the tech-
nical description used by the physician community to describe a fee schedule under
which Medicare sets the fees but the physician is free to extra-bill the beneficiary
whatever he or she can get away with.

AARP is also unsure about the effect of the ACS proposal to blend "demand" side
factors with resource price factors in determining the relative value schedule. It is
unclear to us how those factors would be defined and quantified.

Finally, we view the ACS volume initiatives in much the same way that we dis-
cussed for the PPRC proposal. We support the idea of developing practice guidelines,
but are unsure how expenditure targets would be implemented. The ACS expendi-
ture target proposal does, however, raise two policy issues that the Congress needs
to consider carefully. First, if expenditure targets are to move beyond the national
level, is itmore appropriate to establish them at the specialty level (as suggested by
ACS) or at a geographic level (as suggested by PPRC)? Second, if expenditure targets
are to be established, is the type of phasing schedule advocated by ACS appropriate,
with development of data and targets first, and the targets phased into the payment
system in later years?

CONCLUSION

AARP continues to support the goals of physician payment reform, and ask you to
consider seven key points as you develop your proposals.

First, we begin with the premise that the purpose of Medicare is to provide benefi-
ciaries financial probation for access to needed health services. Payments to physi-
cians are a means for achieving that objective. The Congress must evaluate its pro-
posals against that objective.

Second, any change in payment rates such as those arising from an RBRVS, even
if budget neutral in the aggregate, means that some beneficiaries would pay more in
coinsurance for some important services or in some places-generally the very serv-
ices an RBRVS proposes to encourage-and less for others. The Congress cannot
ignore the fact that while a payment reform proposal may be budget neutral in the
aggregate it will not likely be budget neutral for the individual beneficiary. Further
information on the distribution and characteristics of the "winners" and "losers" is
essential before action is taken.

Third, AARP recognizes volume as a key issue. However, no clear cut solution ap-
pears on the horizon. The Association believes it is necessary to pursue continuing
research and development of practice guidelines. These guidelines, once established,
should be incorporated into the payment system before expenditure targets are con-
sidered further. PPRC proposals for a national expenditure target requires greater
elaboration but holds promise.

Fourth, monitoring volume, access to care and impact on beneficiaries is crucial
to any reformed system, and might best be preceeded by explicit statements of Con-
gressional goals in these areas. This information will be vital to see if the system
achives the results intended, and to provide information that would be useful to
refine the payment system over time.

Fifth, any changes in the payment system should be implemented in phases over
a transition period of five or more years. That is important to minimize problems
arising from sharp changes in beneficiary payments and providers fees. In addition,
it would provide time to evaluate the impact of the initial changes and refine the
system as we proceed.

Sixth, the major out-of-pocket spending increases by beneficiaries now arise from
the beneficiaries' significant contribution for deductibles, coinsurance, and premi-
ums increases which stem directly from the escalating cost of Part B of Medicare.
AsSuming continuing and enhanced protections from extra billing we would want
payment reform tW provide a vehicle for reduction in the rate of increase in both
government and beneficiary spending.

Finally we would urge the Congress to maintain the policy of assuring that pay-
ment changes be accompanied by beneficiary financial protection from extra bil-
lings. This includes mandatory assignment once fair fees are achieved through
reform.

AARP thanks the Subcommittee for this opportunity to appear today to discuss
this important issue, and I would be pleased to answer any questions that you may
have.
Enclosure.
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Figure 2-11. Social Security Benefits and Components
of Medicare Part 8 Liability, 19"5-87
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RESPONSES TO QuasrioNs SUBMrrran BY SENATOR PACKWC)D

Question. The AARP endorses having physicians bill Medicare directly. Direci
billing by physicians is likely to increase the number of claims to Medicare, because
some patients don't file their claims. This would increase the number of federal dol-
lars paid in Part B. How do you propose we pay for these increased costs?

Answer. The Physician Payment Review Commission (PPRC) recommended this
policy and estimates that it would "cost" $100 million to $150 million per year. This
cost reflects the simple fact that Leneficiaries would be getting the benefits that
they are entitled to under the program but have not been receiving in the past due
to the complexity of complying with the claim filing process. These claims could be
submitted today and Medicare would be obligated to pay them. The PPRC notes
that:

"Requiring physicians to submit all claims would increase outlays but the Com-
mission regards this cost as necessary to assure that beneficiaries receive payments
to which they are entitled."

AARP recognizes that physician payment reform including the cost of this provi-
sion, will be enacted in an environment which will require budget neutrality or
even net savings. However, rather than identify which specific savings would offset
which specific costs we believe that the entire reform package including the transi-
tion schedules and annual update factors will have to be devised within those budg-
etary constraints. We are prepared to support a reasonable package which accom-
plishes that objective.

Question. The AARP is lukewarm in its endorsement of the American College of
Surgeon's proposal. What do you think are the major advantages and disadvantages
for beneficiaries if Congress adopted a payment reform limited to surgical services?

Answer. AARP believes that any physician payment reform proposal should ad-
dress a!l physician services-and not be limited to specific specialties. The payment
system should be sensitive to the specific characteristics of different types of serv-
ices but the system should be comprehensive in its approach.

We suggest reform for all physicians' services because we think the relationships
among payments are irrational (e.g. some are far overpriced and others underpriced)
and that cost increases in all areas are troublesome in their impact on beneficiary
out-of-pocket costs and on government.

Question. The AARP does not endorse PPRC's recommendation for mandatory as-
signment for certain low income individuals. There is a successful voluntary pro-
grarm, for low income people in Oregon called Medishare. Physicians agree to accept
assignment for all patients who qualify for membership in Medishare which is based
on their income level. This spares these patients from asking every doctor to take
into account their financial status. Would you support this type of voluntary pro-
gram?

Answer. AARP has supported the Participating Physician Program (PAR) under
Medicare since its inception and believes that this program should be enhanced as
part of any physician payment reform. AARP strongly opposes any means- or
income-testing of Medicare benefits including assignment. AARP believes that any
such effort would undermine the social insurance foundation on which Medicare is
built.

Question. Some physician groups have argued against implementing expenditure
targets on the grounds that they would represent implicit rationin of health care.
What are AARP's views on this subject?

Answer. AARP raised a number of concerns with expenditure targets in our testi-
mony to the Committee but believes that they, or some other form of volume con-
straint, may be necessary, with substantial transition periods, as a means of reach-
ing the objective of constraining the rate of increase in spending.

Much of our concern arises from our opposition to any Medicare targets being as-
signed at subnational levels-States, medical specialties, or other groups. We do not
believe that such entities are the appropriate decision-making forum for making
Medicare policy decisions within some constrained expenditure total. Medicare is a
national entitlement program and policy decisions about program expnsions and
constraints must be made federally. In addition, we are concerned with approaches
which provide for undifferentiated payment constraints as the policy solution to
volume increase-.

However, if it is clear that any targets are set nationally based on the best avail-
able information; that policy responses are to be assessed and implemented by the
federal government; and that those solutions will be designed to focus on specific

20-595 0 - 89 - 4
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volume and expendture problems that are identified and not imply to ratcht
down on overall spending and price levels, then it might be ahhIble to proed with
a process similar to that in place under the Prospetive Payment System for hospi-
tals. We would be pleased to work with the Committee in developing such an ap-
proach.
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SUBMITTED BY SENATOR DAVID DURENBERGER
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i-z.PARKD STATEMENT OF JACEK FiANASZEK

Mr. Chairman and Members of the Subcommittee, I am Jacek Franaszek, M.D.,
F.A.C.E.P., a practicing emergency physician in Hinsdale, Illinois, and President of
the American College of Emergency Physicians (ACEP) I appear today on behalf of
the more than 12,000 members of ACEP. I am accompanied by Thomas Nickels, Di-
rector of the College's Washington, D.C. office. The College appreciates this opportu-
nity to comment on various aspects of the upcoming annual report to Congress from
the Physician Payment Review Commission (PPRC)

RELATIVE VALUES AND A MEDICARE FEE SCHEDULE

Mr. Chairman, emergency medicine was not among the 18 specialties included in
the first phase of the Harvard Resource-Based Relative Value Scale (RBRVS) study
completed last fall. However, emergency medicine is among the specialties that are
now being examined in the second phase of the project. Overall, ACEP believes that
the Harvard RBRVS project represents a major contribution to the development of
a relative value scale for physicians' services that more accurately reflects the
actual inputs needed to produce such services.

We further believe that the Physician Payment Review Commission has proposed
some important modifications to the Harvard methodology that make it feasible to
use a resource-based relative value approach to Medicare payments for physicians'
services. On the basis of these modifications, the PPRC has recommended that Medi-
care's current usual, customary and prevailing payment system for physicians' serv-
ices be replaced with a fee schedule that is based primarily on resource costs. ACEP
supports this recommendations. The work at Harvard and the research by the Com-
mission clearly show that physician evaluation and management services are sys-
tematically undervalued when compared with most other physicians' services pro-
vided to patients. Most of ,ur activities consist of these kinds of services. This find-
ing is of particular interest to emergency physicians who have the responsibility to
react quickly and decisively in assessing and dealing with the serious nature of med-
ical problems treated in ,he emergency department. In effect, patient evaluation
and management at these. critical moments are what encompasses the practice of
emergency medicine.

While resource costs have received most of the attention in discussions about
ways to establish a more rational and equitable Medicare payment system, the im-
portance of some services relative to other services has been recognized by Congress
in an additional way. Based on recommendations from the Commission, changes
have been enacted to redress rome of the current payment imbalances for primary
care services, including emergency department visit services. The issue of special
recognition for primary care services at present arises because more time will be
needed before a new Medicare payment system based on resource costs can be im-
plemented. We hope this Subcornirt~te will continue to recommend differential
treatment for primary care services, including emergency department visits, in con-
nection with any payment actions taken by Congress on an interim basis.

FEE SCHEDULE IMPLEMENTATION

We have some concerns, Mr. Chairman, about the PPRC's recommendations to
move rapidly with implementation of a Medicare fee schedule in 1990 leading to full
implementation by 1992. It seems to us that there is still much more to be learned
before major revisions in payment rules are adopted by law. We recognize, of course,
that the Congress is anxious to approve a better approach to physician payment
than now exists. However, the impact on both beneficiaries and physicians of some
of the proposed changes recommended by the Commission, is not very clear at this
time, but could be significant. Our own specialty participation in the Harvard study,
for example, is only just beginning, and more time may be needed to develop the
data and analysis needed for all specialties before a workable fee schedule can be
adopted. It is also essential that changes of the magnitude proposed be based on in-
formation-in addition to relative value calculations-that is both accurate and cur-
rent, especially in the case of physician cost of practice data. We urge that Congress
be mindful of these considerations in judging the appropriate timing of physician
payment reform initiatives. ]

DEFINING PHYSICIANS' SERVICES

Mr. Chairman, the Commission has concluded that reforms in the coding and defi-
nition of physicians' services are needed in order to implement a fee schedule based
on resource costs. One of these reforms involves improvements in the current codes
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used for evaluation and management services-commonly referred to as the visit
codes. Results from the Harvard study suggest that there are problems with the cur-
rent codes used by physicians to accurately reflect their work effort because the
levels of service are not precisely defined. Interpretations of the visit codes varies
widely, not only by specialty and geographic location, but also among individual
physicians.

ACEP agrees with the PPRC that there are serious problems with the use of the
current codes in defining physician work, and that there are particular problems
with some of the codes for emergency department visits. We also agree with the
Commission that the ambiguity inherent in the current codes could create serious
problems with valuing and paying for services in a fee schedule. As we understand
it, however, the Commission is now recommending that the coding system oe re-
vised so that time would be used as a significant factor in establishing different
levels of service and, presumably, therefore, different relative values for these serv-
ices, as well. Such a recommendation may be appropriate for some physician 'spe-
cialties, but we believe there is a unique difficulty with linking the valuation of
emergency services to time. Many emergency services and procedures need to be
provided quickly, and their value lies in their quick application. Often, the longer it
takes to provide a service in an emergency, the lower the value to the patient.

ACEP believes that the value of emergency department visit services should be
more closely linked to such factors as knowledge, skill, effort and stress, and not
disproportionately to time. We have communicated our views about the special prob-
lem of using the time factor in emergency settings to the staff of the Commission
and to Harvard researchers looking at the services provided by specialists in emer-
gency medicine. The College has also recently completed its own review of coding
issues involving emergency department services, and intends to share its recommen-
dations with the PPRC and with officials of the Health Care Financing Administra-
tion as soon as possible.

TARGET EXPENDITURES

Mr. Chairman, one of t -major recommendations from the PPRC calls for ap-
proval of a national target expenditure plan for physicians' services under Medi-
care. More specifically, the Commission recommends beginning with a single target
at the national level, but anticipates that the policy could evolve into one with mul-
tiple geographic or specialty-specific expenditure targets.

ACEP opposes this recommendation in its current form for a number of reasons,
but primarily because it fails to recognize the nature of the demand for emergency
services by the Medicare population. Among other things, the theory behind a
target expenditure plan is to establish incentives to limit expenditures for physi-
cians' services that take into account both the volume and the price of the services
provided. Emergency physicians, however, do not determine, nor can they control,
the number of patients who present to emergency departments of hospitals. More-
over, from a public policy standpoint, ACEP strongly opposes any steps that would
tend to discourage any patients from seeking needed emergency care when they are
acutely ill or believe they need urgent medical attention.

Thus, the idea of establishing an expenditure target for emergency services-as
part of an overall scheme or under a multiple target plan--could be problematic.
For one thing, we do not see how such expenditures could be reasonably predicted
in advance. If, however, Congress decides to adopt an expenditure target plan, Con-
gress should direct that emergency services be excluded from the plan.

MEDICARE ASSIGNMENT

Finally, Mr. Chairman, I would like to share the College's views about the need
for improvements in Medicare's assignment procedures. We believe that major pay-
ment reform changes should not be undertaken without careful consideration of the
financial implications of those changes on patients.

Mr. Chairman, ACEP is pleased to note, following a detailed examination of Medi-
care Part B claims data, that emergency physicians appear to have the highest as-
signment rates of all physicians who provide services to patients under the Medi-
care program. For example, our study of Medicare data on emergency department
visit codes shows that assignment is taken on about 90 percent of all claims. There
may be several reasons why the assignment rate is not even higher than this, the
most important of which has to do with the unreasonably low amounts paid by some
Medicare carriers for patient management and evaluation services in general, and
for emergency physicians' services in particular.
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We understand that the Commission has, in principle, endorsed the need for
making changes in Medicare's assignment policy where beneficiaries have no mean-
ingful choice of provider, including in emergency circumstances. We would also
point out, however, that unlike other practitioners, emergency physicians have no
choice in the selection of which patients they will treat. In fact, it has long been the
position of the College that no patient coming to the emergency department should

denied emergency medical care. I would further add that Federal law also re-
quires that all patients be examined and treated as if they have potentially life-
threatening or other serious illnesses or injuries. In other words, we believe we have
an ethical, moral, and legal responsibility to evaluate, and where needed, to treat
all patients presenting to the emergency department.

Since patients who present with emergencies have no meaningful choice of provid-
er, and, since the emergency physicians who treat them really have no choice in the
selection of which patients they will treat, we agree that Medicare's current assign-
ment rules should be changed under a new Medicare fee schedule. And if, as part of
this reform process, payments for emergency physician services are reasonably
valued and paid appropriately, the American College of Emergency Physicians is
prepared to support the acceptance of such payment levels as payment in full-
thereby relieving Medicare patients of balance billing obligations. We intend to
meet with the Commission to explore this matter further.

Thank you, Mr. Chairman, for this opportunity to testify. I would be pleased to
answer any questions you or your colleagues may have.

PREPARED STATEMENT OF ROBERT GRAHAM

I am Robert Graham, M.D., Executive Vice president of the American Academy of
Family physicians, the national medical specialty organization representing over
65,000 practicing family physicians, residents in training and medical students. On
behalf of our members and their patients, I am delighted to again before this sub-
committee to discuss with you Medicare physician payment reform with a fee sched-
ule based on resource costs.

The members of this subcommittee are well aware of and sensitive to the prob-
lems in the current Medicare system. The "CPR" payment me~ht.dology is widely
acknowledged to be highly inflationary, complex, unpredictable, inequitable, and
fraught with perverse financial incentives. Medicare expenditures have experienced
unrelenting growth, yet access to many important services remains a problem.

Family Physicians have appeared before the Senate Finance Committee on sever-
al occasions to state the many concerns of the American Academy of Family Physi-
cians with the Medicare system. We have shared with you the difficulties experi-
enced by communities with limited access to primary care services and by family
physicians discouraged by an inequitable reimbursement system that undervalues
many important medical services. You have heard this message from many distin-
guished witnesses, including Professor William Hsiao of Harvard. Today I appear

fore you to encourage you to enact a solution to many of these problems using the
Harvard resource-based relative value scale (RBRVS) as the cornerstone of that so-
lution.

RESOURCE BASE FEE SCHEDULE

The American Academy of Family Physicians believes that a Medicare physician
fee schedule based on the Harvard RBRVS offers greater potential to achieve mean-
ingful physician reimbursement reform than anything that has been proposed in
many years. We believe that such reform will benefit our patients by restoring a
proper emphasis on primary care and encouraging the provision of disease preven-
tion and health promotion services. Furthermore, we project that badly needed ]ong-
term improvements in access to primary care and prevention services will result
from encouraging physicians to enter primary care specialties.

By estimating the resource costs of providing physician services, the RBRVS pro-
vides an approximation of the relative prices that would be achieved if it were possi-
ble to deliver physician services in a competitive market. In achieving this result we
believe the RBRVS provides a framework for grounding Medicare physician pay-
ment squarely in the American economic tradition.

The Harvard RBRVS study has now been thoroughly reviewed by health services
researchers, economists, and representatives of beneficiary groups, government,
business and labor, and medicine. For the most part the study's results have been
judged valid and reliable. Some methodological shortcomings have been identified
andare being addressed by the Harvard team and/or PPRC m a timely manner. We
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specifically congratulate PPRC for its excellent work to refine the fee schedule, and
to develop reasonable approaches to policy issues surrounding implementation of a
Medicare fee schedule. In particular, we are pleased with PPRC s conclusion thatwhen a service provided by physicians in different specialties is essentially the
same, the payment should be the same," Furthermore, the Academy supports incor-
poration of time into the description of visit codes, to promote more accurate use of
codes for these evaluation and management services. We believe that a resource-
based Medicare fee schedule as developed by Dr. Hsiao and his team and as modi-
fied by PPRC is sufficiently developed to allow Congress to move in an expeditious
manner to reform Medicare physician payment.

The results of the RBRVS study suggest that current payments for many physi-
cian services are severely out of balance in relation to the resource costs of provid-
ing those services. A resource-based fee schedule would revaluate physician services
in a manner favorable to primary care and rural areas. The redistributive impact of
adopting a resource-based fee schedule would be consistent with previous Congres-
sional actions providing higher MEI updates for primary care services and under-
served areas, placing floors under the prevailing charges for primary care services,
and selectively cutting the prevailing fees of some high-volume, overpriced proce-
dures.

As you know, there is a significant and persistent shortfall in the supply of pri-
mary care and rural physicians relative to the need for their services. The United
States has a smaller proportion of primary care physicians than any other devel-
oped country (13 percent of U.S. physicians are family physicians as compared to 53
percent general/family physicians in Canada). Inadequate reimbursement has
proved to be a major disincentive for physicians to choose these types of practice
and has resulted in severe access problems for some Medicare beneficiaries. By cor-
recting the existing inequities in Medicare physician payment, an RBRVS-based fee
schedule will, in the long run, encourage more physicians to choose primary care
specialties and rural practice locations.

Recent PPRC simulations of the redistributive impact of a resource-based fee
schedule suggest that the Medicare income of family physicians will on average in-
crease by 30 to 40 percent. This is considerably less than the 65 to 70 percent in-
crease projected by the Harvard team last Fall. It is important to recognize that, on
average, approximately 10 percent of family physicians income is derived from the
Medicare program. Furthermore, family physicians typically provide a broad range
of services, some of which will undergo a fee reduction under a resource-based fee
schedule.
Geographic Multiplier

The PPRC recommends that the Medicare fee schedule by modified with a geo-
graphic multiplier that is intended to reflect geographic differences in the cost of
practice. While we recognize that PPRC's recommendation for a geographic multi-
plier would eliminate much of the existing geographic differential in MedIcare pre-
vailing charge screens, it is our position that there should be no differentiation in
physician fees based on practice location. This payment policy is grounded in the
belief that equivalent service should result in equivalent compensation.

The urban/rural differential in current Medicare prevailing fees has compromised
beneficiaries' access to medical care. Lower fees have discouraged physicians from
locating and maintaining their practices in rural areas. Furthermore, low approved
charges affect physicians' willingness to accept assignment for Medicare claims and
result in higher relative out-of-pocket expenses for rural beneficiaries.
- Imposing a geographic multiplier on a Medicare fee schedule lacks merit on three
counts. First, it is inconsistent with federal policies that incorporate uniform nation-
al rates, such as federal income tax, social security payments, and the Medicare
Part B premiums. Second, no systematic, significant, and reliable differences in the
cost of urban and rural practices have been demonstrated. The cost-of-practice index
proposed by PPRC is based on proxy measures of the prices faced by physicians in
running their practices and yields results that are in marked contrast to surveys
that have directly measured physicians' costs of practice.

Furthermore, the index incorrectly assumes that the costs of medical equipment,
repairs, and transportation do not vary geographically, and it fails to consider the
unavoidable necessity of maintaining a larger standby capacity in rural practices.
Third, there are non-quantifiable cost of rural practice, such as being on call virtual-
ly at all times, that obviate any rationale for higher reimbursement rates in urban
areas.

Congress would be well advised to approach the creation of a geographic multipli-
er with caution. The consequences of having made ungrounded assumptions about
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geographic differences in the costs facing hospitals certainly are not lost on this
committee. Because of its redistributive impact, the political cost of attempting to
undo a geographic multiplier for physician services could be substantial.
Updating the fee schedule

The Academy believes that the Physiciai. Payment Review Commission will con-
tinue to have an important role under a reimbursement system with a resource-
based fee schedule. Specifically, the Academy recommends that PPRC have a de-
fined role in working with the American Medical Association and individual medi-
cal specialty societies in annually updating the Medicare fee schedule. The process
should include frequent and regular monitoring of practice costs, and updating to
reflect changes in practice costs which are anticipated because of potential changes
in Medicare reimbursement for some services.

FINANCIAL PROTECTION OF MEDICARE BENEFICIARIES

Family physicians understand the financial buHen that health care can place on
Medicare beneficiaries. Patients make known their fears about rising health care
costs and share their uncertainty about Medicare payment policies. The Academy
believes that any new Medicare reimbursement system should be fair to benefici.
aries.

Simulations by the Physician Payment Review Commission suggest that, on aver-
age, out-of-pocket expenses for beneficiaries will decrease under a resource-based
Medicare physician fee schedule. However, hidden in these highly aggregated aver-
ages is the potential for some beneficiaries to experience significantly increased ex-
penses. For this reason the Academy supports measures to protect beneficiaries both
during the transition to and after the implementation of a fee schedule.

During the proposed transition to a fee schedule we anticipate that prevailing
charges will move toward the projected fee schedule amounts. As these modifica-
tions are made, it is imperative that Medicare beneficiaries be protected from exces-
sive balance billing for those services for which the fee is reduced. This can be ac-
complished by limiting the total amount which physicians can charge to a specific
percentage of the prevailing charge, such as 125 percent. This strategy has been uti-
lized by Congress in implementing limits on "over priced" services and therefore
would be consistent with current policy.

The Academy supports two strategies for protecting beneficiaries after the fee
schedule is in place. This first proposal is aimed at protecting the most financially
vulnerable elderly. Assignment should be required for all services provided to Medi-
care beneficiaries whose income is below two times the poverty level. This proposal
goes somewhat beyond the PPRC proposal that calls for assignment for services pro-
vided to "qualified Medicare beneficiaries" covered by Medicaid.

The second strategy is to limit balance billing by all physicians for all services to
Medicare beneficiaries not covered by the above proposal to 125 percent of the fee
schedule amount. These limits would replace the current Maximum Allowable
Actual Charge (MAAC) limits. The Academy believes that limiting balance billing to
125 percent of the fee schedule is an equitable balance of the interests of benefici-
aries and physicians.

For reasons noted in our comments below on expenditure targets, the Academy's
support of these beneficiary protection provisions is contingent on the understand-
ing that there will be annual aggregate fee schedule updates which fully account for
legitimate increases in the cost of practice, increased number of beneficiaries, the
aging of that population and technological advances. The balance of interests must
continue to be equitable for the program to remain viable.

EXPENDITURE TARGETS

The Physician Payment Review Commission has recommended utilizing expendi-
ture targets as an integral part of an overall strategy for moderating the growth in
volume of physician services through a reduction in unnecessary and inappropriate
services. The AAFP believes that the Medicare fee schedule may help reduce inap-
propriate increases in the volume of services by correcting incentives for overuse in
the current payment system. We understand, however, that a fee schedule alone
may not fully address these problems.

The Academy believes that a decision to utilize expenditure targets as a means of
moderating increases in Part B expenditures represents an explicit decision to
ration services to Medicare beneficiaries. It is a change from the perception of cur-
rent policy, which is that unlimited resources are available to meet beneficiaries'
needs.
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An expenditure target that caps physician expenditures in the aggregate would
not automatically distinguish between limits on effective or ineffective services nor
between appropriate or inappropriate services. We have concern therefore, that an
expenditure target scheme unless targeted to specific classes or categories of "over-
used or overpriced" services could have the untoward effect of markedly decreasing
access to basic, day to day services.

A recent examination of Medicare claims data for calendar years 1983 through
1986 demonstrates a very uneven pattern of growth in the volume of services. While
the per beneficiary volume of primary care services (such as office visits) has in-
creased little, if at all, volume has increased rapidly for surgical and diagnostic pro-
cedures. Three kinds of service grew at above average rates: surgery, radiology, and
specialized diagnostic tests such as electrocardiograms, cardiac stress tests, and
echocardiography. Together these three types of service account for two-thirds of the
increased spending. In sharp contrast to the increases in surgery, radiology, and di-
agnostic tests, total number of office and hospital visits per beneficiary changed
very little. If Congress decides that the only feasible way to control costs is through
expenditure targets, the Academy proposes that the targets be implemented in an
way that minimizes the impact on access to primary care services, by ensuring the
appropriate distribution of limited resources. Further, if congress believes that it
should proceed with this strategy, the Academy would propose that separate ex-
penditure targets should be established for specific services or categories of services
that have a high cost and high volume profile and for which there is a large ele-
ment of physician discretion.

There continues to be a need for improved beneficiary access to primary care
services. Congress in previous years has recognized the need and has taken specific
action to encourage provision of these services (higher MEI updates for primary
care services and for underserved areas, and a floor under the prevailing charges for
primry care services). Conversely, Congress has adopted cuts in the prevailing fees
or some high-volume, over-pricd procedures. We believe that Congress should once

again look at the public policy objectives of improving access to primary care serv-
ices and take this into account when considering an expenditure target approach to
limit Medicare spending.

We are concerned that present liability climate could undo the intended effect of
various efforts to reduce the volume of minimally beneficial services. Under the ex-
isting civil justice system, if a patient is harmed as a result of withholding a service
that has any probability of benefit, no mater how small, it is difficult to defend that
decision in court. The fear of incurring a liability action and the incentives posed by
expenditure targets influence decisions about rendering services of minimal poten-
tial benefit in opposite directions.

While expenditure targets provide a financial incentive for reducing volume, they
do not automatically provide a mechanism to decrease inappropriate and unneces-
sary services. It is unclear at this time how the medical profession can collectively
control utilization in order to meet the targets. At this point there are serious ques-
tions about how an expenditure target approach would be implemented and its
impact on the health care system. In no case should expenditure targets be applied
until the resource-based Medicare fee schedule is fully in place. The effects of the
targets could then be carefully monitored.

During the transition to the fee schedule, practice guidelines should be developed
and made available to the medical community to assist in identification of unneces-
sary and inappropriate services. The Academy is highly supportive of effectiveness
research and believes that this information can assist physicians in this increasingly
complex medical climate to understand the most efficacious ways to practice medi-
cine. The Academy already is working to establish clinical policies for family prac-
tice in concert with Dr. David Eddy at Duke University. We believe that practicing
physicians will be able to use this information to provide optimal medical care to
their patients.

SUMMARY

The message that I would wish to leave with you today is a positive one, one of
hope. Congress is presented with a unique opportunity to enact meaningful reform
of Medicare physician payment this year. The excellent work of Dr. Hsiao and his
team and of the Physician Payment Review Commission provide a firm base on
which to rationally restructure Medicare. A resource-based fee schedule would
create a level playing field for physicians, provide for a health care system that is
more balanced in terms of the specialty and geographic distribution of physicians,
moderate the growth in Medicare expenditures, and, most importantly, ensure
much improved access of beneficiaries to appropriate medical services. The Ameri-
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can Academy of Family Physicians urges you to enact Medicare physician payment
reform this year.

PRZPAK-D STATEMENT O SENATOR ORN G. HATCH

Mr. Chairman, I am pleased to have this opportunity to testify before the Subcom-
mittee on Medicare and Long Term Care regarding physician payment reform. Spe-
cifically, I believe that we have a geographic inequity that is harming both the pro-
vider and the patient in my home state of Utah.

The current Medicare reimbursement system for physicians has evolved over a
number of years and has arrived at a place that no one was really trying to reach.
We now have a reimbursement system in which physicians providing exactly the
same service are reimbursed at very different levels depending on whether the office
is on one side of a state line or the other.

As you can see from this chart of the physician reimbursement rates in Utah and
our neighbor states, physicians in neighboring states receive up to 20 percent more
for services provided in the office than do physicians practicing in Utah. For physi-
cians providing hospital care, this discrepancy can be as high as 33 percent.

I know that members of this committee will carefully consider the information
and recommendations provided by the Physician Payment Review Commission
(PPRC). The Commission recently completed a study of geographic variations in
Medicare charges and reported their fimdings to Congress in March 1988. This
report states that prevailing charges may vary extensively from one locality to an-
other and confirms that payments to Utah physicians are below payment rates in
other states. Mr. Chairman, I would ask that this table of the these findings be in-
cluded in the record. This table shows that all of the Utah prevailing charges are
below the national mean. In addition, prevailing charges in Utah for some of the
services compared are near the bottom of all charges in the United States.

The PPR Commission looked at factors that could explain and justify these geo-
graphic differences and concluded that the cost of practice differences accounted for
some of the variation, but certainly not all. This conclusion is further supported by
a study completed by the Utah Medical Association which indicated that the actual
costs of practice, including such items as malpractice insurance, employee expenses,
office rent, and supplies are not substantially lower in Utah. In many cases, the
costs are actually higher in Utah than in the surrounding states.

Unfortunately, when our current reimbursement mechanism was created over fif-
teen years ago, it highlighted the differences in practice costs between states. In ad-
dition, these state differentials were frozen at those 1973 levels, because the law lim-
ited percentage increases in out-years and applied this limitation to all states equal-
ly. Thus, over time, arithmetic increases in payments have been considerably great-
er in those states which started with a higher base, compounding the problem with
each passing year. States like Utah, which had low fee structures in 1973, have been
penalized ever since for their conservative charges. We are punishing those physi-
cians who were cost conscious in delivering services.

I am concerned about this system of inequity in Medicare physician reimburse-
ment, Mr. Chairman, but I am more concerned about what these inequities are
doing to the quality of health care in Utah and other under-reimbursed states. In
the same report, the PPR Commission went on to state that "the wide variation in
charges unrelated to differences in cost of practice could mean access to care and
beneficiary financial protection might be compromised in areas where prevailing
charges are low. This is happening in Utah right now, Mr. Chairman. I have been
told that physicians practicing in Utah are moving their practices to neighboring
states with higher reimbursement rates and I fear that young physicians may
decide to avoid practicing in Utah all together. If this trend continues many seniors
in Utah may have difficulty finding a doctor when they need one. Compounding this
trend, more and more physicians who remain in Utah are reluctant to accept as-
signment of Medicare patients. Can you really blame them when physicians with
similar practice costs across the state line are receiving 20 to 30 percent more for
exactly the same services? In turn, because there are fewer participating Medicare
physicians in Utah, our elderly are faced with higher out-of-pocket costs for their
health care.

When this pressure on primary care- providers and their patients is coupled with
the reimbursement pressures that are forcing many rural hospitals to close their
doors, I think the future of access to health care in Utah may be in jeopardy-and I
intend to do everything in my power to stop this. I want to work with you to ensure
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that our federal laws do not continue to wreck havoc in our health care delivery
system.

In addition to reducing access to health care, inequitable state reimbursement
rates often place unfair burdens on the non-Medicare patients of these providers.
Physicians who do remain in Utah-and are reimbursed below costs-face no alter-
native but to increase their charges to other payors.

At the same time, Utah Medicare beneficiaries are subsidizing beneficiaries in
wealthier states. All Americans, regardless of their residence, are subject to the
same federal tax and Social Security liability; all Medicare enrollees pay the same
premiums for Part B coverage. Yet, there is not an equal distribution to the provid-
ers serving these seniors. Taxpayers in some parts of the country, like Utah, are
subsidizing citizens living elsewhere. Ironically, in the case of Medicare, more pros-
perous sections of the country tend to be subsidized by less prosperous ones.

Mr. Chairman, I am firmly committed to eliminating the inequities in Medicare
physician reimbursement rates. When the Senate reconvenes in early May, Senator
Garn and I will be introducing a resolution expressing the sense of the Senate that
the problem of geographical variations must be addressed and that the present in-
equities be eliminated in any mechanism for Medicare physician reimbursement. I
urge you and your colleagues to co-sponsor this resolution. The entire Utah delega-
tion urges you to carefully consider this issue in your deliberations on physician
payment reform.

I appreciate this opportunity to testify this afternoon, Mr. Chairman. I know that
this committee faces a monumental task in physician payment reform. There are
many possible solutions to this pressing problem, such as allowing those states who
have been harmed by under-reimbursement to rise above the cap and receive a
greater annual increase than other states. This approach would allocate a dispropor-
tionate share of any increase in physician payments to -those states with the lowest
rates. We may also want to consider a national rate for physician reimbursement,
or a plan that would re-calibrate state reimbursement rates based on today's prac-
tice costs.

I am anxious to help this committee in any way possible to identify an appropri-
ate solution to this critical problem. These geographical inequities must be eliminat-
ed if we are to protect the availability of quality health care in America.



102

Distribution of Prevailing Charges for Selected
Procedures and Speclaftles, Compared with
Prevailing Charges i0 Utah, 1987
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PREPARED STATEMENT OF SENATOR JOHN HEINZ

This morning's hearing, Mr. Chairman, opens a critical if not dramatic new chap-
ter in the history of the Medicare program. Today, we will receive recommendations
on whether and how the Congress should proceed toward a major restructuring of
Medicare's approach to physician reimbursement. I commend you, Mr. Chairman,
for convening this hearing as a first step in our drafting of this new chapter.

I find it both of historic interest and of value on policy grounds to note that
today's hearing comes nearly six years to the day after the Congress passed it's last
major Medicare payment reform package-prospective reimbursen,-.L for hospi-
tals-as part of the Social Security Amendments of 1983. For many ot us, this serves
as a reminder of the success we have had in restraining hospitalcosts. It it also a
reminder of the unintended, negative consequences of DRGs or patients who found
themselves being released "quicker and sicker" out of hospital back doors in the
early phases of DRGs, and of the numbers of hospitals now having to close their
doors entirely after years of belt-tightening. Last year alone we saw 81 hospitals
close-including two in my own state.

I hope that we will draw from our historical text on hospital payment reform as
we open the chapter on physicians. In my mind, one of the most ba-1. lessons we
can take away is that the payment reforms we design must be equitable as well as
responsive to cost concerns, and also accompanied by reforms to protect the benefi-
ciary's access to high quality medical care.

What I hope to learn, therefore, from the witnesses today are their views first, on
how we should restructure physician payment and second, how we should proceed
with this restructuring in light of other efforts to improve the effectiveness and con-
trol the cost of physician services. Two weeks ago, this Committee heard testimony
on the financial hardship of hospitals after four years of sustained cost containment
pressure, while physician expenditures has risen 16% a year. We were also told that
any effort to control rising Part B costs will require a mix of reforms to restore
equity in physician payments, control overall spending, improve the effectiveness of
medical practice, and protect the very personal relationship of a patient and his or
her physician as well as their access to quality care.

This is a tall order requiring long-term solutions. Unfortunately, we do not have
the luxtuy of time. Whether we are looking at the President's $5 billion savings
target for Medicare or something less, we face difficult budgetary decisions this year
that hopefully can be made in support of our goal of creating an equitable and af-
fordable system of physician payment. We are fortunate, Mr. Chairman, to have two
witnesses before us today-nationally regarded for their expertise in physician re-
search and policy-to offer some insight on how the Congress can proceed with
sound physician reimbursement policy the midst of this tough, budgetary environ-
ment. I look forward to their testimony.

PREPARED STATEMENT OF WILLIAM C. HSIAO

REASONS FOR THE STUDY

Physician payment reform has propelled itself into a major health policy issue in
recent years. 'he major reason is rising physician expenditures, which have been
growing at two or three times the rate of increase in the consumer price index (see
Graph A attached), and which are expected to continue for the foreseeable future.
Growth in Medicare physician expenditure has led the way. Between 1975 and 1986,
expenditures per enrollee grew by about 15 percent per year; about 48 percent of
this growth was due to price increases and about 52 percent due to increases in
numbers of billed services per enrollee.

While we nr.- spending more of our gross national product for medical services,
studies also have found that many frequently-performed procedures and tests are
inappropriate or highly questionable (see Graph B attached). In other words, a sig-
nificant number of the procedures and tests are unnecessary and inflict pain, suffer-
ing, and risk patients' lives while consuming our scarce heath resources.

These worrisome experiences prompted the U.S. Congress to establish a Physician
Payment Review Commission (PPRC) in the Consolidated Omnibus Budget Reconcil-
iation Act (COBRA) of 1985. The PPRC is to advise the Congress and Administration
on alternative approaches to reform the Medicare physician payment system.

Medicare pays physicians based on their charges. These charges are likely to be
distorted, however. Three reasons are frequently cited as causes for distorted fees.
The first is insurance. It makes both patients and physicians less sensitive to price
and hence any services covered by insurance tends to raise the price of these serv-
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ices. However, insurance created uneven distortions across physician services. Pri-
vate insurance plats have historically covered surgery, radiology, and other diagnos-
tic tests but did not cover medical services such as office and hospital visits, consul-
tations, and comprehensive examinations. Hence, insurance raised the price of some
services but not others.

The second reason is that often new surgical procedures and high-technology tests
are extremely complex and difficult to perform when introduced, and, as a result,
fees are justifiably set very high. But, as time passes, with better training, clinical
experience, and technological improvements, these procedures and tests become
easier to perform. The current payment system, however, does not provide any
market or administrative pressure to induce the lowering of these fees as their costs
decline.

Lastly, some surgical procedures are performed on vital parts of the human
organs such as the heart, brain, and eyes. Under fear and anxiety, patients are
unable to make rational choices about what they should pay; patients often are will-
ing to pay whatever physicians want to charge. Therefore, these fees are not re-
strained by normal market competition.

For these and other reasons, fees charged for many physician services are distort-
ed. There is wide agreement among physicians that the current fees are unfair and
inequitable, and in need of fundamental reform. Both the American Medical Asso-
ciation and the American College of Surgeons have recommended that Medicare
payments should be based, partially or entirely, on the resource-based relative
values.

Why should the Congress care about distortions in fees? The reason is simple. Dis-
torted fees offer perverse incentives to the physicians. A distorted incentive struc-
ture could have serious effects on what services are provided by physicians, the
quality of these services, time and effort spent by the physician with the patient,
and choice of specialty by new medical school graduates. Doctors may receive very
generous payment for some services while receive little for others. For example, the
Medicare payments for some office visits hardly cover the doctor's overhead cost
while the payments for many tests are highly lucrative. This distorted economic
structure may influence physicians' decisions on what tests should be performed
and what treatment should be given. With more generous compensation given to
the high-technology tests and surgical procedures over primary care services, the
current payment system may very well contribute to the steady inflation of medical
costs and the decline in primary care services.

Congress recognized the need to reform the incentive structure for physicians in
order to control health care costs and improve quality. In the 1985 COBRA legisla-
tion, Congress mandated a study for the development of a resource-based relative
value scale as a possible alternative method for Medicare payment to physicians.
The Health Care Financing Administration asked for competitive research propos-
als. My colleagues and I at the Harvard School of Public Health submitted a propos-
al and were awarded a grant to conduct the study.

METHOD

The RBRVS study aims to develop a resource-cost-based relative value scale by
investigating the resource-input costs of physicians' services and developing methods
to measure them. We began by systematically investigating the factors that physi-
cians consider to constitute their work input and other resource costs. We then de-
veloped appropriate methods of data collection to measure the various components
of resource costs. In addressing these tasks, we brought to bear the skills of econo-
mists, measurement psychologists, clinicians, statisticians, and experts in survey re-
search.

To measure resource costs, we developed a model that measures three resource
inputs to physicians' services: (1) the work expended on particular services and pro-
cedures, encompassing the periods before, during, and after the service; (2) practice
costs, including professional liability insurance premiums; and (3) the opportunity
cost of training, which represents the income forgone when physicians pursue addi-
tional years of specialty training, rather than entering practice. Work is service-spe-
cific; practice costs and opportunity costs are specialty-specific.

These three factors combine to produce the resource-based relative value of a
given medical service:

RBRV = (TW) (1 + RPC) (1 + AST)
where

TW = total work input by the physician. Work consists of the mental effort and
judgment, technical skill and physical effort required, stress and time spent.
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RPC = an index of relative specialty practice costs
and

AST = an index of amortized value for the opportunity cost of specialized train-
ing. (Our method spreads the opportunity cost of training over the specialty-
specific career lifetimes of physicians.)

The Consultative Component
Because this study called on knowledge from a variety of fields, particularly medi-

cal expertise, we augmented our technical work with formal consultation with phy-
sicians, third-party payers, consumers, and health-service researchers. The technical
and consultative processes were parallel and closely interactive.

For counsel on important aspects of the study, we called on an advisory commit-
tee of knowledgeable individuals in medicine, health economics, and health care
policy. I We consulted with physicians under the auspices of a subcontract calling
for support and assistance from the American Medical Association (AMA). The
design, conduct, and intellectual responsibility for the study remained, however,
with the investigators.

To provide guidance on the study's structure and on the current state of medical
practice, we appointed Technical Consulting Groups (TOGs) whose members were
nominated by more than 30 specialty societies in a process coordinated by the AMA.
We asked for three nominees for each position on the TOGs, and selected from each
specialty highly respected physicians representing a broad geographic distribution
and a mixture of academic and clinical community-based practices. The 100 physi-
cians selected were organized into 14 TOGs. These physicians served as experts on
practice in their specialties; it was understood that serving in this capacity implied
no endorsement of the study or its results.

The TCGs helped define physicians' work and its dimensions, commented on
methods of measurement and their validation, and evaluated the reasonableness of
the results. The TCG physicians were our main source of substantive information on
medical practice in the specialties, the most important services and procedures, and
the typical complexity of patients seen. Their input contributed significantly to the
survey's description of services, and to determining appropriate billing codes. After
completion of the national survey of 3200 physicians, the TCG consultants critically
reviewed the results with the investigators. Finally, a subgroup from each specialty
served on a cross-specialty panel whose task was to link the work of all specialties
in a common RBRVS.

Finally, we took the step, unusual for a research project, of conducting a National
Consultative Conference, in March 1988, at which individuals representing many in-
terests-medicine, government, health-services research, third-party payers, con-
sumers, business, and unions-critically reviewed the work of the study while it was
still in progress. The comments and criticism given at this conference further' re-
fined our work.
The Technical Component

The RBRVS was constructed in a multi-step process. We began by developing vi-
gnettes of physician services and then mapped these vignettes into the CPT-4,
which classifies physician services for purposes of billing. The CPT-4 identifies more
than 7000 distinct services and procedures, taking into account variations in levels
of service to patients of varying complexity and severity. Though the work of a
given specialty may encompass several hundred of these codes, a far smaller
number typically accounts for the bulk of the workload.

The total work involved in physicians' services encompasses (1) the physician's
time before, during, and after the service itself (pre-, intra-, and post-service), (2)
mental effort and judgment, (3) technical skill, (4) physical effort, and (5) stress.

We first selected approximately 23 services in each specialty, studied them in
depth, and obtained ratings of the intra-service work they involve from a national
survey of a random sample of 3200 physicians. We then estimated the work per-
formed during the pre- and post-service phases. Because each specialty rated rela-
tive work on its own scale; to align all the ratings on a common scale, we had to
develop a quantitative method of connecting these separate ratings.

We also calculated an index of specialty-specific practice costs-the relative pro-
portion of physicians' gross income spent on practice costs in different specialties.

'The advisory committee consisted of Eli Ginzberg, Ph.D.; Walter J. McNerney; Frank A.
Sloan, Ph.D.; Samuel 0. Thier, M.D.; and James S. Todd, M.D.
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Finally, the opportunity costs (forgone income) of postgraduate medical training
were calculated using the duration of residency required for each specialty.
Cross-Specialty Linkage of the RBR VS

Linking the relative-value scales of different specialties was a formidable task.
With members of the cross-specialty panel, we selected from a list of cross-specialty
services those that are performed in essentially the same way in different special-
ties. In addition, we identified pairs of services in different specialties that TCG pan-
elists believed to be equivalent in time and intensity. This ap roach enabled us to
develop a grid of services across specialties, with at least four identical or equivalent
services connecting one specialty to another. These links make it possible to use
quantitative methods and to standardize the ratings of work across specialties.
Extrapolation

For practical reasons, we surveyed only a small number of services performed in
each specialty, and extrapolated the work values for those services to a much larger
group of services. We identified small, homoi'eneous families of services as the basic
units for the extrapolations, and assumed that charges represent reasonable indica-
tors of relative work within such families. From each family, we selected a bench-
mark service. The total work value for the benchmark service was obtained from
the national survey. Next, we calculated ratios of charges between the benchmark
service and nonsurveyed services in the same family. To produce extrapolated work
values within a given family, we multiplied the estimated work value of the bench-
mark service by these charge-based ratios for the nonsurveyed services in the same
family.
Practice Costs

We calculated practice costs as a percentage of gross revenue for each specialty,
and compared these percentages across specialties. A 1983 survey of physicians'
practice costs conducted' by the National Opinion Research Center (Sprachmen, Ro-
senbach, Burich, 1985) provided the most complete information on specialty-specific
practice costs; we updated the 1983 survey data with 1986 professional liability in-
surance premiums.
Opportunity Costs of Residency Training

The length of time a physician -spends in training for medical practice varies by
specialty, historically ranging from one year of post-medical-school training for a
general practitioner to seven years for a neurosurgeon or thoracic surgeon. Each ad-
ditional year of specialty training imposes additional economic costs on a physician.
The opportunity cost of a year of training can be approximated as the difference
between a resident's salary and the income the resident could earn in practice.

After calculating the specialty-specific opportunity cost of each year of a residen-
cy, we summed the costs of all residency years. We then amortized the total over
the average working lifetime in each specialty.

DATA

To gather ratings of work and its dimensions from a large sample of physicians,
we designed a straightforward survey instrument that could be administered over
the telephone. The questionnaire was carefully tested to minimize any potential
misunderstanding that could result in survey bias.

A stratified random sample of physicians was selected from the American Medical
Association's (AMA) 1986 Physician Masterfile, which lists every known physician
in the United States, including nonmembers of the AMA. We stratified the sample
geographically into ten regions, by the national percentage of board-certified physi-
cians in each specialty, and by specialty-specific proportions in each region. We ex-
cluded physicians who worked in patient care fewer than 20 hours a week, were in
residency training or over 65, or lacked a current address in the AMA Physician
Masterfile.

After successfully pilot-testing the survey instrument on four representative spe-
cialties-anesthesiology, general surgery, internal medicine, and radiology-the
survey was administered to a national sample of physicians by a professional survey
firm.

We surveyed 3,164 physicians; 1,977 interviews were completed, for an overall re-
sponse rate of 62.5 percent. Response rates ranged from a high of 69 percent for ra-
diology to a low of 56 percent for obstetrics and gynecology. To ascertain whether
the quantitative measurement of work obtained from the survey was reliable and
valid, we performed statistical analyses on the data collected from the pilot study
and the national survey.
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FINDINGS

Peer Review
In addition to the 100 physician-advisors who had reviewed and commented on

our investigation throughout the study, we subjected the methods, data, and results
of this study to peer review. This study and its results benefited immeasurably from
these peer reviews.

Because of both the unprecedented and sensitive nature of this study, we took the
unusual step of conducting a National Consultative Conference in March 1988.
Twelve nationally-recognized experts in economics, medicine, statistics, psychology,
and health policy were invited to discuss the five papers we prepared for the confer-
ence. These papers reported on our methods, data, and preliminary results through
February 1988. Many of the 120 attendees also commented on the study. Further-
more, the Health Care Financing Administration independently appointed eight ad-
ditional outside experts to review our study, including the material presented in the
five papers prepared for the Consultative Conference.

Lastly, when the methods, data, and results of this study were submitted to the
New England Journal of Medicine and the Journal of the American Medical Asso-
ciation for publication, these journals appointed a total of nine anonymous referees
to review our submitted manuscripts. A total of eleven manuscripts, which present
all the principal methods, data, and findings of this study, have been published.
Technical Results

This study developed the fundamental concept of a relative-value scale based on
resource input, and methods to measure the resource inputs. We have presented the
data and process used to derive each component of the RBRVS. Our investigation
led to three major findings. (1) We found that physicians' work can be defined by a
systematic and rational approach, and measured by the magnitude-estimation
method. (2) We found that relative work input for physicians services can be defined
and reliably estimated. (3) We developed a topography of physicians work, consisting
of four dimensions: time, mental effort and judgment, technical skill and physical
effort, and psychological stress.

In every specialty, the means of the ratings of work obtained from a group of
about 100 specialists proved reproducible and highly reliable. Moreover, there is a
high degree of agreement among physicians on ratings of work within their special-
ties. The data also display a high degree of consistency, and thus demonstrate inter-
nal validity. When we compared one dimension of work obtained from the survey-
time-with hospital operating rooms' recorded times, we found times from the two
sources for selected surgical services to be very close to each other. This comparison
provided an external validity check.

There is no objective standard against which we can compare our results to ascer-
tain how well the measured work input represents reality. Thus we had to rely on
the next-best alternative: to subject the results to reviews for reasonableness by
practicing physicians. For this purpose, we organized technical consulting groups of
100 physicians in private practice and academic medicine across the United States.
The panelists reviewed the ratings of work and its dimensions obtained from the
survey. In general, they found the ratings to be reasonable and to conform to the
reality they had experienced in clinical practice. These favorable findings from
formal statistical analysis and TCG physicians' review results led us to conclude
that, in general, the ratings of work are reliable, consistent, and valid.

Second, we found that a common scale can be developed to serve as a basis for
inter~specialty relative values. Identical or equivalent services performed by more
than one specialty were used to align specialty-specific ratings of work onto a
common scale. To fit the linked services together on a common scale, we used a
weighted-least-square procedure. This method produced a "best" fitted value, which
exhibits the least amount of deviation between the actual and fitted values. We
computed approximate confidence limits for the deviations and found that, at the
90-percent confidence level, the limits were 7 percent of the mean. This result sug-
gests that the services we identified are good links between specialties.

Finally, we found it feasible to develop an RBRVS for most services and proce-
dures without having to study each of the 7,000 unique coded services in CPT-4. We
designed a method to extrapolate the RBRVs of services studied in depth to those
not studied. Our method classified approximately 7,000 services into several hun-
dred homogeneous families based on specialty, category of service, performance set-
ting, anatomic part, and similar factors. We selected a benchmark service within
some families for in-depth study, and derived an RBRV for that service. Charge data
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were then used to extrapolate the RBRV for the benchmark service to other services
within that family.

This approach allowed us to use current charge data while largely eliminating
any distortion from these charges. This is the case because, although health insur-
ance and other market forces can cause large distortions in charges between fami-
lies of services, they tend to produce much less distortion within families. This ex-
trapolation method produces reasonable results for most invasive, imaging, and lab-
oratory services. However, because the CPT-4 coding system assigns ambiguous de-
scriptions to the codes classifying evaluation and management services, our use of
families is probably not the best extrapolation method for this category of services.
This question will be followed up by further research.
RBRVS Results

This study generated six major findings. First, we found that current physician
charges are not closely related to resource costs. The current charges-to-RBRVs
ratios for most evaluation and management services range from 0.2 to 0.5. For most
hospital-based invasive services, the ratio is more than 1.0. Services performed by
radiologists have typical charges-to-RBRVs of about 1.0. Relative to resource cost, in
other words, evaluation and management services are compensated at a lower rate
than invasive, imaging, and laboratory services. Roughly speaking, evaluation and
management services are currently compensated at less than half the rate of inva-
sive services. This finding holds true whether evaluation and management services
are performed by surgeons, internists, or family practitioners.

Our results also indicate that evaluation and management services performed in
hospitals are compensated at a higher rate than the same services performed in
office settings. This phenomenon may be attributable to historically more thorough
insurance coverage of hospital services than outpatient office services.

For diagnostic radiology, our results show ratios of charges-to-RBRVs far higher
than those for evaluation and management services; we thus conclude that imaging
services are more favorably compensated than office and hospital visits.

Second, we found wide variation in charges-to-RBRVs ratios within categories of
services. This is true both of evaluation/management and invasive services, al-
though the variations are greater among invasive services. Within a specialty,
therefore, individual physicians might be differently affected by an RBRVS-based
fee schedule, depending on the mix of services they performed.

Third, we divided the work performed by physicians into four dimensions: time,
mental effort and judgment, technical skill and physical effort, and stress. All of
these factors are important and they are included in the resource-based relative
values. Time alone is not adequate to explain work. As a matter of fact, in the
RBRVS for surgical services, surgeons rated technical skill as having greater weight
than time spent; mental effort and judgment as having equal weight as time spent.
So, for surgical procedures, time is only one among four factors for the relative
values. On the other hand, in medical specialties, time is shown to have about equal
weight as mental effort and judgment, while technical skill has less weight. In com-
paring surgical procedures and office visits, we found that the intensity (i.e., work
per minute) for surgery can be as much as six times the average intensity for visits.

Fourth, we found that work per minute for invasive services varies over a wide
range-from 1.9 to 19.4. Variations in work per minute for other categories of serv-
ices are much smaller, typically a two-fold range.

Fifth, we found only small differences in mean work per minute (an implicit
measurement of intensity) in evaluation and management services. Furthermore,
when we partition evaluation and management services by setting (i.e., hospital,
office, nursing home, telephone), the differences in work per minute become mini-
mal. Physicians' work varies closely with time spent for a patient.

Lastly, we found that pre- and post-service work represent an important compo-
nent of physicians total work. Though medical practitioners are aware that much of
their time and effort are spent before and after performing a given service for a
patient, there has heretofore been no systematic study of pre- and post-service work.
We found pre- and post-service work to represent close to 50 percent of the total
work of typical invasive services, and 33 percent of typical evaluation and manage-
ment.

IMPACT

We compared the current charges with the resource-based relative values. We
found that the current charges do not reflect the required resource costs. For office
and hospital visits, the Medicare program is currently paying $25 to $45 for each
100 units of resource cost. Meanwhile, for most surgical procedures and diagnostic
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tests, Medicare is paying $100 to $160 for each 100 units of resource cost. This find-
ing has important policy implications since physicians are paid very generously for
some services, but not for others. Therefore, the economic playing field for physi-
cians is not level. The more generous payment rates for surgery and tests could
induce greater and inappropriate volume of these services.

If Congress replaces the current payment system with an RBRVS-based schedule,
there will be some significant increases in fees for office, hospital, nursing home
visits, and consultations, while surgical fees could be reduced 10 percent to 35 per-
cent. These changes in payment rates would affect physicians' Medicare revenues.
To evaluate the potential impact, we simulated the possible effect of an RBRVS-
based fee schedule under a "budget neutral" assumption. We also assume that the
RBRVS affects only physicians' net income. The simulation was performed with
sparse and incomplete data, so it provides a rough indication of the potential effects.
Graph C (attached) shows that most specialties will not be affected greatly. Yet, for
six specialties, revenues from Medicare could increase or decrease up to 30 percent.

LIMITATIONS AND CRITICISMS

We know there are limitations and shortcomings to the RBRVS. Since the release
of our 2,000 page final report to the Health Care Fiancing Administration, we have
received many criticisms of the study. Some criticism is well-founded, while others
are not. We present a summary of the important criticisms and explain what we
plan to do to address them.

In our final report, we pointed out several limitations of the RBRVS. First, it does
not take into account the competency of the physician or the quality of service. It is
currently infeasible to differentiate systematically the quality of work performed by
500,000 physicians practicing in the United States. Nonetheless, the RBRVS could
incorporate a quality index when accurate physician-specific information does
become available. Second, we used the coding system adopted by HCFA (HCFA
Common Procedure Coding System-HCPCS) in defining and coding the services.
There are, however, ambiguities in this coding system as to the definitions and con-
tent of a service. As a result, there are variations in how Medicare carriers and phy-
sicians use this coding system, and it will not be possible for us to make precise
estimates of the resource cost of all the services unless the coding system is im-
proved.

There is some well-founded criticism of the RBRVS study. It includes criticisms of
our method of treating overhead costs, our use of outdated information in calculat-
ing overhead cost, our imprecise measurement of work performed before and after a
service, the extrapolation of the relative values derived from surveyed services to
some nonsurveyed services, the insufficient review and validation of these extrapo-
lated relative values, the inadequate validation of the linked services that we used
for cross-specialty alignment, and the degree to which some of the surveyed physi-
cians, were "qualified' to give us valid ratings of physicians' work.
Practice Costs

We have been criticized for our method of treating of overhead costs. Critics
argued that our method is not sufficiently refined and that the data we used are
outdated. In the study, we have accounted only for the differences in overhead costs
between specialties. In addition, we calculated the relative values by spreading the
total overhead cost to each service in proportion to its work input. In reality, the
overhead may not vary with the physician's work input. Different services may re-
quire varying amounts of supplies and services by ancillary personnel, such as
nurses or technicians, not in proportion to physicians' work. Further, direct over-
head costs differ between the services performed in the office and in the hospital.

These criticisms are justified. Our Final Report acknowledges the shortcomings of
our method and data, and they should be substantially improved. This will require,
however, an extensive study. The Physician Payment Review Commission has al-
ready begun a study to improve our method and to collect the most up-to-date infor-
mation on overhead costs. In the Phase II of the RBRVS study, we will work with
the PPRC to improve the method and data for incorporating the overhead costs into
the RBRVS.
Work Performed Before and After a Service

The pre- and post-service work comprises a significant portion of the total work.
The methods for their measurement were not as well developed as were the meth-
ods for measurement of the intra-service period. Consequently, the values we ob-
tained for the pre- and post-service periods are less accurate and the method re-
quired major improvement. In Phase II of the study, we plan to make major revi-
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sions in our method and data collection for estimating the work performed during
the pre- and post-period. We are testing various new methods with physician focus
groups and with pilot surveys. The development and testing of various optional
methods would give us the empirical data to select a sound method. We plan to use
a new method to obtain accurate information on the pre- and post-service work.
Extrapolation

We have been justifiably criticized for some relative values that were produced
from our extrapolation method. The data we used for extrapolation were not ade-
quate to produce accurate values for all services. Moreover, these relative values de-
rived from extrapolation should be carefully reviewed and validated. In Phase II, we
plan to work closely with the Health Care Financing Administration and obtain the
most accurate data for extrapolation. We will also work closely with carriers to edit
the data and interpret them correctly. In addition, we plan to organize panels of
physicians to review and validate the relative values obtained from extrapolation.
Coding of Services

In the original Medicare law, Congress allowed the definition and coding of physi-
cian services to follow local custom. This is still the case. Consequently, a national
coding system, was not fully adopted until 1985. Not all carriers have implemented
this national coding and classification system. We found that there are ambiguities
in the HCPCS codes, especially for office and hospital visits, and consultations.
These ambiguities lead to non-uniform use of the codes by physicians and carriers
alike. Each carrier has its own interpretation of the codes. Under varying practices,
a 10-minute office visit and a 20-minute office visit could both be classified and paid
as an intermediate visit. The content of services in a surgical code also varies be-
tween carriers. The problems with the coding system made the development of rela-
tive values much more difficult because the same code may mean different services
between regions and physicians. We strongly recommend that the Congress require
all carriers and physicians to make uniform and consistent use of the HCPCS codes.
"F"tness-to-rate"

Our study has been criticized that some of the data we obtained are from those.
surveyed physicians who do not frequently perform a given procedure. Some people
believe that those who do not frequently perform a procedure are not "fit-to-rale' a
procedure. These critics assert that although a specialist is trained to do a proce-
dure, he or she is unable to give a valid estimation of the work involved unless he of
she performs it frequently. We have compared our results with other studies which
gathered data only from those who have frequently performed the procedures. We
did not find a significant difference between our results and those of other studies.
Nevertheless, in Phase II of the RBRVS study, for those specialties that will be re-
surveyed, we will incorporate a question to ascertain how frequently the physician
performs a given procedure.
Specialty-specific Concerns

Five ispecialties-psychiatry, dermatology, cardiovascular and thoracic surgery,
ophthalmology, and pathology-have pointed out to us that we have not adequately
considered some important and special characteristics of their work. Also, there are
coding problems for some of the services of these specialties, and we did not ade-
quately cover the most important services of some of these specialties. Consequently,
we have agreed to restudy and resurvey psychiatry and dermatology. Presently, we
have met and held extensive discussions with the other three specialties. We are
confident that mutually satisfactory agreements can be reached for us to restudy
and resurvey these three specialties, if they decide that is the best course of action
to address their concerns.
Non-response Rates

The primary data for the study were gathered from surveyed physicians. We had
an average response rate of 62.5 percent of the physicians surveyed. Some critics
have argued this response rate is too low, and they have asserted that there could
be bias introduced by the high non-response rate. These criticisms, we believe, are
without foundation. We have conducted statistical analysis to examine whether the
non-respondents are similar in character to the respondents, such as their board-
certification status and the region where they are located. We found no statistical
difference between the two groups. It is well known that is difficult to get physi-
cians to participate in surveys. Physicians are busy people, and they are often sur-
veyed by pharmaceutical companies, government, AMA, medical publications, etc.
Hence, doctors often do not respond. Our response rates are higher than the re-
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sponse rates to surveys conducted by many specialty organizations. Their results are
often based on response rates of 15 percent to 40 percent.
Other Technical criticism

The study has also been criticized for our use of the magnitude estimation method
and for taking geometric means to calculate our values. We found these criticisms,
often made by people unfamiliar with the technical subject matter, to be without
foundation. Our study has been reviewed by nationally-recognized experts in psy-
chology and statistics, who have supported our technical methodology.

RECOMMENDATIONS AND CONCLUSION

1. The internal and external critical reviews of the RBRVS study found that the
results of the RBRVS are generally sound and credible; hence the RBRVS method is
a feasible alternative for paying physician services. We believe the RBRVS offers a
rational and systematic method to establish payment rates. Yes, the RBRVS can be
improved and refined, and this effort is already underway. We are confident that we
can improve the RBRVS and that it can be completed for implementation by the
end of next year.

2. The classification and coding system must be improved to remove its ambigu-
ities. More important, we recommend that Congress mandate the uniform usage and
application of the HCPCS coding system, once the needed improvements have been
made. Otherwise, the codes will continue to be used differently by carriers and phy-
sicians. Without a national uniform coding system, we cannot assess accurately
what services have been performed and how much the volume has changed. We
cannot prevent the unbundling of services or deter "code-creep" for larger reim-
bursements. The problems of the current coding system also make it difficult to esti-
mate accurately the resource cost required for ambiguous codes.

3. We recognize that a payment reform based on the RBRVS could have a quite
severe financial impact on physicians in several specialties. We would recommend a
gradual transition from the current payment method to an RBRVS-based fee sched-
ule to allow orderly and gradual adjustments in physician practices and to avoid
sharp disruptions. We believe a four-year transitional period is appropriate.

4. We recommend that evaluation should be integral to implementation of a Medi-
care fee schedule based on resource input. We do not have adequate information to
predict accurately how physicians and patients will react to a change in the relative
prices for physician services. There could be a positive effect on access, quality, and
the cost of medical services, but there might also be negative effects. We strongly
urge that Congress require the establishment of several sites where the effects of an
RBRVS-based fee schedule could be carefully evaluated. The information gathered
from these evaluation sites could guide the Congress in making midcourse adjust-
ments in the implementation of payment reform.

In summary, the current physician payment system is widely criticized for retain-
ing historically distorted fees. Distorted fees, in turn, present perverse incentives to
physicians. These distorted fees could lead to provision of inappropriate services and
could promote more rapid inflation in health care costs. We believe that the RBRVS
offers a feasible, systematic and rational approach to the establishment of relative
values based on resource costs, most notably physicians' work input. By removing
the perverse incentives, the RBRVS could enhance cost-effective medical care and
ameliorate the physician shortage in some primary-care specialties.
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RESPONSES To QUESTIONS SUBMITTED BY SENATOR BENTSEN

Question. The American College of Surgeons made a proposal that would base
payments on a blended rate that was based part on resource input, and also part on
patient demand and efficacy of the service. Why did the commission choose not to
use this concept, and stick to a RVS based only on resource input?

Answer. The American College of Surgeons (ACS) proposed to base physician pay-
ments partly on resource input and partly on patients' demand and efficacy of serv-
ice. The ACS assumes that the current charges represent patients' demand and effi-
cacy. This is an erroneous assumption, however. Patients demand and efficacy are
reflected in patient's willingness to pay only when these conditions are met: (1) pa-
tients have to pay for services themselves without any insurance coverage (then the
amount paid by the patient out-of-pocket would reflect the value of the service to
the patient) (2) patients have the time and presence of mind to do price-shopping
and pick the best surgeon who charges the least to perform a procedure with physi-
cians competing on prices (unless this condition is met, the prices physicians charge
are monopolistic prices), and (3) patients can make rational and informed choices as
to whether they should have a procedure performed on themselves.

The members of the Physician Payment Review Commission (PPRC) know the
market for surgical services does not meet the above conditions; therefore, the surgi-
cal charges do not reflect patients' demand. There are several reasons why, surgical
charges are not the competitive price and therefore reflect the patients demand.
First, there is widespread insurance coverage for surgical services, so patients do not
pay directly for these services and are therefore largely unconcerned about what
surgeons are charging. Second, patients are not likely to make rational and in-
formed choices when suffering from pain or distress, nor do they have the time to
price-shop and select the least expensive surgeon. Finally, the price a patient is will-
ing to pay when his life is in jeopardy does not reflect the patient' demand as de-
fined by economic principles. This is the case regardless of whether the service is
performed by a physician, a fireman, a policeman, or a rescue squad. In civilized
nations, police work, firefighting, and emergency services have long been organized
as public services because the market cannot determine fair prices under those cir-
cumstances, and consumers' willingness to pay does not reflect any kind of rational
demand.

If the American College of Surgeons is serious about using a blended rate to re-
flect consumer demand, the minimum condition they should accept is to determine
the charges when there is no health insurance coverage for surgical services so the
fees could at least represent the monopolistic prices (i.e., what patients are willing
to pay from their own pockets when there is little price competition)

Question. The surgeons feel that a demand-side RVS could be developed in much
the same way that the resource-based RVS was developed. Dr. Hsiao, you stated at
the hearing that development of such a scale was technically possible. What types of
measurable factors could be used to develop such a scale?

Answer. At the hearing, I said that the development of a relative value scale to
reflect patients' demand can be estimated for some services but not for all services.
We can use market prices to approximate patients' demand when the three condi-
tion enumerated in Question One plus the following conditions are met:

(a) Patients make repeated purchases of the same service over time so they can
switch doctors if they are not satisfied with either the quality or the price of the
service provided by a given physician.

(b) The patient makes direct selection of the physician who performs the service.
For some specialized services, such as diagnostic radiology, nuclear medicine, anes-
thesiology, and pathology, patients do not select the physician so these specialized
services do not meet this condition.

(c) Physicians do not have the market power to induce demand for their service.
Only some medical services satisfy the above conditions in a reasonable way. They

may include primary care services, normal child delivery, psychotherapy, etc. The
price that patients are willing to pay out-of-pocket for these services could be used
as a measure of the patients' demand.

Question. How might this proposed payment reform affect the access Medicare pa-
tients have to providers? Would you expect to see fewer physicians willing to care
for Medicare patients if a fee schedule based on the RBRVS is implemented?

Answer. A RBRVS-based payment system may improve access to primary care for
Medicare patients because of increases in payment rates for these services. In the
long run, an RBRVS-based fee schedule would also increase the number of primary-
care physicians. Some of these physicians will be likely to practice in rural areas
and thus improve access to medical care for the rural residents.



117

A RBRVS-based payment system would reduce payment rates to surgeons. Some
surgeons might be less willing to take care of Medicare patients. However, I do not
think many surgeons will do so. There are several reasons for this. First, there is an
over-supply of surgeons now. The average surgeon practicing in community hospi-
tals find it difficult to get enough surgical patients. As a result, many surgeons
retire early or shift their practice to general practice. Second, surgeons practicing in
medical centers are not likely to be affected by the RBRVS. These surgeons are on
salary. An RBRVS-based fee schedule will still generate sufficient revenue to pay
surgeons' salaries in medical centers. Hence these surgeons are. unlikely to turn
away Medicare patients. Lastly, under the PPRC proposal, physicians are allowed to
do balance billing within limits. The very competent and busy surgeons would bal-
ance bill their patients and they do not have to turn away Medicare patients.

Question. The RBRVS does not directly take into account the severity of the pa-
tient's illness. Do you think the current coding system adequately reflects variance
in illness severity? Will the proposed system be equitable for the physician who
cares for a large proportion of acutely ill or frail elderly patients?

Answer. I do not believe the severity of the patient s illness is a problem for the
RBRVS. Severity has become a concern because hospital reimbursement had
grouped the 9,000 ICDA-9 codes into 467 DRG categories. Hospitals began to raise
the issue that severity of illness is not being adequately considered in the DRGs.
This argument should not be extended to physician payment. Physician services are
separated into 7,000 individual services. This coding is already very detailed, sepa-
rating out patients into different illnesses and services/procedures performed by the
physician. The most common complaint among practicing physicians is that the cur-
rent 7,000 codes are too refined. It is impractical for them to use all these codes. The
claim data bear this out. We found that the charges for several hundred codes make
up more than 80 percent of the dollar volume of physician services. Most of the
7,000 codes are used very infrequently. While there is still some variation in pa-
tients' severity within each code, but that is inherent in any classification system
which groups homogeneous patients and procedures into one code. Even if there are
500,000 codes, critics can still argue there is some variation in the severity of illness
within each code. This kind of argument implies that physicians should establish a
separate charge for each individual patient. Clearly, that is not practical nor are
physicians doing that now. Under RBRVS, we are not changing the current practice
where one fee is established for each of the 7,000 codes.

I believe, overall, that the current coding system compensates physicians equita-
bly and fairly for the services they render to acutely ill or frail elderly patients.
When physicians take care of these patients, the visits are longer and/or it takes
more office and hospital visits to care for these patients. Under the RBRVS, physi-
cians will be compensated proportionately more for the longer visits. As for the
more frequent visits for the acutely ill, physicians bill each visit separately and thus
receive payment proportionately to the number of visits.

REPONSES TO QUESTiONs SUBMIrTED BY SENATOR MrrCHELL

Question. You stated that an important source for your work was a survey of
practicing physicians, a survey which some have criticized as being too small. I am
interested in knowing how representative the survey was of rural physicians?

Answer. Our survey has been criticized by uninformed people as being too small.
The number of people who should be surveyed is not determined by the absolute
number of people we surveyed, but it depends on how much variation there is be-
tween respondents answering a question. Let me illustrate. Among the 110 million
American workers, if every worker gave the same answer to a question, then a
study would only need to survey one worker to obtain a reliable answer. On the
other hand, if every worker has a different answer to a question, then a study would
have to survey 110 million people. In our study, we found there is close agreement
among physicians as to the work required in performing a given service. Answers
from about 40 physicians would give a reliable average rating of work for the serv-
ices we studied, We obtained responses from approximately 100 randomly-selected
physicians in every specialty we had studied twice the number that is needed for
statistically reliable answers.

The physicians we sampled represented the actual distribution of physicians who
practice in urban versus rural areas. Because there is varied definition of urban
versus rural areas, I estimate that we surveyed approximately 300 to 400 physicians
practicing in rural areas.

Question. You have outlined a series of enhancements that you wish to make to
the RVS, with a possibility of a new version being completed by next year. What is
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your projection of the effect that a new version would have on the relative gains
family practitioners make under this version?

Answer. In our simulation chart, the Medicare revenue received by obstetricians
would not be changed greatly. The reason is simple. The highest dollar-volume serv-
ice performed by obstetricians is delivery of babies. The fees for this service tend to
be low in relation to the resource cost, but this service is not performed to Medicare
patients. As to other obstetric services, the fees for obstetric surgery tend to be high
in relation to resource cost, while office and hospital visits tend to be low. For the
Medicare patients, the distribution of services is such that they tend to cancel each
other out.

Question. I am surprised to see in your simulation chart that obstetricians would
benefit so little from the RVS, especially because stress due to risk is a component
of your resource measure. Would you care to comment on this? How necessary is
the addition of a medical liability factor to the RVS?

Answer. We are conducting a new study to improve and to refine the RBRVS.
This effort is underway. It is too early for me to make any prediction as to how the
new results would affect Family Practice because I do not have any facts on which
to make such a prediction.

RESPONSES TO QUESTIONS SUBMITTED BY SENATOR HEINZ

Question. One of the major threats to the financial solvency of the Medicare pro-
gram is the continued rise in the volume of services performed for Medicare pa-
tients. Can you speculate as to the effect a change in reimbursement to a relative
value scale will have on the volume of services performed?

Answer. I believe one of the causes for the rise in volume of services is due to the
distorted fees in our current payment system. This payment system encourages phy-
sicians to do as many tests and surgery as possible. Our payment system also en-
courages physicians and hospitals to adopt new procedures and technology without
much regard to their efficacy and cost-effectiveness.

The RBRVS does not directly address the volume issue. However, the RBRVS will
correct the distorted incentives in the current system and hence it could help to
reduce the rate of increase in volume. Rising medical care expenditures is a result
of the interaction between price and volume. Congress cannot control the volume
effectively unless you put the price structure right. Moreover, I am not aware that
anyone has an effective solution to the volume issue. Most experts believe that we
cannot find an effective way to deal with the volume issue for several years. Then
why delay a correction of the distorted incentive structure? We can reform the pay-
ment system now; then we can install effective controls on volume when that is de-
veloped.

Question. Dr. Lee, in acknowledging your pioneer work on RBRVS, has noted a
number of changes PPRC is recommending to your model. Would you please com-
ment on which of the changes appear valid and which may be in question. I am
especially interested in your thoughts on the pass-through for malpractice costs and
the idea of building physician time costs into visit codes, rather than as part of an
overall "work" measure.

Answer. In our final report, we recommended that physicians' time be built into
the visiting codes. This is based on the empirical data we have collected from the
study. Hence, we are in total agreement with the PPRC recommendation on incor-
porating physician time into the visiting codes. As to medical malpractice cost, this
cost is very volatile and varies between regions of the U.S. Hence, we agree with the
PPRC recommendation to separate out medical malpractice cost and treat it as a
separate item in the RBRVS formula.

Question. The PPRC is recommending an ambitious schedule of implementation-
beginning just a year from now. In your view, is this realistic technically and admis-
tratively?

Answer. The PPRC recommends that the Congress legislate a change in physician-
payment policy with an interim payment rate implemented in the Spring, 1990.
However, the full RBRVS-based payment system will not begin its implementation
until 1991. I think congress can legislate policies now because the principle methods
and data of RBRVS have been sufficiently developed. After careful and detailed re-
views by scores of experts and research organizations, the scientific community
found the RBRVS has technical credibility. Therefore, the Congress can place its
confidence in the RBRVS as a feasible, rational alternative in paying physician
services. The RBRVS should be improved and refined; this work has begun and it
will be completed before December, 1990.
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I believe it is realistic to begin the implementation of a RBRVS-based payment
system in 1991. But I think the new system should be phased-in over a tour-year
period. Over this period, we can, in an orderly way, deal with administrative and
technical problems in implementing the new system. Congress can also exercise its
oversight function to monitor and improve the new payment system.

Question. You have worked day in and day out with literally hundreds of some of
the best minds in clinical research and practice that run the gamut from general
practitioners to specialists. What is your view on the likelihood-from a technical
and political perspective-of implementing both a relative value scale and expendi-
ture targets at once?

Answer. One paramount concern of the U.S. Congress is to control the rapidly
rising health-care cost, while not reducing the quality of care. The RBRVS would
put in the right incentive structure to reduce the unnecessary surgery and tests,
while encouraging physicians to give better primary-care services. However, it is not
likely that the RBRVS-based fee schedule would control sufficiently the growth in
total health expenditure. A RBRVS-based payment system combined with expendi-
ture targets would control the rising cost more effectively. An expenditure target
alone would reduce the quality of care and access unless there is simultaneous
reform in the payment method.

Question. You suggest in your testimony that it may be prudent to test RBRVS
prior to implementation. This is a concept I have consulted with several researchers
on, only to be told that it is technically not feasible. How would you design such a
demonstration and how would you convince specialists in the demonstration area to
accept less money in order to test a payment system they do not fully support?

Answer. In my testimony, I recommended that if the RBRVS is implemented, we
should have evaluation sites to assess the impact of RBRVS so the Congress can
take corrective action to refine the implementation. Each evaluation site could be a
large community or a State. I would design an evaluation study where one region
uses the RBRVS by all-payors, another region only uses RBRVS for Medicare, and
another region uses RBRVS for Medicare and Medicaid. Then we can assess the
impact of RBRVS on access to care by Medicare patients, and impact of RBRVS on
cost inflation. We can compare results from the partial-payor system with an all-
payor system. There are other feasible ideas for evaluation or demonstration stud-
ies. For example, in demonstration projects, physicians in a Preferred Provider Or-
ganization (PPO) plan could be paid based on RBRVS. This is already being done in
some localities. I would be happy to meet with you and your staff to discuss the
demonstration projects.

RESPONSES TO QUEST ONS SUBMIFTED BY SENATOR CHAFEE

Question. The PPRC recommends that we set an expenditure target for physician
payments under the proposed fee schedule-starting out with a national target, and
then perhaps moving to sub-national targets. Presumably, if a target wasn't met in
any given year, then the fee schedule for the doctors in that group would be re-
duced, or increased at a slower rate. How, under this arrangement, do we avoid a
situation where Doctor A, who has relatively less expensive patterns of practice,
ends up bearing the burden for Doctor B's relatively more expensive patterns of
practice?

Answer. The point implied in your question is a real problem. Under an expendi-
ture target, physicians who place public interest above their own interest by holding
down inappropriate services will be penalized along with thtse physicians who in-
crease the volume of their services to generate a desirable income. This criticism of
expenditL('e target can be overcome, however. A national expenditure target is only
a signal to the whole medical profession that they must take Zollective responsibil-
ity to hold down unnecessary utilization. Otherwise, stronger measures might be
used to monitor each physician's practice. Since the majority of physicians are
honest, fair and public-minded, they may monitor and exert peer pressure on that
small fraction of physicians who may abuse the system by increasing the volume of
services they perform, regardless of whether the services are appropriate. If the
medical community is unwilling or unable to control those physicians who abuse the
system, then the government will have to step in. In that circumstance, there are
many ways to identify the abusers rather than penalizing all physicians when the
expenditure target is exceded. For example, the targets can be set at the communi-
t or hospital level, hence penalizing the small group rather than all the physicians.
Aternatively, we can identify those physicians whose volume of services has taken
a dramatic jump. These physicians' services can be reviewed in greater detail-and
if abuse is found, their payments can be cut back.
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In sum, it is extremely important for the Federal Government to close the check-
book on how much we will spend for physician services. When the current open-
checkbook is closed, only then will there be incentive for the delivery of medical
services to be rationalized and for physicians to consider the cost and efficacy of
their services. Expenditure target is an effective means to close the checkbook. The
detail in implementing the expenditure target remains to be worked out, depending
on how the whole medical profession accepts the collective responsibility to monitor
and control those physicians who may abuse the system.

Question. Can you tell us how what is proposed here compares to the Canadian
system?

Answer. Canada has a single payor system where physicians receive all their pay-
ments fro the provincial government's insurance plan. Since each province can mon-
itor the total volume of services billed by each physician, the expenditure target has
worked quite effectively in many Canadian provinces. In the United States, the
Medicare program makes up only 20-25 percent of the average physician's revenue.
Therefore, while I fully support the expenditure target as a sound and much-needed
public policy, I believe the implementation of the expenditure target must follow a
different path than that used in Canada,

PREPARED STATEMENT OF PHILIP R. LEE
The Physician Payment Review Commission has developed proposals to rational-

ize the pattern of payments to physicians by Medicare aad to slow the rate of in-
crease in program costs so that they are affordable to the beneficiaries and the tax-
payers. It met last week and approved the recommendations to be included in its
1989 Report to Congress, which will be submitted by April 30. I appear before you
today to discuss these recommendations and answer your questions.

To rationalize the pattern of payments by Medicare, the Commission proposes a
Medicare Fee Schedule based primarily on resource costs. To limit beneficiary finan-
cial liability, it recommends limits on balance billing. To control growth in expendi-
tures, the Commission proposes the use of expenditure targets and increased re-
search on effectiveness of medical services and development of practice guidelines.

MEDICARE FEE SCHEDULE

In its report to Congress two years ago, the Commission called for the develop-
ment of a fee schedule for Medicare. We are now proposing that the currenf CPR
method for paying physicians be replaced by a Medicare Fee Schedule that is besed
primarily on resource costs. The Commission recommends enactment of legislation
this year to establish a Medicare Fee Schedule, with a transition fee schedule imple-
mented within six months of enactment to move the payment system in a series of
steps toward full implementation of the Medicare Fee Schedule in 1992. The Com-
mission also recommends that the Medicare Fee Schedule should include all special-
ties, including radiology and anesthesiology for which separate fee schedules now
exist for Medicare payment.

A fee schedule consists of:
* a relative value scale (RVS), which indicates the value of each service or proce-

dure relative to others,
e a conversion factor, which translates the RVS into a fee for each service, and
* a geographic mutiplier, which indicates how payment for a service is to vary

from one geographic area to another.
Relative Value Scale

The Commission has reached a number of conclusions about the design of the rel-
ative value scale for the Medicare Fee Schedule. I will briefly describe our recom-
mendations and then provide some background for the Commission's decisions.

The Commission recommends that the relative value scale (RVS) be comprised of
two cost elements: relative physician work and practice costs.

With respect to relative physician work, the Commission favors:
* the use of the Hsiao methodology for estimating relative physician work, with

refinements based on current work by Dr. Hsiao and analyses currently underway
by the Commission

* adoption of a policy developed by the Commission to standardize the definition
for all surgical global services, and

* modification of the current coding system for evaluation and management serv-
ices to incorporate time into the definition of visit codes

For practice costs, the Commission proposes:
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* use of a Commission -eveloped additive formula for incorporating practice costs
into the RVS

* initial use of the Commission's refined estimates of practice costs by specialty,
to be superseded by estimates of practice costs by category of service.

* developing a separate practice cost factor for professional liability insurance
premiumsRelative Physician Work. The Commission has carefully evaluated the pioneering
work by William Hsiao and his colleagues at Harvard University to develop a re-
source-based relative value scale. As have others, the Commission has found the
methodology for estimating relative physician work to be sound and has drawn
heavily on it in developing its RVS or the Medicare Fee Schedule. The Commis-
sion's evaluation calls for additional research to be undertaken by Dr. Hsiao and the
Commission staff to strengthen the results of the study. Most of these tasks are al-
ready underway.

A national fee schedule requires that the codes for physician services be interpret-
ed uniformly by all physicians and carriers. Only then can accurate relative values
be assigned to each service so that fees reflect the resource costs associated with
providing that service. The Commission's recommendations call for changes related
to coding in two important areas: surgical global fees and evaluation and manage-
ment services.

Codes for Surgical Global Services. With the unanimous agreement of a consensus
panel made up of surgeons and carrier representatives, the Commission has devel-
oped a policy defining which services associated with an operation are to be includ-
ed in the global payment for surgery and which are to be paid separately. Using
data from the Hsiao study, the Commission has calculated the relative values for
each operation to conform to this policy.

Codes for Evaluation and Management Services. Physicians cannot accurately use
the current codes for evaluation and management services (commonly referred to as
visit codes) to reflect their time and work, because the levels of service (e.g., brief,
intermediate, comprehensive) are not precisely defined. Therefore, it is difficult to
assign accurate values to current visit codes in a resource-based fee schedule. Analy-
sis by the Commission and by Dr. Hsiao and his colleagues suggests that the physi-
cian's time is a good predictor of the work involved in each type of visit (e.g., hospi-
tal visit, office visit, new patient, established patient). The Commission recommends
that time be incorporated into the definitions for visit codes. This coding reform
would allow more accurate relative values to be assigned to these services and help
physicians use the codes properly. Carriers would also have a way to determine
whether phyicians were billing correctly for these services.

With work currently underway by the Commission, Dr. Hsiao and the AMA-spon-
sored CPT Editorial Panel that oversees the CPT coding system, we expect defini-
tions for visit codes to be revised and individual relative values to be assigned
within the next year, well before full implementation of the Medicare Fee Schedule.

Grouping of Codes. Given the work currently underway to modify the coding
system for the Medicare Fee Schedule, the Commission recommends the postpone-
ment of the legislative mandate to "group codes for payment purposes" by January
1, 1990.1 The goal of this mandate is to control misuse and abuse of the coding
system under the current payment method. Analysis by the Commission suggests
that this could be accomplished more effectively by integrating precise definitions
for codes with more rational fees for physician services.

Practice Cost Formula. The Commission has developed a formula for incorporating
practice costs into the RVS that allows for overhead to be calculated independently
from physician work. The original formula developed by Dr. Hsiao allowed changes
in estimates of physician work to affect the calculation of overhead. This distorted
the relative values and led to an overestimate of the impact of the shift to a fee
schedule. As a result of the Commission's correction in the formula, the magnitude
of changes in fees and impacts on different specialties is almost halved from the pre-
liminary estimates reported by Dr. Hsiao and his colleagues last summer. From our
discussions with Dr. Hsiao, we understand that he agrms with thr commission's s
modification of the formula.

Professional Liability Insurance. Insurance coverage for professional liability rep-
resents a major cost to physicians that varies substantially by specialty and geo-
graphic area. To assure that the fee schedule adequately accounts for differences
among risk classes (e.g., physicians doing no surgery versus thoracic, vascular and
orthopedic surgeons) and localities (e.g., Florida, Idaho) used in setting premium

I Omnibus Budget Reconciliation Act of 1986 (P.L. 99-509), Section 9331(d2).
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rates, the Commission recommends that professional liability insurance premiums
should be treated as a separate practice cost factor.

Updating the Relative Value Scale. Revisions in the relative value scale will be
required to account for the introduction of new technology, changes in the use of
existing technology and in clinical approaches to care, and refinements in the
coding system. The Commission recommends that the process used to develop the
Medicare Fee Schedule, in which the Commission provides the Congress with the
information and advice it needs to make policy decisions, be used for updating the
relative value scale. That process has been successful in accomplishing the technical
and policy development tasks required, and it provides substantial opportunity for
organizations representing physicians, beneficiaries and others affected by the
policy to participate in the decision-making process.

Physicians, in particular, have a major role to play in revising the relative value
scale. The Commission will continue to work closely with the American Medical As-
sociation (AMA) and the specialty societies. If the medical profession decides to co-
ordinate its input on updating the relative value scale through the AMA, the Com-
mission would find that an acceptable process.
Conversion Factor

The conversion factor transforms the RVS into a schedule of dollar payments for
each service. The Commission recommends that the initial conversion factor be set
so that outlays for physicians' services projected under the fee schedule are the
same as those projected under the current payment system.

The conversion factor should be updated annually. The formula used to determine
the update should have as one element the difference between targeted and actual
expenditures. I will describe how the formula would be used when I turn to expendi-
ture targets.
Geographic Multipliers

The Commission recommends that the geographic multiplier reflect only variation
in overhead costs of practice. The amount physicians receive for their time and
effort, after subtracting overhead costs, should not vary by locality. Therefore, if
physicians in two parts of the country provide the same quantity and mix of serv-
ices to Medicare beneficiaries, they would receive the same net income from Medi-
care. This policy would reduce substantially the magnitude of geographic variation
in fees.

Specialty Differentials
The Commission recommends that when a service provided by physicians in dif-

ferent specialties is essentially the same, the payment should be the same. There-
fore, specialty differentials--differences in payment to physicians of different spe-
cialties for the same procedure code-would be eliminated under the fee schedule.

In some cases, physicians in different specialties provide different services under
the same code, and yet receive the same payment, because distinct codes that would
accurately capture these differences do not exist. These legitimate differences, when
substantiated, should be recognized by establishing new codes. Identification of such
coding changes would be part of the process for updating the relative value scale.
Assignment and Balance Billing

The Medicare Fee Schedule must be accompanied by policies to limit benefici-
aries' financial responsibility for charges in excess of what Medicare allows. The
Commission does not recommend mandatory assignment but proposes the following
set of policies that together provide increased protection for beneficiaries:

* limitations on charges for unassigned claims to a fixed percentage of the fee
schedule amount. These charge limits would replace current MAAC limits. Federal
legislation in recent years has set two precedents for the amount of balance billing
allowed. In one (overpriced procedures), the charge limit, after a phase-in period,
was set at 125 percent of the Medicare allowed amount; in the other (the radiology
fee schedule), the limit will be phased in to 115 percent.

9 elimination of balance billing for qualified Medicare beneficiaries. This requires
clarification of the provision in the Medicare Catastrophic Coverage Act of 1988
(P.L. 100-360) that requires state Medicaid programs to pay Medicare cost sharing
for beneficiaries seeking this assistance who are not otherwise eligible for Medicaid,
but who have incomes below the federal poverty level. The current legislation
covers Medicaid payment of deductibles, premiums and coinsurance, but does not
require physicians to accept the Medicare allowed charge as payment in full, as
they do for other Medicare beneficiaries covered by Medicaid.



123

* continuation of the Participating Provider Program and its payment differential
that provides higher fees to participating physicians.

The Commission has concluded that the market for physicians' services does not
function well enough to preclude the need for financial protection for Medicare
beneficiaries. Without limitations on balance billing, beneficiary financial protection
would suffer. On the other hand, the Commission does not recommend mandatory
assignment. Limited balance billing would provide a safety valve concerning errors
in setting fee schedule amounts and an opportunity for those physicians who are
especially highly regarded by patients or who systematically take on the most diffi-
cult cases to be paid more than the fee schedule amount.
Impact on Physicians and Beneficiaries

The Commission has constructed simulation models to project the impact of the
Medicare Fee Schedule on categories of physicians and beneficiaries. Table 1 shows
the changes in Medicare payments for selected services. Note that fees for evalua-
tion and management services, such as office visits and hospital visits, would in-
crease and fees for many surgical procedures would decrease. Table 2 shows the
impact on major specialties included in the first phase of the Hsiao study. Medicare
payments would increase for family physicians and internists and decrease for tho-
racic surgeons, ophthalmologists, and radiologists.

The Medicare Fee Schedule would change the distribution of payments among ge-
ographic areas (Table 3). Using a geographic multiplier that reflects overhead costs
only, payments to physicians in rural areas would increase. Those to physicians in
very large metropolitan areas would decrease.

Table 4 shows the impact on out-of-pocket payment of coinsurance and balance
bills for different categories of beneficiaries. All of the categories identified would
experience a moderate reduction in costs, most of which would result from the limit
on balance billing. Indeed, the percentage reductions in balance billing alone are
much larger. The magnitude of these reductions is relatively uniform across the dif-
ferent categories of beneficiaries.
Transition

The Commission recommends a transition from the current payment system to
full implementation of the Medicare Fee Schedule. This would give physicians and
beneficiaries time to adjust, allow for midcourse corrections, and increase the
chances that private payers will change their policies as Medicare changes are being
implemented.

The transition must be designed to avoid disruption of the administration of the
program by carriers. The Commission's plan would create a Transitional Fee Sched-
ule that would retain customary and prevailing charge screens. It would base
changes in prevailing screens on the difference between current payments and those
projected for the Medicare Fee Schedule. A projected fee schedule amount would be
calculated for each service and procedure. Services would be grouped into categories
that are relatively homogeneous, such as office visits and major operative proce-
dures. For each category, the percentage difference between the fee schedule
amount and the average allowed amount under current policy would be calculated.

For the first year of the Transitional Fee Schedule, the prevailing charge of each
procedure would be changed by one-fifth of this percentage difference. Thus, for ex-
ample, if office visits are to increase by 25 percent under the Medicare Fee Sched-
ule, the prevailing charge for each type of visit would increase by 5 percent during
this first year. For the second year of the transitional fee schedule, prevailing
charges would be adjusted by an additional one-fourth. Comparable geographic ad-
justments to prevailing charges would also be included. We have discussed this ap-
proach with knowledgeable experts since the Commission meeting and expect to
make refinements based on their advice.

Implementation of the Transitional Fee Schedule would begin about six months
after enactment of the legislation. After two '--ars of experience, the full Medicare
Fee Schedule would be implemented. At this point, coding reforms and changes in
locality boundaries would be implemented. In addition, prevailing and customary
charge screens would be eliminated so that all services would be paid at the fee
schedule amount.

POLICIES TO SLOW INCREASES IN EXPENDITURES

From 1980 to 1988, Medicare outlays for physician services tripled. Premiums now
amount to $334.80 per year. Neither the taxpayers or the beneficiaries can afford
continued increases of this magnitude. Decisive steps to slow these increases are
needed now.

20-595 0 - 89 - 5
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The preferred way to contain costs is to reduce the provision of those services that
are unnecessary and inappropriate. In this way, access and quality of care would
not be sacrificed in the course of slowing expenditure growth.

The Commission recommends that three policies be pursued:
* giving physicians collective incentives to contain costs through expenditure tar-

gets,
* increased research on effectiveness of care and development and dissemination

of practice guidelines,
e improvements in utilization management by carriers and peer review organiza-

tions (PROs).
Expenditure Targets

The Commission recommends that a national expenditure target for physicians'
services under Part B be used to determine annual conversion factor updates under
the fee schedule. The target would reflect increases in practice costs, growth in the
number of enrollees, and a decision concerning the appropriate rate of increase in
volume of services per enrollee. The last would reflect tradeoffs between beneficiary
needs, technological advances, and affordability.

If actual expenditures during a year are equal to targeted expenditures, then the
conversion factor update for the following year would be equal to the increase in
practice costs. The update would be increased or decreased to reflect differences be-
tween actual and targeted expenditure increases.

As an example, assume that practice costs are increasing by 4 percent, enrollment
is growing 2 percent, and volume of services is projected to increase by 7 percent per
enrollee. This would lead to a 13 percent increase in expenditures. Now assume that
a target of 11 percent is chosen, which would permit a volume increase of 5 percent.
If actual expenditures rise 13 percent, then the conversion factor update for the fol-
lowing year would be 2 percent (4 - 2). If actual expenditures rise only 9 percent,
then the conversion factor update would be 6 percent (4 + 2).

Expenditure targets are designed to stimulate efforts by the medical community
to work with the Medicare program to increase knowledge of the effectiveness of
services and to use this knowledge to increase the appropriateness of care. Encour-
agement would come from tying the annual update in the Medicare Fee Schedule
conversion factor to the difference between the rate of increase in expenditures for
physicians' services and the target rate of increase.

In order to allow time for the necessary infrastructure to control costs to develop,
the Commission recommends that target rates of increase for the first few years not
depart substantially from baseline rates of increase.

The Commission recommends beginning with a single target at the national level,
but anticipates that the policy will evolve to one with multiple targets. For example,
targets could be established for states or carrier areas or for categories of services
(for example, separate targets for surgery and other services). Broadening the target
to include the rate of hospital admissions is another possible direction. The Commis-
sion has already studied several of these options and will continue to do this work.

Expenditure targets would not alter the financial incentives for individual physi-
cians and their patients. Rather, the incentives would fall to the physician commu-
nity, which could respond through education and support of the existing infrastruc-
ture of medical review. For example, the American Medical Association and nation-
al specialty societies could develop practice guidelines and disseminate them. They
could provide technical assistance to carriers and PROs in the development of crite-
ria for review and political support for sanctions of physicians who persisted in pro-
viding care that is inappropriate and does not meet standards of quality.
Effectiveness Research and Practice Guidelines

The Commission recommends a substantial increase in federal support for build-
ing our knowledge of the effectiveness and appropriateness of medical practices and
getting that knowledge to practicing physicians and their patients. We need to know
more about which of our diagnostic tools work, and which patients would benefit
from particular therapy. This knowledge is essential if we are to reduce unnecessary
and inappropriate services.

To increase this knowledge, we need more research to determine the medical out-
comes and the costs of alternative medical practices and procedures, and to deter-
mine the best ways to organize and provide care. This work would include clinical
trials, epidemiological studies of data generated by clinical practice, analyses of the
cost-effectiveness of alternative ways to organize care, and assessment of techniques
used in managed care to influence physicians' clinical decisions.

The knowledge we have about effectiveness and appropriateness must be made
available to physicians and their patients. Practice guidelines synthesize the best
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that we know from research and the judgments of practicing physicians, into a form
that can be readily used. The Commission recommends that the federal government
actively encourage the development and dissemination of practice guidelines so that
they are incorporated into physicians practices, made available to patients, and
used as the basis for coverage and payment, and for medical review criteria by hos-
pital medical staffs, carriers, and PROs.

The Commission calls for the federal government to support practice guidelines
through funding, coordination and evaluation. Funds should be used to support and
build on existing private sector activities by the medical profession and others. Fed-
eral oversight should focus on insuring the integrity of the process, including the
quality of the methods used and of the resulting guidelines, and facilitating efforts
among those involved in developing the guidelines to share information, identify
issues and set priorities.

The federal government also has a role as administrator of Medicare. The Health
Care Financing Administration should reinforce the importance of basing medical
review on sound criteria by assisting PRO and carriers in selecting and using
review criteria that are consistent with practice guidelines.
Utilization Review

The Commission supports the current efforts by HCFA to move toward a more
comprehensive approach to medical review and calls for further actions to strength-
en the review process.

If utilization and quality review are to be effective tools both to improve the qual-
ity and efficiency of care and to control the growth in Medicare expenditures, the
Medicare program will have to create a comprehensive medical review system that
looks beyond individual services to complete episodes of care. This requires system-
atic integration of information drawn from claims data, analysis of practice vari-
ations and peer review of physician practice.

To take on these responsibilities, it is essential that carriers and PROS have addi-
tional resources and time to build the necessary capacity. It will also require more
administrative flexibility and the cooperation of the medical community. The Com-
mission will discuss in its forthcoming report a number of specific recommendations
to structure and focus the transition from the current system that has emphasized
claims payment to one of comprehensive review.

INFRASTRUCTURE FOR PAYMENT REFORM

Successful implementation of the payment reforms described above will require
investments in the administrative infrastructure of Medicare. We applaud recent ef-
forts by HCFA to introduce a unique physician identifier, to incorporate diagnostic
information on claims forms, and to develop a common working file including data
from both Part A and Part B.

The Commission recommends two further changes to strengthen the ability to im-
plement these payment reforms. First, Medicare should require providers to submit
all claims, whether or not assignment is accepted. Second, HCFA should take steps
to accelerate the trend towards electronic claims submission. The ability of the car-
riers to implement a fee schedule and expand their medical review activities is de-
pendent on funding that is adequate and predictable. Unfortunately, this cannot be
taken for granted. While funding for medical review activities of carriers was in-
creased for the current fiscal year, the President's budget for 1990 would cut fund-
ing by 19 percent. In a program trying to hold back outlay increases in the range of
$4 billion per year, attempts to shave spending for administration (in particular,
medical review) are poorly conceived. If we are to attempt major reforms in this pro-
gram, we must assure that the administrative resources are there to carry them
out.

CAPITATION

Some have expressed concern that certain types of prepaid health plans have
failed to establish strong organizational structures and management systems and in-
stead have relied heavily on financial incentives to physicians to control costs,
posing a risk of underservice to enrollees. This concern led Congress in 1986 to pro-
hibit HMO and CMP use of financial inducements to physicians to reduce or limit
service to Medicare beneficiaries, The provision was not scheduled to take effect
until 1990 in order to permit time to substitute a less sweeping limitation.

While use of financial incentives to physicians raise important concerns regarding
patient care, broad prohibitions may not be in the interest of Medicare beneficiaries.
First, we have no definitive information concerning whether or not risk-sharing ar-
rangements now have an adverse effect on access or quality. Second, such restric-
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tions could result in the termination of many HIOs' risk contracts with Medicare
and reduce beneficiaries' access to prepaid plans. Medicare beneficiaries comprise a
very small proportion of HMO enrollment, so restrictions on practices that HMO6
consider important to their success could lead many to turn away from the Medi-
care program.

The Commission has developed proposals to restrict only the more problematic
forms of financial incentives. It recommends that health plans limit the total risk
assumed by physicians through some form of reinsurance or "stop loss" provision
and that they rely primarily on incentives to groups of physicians rather than to
individual physicians. Health plans should also disclose to both physicians and en-
rollees appropriate information on risk-sharing arrangements.

In addition to limitations on the use of financial incentives, the Commission rec-
ommends efforts to strengthen Medicare's external review processes applicable to

pd plans and the conduct of periodic surveys of beneficiary satisfaction. Final-
yrhe Commission recommends additional research to identify the effects of patient
characteristics on the use of services and on the impact of risk-sharing arrange-
ments on physician behavior.

CONCLUSION

Three years ago the the Congress created this Commission with a mandate to sug-
gest policies to rationalize the payment for physicians' services by the Medicare pro-
gram and to slow the rate of growth of expenditures for these services. We believe
that a Medicare Fee Schedule will serve to rationalize payments by tying them to
resource costs. It will be simpler and easier to understan for both physicians and
beneficiaries. It will promote better care and provide additional financial protection
for beneficiaries. Expenditure targets will help slow the increase in Medicare ex-
penditures so that we as a society can meet other presyng social needs. And in-
creased effectiveness research and practice guidelines will provide us with the
knowledge and means to manage available health care resources more wisely. With
these changes, we believe that Medicare can continue to meet the medical needs of
our elderly and disabled citizens.

TABLE 1.-NATIONAL MEAN ALLOWED CHARGES IN 1988 FOR SELECTED PROCEDURES (MEDICAL
FEE SCHEDULE AND CPR SYSTEM)

MFS ( CR (S)

Internal Medicine
Offie Vists:

90050 imited ............ ....... 29.3 22.8 24.2
90060 intermediate .. . .. ...... ... ...................... .......... 35.3 28,0 26.2

Hospital Vists:
90250 limited .............. .............. 33.3 259 28.5
90260 intermediate .............................. . 40.1 29.7 34.8

Other
90620 aow ef ive consultation.. . .......... .... ............................. 104.4 92.7 12.6
93000 electrocardiogram, comp ete .................... 24.6 34.9 -. 29.5
71020 x-ray exam of chet 28.8 37.9 -. 23.9

66984 remove cataract, insert )ns 1163.3 1467.1 -207
92014 eye exam and treaty ent ................... .......... .............. .. 39.4 417 .- 5.5

Orthopdk rgey
27130 total tip repacemen t ................. .... .......... 1954,5 2404.0 - 18,7
27236 repair fem ur fracture .... . ......... ... ... .............. .......... .... 1187.4 1302.3 .- 8.8
27244 repair fem ur fracture _............... .......... ...... .. ........ . 1188 0 1299.3 - 8.6

GenenaJ Surgery
35301 rechannel of artery .... ..... ....... ......................................-...................... ..... 1154 .1 1573.4 - 26.6
44140 partial removal c lo o1 ......... ............. .................. ................................. ..... 1054.6 1255.8 - 15.2
49505 air mncuinal hernia .... .. ........................................ ........................................ 405.0 581.9 - 31 .1

Umhg
5 200 0 c ytO . ........ ...... ............................................................................................ I111.1 104.9 5.9
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TABLE I.-NATIONAL MEAN ALLOWED CHARGES IN 1988 FOR SELECTED PROCEDURES (MEDICAL
FEE SCHEDULE AND CPR SYSTEM)-Continued

MIs (8) cm ($)

52601 prostatectomy (TUR) ............................................................................................. 919.9 1128.0 - 18.5

70470 contrast CAT scans of head .... ................................................................................. 77.6 112.9 - 31.3
71020 x-ray exam of chest ................................................................................................. 16.9 14.7 15.1

Thoracic Surgery
33512 conary artery bypass .............................................................................................. 2815.6 3594.4 - 27.7

TABLE 2.-PERCENT CHANGE IN MEDICARE ALLOWED AMOUNTS BY SPECIALTY UNDER MEDICARE
FEE SCHEDULE COMPARED TO CPR SYSTEM

Percent

Medical:
Internal Medidne ......................................................................................... .......................................................... 17,8
Family Practice ....................................................................................................................................................... 39.6
Dermatolo ............................................................................................................................................................... 1.0

Surgical.
Ophthalmoko y ........... ....................................... ........... ............ ....................... ......... . ........... -1 6.4
General Surgery ........................................................................................................................................................ - 10.5
Orthopedic Surgery .................................................................................................................................................... 7.7
Urofog .............. ........................................................................................................................................................ - 4.0
Thorac Surgery ........................................................................................................................................................ - 19.2
Otolar gology ...................................................................................................................................... ......... ... 6.8
Obstetrics/Gynecoic ...... ...... .............................................................................................................................. 0.6

Hosotal Based:
Radio .................................................................. . . ......... . . .................................................... - 25.3
Path esi) y ................................................................................................................................................................... - 24.2

Other Physicans .................................................................................................................................................................. 4.9

TABLE 3.-PERCENT CHANGE IN 1988 MEDICARE ALLOWED AMOUNTS BY AREA UNDER MEDICARE

FEE SCHEDULE COMPARED TO CPR SYSTEM
Pocent

kveal S~c~ gru ca

Very Large Metro ............................................................... Medical ............................................................................... - 1.2
Surgical ............................................................................... - 25.6
All pOysicians ......................... -14.3

Large Me tro....... ............. ................. .................................. Medical ............................................................................... 17.4Surgical .............................................................................. - 12.2

All physicians ..................................................................... . - 3.0
Other Metro ........................................................................ Medical ............................................................ ................... 26.4Srgic l .............................................................................. - 7.0

All PFy ians ..................................................................... 3.0
Large Rural ......................................................................... Medic l ............................................................................... 31.5Surgical ............................................................................. . 3 .5

All P ysia ns ..................................................................... 12.8
Other Rural ...................... ............................................ ...... Medical ...................... ......................................................... 38.4Surgl ............................................................................... - 6.6

AN ft ys ians ...................................................................... 15.1

My f1U erma oichice couties i MSAs dI 5 enm or more popuatins larg met kinddes countes In WS o 1 mill to 5
m~mp*#O, dwm mewall at hX& erp~ambuti

arge rura (nonHwtbpofta) count haw PopMaio of 25,000 or mome, olie nhA kcude .a cowe netrplt ount.
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TABLE 4.-C'IANGE IN MEAN BENEFICIARY COINSURANCE PLUS BALANCE BILLING FOR MEDICARE
PART-B PHYSICIAN SERVICES 1988 UNDER MEDICARE FEE SCHEDULE COMPARED TO CPR SYSTEM
(120% BALANCE BILL LIMIT)

Eenses c" ,mue s percent chang from
eeficlaycategory _

MFS ($) MFS (%)

All: 216 163 -25
< 6 5 yrs ............................................................................................................... 194 154 - 21
65- 74 .................................................................................................................... 2 14 157 - 27
75- 84 ................................................................................................................... 232 177 - 24
85 + yrs .................................................................................................................. 191 135 - 19

Males: 239 178 -25
w hite ....................................................................................................................... 246 182 - 26
non- h ite ............................................................................................................... 164 135 - 18

Females: 200 152 -24
w hite ....................................................................................................................... 209 158 - 24
non-wh ite ................................................................................................................ 122 102 - 16

Area:
very large me tro ..................................................................................................... 28 1 193 - 13
large m etro ............................................................................................................. 233 180 - 23
other m etro ............................................................................................................. 213 161 - 24
large rural ............................................................................................................. 188 143 - 24
other rural ............................................................................................................... 176 133 - 25

Income:
poor ............................................ ....................... ......................................... 108 85 - 2 1
near poor ............................................................................................................... 194 148 - 24
1.6-2.0 x poverty . .................................................................................................. 210 162 - 23
2.1-3.0 x poverty ................................................................................................... 237 180 - 24
> 3.0 x poverty .................................................................................................... 263 192 - 27

Hospitalized during year:
Yes .......................................................................................................................... 543 40 8 - 25
N o ........................................................................................................................... 116 88 - 24

REsPoNsEs TO QUESTIONS SUBMnrED BY SENATOR BENTSEN

Question. The American College of Surgeons made a proposal that would base
payments on a blended rate that was based part on resource input, and also part on
patient demand and efficacy of the service. Why did the Commission choose not to
use this concept, and stick to a RVS based only on resource input?

Answer. Last year, the Commission reviewed alternative conceptual bases for the
relative value scale (RVS) that would underlie the Medicare Fee Schedule. It consid-
ered both historical charges and resource costs as two major options. The American
College of Surgeons recently proposed blending both concepts in determining rela-
tive values, arguing that such an RVS would then reflect resource inputs, patient
demand, and value to the patient. In its 1988 report to Congress, the Commission
recommended basing the RVS primarily on resource costs, and the fee schedule that
it has proposed this year is based on resource costs. A resource-cost basis for the
RVS would reflect estimates of what relative values would be under a hypothetical
market that functions perfectly. Under such a market, competition drives relative
prices to reflect the relative costs of efficient producers.

The Commission sees several problems with basing a fee schedule on patient
demand factors. The rationale for using what physicians have historically charged is
that charges are the outcome of a market for physician services, and so reflect not
only physicians' costs but also value to the patient. But the Commission has con-
cluded that the market for physicians' services does not function well. The combina-
tion of extensive health insurance, a lack of information on the costs and benefits of
services, and the inability of patients to shop for physician services particularly
when they are ill removes many of the forces that drive prices to competitive levels.
Moreover, there does not appear to be any sound way to estimate the value to the
patient of a given service or procedure. Such value is patient-specific, depending on

is or her medical problems. For example, if a patient with very poor vision could
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have the problem corrected by a pair of eyeglasses, wouldn't that pair of glasses be
as highly valued by that patient as cataract surgery that provided a similar out-
come to another patient? For these reasons, current charges cannot be used to rep-
resent patient demand for services, and blended fees for services would retain the
distortions in the payment system that gave rise to demands for payment reform.

Question. I appreciate that the Commission is making recommendations which it
believes are good health policy. We in the Congress are faced with balancing good
health policy with budget constraints, and this year as in the past we are faced with
the prospects of making substantial cuts in the Medicare program. If we must make
cuts in physician payments for next year, are there parts of your recommendations
that can be implemented quickly to achieve budget savings in the short term that
are consistent with the long-term goals embodied in your recommendations? For ex-
ample, can the RBRVS be used to identify overpriced procedures for which payment
levels could be reduced immediately?

Answer. Budget targets for 1990 could be met either in conjunction with the im-
plementation of a Medicare Fee Schedule or as ad hoc adjustments to the current
payment system. For example, if implementation of a fee schedule was begun in
1990, the update in the Medicare Economic Index (MEI) could be delayed or re-
duced. Then, when the conversion factor for the initial stage of fee schedule transi-
tion was calculated, it would use this reduced baseline. Alternatively, ad hoc adjust-
ments to the current system could be made. Certainly, it would be wise to use all of
the information that has been developed to construct a fee schedule proposal-the
Hsiao study and the analysis by the Commission-to develop these adjustments.

Question. The Commission recommends establishing expenditure targets for phy-
sician services. I assume that the primary purpose of these targets is to try to re-
strain the growth in the volume of services being provided. How would the target
restrain growth in volume of services if the physicians do not have some mechanism
to control their colleagues' behavior? Is it possible that the effect may be to create
an incentive for individual physicians to increase their volume of services on the
assumption that others will try to game the system by maximizing volume?

Answer. Physicians could constrain growth of expenditures by reducing services
that are of little or no benefit to patients. There is convincing evidence that a signif-
icant fraction of services now provided is unnecessary and inappropriate, and many
physician societies are already developing practice guidelines to help identify and
reduce these services. The Commission recommends that the federal government
support substantial increases in clinical effectiveness research to determine which
services would benefit patients and which would not, and the development of prac-
tice guidelines to help get that information to physicians and their patients. We also
need to improve utilization review. The Commission believes that expenditure tar-
gets will give the medical community an incentive to increase its support for prac-
tice guidelines and better utilization review.

Physicians might increase volume of services in anticipation of decreases in
charges from expenditure targets. But that should already be happening, since Con-
gress year after year cuts back on the scheduled update in prevailing charges be-
cause Medicare expenditures, particularly on physician services, have increased "too
fast." Expenditure targets just formalize this and provide a collective incentive for
physicians to work through their organizations to slow expenditure growth.

Question. Physicians often cite the malpractice liability problem as a reason for
high volume of service (defensive medicine). Can we expect expenditure targets to
work if the physicians do not receive some sort of immunity from malpractice
claims based on failure to provide every possible service that might have changed
the outcome for the patient?

Answer. Malpractice and defensive medicine are very real problems. Many physi-
cian groups have asked the Commission to address them. Fear of malpractice could
inhibit attempts to reduce services that have little or no benefit, but which the phy-
sician thinks might reduce his chance of being sued. Practice guidelines provide one
way combat this problem. Guidelines developed in good faith by the profession may
well become accepted as clinical standards by the courts, and protect physicians who
practice in accord with them. Further, some of the services that should be reduced
provide no benefit, and could cause harm and increased malpractice risk, such as
unnecessary surgical procedures. Still, the Commission recognizes the importance of
the malpractice problem and the intensity of the concern of the medical profession.
We will explore this area in the coming year, and plan to bring to you additional
suggestions for reducing the unfortunate effects of medical malpractice on the qual-
ity and cost of care.

Question. Is the use of expenditure targets a crude form of rationing of services?
If society wants to limit the amount spent on health care, shouldn't a more specific
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set of limits or criteria be established, rather than just an aggregate limit? How are
physicians supposed to make the decisions of which services to provide and which to
withhold in the absence of clear practice guidelines?

Answer. If we want to slow expenditure growth without reducing access and qual-
ity of care, we have little choice but to identify and reduce specific services and pro-
cedures that would not benefit the patient. This requires the medical knowledge
that research and practice guidelines provide. Expenditure targets would give the
medical profession an incentive to work with Medicare to develop and use this infor-
mation.

Practice guidelines and parameters are a key to reducing unnecessary and inap-
propriate services-and to ensuring that patients receive the services they need.
The Commission recommends expenditure targets as one of a package of policies to
reduce services of little or no benefit to patients. Expenditure targets would be com-
plemented by increased federal support for clinical effectiveness research and prac-
tice guidelines to give physicians and patients the information they need to reduce
these services. Improvements in utilization and quality review by PROs and carriers
would make it more accurate and effective and would complement practice guide-
lines and expenditure targets.

Question. On a more technical note, if expenditure targets were adopted, how
soon would the expenditure data be available to determine whether the target was
being exceeded? In the past, annual data on Part B expenditures has not been avail-
able until well after the end of the year.

Answer. This is an important question that the Commission has examined careful-
ly and discussed with HCFA, giving attention to the likely capabilities of HCFA's
new common working files as well as to existing Medicare data systems. As you
point out, data do, indeed, require significant time to become available. That is a
major reason the Commission recommends an expenditure target system that bases
each annual update of the conversion factor on the preceding year's expenditures
rather than a system using withholds that tries to operate in 'real time"--say on a
calendar quarter by calendar quarter basis.

Our study of the issue indicates an update based on a good estimate of a years
expenditures could go into effect six months after the end of the year. The Juality of
the estimate would be improved after implementation of the Commission s recom-
mendations on claims: that providers should file claims for all services, including
unassigned services; that they should do so within 90 days after the delivery of serv-
ices; and that electronic claims submission should be fostered. A six month time lag
is, incidentally, the same as that now used when Medicare updates prevailing
charge and customary charge screens.

Question. The American College of Surgeons proposed a separate expenditure
target for surgery. Did the Commission consider the proposition of having separate
expenditure targets for different types of services, and if so, why did it reject the
proposition?

Answer. The Commission was carrying on technical analyses of separate targets
for different types of services before the College's proposal, and the College's testi-
mony in their favor enhanced our interest in them. With such targets the physi-
cigins affected and involved in making them work would primarily be in related spe-
cialties, with potentially closer working relationships and professional links than
the physician community taken as a whole.

The Commission's recommendation for a single national target is not a rejection
of separate targets. Rather, it represents a judgment that the best approach, at least
initially, is to adopt a very simple, easily understood, and rapidly implementable ex-
penditure target system. We anticipate that the system might evolve into one with
multiple targets and have been looking at state-level targets as well as service-relat-
ed targets.

Our analyses of service-specific targets so far did identify an important problem.
It would be very difficult to find objective bases for setting different expenditure
growth rate targets for different categories of services. The analyses also suggested
that some of the benefits of category-specific expenditure targets might alternatively
be obtained through the initiatives on practice guidelines and on utilization and
quality review that we recommend.

REsPoNsEs To QUEwrioNs SUBMrIrED BY SENATOR MrrCHELU
Question. I am pleased that you and Dr. Hsiao mention the need for more effec-

tiveness research. I believe that patient outcome studies are a critical adjunct to
any payment policies aimed at slowing the rate of medical care inflation. But equal-
ly important, such research will accommodate an element that is lacking in both
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the RVS and the fee schedule-that of accounting for quality of care. Would you
care to comment on this?

Answer. The Commission believes that increasing clinical effectiveness research
and the development and dissemination of practice guidelines is vital if we are to
slow expenditure growth without reducing quality of care. Beyond that, there is the
potential for improving quality by reducing services that don't benefit the patient
but sometimes pose risks, and by ensuring that patients get the services that would
substantially benefit them. The Commission recommends that the federal govern-
ment increase its support for clinical effectiveness research by several hundred mil-
lion dollars per year, and a fraction of that should be used to develop and dissemi-
nate practice guidelines. Both of these initiatives will require increased public sup-
port.

Question. I understand your position that you are not advocating mandatory Med-
icare assignment, but it seems to me that your position to limit beneficiary cost-
sharing still has some problems. For example, if the limit on balance billing is set
very low, some-maybe many-physicians may stop accepting Medicare payment
from their elderly? Is this not possible?

Answer. Our simulations indicate that the effects of balance billing limits on phy-
sicians will vary by type of service, and by the mix of services that physicians per-
form. Even with low ceilings on balance billing, most physicians in the medical spe-
cialties would receive higher levels of Medicare compensation under the Medicare
Fee Schedule, assuming they perform t he same types of services they did under
CPR. Clearly, physicians in many surgical specialties would receive less if balance
billing were limited. Overall, however, only a about one fourth of physicians would
experience reductions of 25 percent or more in Medicare revenues, and of these,
some might adjust their practice patterns in ways that reflect the new incentives of
the payment system. The magnitude of the reduction will reflect the extent to
which physicians bill for visits and consultations -for which payment would in-
crease under the fee schedule- rather than technical services for which payment
would decline.

Medicare accounts for only a portion of physicians' incomes, and this proportion
varies a great deal across practices and specialties. For some specialties, such as
ophthalmology and thoracic surgery, Medicare patients comprise a large proportion
of physicians' case loads. It would be unlikely that these physicians would refuse to
see elderly patients even if fees were significantly reduced. For many others, Medi-
care is only a fraction of total practice income (on average, we estimate that about
32 percent of the incomes of physicians who treat any Medicare patients come from
Medicare payments) If an "average" surgeon experienced a 10 percent decline in
Medicare revenues, this would mean a 3-4 percent decline in income. We do not
think many physicians would abandon Medicare patients as a result of reductions of
this magnitude.

Finally, it is likely that other payers would follow Medicare's lead and adjust
their payment levels accordingly. This would substantially limit incentives to shift
to non-Medicare patients.

Question. How would you ensure that the separate liability insurance add-on that
you recommend is done fairly, and in a non-inflationary way? To be sure, no one
wants to have the government subsidizing the enormous malpractice costs for cer-
tain states, yet we want to ensure access to care for pregnant women. How would
your proposal balance these concerns?

Answer. The Commission's principal motives to separate liability insurance premi-
ums from other costs in the Medicare Fee Schedule (MFS) are to (1) Pay physicians
fairly for practice costs that are incurred, especially costs that are out of their direct
control, such as professional liability insurance (PLI), (2) Potentially reduce the com-
plexity of the caFculation of the MFS, particularly if the lump sum payment method
is chosen, and (3) Increase the visibility of the malpractice and PLI problem.

The current CPR system does not fairly pay physicians for the recent rapid in-
creases in PLI premiums. The only adjustment that can be made in the current
system is a single national Medicare Economic Index (MEI) adjustment, which does
not reflect the substantial variation in PLI rates by specialty and by state. Any
mechanism that does not recognize the costs of PLI, which are completely deter-
mined outside of the physician's control and mut be paid in order to practice, is not
treating physicians equitably. Any of the three methods discussed in the Commis-
sion's 1989 report would reduce the inequities of the present system.

A direct payment of PLI premiums by the government is not likely to have signif-
icant inflationary impacts on the costs of medical care or liability insurance for sev-
eral reasons. First, in most states, and perhaps all, the PLI market is not competi-
tive. Physicians have little choice of carriers and rates and are unable to shop for
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lower premiums. In an uncompetitive market, no incentive exst for physicians to
seek lower premiums, and a direct payment of premiums would have no impact on
phyician ability to obtain lower rates.

Second, some states regulate insurance rates, so markets cannot be competitive.
Further, depending on the type of rate regulation, insurers would not be permitted
to raise their rates regardless of Medicare's payment policy.

The only way in which such an add-on might have some market impact would be
if insurance carriers, seeing a guaranteed increase in payments in the aggregate,
increased their premiums. This effect would occur only if states did not regulate car-
riers, and would be mitigated by the relatively small (20-25%) portion of the premi-
um that would be paid by Medicare.

A third reason that thia policy is not likely to be inflationary is that Medicare
implicitly already pays the costs of liability premiums, whether they are high or
low. Since the amount of the add-on would in the aggregate equal the amount cur-
rently spent, any inflationary impact would have to come from the change in the
incentives of the payment mechanism, rather than the amount itself. To the extent
that there was some change in incentives that was inflationary, it would depend on
the market conditions in each state.

The high costs of PLI premiums and defensive medicine are of great concern to
the Commission. Given that the cost of the premiums alone is substantial, the Com-
mission will be investigating this area further in the upcoming year. If the costs of
malpractice and PLI are to be reduced, it may be necessary for the Federal govern-
ment to initiate reforms in the liability insurance system.

Question. I am pleased to hear that of the alternative geographic adjusters under
study, your proposed method ("overhead only") would minimize the magnitude of
geographic variation among physician payments. (Of course, uniform payment
would eliminate the disparity altogether.)

I would just like to caution that overhead may not always be much less, or less at
all, in rural areas. In some cases, transportation costs and the inability to bulk pur-
chase supplies may cause rural doctors to pay a premium price. I hope that any
final geographic adjustment that is developed for overhead pays careful attention to
such considerations.

Answer. As you noted, the geographic multiplier proposed by the Commission in-
volves using a single method for determining fees in both urban and rural areas.
Overhead costs are reflected in this geographic multiplier by data on prices that
physicians face in different areas. There are only three components that vary from
one area to another: office rent, wage rates for nonphysician personnel, and mal-
practice premiums.

The Commission recommends that a uniform policy on defining charge localities
to which the geographic multiplier will be applied is needed. It will work in conjunc-
tion with HCFA and its 11edicare carriers to develop a specific policy in this area.

The Commission heard important testimony about costs of practice in rural areas.
For example, rural physicians may need to have more equipment in their offices
because they do not have hospitals nearby to conduct tests or, as you described,
rural physicians may not have opportunities to purchase supplies in bulk for dis-
counted rates. To get good information on actual costs, the Commission conducted a
survey of physicians. Our analysis of the data is just beginning, and we would be
happy to share our findings on rural practice costs as soon as the data are ready. If
the data show that rural physicians' practice costs need an adjustment to account
for their inputs, we would clearly recommend adjusting the multiplier.

RESPONSES TO QtESTIONs SUBMITTED BY SENATOR DURENBERGER

Question. Summarize briefly the Commission's reasons for recommending that
Medicare move from a market pricing (charge-based) system to a cost-based system
for physician payment.

Anwer. In its 1988 report to Congress, the Commission recommended basing the
relative value scale for the Medicare Fee Schedule primarily on resource costs. It
considered the two major bases for an RVS that appeared most feasible: historical
charges and resource costs. The rationale for using what physicians have historical-
ly charged is that such charges reflect a market valuation of physicians' services.
But the market for physicians' services that are often covered by insurance does not
function well, and the resulting pattern of charges reflects serious distortions.
Indeed, reducing these distortions is the principal reason the Commission has advo-
cated a fee schedule. A resource-cost basis for the RVS would reflect estimates of
what relative values would be under a hypothetical market that functions perfectly.
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Under such a market, competition drives relative prices to reflect the relative costs
of efficient producers.

Question. Describe the types of data and the frequency and scope of data collec-
tion that you expect will be required to support the RVS-based system over the next
3-5 years. What entities will be responsible for these tasks and what is the estimat-
ed cost of performing them?

Answer. The availability of accurate, complete and timely data is essential in view
of the recommendations being made by the Commission. The data fall into two cate-
gories: claims data and survey data.

Claims Data. Claims data represent the primary source of information on utiliza-
tion and expenditures for purposes of program management and monitoring. The
quality and availability of claims data are essential to:

* Monitor access to health care by examining trends in utilization in different re-
gions of the country and in sub-groups of the Medicare population. This information
will be incorporated into the annual update of the Medicare Fee Schedule (MFS).

* Calculate physicians' fees, based on actual versus targeted rates of increase in
expenditures per enrollee, in the event that a national expenditure target is adopt-
ed.

* Support peer review and educational functions that would assist the medical
profession in both responding to an expenditure target and improving the quality of
care provided to beneficiaries.
In our 1989 Annual Report to Congress, we make the following recommendations to
address the shortcomings of the claims data system:

All claims, assigned and unassigned, shouldbe prepared and submitted by provid-
ers within 90 days after the delivery of service; and

HCFA should establish comprehensive requirements for carrier electronic claims
submission capabilities and provide technical assistance to carriers. This should be
accompanied by adequate and predictable funding for the development of carrier
electronic media capabilities and a timetable for complete conversion.

There are barriers to the use of electronic claims processing. First there are legis-
lative barriers. These include inadequate appropriations for carrier operations and
the imposition of "floors" on processing times. In addition, OBRA 1987 mandated
that carriers must hold payment until 14 has elapsed from receipt of a claim. This
is a disincentive for carriers to convert to a quicker electronic system. Second, there
are administrative and operational barriers due to the absence of established re-
quirements for the development of an electronic system, concern about potentially
inad .quate procedural requirements, and the costs and complexity of modifying sys-
tems.

On the other hand, progress in being made in some areas. For example, HCFA is
currently modifying the claims data system to establish a common Part A and E file
and plans b install an integrated on-line Medicare and Medicaid administrative
data system that will be accessible to HCFA central and regional offices, carriers,
intermediaries, and PROs (called PRISM).
Tasks Necessary
HCFA-establish requirements for the development of comprehensive electronic

media capabilities; develop a timetable for the complete conversion to electronic
media using a slow phase-in; offer technical assistance to carriers; modify carrier
contracts and performance evaluations to place greater emphasis on electronic
media development and marketing; and work toward a timely completion of the
combined A and B files and the PRISM project.

Carriers-increase electronic media capabilities which, in turn would encourage
adoption of this method by physicians; and evaluate and disseminate information
about software packages to providers and offer benefits, such as prompt payment
to the extent of the law, to providers who use electronic claims submission.

Estimates of the costs associated with the use of claims data must take into consid-
eration which activities are simply an extension of current activities, which are new
and may require additional start-up funds (even if they are expected to save money
over the longer term), and what the impact of more effective use of claims data for
monitoring and review will be on both administrative and overall program costs.
The Commission has been talking with HCFA staff about these issues and will pro-
vide additional information on costs as it is developed.

Survey Data. Survey data can complement claims data in several important ways.
Information concerning beneficiaries' self-perceived health status, source of pay-
ment for health care, socioeconomic characteristics, levels of disability, and atti-
tudes toward their health care providers would be vital to the administration of a
MFS.
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The Commission's plan to monitor access to care under a MFS incorporates data
from current national surveys (i.e. the Health Interview Survey) Baseline and trend
statistics can be collected to monitor changes that may occur after a MFS is adopt-
ed.

Currently, there is no single survey of Medicare beneficiaries that can monitor
the impact of program changes. The Commission recommends that the recently pro-
posed Current Beneficiary Survey (CBS) be developed and fielded. By design, this
survey has the potential to overcome the major drawback associated with surveys-
lack of timeliness. The CBS could serve PPRC, HCFA and others in their work to
estimate the costs of legislative proposals, to develop national cost estimates for
health care, and to study the role of supplemental insurance (medigap). The Com-
mission and HCFA may also conduct smaller, targeted surveys of population groups
or geographic regions on issues identified in program monitoring.

The projected cost associated with a comprehensive set of survey data is not
known at this time. The proposed CBS has been priced at $6.6 million to start up
and $5.4 million annually if performed on a monthly basis, however there are sever-
al options available.

Question. Physician payment methodologies are an important component of ex-
penditures for capitated or other prepaid health services. What is the Commission's
planned scope of work in this area currently and do you plan to expand it? If not,
why not?

Answer. The Commission is planning additional work on how to improve contract-
ing between Medicare and HMOs and CMPs. Having addressed issues of risk shar-
ing within prepaid health plans and mechanisms for quality review, we plan to
return to our work on the payment mechanism. One task is to assess the current
state of research on how to make the AAPCC better reflect the expected medical
needs of beneficiaries. Use of practical measures of health status in the payment
formula appears to be a promising path. We also plan to consider the merits of for-
mulas by which Medicare would share risk with the prepaid plans. For example,
through Medicare provision of reinsurance, windfall gains and losses by plans that
result from adverse selection could be reduced. On balance, this reduction of risk
could make Medicare risk contracting more attractive to prepaid plans. In view of
your long-term interest in capitation issues, I would hope to discuss this and other
work that has been planned with you so as to better focus our work on the issues
that are of highest priority.

Question. What process will be followed in order to price new procedures under
the RVS-based system? Correspondingly, what process will be followed to adjust pay-
ment levels for ineffective or obsolete procedures/therapies?

Answer. Once a Medicare Fee Schedule is implemented, it must be updated to
take into account a number of factors including changes in technology, the introduc-
tion of new services and procedures, and other changes in medical practice. The
Commission recommends that the process used to develop the Medicare Fee Sched-
ule be used for updating it as well. Congress would set policy regarding changes in
relative values based on information and advice from the Commission. Groups rep-
resenting physicians, beneficiaries and others would participate in both technical re-
finements and major policy decisions, with the Commission providing a principal
forum for their input. HCFA would continue to be the primary implementing
agency carrying out the policies set by Congress.

Revisions in the RVS must be grounded in data and refined by professional judg-
ments of physicians to insure that they do not undermine the use of resource costs
as the basis for the fee schedule. This will entail targeted data collection related to
physician work and practice costs to supplement existing information, refinements
in methods for incorporating data into the RVS, consultation by the Commission
with organizations representing physicians, and the use of consensus panels (like
that used by the Commission to develop its coding policy for surgical global services)
to review the reasonableness of the data and to assure that policy decisions are
clinically relevant.

Question. With respect to unassigned claims, what upper limit do you recommend
be imposed on physicians' ability to balance bill beneficiaries?

Answer. The Commission simulated charge limits of 115, 120, and 125 percent be-
cause limits in this range have already been applied to specified Medicare services.
In the Omnibus Budget Reconciliation Acts of 1986 and 1987 (OBRA86 and OBRA87;
P.L. 99-509 and P.L.100-203) Congress imposed specific limits on actual charges for
procedures whose prevailing charges were reduced because the procedures were con-
sidered to be overvalued by Medicare. Currently, charges may not exceed 125 per-
cent of the reduced prevailing charge..: tual charges for services provided by radi-
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ologists will be limited to 125 percent of the new radiology fee schedule amount in
1989; 120 percent in 1990; and 115 percent in 1991.

Question. On what basis, other than concern for political consensus building, does
the Commission base its recommendation to not require mandatory assignment?

Answer. The Commission has concluded that fixed limits on balance billing are
necessary. The market for physicians' services does not function well enough to pre-
clude the need for financial protection for Medicare beneficiaries. Without limits on
balance billing, beneficiary costs would increase and access to care could suffer.
However, the Commission recognizes that the fee schedule has been designed to
compensate physicians for the typical or representative costs of providing services or
procedures. It cannot always reflect the complexity or difficulty involved in treating
specific cases. While the overall compensation to most physicians under a resource
based fee schedule is designed to be fair and adequate, some provision for balance
billing could p de a "safety valve" for physicians who believe that the fee sched-
ule payment do not adequately reflect the quality of services they provide. In the
absence of such a safety valve, beneficiary access to care could be reduced. In addi-
tion, no matter how much care is taken in developing the fee schedule, there will be
instances where errors occur, or where sudden changes in technology lead to in-
creases in the costs of performing procedures that can not be immediately incorpo-
rated into the fee schedule.

Question. Given the data bases available to the Commission, what proportion of
Medicare payments are attributable to practice costs, on average, by the thirteen
specialty categories identified in Table 2 of Dr. Lee's March 17th testimony?

Dr. Lee: The proportion of Medicare payments attributable to practice costs is as
follows:

permm

Intern Mal M medicine ................................................................... ................................................. ........................................... 48
Fam ily Practice ......................................................... .......................................................................................................... 5 9
Derm apology ......................................................................................................................................................................... 4 6
O pV ithalm elogy ............................... ...................................................................................................................................... 4 8
G general S surgery ................................................................................................................................................................... 4 2
O rthoped ic Su rgery ............................................................................................................................................................... 50
U rolog y ..................... ........................................................................................................................................................... 4 8
Thoracic S surgery .................................................................................................................................................................. 4 3
O tola ry ng ok)gy ...................................................................................................................................................................... 5 1
O b/ G yn ................................................................................................................................................................................ 5 1
R ad io logy ............................................................................................................................................................................ 4 4
P atholo gy ..................................................... ...................................................................................................................... 3 2
A nesthesia ....................... ................................................................................................................................................... 3 8
e the r .................................................................................................................................................................................... 4 6
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REsPoNsFs TO QUESTIONS SUBMITrED BY SENATOR PACKWOOD
Question. In your testimony, you summarize the results of simulations using a fee

schedule based on a resource-based relative value scale, reporting the likely impact
on beneficiaries' out-of-pocket costs (coinsurance and balance billing), grouped by
age, sex and so on.

I am interested in the impact on a particular subset of beneficiaries: the older
person in rural parts of my state who makes lots of visits to his or her family physi-
cian but who does not require hospitalizations or surgical procedures. Isn't it likely
that this person's out-of-pocket costs will increase? What do your simulations show
for this kind of patient?

Answer. Overall, out-of-pocket expenses for beneficiaries living in rural areas will
probably decline under the Medicare Fee Schedule, even for those patients who do
not require hospitalization or surgery. Coinsurance payments for physicians' visits
will, as you suspect, increase, but only by small amounts. For example, we estimate
that the average changes in coinsurance for an intermediate office visit would rise
from $5.60 to $7.06. However, since Medicare payments for office visits will increase,
there should be considerably less balance billing for office visits. Since beneficiaries
are liable for the full amount of balance billing, compared to 20 percent of increased
payments toward coinsurance, they will, overall, pay less under the fee schedule.
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The individual exceptions will be those beneficiaries whose physicians are currently
willing to accept assignment on Medicare's low reimbursement for office visits.

It is also important to note that most beneficiaries do not have only office visit
expenses. Their visits involve tests, such as EKGs, for which payments under the fee
schedule will in many cases be reduced. The coinsurance for a beneficiary with an
intermediate office visit and an EKG would be $12.58 under the current system, and
$11.98 under the Medicare Fee Schedule. Therefore, it is likely that in many in-
stances, beneficiaries' coinsurance for the complete range of services provided in
physicians' offices will actually decrease.

Question. Your Table 4 gives the impression that everyone would have a lower
bill under the new system. How can this be? What are the characteristics of the
subgroups whose costs would increase?

Answer. The decreases in combined coinsurance and balance billing payments
shown in Table 4 reflect the large impact of the Commissions's proposed charge
limits on beneficiary balance billing liability. Because balance billing is concentrat-
ed among a relatively small proportion of beneficiaries, and some of these balance
bills are very large, limiting charges to 125 percent of the fee schedule amount re-
duces average beneficiary balance billing liability by more than half its current
levels. Some of this effect is countered by small increases in coinsurance for services
for which payment is increased under the fee schedule, but because balance bills
account for almost 40 percent of the combined expenses, there is a reduction in li-
ability for every beneficiary group. If there were no limit on charges, balance billing
liability (and combined out-of-pocket expenses) would increase across the board. The
greatest increases, without a balance billing limit, would be among beneficiaries
who were hospitalized, and beneficiaries in small rural areas.

As was noted in the response to the preceding question, it is unlikely that most
beneficiaries would use a mix of services that would lead to a net increase in out-of-
pocket costs under the fee schedule with limits on charges for unassigned claims.
Beneficiaries in small rural areas may experience some increase in coinsurance, but
these costs would in most cases be offset by reduced costs for in-office procedures
and tests, and in some cases by significant reductions in the costs of surgery or inpa-
tient care.

Question. What aspects of your proposed changes in paying physicians (e.g., ex-
penditure targets, caps on balance billing, fee schedule payments) contribute most to
the reductions or increases in beneficiary out-of-pocket costs?

Answer. In the short run, the limits on balance billing proposed by the Commis-
sion would be the greatest contributor to the reduction in beneficiary out-of-pocket
costs. Coinsurance remains on average very similar to that under CPR for most
beneficiaries. In the long run, however, expenditure targets would decrease the rate
of growth in beneficiary costs by controlling increases in both premiums and coin-
surance.

Question. In characterizing overhead costs for physicians, there seems to be an
assumption that all physicians performing the same services can be expected to
have similar overheads, except perhaps for area differences. One of the important
ways for physicians to reduce their overhead costs is to form group practices.

Do you anticipate that the changes you propose will favor physicians in such ar-
rangements? Please explain how they will or how they won't.

Answer. Physicians may form group practices for a variety of reasons: to reduce
costs, to increase personal convenience, or to work more closely with colleagues.
However, the nominal costs of running a practice are probably not the most impor-
tant factor in the decision to form groups. For example, in nominal terms, group
practices tend to have higher costs than solo practices. The likely explanation for
this is that they offer more services, or make practicing medicine a little more com-
fortable for physicians and their employees.

Group practices probably offer a wider array of services than solo practices, such
as diagnostic services, which contribute to both practice costs, as well as physician
net income. In fact, incomes tend to be higher for physicians who work in groups.

While practice costs and incomes differ by group size, both solo and group physi-
cians may still be operating efficiently. While solo physicians may be able to join
groups and increase their net incomes, they may have other reasons for not doing
so, or may not practice the type of medicine that would be most compatible with
joining a group.

It is difficult to determine whether the adoption of the MFS will adversely impact
solo physicians. Under the current system, all physicians are paid without consider-
ation- of their group status, so to the extent that the physicians in groups are al-
ready benefiting from their group status, they will continue to do so.
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On the other hand, overhead costs in the MFS are calculated as averages that
may incorporate the costs of services not provided by solo physicians, such as the
additional equipment and space required for certain diagnostic facilities. Physicians
not providing those services will nonetheless receive a small amount of extra pay-
ment because they will fall below the average. Conversely, a large group with costs
well above average may not receive juite enough to cover its capital costs, unless it
has achieved substantial economies o scale.

A thorough analysis of whether any reimbursement system favors group or solo
physicians would have to take into account the services provided by each, the effects
of changes in payment on access, and in short, the overall worth of the medical
services provided. Given that there are reasons other than the efficiency or costs of
the individual groups to maintain different size practices with different practice
styles, it may be inadvisable, for example, to reimburse solo physicians at a high
enough rate to provide all the services that are available at large groups.

Question. Could doctors in rural areas-for example, where there are fewer oppor-
tunities for forming large group practices-be at a disadvantage in the way over-
head is taken into account?

Answer. The points I made in my previous answer also apply in this case. In a
rural area, most physicians probably cannot make available the same scope of serv-
ices that is available in an urban setting. Rural physicians also spend more hours
working, more time seeing patients outside of normal working hours, and probably
have less flexibility in scheduling another physician to take their place while they
take time off.

The interaction between physician productivity, access to various services, and
payment is a complex one, and the lower opportunity of physicians to form groups
in rural areas certainly has an impact on the way in which services are delivered.
However, if we do not expect solo physicians to provide all of the services provided
at, for example, a large multispecialty group practice, then a rural physician prac-
ticing efficiently should not be adversely impacted by a payment system that pro-
vides overhead payments that are based on system averages.

Question. If Congress is unable or unwilling to implement all of the changes you
propose, which ones would be the most important to implement and why? In assess-
ing importance, please include an estimate of their impact on total Part B costs.

Answer. Certainly the various elements of the package of proposals that the Com-
mission has recommended could be pursued Lerdi ztely. For example, either a fee
schedule or expenditure targets could be enacted without the other. But the Com-
mission found in its deliberations that the combination of proposals was especially
attractive. The Commission was unanimous in its support of the proposals that were
described in my prepared statement, except that four members thought that we
should have gone further in restricting balance billing. They filed a minority report
in support of mandatory assignment. I felt that separate pieces of the package
would not have gotten the support that the entire package received. For example,
some might object to enacting a fee schedule without simultaneously putting into
place a policy to curb the growth in spending, while others might object to expendi-
ture targets in the absence of a policy to address the distortions in relative pay-
ments. On the other hand, increased funding for effectiveness research and practice
guidelines could be pursued either with or without the payment reforms.

Question. How do you respond to concerns that the new RBRVS, if implemented,
could result in increased expenditures, even if constructed in a budget neutral fash-
ion? Under what circumstances would increases occur and under what time frame?
(Consider, for example, costs associated with the start-up and continued administra-
tion, monitoring, and updating of the RBRVS fee schedule.)

Answer. The major uncertainty concerning the effect of a Medicare fee schedule
on expenditures concerns the impact on the volume of services. Changes in fees for
physician services will induce changes in the volume of services. These changes may

symmetric in the sense that changes in volume for services for which fees have
increased offset changes for services for which fees have decreased. In that case, ex-
penditures would be unchanged. However, some suggest that effects of decreases
would be of larger magnitude than effects of increases. Unfortunately, the research
literature on the effects of changes in relative values on the volume of services is
not extensive and not conclusive.

This uncertainty about induced changes in volume can be dealt with in two ways.
First, whatever those who project costs feel they know about the net effects on
volume can be incorporated into the conversion factor. If they are right, then the
fee schedule would be budget neutral in the dynamic sense-after induced changes
in volume. Second, expenditure targets would automatically correct for unexpected
changes in volume induced by the fee schedule. Thus, if volume increased by 1 per-
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cent more than expected, the following year's conversion factor would increase 1
percent less than otherwise to compensate. This could be accomplished either by the
permanent expenditure target that the Commission is recommending or by a tempo-
rary mechanism used only to correct for errors in budget projections for the fee
schedule.

Turning to administrative costs, the fee schedule would reduce administrative
costs. Under current law, carriers must maintain a profile for each physician and
calculate customary charge screens and MAAC limits. This process is expensive and
subject to error. It would not be needed under a fee schedule. While I not have
an estimate of start-up costs, I doubt that they would be large. They probably would
be less than the first year savings from no longer maintaining profiles of physicians.
The costs of monitoring and updating would be measured in millions, compared to
hundreds of millions for administration and tens of billions in payments to physi-
cians. Much of the monitoring activities would probably (and should) be pursued
whether or not we have a fee schedule.

RESPONSES TO QUESTIONS SUBMrI'rED BY SENATOR CHAFEE

Question. You have given us some recommendations as to how we might imple-
ment a resource-based fee schedule as the new Part B reimbursement system. Those
recommendations strike me as good, sound policy, and I'm impressed by the thor-
oughness of the work which supports them.

My fear is that the beauty of this proposal-its rationality, its internal consisten-
cy-will be lost somewhere in the lelative process. In that vein, perhaps you
could give us some reverse recommendations: that is, can you foresee any pitfalls we
should be careful to avoid as we attempt to translate these proposals into legisla-
tion? I'm thinking of policies that the Commission may have considered and reject-
ed, or believes have the potential for defeating the purpose of the entire exercise.

Answer. The annual report that the Commission will be submitting to Congress at
the end of April will be very comprehensive in its discussion of how it reached its
recommendations. These discussions indicate what the alternatives were and the
reasoning behind the decisions taken by the Commission. Repeating all of that dis-
cussion in this forum would not be feasible.

There is, however, one general observation that I can make concerning what not
to do. It is important that payment reforms be acceptable to beneficiaries and physi-
cians. One of the requirements for acceptability is that the process that developed
the parameters of payment be viewed as an objective process. Thus, if relative
values of services are to be realigned, the methods used to develop the new relative
values must be understood. Any modifications from the values presented in the
Commission's report should be based on either additional data or the judgment of
experts.

Question. This question is beyond the scope of the task given to the PPRC: you
were charged with analyzing a resource-based fee schedule and you have done that
admirably. But since you have clearly given so much thought to the issue of cost
control, I wonder if you have any views as to how we might handle the problem of
malpractice liability, a major contributor to costs? Under a fee schedule, we would
still have the same basic problem of physicians practicing defensive medicine. How
might we deal with malpractice in a more reasonable manner?

Answer. Malpractice and defensive medicine are very real problems. Many physi-
cian groups have asked the Commission to address them. Fear of malpractice could
inhibit attempts to reduce services that have little or no benefit, but which the phy-
sician thinks might reduce his chance of being sued. Practice guidelines provide one
way combat this problem. Guidelines developed in good faith by the profession may
well become accepted as clinical standards by the courts, and protect phy icians who
practice in accord with them. Further, some of the services that should be reduced
provide no benefit, and could cause harm and increased malpractice risk, such as
unnecessary surgical procedures. Still, the Commission recognizes the importance of
the malpractice problem and the intensity of the concern of the medical profession.
We will explore this area in the coming year, and plan to bring to you additional
suggestions for reducing the unfortunate effects of medical malpractice on the qual-
ity and cost of care.

Question. Contrary to the expectations of many, your Commission has not come
up with a recommendation for mandatory assignment. I am interested in the think-
ing that led you to the conclusion that mandatory assignment is not the way to go.

Answer. The Commission has concluded that fixed limits on balance billing are
necessary. The market for physicians' services does not function well enough to pre-
clude the need for financial protection for Medicare beneficiaries. Without limits on
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balance billing, beneficiary costs would increase and access to care could suffer.
However, the Commission recognizes that the fee schedule has been designed to
compensate physicians for the typical or representative costs of providing services or
procedures. It cannot always reflect the complexity or difficulty involved in treating
specific cases. While the overall compensation to most physicians uncer a resource
based fee schedule is designed to be fair and adequate, some provisicn for balance
billing could provide a "safety valve" for physicians who believe that the fee sched-
ule payment does not adequately reflect the quality of services they provide. In the
absence of such a safety valve, beneficiary access to care could be recluced. In addi-
tion, no matter how much care is taken in developing the fee schedult,-, there will be
instances where errors occur, or where sudden changes in technology lead to in-
creases in the costs of performing procedures that can not be immediately incorpo-
rated into the fee schedule.

Question. The PPRC recommends that we set an expenditure target for physician
payments under the proposed fee schedule-starting out with a national target, and
then perhaps moving to sub-national targets. Presumably, if a target wasn't met in
any given year, then the fee schedule for the doctors in that group would be re-
duced, or increased at a slower rate. How, under this arrangement, do we avoid a
situation where Doctor A, who has relatively less expensive pat'Lerns of practice,
ends up bearing the burden for Doctor B's relatively more expensive patterns of
practice?

Answer. The expenditure target system is designed to slow the growth of expendi-
tures by reducing unnecessary and inappropriate services through physician educa-
tion and peer review. If a physician were using a more expensive pattern of practice
because he provides many unnecessary and inappropriate services, then his prac-
tices would be the focus of educational programs by his peer and of utilization
review by PROs and carriers. Success in reducing these services would slow expendi-
ture growth to the target, and all physicians would receive increases in their fees. If
the expenditure target is not met, all physicians would receive a smaller increase in
fees. It is important that the incentive to reduce unnecessary services apply to all
physicians, even those who have a relatively less expensive pattern of practice. Med-
icare needs for all physicians to help in the design of practice guidelines and better
criteria for utilization review, and to help educate their peer about the most cost-
effective ways to care for patients. Every physician could iml rove, even those with
less expensive practice patterns. This policy is designed to motivate the medical
community to pull together to do what must be done to slow growth in expenditures
without reducing quality and access to care.

Question. Can you tell us how what is proposed here compares to the Canadian
system?

Ansuer. Most of the Canadian provinces build in some "fedback" of rising ex-
penditures to physician fees. In some provinces, the government insists on smaller
increases in fees at negotiations with the physicians if expenditures have been
rising rapidly. This is somewhat like what Congress has done in the U.S.: prevailing
charges for physician services are increased by less than the Medicare Economic
Index because Part B expenditures have grown too rapidly. In several Canadian
provinces, the feedback takes the more structured form of an expenditure target
somewhat like that proposed by PPRC. The increases in physician fees depend on
the previous year's rate of expenditure growth according to a formula. In Canada as
under the PPRC proposal for the U.S., it is intended that the medical profession will
go to work to slow growth in the utilization of services.

The Commission does not recommend a path taken in one Canadian province,
Quebec, in which ceilings are placed on the incomes physicians can earn.

RESPONSEs TO QuEsTIoNs SUBMITT-ED BY SENATOR HNz

Question You argue that we should implement a Medicare fee ,;chedule on a cost
neutral basis in FY90 to facilitate implementation and acceptance by the medical
community. While I appreciate your concern here, the reality is tnat we may have
to find Medicare savings somewhere between the G-R-H sequest-aion level of $1.2
billion and the President's $5.1 billion.

I have two related questions. First, where do we believe savings cculd be found in
Part B that would not undermine the start-up of RVS in FY90? Second, what effect
would the cuts in the President's budget have on our ability to impler-ent RVS next
year?

Answer. When the Commission speaks of the initial conversion factor of the fee
schedule as "budget neutral", it does not mean to imply that budget sitvings cannot
be achieved during the period in which the fee schedule was implemented. It just
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considers the fee schedule, which it views as fundamental reform, separately from
the need to meet budget objectives in the short term.

There are a number of mechanisms to meet budget targets that would not be in-
consistent with implementing a Medicare Fee Schedule. For example, the update in
the Medicare Economic Index (MEI) could be delayed or reduced. When the conver-
sion factor for the initial stage of fee schedule transition was calculated, it would
use this reduced baseline. There certainly are additional alternatives, but the Com-
mission has not to date received any requests for advice on the Fiscal Year 1990
budget targets and, as a result, has not yet focused on these issues in any detail.

I do have a point concerning the option of "overpriced procedures". When the
Commission recommended this in 1987, it gathered all of the information that it
could to determine which procedures appeared to be out of line. In 1989, with the
Hsiao study and the analysis by the Commission to develop the fee schedule propos-
al, a great deal of additional information is available. Thus, whether the Congress
chooses to begin the implementation of a fee schedule or instead opts for a series of
short-term steps, such as "overpriced procedures", each approach should be based
on this expanded base of information.

Question. If there is one thing the specialists and primary care providers agree on
it's that they oppose the very notion of expenditure targets. Given this, how can we
possibly expect to get support for RVS if an expenditure target is attached?

Answer. The Commission recommends expenditure targets because it has conclud-
ed that we must slow the rate of expenditure growth, and that expenditure targets
are the best way to accomplish this for Medicare. The Commission also recommends
substantial increases in federal support for clinical effectiveness research and prac-
tice guidelines so that the expenditure targets can be met by reducing services of
little or no benefit to patients. A number of medical groups do support expenditure
targets: the American College of Surgeons (ACS) has proposed an expenditure target
for surgical services, and a number of surgical specialty societies have testified to
the Commission that they endorse the position of the ACS.

The Commission has spent more than a year studying expenditure targets and de-
veloping its proposal to Congress. As others in the medical community study the
proposal, they may understand why the Commission has concluded that it is the
best alternative we now have for slowing expenditure growth in Medicare.

Question. I fully agree that outcomes research and practice guidelines are the key
to improving medical practice and controlling costs. Where do you think our re-
search is strong enough to begin developing guidelines now? Where should we begin
and when might we see savings? How much money should we invest in research
and guidelines development?

Answer. Guidelines can be developed right now for most c-f the major medical and
surgical procedures using the research we have already done and the expertise of
practicing physicians. In fact, researchers at the RAND Corporation and several
medical specialty societies have already done so, and others medical societies have
begun to develop guidelines. We need to begin as soon as we can to build on these
private sector efforts with public coordination, funding, and oversight. Leading
members of the medical profession, perhaps convened by the Institute of Medicine,
could help set priorities for which procedures to start with. Guidelines could be de-
veloped and put to use in a very short time, perhaps as soon as a year, once the
funding is secured. The Commission recommends that the federal support for clini-
cal effectiveness research be increased by several hundred million dollars per year,
and tens of millions per year go for development, dissemination, evaluation, and re-
vision of practice guidelines.

Question. One concern I have with the notion of expenditure targets is the poten-
tial incentives for physicians to simply turn sicker patients away that would incur
higher Medicare costs-a problem we ve seen with HMOs. Is this a valid concern
and why?

Answer. Unlike HMOs, expenditure targets do not give an individual physician a
financial incentive to provide fewer services to any patient, or to choose not to care
for sicker patients. An individual physician is not at financial risk for the costs of
the services he provides his patients because those costs have an infinitesimal effect
on the fees that physician would be paid in the future. Physicians would still be
paid on a fee-for-service basis, so they would have the same incentives to do more
and be paid more. The expenditure target would work through their collective in-
centive to the whole medical profession to work through their leadership and orga-
nizations to reduce expenditures. For instance, they could develop and disseminate
practice guidelines, as a number of medical specialty societies have already begun to
do. They could also work with the Medicare program to improve the accuracy and
effectiveness of PRO and carrier review designed to reduce unnecessary services.
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Question. If the Administration were testifying today, I expect they would (a)
argue the merits of other approaches to payment such as capitation and further in-
centives for primary care doctors and (b) argue that your timeframe for implemen-
tation is totally unrealistic. flow would you respond?

Answer. The Commission carefully considered different options for reform of phy-
sician payment two and a half years ago and concluded that for the foreseeable
future, fee for service would remain the dominant form of practice for physicians,
including those providing services to Medicare beneficiaries. Currently, only about 3
percent of Medicare beneficiaries are enrolled in HMOs. While the Commission sup-
ports maintaining the HMO option for beneficiaries, it is premature to consider ex-
tensive use of capitation to replace the existing payment method. For this reason,
the Commission is recommending moving to a fee schedule. At the same time, the
Commission is planning additional work on how to improve contracting between
Medicare and HM0s and CMPs, looking at such issues as risk sharing within pre-
paid health plans, mechanisms for quality review, and methods to make the AAPCC
better reflect the expected medical needs of beneficiaries. Improvements in each of
these araas could rnake Medicare risk contracting more attractive to prepaid plans
and expand the role of capitation in the Medicare program.

In response to your second point about the timeframe for implementing the fee
schedule, the Commission has discussed its schedule with key staff in both the Con-
gress and the Health Care Financing Administration and believes that its imple-
mentation schedule, while ambitious, is realistic. The information exists to write the
specifications of the fee schedule policy into legislation in sufficient detail so that
the transition phase of the policy can be implemented shortly after enactment. The
transition is structured to incorporate refined data and administrative policy
changes as they are developed in a manner that will not cause unnecessary duplica-
tion or disruption of carrier activities. Additional work that must be conducted to
refine the relative value scale of the fee schedule is already underway and will be
completed well before full implementation of the fee schedule. The Commission has
been working collaboratively with HCFA to work out the details of the implementa-
tion plan.

Question. Your testimony mentions the need to improve our utilization and qual-
ity review systems for physician services- which are particularly weak in non-hos-
pital settings. Yet, the PROs and carriers both claim that they are the best person
for the quality review job. Who, in your view, should get the job and do you believe
it might be worth investing in some demonstrations to find out.

Answer. The reforms we have called for would make use of the skills and re-
sources of both carriers and PROs. Effective quality and utilization review will re-
quire close coordination of carriers and PRO in the development of screens to be
applied to billing data, and in the development of consistent review criteria. We also
have called for HCFA to work with carriers and PROs to plan a way to involve both
organizations in a structured medical peer review process, based on the application
of professionally recognized standards and criteria, to make determinations about (1)
the necessity, appropriateness and quality of physician services in all settings, and
(2) the ability of individual practitioners to meet professional standards.

We think that creating a comprehensive medical review program for part B serv-
ices would require some basic changes in PRO and carrier operations, and we recog-
nize that this will take time. Some pilot projects HCFA has initiated with carriers
and PROs-including one project in which carrier medical review responsibilities
have been contracted to a private utilization review organization that employs more
medical personnel than a typical carrier-are very important. In our report, we dis-
cuss options for coordinating PRO and carrier responsibilities for reviewing quality
and utilization of physician services. We believe, however, that the PROS, carriers,
and HCFA will need some time to work through some complicated administrative
and operational issues as well as difficult conceptual problems before they are ready
to propose specific approaches for demonstrations.

PREPARED STATEMENT OF EDWIN P. MAYNARD

The American College of Physicians appreciates this opportunity to present the
views of physicians in internal medicine and its subspecialties on the Resource-
Based Relative Value Scale (RBRVS). With a membership of 65,000 general inter-
nists and subspecialists, the College is the largest medical specialty society in the
country. I am Dr. Edwin P. Maynard, President of the College and an internist in
practice at the Massachusetts General Hospital.
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Introduction
Mr. Chairman, before we address the specific issues of the relative value scale, it

will be useful to recall briefly the history of third party payment for medical serv-
ices. It is important to remember that the first insurance, provided through the
Blue Cross/Blue Shield companies, was established to provide coverage for hospital
care. Services in physicians' offices were not covered. When these were later added,
payment rates were set at low levels compared to the surgical services which were
the primary focus of these policies.

When Medicare was established in 1965, Congress agreed to a payment system
that would reflect prevailing charge patterns, in order to overcome physician opposi-
tion to the program. Thus, the undervaluing of primary care from the Blue Cross/
Blue Shield experience was mirrored in the Medicare program. The disparities wors-
ened over the years: new procedures were developed and payments for them reflect-
ed the charge patterns of the physicians pioneering the technology; at the same
time, the basic cognitive work of the physician-the office and hospital visit and
consultative services-did not change substantively and there was little opportunity
for these physicians to set new charge patterns.

In simplified fashion, this explains much of the inflationary spiral of Medicare's
history: new procedures developed, fees set at initially high levels and never re-
duced, little chance to update fees for cognitive services, more and more pressure to
perform more and more procedures, and little information on appropriate levels of
service. The Congress has attempted to respond to this spiral through a variety of
initiatives to restrain spending growth and its effects. You have placed limits on
fees as a percent of prevailing charges, limited increases to the Medicare Economic
Index (MEI), frozen and limited the MEl, created the participating physician pro-
gram, and placed limits on actual charges.

The result of all this tinkering has been to create a nightmarishly complex set of
rules and distortions in the system, but there has been little impact on costs. Fur-
ther tinkering will not work. The basic system of customary, prevailing and reason-
able (CPR) payments must be replaced. The system is inflationary. Out-of-pocket
costs become an increasingly greater burden to the beneficiary, and program costs
to the taxpayer rise by double-digit percentages annually. The CPR system provides
inappropriate incentives for physicians' choices about what services to provide. It
favors the inpatient setting over outpatient alternatives. It favors urban and subur-
ban areas over rural areas. It encourages over-specialization. It is extraordinarily
difficult for providers and patients, and even program managers, to understand and
cope with.

Recognizing these weaknesses of the CPR system, Congress directed the Health
Care Financing Administration (HCFA) to undertake research which would permit
Medicare to move to a payment system based on an objective measure of the rela-
tive value of physicians work. Congress also had the foresight to create its own ad-
visory panel for analysis and recommendations on these issues, and it can now call
upon the expertise and wisdom of the Physician Payment Review Commission
(PPRC) in developing legislation. Few, if any, similar blue-ribbon commissions have
contributed so much to public policy debate in any area as has this Commission, and
we commend Chairman Lee and all the members for their 1989 recommendations.
The Resource-Based Relative Value Scale

We now have the initial research results from the Harvard study, as well as the
refinements suggested by the PPRC. For the first time, we have an objective meas-
ure which can be used to set Medicare payments. We have a measure that reflects
the resources consumed to provide medical services.

This is intuitively an attractive concept: prices which are set to reflect the work
and other resources that go into providing a product or service. With the use of such
a measure, payments for all services will be established in correct proportion to the
resources consumed, so that the payment system does not have incentives that favor
certain procedures and services over others. This kind of payment system would pro-
vide, in Dr. Hsiao's words, a level playing field.

According to the Harvard analysis, the physician's professional work is about half
of the resources used in medical services. Measuring work was the major research
problem facing the Harvard team, and their solution to that problem is the strong-
est and most important contribution of their study. They conceptualized work as
time multiplied by intensity, and measured several dimensions of intensity in a
large survey of physicians, using the technique of magnitude estimation. Dr. Hsiao
and his colleagues present careful and convincing evidence that the survey of physi-
cians to generate relative ratings of time and intensity for different clinical services
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has produced a set of values which were obtained by a reliable, method and are re-
producible, and which have a high degree of internal Consistency and validit

After intensive scrutiny, no one has found major flaws in the core of the Harvard
work-the development of an objectively measured scale of relative values. Those
problems which have been identified-for example, the measurement of practice
costs, coding inconsistencies for evaluation and management services, measurement
of pre- and post-service work, specific problems for certain specialties-are being ad-
dressed by the Harvard researchers, the PPRC, and HCFA, and are expected to be
resolved before implementation of a new fee schedule.

With the Harvard and PPRC results, there no longer can be any doubt that Medi-
care payments under the CPR rules have been based on factors other than the work
involved, and that the rules favor high technology medicine over evaluation and
management services. This committee has the opportunity to provide critical leader-
ship in enacting payment reform to develop a rational and equitable system that
corrects the failures of CPR. We urge you to enact legislation this year to incorpo-
rate the RBRVS into a Medicare fee schedule.
Implications for Patient Care

We have heard it said that the RBRVS is simply a means of redistributing Medi-
care revenues among different types of physicians, so why should Congress be inter-
ested in carving up the same pie in a different way? We think you should reject this
line of argument immediately. The RBRVS has profound implications for patient
care. It may also have important implications for the size of that pie.

The American College of Physicians has long argued that the profession must
assure that services to a patient are necessary and appropriate. The payment
system has worked against this. By favoring high technology procedures and the in-
patient setting over evaluation and management services and other settings, the
payment rules have influenced clinical decisions. Especially in cases where clinical-
ly the choice of therapies may not be clear-cut, the CPR system has rewarded physi-
cians for performing procedures rather than spending time analyzing, evaluating,
diagnosing, and managing the patient's problem. It has thereby influenced physi-
cians' medical choices.

By setting payments for all services in correct proportion to the resources and
work involved, the RBRVS neutralizes the influence of the payment rules on the
choice of therapy. Incentives are eliminated which lead to medical decisions influ-
enced by factors other than the necessity and appropriateness of the service. This is
the right environment for providing optimal care for patients. It is also an environ-
ment which may help relieve the upward pressure on the volume of services, par-
ticularly the procedural services.

Secondly, an RBRVS-based fee schedule will highly simplify the payment system,
so that patients will know in advance from the fee schedule what Medicare will pay
for a service. That payment will be the same for all physicians in an area-in sharp
contrast to the present situation. The patient's anticipated out-of-pocket expenses
will be clear, and that will help the patient decide whether he or she wants to re-
quest assignment.

Finally, the payment system appears to have a strong influence on physician
choice of specialty. We must worry about access to internists and other primary
care physicians, particularly in the next century as the elderly population swells.
Medical graduates today are choosing highly remunerative specialties, and staying
away from primary care specialties. The RBRVS can play a role in redressing this
imbalance, by assuring the prospective internist that he or she will be compensated
in the same proportion to the work involved as are all other specialists.

For all these reasons, Mr. Chairman-time with patients, prudent management,
simplified payments, and access to primary care-we would argue that the RBRVS
is good for patients, and much more than simply a shifting around of Medicare dol-
lars.

In the remainder of our testimony, we would like to discuss a number of major
questions that are addressed in the PPRC recommendations. These are issues that
will be central to implementation of an RBRVS-based payment system.
Geographic Differential

We support the PPRC recommendation that the fee schedule should vary geo-
graphically to reflect overhead costs. Clearly, variations in the costs of practice are
a critical adjustment that must be made in creating a fee schedule that is fair to
physicians in different practice settings and in different parts of the country. It is
consistent with a payment measure rooted in the resources consumed in providing
medical services. We support a separate accounting of liability insurance -expenses,
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so that the formula can be sensitive to the volatile nature of these costs and the
wide differences in premiums among specialties and from one area to another.

We agree with the PPRC that an adjustment for earnings in-addition to overhead
is not consistent with the concept of a resource-based scale. We do not know why
people locate where they do, what they value in an area, or how to turn that value
into a monetary adjustment. Additionally, an adjustment which favors very large
metropolitan areas may provide an incentive that runs counter to the existing
policy goal of easing shortages of physicians in rural and other under-served areas
and thereby enhancing access.

Having stated that as a matter of policy, however, we think that caution is well-
advised in this area. There will be relatively large shifts in payments to physicians
on the basis of relative value scores alone. If at the same time we eliminate the
differentials among areas that are part of the CPR system-which reflects both
overhead and earnings-the cumulative impact of these various shifts could lead to
problems of access or decreases in assignment rates. Policy recommendations and
the timing of changes must be sensitive to these potential effects.

Assignment
The PPRC has produced excellent research on the issue of assignment and bal-

ance billing. The Commission has elucidated the subtleties of assignment policy and
its impacts, and their studies make the point that all-or-nothing proposals on either
side of this issue probably are too simplistic. The studies may point the way to alter-
natives around which a consensus might be formed. The conclusions we draw, how-
ever, go beyond those reached by the Commission.

The PPRC studies show that more than half of Medicare patients face no balance
bill at all, and fully 80 percent have balance bills of no more than $50. With the
steady increase in assignment rates, these percentages may be even higher today.
The heaviest burden falls on a relatively small number of patients who are hit in
three ways: they need a lot of care, they rarely get assigned care, and their balance
bills are high in relation to Medicare's approved charge. In addition, balance billing
differs among specialties and, to some extent, among types of service, and appears
to increase with more expensive services.

With assignment rates approaching 80 percent, and large balance bills falling on
a very narrow band of patients, the data indicate that across-the-board mandatory
assignment is not necessary, and the College opposes this option. Physicians have
obviously concluded that, in the large majority of cases, the Medicare payment
should be accepted as payment in full. Second, why should a Medicare patient who
can afford to pay the physician's customary charge be treated differently from a pri-
vate-pay patient or one who must pay a balance because his private insurance com-
pany s rates are less than the full charge? Third, even under the RBRVS, Medicare
is expected to pay below the market in most cases. With the pressures on the feder-
al budget, over the long-run a Medicare fee schedule may fall significantly below
reimbursements made by other insurers. The retention of appropriate balance bill-
ing provides an assurance to providers if the gap between the market and Medicare
becomes excessive.

The College believes there are two key elements to a reasonable policy on assign-
ment. The first is to protect people who cannot afford the balance bill. The second is
that assignment policy should be uniform. That is, it should be set by the govern-
ment as the agent of society, not by physicians on an ad hoc basis. Our current
system forces the patient to request assignment or forces the physician to depend on
a person's clothing or address as clues to his or her financial status. This system
allows two people of the same income status to be treated differently in two differ-
ent doctors' offices, and that is simply not equitable.

Again, the PPRC data point the way to a solution. It is distressing to find that the
voluntary assignment rate (i.e., excluding Medicaid patients for whom assignment is
required) for ambulatory care is only 63 percent for patients below the poverty
level. Even if the current level is higher, it is less than 100 percent, meaning that
some of the poorest elderly patients still face balance bills. It is also distressing that
the assignment rate for those in the range of 150-199 percent of the poverty level-
still a low income level-is no different from the rate for patients at 300 percent or
more of the poverty level.

The College believes that low income Medicare patients should not face balance
bills. Therefore, as part of a reformed payment system, we support a federal assign-
ment policy that is tied to income. While we do not have a specific recommendation
on the income level which should be protected, we do not think the poverty level is
sufficiently high. That level is only $5447 for a single elderly person and $6872 for a
couple (1987 figures). A cut-off in the range of twice the poverty level would provide
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the protection of mandatory assignment for 35 percent of the Medicare population.
A threshold of three times the poverty level would protect 54 percent of the elderly.

We suggest the Committee look to the experience of Rhode Island, Vermont and
Connecticut in implementing income-related assignment. policies, and also to the
procedures that are established for setting the income-related supplemental premi-
ums for the Medicare catastrophic coverage program. The fears of a stigma associat-
ed with an income-related policy can be minimized through the use of an encoded
card; it is far easier for a patient to present this card to a receptionist or billing
clerk than to have to make an assignment request to the physician or fill out a
form.

Finally, tied to a revised policy on assignment and balance billing, another alter-
native that would provide additional protection for all beneficiaries would be to es-
tablish a highly simplified maximum charge. We endorse the PPRC recommenda-
tion that this be a fixed percentage above the fee schedule, and not vary by physi-
cian as does the current MAAC. This would bring a level of equality or balance to
the system so that those above the income thresholds for assignment would not be
paying disproportionately higher out-of-pocket expenses than low income patients. It
would protect those relatively few patients shown in the PPRC analysis to be caught
at the high end of actual charges and percentage of balance bill. Finally, a maxi-
mum charge may be particularly necessary for those services which receive the
largest reductions under the RBRVS. We would reiterate that such a limit in a re-
formed system must be far more rational and less cumbersome than the current
MAAC.
Coding for Evaluation and Management Services

Research on the RBRVS has made it clear that the current procedural coding
system is inadequate for describing evaluation and management services. While
codes for technical procedures describe what physicians do, existing codes for eval-
uation and management services largely describe where it is done and to whom.
Visits, for example, are described by type of patient (e.g., new or established), loca-
tion of service, and sequence of the care (e.g., initial or follow-up). Levels of service
(e.g., brief, intermediate, comprehensive) attempt to capture the duration and inten-
sity of the service.

The problem is that these codes do not consistently describe or capture the same
activities in the same way; the distinctions are not well defined, nor intuitively obvi-
ous. The result, found by the Harvard researchers and the PPRC, is that physicians
in different specialties or even within a specialty use the same code to describe and
bill for very different services.

Dr. Hsiao and his colleagues found that physicians' time is closely correlated with
the work involved in evaluation and management services. On this basis, the PPRC
has recommended that time be incorporated into the coding system, as a proxy for
measures of content and intensity of service. We believe this proposal is worthy of
further examination, but we would be concerned that time as the sole measure may
be prone to misuse or abuse, and less readily verifiable than other indicators. The
use of time alone also raises questions about whether inefficient providers of serv-
ices would be unfairly rewarded at the expense of efficient, highly experienced phy-
sicians.

We suggest that serious consideration be given to improvements in coding that
rely on descriptions of the content of visits. Instead of describing visits as single
services, description of the components of the visit would better capture the variety
and complexity of visits. For example, case history, physical exam, evaluation serv-
ices, preventive care, patient counseling, case management services, and literature
review, are potential elements of any. single visit and vary as to their presence and
intensity from one patient encounter to another. They are also readily understood
by practicing physicians, thereby potentially heightening the consistency of coding.

Another important element that may help to distinguish the intensity of caring
for one patient versus another is the age of the patient. It is well understood that
our oldest patients, particularly the frail elderly, require more time to care for, and
may be more stressful, even when other components of the visit may be similar.

The PPRC has undertaken an important study relevant to these questions. The
PPRC will be asking physicians to keep records of their discrete activities in a log
diary. This work should yield a fully detailed description of the work involved in the
bundled complex of evaluation and management services. It holds the promise of
forming the basis of a set of content codes that have enough specificity so that each
particular service is coded in one, and only one, way.

Content-based codes become particularly important if, as suggested by the PPRC,
specialty differentials are eliminated in a new fee schedule. Specialty differentials
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have been used to capture differences in the value of physician services that reflect
the physician's specialty training and experience. With an inadequate coding system
relying on a few categories of visits and consultations, the specialty differential has
been an important means of recognizing the training necessary to treat multiple
and complex diseases involving many organ systems. To the extent that the com-
plexity and intensity of the services rendered by these physicians can be described
by a new, content-based coding system, the need for specialty. differentials is re-
duced.
Budget Neutrality

The College believes that, given the need to reduce the federal deficit, it may be
necessary for Congress to consider implementation of the RBRVS under conditions
that are not budget neutral. The issue of budget neutrality appears to cause confu-
sion. Many people hear this term and think it means no increase or decrease. As
the Committee knows, budget neutrality means the full projected increase that
would occur absent any change in law. For Medicare Part B, this is likely to be a
double digit increase.

We think the RBRVS makes sense under any budget scenario, is essential to
achieving payment reform, and that budget concerns should not derail us from im-
plementation as soon as feasible. It is the right thing to do regardless of the spend-
ing total. While we would prefer a conversion factor based on budget neutrality, we
are not willing to lose long-term reform based on the RBRVS in a dispute over
short-term spending levels.
Phase-In

In testimony to the PPRC, we opposed proposals for a phased implementation of
the RBRVS. We particularly opposed a transition along the lines of the DRG model,
in which a percentage of the CPR rate would be combined with a percentage of the
RBRVS rate, and then shifted annually. That kind of transition would be enormous-
ly complicated, in an environment of tens of thousands of physicians' offices, with
widely different billing capabilities.

The PPRC has recommended that, after passage of legislation to implement an
_RBRVS-based fee schedule, there be a two-year period in which the current CPR
rates are adjusted in the direction of the RBRVS. This would be an adjustment simi-
lar to that accomplished in the 1987 Reconciliation Act, except that the RBRVS
amounts would be used to calculate the percentage of the shift in each of the two
years. Recognizing the need for the fee schedule to be as complete and accurate as
possible, the College believes that such a transition would be relatively simple to
implement, and would ease the shift to the fee schedule. Therefore, we support the
PPRC recommendation, as long asit is tied to passage of legislation to fully inple-
ment an RBRVS-based fee schedule by a date certain.

Along similar lines, we would like to take the opportunity to comment briefly on
the President's Medicare budget proposals for FY 1990. In 1987, during Congression-
al consideration of Part B spending proposals, the College opposed across-the-board
freezes or reductions, but supported proposals that would move in the direction of
appropriate prices for all services-by cutting payments for services that were over-
valued and increasing payments for those undervalued. Congress adopted this ap-
proach in the 1987 Reconciliation Act, reducing payments for specified overpriced
procedures and setting a higher payment update for primary services than for non-
primary services. We were pleased when the President's budget request for FY 1990
recognized the need to continue to correct the imbalance between primary and non-
primary services. Enactment of these proposals would be consistent with the dire-

tion of reform under an RBRVS system and with the transition recommendations of
the PPRC.
Controlling Volume: Expenditure Targets

Recently, when we have seen editorial or other comment on the need to control
Part B costs, they are frequently prefaced with a note that Part A spending has
been restrained.

It is worth re-calling the Part A solution when we think about the expenditure
target proposed by the PPRC. The DRG system for hospitals has a simple, direct
and straightforward incentive: Beat the fixed price per case, and you pocket the dif-
ference; exceed the fixed price, and you eat the costs. This incentive works not on a
national level, not even on a regional or state level, but within a single hospital.
The challenge is clear, the rewards and punishments are real and immediate, and
the tools are within the control of hospital leaders.

Contrast this with the proposed expenditure target. The actions of an individual
physician can have no visible impact on achievement of the target. Any positive ac-
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tions one individual takes may be negated by those of another person. The reward
or punishment is vague and uncertain.

A second flaw in the proposed expenditure target is that the notion of meeting
some arbitrary target says nothing about ensuring the appropriate level of care. The
cap may be set too high, and allow a large amount of inappropriate care that might
be eliminated through other mechanisms. Or the target may be too low, and jeop-
ardize the provision of medical care for patients who need it. It is likely that the
target would influence the practice behavior of those physicians who are already
cost-conscious, while it is ignored by those for whom it is most intended. An artifi-
cial target avoids the central questions of how much, and what kind of, care this
society is willing to provide.

Third, the concept of an expenditure target would appear to run philosophically
and practically counter to the type of thoughtful, targeted approach in which Con-
gress has shown increasing interest. It would appear to move us away from thinking
in terms of appropriate price for appropriate services, and towards broad brush ap-
proaches of caps and freezes that do not differentiate the good from the wasteful.

Finally, the proposal assumes that the sole contributor to increases in volume is
the physician. We would argue that patient demand is an important element, and
that patients have to be brought into any workable solution to the question of utili-
zation. Increasingly accepted precepts of patient autonomy challenge the old pater-
nalism of the physician as sole decision-maker, and therefore, challenge the idea
that the physician must be the locus of all utilization control strategies. Given the
grey zones that exist in our knowledge base with regard to the effectiveness and
appropriateness of various medical and surgical interventions, and the choices that
frequently must be made without any guarantee of a particular outcome, the highly
personal preferences of the individual patient become critical decision factors.

While physicians still direct the use of most services, with the explosion of medi-
cal knowledge it is clear that utilization is also affected by patient expectations of
levels and types of services (as well as by other influences such as insurance pay-
ment policies). This patient impact on utilization can only grow-and should grow-
as patients become more knowledgeable about health matters. If we were to adopt
new criteria of appropriate care without bringing patients into that process, they
rightly would react with concern at being left out of crucial decisions.

We are beginning to know more about how to bring the patient into the decision-
making process. Dr. John Wennberg notes that developments in media "provide rev-
olutionary new ways for synthesizing, conveying, and individualizing information
that can support a luxurious and active cross-communication between the patient
and the physician" (Health Affairs, Spring 1988). This kind of interaction will dra-
matically enhance the role of the patient in medical decisions and take us further
down the road of patient as enfranchised consumer.
Controlling Volume: Practice Guidelines

We have suggested as an alternative to expenditure targets the use of practice
guidelines in Medicare payment determinations. The College, which has been devel-
oping practice guidelines since the 1970's, before other medical specialties, first
brought to the attention of the PPRC the potential role of guidelines in controlling
the volume of services. We are pleased that the Commission has continued co rec-g-
nize that potential. However, we believe the potential goes beyond the educational
role discussed by the PPRC to a role in controlling inappropriate utilization of serv-
ices that would have more immediate impact on Medicare spending than the pro-
posed expenditure target.

The challenge in this area is not so much in creating good guidelines. We know
how to do it, and more and more specialty societies are undertaking this responsibil-
ity. The problem is that we have only limited experience in the task of getting phy-
sicians to use the guidelines, that is, to change behavior from accustomed ways of
practicing. There is some evidence that a central element must be education and
follow-up, including peer pressure, that is brought to bear on a local level, either
within a single hospital or in a community.

At this level, it a appears that guidelines can have a significant impact on utiliza-
tion. For example, the vigorous application of guidelines for respiratory therapy in a
Boston hospital resulted in marked reductions in utilization, charges, length of hos-
pital stay, and pulmonary complications, with no increase in morbidity or mortality.
A similar effort at the UCLA Medical Center resulted in substantial reductions in
the routine use of four labor-intensive and costly laboratory tests.

Until we know better how to change behavior, and can put into place these local
mechanisms, a fiscal incentive will be necessary if we are to have significant impact
on Medicare expenditures nationwide. We suggest that a proper role for government
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is to use physician-developed guidelines in payment determinations. We believe
there is enough agreement in certain clinical areas to develop guidelines for prac-
tice that are backed by strong utilization review and payment denial where appro-
priate.

Neither Medicare nor any :)cher payer should reimburse physicians for practices
which the scientific evidence indicates are inappropriate in the particular case.
These guidelines cannot be automatic screens, but should be used to highlight cases
for review. The burden should be on the physician to show that the service was
medically appropriate and payment is warranted.

We can choose several services and procedures now, and add new ones each year,
for which research conducted under the College's Clinical Efficacy Assessment
Project, or under the RAND studies, or by others indicates a high degree of inappro-
priate practice. We can publish and disseminate the guidelines, create the utiliza-
tion review screens, and produce results quickl

This is real to the physician. It is controllable. If the physician performs an inap-
propriate service, he or she does nob get paid.

In proposing the expenditure target, the PPRC says the purpose is to elicit cooper-
ative behavior among physicians in deciding on appropriate practices. If this is the
purpose, why use that very remote mechanism? Why not simply start to identify
those areas where research has been done, or is underway, and adopt professionally-
developed guidelines as Medicare policy-with the fiscal incentive of utilization
review to back them up?
Conclusion

Mr. Chairman, you have the opportunity to enact legislation that will have pro-
found impact on the Medicare program and the health delivery system generally.
You have the expert advice of the PPRC to call upon as you formulate legislation.
The American College of Physicians stands ready to assist in this task as well. We
look forward to working with you to enact rational and equitable Medicare reform
whose core is the RBRVS-based fee schedule.

Thank you for this opportunity to testify.

RESPONSES TO QUESTIONS SUBMI1-ED BY SENATOR PACKWOOD

Question. Your association supports the RBRVS but opposes expenditure targets.
You support development of practice guidelines to help solve volume concerns and
unnecessary utilization, but savings from this strategy are in the distant future.

Given the need to find $2.7 billion in Medicare reductions this year, what propos-
als do you recommend Congress consider which would provide immediate savings
and move us toward an RBRVS-like system?

Answer. In the .past, when considering proposed savings in Medicare Part B, we
have opposed proposals for across-the-board reductions or freezes in payment up-
dates. We have argued that this approach simply aggravates existing disparities
among services and geographic areas. Rather, we have supported selective reduc-
tions that would be consistent with the goals of long-term physician payment
reform. We testified in 1987 in favor of reducing payments for overpriced proce-
dures, and using a part of the savings to increase payments for underpriced, pri-
mary care services and for services in underserved areas. This was the approach
adopted by Congress in the Omnibus Budget Reconciliation Act of 1987. It is consist-
ent with the principles of the RBRVS-based fee schedule proposed by the Physician
Payment Commission.

We were pleased when the President also adopted this approach in proposing
Medicare savings for FY 1990. Very much along the lines of OBRA '87, the Presi-
dent's budget proposes further reductions in overpriced procedures, reductions in
payments to several highly remunerated specialties, and a freeze in the payment
update (MEI) for non-primary care services. These proposals would yield Medicare
Part B savings in excess of $600 million. The College believes that these proposals
would meet your stated need to provide immediate savings and move us toward an
RBRVS-like system.

We would argue respectfully with the assumption in your questions that savings
from practice guidelines are in the distant future. We cited two studies in our testi-
mony which showed that vigorous application of practice guidelines in two medical
centers led to significant spending reductions. While certainly we have to proceed
cautiously to implement this approach on a national level, we believe there are sev-
eral areas in which there is an emerging consensus on appropriate levels of practice.

The Congress could direct the Physician Payment Review Commission to work
with medical specialty organizations and recommend procedures to the Secretary
for which physician-developed practice guidelines can be used as the basis for
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strengthened utilization review. These guidelines would have to be translated into
payment screening rules for uniform implementation by all carriers in payment de-
terminations. We believe that such a strategy could begin to show savings in a year
to two years.

Question. Your organization opposes a separate fee schedule for surgery, as pro-
posed by the American College of Surgeons (ACS). Why?

Answer. A separate fee schedule for surgery violates the central concept of the
Relative Value Scale, which is to array all physicians' work on a common scale and
relate the resources consumed. Medicine is a continuum of services, and there is
nothing that is unique to surgery that argues in favor of separating it out. There is
little conceptual difference, for example, between a surgical procedure and an inva-
sive gastrointestinal or cardiological procedure. Congress has recognized previously
the necessity of including all physicians in an RBRVS-based fee schedule: the same
provision in OBRA '87 that mandated separate fee schedules for radiology and pa..
thology also mandated that these services be included in the RBRVS system when it
is implemented. We would be happy to provide additional information should other
questions arise on these or related issues.

PREPARED STATEMENT OF SENATOR GEORGE J. MiTcHELL

I commend Senator Rockefeller for holding this hearing today to hear the impor-
tant results of the study conducted by Dr. Hsiao and the recommendations of the
Physician Payment review Commission for reform of the physician payment system
under Medicare.

As a Senator representing a rural state I have long been aware of the inequity in
the system of physician reimbursement under Medicare. This inequity in payment
significantly contributes to the serious shortage of primary care physicians in rural
areas of Maine and other states.

I commend Dr. Hsiao and his research team at Harvard for the development of
the Resource-Based Relative Value Scale. While there has been some criticism of
the study, some valid and some invalid, Dr. Hsiao's work has provided us with valu-
able information which will allow the Congress to begin serious work to reform the
current physician payment system.

Dr. Hsiao has been open to constructive dialogue with the Congress and the medi-
cal community as he has worked in good faith to accomplish a difficult task.

I am pleased with the recommendations made by the Physician Payment Review
Commission. The Commission has not only made important statements regarding
the current inequity between primary care and surgical procedures, but has also ad-
dressed the significant issue of geographic inequity in physician payment.

The implementation of these recommendations can have a critical impact on
access to quality health care for Medicare beneficiaries living in rural underserved
areas.

I am also pleased that the Commission has addressed the very difficult issue of
utilization control. The rapidly escalating costs of physician services under Part B
are caused in large part by the increase in utilization of services. We must address
this issue in tandem with the question of equity of reimbursement by procedure.

As you may know, I have been working on outcomes Research legislation for two
years. During the 100th Congress I introduced legislation, which became law, to in-
crease the authorization for outcomes research. I am currently working on a second
generation bill which takes the next step in the development of medical outcomes
research. I am pleased that a number of my colleagues on this committee are work-
ing with me on this legislation and strongly support the recommendations of the
Commission with regard to effectiveness research.

I look forward to working with my colleagues in Congress and with the medical
community to develop a fair and equitable system for physician reimbursement
under Medicare. The work accomplished by Dr. Hsiao and the Physician Payment
Review Commission is an important first step.

PREPARED STATEMENT OF ALAN R. NELSON

Mr. Chairman and Members of the Subcommittee: My name is Alan Nelson, MD.
I am a physician in the practice of internal medicine and endocrinology from Salt
Lake City and I am the President Elect of the American Medical Association. With
me today is Janet Horan, from AMA's Division of Legislative Activities. The AMA
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appreciates this opportunity to participate in the Committee's hearing on physician
payment reforms under Medicare.

Mr. Chairman, the press release announcing this hearing cites the need to begin
the dialogue on "how best we can proceed to reform physician payment." Your in-
terest in this issue is commendable and we appreciate your recognition of the fact
that the status quo of how Medicare sets payment levels for physician services is
fraught with problems and the time for reform is imminent. The AMA is on the
leading edge of activity to analyze physician payment methodologies, and our in-
volvement as a subcontractor in the Harvard University School of Public Health's
benchmark work in developing the Resource Based Relative Value Schedule
(RBRVS) is an example of our past and continued commitment to the goal of a ra-
tional and fair system of payment for necessary medical care.

In discussing physician payment reform, the recommendations of the Physician
Payment Review Commission (PPRC) also must be addressed. While the AMA sup-
ports many of the PPRC's recommendations and we certainly believe that the rec-
ommendations merit close review, we strongly advise against endorsing all of the
PPRC recommendations. In your analysis of the PPRC recommendations, we urge
you to consider fully our views and activities in the following four major areas: fee
schedule issues; volume control through expenditure targets; quality and outcome
assessment and mandated assignment.

As a prelude to our more detailed analysis on these important matters, I will
clearly state our position:

* Indemnity Payment Schedule-The AMA strongly supports the development of
an indemnity payment schedule for Medicare, using a resource based relative value
schedule (RBRVS).

* Expenditure Targets-No matter how this proposal is couched, the bottom line
is that it is nothing more than a system of implicit societal rationing of health care
to elderly and disabled Americans. The AMA vigorously opposes the concept of ex-
penditure targets.

* Quality and Outcome Assessment-The AMA is taking a lead role in the devel-
opment of medical practice parameters. We support the Commission's recommenda-
tion for increased funding for research into the quality of medical care and out-
comes assessment.

* Medicare Assignment-Given the promise of an indemnity payment schedule to
exert stronger market controls on balance billing, and especially in light of the
prevalence of claim-by-claim assignment, the AMA continues to oppose proposals to
mandate assignment under Medicare to all enrollees.

FEE SCHEDULE ISSUES

There is little dispute that the Medicare methodology for setting physician pay-
ment and reimbursement levels is overly complex and often creates inequitable re-
sults. The fact that current physician reimbursement and payment levels are based
on 1971 actual charges as their starting point and have been subjected over the
years to a myriad of payment and fee controls illustrates why the system is fraught
with inequities.

The AMA strongly supports a rational review of physician reimbursement, as has
been conducted recently through the Harvard University School of Public Health
which published its resource-based relative value scale (RBRVS). In our view, an in-
demnity payment system utilizing an RBRVS has the best potential for setting
future physician reimbursement directions. The AMA believes that such a payment
system could ameliorate many of the uncertainties inherent in current Medicare
payments and ameliorate inequities. It also would provide patients with a greater
understanding of the financial obligations for each service. The RBRVS study now is
being analyzed by the Health Care Financing Administration, the Physician Pay-
ment Review Commission, the AMA and others. (Our analysis of this activity,
unanimously adopted by our House of Delegates in December 1988, is attached.) 1

At this point, we believe that the current Harvard study and data, when suffi-
ciently expanded, corrected, and refined, would provide an acceptable basis for a
Medicare indemnity payment system. The AMA has identified seven specific areas
of the Harvard study that need additional work prior to its use in Medicare pay-
ment determinations:

e Restudy of specialties whose RBRVS data have significant, documented techni-
cal deficiencies;

1 Retained in the committee files.
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* Fundamental improvement of the measurement of relative practice costs and
specialty training costs;

" Expansion of the RBRVS to more specialties and services;
* Development of an extrapolation method for visits;
* Revision, refinement, and expansion of pre- and post-service work measure-

ment;
* Expansion and validation of the current extrapolation method; and
• Development of relative value estimates for global surgical services as standard

definitions are developed and accepted.
Much of the work necessary to complete and improve the RBRVS is underway in

the study's second phase. As a study subcontractor, the AMA is participating active-
ly with Harvard and a number of specialty societies in the process of expansion and
refinement needed to produce a technically adequate RBRVS.

EXPENDITURE TARGETS

The Commission's recommendation calling for Medicare expenditure targets con-
stitutes a radical departure from our nation s commitment in creating the Medicare
program to provide the elderly with all necessary medical and other acute health
care. It will replace that commitment with an implicit system of economic incen-
tives to withhold services to meet the expenditure target. In effect, it calls upon
physicians to make the rationing decisions for society on a case-by-case, encounter-
y-encounter basis. The PPRC recommendation may appear to be a painless way to

hold the line on program expenditures, but the bottom line of a decision to impose
expenditure targets is the creation of an implicit system to ration health care. A
national target, tied arbitrarily to a formula that depends heavily upon "a decision
concerning the appropriate rate of increase in volume of services per enrollee"
rather than actual health care needs, provides the starkest possible proof of this
point.

In addition to our view that rationing is not an acceptable direction to reduce
Medicare expenditures, the American people do not want rationing of health care
for the elderly and disabled. Public opinion surveys consistently find that the Ameri-
can people want to cover the health care needs of these populations:

* In response to a 1986 poll conducted for NBC News and the Wall Street Jour-
nal, when asked: "To help reduce the federal budget deficit, would you favor re-
duced benefits for Medicare or not? .. . 86% answered that they opposed reduced
Medicare spending.

e In response to a 1987 poll conducted for ABC News/Washington Post, when
asked: "Should spending for (the Medicare program which helps reduce health care
costs for the elderly) be increased, decreased or left about the same?".. . only 3%
called for decreased spending, 22% called for spending to stay the same, and 74%
called for increased spending.

e In response to a 1988 poll conducted for NBC News/Wall Street Journal, when
asked: "Do you want to see the federal government spend more or less money.., to
provide health care for the elderly?". . . only 5% called for less spending, and 83%
called for more spending to meet the health care needs of the elderly.

EXPERIENCE WITH EXPENDITURE TARGETS

Establishing a nationwide or regional system of expenditure targets eventually
would devolve into a system that would mirror many of the same problems evi-
denced in those Canadian provinces (Bretish Columbia, Alberta and Quebec) that
limit total expenditures for medical ant health services. With their experience as a
model as to what could happen in our country, there is mou citing evidence that lim-
iting program benefits through expenditure targets will result in medically unac-
ceptable results.

As recently reported in the Canadian prew. their health system is starting to de-
teriorate and rationing is now being openly discussed. According to the Canadian
weekly newsmagazine Maclean's (February 13, 1989) patients have died after long
waits for needed surgery and elderly patients in Montreal hospitals are being kept
in diapers because nurses do not have time to help them go to a bathroom. Other
examples from these provinces that maintain an expenditure target system present
a telling story:

* The wait in Vancouver for psychiatric, neurosurgical or routine orthopedic con-
sultation is 1-3 months, 6-9 months for cataract extraction, 2-4 years for corneal
transplantation, and 6-18 months for admission to a long term placement bed.

e Many waiting lists in the province of Quebec for angiograms are six months
long.
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* The wait in the province of Quebec for coronary artery bypass surgery is 8-9
months.

* Montreal and Vancouver emergency departments often have no capacity to
handle new patients.

* In all of Canada, there are only 11 hospitals that are capable of performing
open heart surgery (793 in the U.S.), 14 hospitals capable of performing organ trans-
plants (319 in the U.S.), and only 12 hospitals have magnetic resonance imaging
(MRI) equipment (there are no MRI facilities outside of hospitals in Canada). [Cana-
dian figures are from 1988 and US. figures are from 1987.]

Based on this directly relevant Canadian experience, we do not believe that Con-
gress should experiment on our elderly population with this type of proposal. Such a
system is unprecedented in the United States and holds very real risks for our el-
derly and disabled patients. In the PPRC's testimony before the Subcommittee, they
recommended that target rates of increase for the first few years of using such tar-
gets "not depart substantially from baseline rates of increase." We applaud this pru-
dent recommendation by the Commission, and we believe that it only proves our
point regarding the substantial potential risks that expenditure targets pose for
Medicare beneficiaries. We urge you to reject this approach.

GROWTH IN PART B SERVICES AND EXPENDITURES

We also believe that concerns about the continued growth in part B are overstat-
ed. Insufficient consideration has been given to some of the very real factors that
have led to this increase-including the shift of services from inside hospitals to hos-
pital outpatient departments. (see the attached chart, Appendix I, which demon-
strates where the greatest part of Part B growth has occurred) stimulated by both
the hospital prospective payment system (PPS) and the continued evolution of tech-
nology that has allowed many more and highly complex procedures to be done
safely on an outpatient rather than an inpatient basis.

Recent policy debates regarding the volume and appropriateness of care provided
to Medicare beneficiaries have increasingly reflected a perception that there is a
broad "volume problem," and suspect physician behavior often is alluded to as a pri-
mary cause of this problem. As a result of this perception, there has been growing
interest in complex regulatory policies to achieve budget savings through control-
ling volume growth and reducing levels of unnecessary care. Although the AMA
fully supports the elimination of unnecessary care-and we only wish that all of the
needed savings could be generated by such a simple solution-the truth of the
matter is that physicians are not causing vast unnecessary program expenditures.
The major factors that have contributed to program growth include:

• Improved techniques and technology that make consumption of medical care
easier, safer, and more accessible;

* Patients being provided more and better information about the benefits of medi-
cal care, especially preventive services and procedures; and

e the cost-sharing provisions of Part B have eroded, resulting in increased
demand for medical care.

An analysis of Medicare data by Northwestern National Life Insurance in Minne-
apolis revealed that "new seniors" (those that are joining the group of age 65 or
older) use more health care services than their counterparts 10 years ago. Specifical-
ly the analysis found that those individuals becoming eligible or Medicare in 1988
were using health care at an 11% higher rate than the past decade. This rate in-
cludes an adjustment for inflation. (A detailed analysis on this issue is attached to
this statement as Appendix I and I.)

QUALITY AND OUTCOME ASSESSMENT

Rather than imposing restrictive expenditure targets, efforts to improve quality
and outcome assessment to eliminate unnecessary or inappropriate services should
be accelerated. This goal can best be achieved through funding of research into
quality assessment so that clinically sound guidance can be provided to physicians
to integrate into their practices. We agree with the Commission in its recommenda-
tion for increased funding in this area. We believe that the focus of such research
should be within the office of the HHS Assistant Secretary for Health. We also sup-
port improved utilization review. Such research and information transfer will bene-
fit patients and Medicare itself and enable the program to continue to meet its com-
mitment to the elderly.

Appropriateness of care is directly related to the issue of volume. We believe that
review of care, to be successful, must be based on physician-developed appropriate-
ness criteria and on coverage decisions that preserve patient access to quality medi-
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cal care. When utilization management programs are not run properly, the provi-
sion of quality health care to program beneficiaries is compromised. Toc, often, re-
viewers with little or no clinical training are given authority to deny claxns as not
medical necessary." As we have seen, some carriers actually deny claims on the
basis of 'screen failure" alone without necessary claims development.

One potential and we think workable solution to help assure the provision of high
quality care is the development of practice parameters. The AMA strongly supports
the development of clinically relevant parameters that are designed to mssure that
patients receive appropriate medical care. Through our Office of Quality Assurance
and Assessment, the AMA is taking the lead role in clinical appropriateness initia-
tives. The Association has entered into a landmark agreement with the RAND Cor-
poration to develop practice parameters that will have a major impact on the future
practice of medicine. (A copy of this agreement is attached as Appendix III.) The
AMA is also working with the national medical specialty societies to refine research
methodologies and develop dissemination techniques to provide useful, and educa-
tional information to practicing physicians. Clearly, medicine does not require puni-
tive expenditure targets to act effectively and responsibly to reduce inappropriate
care. We expect results from this project beginning in 1989.

MANDATED ASIGNMZNT

The AMA supports the Commission's current decision to not recommend mandat-
ed assignment under the Medicare program. As you well know, mandated assign-
ment would require physicians to accept the Medicare I allowed amount as payment
in full regardless of the excellence or unique nature of the services provided or the
ability of the patient to pay the physician's regular charge for the service.

Medicare already substantially discounts physicians' fees. The gap, between Medi-
care allowed amounts and physicians' regular fees has grown from 10% in 1970 to
the current approximate level of 27%. In other words, years of budet cuts and reg-
ulation have left Medicare paying only 73% of physicians' regular fees.

In any discussion of mandatory assignment, it must be realized that the total a
physician may bill a patient between the allowed amount and the maximum allow-
able actual charge represents only a small percentage of the total. out-of-pocket ex-
penses a Medicare beneficiary may experience. HCFA estimates average out-<f-
pocket costs of about $600 in 1987 per aged beneficiary for Part B1 services, balance
billing amounts accounted for about only 18%; while co-insurance amounts account-
ed for approximately 32%, deductibles accounted for approximately 12%, and premi-
ums accounted for approximately 38% of patient financial liability. (See attached
chart, Appendix IV.)

It is also important to note that physician balance billing and other beneficiary
expense responsibilities do not represent a financial barrier to needed care. The
data from the PPRC's beneficiary survey report that only 6.4% of respondents did
not seek care during the previous year because of the cost, with only 3.1% putting
off treatment for a serious condition. Only 0.2% reported being actually denied care
for financial reasons (including deductible, co-insurance and balance billing). Al-
though any delay in seeking treatment due to financial considerations is worrisome,
these numbers do not suggest that balance bills exert a negative impact on access.

This record clearly demonstrates that physicians do care about their patients' eco-
nomic circumstances and accept assignment a vast majority of the time. Physician
acceptance of assignment has continued to increase to all-time record highs. 'ie
fact that close to 80% of charges for physician services are assigned demonstrates
that physicians are responsive to their patients' situations. The AMA encourages
physicians to take their patients' economic status into account and data show that
they do. An Urban Institute study summarized evidence that physicians are more
likely to assign claims in low-income areas. The Physiciani Payment Review Com-
mission's physician survey revealed that patients over age 75 were more likely to
have claims assigned, and that claims are more likely to be assigned if the patient
lacked supplementary, insurance. Another PPRC analysis found that voluntary as-
signment rates were higher for poor patients than for better-off ones. Consider the
following points from the PPRC surveys:

• For individuals with a regular source of care, the PPRC beneficiary survey re-
ported that the voluntary assignment rate (excluding Medicaid) from the patient's
regular physician was 56%, and 68% on the last visit with a specialist. The physi-
cian survey found that of non-participating physicians, 85% routinely accepted as-
signment for some of their patients, regardless of the service provided, and that
95% of these physicians consider the patients financial ,status in this decision.

* When beneficiaries were asked whether they were actually balance billed on
their most recent bill, only 17% indicated that they had been, with those over age
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85 and those below 200% of the poverty level least likely to have received such a
bill.

* A PPRC analysis of 1987 data from eight states found that 3% patients had
annual balance bills exceeding $500, that 52% had no balance billing liability and
30% had balance bills of $50 or less. Even among those patients with more than
$5,000 in annual Medicare allowed charges, the majority had $50 or less in balance
bills.

Policy approaches that restrict or eliminate physicians' ability to establish their
fees are not warranted. When one studies the distribution of balance bills and the
actual amount of individual bills, as the PPRC has, it becomes clear that there
simply is not a large enough number of persons who are experiencing substantial
financial problems from balance bills to justify mandating assignment or imposing
stringent charge restrictions for all Medicare beneficiaries.

With a Medicare fee schedule, the problems of mandatory assignment would be
compounded because no fee schedule can adequately reflect differences in practice
costs, patient severity, quality, amenities and other factors. Without the ality to
balance bill, there will be no recognition of experience or other special abilities. The
remuneration for a physician on his or her first day of practice for a service will be
the same as for a highly skilled practitioner with decades of practice and experi-
ence.

For many of the same reasons, we oppose the Commission's recommendation to
control physicians fees through what would amount to a new set of Maximum
Actual Allowable Ciarges. Controls on physician fees should not be imposed while
the rest of the economy is unregulated. Such fee controls encourage utilization by
keeping the price of medical services low to consumers and do not reflect increases
in the costs of se-vices that physicians must pay in the uncontrolled market. They
will distort the payment system in a manner similar to mandatory assignment. We
believe that the MAAC program should really be allowed to terminate as Congress
intended.

It also must be realized that limits on balance bills will pose a financial risk to
the Medicare program. Studies on the effects of cost-sharing by the RAND Corpora-
tion and the Congressional Budget Office indicate that elimination of balance billing
could greatly increase Medicare expenditures. (Price controls also carry other sub-
stantial risks, as pointed out by eleven prominent economists in the attached Ap-
pendix V.)

Finally, let me expand on the AMA's efforts in encouraging physicians to consider
their patients economic status in the assignment decision. There are currently 34
state medical society voluntary assignment programs either underway or in develop-
ment. Additionally, there are numerous county programs in effect, many in areas
without state programs.

CONCLUSION
Mr. Chairman, health care in this nation is approaching a crossroads and the

choice of which road we pursue will fashion our health care system for the Ameri-
can people into the 21st century. We urge caution so that the decisions you make
now do not take us down the wrong road-a road where Americans have to line up
and wait for essential care as seen in the expenditure target provinces of Canada, or
a road that denies services to citizens based on age as seen in Great Britain.

The choices you face are important ones, and we urge you to follow the directions
that will assure our continued ability to care for our nation's elderly and disabled.
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Appendix I

Medicare Part B

By Type

Spending

of Service

Physician

)All other 12%

Outpatient hospital 16%

1984

JAll other 11%'

Outpatient hospital

1986

20-595 0 - 89 - 6

Physician

• ;o,
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APPENDIx II.-MszrcAL PART B Exp"DrrumR, ANALYsjs AND GRowTH

INTRODUCTION

Part B of Medicare covers physician services and a variety of other health care
services, such as laboratory and outpatient hospital services. Disbursements for the
Part B program have been the fastest growing nondefense expenditure item in the
federal budget in this decade, having increased an average 16.3 percent annually
between 1980 and 1987.

Even after inflation in medical care prices has been taken into account, total real
disbursements increased at a 7.4 percent average annual rate. Growth in the en-
rolled Medicare population of 1.9 percent per year accounts for only a small amount
of the real growth. The "residual' component of the inflation-adjusted growth that
is not explained by beneficiary demographics (5.5 percent) is broadly attributed to
increases in "volume" of services per eligible beneficiary and to increased "intensi-
ty" of services; i.e. more services per visit.

This report concerns that residual component of outlay growth not due to price
inflation or enrollee increase, with special emphasis on the underlying factors re-
sponsible for the growth.

COMPONENTS OF PART B OUTLAYS

An accounting adjustment gives a truer picture of cost growth in the Part B pro-
gram. The usual practice of focusing on cost per enrollee overstates the growth in"volume and intensity" when the proportion of enrollees who actually receive serv-
ices is also growing. Analyzing costs on a per enrollee basis results in confusing the
increased number of users as part of the increase in volume per enrollee. According
to the General Accounting Office, the number of persons served per 1000 enrollees
increased by about 16 percent between 1980 and 1986 (United States General Ac-
counting Office, 1988). This means that growth in real outlays per service recipient
was 3.0 percent per year.

To better understand the nature of Part B expenditures, it should be kept in mind
that:

" physician services are about 60 percent of total Part B allowed charges;
" outpatient hospital department (OPD) services are about 28 percent of total al-

lowed charges; and
* OPD allowed charges grew an average of 30 percent per year compared to 13

percent for physician services from 1980 to 1986.
These figures show that outpatient hospital services are a substantial component of
the Part B program and contributed more to expenditure increases than physician
services in recent years.'

A recently completed study of Medicare claims data for five states for the years
1983 through 1985 reached the following conclusions (West et al. 1988):

* the major sources of growth in OPD services have been expanding use of OPD
surgery and growth in the proportion of eligibles receiving services;

* the expanding use of OPD surgery has resulted in increasing the average al-
lowed charge per service across all services, a common measure of intensity;' and

* aggregate upcoding explains only a small percentage (4%) of the total increase
in Part B allowed charges.
These findings suggest that the high rate of Part B expenditure growth is primarily
confined to hospital outpatient departments, that patient demand has played a sig-
nificant role, and that the extent of visit and procedure upcoding is far less than
has previously been speculated by some analysts.

CAUSES OF INCREASED VOLUME AND INTENSITY

In the past year, research based on new sources of data has begun to replace spec-
ulation with documentation on the causes of Part B volume/intensity growth. Re-
search findings fall into four broad areas:

" patient demand;
• technical innovations in outpatient services;
* third-party reimbursement practices; and
* trends in physician supply.

'Center for Health Policy Research, American Medical Association, Chicago, Illinois, Febru-
ary, 1989
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At a recent research conference on Part B volume growth held by the Leonard
Davis Institute for Health Economics of the University of Pennsylvania and jointly
sponsored by the AMA, there was much agreement among economists that the
nature of volume increases evident in this new information is largely a manifesta-
tion of increases in patient demand. Demand effects may be broadly separated into
two categories: factors that lower price to the patient at the point of service; and
non-price factors that increase the amount of services demanded at a given price.
Specific research findings include:

* Over the 1980-87 period, legislation raised the Part B deductible only once and
increases in premiums were offset to a large extent by patient savings due to the
increase in assignment rates (United States General Accounting Office, 1988).

* The 40-month fee freeze of 1983-1987 allowed inflation to erode the real price of
services, as has the subsequent MAAC program which has held fee increases below
inflation.

o The prevalence of media ap insurance, which typically provides nearly first-
dollar coverage, eliminates the constraints on unnecessary use intended to result
from Medicare's cost-sharing provisions. As a result, use of Medicare-covered serv-
ices is higher than it would otherwise be, and most of the costs of the additional
services used are paid by Medicare rather than by medigap insurers. The effect of
medigap coverage for the typical Medicare-not-Medicaid enrollee is to increase use
of both physician and hospital services by about 24 percent. Over 80 percent of aged
Medicare enrollees had either medigap insurance or Medicaid coverage in April
1984 (Christensen et al., 1987).

e As a group, the elderly are economically better off than the younger working-age
population. In 1986, the average net worth of households with head of households
between 65 and 74 years of age was $249,844, compared to $152,391 for households
with head of household between 45 an 64, and $56,563 for households with head be-
tween 25 and 44. The greater wealth of elderly households would be expected to con-
tribute to a greater demand for health care services.

e Medicare patients are becoming more aggressive consumers of medical care and
more knowledgeable about the availability and benefits of new technology and pro-
cedures. For example, in the four months following President Reagan's cancer sur-
gery in 1985, an estimated 73,000 additional colonoscopies were performed on Medi-
care patients (McMenamin, 1988).

o The biggest source of increase in approved charges per enrollee in recent years
has come from outpatient surgery. The convenience of the outpatient setting signifi-
cantly lowers the time price and the psychic cost to patients, affecting demand simi-
lar to a reduction in money price and resulting in a substantial net increase in the
numbers of such procedures (West et al., 1988).

Improvements in the provision of medical services has proceeded apace on several
fronts and are making the consumption of medical care easier, safer, and more ac-
cessible.

e Clinical innovations in outpatient procedures, as for example in cataract surger-
ies and endoscopies of the digestive system, have resulted in better products and al-
lowing the physician to do more.

* As a result, outpatient services are in fact increasing the cost of US. health care
in the private as well as public sectors; the Blue Cross and Blue Shield Association
found that the number of outpatient visits per thousand people covered jumped 26
percent between 1981 and 1987 and the cost per visit rose 88 percent (Raynor, 1989).

9 While the number of visits per person has remained relatively stable, the length
of visits and the number and types of services provided has increased; specific exam-
ples are found in cardiology, thoracic surgery, gastroenterology, and ophthalmology.
(Mitchell et al., 1988)

The insurance industry has been responsible for contributing to the shift to outpa-
tient care. Most insurance companies reimburse 100 percent for outpatient care and
80 percent for inpatient care. (Blue Cross and Blue Shield, however, continues to
reimburse 80 percent for procedures regardless of where they are performed.) It is
natural for patients to seek out the lowest-cost care setting.

The increasing physician supply has resulted not only in increased access but a
reduction in prices of physician services as evidenced by the increasing numbers of
salaried physicians and increasing physician participation in PPOs and acceptance
of discounted fee-for-service payment (Falk and Langwell, 1988).

PART A VERSUS PART B

Proposed federal budgets for both Part A and Part B were cut substantially by
the successive budget reconciliation bills enacted during the 1980s. The sum of the
budget savings estimated by HCFA for ORA, OBRA-81, TEFRA, DEFRA, COBRA,
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and OBRA-86 is approximately $18.2 billion for Part A and $13.4 billion for Part B
(United States General Accounting Office, 1988). This represents a 6.9 percent re-
duction in cumulative Part A outlays and a 10.9 percent reduction in cumulative
Part B outlays. Thus, relative to the respective program sizes, Part B was cut about
one and one-half times more than Part A.

Nevertheless, Part A spending growth in the 1980s has been weil below its trend
in the 1970s; in contrast, Part B growth has been about the same. The hospital in-
dustry has clearly been affected by these Part A cuts, especially in rural areas. The
cost-saving effects of the budget acts have been offset by increased utilization of
Part B services: 40 percent for OPD services and 15 percent for physician and other
Part B services.

CONCLUSION

In many ways, the growth in Part B outlays reflects the success of medicine in
making available more and better care to the patient, which in turn has led to in-
creased consumption of medical care:

* Improved techniques are making consumption of medical care easier, safer, and
more accessible; .

* Patients are being provided more and better information about the benefits of
medical care, especially preventive services and procedures; and

* More options are being made available to patients, especially outpatient alter-
natives to inpatient procedures, affording them wider choice among alternative ap-
proaches to managing medical problems which they may choose based on personal
subjective criteria.

At the same time, erosion of the cost-sharing provisions of Part has also resulted
in increased growth in demand:

e Constraining fees by limiting MEI updates, freezing fees, and imposing MAACs
has resulted in real growth in allowed charges per service below the rate of infla-
tion;

* Medicare allowed charges are now less than 80 percent of physicians' usual
fees; and

e The increasing prevalence of medigap insurance and acceptance of assignment
neutralizes cost-sharing requirements.
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APPENDIX III.-THE AMA/RAND CLINICAL APPROPRIATENESS INMATIVE
MEMORANDUM OF AGREEMENT

The American Medical Association and The RAND Corporation have established
a cooperative project to improve the health of the American people by developing a
process to identify appropriate care and reduce inappropriate care.

This project will:
1. Establish a system to develop appropriateness criteria for selected medical and

surgical procedures, diagnoses and conditions.
?. Develop clinically relevant practice guidelines based upon the appropriateness

criteria.
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3. Disseminate these practice guidelines to assist physicians in clinical Decision-
making.

4. Evaluate the effectiveness of the project in improving the appropriateness of
medical care.

RAND plans to conduct its activities in collaboration with a consortium of aca-
demic medical centers. The AMA plans to conduct its activities in collaboration with
the national medical specialty societies, state and local medical societies.
Project Plan

This project will consist of eight major activities:
1. Production of appropriateness criteria for selected medical and surgical proce-

dures, using existing methods.
2. Research to improve the methodology to develop appropriateness criteria for

medical and surgical procedures.
3. Research and development regarding diagnosis-based and/or condition-based

appropriateness criteria.
4. Production of appropriateness criteria for additional procedures, diagnoses and

conditions.
5. Development of practice guidelines based on the appropriateness criteria.
6. Development and testing of methods for dissemination and use of the practice

guidelines.
7. Research to evaluate the effectiveness of the project in improving the appropri-

ateness of medical care.
8. Development of a system for maintaining and updating the appropriateness cri-

teria and the practice guidelines.
Institutional Responsibilities

RAND will have responsibility for the research on and development of appropri-
ateness criteria, and the AMA will serve in an advisory capacity on that activity.
Tile AMA will have responsibility for the development and dissemination of practice
guidelines based on tile appropriateness criteria, and RAND will serve in an adviso-
ry capacity on that activity.
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APPENDIX IV

AVERAGE ESTIMATED OUT-OF-POCKET COSTS PER AGED
ENROLLEE FOR COVERED PART B SERVICES
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RESPONSES TO QUEIrONS SUBMITTED BY SENATOR PACKWOOD

Question. I am very concerned about the skyrocketing increases occurring in Part
B physician services. Expenditure targets would help slow these tremendous in-
creases. Since you oppose the use of expenditure targets and the succesful use of
practice guidelines is many years off, what do you suggest as a way of dealing with
the increases in Part B services?

Answer. Expenditure Targets would inappropriately force physicians on a case-by-
case basis to make unconscionable decisions about withholding necessary services to
patients. It punishes the conservative as well as the profligate physician without
giving any guidance to either. ETs would only exacerbate the problems of rural and
inner-city areas in attracting physicians and worsen the plight of struggling hospi-
tals servicing those areas. Proponents are responding to the need for budget cuts,
not the needs of patients, consequently ETs will always be set unrealistically low.
ETs create an implicit system of economic incentives to withhold services on an en-
counter-by-encounter basis.

While the AMA recognizes the demands of the budget deficit, there are already
adequate proposals before Congress that will provide the savings necessary for the
Medicare Reconciliation budget mark for this year. ETs contribute nothing in FY90
savings.

The AMA recognizes the need for longer range alternatives and proposes the fol-
lowing:

A. DEVELOPMENT OF PRACTICE PARAMETERS. Parameters reduce irnappro-
pria t e, not appropriate care. ETs could reduce both arbitrarily. Practice Parameters
do work, as evidenced by the following two examples: (a) Practice Parameters on
caesarean sections led to a reduction in caesarean section rates at a Chicago hospi-
tal from 17.5% to 11.5%. Nationally, that would lead to savings of approximately $1
billion per year; (b) In 1984, the American College of Cardiology and the American
Heart Association published guidelines for permanent cardiac pacemaker implanta-
tion. Current estimates indicate a 28% decline in pacemaker implants between 1983
and 1986.

B. PROFESSIONAL LIABILITY REFORM. As mu-!h as $2 billion could be saved
through reductions in premiums and defensive medicine costs by the enactment of
federal incentive legislation to encourage state tort reforms.

C. REDUCTIONS IN NON-PHYSICIAN PART B SERVICES. Hospital Outpatient
Department (OPD) costs are the fastest growing component of Part spending, grow-
ing at an average of 30% per year from 1980 to 1986. In contrast, physician services
grew at a rate of only 13% per year during that same time period. OPD payment
grew from 16% of Part B spending in 1984 to 28% in 1986, while physician services
decreased from 72% of Part B to 61% in that same time period.

D. ENACTMENT OF LONG TERM MEDICARE REFORM. Rep. Charles Rose (D-
NC) has introduced HR 2600, a bill to restructure Medicare on a fiscally sound
basis. This bill would enact the recommended reforms supported by the AMA.

Question. Your organization opposes a separate fee schedule for surgery, as pro-
posed by the American College of Surgeons (ACS). Why?

Answer. The AMA supports the general principle tat an RBRVS-based payment
schedule should include differentials in payment for CPT codes where there are dif-
ferential resource costs ("total work" and practice and training costs) across special-
ties. The following criteria should guide the establishment of differentials for specif-
ic services:

a. When the resource costs are substantially different across specialties; and
b. When the relevant codes are not sufficiently precise to differentiate among the

content or physician work of a service across specialties, and cannot be readily re-
fined to become so.

In addition, as few separate payment categories as possible should be established
to minimize system complexity. In general, specialty differentials should be avoided
except where absolutely warranted by resource cost data.

Specialty differentials should apply to all CPT-coded services for which a differen-
tial exists.

Where specialty differentials exist, criteria for specialty designation should avoid
sole dependence on rigid criteria, such as board certification or completion of resi-
dency training. Instead, a variety of general national criteria should be utilized,
with carriers having sufficient flexibility to respond to local conditions. In addition
to board certification or completion of a residency, such criteria could include, but
not be limited to:

e Partial completion of a residency plus time in practice;
• Local peer recognition; and
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* Carrier analysis of practice patterns.
A provision also should be implemented to protect the patients of physicians who

have practiced as specialists for a number of years. (For a more detailed discussion
on the specialty differential issue, please see pp. 31-35 of the AMA Board of Trust-
ees' Report AA (-88) which is attached.)

Specialty specific ETs imply different conversion factors which would lead to a
movement away from the resource based methodology to establish value. That
result would be counter to the studies encouraged by the Senate Finance Committee
over the years.

Question. Do you have data on the number and extent of liability suits of Medi-
care beneficiaries and how they compare to the rest of the population?

Answer. The AMA does not have any such data.
Question. Doctors often argue that there are important differences among pa-

tients, even when they all receive the "same" services. Suppose that a Portland
doctor chooses to treat patients who are consistently more difficult than the typicalFractice-for example, they tend to have mild senility problems. Does the AMA be-
ieve the PPRC's resource-based fee schedule could adequately compensate this phy-

sician who treats patients requiring more than the "average' time or skill? What, if
anything, should be done to compensate such doctors?

Answer. The AMA policy supports the adoption of a fair and equitable Medicare
indemnity payment schedule under which physicians would determine their own
fees and Medicare would establish its payments for physician services using: (a) an
appropriate RVS based on the resource costs of providing physician services; (b) an
appropriate monetary conversion factor; and (c) an appropriate set of conversion
factor multipliers.

The AMA supports the position that the current Harvard RBRVS study and data,
when sufficiently expanded. corrected. and refined, would provide an acceptable
basis for a Medicare indemnity payment system. The RBRVS would be used to de-
termine the government payment. The ability of the physician to establish and
maintain his or her own fee structure, and balance bill on a claim by claim basis
would enable individual physicians to bill patients in a manner that would reflect
differences such as presented in your question.

Question. I understand that doctors would prefer to have no MAAC-like caps on
charges to patients. I am pleased to hear that most-but not all-doctors voluntarily
take a patient's ability to pay into account before billing beyond the allowed
amount. Let's assume that there is no mandatory assignment for the poor:

1. What measures, if any, would the AMA take to help those patients who are
poor, and do get billed more than the allowed amount?

2. Why do some physicians bill the poor for costs beyond Medicare allowed
charges now?

Answer. Retention of the ability to balance bill under a new Medicare physician
payment system remaing a major AMA policy objective. The physicians current
right to decide on a claii.-uy-claim basis whether or not to accept Medicare assign-
ment has not been abused, as evidenced by the over 80% assignment rate.

Evidence from the PPRC physician survey shows clearly that most physicians
base assignment decisions on the patient's financial situation, rather than on other
factors or on the specific service or procedure involved. Most responded that their
patients volunteer information on their financial status. They also know from the
patient's previous history or ask the patient.
(For further discussion on this issue, please see pp. 22-25 of the AMA Board of
Trustees' Report AA (1-88).)

The AMA supports state and county medical society-initiated voluntary assign-
ment programs for low-income Medicare beneficiaries. Also, the AMA supports ex-
pansion of Medicaid to include all with incomes below the poverty level (with state
adjustments). Under current law, all dually eligible beneficiaries are seen by physi-
cians on an assigned basis.

PREPARED STATEMENT OF SENATOR DAVID PRYOR (MARCH 17, 1989)

Mr. Chairman. The Subcommittee is gathered here today to discuss the Physician
Payment Review Commission's 1989 report to Congress. Physician payment reform
is one of the most difficult issues we have on our agenda in the 101st Congress. This
year, PPRC's report will focus on the implementation of a fee schedule for Medicare
physician payment.I recent years, Medicare's Part B program has been the target of criticism aimed

at its inflationary and inequitable fee-for-service reimbursement system, and its



163

seeming lack of control over growing expenditures and beneficiary out-of-pocket
costs. Needless to say, Part B of the Medicare program is beset with problems. At
the Subcommittee's last hearing, we heard about its spiraling costs, which are large-
ly a result of increased outlays for payments for physicians' services. Physicians
services accounted for two-thirds of all Part B outlays in fiscal year 1988, for a total
of $24 billion. While expenditures for hospitals exceed those for physicians' services
under Medicare, their growth rates in recent years are dramatically different-
about 6 percent per year from 1984 to 1988 for hospitals compared to 14 percent for
physicians' services in that same time period.

Medicare's current fee-for-service reimbursement system for physicians' services,
based on the lowest of the customary, prevailing or reasonable (CPR) charge, has
been blamed for much of this increase as it provides little incentive for physicians to
deliver cost-effective care. Controls on both volume and price must be in place if
expenditures are to be kept in check,'and CPR provides neither. The original design
of CPR was inflationary because physicians' maximum allowable charges for any
given year were based, in part, on their charges in the preceding year. As a result,
an increase in current charges would increase future charges. Further, a fee-for-
service reimbursement system rewards volume-the greater the number of services
rendered, the higher the reimbursement, provided the reimbursement is commensu-
rate with the actual cost of delivering the service.

Many other problems exist with the current system. A great deal of variation
exists in reimbursement depending on the specialty of the physician delivering the
service, the geographic location, the setting where the service is rendered, as well as
the type of service. That is, a physician can usually receive a higher reimbursement
for a 'procedural" or medical service using medical devices and equipment than for
a nonprocedu'al service, such as a routine office visit.

Beneficiaries, too, are feeling the adverse effects of the current system. Unlike
hospital care, physicians do not have to accept Medicare-approved charges as pay-
ment in full for services rendered to Medicare beneficiaries. Although a majority of
Medicare claims are "assigned", and growing numbers of physics are "participat-
ing physicians," balance-billing still represents a significant burden on many benefi-
ciaries, particularly those with low incomes, who may not have medigap insurance
to cover balance-billing charges.

The Physician Payment Review Commission appears before us today to provide us
with its recommendations for a fee schedule based on the resource-based relative
value scale (RBRVS) developed by William C. Hsiao, Ph.D. Dr. Hsiao's RBRVS bases
payment for services on the amount of time and effort a physician puts into a serv-
ice. Many believe that a fee schedule based on the RBRVS would be more a more
equitable system, as it would reflect what is perceived as relative overpayment for
surgical and diagnostic services and relative underpayment for primary services.

While I Applaud the development of a reimbursement system that would pay all
physicians equitably, I am concerned that we not permit that issue to blind us to
other, equally pressing concerns. The fee schedule by itself does not have a mecha-
nism with which to control the volume of services delivered, which is one of the pri-
mary reasons for rapidly increasing Part B expenditures. Beneficiaries' out-of-pocket
costs and access to needed, quality services must also be factored into any discussion
of changes made to the way Medicare pays physicians. We must work to ensure that
everyone-the federal government, the medical community, and beneficiaries-is
treated fairly under any new system that we put into place. We have a great chal-
lenge before us, with no easy or obvious solutions. I look forward to the testimony of
our distinguished witnesses here today to get us started in the right direction.

PREPARED STATEMENT OF SENATOR DAVID PRYOR (APRIL 20, 1989)
Mr. Chairman. Today, the Subcommittee on Medicare and Long-Term Care meets

for the second time in little over a month to examine the issue of physician pay-
ment reform under the Medicare program. We will hear testimony from various
physician groups and the American Association of Retired Persons on how reforms
in the way that we pay for physicians' services will affect their members. Today's
emphasis will be on the Physician Payment Review Commission's recommendations
concerning the resource-based relative value scale approach to physician payment.

I look forward to this discussion, and the many that will undoubtedly follow, with
both excitement and trepidation. I am excited becauR I believe Congress finally has
the impetus to consider the need for fundamental changes in our entire health care
system, not just in the way we pay for physician services. Senators and Representa-
tives are hearing more and more from their constituents that our current health
care system is simply not working right, and that the time has come for us to do
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something about it. My trepidation, however, comes from the fact that while it may
be safe to say that there is a consensus as to the need for reform, there is virtually
none as to how we do it.

A desire to achieve consensus on physician payment reform is why we are meet-
ing here today. While I do not expect that we will arrive at a reforin policy that will
make the Congress, beneficiaries, physicians, and all other iintc-ested parties equal-
ly happy, I am confident that by working together-as we are doing today-we can
develop a plan that will be recognized as necessary and acceptable to most everyone.

As Chairman of the Special Committee on Aging, I am especially concerned about
the effects of reform on beneficiaries. Protecting their physical and financial health
is paramount to me. I am keenly aware, however, of the need to recognize the wide
range of valid interests concerning this issue. We must come up with a fair and eq-
uitable payment system. To accomplish that, it is crucial that we listen carefully to
all viewpoints.

1 commend Chairman Rockefeller for his thoughtful, considered approach to this
complex issue. With his leadership, and the advice of distinguished panels such as
the one before us today, we are off to a strong start toward important comprehen-
sive reforms in the way that the federal government pays for physician services.

PREPARED STATEMENT OF SENATOR JOHN D. ROCKEFELLER IV

Good morning ladies and gentleman. This morning, the Subcommittee on Medi-
care and Long Term Care begins consideration of the questions of whether and how
to reform the way Medicare pays physicians. During this and subsequent hearings,
we will closely examine and explore idea for improving Medicare's physician reim-
bursement system.

There doesn't seem to be much disagreement that the physician payment system
needs a major overhaul. The current Medicare methodology for physician reim-
bursement is barely comprehensible. It is confusing not only for senior citizens but
for the doctors themselves.

Medicare spending for physician services has increased at an annual rate of 15
percent since 1980. A variety of strategies has been tried to restrain these program
costs but, for the most part, these measures have been unsuccessful or inadequate.
This subcommittee heard testimony two weeks ago that even without program ex-
pansions, Medicare spending for physicians' services is expected to triple over the
next tan years.

Unless major changes in the system are made, Congress will be forced year aftr
year to tinker around the edges to achieve "budget" savings without really making

rny long term difference or achieving any real gains in patient care and services
and in the way the system works.

What strikes me as a compelling reason for physician payment reform is the in-
creasing financial burden on Medicare beneficiaries. Senior citizens are paying more
and more out-of-pocket for health care. In 1988 the elderly spent just over 18 per-
cent of their limited incomes on health care expenses, up from 12 percent in 1977.
Unless we can reverse past trends, Medicare beneficiaries will continue to see their
health care bills rise.

Today's hearing is the first in a series of hearings that will be held by this sub-
committee on physician payment reform. I am brand-new to the subject and have a
lot to learn. Working with Senator Bentsen and his staff, and all of the Finance
committee members, I hope to do all I can to ensure that we have a process in
which everyone participates and all points of views are heard.

I anticipate a healthy dialogue and a lively debate on the matter of physician pay-
ment reform. The Medicare physician payment system has essentially been un-
changed since the Medicare prog.,ram was first enacted. The type of-structural
changes Dr. Lee and Dr. Hsiao will be testifying about today could have profound
implications on the practice of medicine and the health care that our seniors re-
ceive.

Although today marks the beginning of Congressional debate, I know that Dr. Lee
and Dr. Hsiao have been immersed in this subject for a very long time. I applaud
you both for your efforts and dedication. You will be looked to often for expert
advice and assistance as we explore Medicare physician payment policies. I am very
pleased that this subcommittee has the opportunity to hear first hand your thoughts
and ideas on how we might begin the tremendous task before us.

As we know, the Medicare program was created as a major new commitment of
the federal government to the nation's senior citizens. In the early years, the Medi-
care program was viewed skeptically by many in the medical profession. I am
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pleased that the AMA and many other professional groups are very much involved
and active participants in the current debate on improving part of the system. We
encourage and welcome the help of the entire physician community throughout this
process.

The task before us is huge and complex, and we must proceed with caution and
care. If and when changes to the current system are developed, I believe we must
be; mindful of several key goals-access, quality of care, acceptability, and fiscal
soundness. I am optimistic we all can come up with changes that are rational, well-
understood, and widely-supported.

Again, I welcome the witnesses this morning. I look forward to an interesting and
educational morning.

PREPARED STATEMENT OF GEORGE W. WEINSTEIN

Mr. Chairman and members of the Committee, I am George W. Weinstein, MD,
FACS, a member of the American College of Surgeons' Board of Regents. Accompa-
nying me is Paul A. Ebert, MD, FACS, who is the Director of the College. The Col-
lege appreciates once again the opportunity to present its view on Medicare physi-
cian payment issues.

airman, the College and representatives of the major surgical specialty so-
cieties have completed a thorough reexamination and assessment of many of thepayment policy concerns that this Committee will be addressing. We wish to take
this opportunity to put before you a comprehensive set of new proposals for dealing
with a number of major payment reform questions, including the problem of ex-
penditure control. The elements of our plan are focused principally on the quality,
volume, and cost of surgical services provided to Medicare patients, although we be-
lieve that features of the plan could have broader application. Equally important,
we believe that new Medicare beneficiary protections should be added to the pro-
gram during implementation of this plan.

In brief, Mr. Chairman, this plan consists of the following complementary ele-
ments:

1. A plan to moderate the growth in Medicare outlays for surgical services by ad-
dressing the issue of volume and to make those expenditures more predictable for
beneficiaries and the government;

2. A set of proposals for improving the financial protection of Medicare patients
through fundamental changes in the assignment program;

3. The development of a new, blended Medicare fee schedule for surgical services
that reflects both improved measurements of supply-side, or resource cost inputs,
with important demand-side considerations, including the efficacy and relative bene-
fits of treatments as seen by both physicians and patients; and

4. An explicit timetable for phased implementation of the proposed changes.
Mr. Chairman, at the heart of our new comprehensive plan is a public commit-

ment from the American College of Surgeons, the surgical specialty societies, and
their more than 85,000 members, to work directly with the Congress-and we hope
with the beneficiary community-to reach an agreement on a broad range of physi-
cian payment goals that can be implemented in an orderly manner.

As you may be aware, the College testified recently before the other body. On that
occasion, Dr. Philip Lee, chairman of the Physician Payment Review Commission
(PPRC), also testified. Based on that testimony, we were pleased to learn that some
of the concepts that have been proposed by the College are likely to be included in
the recommendations made by the PPRC as well.

THE VOLUME ISSUE-PLAN FOR MODERATING EXPENDITURE GROWTH

Mr. Chairman, if serious steps are to be taken to moderate spending for Medicare
services, including the services of surgeons, then some workable approach must be
found to strike a better balance among fee considerations, increases in volume and
intensity, and the financial protections afforded beneficiaries under the program.
This, it seems to us, is far more important than focusing attention almost exclusive-
ly on how payments should be distributed among different categories of physicians.

If we are going to be realistic, Congress must recognize that spending for health
care probably will continue to rise, even if all hospital and physician payments were
to be frozen at today's price levels. After all, the total number of Medicare benefici-
aries is increasing every year, and the average age of the older population in this
country also is rising, so that the demand for medical attention from the elderly can
only be expected to increase as well. Moreover, changing medical technologies,
better diagnostic techniques, and improvements that enhance the quality of life for
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older patients also contribute to increased Medicare spending for health services,
and few would sugest that the aged-but not the young-should forgo these bene-
fits. The major policy problems for the Congress, as we see it, are to determine by
how much spending growth can be moderated without serious consequences for aged
patients and whether such costs can be made more predictable.

Up to now, two general methods for reducing health spending have been dis-
cussed-either reducing the unit prices (or fees) of physicians' services or reducing
the volume of those services.

The volume of physicians' services obviously reflects judgments about medical ne-
cessity that are influenced by the state of medical knowledge, and also, in part, by
the professional liability climate. We believe that more physician-developed stand-
ards and guidelines are needed to define office and outpatient practice patterns re-
lating to specific diseases, such as those that have been developed for a number of
operations provided in inpatient settings. Criteria also are needed to make reasona-
ble judgments about the frequency, volume, and effectiveness of both procedural
and non-procedural physician activities. Ultimately, if guidelines are to influence
the volume issue, it will be necessary to directly link payment policies with profes-
sionally developed criteria concerning the appropriateness and the effectiveness of
various medical and surgical treatments. Our plan is premised on the establishment
of such a linkage for surgical services provided to Medicare patients.

Those of us in surgery believe that it is impossible to effectively and efficiently
address the volume issue across the entire spectrum of medical services. In most
major hospitals, the responsibility for quality assurance and volume issues is as-
signed to specific departments with the experience and competence to deal with
these issues in the context of specific service categories. It is for this reason that we
propose an attempt to address the issue of increased volume of services exclusively
within the scope of the specific specialty. At the present time, the volume of services
paid for by Medicare is increasing at a rate that exceeds the increase in the aged
population. In our view, Medicare will have greater success in dealing with this
issue if the program follows the present examples within the medical profession for
evaluating the appropriateness and quality of services.

We believe that major steps can be taken now to moderate the growth in Medi-
care spending, if the government will join with the surgical profession to make such
a plan work. Working with the government, we are prepared to develop criteria to
determine the appropriateness of various surgical treatments and to assist, as ap-
propriate, in applying such criteria to determine payments for those services under
Medicare. Furthermore, we are prepared to help identify unnecessary, outdated, or
inappropriate services on a specialty-by-specialty basis.

In addition, we suggest another tool for moderating the expenditures for surgical
services. Under this approach, the Secretary of Health and Human Services would
calculate actual program expenditures for surgical services in a base year-perhaps
1989. From these amounts, the Secretary would be directed to determine on a
budget-neutral basis a surgery-specific conversion factor that would be applicable to
Medicare surgical services, using a new, blended fee schedule for Medicare surgical
procedures to be described later in this testimony. Under the plan, this 1989 conver-
sion factor would be updated for 1990 so as to remain budget neutral with respect to
any expenditure goals for Medicare set forth by the Congress for that year. For 1991
and each year thereafter, the conversion factor would be increased to reflect
changes in the costs of surgical practice, including professional liability costs, and
changes in the general earnings levels of other comparable profeionals.

The Secretary would be required to determine a national expenditure target for
surgical services subject to the blended surgical fee schedule. In estimating this ex-
penditure target for 1991, the Secretary, in consultation with representatives from
beneficiary organizations and professional organizations of surgeons, would be re-
quired to take into account:
-population changes, including the total number of beneficiaries covered by Medi-

care, the age distribution of the enrolled population, and factors affecting morbidi-
ty;

-cost changes, including costs relating to the in creased use of new technologies,
and cost changes reflected in a market-basket index of practice costs (e.g., ex-
penses for professional liability insurance) relating to surgical services; and

-estimated changes in the expected demand for and volume of surgical services
that are required by Medicare patients.
Starting in 1994, if the Secretary finds that the estimated expenditure target for

surgical services covered under the plan-taking into account the factors just de-
scribed-would yield a significantly lower conversion factor than would result from
the process used to update the blended fee schedule, he would be required to submit
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to Congress recommendations for adjusting future updates in scheduled payment
amounts applicable in later years. In the event that the Secretary makes such a
finding, he would be required to consider the views of the PPRC, the surgical com-
munity, and beneficiary organizations in developing his recommendations.

We believe that a thirty-six month interval between the effective date of the first
phase of the plan-i.e., use uf the blended surgical fee schedule-and the setting of
the first target expenditure goal is needed in order to develop the infrastructure
and data base within the surgical community that would be required for an effective
program of volume assessment and compliance with professional standards. We are
prepared to make a commitment to develop the needed infrastructure within the
surgical community to make this plan work.

Mr. Chairman, we were pleased to learn that the PPRC also supports the concept
of expenditure targets. However, there is a significant difference between the ap-
proach advocated by the PPRC and that recommended by the College. Whereas
PPRC suggests a single target at the national level, the College believes that sepa-
rate expenditure targets should be established on a specialty-specific basis, including
at a minimum a separate target for surgical services.

PATIENT PROTECTION PROVISIONS

Mr. Chairman, the principal purposes of the Medicare program are to provide our
older citizens with access to high quality medical care and with reasonable economic
protection against the costs of those services. We believe that major changes in pay-
ment policies under the program for hospital and physicians' services must be con-
sidered with these goals in mind. We note that the PPRC also is concerned about
beneficiaries' financial burdens under any new payment approach for physicians'
services under Medicare. Mr. Chairman, you will note some similarities between the
Commission's recommendations in this area and those of the College.

As you know, a significant number of our members and other physicians are par-
ticipating physicians under Medicare and currently accept assignment in all Medi-
care cases. A much larger number of physicians, who have some objections to sign-
ing participation agreements, nevertheless frequently accept assignment for older
patients, and particularly for those with more limited means. Thus, it seems appro-
priate to reexamine Medicare's current assignment experience and consider ways to
improve the financial protection for surgical services afforded by Medicare under a
new payment approach. Physicians wishing to sign participation agreements or to
accept assignment in any other cases would be allowed to continue to do so under
our plan.

Under the plan we propose, surgeons-working with beneficiary organizations
and with the Congress-are prepared to support changes in the current assignment
procedures under Medicare. One of these changes would involve the establishment
by Congress of a national income level below which the new Medicare schedule of
fees for surgical services would be considered as payment in full. Medicare would
pay physicians 80 percent of the scheduled payment directly and the patient would
remain liable for only the 20 percent coinsurance. No additional charges to qualify-
ing patients could be made. Physicians would be permitted to charge their regular
fees for all other patients, subject to Medicare's existing rules.

There are obviously some administrative considerations that would need further
study to avoid claims problems for physicians and to protect the privacy of patients.
But we believe that these difficulties can be overcome in a workable manner and
are prepared to discuss a number of options with Congress about how to implement
such a plan.

The College further believes that Congress also should consider the assignment
rules affecting patients who have no opportunity to exercise their choice of surgeon,
as in the case of a patient who has an acute illness and who requires emergency
surgical services. Where no choice of a surgeon is available, the patient has no real
opportunity to obtain the most favorable fee options, so that some patient protection
against higher charges might seem warranted in such cases. We are now studying
this proposition in more detail, but are not as yet prepared to recommend a specific
way to address this issue.

Lastly, Mr. Chairman, we are concerned about the effects of any new valuation
process that results in Medicare paying an above-market current price level for
services and, thereby, potentially increasing the costs of those services for patients
and, perhaps, the government, too. For example, if increases were to be made in
Medicare's allowed amounts for some services, but not made in the maximum allow-
able actual charges that also apply to those services, the effects on patients will be
mixed. The coinsurance costs for all patients for these services will rise, though any
extra billing costs for non-assigned claims would be reduced. The premium costs for
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all enrollees also will increase as well. Thus, we believe that Congress should take
steps to ensure, in some clear fashion, that Medicare patients benefit from steps
that increase Medicare payments for certain services so that beneficiaries will not
be unduly burdened by also paying a substantially larger copayment.

BLENDED FEE SCHEDULE FOR SURGICAL SERVICES

Mr. Chairman, an integral element of this proposal provides for the establishment
of a blended fee schedule for surgical services under Medicare that would strike a
balance between both supply-side and demand-side factors in determining relative
values for the services covered under the proposed plan.

We wish to make clear that we support the use of a relative value scale in any
Medicare fee schedule system. However, as the members of this Committee know,
the College has major concerns about the use of a resource-based approach as the
sole basis for establishing the value of services in such fee schedules. In general, we
have felt that, among other things, this approach simply does not take into account
the greater diagnostic or therapeutic value of specific services for patients, it ig-
nores the quality of the services provided, and it fails to consider other factors that
play a major role in determining the value of most other goods and services that are
purchased in our society.

Moreover, no relative value scale, including the Harvard approach, offers any real
solution for moderating the costs of medical and surgical services under the pro-
gram. In fact, one of the effects of the Harvard RBRVS could be to raise Medicare
fees paid to some physicians well above the levels they now charge or are paid by
other private insurers for providing the same services. As we have noted, we believe
that this would significantly increase the costs of those services not only for the gov-
ernment, but also for patients through higher premium and coinsurance costs. It
also seems to us that substantial increases in payments for any services not only
would increase the unit cost of those services, but also would provide strong finan-
cial incentives to increase the volume of these services. Without a plan for dealing
with these volume effects under a resource-based approach, we believe Medicare
costs would rise even more rapidly than they have in the past.

On the other hand, the major relative value reductions proposed under the
RBRVS approach, including the effects on many procedural services, could seriously
affect access to some physicians' services and reduce the interest of many physicians
in signing Medicare participation agreements or accepting assignment.

We want to make it very clear, however, that we do not oppose using supply-side
considerations, or resource input costs, as one factor in determining the value of
services provided by physicians. Obviously, all physicians must care fully take into
account such matters as their costs of practice when they establish their fees. Sur-
geons, for example, are especially aware of the effects of professional liability costs
on the fees they must charge patients for their professional services. But, we believe
that relying exclusively on physicians' judgments about the input costs of services in
order to set relative values is conceptually incomplete. We also believe that there
are special problems in surgery, such as professional liability costs, that need to be
considered carefully in constructing any cost of practice adjustments in fees for sur-
gical services. To that end, we strongly support the PPRC's expected recommenda-
tion that professional liability insurance premiums should be treated as a separate
practice cost factor under any new Medicare fee schedule.

Therefore, we propose the development of a fee schedule for surgical services that
would take into account not only the supply-side considerations reflected in a re-
source-based approach to payment, but also important demand-side considerations
and the interests of patients that should not be ignored in the process of setting
values.

To start, we believe that the Congress should consider legislation authorizing the
Secretary to establish an explicit list of surgical services now provided to Medicare
patients that would form the basis of a new approach to payment for those services.
Non-operative invasive procedures that may be provided by both medical and surgi-
cal specialists would not be affected by the plan. Thus, only the services that are
typically provided by physicians with the necessary surgical training or experience
to perform such services would be part of the plan we have in mind. On the basis of
our preliminary study of Medicare data and the scope of this plan, we estimate that
surgical service- covered by the proposal account for about 30 percent of all expendi-
tures for physician services under Medicare.

Under our proposal, we anticipate that further efforts will be made by the PPRC
and the Secretary to improve upon the methodology used in the Harvard RBRVS
project to yield a more valid set of estimates of the resource costs involved in pro-
ducing physicians' services. We also anticipate that recommendations will be made
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concerning those aspects of the Harvard RBRVS project that need further refine-
ment, as well as the aspects that can be implemented more quickly. This is of con-
cern to us, since not all of the surgical specialties were included in the initial phase
of the Harvard project. Moreover, some of the results from the first phase need to
be reexamined before the RBRVS results could be used.

We also believe that the Congress should direct the Secretary to conduct research
into those factors that should be used to establish demand-side considerations affect-
ing relative values for surgical services, including such possibilities as looking at
market prices for services, the efficacy of alternative treatments as measured by
data on such matters as mortality reduction and adverse consequences of treatment,
and the importance of treatments to patients. Even the Harvard researchers seem
to think there is merit in looking at physician charge data as a basis for making
relative value calculations within different families of physicians' services.

We do not think that you will have to wait very long for the results of the Secre-
tary's work in this area in order to identify and develop the kinds of information
needed about demand-side considerations to determine relative values for the serv-
ices that would make up a new Medicare fee schedule for surgery. The results of the
Secretary's investigations in this area would be used to develop a new, blended
schedule for surgical services provided to Medicare patients that would be applied
as early as January 1991. Should the Secretary's work on demand-side factors notbe ready by that time, we believe that physician charges could be used in the inter-
im as a "rough" approximation of demand considerations.

In our view, the relative values of all physicians' services should be based on a
composite of supply-side and demand-side values using equal weighting of both fac-
tors. However, we obviously cannot speak for other physicians on this point and,
therefore, have limited our recommendations for a "blended" approach only to those
services performed by surgeons.

PHASED IMPLEMENTATION

Mr. Chairman, we believe that rapid implementation of major payment reform
changes could adversely affect patients by increasing some of their costs or perhaps
by limiting their access to services. Thus, we have urged this Committee and other
policymakers to proceed carefully and in stages to bring about significant changes
in payment policy. These considerations suggest that major reform actions should be
put in place over a reasonable transition period. We have developed a preliminary
implementation schedule for our proposals consistent with these goals.

The major changes for which phased implementation seems appropriate are, first,
to substitute the blended fee schedule for surgical services for the current reasona-
ble, customary and prevailing fee-based methodology and, second, to implement the
expenditure target program, including the development and application of criteria
for judging the appropriateness and effectiveness of surgical services.

As noted above, the blended fee schedule for surgical services would be developed
for use beginning in 1991. Under the plan, movement toward the full 50/50 blend of
supply-side and demand-side considerations would commence in that year and be
completed by 1996. In the interim, relative values based on current charges would
be phased in with the new, blended values calculated by the Secretary for Medicare
surgical services. The weight assigned to the new, blended values would increase
steadily during the transition period, while the weight assigned to current charges
would decrease gradually, as follows:

Current charge BledeYear eight sch le
weght eight

19 9 0 ............................................................. .......................................................................................... 6 / 6 0
19 9 1 ........................................................................................................................................................ 5/ 6 1/ 6
19 9 2 .......................................................................................... . ........................................................... 4 / 6 2 / 6
19 9 3 .......... ............................................................................................................................................. 3 / 6 3 / 6
19 9 4 ...... ................................................................................................................................................. 2/ 6 4/ 6
19 9 5 ........................................................................................................................................................ 1/ 6 5 / 6
1 9 9 6 ......................................................................... .............................................................................. 0 6 / 6

We believe that a less lengthy schedule is needed for phasing in geographic differ-
entials under a blended fee schedule, with three years perhaps being a realistic goal
after the data became available to make such adjustments. Both the differential
used under Medicare's current methodology as well as a differential used under a
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reformed approach would be used. A composite rate of the two differentials would
be calculated and phased in as follows:

YW ftU-N dfltsn

19 90 ........................................................................................................................................................ 3 /3 0
199 1 ....................................................................................................................................................... 2/3 1/3
199 2 ........................................................................................................................................................ 1/3 2/3
199 3 ........................................................................................................................................................ 0 3 / 3

We have not proposed a specific transition schedule at this time relating to the
volume of services issue. We recognize, however, that the expenditure target provi-
sions contained in our plan place the responsibility squarely on the surgical commu-
nity to develop effective criteria for determining the appropriateness of care and for
obtaining compliance with those criteria. Thus, we propose that the Secretary, after
receiving further advice from the PPRC, from organizations representing surgery,
and from groups representing beneficiaries, develop a reasonable schedule for imple-
menting proposals relating to volume.

SUMMARY

In conclusion, Mr. Chairman, we are recommending a comprehensive plan for ad-
dressing the pricing and volume of surgical services under- Medicare, and for provid-
ing important, new beneficiary financial protections. The key features of our plan
are:

1. A fee schedule for surgical services under Medicare based on a 50/50 blend of
resource costs and demand-side factors, effective in 1991;

2. An increased emphasis on the development, dissemination, and application of
practice guidelines, coupled with a determination of a national expenditure target
for surgical services, effective in 1994;

3. Payment for services provided to Medicare patients with incomes at or below a
level determined by Congress on the basis of the scheduled payment amounts only;
and

4. Phased implementation of the new payment system, beginning in 1991.
We fully intend to develop our proposals in greater detail. American surgery ia

committed to a constructive role in advising and participating with the Congress,
the PPRC, and the Secretary in developing the initiatives that are necessary to
moderate costs and to maintain the quality of, and access to, surgical services. The
specific concepts presented in this proposal have been discussed with the leaders of
ten surgical specialties. They have unanimously agreed to the formation of a Con-
joint Council on Surgical Services to assist in further refinement of this action plan.
These societies are:
American Academy of Ophthalmology
American Academy of Orthopaedic Surgeons
American Academy of Otolaryngology-Head and Neck Surgery
American Association of Neurological Surgeons
American Association for Thoracic Surgery/The Society of Thoracic Surgeons
American Pediatric Surgical Association
American Society of Colon and Rectal Surgeons
American Society of Plastic and Reconstructive Surgeons
American Urological Association
The Society for Vascular Surgery/International Society for Cardiovascular Surgery

RESPONSES TO QUWTONS SUBnT ED BY SENATOR PACKWOOD

Question. What indications do you have that your proposed blended fee schedule
would differ substantially from the current system for paying surgeons? If it does
not differ, why should Congress bother to make this change?

Answer. The College has had ms'or concerns about the use of a resource-based
approach as the sole basis for establishing the relative values of physicians' services
under a Medicare fee schedule. We believe that, among oter things, reliance on
physician judgments only about input costs simply does not take into account the
greater diagnostic or therapeutic value of specific services for patients. Concern is
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frequently expressed that some services are of marginal patient benefit. Basing rela-
tive values on input costs alone supports services of marginal value equally with
clearly life-saving services. An RBRVS also fails to consider other factors that play
a major role in determining the value of most other goods and services that are pur-
chased in our society.

We believe that a blended fee schedule-which takes i-i* account a balance of
demand and supply considerations-would yield relative values that do differ from
the implicit values for some services, in some areas, that exist under the current"usual and customary" approach to payment which probably overvalues marginal
services. The magnitude of any changes, of course, could only be determined after
actual relative weights were assigned in developing the blended schedule compared
with charged-based values.

Question. We are faced with saving $2.7 billion from Medicare this year and per-
haps even more in future years. The proposal you suggest proposes to postpone any
real savings for at least 3 years and maybe 5 years. Since we have a proposal in
hand that offers some ways to save money now, why should we wait?

Answer. The College urged the Physician Payment Review Commission (PPRC) to
support an expenditure target plan in order to find ways of addressing expenditure
problems relating to the volume, as well as the price, of physicians' services. Our
recommendations, however, recognize that no infrastructure as yet exists to imple-
ment a comprehensive expenditure target plan applicable to all physicians' services.
Thus, we have proposed to establish a plan that affects surgical services, where a
process for assessing the appropriateness of services already exists and could be rap-
idly developed. We recognize, of course, that Congress has budgetary problems that
must be addressed as well. If Congress would approve the elements of our expendi-
ture plan this year, we are prepared to work with the Government to begin imple-
menting the expenditure target program as rapidly as possible.

It is not clear to us, from the question, exactly what proposal you now have "in
hand that offers some ways to save money now." Certainly, adoption of a relative
value scale does not achieve the goal of cost containment and, in fact, could actually
lead to additional increases in spending for physicians' services because it may
induce increases in volume.

Question. I understand why only surgeons should review the work of other sur-
geons. But why should surgeons be paid using a different type of fee schedule than
used for other physicians? Are you arguing that the demand side of your fee sched-
ule should apply only to surgeons?

Answer. We believe that any valuation process should consider more than input
costs alone, and that demand and supply considerations should be taken into ac-
count to establish the value of all physicians' services.

Question. If the fee schedule adopted for all physicians included "demand," would
the American College of Surgeons support a fee schedule for all physicians? If not,
why not?

Answer Yes.
Question. The American Association of Retired Persons endorses the PPRC recom-

mendation to have physicians bill Medicare directly. Could you give me your views
on how physicians will respond to this proposal? Would their response differ de-
pending on whether physicians could bill patients for the filing costs?

Answer. The vast majority of Medicare claims for surgeons' services are already
Filed directly by surgeons. The College also supports any steps that will ease admin-
istration of the program--for patients and for physicians-including improvements
in Medicare's current paper-driven claims process. Nevertheless, a requirement that
physicians must file all claims may increase benefit and the administrative costs of
physicians' practices that should be borne by the Medicare program.
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STATEMENT OF THE AMERICAN ACADEMY OF NEUROLOGY

The American Academy of Neurology (AAN) appreciates this opportunity to ex-
press the views of neurologists nationwide on reform of the system Medicare uses to
pay for physician services, and particularly to respond to the proposals recently re-
leased by the Physician Payment Review Commission (PPRC).

The Academy is a national association representing over 10,000 neurologists and
neuroscientists. We have been involved in the Commission's efforts to reform physi-
cian payment under the Medicare payment system since the inception of PPRC.'We
would like to take this opportunity to inform this Committee of our views and con-
cerns regarding the establishment of a fee schedule based on a resource based rela-
tive value scale, and other issues the committee will be addressing as a result of the
PPRC's recommendations in its annual report.

IMPLEMENTATION OF A PAYMENT SCHEDULE

The Academy, through its representatives on one of Harvard's Technical Consult-
ing Groups, has been an active participant in the Harvard Resource-Based Relative
Value Scale (RBRVS) project.

We certainly share the enthusiasm and belief that the RBRVS will be positive for
medicine and Medicare beneficiaries in its overall impact in re-aligning the incen-
tives for the provision of care. Moreover, we believe that the RBRVS study is a
major ste.; forward in reforming the way physicians are reimbursed under Medi-
care.

The Academy recognizes that there are limitations to the Harvard RBRVS study,
and believes that it needs to be sufficiently refined, corrected and expanded to be an
acceptable basis for reform. We are aware of the work the PPRC is doing to help
improve, and refine some of the inadequacies of the Harvard study. Such efforts,
along with improvements the researchers are making in the second phase of the
study, particularly the inclusion of neurology and other specialties in the second
phase, will produce a more satisfactory basis or a resource-based payment schedule.
At that time we believe we will be in a position to endorse, unreservedly a payment
schedule based on the RBRVS study.

One aspect in particular of the Harvard study that the Academy would like to see
more fully addressed is the absence of mechanisms to recognize and measure the
complexity of cases treated by specialists such as neurologists. Other concerns, in-
cluding the treatment of practice costs; estimations of pre- and post-service work;
the measurement of resource costs for evaluation and management services; and the
identification and measurement of case mix are all issues that neurologists would
also like to see evaluated more carefully.

ISSUES ASSOCIATED WITH A PAYMENT SCHEDULE

Coding Reform of Evaluation and Management Services
The Academy is particularly concerned with issues relating to the reform of

coding for evaluation and management services such as visits and consultations.
This is the subject of significant interest to neurologists because such codes are
mainly used to identify the care we provide to our patients.

The AAN supports the PPRC's study of physician coding and its analysis that a
coding system should provide data that more accurately represents medical services
provided to a pttient. The Acaderay also agrees with PPRC's analysis that the
coding requirements of a resource-based fee schedule are unique in that a coding
system must take into account time, effort, and intensity expended by a physician
in performing a medical service. The Commission found that CPT visit codes do not
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uniformly represent the amount of time and work expended in performing a medi-
cal service. We agree that there is variation in how neurologists and other physi-
cians use and interpret CPT codes for the services they provide.

The Mendenhall study, referred to in the Commission's report as the USC study,
found, among other things, that neurologists have the longest patient encounter
time of any of the medical specialties involved in ambulatory care. Therefore, the
study directly relates to the difficult and complex. nature of a neurological examina-
tion and the need to have appropriate coding to recognize the time and effort ex-
pended to complete such an examination. The AAN supports a method of coding
that would incorporate time in the definition of levels or service and would lead to
the development of more accurate values for evaluation and management (EM) serv-
ices based on the estimated relationship between work and time. This method would
also be compatible with the current coding system.

We are concerned, however, that the Commission is too heavily dependent on
time as the major factor in describing the levels of evaluation and management
services. The Academy believes that factors other than time (such as more highly
defined components of physician work, complexity of care provided and severity of
illness) are extremely important to be included in the coding system. However, any
changes in the coding system should ultimately reflect the actual services rendered
to the patient-and should not simply be a function of time and effort. Time is an
extremely important factor, but the Academy envisions a coding system that incor-
porates a description of specific services as well as time in the definitions for evalua-
tion and management services. These definitions would help ensure equitable pay-
ment for more efficient physicians and will facilitate carrier verification. Although
the Commission has also stated this, we are concerned that this point is not made as
clearly as it should be or with enough emphasis. We hope that when Congress im-
plements payment reform, it keep in mind the need, down the road, to be able to
incorporate these important factors in any payment system that is developed.

The Commission's second recommendation to Congress regarding evaluation and
management services-to delay the legislative mandate to group codes for payment
purposes until reform of coding for evaluation and management services is complet-
ed is a good one. The Academy supports it fully. It is in keeping with our belief that
until the coding system has been revised to reflect accurately the services provided
and the resource costs expended, no interim changes to the system should be made.
The Academy believes that such changes may serve only to hamper efforts under-
way to move toward a more rational system of defining and paying for physician
services.
Specialty Differentials/Amortized Cost of Specialty Training

Another area of specific concern to the Academy is the action the Commission has
taken with respect to the different resource costs expended by various specialties.
The Commission makes the recommendation that specia1y differentials should not
be incorporated into the Medicare fee schedule. Although the Commission is correct
in stating that if the coding system were revised appropriately, there may not be
any need for differentials, the AAN does not believe that the Commission has ade-
quately shown that what is planned in the way of coding changes will in fact identi-
fy differences among physicians in the resource costs required to provide the evalua-
tion and management services typical for their specialty. Without certainty that
coding will improve, nor without any assurances that complexity of care and severi-
ty of illness modifiers will be reflected in the changes, the Commission is making a
premature assumption when it specifically opposes specialty differentials. We be-
lieve that this recommendation is premature and Congress should not act to imple-
ment such a provision in the fee schedule until such time as re,,ised CPT codes for
evaluation and management services have been developed.

Attendant to the above consideration, AAN is also concerned that the Commission
has dropped the specialty training cost factor (AST) from the equation for the RVS.
The reasoning behind the Commission's approach also seems premature. The PPRC
has stated that it believes that physicians should be paid the same when the service
is the same. The Academy believes that until the Commission can show that com-
plexity of care and severity of patient illness are included in the coding system, we
cannot know that the service is the same. In fact, the Academy, in its previous testi-
mony presented to the PPRC, has emphasized the uniqueness of a neurological ex-
amination. To perform such an examination requires special training and expertise
in neuroanatomy, neurophysiology, and the subsequent formulation of an appropri-
ate diagnosis with a plan for therapy. The examination is complex, and understand-
ing the results of the examination requires special training not usually acquired in
medical school.



174

The procedure code fo- a neurological examination should be a modifier of the
basic procedure because it is a completely different procedure and not a standard
examination. This would be applicable to consultation, at various levels, initial and/
or hospital visit. The basis for this statement derives from the Mendenhall of "USC"
study performed in 1977.

The log-diary survey currently underway will help provide data as to the different
case mix and resource costs provided by at least some different specialties. We be-
lieve the Commission is prematurely assuming that these differences will be ad-
dressed. If neither specialty differentials nor specialty training costs are reflected in
the RBRVS the Commission, and Congress, if it adopts these recommendations, is
asking physicians such as neurologists to accept, on faith, that a future coding
system will address these differences.
Expenditure Targets/Practice Guidelines

AAN is concerned that the Commission again has acted prematurely in calling for
expenditure targets after the first year of a RBRVS fee schedule. The AAN shares
Congress' concern to moderate the rate of growth of Medicare expenditures. The dif-
ficult question is how to limit growth without threatening the quality of care or
moving towards a system of "rationing" care. The quality of patient care and the
access to care must not be jeopardized under any kind of Congressional budget-cut-
ting plan. The Academy opposes expenditure targets as an inappropriate method to
reduce Medicare expenditure growth.

The Academy supports continued studies and efforts to develop outcome assess-
ment and practice guidelines. Until practice parameters and outcome assessment re-
search can tell us what is appropriate care, expenditure targets will serve no policy
purpose in reducing outlays.

The Academy has begun a quality standards program and there is strong organi-
zational commitment to setting guidelines for neurologic care. The Academy feels it
is imperative that neurologists participate in the development of practice guidelines
for neurology.
Mandatory Assignment

The Academy is pleased to see the Commission recommend against mandatory as-
signment. The Academy believes that a payment schedule based on a RBRVS
should riot be linked to mandatory assignment. We believe that low-income benefici-
aries should be protected from charges they cannot afford, but the voluntary assign-
ment option should be maintained. The Academy supports appropriate limits on bal-
ance billing to low-income bener :'aries. The PPRC's proposal to require acceptance
of assignment for all individuals ihose costs are shared by state Medicaid programs
is consistent with this principle. ± ne Academy is concerned about access for patients
needing neurological care, and has established an Access to Neuro-Care Task Force.
This Task Force is exploring steps neurologists can take to assure that indigent pa-
tients have access to high quality neurologic care.

Since the data show that doctors generally consider individual patients' financial
needs when determining their fees, the Academy believes that mandatory assign-
ment is unnecessary. In addition, we believe there are other more positive ways to
increase assignment than by mandating it. The current high assignment rate of
charges (78.7%) could be even higher if the government would correct substantial
problems with Medicare. If Medicare would increase its reimbursement levels, par-
ticularly for evaluation and management services, physicians would, we believe, be
more likely to accept assignment for that service.

The Commission's draft paper on "PPRC Beneficiary Survey" irndicates a larger
problem with respect to assignment policy that needs to be addressed. A majority of
Medicare beneficiaries do not know their options and rights under the Medicare pro-
gram. They do not know what Medicare should pay for, what they must cover out-
of-pocket according to law, or even that they can ask their doctor not to charge
more than the Medicare allowed charge.

All of this data speaks to the need for better education of beneficiaries as to their
options and rights under the Medicare program. Physicians are clearly responsive to
the financial and health concerns of their patients, but more needs to be done. The
Academy strongly believes that mandatory assignment is not the answer, but that
much can be done to help close the gaps for the small percentage of poorer and
sicker patients rather than mandating-across-the-board assignment. The ability of
patients and physicians to contract for services at a price that varies from the Medi-
care allowed charge must be preserved under a RBRVS payment schedule.

Under a schedule of allowances beneficiaries will be able to predict in advance
how much Medicare will pay for a gven service. They will then be able to compare
that allowance with-the physicians actual charges to predict more effectively their
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out-of-pocket liability for the services. Consequently, the Academy believes that pa-
tients should have the freedom to choose a personal physician they think offers a
higher level of skill or experience and who may appropriately charge more.
Conclusion

In conclusion, the AAN urges Congress to establish policies that will (1) provide a
scientific basis for controlling the volume of inappropriate services; (2) protect low-
income beneficiaries from charges they cannot afford, while maintaining the avail-
ability of the individual assignment option; and (3) establish a payment schedule
that recognizes through coding or some other fashion, the additional resource costs
expended by neurologist's and other specialists in providing care to their patients.

STATEMENT OF THE AMEmCAN ACADE Y OF ORTHOPAEDIC SURGEONS

SUBMITTED BY NEWTON C. MC COLLOUGH, III, PRESIDENT

Mr. Chairman and members of the Sub-Committee, I am Newton C. McCollough,
11, M.D., President of the American Academy of Orthopaedic Surgeons, Director of
Medical Services for Shriners Hospitals for Crippled Children, and a professor of
orthopaedic surgery at the University of South Florida.

The American Academy of Orthopaedic Surgeons appreciates the opportunity to
comment on various physician reimbursement issues before Congress.

The Academy shares the concerns of the public and the Federal government
about the rising costs of health care in America, and wants to participate actively in
developing effective cost-containment strategies. However, we recognize that these
strategies must be developed and implemented in a way which does not compromise
the quality of health care.

In our testimony today, we wish to discuss the following issues:
1. The Proposed Resource-Based Relative Value Scale;
2. The Implementation Period for a New Medicare Fee Schedule;
3. Professional Liability Expenses in Relation to Medical Practice Costs and Physi-

cian Fees;
4. Physician Acceptance of Medicare Assignment for Low-Income Families;
5. Improving the Standardization of Coding and Billing Practices;
6. The Possible Use of Medicare Expenditure Targets; and
7. Identification and Elimination of Ineffective and Inappropriate Medical Prac-

tices.
1. The Proposed Resource-Based Relative Value Scale (RBRVS)

We believe that the proposed RBRVS seriously misrepresents the value of ortho-
paedic services relative to other medical services. Furthermore, the RBRVS will not
address the concerns of the medical profession and the Federal government about
increasing health care costs, since it does not address the issue of volume control.

In addition to having serious methodological flaws, the RBRVS fails to consider
important factors such as the severity and complexity of the patient's condition and
the benefit/outcome (value) which the service provides to the patient. The Medicare
fee schedule should be based on a substantially revised relative value scale, based
on more accurately calculated resource costs, blended with historical fee data to pro-
vide an index of value.

Medicine and surgery are not industrial/production line activities. The art of
medicine and the skill required to perform a service are not easily quantified as re-
sources. The proposed RBRVS would shift billions of dollars from surgical care,
where curative and restorative outcomes are clear, in order to increase the compen-
sation for millions of encounters and services where volume constraints are not es-
tablished by current methods and where the skills employed and patient benefits to
be obtained are much more difficult to document.

We believe that the RBRVS is flawed in two major ways. First, the methodology
for calculating the resource-inputs has serious shortcomings. Revisions are required,
including:

* Pre- and post-service time estimates have methodological weaknesses and need
further study;

* .Cross-specialty links for orthopaedics often were not as successful as for other
specialties; they need to be re-examined and possibly broadened;

* The vignettes used in orthopaedics may not be representative of the full range
of services provided by the specialty and should be re-examined and revised;

# The extrapolation methodology used to project the surveyed services to non-sur-
veyed services produced mixed results as seen in a comparison of the American
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Medical Association data and the Harvard study data, and must be carefully ana-
lyzed.

A second major flaw is that basing the relative value scale strictly on resource
inputs overlooks many important factors contributing to the value of a given serv-
ice, such as its value to the patient or the quality of the service provided. Recogniz-
ing that these factors are not yet sufficiently developed to use in a fee schedule, we
support a blended relative value scale, based on an improved RBRVS together with
existing physician charges, used as a rough approximation of the value of services to
the consumer.
2. The Implementation Period for a New Medicare Fee Schedule

We urge a gradual implementation of the new Medicare fee schedule. The two-
year implementation period proposed by the Physician Payment Review Commis-
sion (PPRC) is not long enough to accomplish the necessary revisions or to accom-
modate the serious impact on many orthopaedic practices that will result if we are
subjected to payment cuts of up to 72 percent for some procedures.

The Academy has recently reviewed a procedure-by-procedure description of the
impact of the proposed RBRVS on orthopaedics. The impact is staggering, with re-
duced payments ranging from 30-72 percent for many common orthopaedic proce-
dures. This degree of reduction could have a significant impact on our continued
ability to treat the uninsured patients who need and deserve attention. Our recent
practice survey indicates that over 70 percent of orthopaedic surgeons regularly pro-
vide care for patientss from whom they neither expect nor receive compensation.

In order to avoid a catastrophic impact on the organization and viability of thou-
sands of orthopaedic practices, their employees, and the availability of community
services, we recommend a much longer phase-in period than the PPRC's two-year
period. A gradual implementation period will permit necessary practice reorienta-
tion and stalling adjustments.
. Professional Liability Expenses in Relation to Medical Practice Costs and Ph-si-

cian Fees
We believe that any new Medicare fee schedule should treat professional liability

expenses as a separate item when determining practice costs as recommended by
the PPRC, recognizing regional and specialty variations and the need for frequent
updating.

Furthermore, it is our opinion that Federal initiatives to resolve the professional
liability problem could result in substantial savings for Medicare and reduce the ad-
verse impact of the proposed fee schedules on high risk specialties.

Given the volatility of the professional liability situation, we believe that any new
fee structure must be extremely sensitive to the impact of professional liability in-
surance premiums on practice costs and physician fees. Expenses vary widely by ge-
ographic area, by specialty, and from year-to-year.
4. Physician Acceptance of Medicare Assignment for Low-Income Families

The Academy supports the concept of physician acceptance of assignment for low-
income families. Over 53 percent of orthopaedic surgeons now participate in the
Medicare program, and 91 percent of non-participating orthopaedists accept assign-
ment on a case-by-case basis.

Like Congress, the Academy has a real concern for needy elderly patients and be-
lieves that the profession should express its willingness to accept assignment for pa-
tients with low income levels as we orthopaedists are already doing.
5. Improving the Standardization of Coding and Billing Practices

We support improved standardization of coding and billing practices, and we are
working on defining the content of the PPRC's uniform global-fee definition for
orthopaedic surgical procedures.

Because individual Medicare carriers have different coding and billing policies,
wide inconsistencies exist in coding and billing practices. We believe uniform poli-
cies could eventually help reduce Medicare expenditures, as well as the likelihood of
abuse. To further these objectives, we also believe that the uniform Ilobal fee con-
cept should be expanded to include procedures performed by non-surgical specialties
as well.
6. The Possible Use of Medicare Expenditure Targets

The Academy cannot support the concept of expenditure targets at this time. We
believe that extended and careful study of the concept needs to be undertaken to
explore the potential impact on patient care and access and to assess whether suffi-
cient data is available to establish targets. If expenditure targets are implemented
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in the future, separate targets should be used for surgical services as distinct from
other services.
7. Identification and Elimination of Ineffective and Inappropriate Medical Practices

An alternative to expenditure targets as a way of controlling the volume of Medi-
care services is to begin identifying and eliminating ineffective and inappropriate
medical practices. While methods to do this are in their infancy, many fledgling
projects are underway. These projects, including practice guidelines, smal-area vari-
ation studies, outcome studies, and technology assessment, would benefit from vigor-
ous support by the Federal government and the private sector. We see this as the
most rational approach to dealing with the volume of services issue from the provid-
er standpoint.

Another approach to address burgeoning health care costs is to begin efforts to
moderate the volume of services being demanded by the public. To continually re-
strict resources available to hospitals and providers without moderating demand for
services will ultimately lead to a destruction of the finest health care delivery
system in the world. Difficult as it may be, you must exert leadership and assist us
in addressing the public and- its demand for ever-increasing benefits coupled with its
unwillingness to pay the reasonable cost of the services it desires.
Top 86 Medicare Expenditures

As a final point Mr. Chairman, we recently reviewed 1987 Health Care Finance
Administration (BCFA) data on allowed services and allowed charges (See Attach-
ment). Of the top 36 most costly services, six, totaling $2.9 billion for 120.4 million
units of service, were for follow-up office or hospitalweisits designated as. limited,
brief, or intermediate. These are the same areas targeted for substantial increases
without corresponding volume controls. We believe this large volume of services and
expenditures should be evaluated for content, need and effectiveness. The Congress,
the Administration, and Medicine must develop mechanisms to determine if the
Medicare patient is receiving a health benefit equal to the public dollar spent.

We believe that the Congress must ask what factors truly malke a difference in
longevity and quality of life for our senior citizens. A timely evaluation of Medicare
services is essential to determine if all of the billions of dollars being spent are for
services and procedures of significant value to the patient. The Academy stands
ready to assist in this type of endeavor.

We appreciate the opportunity to express our view on these physician reimburse-
ment issues, and we look forward to continuing to work with you on these and other
vital health care concerns.
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STATEMENT OF THE AMERICAN COLLEGE OF RHEUMATOLOGY

The American College of Rheumatology appreciates this opportunity to express
the views of rheumatologists nationwide on reform of the Medicare physician pay-
ment system, and in particular, to respond to the proposals recently released by the
Physician Payment Review Commission (PPRC).

The American College of Rheumatology is the only professional organization of
physicians and scientists devoted to the study and treatment of rheumatic diseases
and the education of professionals who care for these disorders. The vast majority of
its 500 members are rheumatologists.

A rheumatologist is a specialist who provides medical care to patients with arthri-
tis, diseases of the immune system and other disorders that cause pain and inflam-
mation of the joints, muscles, and bones. Osteoarthritis, rheumatoid arthritis, gout,
systemic lupus erythematosus, bursitis, back pain, and osteoporosis represent some
of the more than 100 types of rheumatic disease, which affect more than 37 million
people in the United States and which are a leading cause of disability and absence
from work in this country. By special training and expertise, rheumatologists are
uniquely qualified among physician specialists to care for people with rheumatic dis-
eases in a high quality and cost-effective manner, and to lead the team of health
professionals who assist in treating these diseases.

The College has been involved in the Commission's efforts to reform physician
payment under the Medicare payment system since the inception of PPRC. We have
worked closely with Commission staff in addressing the issue for visit coding reform,
and are participating in the log-diary survey. We would like to take this opportunity
to inform this Committee of our views and concerns regarding the establishment of
a fee schedule based on a resource based relative value scale and other issues the
committee will be addressing as a result of the PPRC's recommendations in its
annual report.

IMPLEMENTATION OF A PAYMENT SCHEDULE

The American College of Rheumatology believes strongly that a resource-based
relative value scale (RBRVS) should be the basis for the development of a Medicare
physician payment schedule. The College recognizes that there are limitations to
the Harvard RBRVS study, but believes that when it is sufficiently refined, correct-
ed and expanded, it will be an acceptable basis for reform. We are aware of the
work the PPRC is doing to help improve and refine some of the shortcomings of the
Harvard study. Such efforts, along with improvements the researchers are making
in the second phase of the study, will produce a satisfactory basis for a resource-
based payment schedule.

One aspect of the Harvard study that the ACR would like to see more fully ad-
dressed is the absence of mechanisms to recognize and measure the complexity of
cases treated by subspecialists such as rheumatologists. Other concerns, including
the treatment of practice costs; estimations of pre- and post-service work; the meas-
urement of resource costs for evaluation and management services; and the identifi-
cation and measurement of case mix are all issues that rheumatologists would also
like to see evaluated more carefully.

TRANSITION PERIOD

The American College of Rheumatology believes that a transition period between
the current Medicare system and any system involving a RBRVS payment schedule,
while necessary, should be brief and determined by administrative considerations. A
payment schedule based on the RBRVS should be implemented no later than Janu-
ary 1, 1991. In addition, the College believes that there should be periodic updates of
the resource-based relative value scale, and any payment schedule based upon that
RBRVS. Physicians must be appropriately represented and involved in this process.

ISSUES ASSOCIATED WITH A PAYMENT SCHEDULE

Coding Reform of Evaluation and Management Services
The College is particularly concerned with issues relating to the reform of coding

for evaluation and management services such as visits and consultations. This is the
subject of significant interest to rheumatologists because such codes are used virtu-ally exclusively to identify the care we provide to our patients.

The College has been keenly interested in the Commission's work on this subject
and has been actively working with the Commission in its efforts to examine the
"visits" and levels of service issue. As one of the three specialties being evaluated as
part of the log-diary survey, we anticipate that the results of the study will be ex-
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tremely helpful in guiding the Commission toward decisions about coding refine-
ments for evaluation and management services.

We are concerned, however, that the main emphasis of the Commission 's recom-
mendation and its report, is too heavily dependent on time as the major factor in
describing physician work in the levels of evaluation and management services. The
College believes that factors other than time (such as more highly defined compo-
nents of physician work, complexity of care provided and severity of patient illness)
are extremely important to be included in the coding system. Although the Commis-
sion has also stated this, we are concerned that this point is not made as clearly as
it should be or with enough emphasis. We hope that when Congress implements
payment reform, it keep in mind the need, down the road, to be able to incorporate
these important factors in any payment system that is developed.

After reading the Commission's recommendations in the draft chapters of its 1989
report, the College is concerned that one might believe that incentives would be put
into place to increase the volume of services. Physicians should not merely be able
to have briefer and more frequent visits in order to increase their income. Such in-
centives seem distorted to the College. We believe that this emphasis is due to too
much reliance by the Commission on a curvilinear relationship between work and
time, "in which the overall amount of work per unit time is greater for shorter than
for longer visits." Based on our members' knowledge of the services they provide,
the College does not accept this relationship as a basis for coding-and subsequently
payment-for evaluation and management services.

Rheumatologists are few in number. The data the Commission uses suggest to us
that rheumatologists are probably outliers; patient encounters of rheumatologists do
not fit that curve. The amount of work for the services we provide does not diminish
with time. For example, due to the severity of illness of most of the patients we care
for, the prevalence of a ten minute consuitation is extremely rare. Such patient en-
counters are not within the norm of care provided by rheumatologists. We look to
the results of the log-diary survey in which we are participating, to give us and the
Commission a more factual basis upon which to rely-and to make judgments re-
garding the true components of physician work.

The College envisions a coding system that incorporates a description of specific
services as well as time in the definitions for evaluation and management services.
These definitions would help ensure equitable payment for more efficient physicians
and will facilitate carrier verification. If CPT descriptors would continue to be re-
fined to include elements describing the "content of services provided during the en-
counter, a more predictable and understandable coding system would be in place to
address the complexity of care and/or severity of illness. Moreover, if done properly,
it would allow both physicians and carriers to have a system capable of being veri-
fled.

This is particularly important for rheumatologists and their patients; in most
parts of the country there is a lack of recognition by many Medicare and third-party
carriers of rheumatologists as specialists separate and distinct from general inter-
nists. Many Medicare carriers do not recognize the rheumatologist as a specialist
with unique training and expertise-having an expected predominance of more se-
verely ill patients leading to a more severe case mix and the need to provide more
complex care. Rheumatologists are included under the more general designation of
internists. This has a number of adverse ramifications for rheumatologists and their
patients, not the least of which is the carriers' inability to distinguish appropriate*
care provided by a rheumatologist from that of a general internist. For example,
screens used by carriers for such things as gold injections, laboratory monitoring of
such injections, number of visits, and number of "higher level visits" frequently are
denied and moreover, cause inequities in payment for rheumatologists and their pa-
tients.

The Commission's second recommendation to Congress regarding evaluation and
management services-to delay the legislative mandate to group codes for payment
purposes until reform of coding for evaluation and management services is complet-
ed is a good one. The College supports it fully. It is in keeping with our belief that
until the coding system has been revised to reflect accurately the services provided
and the resource costs expended, no interim changes to the system should be made.
The College believes that such changes may serve only to hamper efforts underway
to move toward a more rational system of defining and paying for physician serv-
ices.
Specialty Differentials/Amortized Cost of Specialty Training

Another area of specific concern to the College is the action the Commission has
taken with respect to the different resource costs expended by various specialties.



182

The Commission makes the recommendation that specialty differentials should not
be incorporated into the Medicare payment schedule. Although the Commission is
correct in stating that if the coding system were revised appropriately, there may
not be any need for differentials, the College does not believe that the Commission
has adequately shown that what is planned in the way of coding changes will in fact
identify differences among physicians in the resource costs required to provide the
evaluation and management services typical of their specialty. Without certainty
that coding will improve, nor without any assurances that complexity of care and
severity of illness modifiers will be reflected in the changes, the Commission is
making a premature assumption when it specifically opposes specialty differentials.
We believe that this recommendation is premature and Congress should not act to
implement such a provision in the fee schedule until such time as revised CPT codes
for evaluation anid management services have been developed.

Attendant to the above consideration, the College is also concerned that the Com-
mission has dropped the specialty training cost factor (AS?) from the equation for
the RVS. The reasoning behind the Commission's approach also seems premature.
The PPRC has stated that it believes that physicians should be paid the same when
the service is the same. The College believes that until the Commission can show
that complexity of care and severity of patient illness are included in the coding
system, we cannot know that the service is the same. Patients for whom rheumato-
logists routinely provide care are more severely ill, and with more complex symp-
toms and comorbid illnesses than those of most other physicians who treat patients
with rheumatic diseases.

The log-diary survey currently underway will help provide data as to the different
case mix and resource costs provided by at least some different specialties. We be-
lieve the Commission is prematurely assuming that these differences will be ad-
dressed. If neither specialty differentials nor specialty training costs are reflected in
the RBRVS the Commission, and Congress, if it adopts these recommendations, is
asking specialists such as rheumatologists to accept, on faith, that a future coding
system will address these differences.
Expenditure Targets/Practice Guidelines

The College is concerned that the Commission again has acted prematurely in
calling for expenditure targets after the first year of a RBRVS payment schedule.
Much of the testimony the Commission received (and much of the testimony Con-
gress has received to date) discussed the fact that an infrastructure through which
physicians will be able to limit volume does not currently exist. In addition, the in-
formation that is needed to ensure that reductions in volume are reductions in inap-
propriate services, not necessary care, will not be available for three to ten years.
Without such crucial information, including ongoing outcome assessment research
and the development of practice guidelines, the Commission's recommendation
amounts to rationing of care.

Any payment reform system should be developed, at a minimum in a budget-neu-
tral fashion. The appropriate way to reduce Medicare expenditures is to reduce in-
appropriate care. This can be done through the development and implementation of
practice guidelines and outcome assessment research.

The College is in full support of the development of practice guidelines and in-
creased funding for outcome assessment research. We found the Commission's draft
chapter, "Effectiveness, Research and Practice Guidelines," to be on target regard-
ing these issues and particularly the need for increased funding of such efforts.
Mandatory Assignment

The College is pleased to see the Commission recommend against mandatory as-
signment. We have testified to the PPRC on that issue to the same effect. The Col-
lege believes that a payment schedule based on a RBRVS should not be linked to
mandatory assignment. The College is opposed to mandatory assignment for several
reasons, not the least of which is the lack of established need for it.

Since the data show that doctors generally consider individual patients' financial
needs when determining their fees, the College believes that mandatory assignment
is unnecessary. In addition, we believe there are other more positive ways to in-
crease assignment than by mandating it. The current high assignment rate of
charges (78.7%) could be even higher if the government would correct substantial
problems with Medicare. We have stated to the Commission that we believe a pay-
ment schedule should be implemented at a minimum in a budget-neutral fashion. If
Medicare would increase its reimbursement levels, particularly for evaluation and
management services, physicians would, we believe, be more likely to accept assign-
ment for that service.
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Another reason physicians have been reluctant to accept assignment is because
Medicare carriers frequently are not timely in processing claims. Lengthy delays in
reimbursement can leave physicians, particularly those with high patient loads,
with considerable overhead to cover. Even without balance-billing, a physician may
wish to not accept assignment so that he can protect his cash flow and pay for his
overhead.

The Commission's draft paper on "PPRC Beneficiary Survey" indicates a larger
problem with respect to assignment policy that needs to be addressed. A majority of
Medicare beneficiaries do not know their options and rights under the Medicare pro-
gram. They do not know what Medicare should pay for, what they must cover out-
of-pocket according to law, or even that they can ask their doctor not to charge
more than the Medicare allowed charge.

All of this data speaks to the need for better education of beneficiaries as to their
options and rights under the Medicare program. Physicians are clearly responsive to
the financial and health concerns of their patients but more needs to be done. The
College strongly believes that mandatory assignment is not the answer, but that
much can be done to help close the gaps for the small percentage of poorer and
sicker patients rather than mandating across-the-board assignment. The ability of
patients and physicians to contract for services at a price that varies from the Medi-
care allowed charge must be preserved under a RBRVS payment schedule.

Under a schedule of allowances beneficiaries will be able to predict in advance
how much Medicare will pay for a given service. They will then be able to compare
that allowance with the physicians' actual charges to predict more effectively their
out-of-pocket liability for the services. Consequently, the College continues to believe
that patients should have the freedom to choose a personal physician they think
offers a higher level of skill or experience and who may appropriately charge more.
Conclusion

In conclusion, the American College of Rheumatology urges Congress to establish
policies that will (1) mandate a payment schedule based on the RBRVS for imple-
mentation no later than January 1, 1991; (2) provide a scientific basis for controlling
the volume of inappropriate services; (3) protect low-income beneficiaries from
charges they cannot afford, while maintaining the availability of the individual as-
signment option; and (4) establish a payment schedule that recognizes through
coding or some other fashion the additional resource costs expended by rheumatolo-
gists, and other specialists in providing care to their patients.

STATEMENT OF THE AMERICAN PSYCHIATRic ASSOCIATION

The American Psychiatric Association, a medical specialty society representing
more than 35,000 psychiatrists nationwide, is pleased to submit this testimony to
the Senate Finance Committee's Subcommittee on Medicare and Long-Term Care.
Your task is an enormous one and hopefully our testimony will elucidate issues re-
lated to psychiatry and physician payment reform.

Our testimony reviews for you APA's analysis of the Harvard Resource-Based Rel-
ative value Study and, some concerns and positive views we have about areas of the
Physician Payment Review Commission's recommendations to Congress. Prior to be-
ginning the discussion of the reaction to some of the proposals we believe it impor-
tant to highlight the discriminatory limitations for patients with "Mental, Psycho-
neurotic, and Personality Disorders". These arbitrary limitations were improved for
the first time in OBRA 87 due to the fine work of many members of your subcom-
mitt(e.

MEDICARE COVERAGE FOR "MENTAL, PSYCHONEUROTIC, AND PERSONALITY DISORDERS"

The Medicare program outpatient benefit for patients with mental disorders was
limited to an arbitrary $250 (after an effective 50% copayment) from the inception
of the Medicare program until the recently approved changes included in the Omni-
bus Budget Reconciliation Act of 1987 (P.L. 100-203). A special exception was made
administratively in 1984 by exempting medical management of Alzheimer's disease
and related disorders from caps imposed on psychotherapy.

The changes made in OBPA raised the dollar limitation that Medicare pays per
annum to $1100 (after an effective 50% copayment) over a two year period. Begin-
ning in January of 1989 psychiatrists' outpatient services for "monitoring and
changing drug prescriptions" are exempt from the dollar limitations and will be
paid at the same 80/20 copayment rate as other physician services. This particular
benefit is complicated for beneficiaries and carriers to understand. The proposed
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regulations and instructions implementing the drug management benefit will hope.
fully be issued shortly. The passage of these benefit changes was a significant step
on the legislative journey toward nor-discrimination and we thank your committee
for its fre work in accomplishing this change.

Diagnostic service charges and physician fees in a hospital for patients with
mental disorders have always been treated like all other physician services and paid
at the 80/20 copayment rate. Unfortunately, despite significant strides in the treat-
ment of mental disorders, patients still are subject to serious discriminatory and ar-
bitrary limits under Medicare in payments for the treatment of their mental disor-
ders.

Treatment in a psychiatric hospital is also constrained to a 190 day limit per a
beneficiary's lifetime. These benefits may have reflected treatment patterns in the
early 1960's, but do not now reflect current treatment patterns. As-you know, ex-
penses incurred for services furnished by other health personnel in conjunction with'or incident to" a physician's treatment of mental, psychoneurotic or personality
disorders are not subject to the dollar limits on psychiatrists' treatment services.
Thus, additional services may be provided in a variety of settings incident to the
psychiatrists' services.

HARVARD RESOURCE-BASED RELATIVE VALUE STUDY (HRBRVS)

Psychiatry participated in the HRBRVS study from its beginning. Our segment of
the study was funded by The National Institute of Mental Health (NIMH). APA be-
lieves that the approach of the Harvard RBRVSS is a thoughtful and useful one. The
study's emphasis on supportive, cognitive, assessment, management and caring ac-
tivities is congruent with our views. Analysis of the preliminary repo: L submitted to
HCFA suggested that there were significant problems in the results for psychiatry
which were likely to require another survey. The final results of the preliminary
report for psychiatry will be submitted to NIMH shortly.

While clearly the Harvard study was an enormous task, expertly undertaken,
there are areas which could be strengthened with additional data. On January 17,
1989 the National Institute of Mental Health issued a request for a proposal for a
"Refinement of the Development of a Resource-Based Relative value Scale for Psy-
chiatric Services". A contract for this refinement is in the process of being finalized
with Harvard-

APA's initial analysis of the Harvard study noted difficulties with the measure-
ment of work; CPT codes for our services; and the measurement of practice costs.
Many of these areas of difficulty were also identified by the Harvard researchers
and our concerns have also been noted by the PPRC.
Measurement of Work

The APA Work Group identified three problems with the measurement of work
that are likely to affect the final RBRVS for psychiatry.

* The vignettes are not representative of practice. Severe cases, such as manage-
ment of a psychotic or suicidal patient, werc not included among the vignettes. In
addition, hospital cases often among the most severe patients-are underrepresent-
ed. Clinician members of APA's Work Group on the RBRVS believe that some of
the vignettes are ambiguous. In fact, Dr. Hsiao found that the degree to which psy-
chiatrists agreed on their ratings of various services was the lowest of all specialties.

e The standard vignette for psychiatry is toward the low end of the scale-only
one fifth of the vignettes had ratings of work below the standard.

* Pre- and post-service work measurement has been described by many as a weak
component of the RBRVS because values are based on limited data and challengea-
ble assumptions. For psychiatry, there is a particular problem because pre- and
post-service time for 11 psychiatry vignettes were set equal to the time for one vi-
gnette. Clinician members of the APA work group felt these services, in fact, en-
tailed different amounts of pre- and post-service time.

CPT-4 Codes
Problems with the CPT-4 codes for psychiatry limit the accuracy of the RBRVS

values. The two major coding problems affecthig the results of the RBRVS are de-
scribed below along with other coding issues.

*Mapping Vignettes to CPT Codes-The mapping process revealed serious prob-
lems with the CPT-4 codes for psychiatry. Because psychiatry CPT codes are broad-
ly defined, some codes include vignettes with a wide'range of work values. For in-
stance, the total work value for CPT-4 code 90847 (special family psychotherapy)
was the average of two vignettes with work values of 186 and 322. APA Work Group
members indicated that the vignettes assigned to some codes represented the low
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end of the range of cases that could be assigned to the codes. It was felt that the
vignettes assigned to 90844 (medical psychotherapy) included cases at the low end of
the code. This may account for the reduction in value assigned to psychotherapy
under the RBRVS, because this is the most common code used by psychiatrists and
an error in the work value can significantly skew results.

* Extrapolation to Non-Surveyed Services-In order to evaluate the results of the
extrapolation, consultants to the APA created a family of "Medical Psychotherapy"
that included four surveyed services. In order to test the validity of the methodolo-
gy, the consultants attempted to determine whether or not the extrapolated values

the other surveyed services approximated the surveyed values. This was not the
case, and some extrapolated values appeared to be unreasonable.

* Other Coding Issues--Over two years ago, APA established a Work Group on
Codes and Reimbursement to address concerns about the inadequacies of the CPT
for the wide range of psychiatric services and to pree an id version of po-
tential new codes. Members of this APA Coding Work Group and the RBRVS Work
Group recently met together to address some minor modifications which could be
made in CPT for psychiatry for the next edition to be published by the AMA. The
AMA CPT Advisory Board has indicated a strong interest in addressing changes to
psychiatric codes. In addition to problems with the breadth of psychiatric codes-in
contrast to the current efforts to reduce codes-psychiatrists have reported ample
evidence in certain areas of the country that there are many carriers unwilling to
accept general medical codes from psychiatrists. While this is not a uniform experi-
ence, enough complaints have arisen to indicate that this is a widespread problem.
APA will continue to work with our psychiatrists to assist in this area.

APA staff and psychiatrists also recently met with PPRC staff to discuss coding
issues. PPRC staff were also receptive to our concerns.
Practice Costs

APA also noted concelrns'about the practice cost calculation. Practice costs are, in
fact, lower for psychiatry as psychiatrists do not require the same equipment as
many other specialties. They may be kept exceptionally low because of three factors:
psychiatrists practice in a price-sensitive market resulting from limited insurance
coverage of mental health services and high copayments and deductibles; practice
costs can represent a consumption good; and many psychiatrists do their own billing
and office accounting-costs of office practice not normally included in surveys.

QUALITY ASSURANCE AND PEER REVIEW

As the Committee addresses issues related to volume control, we wanted you to be
aware of APA's own peer review and quality assurance program. For over ten years,
APA has reviewed claims for the CHAMPUS program and for the past five years
has reviewed claims from private insurers. Since 1979, the Peer Review and Quality
Assurance Program has reviewed 1.5 million claims for the CHAMPUS program
and conducted over 100 on-site CHAMPUS inspections. APA does not deny claims
but works with the providers and institutions to assure appropriate provision of
care. APA began its work in the peer review area analyzing inpatient cases retro-
spectively. In 1985, APA became involved with another private group in psychiatric
preadmission review and psychiatric case management. The psychiatric case man-
agement program combines comprehensive services of preadmission certification
and concurrent review of all types of institutional and outpatient care. Information
about these programs was given to the Institute of Medicine as it plans its strategy
for Peer Review and Quality Assurance under Medicare and was shared with the
PPRC.

COMMENTS ON SELECTED RECOMMENDATIONS OF THE PPRC

APA compliments the PPRC and their staff on the extensive amount of work that
has been done. Clearly, much thought and effort has gone into their testimony and
draft report and the report also attempts to incorporate the important comments of
the numerous affected parties. The PPRC's task has been and continues to be an
enormous one. Even with the extensive time commitment needed for their report to
Congress, PPRC staff have evidenced a tremendous willingness to meet with the
APA and expressed verbal support for many of our concerns.

These comments focus only on a limited set of issues. First, as indicated above,
Harvard is planning to conduct an NIMH-funded refinement of their study for psy-
chiatr. Because of the expected refinement, psychiatry feels strongly that our por-
tion o7 an RVS should not be implemented until the further analysis has been com-
pleted. As noted in our testimony the vignettes chosen for psychiatry did not cover
the full range of psychiatric care. Further, given the existing limitations and inad-
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equacies of psychiatry codes under CT-IV, the range of problems treated by psychia-
trsts cannot presently be appropriately coded. APA is working with both the AMA
CPT Advisory Board and the PPRC staff to are fully address these issues and hope-
fully some coding modifications will be made in the near future. To use the current
RBRVS results in Harvard's preliminary report to the NIMH would be clearly inap-
propriate.

Second, if CPT codes were totally accurate, specialty differentials, as noted in the
PPRC draft report, would not be necessary. However, as previously stated and docu-
mented, these codes for psychiatry are not adequate. Therefore, the intensity of
services provided by psychiatrists are not adequately defined and we feel that spe-
cialty differentials must be maintained.

Third, implementation of expenditure targets at this point in time would be pre-
mature. Without question, there is insufficient information concerning the impact
these targets may have on beneficiaries and on service delivery. Unfortunately, and
as the Committee and psychiatry know only too well, patients with mental disorders
have, since the inception of the Medicare program, been subject to a patient-specific
dollar limitation for the majority of their outpatient psychiatric care.

While not similar to a nationwide expenditure target, these patients are already
placed at a financial disadvantage and are at continued risk for adequate access to
care. Until a demonstration was conducted for national expenditure targets or more
information was obtained on the potential impact of such a situation, we feel that
our patients must not be placed at additional significant risk.

ADMINISTRATION BUDGETARY PROPOSALS

As you consider some of the Administration budgetary proposals before you, we
wish to make a special plea for patients with men disorders. Some of the services
provided to these patients are not primary care services. There should be increases
or all services provided by our psychiatrists to patients with mental disorders.

We have shared with the Committee the complicated calculation for the Medicare
outpatient psychiatric benefit. In addition, as is well-known, nearly one quarter of
psychiatrists' patients have no health insurance. A 1981 study showed that 40% of
gross revenues to psychiatrists were on self-pay basis. The distribution of these pay-
ments between co-payments and total self-pay is unknown, but it appears that much
of the Medicare "balance bill" is in fat a co-payment, because of limited psychiatric
coverage and an effective 50% co-payment rate. In addition, because psychiatrists
use a small number of codes in most states, and have done so since the 1970's, the
Medicare Economic Index may have kept the allowed amount artificially low.
Therefore, further limitations may prove to be onerous ones.
Summary

APA supports the concept of an RVS based on resource costs, but feels that imple-
mentation of such an RVS for psychiatry must await the planned NIMH-funded re-
finement by Harvard. Some of the recommendations made by the PPRC may thus
be premature (such as expenditure targets). APA's own experience with peer review
and quality assurance demonstrates methods of providing cost effective care. We
look forward to working with the Committee as these issues are developed further.

STATEMENT OF THE AMERICAN SocIrrY OF ANwmHESiOLOGISTS

Representatives of ASA were active participants in the Harvard/AMA RBRVS
study. ASA has serious concerns with the study, but we are supportive of the
RBRVS payment methodology and have ourselves published a resource-based rela-
tive value guide (RVG) since well before the inception of Medicare.

ASA's comments are tempered by the fact that anesthesiology was not included in
either the September final report from Hsiao, nor the Physician Payment Review
Commission (PPRC) 1989 Report. Therefore, we do not know what reordering of an-
esthesia payments may eventually result. Lack of CPT coded anesthesiology claims,
inadequate time data, the existence of the ASA RVG, and the unique nature of an-
esthesia services apparently led to the specialty's non-reported status. We will ad-
dress these issues, as well as our methodological concerns.

RELATIVE VALUE GUIDE

Anesthesiologists have been reimbursed on the basis of a relative value system
since before the enactment of Medicare, and ASA published its first RVG in 1962.
ASA has testified in previous years before the Committee on Finance health sub-
committee regarding the RVG. We believe the Guide is so important both as the
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framework for budget reductions and a precursor of the Hsiao/PPRC Resource
Based Relative Value Scale (RBRVS), that it is appropriate to highlight its method-
ology and use.

In its simplest form, the RVG is developed by assigning to each distinct surgical
procedure or service a unit value, based on the complexity, effort and resources as-
sociated with the procedure. In this way, a table or scale is constructed for a series
of procedures or services to which are assigned individual unit values demonstrating
the relative complexity of each. These are the base units. For example, in the 1988
ASA RVG, there are 20 base units assigned to cardiac bypass grafts, compared to 4
base units for hernia repairs. Because our Guide and the related CPT-4 codes are
broad (there are 250 anesthesia codes for the 6,000 surgical codes), new codes are
rarely needed when new technology is introduced. This, in turn, means there are
relatively few new services in anesthesiologists' reimbursement.

Time is the essential element in determining the level of anesthesia service for
each individual patient and can vary substantially according to each patient's cir-
cumstances. Because time is so essential to anesthesia practice, the ASA RVG adds
time units; Medicare recognizes one unit per each fifteen minutes of anesthesia time
for anesthesiologists providing care directly and one unit per each thirty minutes of
anesthesia time for anesthesiologists providing medical direction services.I

Anesthesia time is defined as beginning when the anesthesiologist begins to pre-
pare the patient for anesthesia care in the operating room or in an equivalent area,
and ending when the anesthesiologist is no longer in personal attendance, that is,
when the patient may be safely placed under post-operative supervision.

ASA regards the time factor as enormously important in providing a fair and ac-
curate measurement of the anesthesiologists services. It is the surgeon, not the an-
esthesiologist, who controls time. There is a high and stable correlation between sur-
gical time and anesthesia time; operating room and recovery room records yield
easy verification of anesthesia time.

I also would like to note that anesthesiologists do not charge beyond the base
units for preoperative time spent in evaluating and caring for the patient. Even
though complex procedures invariably require a detailed, time-consuming preopera-
tive evaluation, it is still accounted for by the base units.

The ASA RVG also uses physical status modifier units to quantify the medical
condition of each patient. The administration of an anesthetic to a patient with
severe concomitant systemic disease simply carries a higher risk and requires great-
er skill than does performing the same procedure on a healthy patient. Research
indicates that it is the physical status of the patient, not the surgery or anesthetic,
which is the best predictor of surgical outcome.

The RVG, then, describes and measures anesthesia care provided-to individual pa-
tients. To establish a charge based on the RVG, a dollar conversion factor is applied.
Each anesthesiologist has three conversion factors: the Medicare prevailing conver-
sion factor, which is the amount recognized by the carriers for all anesthesiologists
in an area; the discounted MAAC conversion factor, which is the individual anesthe-
siologist's 1984 frozen actual charge with appropriate MEI updates; and the non-dis-
counted conversion factor charged to non-Medicare patients or commercial carriers.

The RVG methodology frequently results in "automatic" savings to the Medicare
program. With improved surgical techniques and familiarity w.-h procedures, anes-
thesia time is otten reduced. When this happens, the number of reported time units
is also reduced, automatically resulting in a reduction of the total charge, both as
recognized by Medicare and to the patient. Similarly, the anesthesia risk and com-
plexity base units may be reduced over time. A prime example of decreased charges
resulting froniuse of the RVG is illustrated by pacemaker implantation. Previously
implanted through an open chest requiring two to three hours of anesthesia time,
pacemakers are now inserted through a vein in - hour or less. Because of these
procedural changes, ASA reduced the base units from 20, to 15, to 4; time units de-
creased from 12, to 4.

The ASA RVG is not a static document, but one which is reviewed each year and,
'through ASA House of Delegates' action, changes are approved. The 1988 RVG re-
duced base units for seven procedures; none were increased. Again, when such revi-
sions reduce base units, there are savings to the Medicare program, commercial car-
riers, and all patients.

1 Prior to implementation of a Part B payment system for certified registered nurse anesthe-
tists (CRNAs) on March 1, 1989, Medicare recognized: one time unit per ea-zh 15 minutes of anes-
thesia time for anesthesiologists medically directing their employee-CRNAs; and one time unit
per30minutes of anesthesia time for anesthesiologists medically directing hospital-employedCRNAs_

20-595 0 - 89 - 7
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OBRA 87: UNIFORM RVG

Although Medicare has for some years required that anesthesiologists be reim-
bursed using the RVG methodology, the 54 carriers have not been required to use a
specific guide. Section 4048 of the Omnibus Budget Reconciliation Act of 1987 man-
dated that HCFA establish a uniform RVG for reimbursement of anesthesia services
under the Medicare program. Section 4048 was inserted into OBRA 87 at the urging
of ASA and was strongly supported by ASA in the course of its consideration by

ACAsciearly supports HCFA's proposed regulation adopting the 1988 ASA RVG
and the associated CPT-4 anesthesia codes for services provided after March 1, 1989.
We remain opposed to HCFA's proposal to eliminate recognition of physical status
modifier units from the uniform RVG recognized by Medicare. Modifiers as meas-
ures of individual case severity are an integral part of the ASA RVG; to eliminate
them is to adopt an incomplete RVG, one which in essence will distort the measure-
ment of care rendered to many patients.

In light of the Physician Payment Review Commission's support for incorporating
severity of illness measurements in the Harvard Resource Based Relative Value
Scaleand Dr. Hsiao's indication that the ASA system could be a model, HCFA's
proposal does not make sense.

ASA believes a flaw of the RBRVS is that it does not measure or account for se-
verity of illness. A physical status modifier system has proved an excellent way to
achieve such a measurement and makes the RVG patient specific.

RESOURCE BASED RELATIVE VALUE SCALE (RBRVS

The Subcommittee recently heard testimony from both Dr. Hsiao and Dr. Philip
Lee, Chairman of the PPRC. PPRC's Annual Report to Congress presents its recom-
mendation that an RBRVS be finalized, with phased-in implementation to begin in
1990. PPRC allao recommends increased funding for the development of practice
guidelines and standard setting.

With ASA's history of RVG development and the historical use of a relative value
system by aiesthesiologists, it is not surprising that we are strong supporters of this
system. As mentioned, ASA was an active participant in the Hsiao RBRVS study
and at the December 1988 AMA House of Delegates' meeting, ASA voted in support
of Report AA. While ASA and others will disagree with reductions in reimburse-
ment which could result from the RBRVS, the concept is sound and we believe its
adoption likely. Implementation of the RBRVS for all of medicine would bring a
dramatic change in physician reimbursement. If the Congress chooses to implement
the RBRVS, then, as PPRC has noted, the cooperation of physicians will be required
to make it work. ASA believes the American Medical Association must play an im-
portant role in the still-needed refinements of the RBRVS and in maintaining physi-
cian cooperation. As we seek our specific refinements, we will continue to work with
Dr. Hsiao, tlhe AMA, PPRC, and ultimately the Congress.

Certainly, we consider the ASA RVG to be the best existing measurement of anes-
thesia services, and are gratified that both Dr. Hsiao and PPRC agree. Hsiao indi-
cates he has confidence in ASA's RVG, and its application of base units, time units
and physical status modifiers. Indeed, Hsiao states he will "need to translate the
RBRVS into the present relative value syEtem uaed by anesthesiologyy] and examine
how the RBRVS could be implemented in the context of that existing system." He
further states his methodology "is built on one designed by the ASA, which uses
time and complexity measures."

Similarly, the Physician Payment Review Commission states in its recently-re-
leased report to Congress:

For anesthesia services, most carriers have long used various versions of the
Relative Value Guide developed by the American Society of Anesthesiologists.
The RVG bases payment on time, the difficulty of the operation, and patient
condition. OBRA 87 directed the Secretary to develop a standard version of the
RVG for use by all carriers. The policy has recently been implemented. Since
the RVG is clearly resource based and has been in use for some time, the Com-
mission plans to consider it as an alternative to the values developed by the
Hsiao study for relative values among anesthesia services. The conversion
factor would have to be adjusted to integrate the RVG with the rest of the RVS.

ASA will continue working with PPRC on retention of this accepted methodology
within any new system.

Hsiao's RBRVS findings on the limited sampled services shows a high correlation,
.96, with ASA's relative value bas units and supports "the validity of the ASA ap-
proach." Apart from the base unit values, and their relationship to the RBRVS,
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Hsiao agrees there are special time considerations for anesthesiologists, but lacked
the data necessary to extrapolate his study data in this report.

Time is not only a key element of our RVG, but one over which the anesthesiol-
ogist has no control. Previous studies related to physician DRGs undertaken by Bat-
telle Human Affairs Research Centers and provided to the PPRC, show a high, con-
sistent correlation between anesthesia time and surgical time (.94) for specific proce-
dures. Ninety-one percent of the variation in time across procedures is predicted by
surgical time alone.

ASA is able to compare Hsiao's intra-service time estimates with data from the
Battelle study:

H51a study tine Bett tudy I" e
Procedwe

Intra Other Surgira Other

CA BG ..................................................................................................... 260 .6 113.1 272.9 10 5.6
Total hip replacement .............................................................................. 181.6 86.4 161.2 68.8
Cholecystectom y .................................................................................... 99.1 55.8 116.6 36.6
Eniv arecto ny ............................................................................................ 132.1 68.4 156.4 46.2
TU R P ....................................................................................................... 8 2.2 49.9 65.3 33 .0
Inguinal hernia repair .............................. 64.5 44.5 70.5 43.1
Open reduction and int fixation hip fx ..................................................... 116.3 62.5 112.2 38.9

Hsiao's pre- and post-service time are often higher than the difference between an-
esthesia time and surgical time in Battelle. We believe this may be explained by
Hsiao's inclusion of pre-surgical anesthesiologist visits. As noted previously, ASA
does not "count" this time separately, but considers it part of the base units.

Therefore, notwithstanding the apparent agreement we have with Hsiao's meas-
urement of anesthesiologists intra-service work and the resulting unit values, the
RBRVs by themselves are incomplete and would not be acceptable to ASA without
the critical addition of time units.

For example, CPT code 31500, endotracheal intubation, is given an RBRV of 199
for a pediatrician. Does that 199 value mean to imply that the total anesthetic man-
agement of the patient undergoing a laparoscopic procedure, with an RBRV of 204,
is worth only 5 units in addition to the intubation by the anesthesiologist? Obvious-
ly we think not, and believe this illustrates why actual time spent must be added to
the anesthesiology RBRVs.

ASA believes any relative value system for anesthesia services must recognize
actual time spent in any setting. We would support tighter definitions of fractional
units, and have so indicated to both HCFA and the Office of Inspector General
(OIG).

SPECIALTY LINKS

As we have indicated, Hsiao's measurement of anesthesiologists' intra-service
work appears accurate as to intensity, risk and cognitive value. That is, the RBRVS
assigned to anesthesia procedures correlate with the base unit values of the ASA
RVG. We believe the study falls down and bias enters when Hsiao extrapolates
across specialties. It is unlikely that there will be much straightforward translation
in the cross-specialty alignment, so it is often a process of "making things fit." The
fewer the real intra-service links, the greater the potential for systematic under- or
over-valuation of a specialty's services, as the entire alignment hinges on one or two
actual links.

The PPRC recognizes that there are significant probleni with the Hsiao cross-spe-
cialty links for several specialties, including anesthesiology. Other physicians simply
do not perform the services provided by anesthesiologists; Hsiao terms anesthesiklo-
gy an 'insular" specialty. ASA dces not accept, or even understand, the cross-spe-
cialty links for anesthesiology: there are only five links made for anesthesia serv-
ices, loosely tied together by intra-service time:

Link Specian y Seice f nsn airon

1. an Insertion of Swan-Ganz catheter
gs Insertion of Swan-Ganz catheter

2. an Anesthesia for dilation & curettage of uterus
pe Office evaluation of head trauma in preschool child with episode o voritnf established patient

I
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3. an Consultation for a transfusion reaction i patient with abrpt onset of fe and back pain
ai Medical conference by physician regarding medical manaeent, with patient and/or family; counseling for

avoidance, elimination, symptomatic treatment, and Omnwnotheral
4. an Anesthesia for repair of abdominal aortic aneurysm

ob Protracted labor requing pitocin augmentation and electric monitoring, primigravida, only time spent
with patient

5. an Anesthesia for caesarean sector
in Management of patient in acute pulmonary edema in emergency room who subsequently is Admitted to

hospital, established patient

Only one, insertion of Swan-Ganz catheter, is an actual link-and anesthesiol-
ogists often cannot even get reimbursed for this procedure. The transfusion reaction
consultation is not common in practice, and would not occur as an independent ac-
tivity, but would be related to an ongoing procedure.

Perhaps a better example of the failure of cross-specialty alignment is link 5 for
anesthesiology. The internist with the pulmonary edema patient is involved with a
major interventional procedure and under a great deal of stress in an emergency
situation. We do not see how this can be linked to anesthesia for a caesarean sec-
tion, and would judge the internist to be undervalued in this "link" and the eventu-
al RBRVS.

USE OF AVERAGES

There are also problems associated with using averages, with respect to time or
procedure complexity, when constructing an RBRVS. Even under conditions of
budget neutrality, the assumption is that on the average, gains and losses, given a
large enough number of cases, should offset one another. It is unlikely that there
will be case mix differences in kind and number of procedures within and between
individual physician practices to allow the winners and losers to offset one another.
Hsiao acknowledges this when he states: "Within a specialty, therefore, individual
physicians might be differently affected by an RBRVS-based fee schedule, depending
on the mix of services they perform."

RBRVS CONCLUSIONS

We must underscore that our comments on the Hsiao study and the PPRC recom-
mendations by necessity reflect a high degree of uncertainty because the anesthesi-
ology simulations have not been completed. We can anticipate that the RBRVS will
eventually generate a system of relative values from a small subset of procedures to
all anesthesia procedures using the existing ASA RVG. While we are pleased with
recognition of our RVG, the major problem with this approach is that it does not
incorporate the existing large variation in time within procedures with comparable
basic units. Hsiao assumes a constant relationship between time and other factors
used to define the amount of physician work involved in a procedure. The appropri-
ateness of the RBRVS for anesthesia services depends on how time and other factors
not under the direct control of the anesthesiologist are incorporated into the system.

The existing ASA RVG represents a realistic approach to payment reform since it
incorporates units representing the anesthesia complexity of a procedure, the dura-
tion of the procedure and patient severity of illness. It is a system which has credi-
bility with payors and researchers, is termed valid by Hsiao and PPRC, and is recog-
nized by HCFA. ASA believes all components of its RVG can be integrated success-
fully into the Commission RBRVS.

OTHER RECOMMENDATIONS OF THE PPRC

Beneficiary Choice and Balance Billing
The assignment rates for anesthesiologists have increased significantly over the

past five years. ASA understands that information (based on an 8-state survey) pre-
sented to PPRC by its staff and consultants shows a 70 percent assignment rate for
anesthesiologists; other physicians appear to be closer to 80 percent.

One reason for a lower assignment rate is that anesthesiologists receive markedly
less "on the dollar" from Medicare than do other specialists. According to data from
HCFA and PPRC, the Medicare prevailing charges for anesthesiologists are 40 to 50
percent less than the anesthesiologists' MAAC charges; the reduction rates-that is,
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the difference between the prevailing and the MAAC-for other specialties do not
approach this disparity.

Anesthesiologists do not have access to the same financial information about the
patient as does the referring physician. Unfortunately, the discussion of the
tient's financial situation frequently comes after the bill has been sent and it
comes apparent that the patient is financially unable to pay. In such a situation,
many anesthesiologists will then write-off the patient's bill, but because of the time
at which the write-off occurs, the transaction does not appear in the system as an
assigned claim.

It makes sense that patients are generally sicker, using more intensive services
and accruing greater charges when anesthesia services become a factor. In fact, an-
esthesiologists services do not become significant until the patient is in the 95th
percentile of Medicare-approved charges per individual. The combination of intensi-
t of service and Medicare reimbursement amounts lagging 40 to 50 percent below
charges, account for anesthesia balance bills representing about ten percent of bal-
ance bills.

ASA has also indicated to the PPRC and the Congress that we would support an
income-related assignment system. This would be an equitable method to assure
those in financial need receive consideration, while those able to pay the already-
discounted MAC charge would do so.

The argument has been made that anesthesiologists should have special assign-
ment rules because the patient generally does not select the anesthesiologist, i.e.,
the opportunity to shop for a participating physician is not available. ASA believes
this is an extremely weak argument. Patients rarely select beyond their primary
care physician; it is the primary care physician who refers patients on to their
choice of surgical specialist, cardiologist, oncologist, etc. In many other situations,
the choice is made by the hospital, clinic, managed care system, or by a specialist
who is already once removed from the primary care physician.

ASA understands that the PPRC Report will indicate that the Commission consid-
ered, but rejected, a prohibition on balance billing for select physicians, including
anesthesiologists. The PPRC apparently agrees that the definition of limited choice
physicians is not clear cut. Further, PPRC would prefer to assess the impact of its
recommendation concerning universal limits on balance billing that will be associat-
ed with the RBRVS and fee schedule. ASA supports the PPRC's decision not to rec-
ommend different treatment for certain specialists.

To target anesthesiologist- as radically different-as to assignment rates, balance
bill liability or lack of patient choice-appears without foundation.

In past years, this subcommittee has recognized that anesthesiologists are not in a
position to influence volume. However, there is a related issue with which we have
dealt: if we cannot control the number of anesthesiology services being provided, we
can address the quality and performance of each service. In other words, we can
seek to assure that anesthesiologists provide the services that are being reimbursed.

ASA was the first specialty to set national standards and has adopted four to
date: Basic Standards for Preanesthesia Care; Standards for Basic Intra-Operative
Monitoring; Standards for Postanesthesia Care; and Standards for Conduction Anes-
thesia in Obstetrics. The most important role of standards is to improve patient
safety, but they also can tell the patient and insurer that they have received what
they paid for.

Regarding several of the other specific recommendations contained in the PPRC
Report, ASA makes the following comments:

• Recommendation: Premiums for liability insurance should be integrated into
the RVS through a separate practice cost factor. The medical liability crisis contin-
ues to be out of control. Anesthesiologists have gained some relief in premiums due
to the standards set by ASA and other risk management initiatives. ASA supports
the intent of PPRC's recommendation: (1) separate consideration of the liability
factor will help show the unacceptable costs; and (2) there will be consideration of
both geographic and practice differences.

e Recommendation: Fee schedule payments should vary geographically. ASA sup-
ports valid geographic cost of practice variations.

* Recommendation: A uniform policy on the delineation of carrier charge local-
ities is needed. Carrier variations, both as to coverage decisions and payment rates,
follow no clear pattern. Any improvement of the charge area boundaries would be a
step toward uniformity in the program.

* Recommendation: A transitional stage should begin in 1990, with implementa-
tion of the full Medicare Fee Schedule planned for 1992. Although ASA is pleased
that its RVG is being considered as an alternative to development of new values,
the specialty of anesthesiology has not been fully considered by either Hsiao or
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PPRC. Without knowing the outcome, ASA cannot support a 1990 implementation
of the RBRVS, and suggests 1991 as a more reasonable date. Considering the over-
whelming changes the RBRVS will bring to all of medicine, we believe it is worth
taking the time to do it correctly.

AS further strongly recommends at least a three-year transition period to the
fee schedule. The disruption to physicians and patients of a relatively abrupt transi-
tion would undermine the reforms and discourage the needed physician cooperation.

* Recommendation: A national expenditure target should be used to determine
annual conversion factor updates under the fee schedule. ASA has two comments
with regard to expenditure targets. First, within the context of the PPRC report, we
must say that until the RVS conversion factors are known, it is difficult to assess
the impact of expenditure targets. Further, the concept of seeking to exert peer
pressure among 500,000 physicians to meet a national target is an unrealistic ap-
proach to controlling volume.

STATEMENT OF THE AMERICAN SOCIETY OF CATARACT AND REFRACTIVE SURGERY

SUBMITTED BY STEPHEN A. OBSTBAUM, ASCRS PRESIDENT

Dear Mr. Chairman: The American Society of Cataract and Refractive Surgery
(ASCRS) is pleased to have the opportunity to comment on the Harvard Resource-
Based Relative Value Scale (RBRVS) and the role this study should play in physi-
cian payment reform under Medicare. As a practicing ophthalmologist from New
York, I had the opportunity to participate in the Harvard Study as a member of the
technical panel during the development of the study. I expressed concern about as-
pects of the methods used for data collection and interpretation of data into the
study. Throughout the study development process, at least in the ophthalmology
technical panel, we were closely controlled and specifically directed to smaller and
more limited tasks, such as reviewing the adequacy of descriptions of vignettes;
rarely was the opportunity provided for broader and more meaningful participation
in the study by those of use who represent physicians most affected by it.

Others have pointed out specific concerns that the Cataract Society shares regard-
ing methodology of the Harvard RBRVS. Perhaps foremost for us is that the study's
analyses of time and intensity for the procedure itself, as well as in the preoperative
and postoperative periods, were most inadequate, causing serious distortion. Cata-
ract surgery with intraocular lens implantation can be a relatively brief surgical
procedure itself when only "skin-to-skin" time is compared with that of major sur-
ger in some other specialties; but cataract/IOL surgery is extraordinarily delicate
an intense.

The complexity and intricacy of this microsurgical procedure is predicated upon
the diagnosis, evaluation, and patient preparation. Postoperative management re-
quires appropriate attention to detail and is arduous, intensive period.

Ophthalmologists must apply their highest skills and best judgment to achieve pa-
tients' optimum visual results. In the Harvard RBRVS, the value of surgical time
and intensity, as well as the time and intensity of preoperative and postoperative
services, are measured using a series of arbitrary estimates which we believe greatly
minimize the value of time and intensity in cataract/IOL surgery. We also have
concerns about methodologies used for extrapolating the value of non-surveyed serv-
ices within specialities and for cross-linking the value of services among specialties.
We believe these factors all contribute to the inaccurate results in ophthalmology.

We are concerned about the techniques applied in the Harvard RBRVS to meas-
ure practice costs. The base data used in the study dates from 1983. Since that time,
many of the practice costs in cataract and intraocular lens implantation surgery
have increased more rapidly than increases in other specialties, while reductions in
reimbursement are not reflected. Ophthalmologists typically maintain expensive
equipment within their offices for the examination, diagnosis, and treatment of con-
ditions of the eye. Each year our specialty becomes more dependent upon new tech-
nology and attendant equipment.

The accurate and objective measurement of practice costs, as recognized by the
Commission and Dr. Hsaio, is of prime concern in any relative value scale. Based on
a 1985 Cataract Society membership survey, it was determined that average prac-
tice overhead was 48.7%. Through a more recent telephone survey, it was learned
that start-up costs could reach $225,000, with basic equipment purchases represent-
ed by a range of $100,000 to $120,000.

We must again reiterate the strong concern of the Cataract Society that measure-
ments of the value of medical procedures or services which rely exclusively on input
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costs lack other essential factors. An assessment of the value of a medical procedure
or service, whether made by the patient or the reimburser, must also include such
factors as the patient's outcome, quality of care, benefit to the patients, benefits to
society , and market forces. Dr. Hsaio himself has stated, in summarizing the Har-
vard RBRVS in the New Englard Journal of Medicine the following:

"The RBRVS measures only inputs . . . A rational payment should recognize
social benefits in the relative value. Perhaps this topic should have a high prior-
ity in future research." Mitchell, Stason have likewise stated: "Resource costs,
even if accurately calculated, are incomplete measures of the value of physi-
cians' services. Expected health benefits to the patient also need to be included
in the definition of relative values."

Cataract surgery and intraocular lens implantation has evolved as a procedure that
is safe and effective, providing benefits to patients, their families, and indeed all of
society to an extraordinary degree. As members of the subcommittee may know, cat-
aract and IOL surgery has been found previously to be "over-priced", we believe this
operation to be "under-valued" when all reasonable factors of value are considered.

To examine this more closely, the Cataract Society, along with others in ophthal-
mology, has commissioned researchers at Johns Hopkins University to undertake a
scientific study of patient benefits from cataract/IOL surgery. The premise of the
study is that noneconomic variables should be central to medical decisions. The
Johns Hopkins study measures the effects of cataract surgery with intraocular lens
implantation on patients' future functioning and "quality of life". The design in-
cludes both pre-surgical and post-surgical measurements after one month and 8V2
months. A statistically valid sample of some 1,000 geographically-dispersed patients
has been objectively surveyed for changes in mental health, physical and social ac-
tivities, independence, and accident prevention.

The study quantified patient benefits from cataract/IOL surgery using methodolo-
gies adaptable to any medical procedure or service. Beyond the importance of this
study in cataract surgery itself, we believe it will demonstrate that patient benefits
from a medical procedure or service can be measure accurately. If so, the Cataract
Society strongly urges the subcommittee to recommend that the Harvard RBRVS
study results be supplemented and adjusted to account for the patient benefit factor
in all medical procedures and services.

Preliminary descriptive materials on the Johns Hopkins work are available and
will be delivered to members of the subcommittee under separate cover.

The Cataract Society is interested in the subject of "balance billing". Since 1984,
physicians have been limited in what they can charge Medicare patients for their
services, beyond the amounts established by Medicare. Balance billing limits raise
serious problems which increase with the longevity of those limits. The limitations
effect a federal price control system, which inevitably distorts supply, inhibits inno-
vation, and invites way to "beat the system". The controls encourage treatment
practices that reflect the limited reimbursement. No responsible physician is likely
to make changes that risk a patient's result; however, many aspects of health care
must change if competitive pricing is prohibited, such as consultation time, avail-
ability of equipment, satellite office, paraprofessional assistants, clinical research,
and billing assistance.

Balance billing limits, if they persist, create the risk that there will one day be
two classes of patients, "private patients",and "government patients." The Cataract
Society urges the Senate Finance Subcommittee on Medicare and Long Term Care
to recommend that balance billing limits be lifted,

Once again, we are most appreciative of this opportunity to respond and we very
much look forward to further discussion in the near future.

STATEMENT OF THE AMERICAN SOCIETY OF INTERNAL MEDICINE

The American Society of Internal Medicine (ASIM) appreciates the opportunity to
present its preliminary evaluation of several of the recommendations made by the
Physician Payment Review Commission (PPRC) on reform of the existing system of
reimbursement under Medicare. Given the fact the we have not yet had the oppor-
tunity to review the Commission's annual report to Congress, this statement should
be reviewed as a preliminary evaluation based upon initial reports on the Commis-
sion's likely recommendations, rather than a conclusive statement of policy. We
expect to provide Congress with an expanded and more complete statement once we
have had an opportunity to review the Commission's written recommendations.
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IMPLEMENTATION OF A FEE SCHEDULE BASED ON THE RBRVS

The Commission is expected to recommend that Congres mandate implementa-
tion of a fee schedule based on the Harvard Resource Based Relative Value Scale
(RBRVS) beginning on April 1, 1990, and phased in over a two year period with the
new payment rates taking full effect on April 1, 1992.

ASIM strongly supports this recommendation. The Harvard RBRVS, as refined by
the Commission, is the product of more than ten years of debate, research, and anal-
ysis. It reflects the desire of Congress, as reflected in the Omnibus Budget Reconcili-
ation Acts of 1985, 1986 and 1987, to correct distortions in the existing pricing
system that favor high cost technological services over evaluation and management
(otherwise known as cognitive) services. Timely implementation of a fee schedule
based on the RBRVS offers significant advantages for payors and beneficiaries, in-
cluding:

* It will correct existing incentives that may adversely affect the volume of services
provided to Medicare beneficiaries. By no longer paying physicians disproportionate-
ly higher for the work involved in invasive procedures compared to evaluation and
management services, physicians no longer will have an incentive to substitute ex-
pensive technological procedures for cost-effective evaluation and management serv-
ices. As such, the RBRVS is an important step toward ensuring that medical deci-
sions are based solely on what is best for the patient, not on which service or proce-
dure is the most financially rewarding. Although a fee schedule based on the
RBRVS will not by itself completely solve the "volume" problem, it is an essential
part of a comprehensive strategy to assuring that only effective and appropriate
services are provided to Medicare patients.

* Physicians will no longer be penalized for spending time with patients. Public
opinion surveys show that patients' number one complaint about physicians is that
they do not spend an adequate amount of time with them. The RBRVS, by paying
more appropriately for the time spent in providing evaluate and management serv-
ices, will make it possible for physicians to spend significantly more time with their
patients.

e It will simplify the Medicare program. Beneficiaries will be able to anticipate in
advance how much Medicare will pay for a given service, and thereby better under-
stand their potential out-of-pocket liability. An RBRVS fee schedule will also facili-
tate competitive pricing for physician services.

• It will improve access to primary care services, particularly in rural areas. By
paying better for evaluation and management services, and by correcting geographic
inequities, physicians will have an incentive to enter primary care specialties and to
practice in underserved areas.

On other issues relating to the Commission's recommendations on an RBRVS fee
schedule, ASIM:

* Supports incorporating average time descriptors in CPT-4 codes for visit serv-
ices.

* Supports establishing the initial dollar conversion factor at a budget neutral
level.

e Supports limiting variations in payment levels by region only to actual differ-
ences in the cost of providing services (overhead). This will significantly improve
access to physician services in underserved rural and inner city communities.

* Supports the concept of establishing an appropriate "safety net" to protect low-
income beneficiaries from excessively high out-of-pocket expenses. ASIM strongly
believes, however, that it is inappropriate and unnecessary to establish an overall
limit on charges to all beneficiaries at some percentile level above the payment
levels established by the fee schedule. Such a requirement, in ASIM's view, is a pre-
scription for mediocrity. In every field, whether talking about an engineer, attorney,
architect, or accountant, there are some individuals that have more experience,
greater expertise, and offer a better service than the norm for their field. Those in-
dividuals typically and appropriately charge bore for their services than the aver-
age. This is as true in medicine as it is in any other field of endeavor. Patients
should have the right to select physicians who bring greater skill to treating their
individual problems, and who therefore have an appropriately higher charge. Limit-
ing all physician fees to some pre-determined percentile above the RBRVS fee
schedule would preclude that choice. It would also act as an discentive for physi-
cians to obtain additional skills and training, since there would be no additional
compensation to recoup the cost of such training. Any fee schedule, even one based
on resource costs, by its nature represents a standard or average; balance billing is
the only way to recognize differences in the skill and training of individual physi-
cians, and in the needs and desires of individual patients.
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Consequently, ASJM strongly urges Congress to move expeditiously on mandating
implementation of a fee schedule based on the RBR VS, as recommended by the Phy-
sician Payment Review Commission, beginning on Apii 1990. The new schedule
would be fully in place by April 1, 1992. We also support appropriate measures to
protect low-income beneficiaries from high out-of-pocket expenses, but urge Con-
gress to reject the Commission's recommendation to establish an overall limit on
charges to all beneficiaries.

EXPENDITURE TARGETS

ASIM is surprised and disappointed that the Commission reportedly will recom-
mend the establishment of a national expenditure target, taking into account esti-
mated increases in price, volume, and number of beneficiaries, beginning on Janu-
ary 1, 1990. Although details of this proposal have not yet been provided, spending
on physician services that exceeds the expenditure target would lower future in-
creases in payment levels (i.e., the conversion factor under the RBRVS fee schedule)
in order to offset those higher spending levels. It is unclear at what level the ex-
penditure target will be set, although presumably it will be established at a level
that is below the estimated increase under current law in overall expenditures
(price times volume of services).

We believe that this recommendation should not be accepted by Congress for at
least the following reasons:

9 Unlike the recommendation on the RBRVS fee schedule, which reflects over ten
years of debate and evaluation, and three years of intensive work on the part of the
Commission, the expenditure target concept has not undergone critical scrutiny. This
concept has not been the primary focus of the Commission's hearings and work over
the past several years. Consequently, the Commission has not had the benefit of the
same type and degree of expert advice, public comment, and research that were re-
flected in its recommendation on the RBRVS fee schedule. This is unfortunate, par-
ticularly given the fact that the expenditure target approach could have even great-
er ramifications for the quality and accessibility of medical care in this country
than a fee schedule.

e The purpose of the expenditure target approach is to limit services provided to
Medicare beneficiaries. As such, it is a form of rationing. According to the diction-
ary, "ration" means to restrict to limited amounts. The Commission acknowledged
in its March 1988 report to Congress that "the intent of expenditure targets is to
make explicit to physicians the limits of the resources society has decided to make
available for health care...

Presumably, the Commission intends for only "unnecessary" or "ineffective" serv-
ices to be eliminated. Given the lack of data and consensus on the effectiveness of
different medical services and procedures-and the inherent contradiction in at-
tempting to set a limit on overall expenditures without any public consensus of how
much should be spent on medical care-it takes a large and unjustified leap of faith
to presume that only "waste" will be cut from the system.

Put into individual terms, expenditure targets can only work if individual doctors
decline to provide certain services to their patients that they otherwise would have
provided. Without a scientific basis for making such a determination, however, it is
just as likely that "effective" as "ineffective" services will be denied, particuiarly in
grey areas where there is no clear consensus on what is the best way of treating a
particular problem. Consequently, it is the patient, not the physician, that is at risk
under the expenditure target concept. This distorts the physician's traditional role
as advocate of his or her patient, by placing the physician in the position of limiting
services to patients in order to meet predetermined targets established by the feder-
al government.

e It is unclear how the medical profession can collectively control utilization
across the country in order to meet the expenditure target. An individual physician
who practices a conservative style of medicine would still be financially penalized if
overall expenditures exceed the expenditure target limit. Similarly, lower cost re-
gions of the country will be at risk for higher utilization in other parts of the
nation. Physicians in one specialty will similarly be at risk if physicians in other
specialties increase their volume of services. Consequently, expenditure targets
place individual physicians at risk for behavior by their colleagues that is outside
their own control. Moreover, there is no organized system of utilization review now
in place nationwide that would enable the profession to collective control the
volume of services.

What is needed instead is the development of the data and scientific basis needed
to establish guidelines for evaluating the effectiveness of different medical and sur-



196

gical interventions. ASIM recently released a 14-point plan for controlling the
volume of ineffective services. Copies are available from ASIM. A strategy designed
to obtain the knowledge-and the means-for reviewing and evaluating the effec-
tiveness of different ways of treating ptients offers far more potential than expend-
iture targets for appropriately controlling the volume of ineffective medical services,
without compromising patient care. By developing guidelines first for high volume
procedures where it may be relatively easier to obtain a consensus on effectiveness,
it is likely that the Medicare program can begin saving significant amounts of
money in the relatively near future-without resorting to the imposition of expendi-
ture targets.

For these reasons, ASIM urges Congress to act cautiously before rushing into a
decision on national expenditure targets. A cautious approach to making a decision
on expenditure targets, however, should not preclude an early decision on imple-
mentation of an RBRVS fee schedule. Reform of the pricing system needs to be done
regardless of what approach to the volume problem is ultimately decided upon by
Congress. Moreover, unlike the expenditure target concept, the RBRVS fee schedule
has a far longer track record of public debate, research, and evaluation that will
enable Congress to make an informed decision now on the desirability of this policy
recommendation. Therefore, it makes no sense to hold the decision on the RBRVS
fee schedule hostage to making a final judgment on expenditure targets and alter-
native approaches to controlling volume,

STATEMENT OF THE AMERICAN UROLOGICAL ASSOCIATION

The American Urological Association (AUA) is the national medical specialty soci-
ety representing nearly 5,000 of the nation's urologists engaged in teaching, re-
search and clinical practice. Urology was one of the eighteen medical specialties re-
viewed by William Hsiao, Ph.D. and his research team at lH¢arvard University in
their development of a resource based relative value scale (RB-RVS). AUA has
worked closely with the Physician Payment Review Commission (PPRC) on several
aspects of a new Medicare fee schedule and Welcomes the opportunity to comment
on the Commission's proposals.

RECOMMENDATIONS OF THE PHYSICIAN PAYMENT REVIEW COMMISSION

PPRC has spent much time working on their 1989 report and AUA has been an
active participant. We applaud the openness of their process and the excellence of
their staff. While AUA does not always agree with their conclusions, we recognize
that PPRC has tried hard to resolve some difficult issues and has been open to op-
posing views.

AUA is, however, very concerned that there may be a rush to judgment in favor
of PPRC's new fee schedule without an adequate opportunity to complete the kinds
of work that PPRCrecommends and without adequate testing of the concepts in the
real world. The report is filled with recommendations for additional studies and re-
finements. Major issues still need to be resolved. AUA urges Congress to allow those
efforts to go forward before deciding on the utility of this particular method of de-
termining Medicare payments to physicians. For example, it appears that eight of
the eighteen medical specialties reviewed for the Hsiao study are being reanalyzed
in one fashion or another. That fact should argue strongly for delay in adopting the
new fee schedule. AUA is now examining material recently published material by
Hsiao to see if urology also needs to be re-examined.

Medicare now operates with an individual fee schedule for every physician, based
on individual charge histories. PPRC proposes moving from this highly individualis-
tic set of fee schedules to a national one. The primary basis would be resource costs
as opposed to charges. Congress must decide whether moving to this national fee
schedule is appropriate and would lead to program improvements. However, a new
fee schedule is just as likely to introduce problems into the payment system as did
the current process. AUA acknowledges that the way Medicare payment is now de-
termined is not perfect; however, it is naive to assume that a new system, whatever
its basis, would not introduce its own distortions. With that in mind, AUA urges
great caution in the Congressional consideration of these proposals to dramatically
alter the current system.

AUA questions whether or not resource costs should be the only or even the pri-
mary basis for determining Medicare payment. Even conceding that there are some
inappropriate disparities in the payment for different kinds of services, the science
of analyzing resource costs is so new that we have little confidence that such a
system will improve the current situation to any great degree.
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PPRC has accepted as the basis for the RVS the initial estimates of physician
time and effort developed by Dr. Hsiao at Harvard. PPRC acknowledges that much
work still needs to be done to refine that methodology. That is why we believe Con-
gress should defer action on a fee schedule based on resource costs until the further
analytical work has been completed. Significant questions remain about the pre-
and post-work measurements, the quality of the vignettes, the way in which physi-
cians responded to the questionnaires, the extrapolations to non-surveyed proce-
dures and other technical aspects of the study. The results are very important to
Medicare patients, physicians and the government. It is essential that the work be
completed properly before the conversion to a new system is made.

We agree with the Commission that any fee schedule should incorporate practice
costs calculated separately. However, AUA would be concerned if the use of an
index averages costs in such a way that many physicians will not recoup their real
costs of practice because they don't meet some "average" definition. Practice costs
might have to be figured more on an individual basis in order that physicians be
treated fairly in all parts of the country. The cost of living, as well as the cost of
practice, may need to be examined in order to assure payment equity among physi-
cians. Some payments in certain geographic areas are badly in n of upward ad-
justment; however, cost of living differences are real and cannot be ignored. To sug-
gest, as does PPRC, that surgeons in large cities could have their Medicare income
reduced by 25% is not appropriate. Such a conclusion totally disregards the realities
of living and working in those areas. Other professions may adjust their fees to re-
flect cost-of-living. Why should physicians be singled out for this unfair treatment?

We are disappointed that the Commission does not want to include a factor for
additional specialty training because we think that specialized training is an impor-
tent component of the service that the patient receives. We do not believe that
simply because two different kinds of physicians, one specialized and one not, use
the same CPT code means the patient has received the same service. We believe
that there are efficiencies, economies and intensities that a specialized physician
brings to a service that should be accommodated in any payment structure.

The AUA is working with PPRC on the definitions for evaluation and manage-
ment services, as well as on the global surgery package. We believe that PPRC has
done some excellent work in this area. Because work on these definitions is not fin-
ished, it is very difficult to make comparisons between evaluation and management
services and surgery. Therefore, we think those comparisons should await a stand-
ardized set of definitions, which is the object of this effort. Until everyone is speak-
ing the same language, comparisons will have little meaning.

PPRC has recommended that there be a limit on balance billing on all unassigned
claims. The American Urological Association objects to that proposal, preferring
that the balance billing limits be associated with the income levels of beneficiaries.
AUA believe that mandatory assignment should apply to low income Medicare
beneficiaries. On the other hand, we see no reason why physicians, non-Medicare
patients and taxpayers should have to subsidize the cost of medical care for those
Medicare beneficiaries who are perfectly capable of paying the charges in full.

PPRC cites the need to monitor the impact of the new fee schedule if its recom-
mendations are adopted by Congress. This suggests a degree of uncertainty about
the proposals which we find very troublesome. AUA believes it would be better for
Congress to subject the recommendations to demonstration projects to see if they
work as intended. We believe that many of the impacts of such a system can not
fully be appreciated in advance, regardless of the skill of the simulators; therefore,
we urge demonstration projects before adoption of this or any other new national
fee schedule.

The most controversial part of the PPRC recommendations is the national ex-
penditure target forphysician services. While we recognize the difficulty of dealing
with the current budget situation, we do not believe that an arbitrary expenditure
cap or budget ceiling or target is appropriate. AUA thinks it will lead to rationing
of care over time, much as has happened in the Medicaid program in many states.
In those nations where budget targets have been implemented, patients have experi-
enced long waiting lines or denial of care. We do not believe that is an acceptable
trade-off for the American public. We believe that Congress should reject the recom-
mendation for a national expenditure target for physician services. It is too simplis-
tic an approach to this extremely complex problem.

An alternative to a target to control growth in volume is the use of guidelines or
standards for medical care. We urge Congress to work now with the physician com-
munity to develop standards of medical care. There is no question that medical un-
certainty causes some inappropriate utilization. To the degree the physician commu-
nity can reach a consensus, inappropriate utilization can be reduced. We think that
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medically derived standards of care are a far better approach to dealing with pro-
gram growth than arbitrary budget targets.

As part of the development of these guidelines, we urge Congress to create an en-
vironment in which physician organizations feel free to develop and publicize these
standards. Man physician organizations are now concerned that they will run afoul
of the Federal Trade Commission or the Anti-trust Division of the Justice Depart-
ment if they pursue these activities. We believe that Congress should create a cli-
mate in which the physician community can work with other public interests to de-
velop effective standards of care that will curb inappropriate utilization. The ab-
sence of this climate will slow the development of these guidelines and certainly
reduce the appropriate medical input.

Medical care is sufficiently complex to require that the specialists who perform
services be the ones most involved in the development of standards of care. It
simply cannot be done by those who are unfamiliar with the particular services in
question. Do not assume that all physicians know all things about all medical prac-
tice. This means that AUA and urologists should develop the standards for urologic
care. Other specialists should examine their own fields. These standards should then
be carefully reviewed by other interests before adoption as part of the overall pay-
ment mechanism.

Part of this activity should be a strengthened research effort examining the effec-
tiveness of various medical practices. This program should look at areas where med-
ical uncertainty exists and try to help physicians resolve that uncertainty. We are
encouraged that Congress is moving in this area.

Finally, we concur that PPRC is on the right track when it recommends some
limits to the kinds of incentive plans that should be used in health maintenance
organizations and other prepaid settings. We do not object to all incentive programs
designed to encourage appropriate use; however, we believe that those which put
the referring physician at great financial risk can lead to inappropriately low utili-
zation of services. We believe that Congress should heed the recommendation of
PPRC in this regard.

IS TURP "OVER-VALUED"?

A major concern AUA has with the preliminary results of the PPRC's work is the
suggestion that transurethral resection of the prostate (TURP) is overvalued by
Medicare by some 18%. A reduction in Medicare payment for TURP of that magni-
tude would have a significant impact on urologists.

In 1987 Congress reduced payment for a number of surgical and diagnostic proce-
dures, including TURP. AUA argued at the time that TURP was not over-valued.
We felt that the only reason for including TURP was the fact that it is the second
most common surgical procedure under Medicare. In the absence of an alternative
to care for prostatic enlargement and its symptoms, TURP will continue to be a
high volume Medicare procedure because the condition that it successfully treats is
one that occurs commonly among older men.

TURP is now going to be subject to pre-admission review by PROS throughout the
Medicare program. If the 1987 volume of 255,471 procedures is inappropriate, this
intensive PRO review will reduce it.

Since 1987, more data on TURP has become available. An independent, nation-
wide study of urology practice completed in late 1987 is the source of this new infor-
mation about TURP and other aspects of urologic care. Based on that information,
we reaffirm our belief that TURP is not "overvalued" by Medicare and we dispute
the conclusions of PPRC.

There are several reasons why AUA feels that TURP is not "over-valued". First,
the 1987 survey of practicing urologists asked them to rate a series of urologic pro-
cedures according to their relative value. The survey sample was over 20 times
larger than the one used by William Hsiao and the Harvard research team to devel-
op its relative values for urology. The large sample of urologists put TURP at a
higher level of relative value than had Dr. Hsiao in either his 1985 or his 1988 anal-
ysis.

AUA has also seen a variety of views on the relative value of TURP. Since 1986 it
has been suggested that TURP is overvalued by 40%, 18%, and 36%; that its rela-
tive value is close to the Medicare charge level; and that it may be under-valued
sligty.

The point of all of this is not to say that the AUA survey was right or that Dr.
Hsiao was wrong, but to demonstrate that determinir, relative value is not easy.
This is amply demonstrated by the variation in the results of the different analysis.

Our concern over the limits of this analysis are shared by others. For example, we
cite the Physician Payment Review Commission's draft report. In Chapter Il-1, on
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pge 2, PPRC notes "the data from those specialties already studied in phase I must
reanalyzed and in some cases individual specialties restudied with the improved

methodology." The recognized need for these improvements argues strongly that
Congress should be cautious in adopting PPRC's recommendations or using them for
budget decisions.

Another reason why TURP should not be considered an "overvalued procedure" is
found in Dr. Hsiao's own work. When he published his initial results in October
1988, he wrote an article in the Journal of the American Medical Association of Oc-
tober 28 (Volume 260, No. 16) looking at the potential effects of a resource based
relative value scale (RB-RVS). On pages 2431 and 2432 he included a table (table 2)
which compared 1986 Medicare mean charges (mean submitted charges in 1986)
with the RBRVs for the services of many medical specialties, including urology. He
concluded that the relative value for TURP was 1,433 and the 1986 Medicare mean
charge was $1,412. Dr. Hsiao then noted the following: "Table 2 presents the RBRVs
for four selected services in 18 specialties and compares them with 1986 mean
charges submitted to Medicare. These data are presented to enable physicians and
reimbursement experts to assess for themselves the reasonableness of the RBRVs
and to see how they differ from the current charges."

Dr. Hsiao further notes in the same article "as Table 2 shows, the ratios of Medi-
care charges to RBRVs vary widely, from 0.16 to 1.62. In other words, current
charges do not consistently reflect the resource cost of services." However the re-
source cost of a TURP was extremely close to the current charges. Can we then con-
clude that current charges for TURP "consistently reflect the resource cost of serv-
ices"? If so, how can it be argued that TURP is over-valued by Medicare? It is only
by applying a "budget neutral" control to the analysis that Dr. Hsiao and PPRC
concluded that TURP is overvalued (by very different amounts).

Another reason why AUA feels that TURP should not be considered overvalued
by Congress is that the comparison of Medicare charges and relative values is gener-
ally a comparison of apples and oranges. That is, the Medicare payment reflects the
bundle of-surgical services-all the things both before and after the operation, both
in and out of the hospital, that the surgeon includes in the fee to the patient. From
the 1987 study of urology, AUA has a good understanding of the surgical bundle for
TURP. Thus we know that the Medicare payment reflects a number of individual
services and visits. The measurement of TURP by Dr. Hsiao and PPRC does not re-
flect all of those inputs. Tn fact, PPRC is working on a model definition of the surgi-
cal bundle for all surgery to insure that meaningful comparisons can be made. That
work is not complete. What this means is that these relative values measure only
part of the surgical bundle, whereas the payment measures the whole bundle. Until
such time as PPRC completes its work on the surgical bundle definition, including
one for TURP, AUA thinks that these kinds of comparisons are inappropriate and
inadequate, and should not be the basis for policy or budget decisions.

Finally, AUA has compared what Medicare a s for TURP to payments by other
third party payors. In almost every case the Medicare payment is less than private
pay. The average difference is twenty percent. This does not appear to us as if Medi-
care "overvalues" TURP when compared to other payors.

IMPACT OF TURP PAYMENT CHANGE ON UROLOGIC CARE

There is another consideration specific to urology which the Committee needs to
look at very carefully. TURP is a major surgical procedure for urologists. It makes
up a large part of their surgical case load and is an important c'urce of revenue for
the physician. Urology is a narrow specialty. That is, there art relatively few proce-
dures and services that urologists provide to patients when compared to other medi-
cal specialties. If payment for one procedure is cut in another, broader specialty,
those surgeons may be able to absorb that cut more easily and minimize some of the
impact. The urologist, on the other hand, does not have the breadth of procedures
and the dislocation can be magnified.

A recent study of Connecticut Medicare claims data for 1986 indicates that Medi-
care payment for TURP is 86% of the total Medicare revenue for urologists in that
state. The 1987 study of urologists nationwide demonstrated similar levels of reve-
nue from this procedure. That means that the degree of dependence on TURP is
high and changes in payment are keenly felt. This reinforces the fact that a sub-
stantial reduction in payment for TURP would have a disproportionate impact on
urology.

The chief concern of Congress for the Medicare program must be to assure that
program beneficiaries continue to have access to important health care services.
Over the last decade, the number of urologists around the country has increased.
This is fully documented in manpower studies conducted by AUA in 1975 and 1985.
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The impact of thi", growth is an increase in the ratio of urologists to population and
a dispersion oi' urologists out of metropolitan areas and tertiary care centers into
smaller communities and their hospitals. What this means for Medicare patients is
that urologic services are more readily available close to home than they once were.

However, continued erosion of Medicare payment could have the effect of erasing
these gains in the distribution of urologic care. Often payments are already lower in
those non-metropolitan areas and further cuts could be very disruptive.

For example, in the states of Kansas, West Virginia, Minnesota and Texas there
was a substantial increase in the availability of urologic services between 1975 and
1985. Even so, according to AUA's 1985 study, in Kansas 82 of 105 counties had no
resident urologist and another 17 counties were served by no more than two urolo-
gists. In West Virginia, 34 of 55 counties have no resident urologist and nearly 30%
of those in practice today are over 55, thus nearing retirement. If these physicians
retire or leave, patients will need to travel farther to receive urologic are. At best
this is an inconvenience to patients and their families. At worst, it could be danger-
ous.

In Minnes . a,, thirty seven percent of the practicing urologists in 1985 were over
55. Retirement of this many physicians would significantly affect the availability of
urologic services in that state.

Texas perhaps showed a more dramatic picture. In 1985, nearly 40 percent of all
urologists in the state were over 55. Of four urologists in Anderson County, only one
was under #i0. The youihgest urologist in Angelina County was 54. Man, other Texas
counties were similarly situated or else had no urologists in them (203 of 254 coun-
ties). Patients in these counties can and do travel to get services. Some may not be
inconvenienced; others may be.

Once available only in relatively populous areas, urologists have moved to other
communities and are meeting medical needs there. However, if the income stream is
not available to sustain a practice, these physicians may be inclined to leave these
smaller communities and rural areas in favor of better paying metropolitan areas.
Some physicians may decide to retire since they feel that the efforts of medical prac-
tice are no longer worth the income to be derived from it. If they do, it may be very
difficult to replace them with competent urologists because payment in the rural
areas is low. Since payment in rural areas and small towns is already below that of
the cities, to erode that further only makes it more difficult for these communities
to sustain this medical care.

Now it might be argued that many of those services can be provided by other phy-
sicians, but such a result would not be consistent with good or economic medical
care. A surgeon not trained in urology is likely to have little experience with TURP
and would probably choose an open prostatectomy if called upon to deal with an
enlarged prostate. That is an easier operation for a surgeon to perform, but it has a
minimum hospital stay of eight to nine days and a much longer recovery period for
the patient than does TURP. A TURP has a hospital stay of 3 to 4 days, a reduced
mortality and morbidity rate, and a faster recovery time. The TURP is thus the
more economical and efficient procedure not only for the patient, but also for the
Federal government (the physician's fee for both procedures is about the same).
Thus it is more efficient to have urologic services available to these patients than to
not have them available. Certainly from the point of view of the patient, it is better
to be closer to home and family during the surgery and follow-up care.

It is extremely important that as Congress evaluates budget options, it look close-
ly at the impact these policies may have on the delivery of health services in small
communities and rural areas. Already the rural hospitals are concerned about the
impact of DRGs. We urge you to be similarly cognizant of rural physicians of all
specialties. Remember that Medicare beneficiaries need not only primary care, but
also other kinds of specialized medical care. This is dictated in large part because of
the chronic illnesses that frequently afflict older people and require specialized at-
tention and intervention.

In conclusion, AUA congratulates the Physician Payment Review Commission
and its staff for the extensiveness of its analysis and the willingness of the Commis-
sion to try to accommodate many important needs and concerns. We believe, as
PPRC apparently does, that a great deal more work needs to be done on the design
of a new fee schedule for Medicare. We hope that you will also recognize that need
and allow more work to go forward before you act to put a program in place.

We disagree with PPRC that resource costs should be the primary means of deter-
mining payments. We think that other factors need to be incorporated and that
through a balancing of these inputs a variety of diverse goals can be achieved. We
believe strongly that the patients who are served by the Medicare program should
continue to have access to the full array of medical services that are available to
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anyone else in the United States. Congress should not take steps now that may
make the Medicare patient a second class citizen when it comes to medical care.
That would be a tremendous disservice to the patients who rely upon this program.

STATEMENT OF THE COLLEGE OF AMERICAN PATHOLOGIST

The college of American pathologists appreciates the opportunity to comment on
the 1989 recommendations of the Physician Payment Review Commission and on
the budget proposal to eliminate an increase In the Medicare Economic Index (MED
update for nonprimary care services in fiscal year 1990. The College represents
more than 10,500 physicians who are board-certified in pathology. Our members pro-
vide patient care services in hospitals and independent laboratories.

PHYSICIAN PAYMENT REVIEW COMMISSION (PPRC) RECOMMENDATIONS

The College commends the Commission on its work and supports some of the pro-
posals made by the Commission. Other recommendations are premature or unwise
in our view. We strongly advise against adopting all of the PPRC recommendations.
We submit the following specific comments on the 1989 recommendations of the
Commission:

1. The College strongly advises against including pathology services in RBRVs im-
plementation until the Hsiao restudy of our services is completed and the RBRVs
have been subjected to the same rigorous review that has been applied to the RBRVs
developed in the first phase of the study.

The College of American Pathologists has communicated to the Physician Pay-
m-nt Review Commission on several occasions the need for a restudy of the re-
source-based relative values (RBRVs) of pathology services. We have met with Wil-
liam Hsiao, PhD, and are continuing discussions with him regarding parameters of
a restudy. These discussions have been productive. The College Board of Governors
has approved funding of the restudy based on a preliminary cost estimate provided
by Dr. Hsiao. In his communications to us and to the Congress Dr. Hsiao indicates
that he is confident that a mutually satisfactory agreement for restudy can be
reached. We share that confidence.

Use of the current RBRVs for pathology services is clearly inappropriate given
the many problems with data collection and cross-linkage for pathology that we
have identified. Dr. Hsiao has indicated that a pathology restudy could be completed
by the end of 1990. It is inequitable to implement a pathology RBRVs in advance of
completior. and review of the restudy.

In addition, a report on a relative value scale fee schedule for pathology services
is being prepared by the Secretary of the Department of Health and Human Serv-
ices, as required by the Omnibus Budget Reconciliation Act of 1987 (P.L. 100-203).
This report could provide useful information on the relative values of pathology
services.

2. We encourage the Subcommittee to reject the PPRC recommendation for a short
(six month) RBRVs start-up period regardless of when authorizing legislation is en-
acted.

We oppose implementation of a pathology RBRVs on April 1, 1990, and until the
Hsiao restudy of pathology services is completed and has been subjected to rigorous
review.

The Commission recommends enactment of legislation this year to establish a
Medicare fee schedule based on RBRVs with implementation six months after en-
actment and a two-year transition period.

We believe there are ample examples in Medicare program history to support a
conclusion that implementation of an RBRVs fee schedule will be characterized by
disruption and confusion among physicians, Medicare carriers, and Medicare benefi-
ciaries. Implementation of such a revolutionary change without adequate prepara-
tion by the Health Care Financing Administration and carriers and with inadequate
attention to communication to physicians and beneficiaries will only worsen the dis-
ruption that the change will produce.

We do not believe that a six-month period from authorizing legislation to imple-
mentation date is adequate for preparation and communication about the change.
For example, if the Medicare Participation program is to continue then equity
would require that physicians be given an opportunity to sign or rescind participa-
tion agreements base on knowledge of new fee schedule amounts. We do not be-
lieve that Medicare carriers would be able to establish the new payment methodolo-
gy and provide physicians with the information necessary to a participation decision
within six months of enactment of legislation.
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3. We support and appreciate the decision of the Commission not to recommend
mandatory assignment. We believe that Commission staff analysis of current bal-
ance billing characteristics demonstrates that balance billing amounts are not a
problem for pathology services. Likewise mandatory assignment for pathology serv-
ices would do little to reduce the out-of-pocket medical expenses that beneficiaries
incur.

It has been suggested that balance billing is inappropriate in the context of a
Medicare fee schedule that seeks to rationalize payment among services and physi-
cians. We believe that it is inappropriate to mandate assignment in the context of a
new payment methodology, untested and as yet incomplete, that will likely require
refinement and adjustment.

4. We support the Commission statement that a national fee schedule requires that
codes for physician services be interpreted uniformly by all physicians and carriers.
We believe that physicians who provide the services described by the codes should
determine how services are coded and be involved in any effort to define coding
policy. RBRVs for pathology services should not be implemented until ambiguities
in coding interpretation and use of surgical pathology codes have been resolved.

5. The College supports the development of clinically relevant practice guidelines
that respond to questions of utilization of laboratory tests. We believe that physi-
cians knowledgeable in applications and limitations of laboratory testing are the ap-
propriate source of such guidelines. Federal funding for private sector physician-de-
velopment of practice guidelines could produce clinically sound guidance that physi-
cians can integrate into their practices. Toward that goal, the College sponsored a
Consensus Conference on Appropriate Laboratory Testing Guidelines in March 1989.
Representatives of medical specialties, the Blue Cross/Blue Shield Association, gov-
ernment agencies, industry and labor participated in what we believe was a produc-
tive first step in development of appropriate laboratory testing parameters.

6. The College opposes expenditure targets for physician services. The Commission
recommends a national expenditure target under Part B to be used to determine
annual conversion factor updates under the fee schedule. The target would reflect,
in part, a decision concerning the appropriate rate of increase in volume of services
per enrollee that would reflect tradeoffs between beneficiary needs, technological
advances, and affordability.

The College believes that physicians must share the responsibilities of balancing
escalating costs, responding to questions of utilization, and assuring access to needed
health care services. Practice guidelines, appropriately developed and applied, hold
promise for ensuring that needed care is provided and unnecessary services cur-
tailed. The Commission also recommends other policies intended to reimburse physi-
cians and beneficiaries appropriately for needed services, such as realignment of rel-
ative values of payment levels, new definitions of some service codes and service
groupings, and development of practice cost and geographic variation factors.

To impose upon this network of new payment methodologies a rationing mecha-
nism such as expenditure targets is a radical departure from the Medicare program
commitment to provide beneficiaries with (covered) medically reasonable and neces-
sary services. When implemented in the context of Medicare policy intended to iden-
tify and pay for needed services only, an expenditure target would implicitly sanc-
tion withholding of payment for services that are needed. The obvious product of an
expenditure target would be an incentive to ration needed services.

We encourage the Subcommittee not to adopt the PPRC recommendation for use
of expenditure targets.

FISCAL YEAR 1990 FREEZE PROPOSALS

The College opposes elimination of the MEI update for nonprimary care services.
The Administration proposes that nonprimary care services receive no prevailing

charge update in 1990. Nonprimary care services are defined as services other than
physician visits provided in an office, nursing home, home, or emergency depart-
ment setting. The Medicare Economic Index is an inflation index used to limit up-
dates in prevailing charges to increases in overhead and general wage levels. Non-
primary care services are affected by inflation in overhead and other costs just as
are primary care services. There is no credible evidence that pathology physician
services are overpriced. We believe it is inequitable to forego the scheduled MEI
update for pathology services.

The College would also oppose any proposal to freeze clinical diagnostic laboratory
services in 1990. Payment for these services has been the subject of numerous reduc-
tions and limitations in recent years. In 1984 Congress radically changed the pay-
ment methodology for Medicare clinical diagnostic laboratory services. In every
budget reconciliation act since 1984 the Medicare fee schedule or these services has
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been subjected to additional restrictions, reductions, rebasing, or ceilings. Further
restrictions could seriously compromise the quality of clinical diagnostic laboratory
services.

CONCLUSION

The College of American Pathologists urges caution in early implementation of a
RBRVs. In particular, pathology services should not be included in an RBRVs until
the Hsiao restudy of pathology is completed and subjected to the same rigorous
review that has been applied to other parts of his work.

We oppose freezing of pathology physician services and clinical diagnostic labora-
tory services in 1990. These services are subject to the same inflation as other serv-
ices and should receive their scheduled updates.

Thank you for the opportunity to comment on PPRC 1989 recommendations and
Admin stration budget proposals for 1990.

STATEMENT OF THE HEALTH INDUSTRY MANUFACTURERs AsSOCIATiON

The Health Industry Manufacturers Association, known as HIMA, is pleased to
have the opportunity to present our written statement on physician payment
reform.

HIMA is a national trade association representing more than 325 manufacturers
of medical devices, diagnostic products, and health care information systems. These
are technologies used by physicians-and increasingly by physicians in their offices.

Our statement speaks to one issue-the resource-based relative value scale
(RVS)--and makes one point: As the Subcommittee works to make an RVS fair and
effective for physicians, it should work also to make an RVS fair and effective for
the tools physicians need to help patients.

The Physician Payment Review Commission's work on RVS, and that of Professor
Hsiao, are thoughtful attempts to build a better system for physician payment. But
this system will not be better unless at least two things are true:

* The original construction is sound.
* The system keeps working over time.
Our statement speaks to both these points. We are pleased that the Physician

Payment Review Commission has taken significant steps to address these points. We
urge the Subcommittee to do so as well.

1. RVS CoNSTRUCTION ISSUES: MAKING PRACTICE COST DATA MORE ACCuRATE

Fundamentally, construction of a resource-based RVS should reflect just that: The
resources physicians need to do their jobs. The Hsiao RVS attempts to do this in
several ways. For now, we focus on his methodology for determining physician prac-
tice costs.

Identifying a physician's practice costs for technology is sometimes elusive:
" Use of medical technology varies by physician service and procedure.
" Use of medical technology varies (and increasingly so) by site of care.

Failure to address these complexities could result in incorrect judgments as to how
much should be paid and confusion as to what is being paid for. It could also inap-
propriately skew decisions of physicians about what technologies to acquire and de-
cisions of innovators about what research areas to pursue.

We are pleased that the Physician Payment Review Commission is exploring a
methodology that would more precisely account for technology used by physicians.
We support this and have been pleased to work with the Commission to facilitate a
pilot survey to measure more accurately the technology component of practice costs.

We add our own thoughts below:

A. USE MORE CURRENT DATA

Professor Hsiao used the HCFA Physician Practice Cost and Income Survey. This
survey collected cost data that was already five years old when the Hsiao report was
released in 1988. And while Professor Hsiao, for that five-year period, assumed a
relatively constant level of technology, it is far from clear that this basic assump-
tion is correct. Moreover, his assumption that technology was uniform within and
across specialties is to us suspect.

Three broad measures point up how much can hr-ppen in five years:



204

• Between fiscal year 1985 and 1988, the Food and Drug Administration approved
more than 200 premarket approval applications (PMAs) for new medical devices.
PMAs are required for devices that represent significant technological change.

* Between January 1983 and May 1988, HCFA issued more than 70 national Med-
icare coverage decisions. Most if not all of these decisions caused a change in the
package of products and procedures that Medicare considers good medicine.

* In April 1987, HCFA significantly expanded the number of Medicare-covered
ambulatory surgical center procedures, as evidenced by a four-fold increase from 400
to 1,600-in the number of codes for these procedures.

To be sure, none of these trends can be tied with precision to physician practice
costs. They nonetheless underscore what intuitively we know to be true: Medicine
has changed significantly in the last five years.

In addition to these trends, we note below more specific ways technologies have
affected physician practice costs since the 1983 HCFA survey was conducted:

* New Technologies Have Been Introduced. Some technologies simply weren't
being used (or used widely) at the time of the 1983 survey. In this category is use of
lasers for cataract removal, a procedure now commonly employed to improve vision.

* Existing Technologies Have Been Used For New Indications. Other technologies,
though in existence in 1983, were used in the years that followed to address new
kinds of medical problems. Arthroscopic devices, for example, were used for knee
surgery in 1983. But since then, incremental improvements in the device have al-
lowed arthroscopy to be performed on wrists and temporomandibular joints.

Existing Technologies Have Been Used At New Sites. Doppler ultrasound permits
non-invasive monitoring of cardiac output. Since 1983, many of these procedures
have moved to physicians' offices from other sites of care.

Use of Supply Items Has Changed, Too. The examples above are at the upper
reaches of technology. But changes have occurred in lower technology items, too.
For example, AIDs has significantly increased the use of gloves, which physicians
and their employees now wear during a wide range of medical and surgical inter-
ventions.

And finally, examples like those above make it hard for us to concur in Professor
Hsiao's assumption that technology costs among specialties have stayed the same in
a relative sense. For this to be true, technological change would have had to occur
uniformly across specialties, across procedures within specialties, and across geo-
graphic areas. We believe innovation is too dynamic and pluralistic to conform to
such neat symmetry.

In sum, the data accounts neither for technological change itself nor for its varia-
tion across medical specialties, procedures, and geographic areas. Without more cur-
rent data, an RVS cannot adequately capture the physician practice costs the
system is supposed to measure.

We recommend no RVS be implemented until it can be constructed with better
current data.

B. USE A MORE PRECISE METHODOLOGY

1. A More Precise Survey
The HCFA data used by Hsiao is not only out of date; it is imprecise in what it

measures:
* The survey did not request costs of specific medical technologies, only of overall

equipment and supplies purchased.
* The survey may not have captured depreciation costs of equipment purchased

in a year other than the year the survey was conducted.
* Price and volume may be inversely related. As the volume of products being

purchased by a physician increases, the unit price may well decline. The same prin-
ciple applies to the volume of procedures a physician provides. The more procedures
across which the physician's costs can be spread, the lower the cost per procedure. It
is not clear to us that Hsiao's survey reflects these subtleties.

But if it is unclear what is being measured, one point stands unambiguous: The
survey used by Professor Hsiao does not adequately reflect the costs of a physician's
technological resources.
2. A More Precise A lloca tion System

HIMA believes a physician's technological resources should in some fashion be
tied to the individual procedures in which those resources are used. While we need
to study further the Commission's methodology for incorporating practice costs into
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the RVS, it appears to allocate practice costs more precise than Professor Hsiao's
approach. We comment on Professor Hsiao's approach below.

As the Commission has pointed out, the Hsiao methodology is built around aver-
age practice costs for each medical specialiy. Thus, Professor Hsiao allocates the
practice costs for use of technology for a given procedure at the same rate for all
procedures in that specialty, even though procedures within a specialty (and their
technological components) may differ radically. Said another way: Each physician in
the same specialty is assumed to be using the same technological resources, regard-
less of what procedure he is performing or where he is performing it. For example,
the RVS payment (based on the Hsiao methodology) to a dermatologist for surgical
removal of a port wine stain would assume the dermatologist uses the same level of
technology as all other dermatologists in all other dermatology procedures. Yet to
remove the port wine stain, a laser is used, and this will cost more than the average
technology cost Hsiao assumes for each dermatology procedure. And even for those
dermatologists who use lasers, there are different kinds of lasers. Bottom line: Some
dermatologists will be overcompensated, cthers undercompensated.

That is the basic problem. But the basic problem may be aggravated by another
aspect of the Hsiao methodology-the way practice costs for a specialty are associat-
ed with procedures in that specialty.

As the Commission has noted, Professor Hsiao assigns a specialty's practice costs
(including assumed costs of technology) to each procedure in the specialty at a rate
-that is proportional to the "total work" (a separate tributary of the RVS formula)
required for that procedure. The assumption is that technology costs will be high
where total work is high and low where total work is low.

Reality, however, may stubbornly resist such a neat pattern. Total work-time,
mental effort, technical skill-may, in at least some instances, be inversely related
to costs of technological resources. For example, an arthroscope can reduce a physi-
cian's total surgical time. Yet under the Hsiao methodology, a surgeon who invests
in an arthroscope, and whose total work is thus lowered, will be incorrectly assumed
to have realized a concomitant reduction in technology costs.

Dr. Hsiao has acknowledged that technology-intensive procedures are underval-
ued. He suggests addressing this problem through the "conversion factor," the mul-
tiplier that would convert RVS weights to dollars. This, however, would raise the
system's accounting for technological resources to a more global (and less precise)
level.

Our recommendation goes the other way. We prefer the Commission's service-spe-
cific methodology, which more closely ties a physician's technological resources to
the individual procedures in which those resources are used. Again, we reserve final
judgment until we can more thoroughly analyze the Commission's work.

I. RVS MAINTENANCE IssuEs: ALLOWING PHYsicIANS TO Gz'r THE TooLs THEY NEED
An RVS system must not only be constructed well. It must keep working well

over time. We are pleased that the Commission recognizes the importance of this.
Health care, like most things, is not static. Nor should it be. Does anyone want to

go back to the care we had a decade ago? To that of five years ago? And what about
what we have today? Freezing the current level of technology is no more attractive
than using iron lungs to fight olio.

An RVS must capture health care's changes in a timely, effective, and fair way. If
this is not done, and done systematically, the dynamism of medicine will collide
with the rigidity of regulation, producing requests for an RVS overhaul.

It is to us instructive that the Prospective Payment Assessment Commission
(ProPAC), now five years into its experience with DRG's, has recognized the impor-
tance of a payment system flexible enough to keep pace with changing medicine:

* With about 2V years of DRG experience available to it, ProPAC, in 1986, said
this:

[A] recalibration schedule should be set in advance so that the hospital industry
can anticipate when changes in the weights will occur ... Given how quickly
practice pattern changes that affect relative resource use among the DRGs can
occur, the four-year maximum cycle is clearly too long to keep the weights cur-
rent. Even with an annual cycle, the most current patient billing data will be
two years older than the year for which the weights are set.

* Also in 1986, ProPAC recommended annual recalibration of the DRG weights,
finding these adjustments "necessary to account for changes in medical practice,
technology and.., coding." (The law was amended to make this change.)

Keeping an RVS system current is in at least some ways more challenging than
keeping DRG's current.
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The data on which DRG system changes are based are hospital charges and/or
costs. This is information hospitals routinely compile. And it is information HCFA
routinely collects on an annual basis. Thus, as charge and/or cost data is received
by HCFA and recorded, it can be used to make changes in the DRG weights and
classifications.

The data source for a resource-based RVS, however, is not so readily available,
since the key, underlying factors are physicians' total work and practice costs.
Unlike hospital charges and/or costs, data on physicians' total work and practice
costs is not routinely or easily collected. It can be acquired only through complex
and painstaking surveys (witness the extent of Professor Hsiao s own total work).

These difficulties, however, make an up-to-date RVS no less important. While the
Commission has begun to address this issue, we suggest the Subcommittee and the
Commission explore the following specific approaches:

A. AN INTERIM, MORE IMMEDIATE ADJUSTMENT MECHANISM

We urge the Subcommittee to explore ways for an RVS to recognize new technol-
ogies on an interim, more immediate basis.

This is particularly important for RVS, since, as noted above, data on physicians'
total work and practice costs must be acquired through time-consuming surveys.
This means the data may be collected less frequently than is optimal, thus delaying
recognition of new technologies unless an interim mechanism is in place.

Such a mechanism could allow new things to be coded and paid for temporarily
until more complete, survey-based judgments could be made. During such an inter-
im period, physicians and others could submit information that would allow the
later judgments to be more informed.

What's the alternative? If past is prologue, the alternative is to wait-and to wait
- a long time for a decision to be made. A recent report by an HHS advisory commit-

tee, for example, found that new technologies queue up an average 2.4 years for a
national Medicare coverage decision.

If unacceptable for an established regime like Medicare coverage, delays of this
kind are inexcusable for a system we now have the power to shape. RVS is such a
system. It should be shaped to avoid delay and to facilitate integration of changing
medical practice. An interim mechanism may be one way to accomplish this.

B. MECHANISMS FOR UPDATING THE SYSTEM

In addition to an interim mechanism, the RVS system should be periodically up-
dated. Among the mechanisms the Subcommittee should consider are an update to
the conversion factor each year and a survey of physicians' total work and practice
coets as frequently as is feasible.

C. ACCURATE AND CREDIBLE CRITERIA

The interim adjustment and updating mechanisms should be grounded in clear
criteria that measure accurately, objectively, predictably-the resource and practice
changes taking place in medicine. This is not an area that abides imprecision. For
imprecision can breed caprice, and that can cause confidence in the system to fail.

The Subcommittee's goal should be to make RVS revisions-like the system being
revised-as fair, effective, and predictable as possible.

IIl. CONCLUSION

We close as we began by saying that this RVS system, to be a better system, must
be well constructed and carefully maintained. We stand ready to work with the Sub-
committee on these and other important RVS issues.

STATEMENT OF THE MEDICAL GROUP MANAGEMENT ASSOCIATION

The Medical Group Management Association (MGMA), representing the adminis-
tration of medical group practices across the country, appreciates this opportunity
to comment on options for reform of the Medicare Part B physician payment
system. We have worked with the Physician Payment Review Commission (PPRC)
over the past two years, providing data for research, as well as input and feedback
on policy proposals. Similarly, we look forward to working with the Congress as it
considers the recent recommendations of the PPRC, as well as short-term Medicare
budget cuts required by the budget resolution.
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MGMA has nearly 4000 medical groups in its membership, representing almost
85,000 physicians, practicing in every specialty, and in all areas of the country. A
demographic description of the membership is attached for your information.

FY 1990 BUDGET ISSUES

We are keenly aware of the difficult task Congress faces each year when debating
the federal budget. Balancing priorities, assuring that federal programs are properly
funded, and maintaining fairness in public policy are increasingly difficult after sev-
eral years of increasingly severe reconciliation bills. MGMA is concerned that some
of the proposals under consideration for Medicare in FY 1990 are inconsistent with
long-term policy, and can be improved upon if further short-term cuts must be
made.

Overpriced ocedur-es-MGMA opposes the proposed additional 12 percent reduc-
tion in payment for procedures the PPRC identified two years ago as "overpriced."
The concept of reducing payment for designated procedures is sensible when target-
ed on physicians who are actually6verpaid for the procedure. The proposal as writ-
ten, however, would potentially penalize everyone performing the procedure.

Although the method used two years ago to calculate the reductions was compli-
cated, it at least distinguished between those who received fees above the national
average, and those whose fees were below the national average, and reduced allow-
able charges accordingly. If budget cuts must be made using this technique. It would
be more equitable to use a similar method in determining how much such fees
should be reduced.

Reductions in payments for radiology, anesthesiology, and surgery-For many of
the same reasons, MGMA opposes the plan for an across-the-board reduction in pay-
ments for radiology, anesthesiology, and surgery. This eight-percent fee reduction
unfairly penalizes those physicians who perform such services in low fee localities.
The policy assumes that all such procedures are overpriced, which is simply not the
case.

Across the board cuts are an arbitrary approach to reducing the Medicare budget.
They are not based on sound Medicare policy, but rather on a piecemeal approach
to balancing the Federal budget.

Fee Freeze--The proposed freeze on physician fee updates is inequitable and un-
reasonable. If a freeze were to be imposed, the federal government would again dem-
onstrate to the physician community that it is an unreliable business partner. Phy-
sicians' fee updates should at least keep pace with inflation in the medical economy.
Over the past several years, fee updates have not even been equal to the Medicare
Economic Index (MEI), which itself is designed to keep physicians' fees down.

Since 1984, physicians' Medicare fees have not been allowed to increase normally.
Instead, they have been artificially deflated, and as a result, are much lower m
many cases, than fees for non-Medicare patients. A Medicare fee freeze will only
exacerbate the problem. Just as hospitals have "cost shifted" to commercially in-
sured and self-pay patients due to Part A payment reductions, so too are employers
being asked to unfairly subsidize Part B of Medicare.

Payment ceilings for designated specialty services-The Administration's proposal
to establish a ceiling on prevailing charges for services frequently performed by spe-
cialists is good in principle, although the proposal itself is very vague, and details
obviously have not yet been considered.

If the idea is to assure that the highest fee is paid to the recognized expert for
that particular service, the proposal makes good sense. As most Medicare fees are
based on historical charges, under current law there is no assurance that a special-
ist would be paid more for a service than a generalist. We agree that the recognized
expert's fee should be the ceiling.

PPRC RECOMMENDATIONS AND THE MEDICARE FEE SCHEDULE

MGMA supports the core concept of the study conducted by William C. Hsiao,
PhD, on the development of a resource-based relative value scale (RBRVS); we be-
lieve it is appropriate to pay for a physician's service based on the resource input of
that service. We commend the Commission for the work it performed following the
release of the Hsiao study. The Commission's analysis was extensive, and its re-
search methods sound.

We have three main concerns regarding the PPRC's recommendations to Con-
gress, which involve: a transition from the current payment system to a fee sched-
ule; changes in rules on balance billing; and the use of national expenditure targets.

Transition period-If Congress were to enact legislation calling for a national
Medicare fee schedule, it would be vital to provide an adequate transition period to
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change from the current payment system. A reasonable transition period would be
not less than three years from the date new regulations take effect. Just as a
lengthy transition was necessary when hospitals changed from a reasonable cost
payment system to a prospective payment system, medical groups will also need an
appropriate adjustment period. If providers are to see a dramatic shift in income
from the implementation of a fee schedule, this time will allow them to better pre-
pare for the change.

Any change in the Medicare payment system usually requires a substantial
amount of time for providers to adjust their billing or accounting systems. Providers
are often the only source of information to the beneficiary about the Medicare pro-
gram, so adequate time is also necessary to explain changes to their elderly pa-
tients.

Perhaps most importantly, the Part B carrier network which administers Medi-
care is overloaded to the point of "melt down". Carriers have not been able to keep
pace with the volume of changes legislated since 1982, and unrealistic statutory
deadlines have contributed to repeated instances of confusion and mistakes.

Balance billing-If a Medicare fee schedule is used in the future to pay for physi-
cian services, it should not be mandatory for physicians tW accept the fee schedule
amount as the charge limit. MGMA believes participation in the Medicare program
should continue to be voluntary, and that balance billing should be allowed. Arbi-
trary price controls that result from mandatory assignmen; are unfair and unneces-

Sale average income for elderly Americans is much higher today than it was over
25 years ago when the Medicare program began. As demonstrated by a recent PPRC
study on the effects of balance billings on the elderly, only about one percent of
Medicare beneficiaries incur out-of-pocket medical costs of $1,000 or more due to
balance billing.

The Congress must make every effort to keep Medicare rates competitive with
other payers. Some medical groups have already begun to look to alternative means
to maintain a reasonable profit margin. Techniques to manage payer mix, such as
limiting the amount of time physicians spend with Medicare patients, or limiting
the number of Medicare patients a physician could see in a day, are a few of the
steps being taken to minimize financial loss when Medicare pays non-competitive
rates. Mandatory assignment in conjunction with a fee schedule would unfairly re-
strict the options of both beneficiaries and providers, and further impose on employer
based coverage to subsidize care for the elderly.

Expenditure targets-MGMA strongly opposes the institution of expenditure tar-
gets to control the growth in Medicare Part B costs. As advanced, this concept is a
poor alternative to controlling the growth in spending for physician services. If it
leadto true rationing it is the end of Medicare Part B's entitlement status. Benefi-
ciaries are no longer truly insured, they are at the whim of annual appropriation. If
instead it is just another guise for continued price controls, it is of the most arbi-
trary kind.

To expect individual physicians to embrace this concept as an opportunity to
achieve the goal of volume reduction is naive. Those physicians who provide an ex-
cessive volume of services would continue to do so, while other physicians would
suffer the consequences through diminished fee updates.

We are aware of the concern in Congress and in the Administration over the fed-
eral deficit, and we understand the need to control program costs. However, capping
expenditures at some figure derived by some formula still to be determined will do
little more than limit the availability of services to Medicare patients, and penalize
medical groups that responsibly control utilization through good management, inter-
nal peer review and effective patient/physician education.

If Government is serious about controlling volume, it should join with the profes-
sions and the employer community to establish, through hard research and consen-
sus building, practice standards that distinguish between what the Government is
willing to pay for, and what should remain the patient's choice and financial re-
sponsibility.

In conclusion, MGMA hopes these issues are given serious consideration during
the Fiscal Year 1990 budget debate and we would be happy to provide further infor-
mation on these topics. We look forward to working with the Committee members
in developing a fair and equitable budget plan for the Medicare program.

FACTS ABOUT MGMA'S MEMBERSHIP

There are 3904 MGMA group members.
Within those groups there are 82,954 physicians.
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49.5% of those groups represent single specialty practices.
29.6% of those groups represent multi-specialty practices.
39% of MGMA group members report involvement in pro-paid care.
Of the member groups...

1805 have-fewer than 6 physicians
971 have 6-10.9 physicians
528 11-20.9
248 21-35.9
98 36-50.9
122 51-100.9
31 101-150.9
27 151-200.9
74 201 or more

NATIONAL Commnrnr To P &sRv SociAL SEcuRiTY AND MEDiCARE

8UBMTrrrED BY MARTHA MC TEEN, INTERIM XECUTIVE DIRECTOR

I am Martha McSteen, Interim Executive Director of the National Committee to
Preserve Social Security and Medicare. The National Committee represents over
five million members and supporters, most of whom are senior citizens. Physician
payment reform is not only a pocketbook issue for the Medicare program and doc-
tors, but it is also a pocketbook issue for senior citizens, who already spend 18 per-
cent of income for out-of-pocket health care costs. While the Harvard researchers
and the Physician Payment Review Commission have done valuable work, it is up to
Congress to insure that these recommendations translate into more affordable and
accessible health care for older Americans.

The National Committee has outlined beneficiary criteria for physician payment
reform which includes financial protection, quality care, and information and assist-
ance (see attached). We would hope that physician payment reform would provide
Congress the opportunity to address all these issues, but at a minimum it should
guarantee beneficiaries greater financial protection from doctor charges above what
Medicare allows and Part B premium increases.

As we said in our statement last year, an overwhelming 72 percent of respondents
to a National Committee member survey agreed the federal government should reg-
ulate doctor and hospital fees. Two thirds of the membership ranked, as one of their
top two Medicare priorities, that doctors be required to accept assignment. Control-
ling premium increases was also a high priority.

We are disappointed that the Physician Payment Review Commission did not rec-
ommend limiting doctor charges to what Medicare allows. The Commission, howev-
er, has laid the groundwork for Congress to gradually phase in such a limit at the
same time it is phasing in the payment reform. The Commission recommended lim-
iting doctor fees to 20 percent more than what Medicare allows and increasing the
Medicare allowable fees more for participating physicians than for other physicians.
According to the Commission, these recommendations would reduce beneficiary out-
of-pocket costs only $4.50 a month. Congress should go beyond the Commissions rec-
ommendation and reduce the 20 percent limitation five percent each year until all
doctor charges are limited to what Medicare allows.

Past reports of the Commission have noted that the burden of doctor charges
above what Medicare allows goes beyond the $3.1 billion a year in additional out-of-
pocket costs for beneficiaries. Beneficiaries frequently don't know if their doctor will
charge them additional amounts and, if so, by how much. Seriously ill patients face
the largest bills and have the least choice of doctors. The new Medicare Catastroph-
ic Coverage Act will provide little additional help for these expenses, which are usu-
ally not covered by private medigap insurance.

While considerably less than the last year's Part B premium increase of 38.5 per-
cent, this year's premium increase of 12.5 percent (before the increase for cata-
strophic care) was more than triple the cost-of-living adjustment COLA) for Social
Security benefits. If the premium for catastrophic is included, the premium increase
is 28.6 percent. In other words, the premium has increased almost thirty percent in
each of the last two years.

Beneficiaries have some reason to hope that next year basic premium increase
(excluding catastrophic) will be no more than four percent because current law
would limit the premium increase to no more than the COLA. Unfortunately, the
Administration has proposed increasing Part B premiums to cover 25 percent of pro-
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gram costs which would cost beneficiaries $10.5 billion dollars over five years, or
approximately $300 per beneficiary.

Congress has an opportunity to reform Medicare payments for doctors in a way
that will assure that beneficiaries are financially protected, that doctors are paid
equitably and that patients are assured access to high-quality medical care. The
Physician Payment Review Commission report has given Congress a good founda-
tion to achieve these goals.

Thank you.
Enclosure.

BENEFICIARY CRITERIA FOR PHYSICIAN PAYMENT REFORM

FINANCIAL PROTECTION

Limit doctor charges to what Medicare allows. Without a limit on doctor charges
above what Medicare allows, the imposition of any fee schedule will do little more
than serve as an open invitation to doctors to "balance bill" beneficiaries to compen-
sate themselves for lost income. This is a particular danger with regard to specialty
surgeons; their record on accepting assignment has been the worst, and now, under
any conceivable fee schedule imposed by Congress, they stand to lose the most.

Limit Part B premium increases. Increases in Part B premiums should be tied
to--and no larger than-increases in the Social Security cost-of-living adjustment
(COLA), as provided for under current law for 1990 and future years. Medicare
beneficiaries pay $382.80 per year in Part 8 premiums alone. This will be the mini-
mum out-of-pocket cost for a healthy Senior who does not visit a doctor even once
for an entire year. The Administration's proposal to increase Part B premiums to
cover 25 percent of program costs would cost beneficiaries $10.5 billion over five
years.

QUALITY CARE
Assure that care is necessary and appropriate. Since 1972, Medicare has relied on

utilization review to identify unnecessary or inappropriate care. It has not worked
well, and the Physician Payment Review Commission concluded that, as currently
practiced by Medicare, it can't-"without risk of reducing quality of care." The com-
mission favors a clearer focus, more research and less secrecy.

Assure that care meets quality standards. The only leverage that Medicare has is
to deny payment to doctors who provide substandard medical care. In 1986 Congress
ordered Medicare to actually start doing this. Implementing regulations have only
been recently propose and they would provide for the denial of payment only when
medical care results in "actual, significant, adverse effect."

According to the Physician Payment Review Commission, the peer renew organi-
zations (PROS) whose job it is to watchdog doctors have failed to do so. Its report
cited a HCFA finding that half the PROs "failed" their contractor performance
evaluations because they had done nothing about the instances of inept or harmful
medical care they had discovered.

INFORMATION AND ASSISTANCE

Make program rules clear and understandable. Abolish needlessly complex rules
(e.g., the MAAC) that are incomprehensible and annoying to patients and doctors
alike. Agency and carrier communications to beneficiaries should be clear and un-
derstandable, timely and polite.

Assist beneficiaries in filing claims and appeals. Restore Medicare's practice of
offering help to beneficiaries in local Social Security offices. Encourage Medicare
carriers to undertake efforts in "beneficiary outreach," as suggested by the Physi-
cian Payment Review Commission.

Publicize clinical criteria and physician performance data. Throughout its report
to Congress, the Physician Payment Review Commission calls upon beneficiaries to
help reduce the volume and intensity of medical services, and to help eliminate
services of marginal value. The Commission acknowledges the obvious fact that doc-
tors are the key decision-makers. Nevertheless, it wants beneficiaries, their families
and organizations to somehow help control doctors' prices and doctors' behavior.
This is not remotely possible unless beneficiaries and advocates have the data and
information on which to base informed decisions.
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STATEMENT OF WILLIAM J. RAND, M.D.
Congress is currently evaluating options for far reaching changes in physician re-

imbursement for services rendered to Medicare patients. Perhaps the ophthalmol-
ogist's perspective is more focused, because any changes in Medicare impact more
severely upon ophthalmology. As an ophthalmologist, my practice consists of more
than 95% Medicare age patients.

It is certain that changes must be enacted to preserve the Medicare program, to
effect cost containment, and to curb system abuses. However, some of the solutions
being advocated, will lead to the destruction of "centers of professional excellence."
These centers are a small, but essential element of our medical system. They drive
our standards towards excellence and provide most of the innovations and techno-
logical achievements that occur in American medicine today.

The centers of professional excellence (COPE's) are the most fragile element of
the health care system and will be the first to perish if they are not looked after.
The COPE's traditionally have funded themselves by not accepting Medicare assign-
ment and charging more for their services than the assignment amount. They have
been economically injured by previous congressional action that restricted the fees
they may charge Medicare patients (MAAC's and Special Charge Limits) to the
point where the level of service exceeds what they are allowed to charge. It is in-
formative to note that the MAACs and special charge limits have caused the most
financial loss for the COPE's and yet they were purely administrative regulations
that did not provide even one dollar of savings to the government or to Medicare.

It is the intent of this testimony to provide congress with information that it will
need in order to preserve the excellence in ophthalmology as well as in the other
fields of medicine.

There are two types of centers of professional excellence (or COPE's):
(1) The traditional university centers, or medical school affiliated eye institutes

are the well known university affiliated COPE's. They are a vital resource for the
training of new ophthalmologists and for carrying out basic science research pro-
grams. Most of these institutions started out and were developed from clinical
COPE's.

(2) The clinical centers of professional excellence are smaller and usually newer
centers of professional excellence. These centers are more patient oriented. The clin-
ical COPE s provide an extra level of clinical and surgical care and they engage in
significant research, development, technical innovation and high level post graduate
education.

The Rand Eye Institute (REI), located in Pompano Beach, Florida, is representa-
tive of, and may serve as a model for a clinical COPE. A much higher level of clini-
cal care is provided. Let me explain:

A patient visit at a private practice ophthalmologist typically takes 10-20 min-
utes, including taking a history, checking the refraction, the ophthalmological ex-
amination, informing the patient of the nature of his or her problem, answering
questions, and giving instructions. Some ophthalmologists will have an assistant
helping them but many do everything themselves.

At the Rand Eye Institute, an examination may take an hour or longer of actual
examination time. A technician typically spends 15 minutes acquiring and organiz-
ing a detailed patient history. An optometrist spends 20 to 40 minutes or longer if
necessary, gathering appropriate technical data and checking the refractive status
of the eye. A research fellow analyzes data and correlates it with clinical research
studies. The exam is completed by a Board Certified ophthalmologist who spends be-
tween 10 and 20 minutes with the patient. A medical assistant takes orders from
the ophthalmologist and explains and writes out the instructions for the patient (10
minutes), so there will be no mistakes or misunderstandings. The patient is then
escorted to view pertinent videodisc material regarding his or her eye condition.

The patient care at the Rand Eye Institute represents a more intense level of
care. This additional level of care merits an additional level of reimbursement,
whether it comes from Medicare or from balance billing of the patient. The Rand
Eye Institute can only charge an artificially mandated MAAC allowable charge of
$66.31 for a comprehensive office examination. This does not adequately reimburse
the Rand Eye Institute for the service provided. In the past, patients had the option
of paying more for higher levels of care if they desired. This is no longer permitted
because of the MAAC limits. Even a wealthy individual can not legally pay more ff
he has Medicare,

This loss of revenue hurts the COPE's and interferes with their ability to render
extraordinary care. This is a result of an artificially leveled playing field. The same
ophthalmologic services rendered by different providers are not necessarilyy equal,
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meriting an equality of fee schedules, because the providers provide different levels
of intensity and quality.

Small clinical COPE's have been the source of most of the modern surgical ad-
vances that have so much benefited the people of this country, most notably in the
field of ophthalmology. Virtually all the advances in cataract surgery over the past
20 years, including lens implants and microsurgery, were developed, perfected and
disseminated to the profession through the research, development and education
commitments of these centers of professional excellence. It is significant to note that
these advances did not come from the established university or medical school affili-
ated research centers. They came from the minds and dedication to excellence of the
surgeon directors of these small COPE institutions.

The centers of professional excellence characteristically solicit no federal funding
other then the fees they collect for services rendered. They are funded by revenues
generated by their individual physicians. Rather than profiting maximally from
their private practices, these physician specialists invest much of their financial re-
sources and time and effort in research in the clinical sciences, technological devel-
opment, innovation and post graduate education endeavors that significantly benefit
the people of this country. As such, these physicians and their COPE's constitute a
true national resource.

The physician founders of these COPE's are invariably ethical and moral individ-
uals who are literally fixated upon the perfection of their art and science with a
dedication to quality in medicine that is extreme in it's application. It is important
not to confuse these leading specialists with the so called buccaneer surgeons.

Traditionally, the clinical COPE's have been founded by physicians who possess
and develop skills and expertise far beyond their peers. Because of this, patients
seek out these physicians for their expertise, generally pay a premium fee for these
higher levels of service, and consider themselves fortunate to be able to be in their
care. These leading surgeons offer a greater level of experience and skill and gener-
ally produce finer results with less damage to the eye, quicker recovery, and a lower
complication rate.

Many difficult operations that other eye surgeons had put off or considered to be
impossible have been performed almost routinely at the Rand Eye Institute. It will
be five years or more before most eye surgeons in this country can adapt into the
newer and more difficult and complex cataract surgical procedures already utilized
as standard procedures at the REI. Many of the eye surgeons practicing today will
never be able to learn these complex new procedures. Those that do learn them, will
have to take courses and study video tapes produced by COPE's such as the Rand
Eye Institute.

The surgical care provided at COPE's such as the Rand Eye Institute is of a sig-
nificantly higher level than the surgical care provided by average ophthalmologists
and as such merits a higher level of reimbursement. These additional revenues sup-
port the research and education endeavors of the institute and they facilitate the
ready acquisition of new equipment. Traditionally, patients have been eager to pay
more than their insurance allows for the privilege of gaining access to the surgeon
they perceive to be the best. Over more than 5000 operations, no patient has ever
suggested that they felt that a surgical fee was unreasonable. Instead, we have col-
lected stacks and stacks of letters of gratitude which proudly adorn the walls of the
Rand Eye Institute.

Congress enacted legislation that effectively limited Medicare's payments for phy-
sician services to approximately 1984 levels. Subsequently a relatively painful 12%
reduction in Medicare reimbursement for cataract surgery was mandated. But it did
not stop there. Without saving Medicare or the government anything, the MAACs
and special charge limits were mandated and these regulations have severely hurt
the COPE's.

In this first year of complete implementation the special charge limits for cata-
ract surgery with lens implantation, my surgical fee (code 66984) for Medicare pa-
tients, can not be more than 25% above the Medicare allowable amount. My surgi-
cal fee has been reduced from $2750, my normal fee for non Medicare patients,
down to $1847.75 a reduction of 33%. This may be more of a reduction than Con-
gress had intended. And not one dollar was saved by the additional massive fee cut
required by the special charge limit, which happens to be even $400 less than the
MAAC amount.

This one "specialty" procedure, cataract surgery, is responsible for much of the
revenue generated at the Rand Eye Institute. And95% of these patients are Medi-
care patients. As a result, there has been disruption of many of the Rand Eye Insti-
tute programs. Staff has been laid off or not replaced. Research and education ac-
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tivities have been scaled down. The construction of our new $4,000,000 state-of-the-
art facility has been halted and is being reassessed for feasibility.

Planning is virtually impossible because no one knows what cuts or restrictions
will come next.

The centers of professional excellence must have special consideration or exemp-
tion from legislative action in order to allow these institutions to grow. If this is not
done, the golden age of progress we have enjoyed will come to an end. Future
COPE's will never develop. It would be unfortunate if we will have to look back and
see that the most advanced ideas in surgery were never developed.

In making alterations to the Health Care System, Congress should assure that:
(1) Health care should be accessible and affordable for the greatest number of

people possible.
(2) The Medicare system should be maintained as a solvent and affordable system

through responsible cost containment measures.
(3) Patients should be assured of access to a physician of their choice, without un-

necessary delay.
(4) Patients should be assured of access to hospital based care and necessary surgi-

cal procedures without unnecessary delay.
(5) The established eye institutes and universities, that serve as a resource for

basic science research and for the training of the next generation of medical and
surgical eye physicians, should be preserved.

(6) The Centers of Professional Excellence, that provide a higher standard of medi-
cal care and serve as a resource for research, development, education and technolog-
ical innovations in the applied medical and surgical clinical sciences, should be pre-
served.

(7) The next generation of eye institutions should be encouraged, not undermined
in the name of cost containment.

The "American medical care system" is a complex and interdependent system.
There are problems that do require solutions. But this should not detract from the
basic premise that the system does work. It provides most Americans with the most
sophisticated and highest standard of health care available worldwide. Health care
in America is usually provided by humane, interested and concerned individuals
and is usually available without delay.

Much discussion has taken place regarding the shortcomings of the free enter-
prise system of delivering health care in this country. Little attention has been
given to the many positive attributes of current health care. This is understandable
since repairmen seldom center their attention on the parts that work. It is impor-
tant, however, not to lose sight of the successes of the American health care system.

Our system is a magnet for patients from around the world, who come to the
United States for treatments that could have been obtained free of cost if they
would accept the standard of care provided in their own countries. I have performed
surgical procedures for patients who have traveled from countries such as England,
Canada, Israel, and Bangladesh.

Virtually all technology based achievement in the field of medicine today, origi-
nates from the United States. Other countries may have knowledgeable physicians,
but they are not motivated or financially able to assertively seek excellence in their
fields through research and development and hard work. The only medical advances
produced outside of the United States today, are non technology based procedures,
or technology innovations that are produced and targeted for the lucrative Ameri-
can medical marketplace.

The socialized medical systems of the world depend upon American Technology
buying lasers and other sophisticated machines that remain inexpensive only W
cause they are mass produced and widely placed in numerous American physician's
offices and hospitals.

Members of Congress may have a number of well intentioned misperceptions of
the realities of ophthalmological (eye) care. This is not surprising since much misin-
formation exists in the general population. The medical science of ophthalmology is
difficult to understand due to it's scientific and technological nature. The public is
prone to great interest in ophthalmology due to the vital nature of eyesight, one of
the greatest fears everyone has, is the fear of blindness. And the media has shown
great interest in the exploitation of these fears and incorrect perceptions.

A misperception exists that cataract surgery represents some newer, faster and
easier procedure, different from procedures of the past. If this is true than it would
not be worthy of the same level of reimbursement. This could not be further from
the truth.

In fact, today's modern methods of cataract microsurgery require more intricate
and complex surgical manipulations and skill, training and concentration than at
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any other time in history. Ten minute cataract operations have been performed by
master surgeons since the time of Castroviejo, Saskin and Barraquer, 35 years ago.
Most eye surgeons today still require an hour for their cataract procedures. Many of
today's eye surgeons will not ever be able to make the transformation to the newer,
even more complex and difficult small incision cataract surgery methods.

Overeager, overambitious physicians through advertising, helped to give the im-
pression that the surgery was easy and simple. But there never really was a new or
easier operation. Innovations in technology, mostly in anesthesiology techniques, do
indeed make the surgery seem painless and easy for the patient.

Advertisements for cost free surgery were only natural, since the surgery really
was cost free to the patient. Previously, Medicare encouraged out patient surgery by
paying 100% of the cost, if the doctor accepted assignment. Such advertising no
longer occurs because Congress restored the 20% copayment requirements for out-
patient surgery.

Much misinformation has been propagated by inaccurate newspaper and maga-
zine articles such as one that appeared in Readers Digest, (Dec. 1988), which provid-
ed an erroneous and misinformed indictment of ophthalmology and it's leading eye
surgeons. This article did not distinguish the leading surgeons from the occasional
buccaneer surgeon. The distortions and innuendoes of this article were so appalling
that many patients deferred their eye surgery. Many doctors reported diminished
surgical caseloads in the months that followed.

Congressional hearings also received reports that there are many surgeons who
perform unnecessary cataract surgery. It would be impossible for even the most un-
ethical surgeon to be able to convince a large number of patients to allow him to
operate upon their eyes if they did not perceive a significant problem with their eye-
sight. The problem could not be as widespread as has been suggested.

When is surgery necessary? Cataract surgery is performed earlier than was the
case in the post. This is because the operation now achieves better visual results
with less risk and morbidity. Surgery is considered necessary when the quality of
life is impaired sufficiently enough to make it worth accepting the risk of the sur-
gery, In cataract surgery, surgery is usually needed when visual acuity is reduced to
the 20/50 to 20/70 level under common lighting conditions, including glare produc-
ing situations. Surgery is only recommended when the patient perceives a signifi-
cant problem.

Some cataract patients can read as well as 20/30 or better if they are tested in a
darkened room. However, when fluorescent lighting or sunlight hits their eyes,
some of these patients will suffer a glare induced reduction of their vision well
below the 20/50 level, making them a hazard when driving and impairing their pro-
ductivity and quality of life.

The ability to test and measure this "glare disability phenomenon" is relatively
new. New devices such as the brightness acuity tester (BAT) and contrast sensitivity
measurement (Vistech) unit can accurately measure how much visual impairment
the patient is suffering.

The average ophthalmologist performs only 50 to 75 cataract operations per year.
One fourth or more of all ophthalmologists are only occasional surgeons, performing
less than two to four operations per month. Many physicians perform older surgical
procedures with greater risks and lesser results. Many have not yet acquired any
glare disability measuring devices.

Sadly, more than a few ophthalmologists do not even understand the concept of
glare disability nor do they see enough cataract patients and hear their sufferings
enough to know to even refer these patients for glare disability testing.

Much of the criticism regarding surgery abuses can be attributed to a disgruntled
minority of occasional eye surgeons, ignorant of the concepts of glare disability and
patient suffering. They, themselves, are hurting their patients by withholding sur-
gery until the patient either reaches the point of desperation or seeks care in the
hands of a more knowledgeable surgeon. These Doctors are the most likely and the
least qualified to make allegations against their peers.

I have operated upon many high risk complex eye conditions in patients that
other ophthalmologists had considered to be inoperable because they were not even
aware that there were newer and safer (but not easier) microsurgical procedures.

Some of the studies that have been prepared for the Congress are unscientific in
their methodology and in their conclusions. Many of these studies are being pre-
pared by personnel who are not practicing physicians. The studies may be given un-
deserved credibility because the senior researchers are employed by a respected and
prestigious university. The methodology, and many of the conclusions of these stud-
ies have been challenged.
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In one example, the researchers concluded that eye surgeons had undertaken to
perform more surgeries and more complex procedures in order to overcome the ef-
fects of the 1984 fee freeze and subsequent fee restrictions.

By 1984, many eye surgeons were in the process of converting to the more com-
plex and difficult extracapsular methods of cataract surgery. Extracapsular surgery
was safer. And with the newer posterior chamber implants, for the first time, a per-
manent return to truly normal vision could be obtained. As the risk of the surgery
declined, and as the results improved, it became unnecessary for patients to suffer
excessively with a cataract. Therefore, more patients were eligible for cataract sur-
gery. Of course, the additional procedure of lens implantation was added to nearly
all cataract procedure because it became malpractice to not use a lens implant.

To suggest that the passage of new fee restrictions induced ophthalmologists as a
group, to perform more procedures and to add lens implants to their cataract oper-
ations, illustrates a lack of knowledge of the whole field of ophthalmic surgery. It is
sad but not surprising, that the researchers could only conclude that the increased
volume of services and the use of lens implants were due to economic reasons.

Congress and it's appointed committees should retain a level of healthy skepti-
cism for new ideas involving health care planning, especially when suggestions for
change come from individuals with primarily economic backgrounds. Experience
shows that their perspective may be limited to their own field of expertise. The con-
sequences of misdirected regulatory and fee restrictive action could be catastrophic
for the continuation of a system of excellence in health care.

So many pe .ple today owe a debt of gratitude to a very special group of dedicated
individuals. Modern ophthalmology can be proud of the eyesight restored; the mil-
lions of American lives made brighter and more productive; the widespread allevi-
ation of suffering and human misery; the constant research and development coin-
mitment for the benefit of mankind. It is my hope that your Subcommittee and Con-
gress will keep these ove,-riding considerations in mind in its deliberations on physi-
cian payment reforms as they may affect ophthalmologists and the centers of profes-
sional excellence.

In addition, I would like to offer some general recommendations for improving
our health care system.

(1) Congress should assure the fiscal integrity of the Medicare system by responsi-
ble cost containment measures.

Expenditure targets may be unpalatable, but necessary. If it is necessary to imple-
ment a percentage reduction for Medicare savings, the required percentage reduc-
tion should be calculated 'evenly spread out over all providers. A precedent for this
exists in the prior implementation of automatic Gramm-Rudman reductions. These
reductions would not shock the system.

(2) Patients of limited income must be protected from increased costs that might
result from future actions. This can be accomplished by a program of voluntary
Medicare assignment for low income Medicare patients. This can be made mandato-
ry, if necessary.

A special identification card could be issued to each Medicare recipient with an
income of less than $12,000 per year. Most physicians would welcome the opportuni-
ty to know which patients need special consideration and would cooperate willingly.

It is not necessary to restrict fees except to protect those with financial hardship.
There is no shortage of physicians who will gladly accept Medicare assignment for
all services, even with reductions. Very few doctors work at capacity. Only those
patients who want to pay more for a specific individual physician will do so and
they can change doctors if they do not want to pay more. Currently, 79% of all Med-
icare claims in the state of Florida are being sent in on assignment. For surgery, it
is well over 90%.

(3) Congress should require that any surgical service that iight be suspected of
abuse be pre-approved, not by a PRO, but by the patient, utilizing a system of in-
formed consents.

Presently, cataract surgery is pre-approved by communicating by mail or over the
phone or by fax with a secretary or nurse at the PRO, who verifies that the exam
data confirms the indication for surgery. At this time, the Florida PRO is not an-
swering the phone and many of my patients are finding their surgical dates can-
celed for lack of an approval number.

The PRO staff merely checks the examination data against a list of guidelines. A
patient could do this better and would be more interested in confirming the indica-
tions for surgery. Therefore, this costly PRO system could be replaced with a more
effective patient oriented system.

The patient can be required to read, understand and sign an informed consent
document that lists the criteria for surgery. A witness other than the physician
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should sign as well. The original document can be required to be attached to the
Medicare claim form for payment.

(4) Congress should address the issue of cost containment in medical malpractice
insurance premiums. Virtually anyone can obtain a $25,000 settlement for an al-
leged injury since it costs much more for an insurance carrier to litigate a valid
defense.

Congress should establish system of out of court arbitration panels and encourage
the definition of a list of potential complications that can occur as a consequence of
medical or surgical treatment that would be considered to be non litagatable occur-
ances.

(5) Congress should attempt to assure the availability of affordable health insur
ance for anyone who wants it.

Congress should consider giving U.S. citizens the option to purchase into the Med-
icare or Medicaid plans for an annual premium. Rates could be set on a sliding scale
according to personal income with annual adjustments for inflation. Medicare bene-
fits could be priced higher than Medicaid, with selection of options at the discretion
of the purchaser. Limitations of expense could be based upon a certain percentage of
income.

This would be particularly beneficial for those who might be denied insurance for
pre-existing medical conditions such as diabetes or heart conditions. Everyone, in-
cluding those with low to moderate incomes would find insurance affordable. Some
will exercise their option to self insure.

(6) Congress should free the medical system from unnecessary restrictions that do
not in themselves provide any cost savings.

The Medicare Maximum Actual Allowable Charge limits and the Special Charge
Limits are primary examples of fee restrictions that do not reduce Medicare expend-
itures at all. And they severely impair the delivery of extra levels of medical and
surgical care such as is found in centers of professional excellence. They limit access
to the finest physicians by encouraging excess demand for their higher level of serv-
ice at an artificially low level of cost.

The Relative Value Study has no potential for cost savings that could not be gen-
erated by percentage reductions in the present fee schedules. Such a major change
in the health care system has the potential to cause serious disruptions. This is
major surgery to the health care system that is not necessary.

The Medicare participating physicians program should be ended. It is costly to ad-
minister and discriminates against non participating physicians and their patients.
Studies show that a disproportional number of service billings come from participat-
ing physicians. This may be a result of lack of patient supervision in the billing
process. The more a patient participates in the payment or co-payment of their med-
ical services, the more he or she becomes a watchdog for Medicare system abuses. I
have noted that few patients review their charges if their coinsurance insulates
them from copayment.

Support for Health Maintenance Organizations (HMO's) and capitation arrange-
ments should be eliminated. These systems impose a disincentive to care upon pro-
viders. And they redistribute valuable health care funds to a middleman level of
unnecessary corporate administors and venture capitalist investors, at the expense
of the patients who would otherwise have received the whole value of those funds.
The cost savings generated by these alternative health care systems is small and
could just as easily be accomplished by a minimal increase in the percentage reduc-
tions to be spread over all providers.

Those members of Congress and staff, who are conducting research into the
nature of the health care system are invited to tour the Rand Eye Institute. Such a
visit will provide an orientation to quality care, patient expectations, and the true
benefits that American ophthalmology has been able to bring to our people.
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