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(1)

MEDICARE GOVERNANCE: PERSPECTIVES ON
THE CENTERS FOR MEDICARE AND MED-
ICAID SERVICES (FORMERLY HCFA)

TUESDAY, JUNE 19, 2001

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 10:04 a.m., in

room 215, Dirksen Senate Office Building, Hon. Max Baucus
(chairman of the committee) presiding.

Present: Senators Breaux, Conrad, Kerry, Lincoln, Grassley,
Hatch, Snowe, and Kyl.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The hearing will come to order.
Good morning, everybody. I welcome you all today, particularly

Secretary Thompson, Mr. Scully, witnesses.
We are shifting gears a little bit today, moving from tax legisla-

tion to prescription drugs and Medicare issues. We are very hon-
ored today to have a different part of the executive branch here.
Secretary Thompson and Mr. Scully, we very much appreciate your
coming today.

Essentially, we are trying to determine jointly just what we can
do to help seniors in our country, providers, and everyone affected
feel even better about Medicare, about prescription drugs, and
about the organization of HCFA, now CMS. As public servants we
are charged with the task of trying to help people better under-
stand and feel better about the agency and ensure it is working a
lot better.

I need not remind you, Mr. Secretary, that virtually every mem-
ber of Congress has at one time or another said we should reform
Medicare, we should reform HCFA, and Medicare should provide
prescription drug benefits for seniors. The President has also said
this.

In fact, many of us have been making some of those same state-
ments for decades. I might add that this committee had 15 hear-
ings on prescription drug benefits in the last Congress. We were
unable to pass legislation, but I think the number of hearings indi-
cates the level of interest in the subject.

I think I speak for all of the committee when I say that enough
time has passed. It is time for us to start acting. For that reason,
both Senator Grassley and I agree that we should that we should
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do our level best to report a bill out by the end of July, that is,
before the August recess. It is a bit ambitious.

Secretary THOMPSON. Congratulations, Senator.
The CHAIRMAN. Well, thank you, Mr. Secretary. It is a bit ambi-

tious but we are going to do our level best to accomplish that in
that time schedule.

Some people will say that we have to do probably even more to
cover benefits than this committee might be willing to do at this
point. Some say we should not worry so much about benefits, but
rather reform Medicare. It is my judgment, Mr. Secretary, that we
should try to do both. That is, while we are providing benefits, we
also should seriously undertake efforts to ‘‘reform’’ the program.

Now, reform is in the eyes of the beholder, naturally. But I think
all of us know that we need to inject some competition into Medi-
care. We definitely need more competition and we need to give sen-
iors some choices. More than anything else, we ought to make sure
that the program runs better.

This brings me to the subject of the hearing. I know that you,
Mr. Secretary, have given HCFA a new name. I know that you
were considering another name and, for various reasons, thought
that was not entirely appropriate. But giving the agency the new
name, Centers for Medicare and Medicaid Services, I think, helps.
It is a psychological signal and a start to getting something done.

Secretary THOMPSON. It really is.
The CHAIRMAN. I also know the agency is under-funded. Over the

years, Congress has been asking HCFA to do more and more with-
out corresponding increases in resources. This committee knows
that.

I know some of the problems you are facing with the Appropria-
tions Committees. I would like to explore with you, Mr. Secretary,
ways that we can work with you and the Appropriations Com-
mittee to address that.

I think the problems really come down to just a few main ones.
First, and probably the most important, is how the agency commu-
nicates with people and with organizations affected by its decisions.

Time and time again, I hear complaints from both beneficiaries
and providers, and I know you do, too. They complain about cus-
tomer service, about confusing rules and regulations.

Another big problem, is personnel. I do not mean to imply that
HCFA, CMS, lacks dedicated employees; you certainly have plenty.
Rather, I think the agency lacks some of the necessary skills.

For example, few of its employees have experience in the private
sector. They may not have experience overseeing private health
plan options, which they are now asked to do. Having spent some
time in the private sector as a practicing attorney, I know that it
does make a big difference to see both sides.

I am also concerned about information technology. At a time
when we have become so reliant on technology, I hear again and
again that HCFA’s technology is outdated and is inadequate.
Again, this is a resource issue.

I am also interested in hearing more about HCFA’s ability to
oversee its contractors. I am glad to hear that the administration
is focusing on making HCFA, or CMS, more responsive. There are
a lot of new, provocative ideas on selecting contractors, nomina-
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tions, et cetera. I think those ideas are good ones that need to be
pursued.

I am interested in hearing, Mr. Secretary, what changes you plan
to make on your own. I am also interested in hearing from you
what changes you think that Congress must make, either in the
context of prescription drugs or in the context of Medicare reform.
So, with that I welcome you to the hearing.

I would like, now, to turn to my good friend and colleague, Sen-
ator Grassley.

OPENING STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S.
SENATOR FROM IOWA

Senator GRASSLEY. You were reflecting on turning from taxes to
Medicare. We thought taxes were tough. Medicare will be very
tough. Also, whatever words you use about reform of Medicare, or
improvement of Medicare, restructuring, what it all adds up to—
and I am not disagreeing with anything that the Chairman said—
is that Medicare should reflect the practice of medicine today.

Quite frankly, you cannot have a Medicare program reflecting
the practice of medicine today if it does not include an emphasis
upon prescription drugs. Obviously, the reason for the emphasis
upon prescription drugs is prescription drug programs now are one
way of keeping people out of hospitals. When Medicare was struc-
tured in the first place, the practice of medicine was to put people
into hospitals. So, the two very much go together.

I thank Chairman Baucus for calling this hearing because I
think it is always important that our committee keep up on what
is going on through bureaucratic decision making, administrative
decision making, as well as what we do here in the Congress as a
whole.

In fact, along that line, when we talk about changes of Medicare
that reflect the practice of medicine, obviously all those changes do
not have to be done by legislative action.

In fact, I have heard from people within the administration that
perhaps even more than a majority of the changes that can be
made can be done through administrative action. So, obviously we
are not only here to keep up on what you are doing. We encourage
you to do what you are up to.

So, we look at today as an opportunity to have a progress report
from the Secretary of HHS, Governor Thompson and his team to
strengthen the administration of Medicare and Medicaid.

These programs obviously are critically important to our con-
stituents and we can, and should, make them work better. I know
that is what you are about doing, Secretary Thompson.

In my view, right now it is surely too soon to expect major re-
sults from a new team. You have been on the job, Secretary
Thompson, for just 5 months; the person beside you, highly-quali-
fied Mr. Scully, has been there less than 1 month.

So, I assure you that this hearing is by no means a final exam.
As you know well, there is much more to do. I notice that the re-
forms that you announced on Thursday, you yourself referred to
them as first steps. So, you clearly recognize that there are many
more steps ahead, and maybe even some follow-up hearings for our
having an opportunity to discuss those changes with you.
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I think I should make clear that I have been impressed by your
initial efforts, Secretary Thompson, and those of Administrator
Scully. The President chose you to do these jobs because you are
well-known as can-do reformers who can shake things up and get
things done. Obviously, this is a breath of fresh air.

Today, I do want to hear more details on changes recently an-
nounced for the agency now known as the Centers for Medicare
and Medicaid Services. I am particularly interested in learning
more about your ideas for the Medicare education campaign be-
cause I have long felt that there is much more than can be done
to educate beneficiaries about the often confusing Medicare pro-
grams. Now that you have taken these first steps, I also want to
hear your ideas about what the next steps might be.

I am also interested in the CMMS’s ability to administer major
program improvements that I hope that we will enact this year, in-
cluding the prescription drug benefit.

I look forward to working closely with you to continue to improve
efficiency and responsiveness of the newly-named agency, Centers
for Medicare and Medicaid Services.

Thank you.
The CHAIRMAN. Thank you very much, Senator Grassley.
Now, for a brief statement from my good friend and colleague,

Senator Breaux.

OPENING STATEMENT OF HON. JOHN BREAUX, A U.S.
SENATOR FROM LOUISIANA

Senator BREAUX. Thank you, Mr. Chairman. Thank you for invit-
ing the Secretary and Administrator to be the first witnesses on
this very important subject. It seems that the more difficult the
problem, the more we talk about it or the more we appoint commis-
sions to help us solve the problems.

Of course, Medicare is a prime example of that. Last year, we
had 17 days of hearings on Medicare reform and we did not
produce a single sentence on reform. I think the problem is im-
mense, but it is not insolvable.

Medicare, in 1965, was a wonderful program. But, since 1965, we
have basically just added to it. We have never really reformed it,
we have just added more things that you have to do. Today, we
have 133,000 pages of regulations, which I am sure you have read
each and every one of those pages and understand it fully.

Secretary THOMPSON. Twice.
Senator BREAUX. But we have a program that is a 1965 program

that we are trying to make work in the 21st century, and you just
cannot do that. There are some things you can do internally. I ap-
plaud you for doing it.

Changing the name is the beginning, but there is a lot more that
needs to be done in terms of fundamentally modernizing it and re-
structuring the program. Hopefully, we can hear some of these sug-
gestions and ideas today.

It is not enough for us to just add more benefits, because if we
do that without fundamentally reforming the system, we will make
a serious mistake.

This committee cannot continue to micromanage this program.
We cannot continue to sit in this little back room and figure out
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what the proper reimbursement rate is for rural ambulance serv-
ices, which we do, among other things, on a regular basis.

So we have to think big picture, and hopefully your earlier state-
ments, Mr. Secretary, have indicated that that is exactly what you
want to do. We applaud you for that.

The CHAIRMAN. Thank you, Senator.
Senator Conrad?

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CONRAD. Thank you, Mr. Chairman.
Thank you, Mr. Secretary, for being here, and Tom Scully as

well.
I also applaud your efforts, and I like the name change. I think

it communicates better exactly what the role and function is. So,
I think it is a useful thing because it helps people understand pre-
cisely what is going on.

Two things I wanted to mention just briefly, Mr. Chairman, if I
could. One, is rural health care. We have a very substantial dif-
ference between the reimbursement for Medicare for urban facili-
ties and rural facilities.

Even among rural facilities there are very substantial dif-
ferences. If you go to Mercy Hospital in Devil’s Lake, North Dakota
and you look at Mercy Hospital in New York, you look at a heart
attack, the hospital in New York gets twice as much reimburse-
ment from Medicare to deal with that illness. The same is true for
illness after illness. This is a gap that really needs to be closed.

I have introduced legislation, along with a bipartisan group in
the Senate and a bipartisan group in the House, to address some
of these problems, including the base payment problem and the
low-volume adjustment payment.

The smallest hospitals are the ones that are really hem-
orrhaging. I have got 44 hospitals in my State, 12 of them are in
danger of closing. We all know that those small hospitals have neg-
ative margins on their Medicare patients, according to the studies
that have been done, and that needs to be addressed.

The final point I wanted to make is on Medicare payment delays.
We have had, in May, hospitals come to us and indicate that Medi-
care was as much as 3 months in arrears on payments. When you
have got hospitals that are already in serious trouble, having Medi-
care be three months in arrears——

Secretary THOMPSON. It is not acceptable.
Senator CONRAD [continuing]. Is a very serious matter.
I sent a letter to you on May 16, 2001 on this subject, and the

arrearages were brought up to date. I want to thank you for that.
But I do want to focus on the issue because something is wrong
and requires your attention.

I thank the Chairman.
The CHAIRMAN. Thank you very much, Senator.
Senator Kerry, any comments you want to make?
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OPENING STATEMENT OF HON. JOHN F. KERRY, A U.S.
SENATOR FROM MASSACHUSETTS

Senator KERRY. Mr. Chairman, I guess technically not a member
of the committee.

The CHAIRMAN. Well, you are here in spirit.
Senator KERRY. I hope I am here in more than spirit.
The CHAIRMAN. You will be soon. Body, spirit, and officially a

member.
Senator KERRY. Body, spirit, and mind.
Well, thank you for allowing me the privilege of speaking before

we pass a resolution. I appreciate that.
Just very briefly. In the years that I have been here now, and

it is a long time but not as long as the two gentlemen at the head
of the dais, a certain frustration builds up over time.

I know, Mr. Secretary, you have expressed that frustration. We
pass a law, we think we are going to fix something, and then the
interminable bureaucracy just interprets it in the most wild ways
and we wind up with counterproductive efforts and not accom-
plishing our goals.

Nowhere is this more true, it seems, than in the health care sys-
tem, and particularly in the predecessor entity HCFA, which has
become one of the most reviled bureaucracies in American govern-
ment today.

Obviously a lot of it is cliche, but we need desperately to try to
work through this. I know you want to do that, and we want to do
that with you here.

Senator Murkowski and I have introduced the Medicare Regu-
latory and Education Fairness Act in an effort to try to at least
deal with one tiny component of it. That is part of the problem. We
are always doing these little Band-Aid pieces, a little bit here, a lit-
tle bit there.

My hope is that we will be able to do that in the context of this
new user-friendly, service-oriented, well-named entity. But obvi-
ously—and you know this better than anybody—changing the
name is not going to do anything unless we change the practices.

When Senator Murkowski and I announced this, we had a
table—I think it was this table right here—just completely filled
with all of the books, regulations, paperwork, and things people
have to do. It is absurd.

Moreover, some of the practices, as they then get interpreted, are
crazy. The auditing process. The extrapolation method for audits
where you take one $450 human error, non-intentional error, and
translate it into a $37,000 or $47,000 fine and put people out of
business almost. I mean, it is just a sort of nonsense approach that
I think is driving everybody crazy.

But the most important piece as we look at the Medicare reform
effort in the larger context, is I met the other day with all of the
leading hospitals up in Boston. I know that you know, Mr. Sec-
retary, they are great hospitals. They are extraordinary institu-
tions.

We have people who come from all over the world for medical
care here. We have driven the technology curve in the provision of
medicine in this country. People will belly-ache when there is
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change in the air. Indeed, probably, we had too many hospitals
over a period of time.

But as some people have looked at the problem of rural America,
which Senator Conrad just talked to, or as they have looked at the
problem in other parts of the country, this is not a one-size-fits-all
solution. It just does not work that way.

Indeed, I will tell you, our hospitals have done an amazing job
of reducing cost cutting, changing practices. Now we are really at
a point where quality of care is impacted. But, as an administrator,
you cannot make a decision over the long term because we do not
even know what the fix is going to be for this year.

They do not know what the returns are going to be. You do not
have a revenue stream. You cannot plan. You cannot hold on to
good doctors. You cannot go out and find new ones. So we are actu-
ally losing practitioners in the greater Boston area now as a con-
sequence of the quality of the delivery structure itself.

So, I just would say to you, Mr. Secretary and Mr. Chairman,
this committee, I hope, this year will work diligently with you. We
politicians have got to bite the bullet. We cannot allow this issue
to become the sort of political ping-pong ball that gets tapped back
and forth, with the ultimate result that politics is played well but
policy is terrible. I hope we will do that with you.

But it is going to require us to be a little bit courageous and
stand up and tell some truth to the American people about what
costs matter and how we can structure this thing better. I certainly
hope we will do that with you.

Secretary THOMPSON. Thank you, Senator Kerry.
The CHAIRMAN. Thank you very much, Senator. In fact, the bill

you referred to that you are introducing along with Senator Mur-
kowski is legislation that I am seriously looking at. It will probably
need some modifications, but it is certainly a step in the right di-
rection. I hope to include it in the bill that we report out.

Senator KERRY. I appreciate that, Mr. Chairman.
If I could also encourage you to perhaps embrace the Nursing Re-

investment Act as a component of that, too, which has bipartisan
support. But I would like to look at that and talk to you about that
also, Mr. Secretary.

The CHAIRMAN. Thank you.
Senator Hatch?

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

Senator HATCH. Thank you, Mr. Chairman.
I commend you, Tommy, for the work you are doing. Let me just

say, briefly, I commend both you and Tom Scully for your commit-
ment to make CMMS—I am going to call it CMMS now.

Secretary THOMPSON. That is a good name.
Senator HATCH. That is a good thing, you think?
Secretary THOMPSON. Yes.
Senator HATCH. I like the way you answer questions and make

comments. But I am pleased with your commitment to make this
agency work better and more responsive to the beneficiaries, to the
providers, to Congress.
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If there is anyone in this town that can make significant im-
provements to this particular agency, it would certainly be you and
Tom. I have great respect and confidence that you will make this
happen. I want you to know that I will work with you to help in
any way I can to make it happen.

Now, first of all, let me say that you have got a really tough job,
Mr. Secretary, in many respects. This committee, I think, is going
to be a committee that will help you fulfill the responsibilities that
you have and do the things that you want to do.

Mr. Scully has a very difficult job. I personally think that CMMS
can become much more efficient, do a much better job, and be
much less intrusive and bureaucratic than it has been in the past,
and I am hopeful that you can help bring about those kind of
changes.

But I have great respect for both of you. With that, I will end.
The CHAIRMAN. Thank you very much, Senator.
All right. Mr. Secretary, I would like to hear your statement. I

might say, before you begin, you came to this town as a man with
a reputation for action, for getting things done, and you are doing
it. It is my impression thus far that you have done a heck of a job.
You have taken this job on, grabbed the bull by the horns, and you
are trying to do your very best.

I also deeply appreciate you being a man of your word. That is
something that is very important in life, especially in this town.

Third, I am glad that you are taking the time to travel a little
bit and work at different sites in your organization. I understand
you spent some time up at Baltimore. You worked out of the Balti-
more office for about a week, helping introduce Mr. Scully to his
job up there.

I think that is good. I am glad you are doing that. It is going to
give you a really good sense of what is going on, it helps morale,
and it helps find solutions to problems. I know Mr. Scully is going
to be doing the same thing, and I just want to thank you very
much.

STATEMENT OF HON. TOMMY THOMPSON, SECRETARY OF
HEALTH AND HUMAN SERVICES, WASHINGTON, DC

Secretary THOMPSON. Thank you very much, Senator.
Let me just start out, Chairman Baucus, and just say thank you.

Thank you and Senator Grassley, Senator Hatch, Senator Breaux,
Senator Conrad, and Senator Kerry. This, to me, this little oppor-
tunity to come in front of you and to listen to your opening state-
ments, really helps Tom Scully and myself.

First, I am very impressed with the fact that I have Tom Scully
coming out to be the Administrator. He knows the subject, he
works hard, and is going to be a tremendous partner with me.

We really want to change. We want to make the Department of
Health and Human Services the most responsive department in the
Federal Government. These are just the first of many changes that
we are going to be making. We would love the opportunity to come
back in front of this committee and tell you what we are planning
and what we intend to do.

In regards to what you were talking about, Medicare reform and
prescription drugs, I wanted to get up and cheer you, Senator Bau-
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cus, and tell you that that is exactly what has to be done. We have
to do it on a bipartisan basis. We want to be able to help you do
that.

Senator Breaux and Senator Conrad, in regard to your state-
ments, we absolutely agree with you in regard to change and help-
ing out rural hospitals and rural practice.

Senator Kerry, the only thing that I differed with in all the state-
ments this morning was the fact that you implied that technology
was really at the forefront in the delivery of medical services. It
needs to be. I do not think we are there yet. I think we have to
do a lot more.

I would like to be able to come back sometime and talk to you
and this Finance Committee about what we intend to do and what
we need to do to drive more technology in the delivery of medical
services in America. I think we are way behind and we have to do
a lot better job.

Senator Grassley and Senator Hatch, I applaud you and thank
you so very much.

I want to give you a short statement and then I am going to ask
Tom Scully to also give a few remarks. But we have lots of ideas
that we want to bounce off this committee in the future, and hope
that we will have the opportunity, Chairman Baucus, to come back
and work with you and give you our ideas. If they do not measure
up, we will reject them.

The CHAIRMAN. I think that is a good idea. I think it is good to
set some benchmarks, and then at a subsequent date come back
and see how we are doing and what we need to do to make
changes. It is important to keep driving this dialogue and keep it
going. I appreciate that, and we will do so.

Secretary THOMPSON. I did spent a week up at HCFA. I told the
individuals up there that everybody hates you. When I went
through the confirmation process, Republicans, Democrats, Inde-
pendents disliked and said, you know, you have got to change
HCFA. You cannot change HCFA without changing the name be-
cause there is such a feeling of distrust and dislike and abuse, that
it just would not work. So, we had to change the name.

I also moved out this week to HRSA, so every month I am going
to go to a different division and spend a week there, actually get-
ting to know the operation, getting to know the employees, and get-
ting a chance to see how the programs are working.

But today I am going to discuss changes that we are bringing to
the Centers for Medicare and Medicaid Services, formerly known as
the Health Care Financing Administration, or HCFA. I told the
employees, how could anybody like something called a HCFA? I
mean, it is just not warm and it is not really what it is all about,
Medicare and Medicaid services for people.

The transformation of the centers which we are proposing to call
CMMS, or CMS for short—I like that, Senator Hatch—is part of a
larger effort to renew the whole Department of HHS.

We are going to take aggressive, positive steps towards bringing
a culture of responsiveness to the department. We intend to rein-
vigorate the entire department with a spirit of responsiveness.
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I have sent a clear message to everyone at HHS, namely that ac-
cepting the status quo is not acceptable. The American people de-
serve excellence. In the new HHS, we hope to give it to them.

We have demanded a renewed dedication to answering people
when they need help. When people write us, whether physicians,
members of Congress, or ordinary Americans, they should be able
to get a quick and accurate response.

To that end, I have directed the Executive Secretary at HHS to
develop and implement a new protocol for responding to requests
for help and information. They have been charged with clearing
away all the backlogged correspondence. Some of it goes back a
year, 18 months, but it is supposed to be all cleared up by July 1.

An answer to any letter for my signature must be on my desk
within 15 business days of its arrival in my office. Frankly, I think
that is too long, but at least it sets a firm time limit.

We are also moving towards a paperless system, Senator Kerry,
automation, technology, to speed up our response time. I have in-
sisted that all written material be expressed in plain English. I am
a country lawyer. If I cannot understand the rules, I reject them.

If I cannot understand them, I do not expect doctors, hospital ad-
ministrators, and clinics to be able to understand them either. If
we can perform cross-continental surgery using satellite tech-
nology, we certainly should be able to explain ourselves clearly and
simply.

Responsiveness must extend to States as well. As all of you
know, I was a Governor for over 14 years and I know the frustra-
tions that you have, and Governors have, in trying to get help from
Washington.

The difficulty lies not with any one group of individuals—because
I think we have great employees, I just think they need new direc-
tion—but with a system that sometimes seems to put nicely filled
out forms, as you have pointed out, Senator Kerry, up here with
the books and the forms, ahead of pressing human needs.

Of course, there is a genuine need for some rules and regula-
tions, but rules should exist to help our efforts to help people, not
impede them. When regulations obscure, even thwart the help,
they need to be changed.

In the past 4 months, I have approved over half of the waivers
and State plan amendments, some of which had gone back to 1985.
We had some waivers that went back over 15 years.

We are going to have all the backlog cleaned up by September
1, and then all waivers and permits are going to be handled within
90 days. I authorized those waivers because people without imme-
diate needs cannot wait for a rumbling bureaucracy to plod along.

Medicaid and SCHIP waiver requests must be handled promptly
so States know where they are going to go, efficiently and with a
sense of compassion for the people that they will be benefitting. We
will not be satisfied until we develop a process that achieves those
goals.

To that end, I am announcing today some important regulatory
streamlining measures. Plans, providers, and other stakeholders
have raised concerns about the extent, as you have, Senator Kerry,
of the regulatory burden and the cost of doing business, Senator
Conrad, with Medicare.
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We are going to take a number of steps to reduce the unneces-
sary burden and complexity of requirements. CMMS will move to
a quarterly schedule of announcements and directions given to
plans and providers instead of coming out willy-nilly. They are
going to come out on a quarterly basis so people are going to be
able to plan for those changes, bringing more predictability to com-
munications from the agency.

CMMS will pursue electronic rulemaking to make it easier to ac-
cess and respond to those regulations. We are also forming an on-
going regulatory reform group to look for rules that prevent the
physicians and other health care providers from helping people in
the most effective way possible.

I talked to the AMA this past Sunday in Chicago. I told them,
if you have got a rule and you are frustrated, write to me about
it. But just do not write and complain, write to me about a solu-
tion. Criticize, but also come up with a solution and we will take
that up and see what we can do.

This group will determine what rules need to be streamlined and
what rules need to be cut altogether. I am very mindful that, with-
in HHS, we must solve our own technology problems.

For example, CMMS has a mainframe computer system that was
launched in 1970. We process a billion claims a year. We have soft-
ware, processing those claims, that is over 30 years old. Do you
know any insurance company, any law office, any office dealing in
any business with software that is 30 years old? We are a $375 bil-
lion agency and we have software processing claims across Amer-
ica. We are an accident waiting to happen.

We are going to be able to hopefully improve and be able to bring
in a new computer system at CMMS that is going to be able to use
the newest technology.

The transformation of the Department of Health and Human
Services has begun. It is going to take time and it is going to de-
mand some expenditure of resources, but it can be done, and it is
going to be done. There is no place where the transformation is
more critical than at CMMS.

Tom and I are committed to ensuring that CMMS is more re-
sponsive to our provider partners, to the Congress, to the States,
and the tens of millions of Americans who depend upon them on
a daily basis.

We want to work with this committee—this is a very important
committee for us—and with Congress as a whole in a bipartisan
fashion because today what I heard was that everybody wants to
help, Democrats and Republicans. That was music to my ears. We
want to be able to accomplish our objectives so that these critical
programs are prepared to meet not only today’s needs, but tomor-
row’s challenges.

We will reorganize the Centers for Medicare and Medicaid Serv-
ices into three centers that more clearly reflect what precisely the
centers do and how they should be serving the millions of Ameri-
cans better.

The first one, is the Center for Beneficiary Choices. It is going
to focus on the Medicare+Choice program and provide beneficiaries
with information they need to make a wise choice in choosing what
is best for them.

VerDate 11-MAY-2000 15:37 Jan 15, 2002 Jkt 000000 PO 00000 Frm 00015 Fmt 6633 Sfmt 6633 75560.000 SFINANC2 PsN: SFINANC2



12

The second, will be the Center for Medicare Management. That
is going to focus on the traditional fee-for-service Medicare pro-
gram. Then the third one, will be the Center for Medicaid and
State Operations. This will focus on programs administered by the
States, including Medicaid, SCHIP, as well as insurance regula-
tions.

To make the agency more consumer-friendly, we will name a
Medicaid SCHIP contact for each State at our regional main office
to cut through bureaucratic bottlenecks.

Each State will have one person they deal with and with whom
their representatives will build a long-term relationship. So, in
your case, Senator Conrad, the hospitals will be able to have one
person they can contact.

We are going to select senior HHS staff members to be able to
serve as primary contacts for beneficiaries groups, physicians, pro-
viders, and suppliers.

We will also find better ways to resolve problems, increase train-
ing and education, which is absolutely vital in order to respond to
Congress and other groups more promptly.

However, these changes will be for naught if we cannot reach the
people we are here to serve, the beneficiaries who we are set up
to serve, to ensure they understand what services are available to
them. Too many of the people I have met around the country as
Secretary and as Governor tell me they do not understand what
services are available to them.

Consider just the multiple programs that currently exist: Medi-
care, Medigap, Medicare Select, Medicare+Choice. That is a lot to
keep straight. We need to do a better job of explaining these pro-
grams and help people make more informed health care decisions.

During this open enrollment period this fall, we are going to
launch a major media campaign, Senator Grassley, to highlight the
health care options and resources available to Medicare clients.

This campaign will begin this fall and is the brain child of Tom
Scully. It is going to be a very important tool in reaching bene-
ficiaries.

This fall, we are also going to make the 1–800 Medicare phone
line available 24 hours a day, 7 days a week, so callers in Utah will
be able to call in and get their answer anytime during the day,
Senator Hatch, and will be able to receive information about health
plan options available in that respective area.

We are going to improve the Medicare Web site to help bene-
ficiaries compare benefits and the quality of the providers. We will
propose grants to public libraries and train librarians to assist sen-
iors in being able to obtain information about Medicare.

Finally, we want, Mr. Chairman, to be able to pursue Medicare
contracting reform. I talked to you about this when I came in front
of you on the budget several weeks ago.

We need to reform the legislation to reduce the number of pri-
vate health insurance companies that process claims and provide
other administrative services from 49, to date, to down to no more
than 20 by 2006. We have just too many and we have no discretion
in being able to find the best providers, so we need to change that.

We should be able to award these contracts on a competitive
basis, and on the basis of performance-based contracts, instead of
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just based upon costs. This standard will allow us to improve serv-
ice and quality to beneficiaries and providers.

I want to work with each of you, as Tom does, to ensure that this
is done efficiently and in an effective manner. This needs to have
your approval. It has got to be changed by a statute, and I hope
that we will be able to do it this year.

These ambitious, but crucial, proposals, and one that will deter-
mine the future effectiveness of the Centers for Medicare and Med-
icaid Services. As I have said throughout my remarks today, we
must not remain entrenched in the old way of doing things.

We must always be willing to change our new name that cer-
tainly reflects a new attitude and more apt description of what our
agency does, administer Medicare and Medicaid.

But, as I said at the beginning of these comments, our real goal
is not just to make the trains run a little bit more on time, but ac-
tually to fulfill our duty as a department, to serve our fellow citi-
zens faithfully and well.

We are here to provide essential services to millions of health
care consumers and the providers that serve them, and to the Con-
gress that actually implements them and are our bosses. We want
to be able to provide these services at a level of excellence that
Americans deserve.

This is just the beginning. We are going to continue to strength-
en and modernize CMMS, as well as the whole department, as long
as I am there. That is my pledge to each of you. I also pledge to
work with you on a bipartisan basis to be successful in all of these
regards.

I want to thank you, Mr. Chairman. Now I would like to ask my
Administrator, Tom Scully, to make short remarks also.

The CHAIRMAN. Thank you very much, Mr. Secretary.
[The prepared statement of Secretary Thompson appears in the

appendix.]
The CHAIRMAN. Mr. Scully?

STATEMENT OF THOMAS A. SCULLY, ADMINISTRATOR,
CENTERS FOR MEDICARE AND MEDICAID SERVICES

Mr. SCULLY. Mr. Chairman, thanks. I will be very brief.
First, I would like to say it is great to have a boss who likes to

change and shake things up. It makes things a lot easier. It has
been a very entertaining, and hopefully semi-fruitful, first month.

I have spent almost 20 years working with the Finance Com-
mittee, and certainly with every Senator that is here today, and
had terrific experience on lots and lots of legislative issues. So, I
look forward to working with all of you and your staff to accom-
plish a lot.

I think we had the entire staff up to the agency formerly known
as HCFA, CMS, about a month ago. I think it was great for them,
and I hope we can do a lot more of that.

The place needs change. There are great people there, the Sec-
retary found that out. They are kind of looking for direction to do
things differently.

Just one example. This past Friday, Houston, as you probably
know, had a lot of hospitals close for floods. One of them had a
transplant center that shut down and they wanted to move it half
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a mile to a sister hospital for transplants. The initial answer was
no.

So, we shook things up a little bit. In the course of about 12
hours we got it turned around, and we moved the transplant cen-
ter. But the actual rules and statute did not allow for that. The
people down there got a little frustrated, and we found some cre-
ative ways to do new things.

I think generally the people at CMS want to do the right thing.
They are terrificly talented. They are just not used to finding more
creative ways to get things done. I think, with the Secretary’s very
strong guidance, it has been a huge help in getting them to think
outside the box and has been very helpful.

I think one of the frustrations, having been on the Hill myself
before, and I know from many of you, is the responsiveness of
HCFA to Congress. Within HCFA, the average letter from a mem-
ber of the House or Senate was about five and a half months this
spring. We have gotten that down to 14 days, 15 days, I hope, that
I am aware of right now. That is certainly our goal.

We have set a goal as well, for the end of the summer, to have
every Congressional request that comes in responded to in 14 days.
So, I hope you will see some responsiveness on that.

The Secretary already mentioned the idea with the States. The
States, I think, get as frustrated as you do that they cannot get a
straight answer. We have pushed very hard to get one human
being at the regional offices and one in Baltimore who is going to
be responsive to them, and will be responsive to the Secretary and
to me.

So if a State has a frustration, obviously, you cannot give every-
body the answer they want all the time, but they should get
straight answers, and hopefully they will.

Finally, I would just say my favorite project is this education
campaign, as the Secretary mentioned. I found from our polling
when I first came in—we do very significant polling, and have for
years—of Medicare beneficiaries that over 50 percent of them have
no idea what their options are.

It is not just Medicare+Choice, it is Medigap. As much as any-
thing else, it is Medigap, which is obviously very prevalent among
seniors. They just flat-out do not understand their options.

So our goal this fall is to educate all seniors about all their op-
tions, whether it is just Medigap, which most seniors do have,
Medicare+Choice, Medicare Select, our goal is to have very, very
educated seniors.

As some of you know, we have pushed back, for instance, in the
Medicare+Choice program, the ACR filing date to try to keep more
Medicare+Choice plans in, because a lot of them are dropping out.
That was part of the decision, we also thought we had to really go
the extra mile to really, really push to educate beneficiaries this
fall.

So, I hope it will work. We are investing a lot of money in it. We
certainly would love guidance from you on how to do it. We are get-
ting the project started this week and hopefully you will find a
much more educated, much more informed group of beneficiaries by
Christmas time.

Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you very much, Mr. Scully. I think you
will find this committee and this Congress very willing to work
with you to solve these problems. I think the time has finally come.

Sometimes a problem has to get so great, the confusion is just
so impossible, that a crisis emerges and we finally get together and
put partisan politics aside and quit the carping and complaining
and roll up our sleeves and get the job done. I think that time has
arrived.

In listening to you, I was struck, first, with your energy and
dedication that you have taken to solve all of the various problems
surrounding CMS. I was also struck by the ambitious nature of
your plans. That is, there is a lot that you need to do and want
to do.

It would be helpful for me to know what your priorities are and
what your time tables are for the various proposals that you men-
tioned, so that down the road we can go back and look to see how
well you have progressed and what we still need to do.

There is a lot we have to do here. We all want to help you do
it, but we need a sense of how long it is going to take and what
we can do to help organize this and make sure that it gets done
this time.

Secretary THOMPSON. Well, first off, the name change and the
rule changes that we are in the process of, the publicity campaign
that will be done this fall, all of this.

The name change is going to be phased in because, being con-
servative, we do not want to waste all of the stationery we have.
So, we are going to phase it in. When we use up the HCFA sta-
tionery, then we will reprint some other stuff so we do not have
to come back and ask you for any money to do this. We are going
to be changing it in incremental steps.

In regard to the bookkeeping system, the bookkeeping system is
terrible at the Centers for Medicare and Medicaid Services. We still
have a single-entry bookkeeping type of system, and it needs to be
changed.

It is called HIGLAS. That is in this budget. I think we asked for
$36 million. Hopefully, Congress will give us that amount of
money. That is going to take about 3 years to implement a brand-
new bookkeeping system for the whole department.

Then the computer system. We have got to get started on that
this fall. We are going to try and fund what needs to be funded in-
ternally, but that is going to be a huge overall expenditure. We
have over 200 different computer systems in the Department of
Health and Human Services, a lot of which cannot communicate
with one another. What we need to do is centralize a brand-new,
high-tech computer system.

The software system, I would like to be able to get changed over
the course of the next 12 months because it is extremely important
is the one that is processing the claims.

I think it would be an embarrassment, especially for the depart-
ment but I think it would spill over on Congress, if we have a
breakdown in the processing of claims. So, that is important and
we need some money for that.

In regard to the contracting, this is something that we are asking
you to help us with, Chairman Baucus. It is going to be controver-
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sial. I am not coming in here to tell you that it is not going to be
controversial, because the people who have contracts right now will
not want to have to compete on a wholesale level, and it is impor-
tant for us to do so.

I think it is going to be easier to change the way we contract
with claims processors. I think there is a much better way to do
it, but that is going to have to depend upon how soon Congress will
introduce a bill and help us on it.

The CHAIRMAN. I wonder if you could do this for us, please. First,
list the changes that you plan to make administratively for the
record, and then send us a letter in the next couple of weeks or
something to outline this, and their priority, along with time lines
indicating when you think you can get them accomplished.

Secretary THOMPSON. Absolutely. We will be more than happy to
do so.

The CHAIRMAN. Next, list the legislative changes. If you could
prioritize those, too, which ones you think are most important for
improving service to beneficaries. And which of the legislative sug-
gestions do you think make the most sense?

While we are at it, an obvious question a lot of us have, is how
well can the agency take on additional work, additional charges,
additional mandates? I know a lot of us believe that CMS is al-
ready strapped, and then Congress comes along and gives it new
responsibilities.

Now we are talking about adding prescription drug benefits. We
have talked about Medicare reform. The Balanced Budget Act has
not totally worked its way through yet. What is your sense on how
easily we could do all this?

[The information referred to above can be found in the appendix
on page 108.]

Secretary THOMPSON. Chairman Baucus, you have raised a very
valid point. I do not think we can do much more with the amount
of resources, the amount of technology that we have.

We are sort of at the bending point of saying that we cannot do
any more. I am not being critical, because that is not my style. I
want to come here and point out a plan on how we can be able to
be helpful.

But it seems that in the past there has been such a distrust and
dislike of HCFA, that every time Congress did not have an idea
where they wanted to put a proposal they gave it to HCFA, but no
additional resources. HCFA, right now, is overloaded with HIPAA
and with the privacy rules and regulations, with Medicare and
Medicaid, and SCHIP, and so on. I do not think we can really take
on any more responsibilities.

The CHAIRMAN. Well, what do we say to the seniors in our coun-
try who need a prescription drug benefit? Seniors in my State of
Montana—I daresay this is true in other parts of the country—who
are not covered pay more in prescription drug costs than do seniors
in any other part of the civilized world.

Secretary THOMPSON. I am saying that prescription drugs, with
the reform of Medicare, we can handle that. But I am not saying
additional programs, I am saying Medicare. That is our primary
reason for existing, so we have to do that. We have to do prescrip-

VerDate 11-MAY-2000 15:37 Jan 15, 2002 Jkt 000000 PO 00000 Frm 00020 Fmt 6633 Sfmt 6633 75560.000 SFINANC2 PsN: SFINANC2



17

tion drugs. That is why the Centers for Medicare and Medicaid
Services were set up. That is number one.

I am saying, additional responsibilities beyond that, at this point
in time, I do not think we can do unless we get additional re-
sources. But reformation of Medicare, with a prescription drug
component, we have to do that.

The CHAIRMAN. Thank you.
Senator Grassley?
Senator GRASSLEY. I join the Chairman in welcoming and ap-

plauding your enthusiasm as you approach this very important job
of making an agency a very effective agency.

I think you probably answered the concern that I would have
with most people in any position of leadership, either you run the
organization or it will run you. So, I am pleased that you are tak-
ing this very important role of knowing that you are in charge and
are going to do what needs to be done.

I am pleased to hear you speak about the need to ease regulatory
burdens on Medicare providers. I am also committed to see that the
Medicare program improves in a way that relates to both bene-
ficiaries and providers, specifically the need for improved commu-
nication and coordination between the center CMMS office and its
regional offices and contractors, also improving the dispute resolu-
tion process, and lastly, improving communication to the bene-
ficiaries. These are all issues that come up regularly, so it is very
good to see you working on these.

I understand some of these concerns may be addressed adminis-
tratively, others will require legislation. You are going to outline
that, as you just indicated to Senator Baucus. But hopefully we can
work together to determine which areas are in need of legislation,
then we can help in that area very quickly.

If you are able to elaborate, I would be interested in hearing
some of your ideas on easing the paperwork burden and improving
communication between CMMS and providers.

Secretary THOMPSON. We have good communication routes set up
in all of our divisions that are not being utilized, and I want to uti-
lize them, Senator Grassley. I want to be able to put out programs
for providers, especially for the physicians, hospitals, and clinics
across America, throughout these three centers for what these pro-
grams are all about. I want to be able to do that on a regular basis.

We also want to be able to set out this communication program
this fall that Tom Scully outlined that is going to be able to really
give the information to our senior citizens about what is available
and how they can interact, and be able to set up this hotline, that
any time a senior wants to call us throughout the day or evening,
they will have the opportunity to do so, and have somebody there
that can give them a correct answer on a quick, efficient basis. This
is our overall plan.

Senator GRASSLEY. Could you also address your efforts to reduce
the paperwork burden? We hear that more from nurses at nursing
homes, nurses in hospitals, doctors. We hear that an awful lot. I
assume that is the kind of paperwork reduction you are talking
about.

Secretary THOMPSON. Absolutely. Absolutely. We are trying, Sen-
ator Grassley, to be able to put our rules and regulations in simple,
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straightforward language that the common person can understand.
They are so confusing. When they come up to my desk and I cannot
understand them, I ship them back.

Senator GRASSLEY. You do not need to elaborate, but have you
identified specific things that need to be done in that area or are
you still exploring?

Secretary THOMPSON. No. We have identified some, but we are
exploring at the same time. We are setting up a regulatory commis-
sion, but at the same time we are simplifying. Tom, you may want
to comment.

Mr. SCULLY. First, what the Secretary announced today, and this
is a fairly simple step. Providers get regulatory announcements 30
days a month. So one thing we are going to do, is we are going to
put out a compendium at the beginning of each quarter which will
list anything that is going to come out that quarter from HCFA,
whether it is a regulation or just guidance. Then we are only going
to put out all of our guidance, unless there is some emergency—
this is kind of a self-imposed restraint—1 day a month. So, it will
be one day a month that you will get everything from HCFA.

The reason for that, having been in the provider community in
the past, is you are not going to have to look at the Federal Reg-
ister every day, you will have to look once a month. You will also
know, in the compendium, if something is coming that quarter.

You will get a list at the beginning of the quarter of everything
that is on the agenda for that quarter, so you will not get any more
surprises and you will not have to have every provider in the coun-
try hire a lawyer to read the Federal Register every day. That is
a fairly simple reform, but I think it is a first step and I think it
will be helpful.

Senator GRASSLEY. Thank you.
Secretary Thompson, as you know, this week we are going to be

considering the Patient’s Bill of Rights. Some of the proposals we
have heard include a greatly expanded role for CMMS in regu-
lating private health insurance plans. HCFA was given a similar
task in 1996 by the Health Insurance Portability and Account-
ability Act, HIPAA, we call it.

My perception, is that the agency has really struggled with that
function, which is quite different from the core Medicare and Med-
icaid tasks. What are your thoughts on the wisdom of adding more
responsibilities in this area to CMMS?

Secretary THOMPSON. I am certainly not encouraging any more
additional oversight as far as HIPAA is concerned, or the Patient
Bill of Rights, at the Centers for Medicare and Medicaid Services.

I think, as I mentioned to Chairman Baucus, we are at the end
point as far as assuming more responsibilities, especially with the
fact that our primary objective is prescription drugs and reforming
and strengthening Medicare. We have to do that, and that is what
we want to do. Adding additional things at this time for CMMS,
I do not think, is something that we are going to be able to do as
well as I would like to be able to them. I do not like to take on
things unless I am going to be able to do them. I want to be up
front about that.

In HIPAA, we are still struggling. There are four items in
HIPAA that we are supposed to be regulating at the State level

VerDate 11-MAY-2000 15:37 Jan 15, 2002 Jkt 000000 PO 00000 Frm 00022 Fmt 6633 Sfmt 6633 75560.000 SFINANC2 PsN: SFINANC2



19

and we are not doing a very good job yet. That is because we did
not have the additional resources when HIPAA was passed to do
that and we have had to try to internalize it, and we have not been
very effective at it as of yet.

Senator GRASSLEY. Thank you, Mr. Secretary.
The CHAIRMAN. Thank you, Senator.
Next on the list is Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman.
Thank you, Mr. Secretary and Mr. Scully, for your presentations.
Where do you start? I have got so many places we could start

with your agency. I will start with one idea. Mr. Scully, if you are
going to be an average Administrator, you have only got about 10
months left. [Laughter.]

Mr. SCULLY. I think my wife might help with that.
Senator BREAUX. The average tenure of a HCFA Administrator

is 1 year. You wonder why we have a problem with continuity
within an agency where the average Administrator survives 12
months, and then they put somebody else in.

Most times, we operate this entire agency with an acting Admin-
istrator. That does not give a lot of confidence as far as the people
that you have to work with, the people that work with you as well
as all the providers that you have to deal with.

So, I would hope that you will be able to break the average and
stay there for a period of time to give you an opportunity to do
some things which I think need to be done.

You have got a good team, Mr. Secretary. Utilize them.
I forget who made the comment, but it is going to run you if you

do not run it. The people in any bureaucracy know that they are
going to be there a lot longer than you.

Secretary THOMPSON. That is true.
Senator BREAUX. Political appointees come and go, but they are

going to be there forever. It is very, very important to have an atti-
tude that you are going to make changes as quickly as you can and
get them done.

There are all kinds of areas when you are dealing with 133,000
pages of regulations. We are still dealing with things that we
passed in 1997 which have not been put in final regulatory form
today.

Secretary THOMPSON. Absolutely.
Senator BREAUX. I mean, I am thinking of the diabetes self man-

agement training. That is still not finalized, and we passed that in
1997. So, the things that we do in Congress take years to even get
through the system.

Let me talk about a bigger picture, though. That is, there are
some of us that believe Medicare+Choice could never work because
of the way it was managed within HHS and within HCFA.

What Congress was essentially saying, is we want a new com-
petitive system to compete with the government, but the govern-
ment is going to run it. If I can be the referee, I am never going
to lose. I am always going to win. I think that is what happened
with Medicare+Choice.

So I want to understand the new boxes that you are proposing.
You are creating a Center for Beneficiary Choices, one box. You are
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creating a Center for Medicare Management, another box. And
then the Center for Medicaid and State Operations.

My understanding from your testimony is that the Center for
Beneficiary Choices would be the organization within CMMS that
will manage the traditional fee-for-service. Is that correct?

Secretary THOMPSON. No. The Center for Management. The Cen-
ter for Beneficiary Choices will have all the choices in it. The fee-
for-service will be in the second center.

Senator BREAUX. All right. The Center for Medicare Management
will be the traditional fee-for-service program.

Secretary THOMPSON. That is correct.
Senator BREAUX. All right. So you will have a Center for Medi-

care Management which will run you traditional fee-for-service pro-
grams as we know it under Medicare today.

Then the new Center for Beneficiary Choices will be in charge of
what is now known as Medicare+Choice, a competitive system that
will compete with traditional fee-for-service.

Secretary THOMPSON. That is correct.
Senator BREAUX. Both of those boxes will be under HCFA/CMMS

or under HHS?
Secretary THOMPSON. They will all be under HHS, but they will

be directed by CMMS.
Senator BREAUX. So how is that going to be any different from

what we have now where the fee-for-service competes with
Medicare+Choice under HCFA? Is this not the same thing? How is
this any different?

Mr. SCULLY. It is broken out within HCFA. Currently, the Center
for Health Plans and Providers is basically jointly managed by the
same group of people, so these are definitely two different blocks.

The Center for Beneficiary Choices is not only the
Medicare+Choice program, is also all the beneficiaries educational
services. We already expend quite a bit of money every year on
beneficiary education as it is. Basically, they are existing pieces of
the old HCFA that are put together under CMS in places that we
thought would work well.

Senator BREAUX. You have different people in the two different
blocks?

Mr. SCULLY. There are in fact, a number of senior people at
HCFA switching around to run that center. In fact, we actually
have not hired a political person to run that center, but Michael
McMullen, who has been the Acting Administrator for 6 months,
will be over there temporarily running it.

Senator BREAUX. If Congress creates a prescription drug pro-
gram, where does it go under this new arrangement, what you
would recommend?

Mr. SCULLY. I believe it depends. In the Medicare+Choice pro-
gram, I think that would be under the Center for Beneficiary
Choices sector, obviously absent legislative direction, and under the
Center for Medicare Management area for the fee-for-service. So, if
it was an addition to the fee-for-service area, it would be in that.

Senator BREAUX. We could spend a lot more time on all of this,
obviously.

Secretary THOMPSON. Senator Breaux?
Senator BREAUX. Mr. Secretary?
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Secretary THOMPSON. Senator Breaux, I would like to point out,
this is the first giant step, but this is not the last one. We are look-
ing at the whole structure of the Medicare+Choice program. We
may be coming back with some other ideas about splitting it out,
we may be coming back asking you for some support in hiring a
professional private manager.

But those decisions have not been made. I just want you to know
that this is not the end. This is an ongoing process to improve the
quality and the efficiencies of the services of all three of the cen-
ters.

Senator BREAUX. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
Senator Conrad?
Senator CONRAD. Thank you, Mr. Chairman.
First of all, let me just say to you, Mr. Secretary, I like your atti-

tude. I like it a lot. We need to have some energy there and some
feeling that we are going to do things differently. Setting specific
goals, that is exactly what is needed and I applaud you for it. I am
just delighted to hear your discussion here this morning.

I could not be more pleased that you have as an Administrator
Mr. Scully. Many of us have worked with him on a bipartisan basis
for years. When I heard he was being considered, I knew it was a
substantial personal sacrifice and I urged him to take this on.

Secretary THOMPSON. I am glad you did, Senator Conrad.
Senator CONRAD. That almost discouraged him. [Laughter.] But

this is important. This really matters in people’s lives, so doing our
best is important.

I want to go back to where I started my opening statement and
just briefly go through a couple of things. Then I am going to ask
you about legislation that, now, 20 of us have introduced.

It is truly bipartisan. My staff informs me, as of this morning,
there are 10 Democrats, 9 Republicans, and 1 Independent on this
bill. So, we have got all of the elements.

Let me just go back to this Medicare disparity. The blue bar is
Mercy Hospital in Devil’s Lake, North Dakota. The red bar is Lady
of Mercy Hospital in New York City. Simple pneumonia, $8,500—
nearly $8,600—in New York, $4,200 in Devil’s Lake, North Dakota.

My dear friend Senator Breaux says, well, it costs a lot more to
live in New York. It does cost more to live in New York. But the
delivery of medical services is not a 100 percent difference.

When we have to buy technology we do not get a discount be-
cause we live in Devil’s Lake. The difference in the labor rates,
while there is a difference and it is a significant difference, it is not
a 100 percent difference. Yet, we are left with a 100 percent dif-
ferential here. The same is true on heart failure, 2:1.

Let me go to the next one. Here is the result. Inpatient margins.
The aqua bar is urban hospitals, the dark blue bar is rural hos-
pitals. Almost 3:1 in terms of their margins. This is according to
MEDPAC’s analysis of HCFA data, CMMS data, now.

On overall margins, look at the difference here. Rural hospitals
have a negative 3 percent margin on Medicare patients. Now, you
cannot survive very long on that.
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This chart makes that point. This is the percentage of hospitals
by the number of discharges per year, percent with losses. The
aqua bar is those hospitals with 200 or less in discharges. Look. Al-
most 70 percent of those institutions are losing money. It steps
right down from 201 to 500, the blue bar, where over 50 percent
are experiencing losses.

Now, we cannot go on this way. I can tell you that, in rural set-
tings, these hospitals are going broke. Most of them average 70
percent Medicare-eligible patients. That is their patient make-up.

So, the legislation that we have introduced, 20 Senators and
more than 30 House members, again, about evenly divided in both
the House and the Senate in terms of party membership, this is
what it would do. It would close up those margins.

Instead of a 3:1 on inpatient margins, urban institutions over
rural, we would close the gap. We would close the gap. We would
not eliminate it, but we would close it.

I just want to ask you if you would take a look at this legislation,
it is Senate bill 1030, and give us your impressions. Is this some-
thing the administration could support? What changes would you
recommend?

The second point I want to get to, is this question of Medicare
payment delays. I indicated we were having hospitals with 3
months of backlog. Last year, Congress provided the agency a 32
percent increase in administrative resources to be used for improv-
ing these services. It was a $1.3 billion increase.

Could you give us some idea on how you are using that increase
to improve Medicare contracting services?

Secretary THOMPSON. I would say that the best thing we could
do to improve the quality of contracting and be able to get the pay-
ments out, is to have the contracts put out on on a performance
base, and merit base, and so on, instead of cost, and be able to re-
duce the number of contract fiscal intermediaries, as well as car-
riers.

If we can reduce that and put the contracts out on performance
and allow anybody to bid on them, I am confident we could improve
that system considerably.

In regard to rural hospitals versus urban hospitals, as I men-
tioned to you when I was in front of you for confirmation as well
as for the budget, I told you that I come from a very small rural
community, population 1,400.

My home hospital is in a very rural area, suffering the same
problems that you have pointed out. I want to be able to help that
hospital like you want to help all the hospitals in your State. I
want to do it for all the small rural hospitals in America.

I would love to look at your legislation and make suggestions. We
will be back to you within our 14 business days with an answer,
Senator Conrad. Tom and I both will respond to it.

Senator CONRAD. All right. I appreciate that very much.
The CHAIRMAN. Thank you very much, Senator.
Senator Kerry is not here. Senator Hatch?
Senator HATCH. I am glad Senator Conrad brought that up.

Utah, in particular. There is a disparity even among rural States.
Utah is not treated very fairly on reimbursement rates, and it is
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very similar to what North Dakota has to face. So, this is a really
important issue to try and resolve.

First of all, let me say that I want to commend you, Mr. Sec-
retary, for the outstanding work you are doing to make the agency
run more efficiently, and your obvious commitment to improving
many aspects of the overall management of CMMS.

Clearly, this job is extremely difficult. You and Tom Scully have
a very, very big job ahead of you. But you are definitely on the
right track. I want you to know that I will do everything I can to
help you to make the agency better, and will certainly do what I
can to address that objective.

Now, I know you addressed some of my questions in your testi-
mony, but I am compelled to raise just a few issues because they
remain outstanding issues for me, and for other members of this
committee.

Specifically, I am concerned about your thoughts on contractor
reform. Medicare contractors work in partnership with CMMS and
they are a very major part in dealing with providers. Frankly, one
of the most common complaints that I hear from Medicare pro-
viders are problems that they have with their contractors.

Now, these problems range from disputes over reimbursements
or withholding of payments to simple matters involving returning
phone calls or being able to talk to someone, anyone, who really
knows what they are talking about.

Would you discuss in just a little more detail your thoughts on
improving contractor performance and what efforts you will pursue
to improve customer service to providers?

Secretary THOMPSON. First off, we want to put one person in
every State out of the regional office.

Senator HATCH. I like that idea.
Secretary THOMPSON. So they are going to be able to have a con-

tact person that they know, in Utah, that that person represents
Utah.

The CHAIRMAN. When will that occur, by what date? When will
each of us in our States know who that person is?

Secretary THOMPSON. Tom has got it.
The CHAIRMAN. It is all right there?
Mr. SCULLY. Yes.
The CHAIRMAN. Good.
Senator HATCH. Well, it would be nice for us to know today then.
The CHAIRMAN. Who do you have for Utah?
Mr. SCULLY. For Utah, it is Aaron Blight in the Baltimore office,

and Tilly Roland in the regional office, which is Denver.
The CHAIRMAN. Why don’t you read those for the Senators who

are here. This is not on your time.
Mr. SCULLY. We can give you this. We have a more detailed one

with names and phone numbers.
The CHAIRMAN. Well, who do you have for Arkansas?
Mr. SCULLY. For Arkansas, in the central office, which is Balti-

more, it is Marty Svolos. In the regional office, it is Ford Blunt,
which is the Dallas regional office.

The CHAIRMAN. All right.
And for Louisiana?
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Mr. SCULLY. For Louisiana, it is Wayne Smith in Baltimore, and
Joe Reeder in the regional office.

The CHAIRMAN. All right. Oh, good. I have a copy in front of me.
Mr. SCULLY. There is also about a 15-page list of the same people

with phone numbers, e-mail lists, and other things. So, hopefully
they are all preparing for this onslaught.

The CHAIRMAN. All right. Good. Can you make this available for
all the Senators so we know who our people are?

Senator CONRAD. I would like to have a copy.
The CHAIRMAN. Good. Thank you.
Secretary THOMPSON. Can I just expand a little bit further?
The CHAIRMAN. Sure.
Secretary THOMPSON. When Medicare was passed in 1965, there

was an agreement with the hospitals and with the AMA that they
were able to nominate individuals to be the fiscal intermediaries
from a particular State, from a particular hospital, and from a par-
ticular clinic. It evolved out of that, in order to get Medicare
passed, that that was written into the law.

The contracts are put out on how much it costs to deliver the
services. There is no uniformity, as the decision is made by the fis-
cal intermediaries or the carriers. What Tom and I are trying to
do, is change the law, Senator Hatch, so that we could put it out
on performance contracts and be able to reduce the number of fis-
cal intermediaries, because we do not need 50. We do not need 50
carriers.

When you have that many, you have a disparity as to what is
paid and what is not paid. It causes confusion and frustration
when some doctor gets paid for something from this fiscal inter-
mediary and does not from this one.

Then, finally, we have 30-year-old software that is in the process
of paying out these claims. That is an accident waiting to happen,
as I mentioned.

So, what we are trying to do is reorganize and reauthorize the
contracting provisions so that we can put out contracts and limit
the number of individuals, and put them out in RFPs based upon
performance. We think we can get a better product, more uni-
formity, and faster services to the providers. That is what we are
asking for.

Senator HATCH. Well, let me just raise one other area of concern
to me, because my time is running out. It is the role of the depart-
ment’s efforts in addressing fraud and abuse. As you know, health
care fraud and abuse is a very serious issue, and one that I am
particularly concerned about.

In 1996, I was very instrumental in developing the fraud and
abuse provisions in the Health Insurance Portability and Account-
ability Act, which dedicated a special fund for fraud and abuse ac-
tivities.

Now, these new provisions have empowered HHS and the Justice
Department with significant tools to address this problem. More-
over, providers are now more diligent in their implementation of ef-
fective compliance programs, which is what they should be doing.

Nevertheless, I have heard concerns among the provider commu-
nity about the perception that these fraud and abuse efforts have
been carried to extremes. In fact, some Medicare providers tell me
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that they perceive Medicare as overly aggressive and claim that it
has had a chilling effect on the provision of care and provider par-
ticipation.

They allege that there has been an impression that the law en-
forcement agencies are operating under the assumption that every
provider is likely guilty of something and that they can be assumed
to be guilty until proven innocent.

Now, this sentiment apparently carries down to the contractor
level as well. I know this question is just a little bit outside the
scope of this hearing, but I wanted to bring it to your attention be-
cause I think it is something we need to keep in focus as we look
at reforming this agency.

I would appreciate any thoughts you have on the subject of fraud
and abuse activities.

Secretary THOMPSON. Well, Senator Hatch, there are some seri-
ous questions about fraud and abuse in the Medicare system, and
in the Medicaid system as well. We want to be able to do our part
to prevent it.

I think one of the best ways we can help and educate people is
through our centers, and put out educational programs, simplify
the rules and regulations, have more uniformity in the decision
making at the contracting basis as well as at the fiscal inter-
mediary stage, and be able to put out better and more frequent
educational programs to doctors, to hospitals, and to other pro-
viders through these three centers.

We got the telecommunication equipment set up on the Centers
for Medicare and Medicaid Services, and we should be using that
equipment better and interactively to get the information out. We
think we can do a much better job. We think we can also, in the
same process, reduce fraud and abuse.

Senator HATCH. Thank you.
Did you care to add anything, Mr. Scully?
Mr. SCULLY. I would just say, there is a lot that can be done. Ob-

viously, I have heard, since I used to be on the provider side, a lot
of the same things. I was the Compliance Committee chair on two
different companies the last 4 years. I think some of that is legiti-
mate, some of it is probably a little overdone as well.

I think one of the things that is important, is the Justice Depart-
ment, HCFA/CMS, and the IG have really always worked together
on this. I think Janet Renquist, the new Inspector General nominee
will be very helpful. She happened to be a classmate of mine in col-
lege. I have known her for 20 years, so I think we will have a good
relationship, hopefully.

Senator HATCH. And a former staffer of mine, by the way. She
is really very good.

Mr. SCULLY. Yes. Former UVA person. Finally, the Justice De-
partment, with Attorney General Ashcroft. Generally, they have
had a health care person over there. I think the three agencies,
working together to make sure that the fraud and abuse guidelines
and implementation are consistent, is really important.

So, I think Justice is also looking at some people for that post.
But I think the three agencies working together consistently is
really the key to making sure you have fair enforcement.

Senator HATCH. Well, thank you.
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Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator.
Senator Snowe?
Senator SNOWE. Thank you, Mr. Chairman.
Welcome, Mr. Secretary, Mr. Scully, for being here today. Mr.

Secretary, I want to commend you for your very vigorous leader-
ship in revamping HCFA, or former HCFA. I commend you, be-
cause it is long overdue.

Obviously it has been an area that has been a source of conten-
tion and controversy for quite some time, so I really applaud you
for the effort that you are making in your early tenure as Sec-
retary.

Let me just get back to the issue of the paperwork burden. You
mentioned in your initial statement about taking swift action to re-
duce the unnecessary paperwork burden.

It is interesting. Not too long ago, a small hospital of mine in
Maine, about 15 beds, which also has home health care responsibil-
ities as well and they serve about 100 patients a day, and the ad-
ministrator of the hospital happened to bring me the number of
forms that are required for them to fill out, for all patients, not just
Medicare patients. Just anybody who serves and provides home
health care, obviously, gets Medicare dollars.

Here are the forms for a patient, just one patient. These forms
extend 56 feet. There are 61 pages of forms. In fact, they had cir-
culated this around the room that I was in with 40 hospital admin-
istrators and it went around the room. I mean, that is 56 feet long
for just one patient. Then it is required, not just for Medicare pa-
tients, but for all patients in that institution. So that is what we
are dealing with here.

Up until 1999, it was about three pages of forms. Then there was
a requirement for 90 different questions and forms to be filled out
that results in this extensive list here today.

So, obviously it is preposterous. It is demoralizing, it is costly. It
prevents health care providers from doing what they need to do.
Obviously, some information is important and critical to the out-
come and what they are doing. Obviously, we need to have account-
ability. But this goes, I think, beyond any level of principles of re-
sponsibility in having them to do this kind of work.

So I think if you can accomplish that, reducing the number of
forms, I hope that is in your ultimate priority here. This really bor-
ders on the ridiculous, to put anybody through this kind of paper-
work requirement for each and every patient.

Secretary THOMPSON. Senator Snowe, there are several things I
want to say. First off, thank you for bringing it up. Second, yes, we
are very tuned in to the number of forms that we are asking for.
Third, to ask for your help. When you pass legislation, be cognizant
of what you are requiring us to ask for.

Fourth, I have already put into place some ways in which we can
reduce the number of questions that have to be asked every time
a patient comes in. If they have to come in on a weekly basis for
chemotherapy, we have to ask them the same questions.

One of the questions is, have you got black lung? Well, you did
not have it last week, you never worked in the mines. Why do you
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keep asking whether or not? It is things like that that are common
sense that we are going to be changing, and we are in the process.

Finally, I have got a suggestion. I am sorry Senator Hatch left,
since he is very much involved in fraud and abuse. I think hos-
pitals, and I think the delivery of medical services in America, we
are way behind, as I mentioned to Senator Kerry.

When you check in a patient or give prescriptions out in a hos-
pital, it is the old-fashioned way. There is new technology out there
and we should be using it. There is better technology in checking
out groceries in a grocery store than checking in a person in the
hospital, or administering drugs. That is not right.

What I am suggesting, Senator Snowe, is a lot of that paperwork
could be done away with. We should get to a paperless kind of sys-
tem in hospitals and clinics. What I am suggesting, is maybe we
should take some of the fraud money that we get and plow it back
in to best practice and purchase a mini Hill-Burton law to purchase
new technology in hospitals to get to a paperless society or
paperless hospital on admitting patients and administering drugs.

You would be able to reduce the number of forms, you would do
it faster, you would allow nurses to be able to provide health care
better instead of filling out forms. You would not be so frustrated,
and you would also reduce medical mistakes. Suggestion.

Senator SNOWE. I think that is an excellent idea. In fact, Senator
Gramm and I have introduced legislation to adopt the technology
to eliminate medical errors when issuing prescriptions in hospitals,
for example.

Secretary THOMPSON. Well, consider the idea of setting up a mini
Hill-Burton law, using the fraud money to put out in places for new
automation, then let us try it. I think we could get to a hospital,
paperless kind of clinic, and we would be able to reduce those
forms completely.

Senator SNOWE. Good point. That is a good point.
And what about a provider ombudsman in the agency, in your

Centers for Medicare and Medicaid Services?
Secretary THOMPSON. We think we are doing that. We are not

calling it that, but we think we are doing that by having a person
representing each State out in the regions, then having somebody
representing the department in Baltimore. I do not know if you
were here, but Tom was listing the names.

Who do you have for Maine, Tom?
Mr. SCULLY. This is more for Medicaid. But for Maine, in the

central office, it is Roger Buchanan, and for the Boston office, it is
Irv Rich.

But we have been talking about a variety of different compliance
ideas. We have not quite decided yet as to what idea is the most
appropriate one, but I think your ombudsman was one that we
have talked about.

The CHAIRMAN. Thank you very much, Senator.
Senator SNOWE. Thank you. Thank you.
The CHAIRMAN. Senator Lincoln?
Senator LINCOLN. Thank you, Mr. Chairman. I certainly appre-

ciate you holding this hearing today on the role and the expectation
of the newly-named Centers for Medicare and Medicaid Services
and the challenges that the Secretary faces in that agency. We wel-
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come you to the committee, Mr. Secretary, Mr. Administrator. Glad
to have you.

Secretary THOMPSON. Thank you.
Senator LINCOLN. I look forward to a working relationship as we

face some of these problems.
Just touching on what Senator Snowe was talking about, I notice

that it sparked a great deal of interest in you in working towards
better technology and this paperless system.

I would just reiterate the maps or the charts that Senator
Conrad presented. In traveling in the last two breaks and visiting
many of my rural hospitals, they are pretty much required to get
to a very similar system of paperless operations in order to meet
both the demands of the contractors, as well as the HIPAA, in
some of the technology that they are having to put into their hos-
pitals.

It is very difficult when they have absolutely no resources, as a
rural hospital does, falling in that line in that category of, I think,
a negative 2 percent.

So, I hope that we can work on that, and particularly pay atten-
tion to those hospitals that are striving to do that for other regu-
latory purposes, but also who are working at a disadvantage al-
ready in terms of the reimbursements. Because the reimburse-
ments are low and because their percentages sometimes are at 60,
70 percent Medicare, they are really, really strapped. So, I hope we
can work towards that.

Secretary THOMPSON. Thank you very much. I want to work with
you on it.

Senator LINCOLN. Absolutely. I think that we can bring to the
table not only some situations that these hospitals are going
through, but also some ideas and solutions that they are looking
for themselves right now to try to meet those terms.

You all had mentioned that your technology is somewhat anti-
quated, dating back to the 1970’s. To accomplish some of the goals
that, Mr. Secretary, you and Administrator Scully have set for the
CMMS, such as replacing this outdated technology and expanding
the educational campaign for beneficiaries, do you anticipate need-
ing further financial resources?

Secretary THOMPSON. Senator Lincoln, we have $36 million in
the President’s budget for a new bookkeeping system called
HIGLAS, which is really probably the most important thing right
now for the Centers for Medicare and Medicaid Services.

We have got money set aside for new computer systems, and we
are looking at a whole new initiative to modernize the computer
system. But we are not asking for any extra money at this time for
that. We will put together a budget initiative for the next fiscal
year in regard to that.

Senator LINCOLN. And what is your time frame? I am sorry, I
came to the hearing late. I may have missed that. But what is your
time frame for really working to put that new technology into
place?

Secretary THOMPSON. Well, the HIGLAS bookkeeping system has
got to be done. The first phase of it is $36 million. We are expect-
ing, hopefully, that Congress will approve that in the President’s
budget. We will get started on it as soon as it passes. We have al-
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ready started the preliminary work towards that. We are already
looking at a whole new IT system and we are reorganizing the de-
partment.

We are looking at setting up an IT division for the department
so that it can purchase new computer systems for all of the divi-
sions, so we can get down to one complete, modern, new system.

We spend millions of dollars in that department on new com-
puter systems, and we have over 200 different computer systems.
Nobody can talk to each other. It is the worst system I have ever
encountered.

What we are trying to do, as is it is not efficient and it is not
able to accomplish your objective or our objective, we would like to
be able to get that down to one system so that we could have a
computer system that Congress could plug into, that we could plug
into, and that we could all communicate and deliver the services
better.

So, instead of asking you for more resources, we are looking at
a whole, complete, intense study of the whole department’s needs
to try and figure out if we have the resources internally. We spend
all this other money. Maybe we would have the money if we had
just bought a brand-new computer system. We may have enough
money to give you some money back.

Senator LINCOLN. Well, I know that when I came in 1998 I ac-
quired, or inherited, a very antiquated system myself. Finding out
not only how much it was going to cost to update it, or better yet
replace it, also the time involved, that is why I was interested to
know that not only if you find the resources within, or certainly
from the President’s budget, being able to allow you to do that.

Secretary THOMPSON. We have 3,200 servers, 2,900 people to
maintain 3,200 servers. We have 200 different computer systems.
We have 85,000 workplace stations for 63,000 employees. You tell
me if that is a system that works.

Senator LINCOLN. No. I am just hoping that, as you plan through
replacing all of that, you also look at the time frame in which it
is going to happen and that it does not take too long.

Secretary THOMPSON. It is going to take a while.
Senator LINCOLN. Well, hopefully not too long.
Secretary THOMPSON. But I am a pusher.
Senator LINCOLN. Good. Well, we appreciate that and we look

forward to working with you.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you very much, Mr. Secretary. A couple

of points. One, I think you know that the Senators have a lot of
very deep concern about these issues. Frankly, I think the passion,
anxiety, and concern probably could have been voiced even stronger
than it was by members of this committee.

But I think you essentially did not hear it because this was an
opportunity for you to explain what you are doing at the depart-
ment with CMS. But I do not want you to go away from here think-
ing, well, things are under control, we just have to keep moving
along, because they are not.

Secretary THOMPSON. They are not.
The CHAIRMAN. It is a crisis. It is a real urgency here.
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This leads me to a second point. Namely, we have just touched
the tip of the iceberg here in this hearing. We have not even begun
to get down deep into what has got to be done.

Secretary THOMPSON. I hope you call us back.
The CHAIRMAN. I definitely will. That is my next point, that we

will have a subsequent hearing. But I want to give you the time
to do what you need to do, because you are, after all, in charge.

I was serious when I mentioned that I would like you to send to
the committee a letter of the administrative changes, the priorities,
with deadlines and time lines, and then also a list of legislative re-
quests that you think make sense, and priorities there as well.

I know from experience that you need to set deadlines. You need
to set dates, deadlines, and benchmarks, otherwise things tend to
slip.

I do not want this to be just another HCFA hearing where we
all have the right motives and speak with great intentions, but be-
cause of the rush of business and things that happen, things slip
a little bit and something else arises and pushes aside the efforts
we are attempting to undertake.

So that is why we are going to have subsequent hearings, to take
stock of how we are doing and what needs to be done. I want this
committee to help you in finally solving this thing.

As I said, we have just begun to touch the tip of the iceberg. I
did not begin to give you all the complaints that I hear. I did not
do so, because I want you to solve them in advance. If you do not,
you are going to hear them.

Secretary THOMPSON. Thank you.
The CHAIRMAN. Thank you very much.
Secretary THOMPSON. I want to thank you, Mr. Chairman, and

all the Senators, for giving us this opportunity. I think that this
has been the best hearing that I have been in front of since I have
been here four and a half months ago.

I came out here to do a job. Tom Scully gave up a very lucrative
profession to come in to help me, and I appreciate that very much.
We want to change. We do not want to just change for change sake,
we want to change so that it is better and more responsive, not
only to you, but to your constituents and to all Americans.

The CHAIRMAN. Thank you very much. We appreciate your tak-
ing the time.

Our next panel consists of Mr. Bill Scanlon, Director of Health
Care Issues for the General Accounting Office; Michael Gluck, who
is a Ph.D. and professor at the Institute for Health Care Research
and Policy at Georgetown; Dr. Judith Hibbard, Professor of Health
Policy, Department of Planning, Public Policy, and Management at
the University of Oregon; and Dr. Nick Wolter, who is the presi-
dent and CEO of Deaconess Billings Clinic in Billings, MT.

Dr. Hibbard, I understand that you earlier had a time constraint.
Do you still have that?

Dr. HIBBARD. I do, yes. I can stay a little bit beyond the time.
The CHAIRMAN. By what time do you have to leave?
Dr. HIBBARD. If I could leave by 10 after 12:00.
The CHAIRMAN. All right. Why don’t you proceed first then? Then

that will help us if we get into a bind here.
Dr. HIBBARD. Thank you.
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STATEMENT OF DR. JUDITH HIBBARD, PROFESSOR OF
HEALTH POLICY, DEPARTMENT OF PLANNING, PUBLIC POL-
ICY, AND MANAGEMENT, UNIVERSITY OF OREGON, EUGENE,
OR

Dr. HIBBARD. Chairman Baucus, Senator Grassley, and members
of the committee, thank you for this opportunity to testify. I am Ju-
dith Hibbard. I am a professor of Health Policy at the University
of Oregon.

I currently work with the National Quality Forum, where I pro-
vide expertise on how to effectively report health care information
to consumers. I am pleased to be here today to testify about the
information needs of Medicare beneficiaries.

In my research, I have investigated how consumers make choices
and I have studied consumers of all ages, including Medicare bene-
ficiaries. My current work is supported by CMMS, the Robert Wood
Johnson Foundation, and the Public Policy Institute at AARP.

As you know, the Medicare program works best when bene-
ficiaries make informed choices. Recent changes have expanded
those choices and the amount of information that beneficiaries re-
ceive.

My research has focused on how beneficiaries are faring under
this new condition. As Mr. Scully indicated, what we have found
too is that there are serious deficits in what beneficiaries know
about their choices.

Of greater concern is our recent finding that more than half of
the beneficiaries population has difficulty understanding the com-
parative information about Medicare options.

When asked to review comparative tables and charts showing
plan characteristics, a majority of beneficiaries had difficulty accu-
rately interpreting that information. Compared to the under-65
population, older beneficiaries make about three times as many er-
rors in looking at simple charts and tables with the same informa-
tion.

So those beneficiaries who have the most difficulty also felt that
having choices, many choices and lots of information, was a burden.
They preferred to have someone else make a choice for them.

What beneficiaries need to be able to do to make an informed
choice is formidable. They need to understand the information and
to be able to differentially weight cost factors, quality, and benefit
factors to match their individual needs.

These kinds of tasks are difficult for most people, and they are
particularly difficult for the elderly. So helping beneficiaries use in-
formation and apply it to their own situation it the type of assist-
ance that is most urgently needed.

This means providing help that goes beyond information dissemi-
nation to providing some decision support. Decision support can be
provided via group counseling, over the telephone, or through com-
puter-aided decision tools, but most beneficiaries prefer to have as-
sistance in a one-to-one counseling with a live person.

The most effective approach to communicating with beneficiaries
will have to take into account the tremendous differences within
the beneficiary population in their ability to comprehend and use
information and choices.
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This means tailoring education to the different segments and to
their ability levels. Making the choice test easier for beneficiaries
would also help. This could be accomplished by having fewer types
of plan designs to choose from, and less complexity associated with
each of those choices.

Three final recommendations. First, the National Medicare Edu-
cation program requires adequate resources. The complexity of the
options and the diverse abilities in the Medicare population make
beneficiary education a very challenging task.

Because beneficiaries still lack the understanding of their
choices, it is premature to implement the lock-in feature of the
Medicare+Choice program scheduled to be implemented in 2002.

Finally, providing information does not equal understanding.
Beneficiaries have been provided with information but they still do
not understand. It will be very important for the new Centers for
Medicare and Medicaid Services to assess beneficiary knowledge
levels on an ongoing basis to determine the degree to which their
educational efforts are actually successful.

I was very pleased to hear Secretary Thompson’s announcement
that beneficiary education is going to be a higher priority. This is
an important step.

The centers’ challenge is to improve communications to bene-
ficiaries by tailoring information to the diverse needs in the popu-
lation and to find ways to provide assistance to beneficiaries that
moves beyond information dissemination to education and decision
support.

Thank you for this opportunity to testify today. I am happy to
answer any questions.

[The prepared statement of Dr. Hibbard appears in the appen-
dix.]

Senator GRASSLEY. Thank you, Dr. Hibbard.
What we will do is go through the panel, then because you have

to go by 10 after 12:00, we will ask you questions first.
Dr. Scanlon?

STATEMENT OF WILLIAM J. SCANLON, DIRECTOR, HEATLH
CARE ISSUES, U.S. GENERAL ACCOUNTING OFFICE, WASH-
INGTON, DC

Dr. SCANLON. Thank you very much, Senator Grassley, Senator
Breaux, and Senator Lincoln.

I am very pleased to be here as you discuss the ability of CMS,
or HCFA, to carry out its mission to manage the Medicare program
both now and in the future.

It was very heartening to hear the consensus about the chal-
lenges, as well as some of the initial steps in terms of trying to
meet those challenges that HCFA faces. However, of course, we
need to focus very much on the details in order to be able to find
effective solutions.

Medicare will always pose an enormous management challenge
regardless of who runs it. Any agency that manages a $220 billion
program and must respond to the vast and varied universe of
health care providers, beneficiaries, and taxpayers will be the tar-
get of parties that feel disadvantaged or harmed by some of its de-
cisions.
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Nevertheless, it is possible to take stock of HCFA’s past experi-
ence and determine what lessons they hold for CMS in the future.

Tasked with administering the extremely complex Medicare pro-
gram, HCFA earns mixed reviews. On the one hand, the agency
presides over a program that is very popular with beneficiaries and
the general public. It has implemented payment methods that have
helped constrain program cost growth, and each year pays almost
900 million claims quickly with very small administrative budgets.

On the other hand, HCFA has difficulty making refinements to
payment methods, such as the calibration for urban/rural dif-
ferences that Senator Conrad was talking about. It has also fallen
short in its efforts to minimize inappropriate claims payment and
ensure the quality of Medicare services.

In recent years, HCFA has taken steps to achieve greater success
in these areas. However, the agency now faces criticism for impos-
ing payment safeguards that many providers feel constitute an
undue administrative burden.

As we look at HCFA’s record for managing Medicare, we note
that major gaps exist between the agency’s capabilities and expec-
tations for what it should be doing.

First, we and others believe—and that includes Secretary
Thompson—that HCFA may have too many things on its plate. In
addition to Medicare, HCFA must oversee 50-plus Medicaid and 50-
plus State’s Children’s Health Insurance Programs, compliance
with HIPAA standards by insurance plans in several States, and
quality inspections of nursing homes, home health agencies, clinical
laboratories, and other providers. To manage all this work, the
agency has a total of 49 senior executives.

Moreover, as Senator Breaux indicated, HCFA has a real prob-
lem in terms of continuity of leadership. In 24 years since its incep-
tion, there have been 21 administrators or acting administrators.
Such short tenures and frequent leadership shifts have not been
conducive to developing or carrying out strategic plans or long-term
innovations.

HCFA’s capacity is strained compared to its multiple complex re-
sponsibilities. Human capital and information system deficiencies,
coupled with constraints on its flexibility, hinder the agency’s per-
formance.

Staff shortages, in terms of skills and numbers, beset HCFA.
These shortages were brought into sharp focus as the agency strug-
gled to handle the many changes in the Balanced Budget Act, such
as expanding Medicare’s managed care options. Few staff had expe-
rience in dealing with existing health maintenance organizations,
let alone the new entities that the Act introduced.

Conducting a nationwide information campaign to assist bene-
ficiaries in making plan choices involved marketing and commu-
nication expertise not previously needed.

Staffing constraints have also meant that important tasks well
within the agency’s capabilities are just not done with sufficient
frequency. For example, HCFA’s oversight of State inspection ac-
tivities is essential to ensuring quality of care.

Yet, in 1999 the number of Federal reviews of State nursing
home inspections averaged about two per state, a number totally
inadequate to fairly assess how well any State is doing.
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In a program with such a large number of beneficiaries, pro-
viders, health plans, and the vast number of claims being paid, a
modern information system is an essential foundation to effective
management.

Indeed, when we look at how Medicare and private insurance
have diverged over the past 30 years, an element that stands out
is how some insurers have attempted to use information to become
effective, prudent purchasers.

Regrettably, Medicare is not in a similar position. HCFA’s infor-
mation systems are antiquated and inadequate. Implementing pro-
gram changes such as those in the BBRA or the BBA is a time-
consuming and arduous task, draining scarce resources from other
activities.

Even more importantly, the systems do not provide the informa-
tion needed to effectively manage the program. As the array of
BBA changes was implemented and calls were made for modifica-
tions, HCFA had great difficulty in providing the Congress solid in-
formation on the actual impact of these changes on beneficiaries
and providers. That type of information is what should guide for-
mulation and refinement of policy.

Finally, HCFA’s performance is also hindered by a lack of flexi-
bility. As a public program of such great magnitude, we would not
expect or want Medicare to have as much flexibility as private or-
ganizations. However, we need to find the right balance between
flexibility and accountability so that Medicare can be managed as
effectively and efficiently as possible.

How Medicare contracts with companies to process claims is a
great example. Rules enacted in 1965 limit who contractors can be,
what tasks they do, and how they are paid, all constraints that ef-
fect how well HCFA can ensure contractors’ activities are per-
formed satisfactorily.

With the growth and transformation of the health care industry,
there are expectations that an agency running the Nation’s largest
health insurer will act as a prudent purchaser and will carry out
customer relations effectively. There are also expectations that the
agency will be prepared to implement restructuring and add bene-
fits in the context of Medicare reform.

Today’s Medicare agency, while successful in certain areas, may
not be able to meet those expectations effectively without further
Congressional attention to its multiple missions, capacity, and
flexibility.

The agency will also need to do its part by planning strategically.
That is, setting priorities, documenting resource needs, and holding
managers accountable for accomplishing program goals. This has
not been its strong suit in the past, yet these tasks are critical to
successfully dealing with the challenges of the future.

Thank you very much, Senator Grassley. I would be happy to an-
swer any questions you or members of the committee may have.

Senator GRASSLEY. Thank you.
[The prepared statement of Dr. Scanlon appears in the appen-

dix.]
Senator GRASSLEY. Now, Dr. Gluck?
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STATEMENT OF MICHAEL GLUCK, PH.D., RESEARCH ASSO-
CIATE PROFESSOR, INSTITUTE FOR HEALTH CARE RE-
SEARCH AND POLICY, GEORGETOWN UNIVERSITY, WASH-
INGTON, DC
Dr. GLUCK. Senator Grassley, Senator Breaux, Senator Lincoln,

my name is Michael Gluck, and I am happy to be here today as
you consider the management and governance of the Medicare pro-
gram.

As a faculty member at Georgetown University’s Institute for
Health Care Research and Policy, I am engaged in research on this
very topic, funded by the Public Policy Institute of AARP.

In addition to synthesizing existing data and literature, my col-
leagues and I have conducted 40 structured interviews with experts
who have hands-on experience in the management of CMS activi-
ties. They include providers, beneficiary representatives, current
and former career employees, and political appointees from both
parties.

Prior to coming to Georgetown, I directed a large project on
Medicare reform at the nonpartisan National Academy of Social In-
surance, where we also considered issues of Medicare management.

My testimony today is drawn from work at both Georgetown and
at NASI, but I speak only for myself and not for any organization.

In my statement I would like to focus on the important chal-
lenges facing HCFA, now known as CMS. These are staffing, infor-
mation technology, the agency’s administrative budget, and bene-
ficiary and provider services. My written testimony discusses addi-
tional issues.

There is a clear need for more staff with experience in modern
private health insurance industry. The agency now has little capac-
ity to attract and retain such individuals.

There is a perception among many outside of CMS that the agen-
cy has a conscious or unconscious bias against managed care in
favor of the traditional fee-for-service program.

Our analysis suggests that the problem is actually a general lack
of in-house experience with how health insurance plans go about
their business, whether they are fee-for-service or HMOs. Our anal-
ysis also indicates difficulties in maintaining sufficient expertise in
the areas of medicine and information technology.

The limiting factor appears to be the agency’s salary structure.
Among the options Congress may want to consider are adjustments
and supplements to CMS’s compensation structure sufficient to at-
tract individuals from the private sector. Other parts of the Federal
Government have some flexibility to pay more to maintain a skilled
workforce.

As we have heard this morning, computers are essential for pay-
ing Medicare providers. They also have great potential in improv-
ing quality and in helping beneficiaries negotiate Medicare’s com-
plexity. However, the program’s computer technology is antiquated.

To its credit, Medicare does have a strategic plan for its informa-
tion technology, but we found nearly universal agreement that
Medicare needs significant new investment in this area.

Our interviews also suggested lessons from the failed Medicare
Transaction System (MTS) of the 1990’s that may help as the agen-
cy addresses these issues.
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Chief among these is that changes should be made in discrete
pieces and staggered over time to allow the agency to learn as it
goes. One interesting idea that emerged from our work, is that
CMS might commission several prototype systems before settling
on a single contractor, much as the Department of Defense does
when procuring a new jet fighter.

Our work suggests that the strain on Medicare’s administrative
budget has hit provider and beneficiary services particularly hard.
Funds for provider education this year are half of what they were
in 1995.

The vast majority of providers want to bill Medicare correctly,
but they need help in understanding the complexity of the rules.
At a time when Congress has made the elimination of improper
Medicare payments a priority, such education is vital. Funds for
contractors to answer beneficiary inquiries are also very limited.

CMS itself has come a long way since 1997 in developing written
materials explaining Medicare and the choices available to bene-
ficiaries, but it still has a long way to go.

The next step is for Medicare to develop better ways to help indi-
vidual beneficiaries with their own particular needs. The toll-free
telephone line is largely focused on specific health plans available
to beneficiaries. In an effort to assure that beneficiaries receive cor-
rect information, the telephone agents work only from scripts.

The State Health Insurance Programs also appear to be under-
funded and vary greatly across the country. Some have suggested
that CMS itself should have a local presence, such as one employee
in each Social Security office. Others suggested that the Internet
and modern telecommunications would allow Medicare to provide
the same individualized service in a more cost-effective manner.

Our initial analysis suggests that the right course of action is not
obvious, and we will be conducting a more detailed analysis on
this, and other issues, in the coming months.

I am happy to answer your questions, and thank you for the op-
portunity to be here.

The CHAIRMAN. Well, thank you very much, Dr. Gluck. I apolo-
gize for not being able to hear you testimony. But thank you very
much for testifying. We certainly have your statement for the
record.

[The prepared statement of Dr. Gluck appears in the appendix.]
The CHAIRMAN. Now I would like to introduce our next panelist

who is from Montana. Dr. Nick Wolter is a practicing physician. He
is also the CEO of the largest hospital in the State of Montana, and
he serves on the board of the Montana Hospital Association. I have
known Nick for years.

I might say to my colleagues that he is one of the most thought-
ful, wisest, and most caring, bright persons I have ever had the
privilege to know. He is a great asset to Montana, to the hospital
community, to the State, and to patients. It is an honor for all of
us to have him here.

I just want to thank you, Nick, for coming to talk to us.
I also want to thank Jim Duncan, sitting behind him. Jim is also

associated with Deaconness Hospital in Billings and has done a
tremendous job for that community. And Kathy Kenyon, the gen-
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eral counsel of Deaconness, is also here with us. We thank you very
much, and thank you for taking the time.

STATEMENT OF DR. NICK WOLTER, PRESIDENT/CEO,
DEACONNESS BILLINGS CLINIC, BILLINGS, MT

Dr. WOLTER. Well, thank you, Senator Baucus. Of course, we
thank you for all the help you have given us over the years on
health care issues. It is a pleasure for me to hear the vantage point
of the other committee members, and actually gives me a little op-
timism to hear some of the issues that have already been ex-
pressed.

I would just quickly say that Deaconness Billings Clinic, in addi-
tion to a hospital, includes a very large group practice of about 170
physicians. We manage very small rural hospitals, including crit-
ical access hospitals. We have a nursing home. We are a sponsor
of a health plan. So, we are involved in really all aspects of health
care delivery.

I think, if there is one message I bring that is very loud and
clear from the physicians, the nurses, the pharmacists, the res-
piratory therapists that I work with, it is that the regulation, the
ambiguity, the amount of paperwork has become so overwhelming
that it truly is draining away the time and attention that providers
have for patients. I think this has become obvious to the patients
themselves as well.

Now, as an executive from an organizational standpoint, I will
also tell you that the cost of complying with these regulations and
ambiguities is very, very high.

We at Deaconess Billings Clinic, for example, employ 12 coders
who do nothing but support the difficult coding requirements for
Medicare. The cost of their salaries and benefits, plus other con-
sultation and expertise that we bring in annually, is a half a mil-
lion dollars per year. Surely these funds could be spent in other
ways.

I would like to tell you one story, too, from my testimony. This
concerns a 60-year-old gentleman who presented to the hospital in
Sidney, Montana, which is about 250 miles away from Billings.

The CHAIRMAN. By air.
Dr. WOLTER. He was having chest pain. He presented up in Sid-

ney. I think he was brought in by his family. His initial studies
showed that he was having an acute myocardial infarction, and his
treating physician made the decision to transport him by air to Bil-
lings, Montana to Deaconess Billings Clinic, which was done. Upon
arrival, he had further studies, a cardiac catheterization, and ulti-
mately underwent coronary bypass surgery.

The air ambulance claims submitted to Medicare have subse-
quently been denied because it is the judgment of RFI that this
transport was not medically necessary.

This particular story illustrates a number of issues with the pro-
gram that have been bothering us. First of all, we now have had
110 denials over the last 5 or 6 months, which are about similar
cases. This represents about $500,000 in reimbursement to us, and
this to a program that we already subsidize by $1 million a year.
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It illustrates the inconsistency from one region to another. We
understand that in other regions this very narrow interpretation of
medical necessity is not occurring.

We find that the dispute resolution process is very, very frus-
trating. The administrative law judge process is expensive, it is un-
wieldy, and rarely, if ever, does it result in new policy making. We
find there is no one to go to who will take accountability for helping
us to resolve this issue.

I think, most importantly, it goes to the heart of quality of care,
however. If patients who are in immediate need of urgent care are
not going to be supported by the Medicare program, this is obvi-
ously very frustrating to a physician.

I will tell you, as a physician who as an intensive care unit doc-
tor has supervised many flights like this, it would be malpractice
for us not to transport a patient with these circumstances. Yet, we
find ourselves in a very cumbersome process of denials around
medical necessity.

We certainly hope that some of what we heard from Secretary
Thompson today will begin to address accountability and timeliness
of response in a different way than we have experienced in recent
years.

The last thing I would like to emphasize, as Senator Breaux said,
is where do you start with some of the issues in a program like
this? There are so many things we could say. But the rural issues
are very significant. Montana, like Arkansas, like North Dakota,
like Iowa, is a very rural State.

So many parts of the Medicare program have built-in geographic
adjustments that do not pay rural providers, whether it be hos-
pitals or physicians, in the same way that there is payment in
other parts of the country.

The ability to invest in infrastructure, technology, recruit and re-
tain nurses and physicians, is much more challenging in rural
States, much less the ability to come up with the resources to deal
with the new regulations, HIPAA, and many of the other new
things that are coming our way. We would strongly support an ap-
proach to looking at these rural inequities.

My testimony includes a number of other recommendations. Sec-
retary Thompson did ask that we try to provide solutions, not just
complaints, and we look forward to working with the committee,
with the newly-named organization, and with anyone who would
invite us to participate in solutions for the future.

Thank you very much.
The CHAIRMAN. Thank you very much, Doctor.
[The prepared statement of Dr. Wolter appears in the appendix.]
The CHAIRMAN. Dr. Hibbard, if you have a time constraint, you

may be excused.
Senator BREAUX. May I ask her one question?
The CHAIRMAN. Sure. Do you have a couple of minutes, Doctor?
Dr. HIBBARD. Yes.
The CHAIRMAN. Thank you.
Senator BREAUX. On the question of information, there are some

who would argue that Medicare beneficiaries are not capable of
making informed choices, therefore you need to stay in the tradi-
tional fee-for-service program.

VerDate 11-MAY-2000 15:37 Jan 15, 2002 Jkt 000000 PO 00000 Frm 00042 Fmt 6633 Sfmt 6633 75560.000 SFINANC2 PsN: SFINANC2



39

If you give them choices in the private sector that they have to
make, that they are really not capable—I am sort of summa-
rizing—of making these informed choices.

Do you have a comment on that?
Dr. HIBBARD. I think what we found in our research is that there

is really quite an array of abilities to use information in decision
making. So there are maybe about half of the Medicare bene-
ficiaries that have the skills to comprehend the information, to use
it in choice, but there is also a significant portion who have dif-
ficulty. So, any program to educate and to help is really going to
need to take into consideration this diversity in people’s ability and
provide help.

Senator BREAUX. It seems to me they make an awful lot of
choices now. In traditional fee-for-service, a Medicare beneficiary
has to pick the doctor they are going to go to, or the hospital they
want to go to.

They either make that decision unilaterally if they are capable,
or they have their children or grandchildren help them, or a senior
center help them in making those choices.

I am not sure that there is going to be a great deal of difference
giving them other choices in the private sector that they may want
to have to make and decide which is the best place to go from what
they have already. It seems like they make an awful lot of choices
now under the current fee-for-service system.

Dr. HIBBARD. Yes, people do make a lot of choices now. They may
not be the best-informed choices. But those who do have this dif-
ficulty really find having a lot of choices and a lot of information
a problem and a burden. They do not want that responsibility.

The CHAIRMAN. Thank you, Senator. I think she has to leave
pretty quickly. I think it will give us a chance to ask a couple of
questions.

One question I have, Dr. Hibbard, is this. Social Security used
to administer Medicare, but it became a secondary issue for Social
Security offices around the country, so they withdrew. We do not
have Medicare offices around the country like we have Social Secu-
rity offices around the country.

Can the consumer education aspect of this be solved, by and
large, without having Medicare offices all around the country as we
do now with Social Security offices? I think Social Security is a bet-
ter-accepted program because people can go into the Social Security
office and have some comfort, person-to-person. But that is not true
with Medicare.

Dr. HIBBARD. Yes. It would definitely help to have a person, for
example, in a Social Security office that is trained to deal with
Medicare. This is what beneficiaries want. They want access to a
real person to talk to and to help them through the issues. I think
that would be a tremendous help.

The CHAIRMAN. Senator Lincoln?
Senator LINCOLN. Thank you, Mr. Chairman.
Dr. Hibbard, in your research about the ways that beneficiaries

get access to their information, what observations, if any, have you
made in regard to seniors in rural areas?

Dr. HIBBARD. Well, coming from a rural State, I am familiar with
some of the issues for beneficiaries. The example of the Social Secu-
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rity office is a good one because that is something that people know
where to go. But in rural areas there are just less resources, but
the issues and the problems are still the same.

Senator LINCOLN. But getting that information poses an even
greater challenge out there, as you said, without a Medicare office
or a Medicare-trained individual in that Social Security office giv-
ing that information to them.

Dr. HIBBARD. Right. And when you look at, like the SCHIP of-
fices, in big cities they have a lot more resources, and as you get
further out there is less and less out there for beneficiaries to help
them.

Senator LINCOLN. Thank you.
The CHAIRMAN. Thank you, Dr. Hibbard.
Dr. HIBBARD. Thank you.
The CHAIRMAN. Thanks for taking time.
Dr. Wolter, I wonder if you could address some of the regional

variations in administration of Medicare programs. That is, we are
told that different regional offices interpret some of these regula-
tions a little bit differently and it makes it quite confusing for
health care providers. Is that the case or not?

Dr. WOLTER. Well, we certainly have found several instances
where major inconsistencies in interpretation have occurred. The
most dramatic, is the case that I just cited in terms of looking at
the criteria for necessity of medical air transport.

When these occur, finding a way to get some resolution and some
way of looking at it more nationally so there is more consistency
is very, very difficult.

The CHAIRMAN. What does this all come down to?
Should there be a separate agency as there is with Social Secu-

rity Administration, a single administrator, a separate budget to
Congress, a more specific focus than an agency under HHS, or is
it a whole new system we need in providing health care benefits?

If you were Mr. Scully or Mr. Thompson and you could wave the
magic wand and Congress and the President would do whatever
you wanted them to do what would you do?

Dr. WOLTER. I do not know if you remember this, Senator Bau-
cus. But 8 or 10 years ago I was in my scrubs in the intensive care
unit at Deaconess Hospital and you walked in, you sat down next
to me, and you said, well, what should we do about health care?
I am not sure I came up with a very good answer that day.

I think the question you just asked me is obviously one that this
committee has been wrestling with for a number of years. I heard
about the number of days of testimony you had last year with noth-
ing written coming out of that. I think the complexity of the situa-
tion is one that has people wondering if, indeed, we can find a way
to move forward.

But I go back to what I think I heard Senator Breaux say in his
introductory comments. There are significant improvements that
are on the table that we can begin to start addressing, and that
is the best answer I can give you, is let us start. There are a num-
ber of things we can do better.

Let us start with those, one by one. We have some new energy
in the department. I think that is the place to start. Will events
over the next two or 3 years precipitate a more major way of look-
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ing at what kind of changes might be necessary? That is certainly
possible.

The CHAIRMAN. One thought that has occurred to me, and I
think it was the Secretary who was talking about a paperless ad-
ministration network, was how much would that really solve the
problem. Under the current system, data still has to be entered.
Even if you have a computer system, somebody still has to enter
the data.

One of the reasons that things are so complex, it seems to me,
is we have so many different health care systems with different
needs and different requests. I mean, there is Medicare, there are
all the private managed care companies, there is Tricare, there is
the VA system. They are all trying to provide health care, but they
are all a little different.

Maybe some effort has to be undertaken to standardize some of
the different components so there is not so much complexity and
overlap between different carries, different providers, and different
insurance companies, all with different ways of doing things.

A lot of it, too, is the litigious nature of our society. That is, peo-
ple ask for more data to protect themselves in case there is a law-
suit filed.

I do not know that a paperless society is going to solve these
problems. Your thoughts?

Dr. WOLTER. Well, I would agree with Secretary Thompson that
health care is behind other industries in the application of tech-
nology in much of what we do. But I would also agree with Senator
Kerry, that when you look at the technology we have and apply it
to individual patient care, we are doing some wonderful things.

But in terms of claims administration, information gathering and
collection, making sure that data is available to caregivers at the
time that they need to give care, there are many, many improve-
ments I think that technology will be bringing us over the next 5
or 10 years.

I think that technology works, however, only when the processes
that it is supporting are also streamlined. I think that is the chal-
lenge for Secretary Thompson.

The CHAIRMAN. Now that you have listened to Secretary Thomp-
son, did he say anything that you would like to respond to?

Dr. WOLTER. Well, one thing I was quite pleased to hear is look-
ing at the contractors and trying to standardize how they are se-
lected and what kind of criteria are used in looking at best prac-
tices. I think that may help us address some of these consistency
issues.

The CHAIRMAN. All right. Thank you very much. My time has ex-
pired.

Senator Grassley?
Senator GRASSLEY. I am going to start with Dr. Scanlon. You

have had an opportunity to hear both Dr. Hibbard and Secretary
Thompson talk about the need for beneficiary education. I think it
is very urgent, but I think we also need to establish some prior-
ities, given the fact that there is $35 million for that purpose.

That may sound like a lot of money, and the Secretary is com-
mitted to it. But what would you see as the most pressing needs
if you were going to have some priorities? Or even if you would
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only list one, the important things is, what do you think that $35
million ought to be spent on?

Dr. SCANLON. I think, given that in the past several years we
have provided Medicare beneficiaries with a handbook providing a
comprehensive picture of their benefits that can serve as the ref-
erence work, that what we need to focus on in the coming year is
the issue of choice. Beneficiaries do have a set of choices to make
in terms of enrollment in plans. They need very clear information
about what those choices are, and they need some basis for making
a choice among plans.

This is an area, I believe, in terms of Dr. Hibbard’s work, where
we need effective communication on how plans differ in terms of
what they are offering, and the quality that they are offering to
beneficiaries. Those are key in terms of an information campaign.

The second thing, if you will give me a second thing, I think we
do need to take advantage of technology. We do need to have the
1–800 number working extremely effectively in terms of being able
to respond to beneficiaries’ inquiries. We need to publicize its avail-
ability well enough so that beneficiaries are very aware of it.

We do also need to make sure that, in using the Internet—al-
though I have some concerns about the fact that only a certain seg-
ment of the beneficiary population have access to the Internet—we
are using it effectively in terms of putting information out there
that is very comprehensible and understandable for those that are
using it.

Senator GRASSLEY. Dr. Gluck, and then maybe Dr. Scanlon
would like to comment. You made a number of helpful points about
the CMMS’ need in the areas of personnel and information tech-
nology. More flexibility in these areas seems to be critical to CMMS
being able to adapt to change.

You did not mention the civil service laws to which CMMS is
subject. The reason I bring that up, is because in 1996 the Social
Security Administration was taken out of Health and Human Serv-
ices and increased personnel flexibility was given to the new agen-
cy.

I would like to hear from you and Dr. Scanlon on whether simi-
lar flexibility would help the agency prepare for changes that it
would have to do for the future.

Dr. GLUCK. We have not come to any conclusion about whether
breaking the agency out of the department is a net plus or not. In
the interviews that we did, I think the old adage of where you sit,
or in this case where you sat, tells you a lot about where you stand.
People who were in the agency talked a lot about the additional
burdens that were placed on it by having to go through depart-
mental processes.

People in the department saw the current structure as a good op-
portunity to make sure that there was consistency with administra-
tion policy, and to be able to give a broad overview of what went
on in the agency. Our analysis is ongoing.

Senator GRASSLEY. Personnel flexibility.
Dr. GLUCK. On the issue of personnel flexibility, what came

through was a clear need to be able to attract what we referred to
as the best and the brightest from the world of modern health care
insurance management. The agency cannot do it.
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You mentioned the example of Social Security. In the Public
Health Service they have the capacity to pay senior scientists—and
physicians as well—at a level that is sufficient to attract the folks
that they need to carry out their business. At a very minimum, I
think that is a worthy area to look at.

Senator GRASSLEY. Anything to add, Dr. Scanlon?
Dr. SCANLON. Well, Senator, I would concur. I think the prece-

dent for granting this kind of flexibility has been when the private
sector competition is too great and it is impossible for government
to recruit an adequate number of the types of individuals that it
needs, that there has been some flexibility granted.

HCFA currently has some flexibility in terms of information tech-
nology personnel. But, as we have indicated, both Dr. Gluck and
myself, today, in the area of private insurance there is also a need
for expertise within HCFA, and that they have had difficulty over
time in terms of trying to recruit people in that area.

I think it is very important that the agency come to the Congress
with very specific plans as to what authority is needed and how it
would be used to be able to guide your decision in this area.

Senator GRASSLEY. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator. That was very helpful.

Thank you, Dr. Scanlon.
Senator Breaux?
Senator BREAUX. Dr. Scanlon, thank you for the usual good job

that you do in the health areas on behalf of GAO.
You mentioned one of the things in your testimony, when over

looking at HCFA and HHS, that estimates by the HHS Inspector
General of payments made in error amounted to $11 billion last
year.

Dr. SCANLON. That is correct, Senator.
Senator BREAUX. Now, tell me a little bit about how you think

the HHS Inspector General goes about finding $11 billion in error
in terms of payments that are made. If, in effect, they have made
a determination that $11 billion of payments were made in error,
why were they made?

Why was the Inspector General not up there looking at all of this
and saying, no, this should not be done, yes, this can be done? Why
did they find this out after the fact?

And this is not just last year. The previous year, too. This is all
consistent over 10 years, and probably averages $110 billion in pay-
ments in error. We could do an awful lot in 10 years if we had $111
billion. You could go a long way to getting a decent prescription
drug program implemented.

But the question is, if we can determine that these payments
were made in error, why can we not determine that they should
not be made?

Dr. SCANLON. The problem is that the resource intensity required
to be able to identify that the payments were made in error is so
large, that we could not afford to do it for all the claims that are
processed in the system.

As I indicated, there are about 900 million claims processed
every year. Most of them are processed electronically. They are
never, in some respects, touched by human hands.
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They are reviewed for certain consistencies in terms of diagnosis
and procedure, whether the beneficiary has used certain services in
the past, and if all those consistencies check out, the claim is paid.

In terms of the Inspector General’s review, what is different is
that they go to the provider and ask for documentation, the med-
ical record, for this particular beneficiary, for this particular serv-
ice.

In looking at the details within that medical record, they are able
to make a much more sound judgment as to whether or not this
was a medically necessary service.

Now, a portion of those claims that the Inspector General says
were inappropriately paid are because the providers never sent in
the documentation, so there was nothing to review. The presump-
tion is that, if the provider does not provide documentation, then
it was an inappropriate payment.

Senator BREAUX. So it is easier to define the error than it is to
prevent the error.

Dr. SCANLON. Well, we also need to remember that the Inspector
General only works with a very small sample of claims and makes
an extrapolation to estimate that there are $11 billion in inappro-
priate payments. So, it was not easy for them to identify the inap-
propriate payments that they did. In fact, it was a very resource-
intensive activity.

Senator BREAUX. If you run across, in your review, a situation
whereby Medicare does not proceed against companies that they
have already paid the Medicare payment to, an insurance company
issue where a Medicare person may have had their bills paid by
a third party insurance company that Medicare pays also—I am
thinking of the example of a Medicare beneficiaries who is hit by
a car that has insurance coverage.

That patient is picked up, taken to the hospital, and presumably
Medicare would pay the hospital and medical charges for that pa-
tient. But there is a third party responsible which has liability cov-
erage, which I understand is not pursued against very much on the
part of Medicare. Have you ever run across that?

Dr. SCANLON. We have. One of the responsibilities of the Medi-
care contractors is to identify when Medicare should be what is
known as a secondary payor and to allow some other third party,
an insurance company, workman’s compensation program, or what-
ever to be the primary payor and to pay the bill.

The issue is that there has been variable performance on the
part of contractors in being able to identify claims that should be
paid by another payor and where Medicare should be the secondary
payor. It is an area where there needs to be improvement.

It is also an area where, again, we have a challenge because it
is hard sometimes to identify the information that you need to
know that there is another primary payor involved. It involves put-
ting a burden on providers or it involves putting a burden on bene-
ficiaries, sometimes, to get that information. It is a concern we
have had.

Senator BREAUX. I have had people tell me that if Medicare just
contracted out the pursuit of those secondary payors, that it would
be a very worthwhile endeavor. I mean, there are literally hun-
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dreds of millions of dollars that should be the responsibility of a
third party payor that Medicare is not pursuing.

Dr. SCANLON. Well, I think in the context of thinking about con-
tractor reform, one of the issues is how you could specialize certain
functions that contractors do today, and whether or not you can
gain efficiencies from such specialization.

Right now, in the Medicare integrity program, with the authority
that you have given HCFA to have program safeguard contractors,
there are experiments, in some respects, under way. There are ap-
proximately a dozen contractors who have contracts with HCFA to
do different safeguard functions, and pursue these different types
of activities in different ways so that we can learn what is most
effective. We may come to the conclusion, secondary payer activity
is a function that is best to contract out separately.

Senator BREAUX. Do you think that would be a positive endeav-
or?

Dr. SCANLON. It is possibly a positive endeavor. First of all, we
have a contractor now that is doing the function for us. The ques-
tion is, do we need a specialized contractor who focuses on this? If
we do, under what terms should that contractor operate?

The CHAIRMAN. Thank you very much, all of you. This has been
a good first step, but there are many more to go. Thank you for
taking the time.

The hearing is adjourned.
[Whereupon, at 12:25 p.m., the hearing was concluded.]
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A P P E N D I X

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF HON. MAX BAUCUS

Good morning. The Committee will come to order.
This hearing gives us an opportunity to shift gears. I’m not talking about shifting

from a Republican to a Democratic majority. Sure, that’s happened. And it makes
a difference. But, by and large, we have to work together, on a bipartisan basis, if
we’re going to get anything done. That’s as true now as it was last month. So I hope
to continue the bipartisan approach begun by Senator Grassley. Instead, I’m taking
about shifting gears in the focus of our work. Up until now, we’ve been focused pret-
ty much on the big tax bill. That’s behind us now.

But another issue, that’s just as important, lies ahead. Reforming Medicare. Vir-
tually every member of Congress has said that we should reform Medicare to cover
payments for prescription drugs. So has the President. In fact, many of us have
been saying this for years. In this Committee alone, we’ve had 15 hearings. The
time for talk has passed. It’s time to act. For these reasons, both Senator Grassley
and I are committed to reporting a bill, by the August recess, that reforms Medicare
to cover prescription drugs. That’s an ambitious schedule. But I think it can be met.

Now, some people will say that we have to do more than provide prescription drug
coverage. We should, they say, reform other parts of the Medicare program. I agree.
We need to bring Medicare up to date. We need more competition. We need to give
seniors more choices. Perhaps more than anything else, we need to need to make
the program run better.

That brings me to the subject of today’s hearing. I know that HCFA, or CMS as
it’s now called, has a lot on its plate. I also know that it’s underfunded. Over the
years, Congress has been asking HCFA to do more and more without a cor-
responding increase in resources. But it seems to me that the problems really come
down to a few main ones.

The most important is how the agency communicates with the people and organi-
zations affected by its decisions. Time and time again, I hear complaints, from both
beneficiaries and providers. They complain about bad customer service, and about
confusing rules and regulations.

Another big problem is personnel. Now, I don’t mean to imply that HCFA lacks
dedicated employees. It has plenty. Rather, the agency lacks some of the necessary
skills. For example, few of its employees have experience in the private sector. They
may not have experience overseeing private health plan options, which they are now
asked to do.

I’m also concerned about information technology. At a time when we have become
so reliant on technology, I hear again and again that HCFA’s technology is outdated
and inadequate.

Finally, I’m interested in hearing more about HCFA’s ability to oversee its con-
tractors. I’m glad to hear that the Administration is focusing on making HCFA, or
CMS more responsive.

I’m interested in hearing about the changes the Administration plans to make
under current law. And I’m interested in hearing what further changes should be
made legislatively, either as part of a prescription drug bill or otherwise.

I look forward to hearing from our witnesses.

VerDate 11-MAY-2000 15:37 Jan 15, 2002 Jkt 000000 PO 00000 Frm 00051 Fmt 6601 Sfmt 6621 75560.000 SFINANC2 PsN: SFINANC2



48

PREPARED STATEMENT OF MICHAEL E. GLUCK, PH.D.

Chairman Baucus, Senator Grassley, and members of the committee, my name is
Michael E. Gluck, and I am happy to be here today as you consider the management
and governance of the Medicare program.

Since last fall I have been on the faculty at Georgetown University’s Institute for
Health Care Research and Policy. For the five previous years, I was Director of
Health Policy Studies at the nonpartisan National Academy of Social Insurance
(NASI) where I headed up staff work for a large project examining Medicare’s long-
term future, including an on-going study of the program’s administration. Since
coming to Georgetown, my colleague Richard Sorian and I have continued work in
this area with funding from the Public Policy Institute of AARP. We will be writing
over the next several months about the challenges and potential remedies for Medi-
care administration. As part of both projects, I have engaged in structured conversa-
tions with over 50 individuals who have hands-on experience with the Health Care
Financing Administration, now to be known as the Centers for Medicare and Med-
icaid Services (CMS). They include providers, beneficiary representatives, political
appointees at the agency from both parties, current and former career employees,
and others. I am happy to be here today to share with you some of what I have
learned from my work at both NASI and Georgetown. In my testimony, I speak only
for myself and not for NASI, AARP, or any other organization.

I would like to begin this morning by suggesting two general themes that I believe
characterize CMS at this time, and I will then move on to what I see as the most
important challenges the agency faces and some ideas for addressing them.

As someone who has been a student of Medicare policy with particular interest
in the program’s benefits and financing, the sheer enormity of the program’s admin-
istration is most impressive. CMS must carry out an extraordinarily large number
of diverse an complicated operational tasks. In general these include:

• management of contracts to pay claims for traditional (fee-for-service) Medicare
• management of Medicare+Choice contracts
• assuring adequate beneficiary information and services
• safeguarding program integrity
• making national coverage decisions
• implementing payment rates and procedures
• overseeing the survey and certification of health care facilities and other quality

assurance activities
• setting standards and writing regulations to carry out many of these functions
• overseeing demonstrations and research to improve the program, plan for future

financing, and to understand Medicare’s role in the overall health care system
In addition to Medicare, CMS also has responsibilities for Medicaid, the State

Children’s Health Insurance program (SCHIP), and parts of the Health Insurance
Portability and Accountability Act (HIPAA). Even though CMS contracts with other
organizations to carry out many of these activities, it must still coordinate, oversee,
and assure consistency among these contractors. Often CMS can only indirectly
manage contractors’ work even though it is ultimately accountable to Congress,
beneficiaries, providers, and other taxpayers for how well these contractors do their
jobs. Over time, CMS’s responsibilities have grown with the adoption of prospective
payment, the growing complexity of medical practice, and the growth of Medicare
managed care. Even though Medicare’s administrative budget has not grown to
match these new challenges, beneficiaries get the health care they need and pro-
viders generally are paid accurately and on time. I will return to the issue of CMS’s
budget later in this testimony.

Another important theme to emerge from our work is that CMS has multiple
goals and that these can conflict with one another. In general these goals are:

• protecting beneficiaries (i.e. assuring access to and quality of health care)
• protecting providers and suppliers (i.e. assuring timely payment for services

provided)
• protecting the taxpayer (i.e. assuring the Medicare trust funds are appropriately

spent)
The potential conflicts among these goals have increased as Medicare and health

care have become more complex. For example, regulations to protect patient rights
in Medicare+Choice plans impose some costs and burdens on health plans and pro-
viders. So too do data requirements for risk adjustment designed to assure that
plans are paid properly and that beneficiaries have access to them. Similarly, efforts
to eliminate waste, fraud, and abuse (i.e. protecting the taxpayer) can impose bur-
dens on other providers. Tradeoffs among these goals are an inherent feature of the
Medicare program and CMS’s mission and will create inevitable tensions for CMS
as it works its various constituencies.
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1 Health Care Financing Administration, Justification of Estimates for Appropriations Com-
mittees. Fiscal Year 2001.

2 National Academy of Public Administration. An Agency At Risk: An Evaluation of Human
Resources Management at HCFA. A Report for the Health Care Financing Administration in
fulfillment of contract no. 500–90–0018. Washington, DC. September 1991.

I would now like to turn to the most important challenges facing CMS staffing,
information technology, Medicare’s administrative budget, provider and beneficiary
services, and contractor reform.
Staffing

According to the experienced CMS-watchers whom we interviewed, staffing and
information technology are the agency’s most pressing needs. These are also perhaps
the most amenable to intervention.

In the case of staffing, the experts with whom we spoke saw the problem to be
more about the backgrounds and experience of current CMS employees than their
actual numbers. CMS had 4219 full time equivalent employees in FY 1999, up
somewhat from 3,979 two years earlier.1 However, the agency has little capacity to
attract individuals with experience in private health insurance. One example of how
this lack of private experience may place CMS at a disadvantage is the concept of
value purchasing of health care. In the old world of health insurance upon which
Medicare and CMS were modeled, a health plan simply paid claims. The idea that
a health care payer should rigorously seek value for money had not yet entered the
work of health care. Today this idea is a fundamental goal of today’s private health
insurance. However, few at CMS have had the opportunity to learn how private
health plans try to incorporate value purchasing into their business.

There is a perception among many outside of CMS that the agency has a con-
scious or unconscious bias against managed care in favor of the traditional fee-for-
service program. Our analysis suggests that the problem is actually a general lack
of in-house experience with how modern private health insurance plans go their
business, whether they are fee-for-service or an HMO.

Some have suggested creating a new agency to manage Medicare+Choice and any
potential new drug benefit, leaving CMS to manage the traditional fee-for-service
program. Our analysis suggests that a better and sufficient alternative would be to
hire new CMS staff with relevant private sector experience. Not only could this
strategy invigorate both traditional Medicare program and Medicare+Choice, it
would also avoid the potential lack of coordination and confusion for beneficiaries
that could result from having two agencies running the Medicare program.

Our work also indicates significant difficulties in CMS’s ability to attract suffi-
cient numbers of physicians and experts in cutting edge information technology.

The limiting factor appears to be CMS’s salary structure. The agency simply can-
not provide compensation sufficient to compete with private health plans for the
best and brightest. A number of our interviewees also pointed to the agency’s inabil-
ity to retain talented young professionals at the agency given the better salaries
they can garner in the private sector. Even if the number of Medicare beneficiaries
receiving their health care through managed care plans, the agency will still require
talented staff with a good understanding of private health plans to oversee
Medicare+Choice and traditional Medicare.

Among the options Congress may want to consider are adjustments and supple-
ments to CMS’s compensation structure sufficient to attract individuals from the
private sector, medicine, and the information technology industry. The Public
Health Service has the authority to pay Senior Scientist supplements to assure it
can retain the talent it needs. Other parts of the federal government also have the
flexibility to pay more to maintain a skilled workforce.

Providing CMS staff with the opportunity to be ‘‘detailed’’ to appropriate private
organizations for a time would be an additional way for the agency to take on more
of the philosophy and relevant best practices of the private sector. According to a
1991 report of the National Academy of Public Administration, 71 percent of HCFA
staff at that time were 40 years or older, and 25 percent were 50 years or older.2
Long-time agency employees have begun to retire and more will do so during the
next decade. This presents a golden opportunity to bring new talent and a new out-
look to the agency through the natural attrition of current staff.
Information Technology

Computers have been vital to CMS’s work since the beginning of the Medicare
program. They are the main mechanism for paying providers on time and according
to Medicare’s rules for reimbursable services. They are also tools in assuring pro-
gram integrity and quality health care. Through the Medicare Compare database,
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3 Health Care Financing Administration, ‘‘Medicare 2000: 35 Years of Improving Americans’
Health and Security’’ July 2000.

we have seen the very beginnings of how information technology might help Medi-
care better serve its beneficiaries and their families. However, our interviews, along
with the excellent work of the General Accounting Office and other’s underscore how
far CMS’s information technology is from achieving its full potential.

Medicare’s computer technology is antiquated. Most of the systems were devel-
oped in the early 1970s. At that time, data were processed in batches with delays
and constraints on one’s ability to integrate information from different sources and
points in time. This contrasts with current technology in many organizations that
allows information to be available to a user as soon as it is entered. Furthermore,
CMS and its contractors must update computer code in a patchwork fashion in order
to incorporate new payment rules. Two years ago, CMS achieved Y2K compliance
in the same fashion. Such patches take time and create a risk for error as the num-
ber of patches compound. Delays in the availability of useful data mean they are
often not available for policy planning, quality improvement, or program account-
ability. The lack of timely data also limits the program’s ability to solve the prob-
lems for individual beneficiaries and providers.

There are also multiple computer systems to support Medicare operations. The
number of systems itself is not the problem. In fact, the experience of the Medicare
Transaction System (MTS) in the 1990s suggests that it may be inadvisable to ex-
pect one system to do everything.

However, it is a significant problem that the various systems cannot easily ‘‘talk’’
to one another. Each fiscal intermediary, carrier, and other Medicare contractor has
its own data system. Although all systems are expected to conform to standards, it
is difficult (and not routine) to pull data from different contractors to put together
a profile of services and payments involving a particular beneficiary or provider, or
to look in aggregate across different Medicare services.

How should CMS go about improving its computer systems? To its credit, the
agency does have a strategic plan for its information technology. In our interviews,
we discussed the MTS experience and the factors that led to its abandonment. De-
spite the problems with MTS, we found universal agreement that Medicare must
invest significantly in its computer systems. Our interviews suggested a few other
ideas as well:

• Although Medicare’s computer systems should be integrated across different
services and contractors, changes should be made in discrete pieces and stag-
gered over time. This will allow CMS to alter later phases of the project to in-
corporate lessons learned in implementing the earlier phases. It also provides
CMS with additional opportunities to measure how well its contractors are ful-
filling their obligations and, if necessary, change contractors.

• The scope of work for developing and implementing the new information tech-
nology system should be as specific as possible. Several interviewees indicated
that a lack of specificity of the contract’s scope of work contributed to the failure
of MTS. This suggestion underscores the need for CMS to hire additional staff
with a thorough understanding of both cutting-edge computer technology and
the best management practices of private health plans.

• One interesting idea that emerged from our work is that CMS might commis-
sion several prototype systems before settling on a single contractor much as
the Department of Defense does when procuring a new jet fighter. Although
CMS would spend some money on systems it would not ultimately develop, the
agency would reduce the risk of contracting with a single firm that might fail.
Furthermore, the final information technology system could incorporate the best
elements of each of the prototypes.

The Administrative Budget
CMS has been proud of its lean budget, recently boasting, that Medicare’s admin-

istrative expenses ‘‘are less than two percent [of benefit payments,] far below the
private insurance industry average of 12 percent.’’3 HCFA’s administrative budget
includes funds for its contractors, its own staff and infrastructure, the Peer Review
Organizations (PROs), and State Health Insurance Assistance Programs (SHIPs). In
reality, these amounts have been too low given the growing size of the program and
the dramatic increase in the number and complexity of administrative tasks we ex-
pect it to perform. Any significant restructuring of the program or the addition of
a prescription drug benefit (whether integrated into Medicare or offered through pri-
vate health plans) will add to Medicare’s administrative responsibilities.

In the interest of spending each tax dollar wisely, there may be a tendency to as-
sume that administrative expenditures are wasteful i.e. that they support a govern-
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ment bureaucracy rather than directly providing benefits. CMS’s unique appropria-
tions process may contribute to this tendency with the result of under-investing in
program administration. Most of CMS’s administrative funds are discretionary,
while federal Medicare and Medicaid health benefits are mandatory spending. For
other federal health agencies, such as the National Institutes of Health, administra-
tive budgets are considered together with expenditures designed to improve health.
Despite the significant role CMS plays in improving the health and well-being of
70 million Americans, only its administrative budget is the focus of the appropria-
tions process. CMS’s administrative budget must compete for funds against human
genome research and many other popular programs in the Department of Health
and Human Services.

Rather than assuming administrative expenditures could be better spent in some
other way, it may be useful to consider them as investments—investments to assure
the Medicare tax dollar is spent well, investments to assure that beneficiaries re-
ceive quality health care, and investments to assure that providers and suppliers
are paid.4 Under this rubric, the question becomes what return are we realizing for
our administrative expenditures. In some cases, we may realize a greater return by
investing more money.

One option suggested by others 5 for which there is precedent would be to set the
administrative budget for Medicare (and the other mandatory programs for which
CMS has responsibility) according to a formula related to benefit payments. This is
already done for the Social Security Administration’s administrative budget, for
Medicare PRO program, and for the SHIP program. In order to maintain account-
ability and assure an appropriate administrative budget, Congress could review the
formula along with CMS’s administrative priorities and accomplishments every few
years with the advice of Medpac, GAO, or some other expert body. Adjustments
should reflect Congress’ expectations of the agency. For example, major changes like
the adoption of a prescription drug benefit or significant new payment rules for pro-
viders should be accompanied by appropriate increases in administrative budgets.
Beneficiary and Provider Services

Services Through Contractors. The reorganization announced by Secretary
Thompson this past week stresses the need for CMS to ‘‘respond to all constitu-
encies faster and better.’’ Our work suggests that the strain on Medicare’s adminis-
trative budget has hit provider and beneficiary services particularly hard. Medicare
contractors have traditionally been the first and best source of information for phy-
sicians and other providers trying to understand Medicare’s payment rules and to
resolve billing problems. They have also served as a resource for beneficiaries trying
to resolve problems or confusion over their Medicare claims. As budgets have be-
come tighter in recent years, contractors have received less for provider and bene-
ficiary services. Funds for provider education have held steady at $15.8 million over
the last three years, down from $31.4 million in FY 1995.6 Funds for beneficiary
communications have held steady at $181.6 million for the last two years. Because
contractors’ first priority is to pay claims in a timely fashion, their ability to provide
beneficiary and provider service has suffered.

For providers, an important element of the services they need from contractors
is education and guidance about billing and reimbursable services. The vast major-
ity of providers want to bill Medicare correctly for the services they provide to bene-
ficiaries, but they need help in understanding the complexities of Medicare’s rules.
At a time when Congress has made the elimination of improper payments a priority
for Medicare, such education is a vital.

Carriers and fiscal intermediaries should also be in the best position to help bene-
ficiaries understand how the Summary of Benefits forms they receive relate to the
care they have sought and any bills providers have sent to them. We found strong
support among our interviewees for providing contractors with the necessary funds
to provide these important services.

Other Sources of Information for Beneficiaries. Our analysis and the opin-
ions of the experts with whom we spoke indicate that CMS has come a long way
since 1997 in developing written materials explaining Medicare and the choices
available to beneficiaries. Much thought, research, and testing has gone into the
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Medicare Handbook that each beneficiary receives in the fall as well as the Medi-
care Compare website, the toll-free telephone line, and the information available to
private organizations that help beneficiaries understand their benefits and choose
a health plan.

While these resources are now excellent, comprehensible references for bene-
ficiaries and their families, the next step is for CMS to develop better resources to
help beneficiaries with their own particular needs. Other research that my col-
leagues and I undertook at NASI indicated that most beneficiaries seek information
only when they need it and look for information tailored to their individual health
and financial circumstances.7 In choosing a health plan,8 beneficiaries seek a plan
with particular benefits they think they will need. When beneficiaries encounter
problems with claims or coverage, they seek out individuals who can resolve the sit-
uation and offer clear individualized explanations.

Current sources of individualized help are limited. The toll-free telephone line is
limited to helping beneficiaries make health plan choices. In an effort to assure that
beneficiaries receive correct information, the telephone agents work from scripts.
They do not attempt to give individualized advice. They refer beneficiaries with
claims problems to the appropriate Medicare contractor. They can also refer bene-
ficiaries to the SHIP in their area. Our interviews suggest that the SHIPs are
under-funded and vary from state to state in how well they meet beneficiaries’
needs. They all rely on volunteers. In some SHIPs, close contact with the contractors
and CMS regional offices facilitate solving beneficiaries’ problems. In other states,
the relationships with contractors and regional offices are less well-developed.

The limited resources for individualized beneficiary help has led some to suggest
that CMS itself should have a local presence, such as one employee in each Social
Security district office. Others in our interviews have suggested that the internet
and modern telecommunications would allow CMS to provide the same individual-
ized service in a more cost-effective manner. Our initial analysis suggests that the
right course of action is not obvious, and we will be conducting a more detailed ex-
amination of these options in the coming months. However individualized bene-
ficiary services are provided, the counselors need competent and ongoing training
as well as good access to data and individuals from the local carriers, inter-
mediaries, and regional offices.
Contractor Reform

In the area of more contractor reform, the types of restrictions placed on Medicare
contracting in the 1965 statute appear out-of-sync with the complexity of the cur-
rent health care marketplace and Medicare. We found strong support in our inter-
views for continuing to reduce the number of contractors as well as for furthering
the flexibility first given to CMS as part of HIPAA in the types of services for which
the agency may contract. Other suggestions that we have not yet analyzed in any
detail include more competitive selection of contractors and tying some part of con-
tractor compensation to objective measures of their performance.
Other Issues

In my testimony, I have focused on issues where we have found some agreement
across the experts with whom we spoke. There are other questions where there was
less consensus and for which we will do additional analysis to characterize the prob-
lems and potential solutions. For example:

• Over the last two years, CMS has implemented an impressive transformation
in its process for national coverage decisions to make them more transparent
and evidence-based. However, several important questions still remain: What
should be the role of national coverage decisions versus contractor and regional
decisions in evaluating new medical technologies, particularly as biomedical in-
novation changes medical practice at such a fast pace? What criteria should be
used in making coverage decisions? Can and should such decisions be insulated
from the political process?

• CMS has ten regional offices around the country. Our interviews suggest a po-
tential lack of coordination between the regional and central offices in some as-
pects of Medicare operations. What roles should these regional offices play, and
how can we assure sufficient coordination and communications?
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• A number of interviewees as well as other recent policy reports 9 have suggested
making CMS an independent agency outside of the Department of Health and
Human Services as was done for the Social Security Administration. What are
the pros and cons of this proposal?

As my colleagues and I grapple with these questions in the current months, we
would be happy to share our analyses and conclusions with you.

I thank you for this opportunity to participate today, and I am happy to answer
any questions you may have.

PREPARED STATEMENT OF HON. CHARLES E. GRASSLEY

Today’s hearing gives us an opportunity for a progress report on the efforts of Sec-
retary Thompson and his team to strengthen the administration of Medicare and
Medicaid. These programs are critically important to our constituents, and we must
make them work better.

In my view, right now it is surely too soon to expect major results from the new
team. Secretary Thompson, you’ve been on the job five months, and Administrator
Scully has been in place for less than a month. So I assure you that this hearing
is by no means a ‘‘final exam.’’ As you know well, there is much more to do; I no-
ticed that the reforms you announced on Thursday were described as ‘‘First Steps.’’
So you clearly recognize that there are many more steps ahead.

But I do want to make it clear that I have been impressed by your initial efforts,
Secretary Thompson, and those of Administrator Scully. The President chose you for
these jobs because you are well-known as can-do reformers who would shake up the
bureaucracy. You’ve been a breath of fresh air.

Today, I do want to hear more details on the changes recently announced for the
agency now known as the Centers for Medicare & Medicaid Services (CMS). I am
particularly interested in learning more about your ideas for the Medicare education
campaign, because I have long felt that we need to do much more to educate bene-
ficiaries about the often-confusing Medicare program. And now that you’ve taken
these ‘‘First Steps,’’ I also want to hear your ideas on what the ‘‘Next Steps’’ might
be.

I am also interested in CMS’s ability to administer major program improvements
that I hope we will enact this year, including a prescription drug benefit. I look for-
ward to working closely with you to continue to improve the efficiency and respon-
siveness of CMS.

PREPARED STATEMENT OF JUDITH HIBBARD

Chairman Baucus, and members of the Committee, thank you for this opportunity
to testify. I am Judith Hibbard from Eugene, Oregon. I am a professor in the De-
partment of Planning, Public Policy, and Management at the University of Oregon
and Clinical Professor of Public Health and Preventive Medicine at the Oregon
Health Sciences University. I am a member of the Strategic Framework Board
(SFB) of the National Quality Forum, where I provide expertise on how to effectively
report health care information to consumers. I am pleased to be here today to dis-
cuss the information needs of Medicare beneficiaries.

My research interests focus on how consumers can make choices that will help
to ensure that they gain access to the best quality of care that is available to meet
their own needs and preferences. In this context, I have investigated how consumers
make choices, and how these choices vary depending on how well they understand
the information and how that information is actually presented. I have studied con-
sumers of all ages, including Medicare beneficiaries. My current research has been
supported by the Centers for Medicare and Medicaid Services (formerly HCFA), the
Robert Wood Johnson Foundation, and the AARP.

As you know, the Medicare Program works best when beneficiaries make in-
formed choices about their options. Recent changes in the program have expanded
options as well as the amount and type of information available to beneficiaries.
This represents a new situation for beneficiaries. They now need to understand the
various choices available in their local area, how they differ, and how those dif-
ferences might affect their costs and their care.

My research has focused on how beneficiaries are faring under these new condi-
tions of more choice and more information. What we have found is that there are
serious deficits in what beneficiaries know about how Medicare works, and what
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they understand about the differences between the original Medicare program and
managed care options. Even in areas were there are many managed care options,
the majority of beneficiaries have very little understanding of the differences or
what they should be considering when making a choice.

Of greater concern is our recent finding that more than half of the beneficiary
population has difficulty understanding the comparative information about Medicare
options (Older Consumers’ Skill in Using Comparative Data to Inform Health Plan
Choice: A Preliminary Assessment, Sept. 2000). When asked to review comparative
tables or charts showing plan characteristics or how well health plans perform, a
majority of beneficiaries had difficulty accurately interpreting the information. Com-
pared to the population under 65 years of age, older beneficiaries make about 3
times as many errors in interpreting information (Health Affairs, May 2001). Those
who were older (80+), who were in poorer health, and who had less education had
the most difficulty using information. Those beneficiaries who had the most dif-
ficulty also felt that having many choices and lots of information was a burden.
They preferred to have someone else make Medicare plan decisions for them. A sur-
prising finding was that the beneficiaries who had the most difficulty were no more
likely to seek formal help than beneficiaries who were more able to understand and
use information in making choices.

At the same time, almost half of beneficiaries were able to correctly interpret com-
parative information. These beneficiaries who have more skill, do welcome the ex-
panded Medicare choices and having the information to inform those choices. These
findings underscore the importance of segmenting the population and tailoring infor-
mation to meet the needs of the diverse segments.

Research findings have important implications for the Medicare program.
• What beneficiaries need to know to make an informed choice is formidable.

They need to understand how managed care versus the fee-for-service program
will affect their costs, their access, and the quality of their care. They need to
be able to understand the performance information associated with each of their
plan options and bring this information together with the information about
plan characteristics, benefit packages, and cost. They need to be able to dif-
ferentially weight these factors to match their own needs and preferences.
While these tasks are difficult for most people, they are particularly difficult for
the elderly. Beneficiaries need assistance with this process.

• The most effective approach to communicating with beneficiaries will take into
account the tremendous differences within the beneficiary population in their
ability to comprehend and use information in choice. Educational approaches
and communication strategies need to be tailored to the different segments and
their ability levels. This implies putting sufficient resources into the communica-
tion and education budget to accommodate tailoring of information.

• Because they are the least able to make informed choices, it is important to
identify those beneficiaries who have more difficulty in using information and
provide them with the needed assistance. Using a simple screening approach
may enable Medicare counselors to identify those with the least ability to use
information on their own. Triaging individualized in-person help to these bene-
ficiaries is probably the best way to use what is likely to be a limited resource.

• Providing decision-support by helping beneficiaries understand and apply infor-
mation to their own situation, helping them weigh the different factors, and en-
abling them to bring these all together into a choice is the kind of assistance
that beneficiaries most urgently need. This means providing help that goes be-
yond simple information dispensing, which is what most current CMS and SHIP
efforts entail, to providing decision-support. Decision-support can be provided
via group counseling, individual in-person or telephone counseling, or through
the provision of decision-support computer tools. Most beneficiaries prefer deci-
sion-support help in the form of one-one-one counseling with a live person. For
example, placing a Medicare representative in each Social Security office to an-
swer questions and provide information is one way to make expert help more
available to people in their local communities.

• Making the choice task easier for beneficiaries would also help them make bet-
ter selections. This could be accomplished by having fewer types of plan designs
to choose from and less complexity associated with each of the choices. Medigap
choices were simplified by standardizing options and language, and similar ap-
proaches could be taken with the Medicare+Choice options.

• The National Medicare Education Program requires adequate resources. The
complexity of the options and the diverse abilities of the Medicare population,
make beneficiary education and communication an especially challenging task.

• Finally, because most beneficiaries still lack an understanding of their choices,
it is premature to implement the lock-in feature of the Medicare+Choice pro-
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gram scheduled to begin in 2002. The lock-in was built on the assumption that
beneficiaries would understand their options and make careful and appropriate
choices. At the present time, this is obviously not the case.

Providing information does not equal understanding. Beneficiaries have been pro-
vided with information but many still do not have enough understanding to make
informed choices. It will be very important for the new Centers for Medicare and
Medicaid Services (CMS) to assess beneficiary knowledge levels on an ongoing basis
to determine the degree to which their educational efforts are actually successful.

I was pleased to hear Secretary Thompson’s announcement that beneficiary edu-
cation and outreach will become a higher priority. This is an important step. As the
Medicare program becomes more complex, many beneficiaries will need individual
help to make good choices. The amount of help they will need is likely proportional
to the number of choices and the complexity of those choices. The Centers’ challenge
is to improve communications to beneficiaries by tailoring information for the di-
verse Medicare population, and to find ways to provide assistance to beneficiaries
that moves beyond information dissemination to education and decision-support.
Attachment.
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PREPARED STATEMENT OF HON. TOMMY G. THOMPSON

Chairman Baucus, Senator Grassley, distinguished members of the Committee,
it’s a pleasure to be with you. I appreciate the Committee’s excellent work on so
many issues important to our economy and to the lives of people across our country.
And I welcome the opportunity of appearing before you to talk about what we’re
doing at the Department of Health and Human Services to make our department
more capable of fulfilling the mission our name describes service to people who need
help.

Today, I’m going to discuss changes we’re bringing to the Centers for Medicare
and Medicaid Services, or CMS—formerly known as the Health Care Financing Ad-
ministration, or HCFA. But I want to set my remarks about the Centers in a broad-
er context. The transformation of the Centers is part of a larger effort to renew my
Department, to make it more efficient so that it can be more effective.

We are taking aggressive steps toward bringing a culture of responsiveness to
HHS. This culture, this spirit, is rooted in a commitment to compassion and a call
to responsibility. We intend to reinvigorate the entire department with a spirit of
responsiveness to our constituents to you, members of Congress; to our colleagues
in government, here in Washington and throughout the nation; and to those who
really are our most important constituents, the men and women and children we
serve. And we intend to answer our call to serve our constituents with a deepened
sense of responsibility and a heightened sense of mission.

Too often, we’ve had to deal with an attitude that says, ‘‘This is the ways it’s al-
ways been. It’s the best we can do.’’ I reject that attitude completely. HHS is a won-
derful department staffed by thousands of dedicated public servants. Yet it’s human
nature to accept the status quo. So, I’ve sent a clear message—accepting mediocrity
runs counter to our duty as servants of the public’s interests and the public’s trust.
Our constituents, the American people, deserve better. Under the new spirit we’re
bringing to HHS, they will have better.

One of the first thing’s we’ve done is to demand a renewed dedication to answer-
ing people when they need help. When physicians call us, when ordinary people
write us, when other agencies ask for help and when people like you in the Senate
or the House have questions and concerns, we need to respond quickly, thoroughly
and accurately. The days of long delays, unintelligible answers and inadequate as-
sistance are over. To that end, we’ve established a new protocol for responding to
requests for help and information. As a first step, the HHS Executive Secretariat
has been charged with clearing away all backlogged correspondence by July 1. I’ve
directed that an answer to any letter for my signature must be on my desk within
15 business days of the time it arrives in my office. Frankly, I think even that’s
too long. But at least it sets a deadline for accountability. We are also moving to-
ward a paperless system to speed up our response time. And I’ve insisted that all
written material be expressed in plain, understandable English. If we can perform
cross-continental surgery using satellite technology and electronic data transfer, we
can write a simple English sentence that anyone can understand.

Responsiveness must extend to states, as well. As all of you know, I was a gov-
ernor for 14 years. From my own experience, I know the frustration of trying to get
help from Washington. Let me emphasize that the difficulty lies not with any one
group of individuals but with a system that sometimes seems to put nicely filled-
out forms ahead of pressing human needs. Of course, there is a genuine need for
some rules. But rules should exist to help, not hinder, our efforts to assist hurting
people. When regulations, mandates and paperwork obscure or even thwart the help
we are called to provide, those rules need to be changed.

In the past four months, I’ve approved more than 600 Medicaid and SCHIP waiv-
ers and State Plan Amendments. I have authorized these changes because people
with immediate needs cannot wait for a rumbling bureaucracy to plod along. They
need help when they need it and in most cases, that means not at some distant
point in the future, but now.

We must give states the flexibility to develop Medicaid and SCHIP programs that
suit their needs and we must speed approval of their innovative ideas and solutions.
As is indicated by the number of waivers and State Plan Amendments I have ap-
proved, we have already made significant progress in this area, but we know there
is much more to be done. Since I became Secretary, we have reengineered the Med-
icaid waiver process with a focus on ‘‘getting to yes.’’ We are working with states
to be more responsive and timely in our decision-making on waivers and amend-
ments, to encourage innovation by the states and to grant speedy approval for ‘‘look-
alike’’ waivers. We are also cleaning-up the backlog of State Plan Amendments, now
have a new database in place to track the status of state waiver requests and are
fostering a new culture at CMS of giving states an answer—period. Of course, we
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would like the answer to be ‘‘Yes,’’ but whatever the answer, we must foster a cul-
ture of deciding and of answering even if the answer is ‘‘No.’’

In addition, we’re forming a new regulatory reform group that will look for regula-
tions that prevent physicians and other health care providers from helping people
in the most effective way possible. This group will determine what rules need to be
better explained, what rules need to be streamlined and what rules need to be cut
altogether.

Within HHS, we must solve our own technology problems. For example, HHS cur-
rently is home to nearly 1,200 different computer systems, most of which can’t talk
to one another. There are 981 toll free numbers, hundreds of computer rooms and
many of individual agency support services, such as help desks. In one department
office, we have five financial management systems, 13 grants management systems,
six acquisition management systems, six personnel systems and 13 email systems.
As one might guess, they have difficulty communicating with one another since
there is no common infrastructure. When I arrived at HHS and learned about this,
it seemed to me that this was very much like a city in which every block had its
own power plant and its own telephone company.

In the short time I’ve been in HHS, I’ve taken a number of steps to start making
sense of all of this. First, I am determined that HHS Information Technology will
be managed on an enterprise basis with a common infrastructure, rather than by
many separate agencies.

I will establish the HHS Chief Information Officer with authority over HHS infor-
mation technology resources with the charge to implement a ‘‘One Department,’’
one-enterprise approach to information technology. I’ve recently decided that HHS
will have one financial management system for CMS. It’s called HIGLAS, and I will
describe it in a moment. There will be another management system for the rest of
the department. And I have decided that HHS will have one personnel system.

So, the transformation of the Department of Health and Human Services has
begun. It will take time and will demand some expenditure. But it can be done, and
it will be done.

There is no place where that transformation is more critical than in the agency
that administers Medicare, Medicaid, and the State Children’s Health Insurance
Program (SCHIP). Administrator Tom Scully and I are committed to ensuring these
programs are more responsive to our provider partners, the States, and the millions
of Americans who depend on them. We intend to work with this Committee and
with Congress in a bipartisan fashion to accomplish our objectives, so that these
critical programs are prepared to meet not only today’s needs, but also tomorrow’s
challenges.

BACKGROUND

CMS is the nation’s largest health insurer, providing coverage to more than 70
million Americans. This year alone the Medicare, Medicaid, and SCHIP programs
will pay an estimated $476 billion in benefits. CMS has one of the largest budgets
of any federal agency or Department. Each year Medicare alone processes nearly
one billion claims from over one million physicians and other health care providers.

The Medicare and Medicaid programs have been the center of our society’s com-
mitment to protect the low-income and ensure that all of our seniors enjoy a healthy
and secure retirement. Honoring this commitment means making sure that the
Medicare program is financially prepared for new beneficiaries, and ensuring that
current beneficiaries have access to the highest quality care. And it means ensuring
that States are afforded flexibility to meet the needs of their citizens. It also means
changing the way the CMS does business, improving its relationship with its busi-
ness partners, and taking bold action to modernize its programs for the future. As
Tom Scully and I announced last week, we have made several important manage-
ment improvements to CMS. I will discuss these and other changes in greater detail
in my testimony today and also highlight future objectives that I hope we can ac-
complish together during this Congress.

NEW AGENCY NAME AND STRUCTURE

Last week, we announced our plans to rename the Health Care Financing Admin-
istration and call it the Centers for Medicare and Medicaid Services. The depart-
ment asked a variety of sources for suggestions and reactions to the proposed
names, including seniors, the Agency’s provider partners, State Health Insurance
Assistance Programs, and State Medicaid Directors. We conducted extensive focus
group testing. We even set up a contest for our employees to offer suggestions. This
change is more than cosmetic. It represents a new openness and a new atmosphere
at CMS. It also better reflects the Agency’s mission to serve Medicare and Medicaid
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beneficiaries and it makes it clear to the Americans, who rely on these programs,
that the CMS is responsible for administering these programs. All the focus groups
said, ‘‘What is HCFA?’’ and ‘‘Medicare and Medicaid should be in the name.’’ So, we
did what they suggested. In addition to the name-change, several constructive orga-
nizational changes were also announced. The Agency has been reorganized and sim-
plified around three centers that better represent the Agency’s major lines of busi-
ness. These core centers will give beneficiaries, States, physicians and other pro-
viders a clear and direct point of contact within the Agency for information on poli-
cies and programmatic changes that impact them. The three core centers are as fol-
lows:

• The Center for Beneficiary Choices will focus on educating beneficiaries about
their health care choices. From traditional fee-for-service and Medigap, to Medi-
care Select and Medicare+Choice, beneficiaries too often do not understand their
options and we are determined to change that. The Center also will be respon-
sible for managing the Medicare+Choice plans, conducting consumer research
and demonstration programs, providing beneficiary education, as well as over-
seeing beneficiary grievance and appeals processes.

• The Center for Medicare Management will be responsible for managing the tra-
ditional fee-for-service Medicare program. The center will develop and oversee
the Agency’s fee-for-service payment policies and manage the Medicare fee-for-
service contractors. These functions are over 85 percent of Medicare program
operations and represent CMS’s largest functions.

• The Center for Medicaid and State Operations will be primarily responsible for
programs administered by the States. The center will work in partnership with
the States in administering the Medicaid and SCHIP programs, as well as over-
seeing insurance regulatory activities, survey and certification, and clinical lab-
oratories. The profile of the center will be raised, so will its responsiveness to
States.

IMPROVING AND EXPANDING EDUCATION

In the next few months, we also will launch an aggressive new education cam-
paign to ensure that all Medicare beneficiaries understand the program, their cov-
erage options, and the costs associated with the health care decisions they may
make. We know from our polling and focus groups that far too many Medicare bene-
ficiaries have a limited understanding of the Medicare program in general, as well
as their Medigap, Medicare Select, and Medicare+Choice options. We firmly believe
that CMS must improve and enhance its existing outreach and education efforts so
that beneficiaries understand their health care options. In addition, CMS will tailor
its educational information so that it more accurately reflects the health care deliv-
ery systems and choices available in beneficiaries’ local areas. We know that edu-
cating beneficiaries and providing them more information is vital to improving
health care and patient outcomes. With that goal in mind and in an effort to ensure
that Medicare beneficiaries are active and informed participants in their health care
decisions, the CMS will expand and improve the existing Medicare & You edu-
cational campaign. For example, CMS is:

• Initiating a Multimedia Education Campaign to raise awareness among Medi-
care beneficiaries of their health care options. The Agency will use major tele-
vision, print, and other media to reach out and share information and edu-
cational resources to all Americans who rely on Medicare, their families, and
their caregivers.

• Increasing the Capacity of Medicare’s Toll-Free Lines so that the new wave of
callers to 1–800–MEDICARE generated by the advertising campaign receives
comprehensive information about the health plan options that are available in
their specific area. By October 2001, the operating hours of the toll-free lines
will be expanded and made available to beneficiaries, their families, and care-
givers 24 hours a day, seven days a week. The information available by phone
also will be significantly enhanced, so that specific information about the health
plan choices available to beneficiaries in their state, county, city, or town can
be obtained and questions about specific options, as well as costs associated
with those options, can be answered. Call center representatives will be able to
help callers walk-through their health plan choices step-by-step and obtain im-
mediate information about the choices that best meet the beneficiary’s needs.

For example, a caller from Bozeman, Montana could call 1–800–MEDICARE and
discuss specific Medigap options in Montana. Likewise, a caller from Des
Moines, Iowa or Dallas, Texas could call and get options and costs for Medigap
or Medicare+Choice alternatives. If requested, the call centers will follow-up by
mailing a copy of the information discussed after the call.
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• Improving Internet Access to Comparative Information and providing new deci-
sion making support tools on the Agency’s excellent website, www.medicare.gov.
These enhanced electronic learning tools will allow visitors, including seniors,
family members, and caregivers to compare benefits, costs, options, and pro-
vider quality information. This expanded information is similar to comparative
information already available, such as Nursing Home Compare and ESRD Com-
pare websites. With these new tools, beneficiaries will be able to narrow down
by zip code the Medicare+Choice plan options that are available in their area
based on characteristics that are most important to them, such as out-of-pocket
costs, whether beneficiaries can go out of network, and extra benefits. They also
will be able to compare the direct out-of-pocket costs between all their health
insurance options and get more detailed information on the plans that most ap-
propriately fit their needs. In addition, the Agency will provide similar State-
based comparative information on Medigap options and costs.

CREATING A CULTURE OF RESPONSIVENESS

One of my top priorities, as Secretary and I know one of Tom Scully’s top prior-
ities, is to improve the CMS’s responsiveness. The concerns and interests of bene-
ficiaries and the Agency’s provider, plan, State, and Congressional partners clearly
deserve greater attention and focus. And we are committed to addressing this head-
on and fostering a new culture at CMS. The Agency is:

• Eliminating Regulatory Red Tape for the plans, providers, and other stake-
holders who provide services to Medicare beneficiaries. Far too many of our
partners have raised concerns about the extent of the Medicare program’s regu-
latory burden and the cost of doing business with Medicare. I am committed to
taking swift action to reduce unnecessary burden and complexity. We need to
streamline Medicare’s requirements, bring openness and responsiveness into the
process, and ensure that regulatory changes are sensible and predictable.

• Establishing Key Contacts for the States at the regional and central office level.
These staff will work directly with the States to help eliminate Agency obstacles
in obtaining answers, feedback, and guidance. Each State will have one Med-
icaid staff assigned to them in the regions and another in Baltimore, who will
be accountable for their specific issues. I have attached a list of these contacts
to my testimony.

• Creating Primary Contacts for beneficiary groups, plans, physicians, providers,
and suppliers to strengthen communication and information sharing between
stakeholders and the Agency. CMS will designate a senior-level staff member
as the principal point-of-contact for each specific provider group, such as hos-
pitals, physicians, nursing homes, and health plans. These designees will work
with the industry groups to facilitate information sharing and enhance commu-
nication between the Agency and its business partners. The designees will help
ensure that industry groups’ voices are heard within CMS.

• Enhancing Outreach and Education to providers, plans, and practitioners by
building on the current educational system with a renewed spirit of openness,
mutual information sharing, and partnership. The Agency will provide improved
training on new program requirements and payment system changes, increase
the number of satellite broadcasts available to industry groups, and make great-
er use of web-based information and learning systems.

• Responding More Rapidly and Appropriately to Congress and External Partners
by promptly responding to Congressional inquiries. The Agency also is exploring
ways to make data, information, and trend analyses more readily available to
the Agency’s partners and the public in a timely manner. In addition, the Agen-
cy will make explicit and widely publicize the requirements for obtaining data
and analyses from the Agency, including protecting the confidentiality of the
data. I have attached to my testimony a copy of a detailed response to a letter
from Representatives Nancy Johnson and Pete Stark, which posed a series of
questions I know many of you have asked of Tom Scully and me. I think this
response, which was completed within two weeks of Tom’s arrival, is indicative
of this new culture at the Department and CMS. We are committed to respond-
ing promptly to Congressional inquiries.

ADMINISTRATIVE REFORM

Contracting Reform
Since 1965, when Medicare was created, the government has relied on private

health insurance company contractors to process claims and perform related admin-
istrative services. Today, CMS relies on 49 contractors to provide these services. In
May, I moved my office to CMS headquarters in Baltimore to get a firsthand look
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at the employees, operations, and programs administered by CMS. Of the extensive
technical briefings I received from the Agency staff that week, none was more eye
opening than the briefing on the Agency’s fee-for-service contractors. I was stunned
at the way these contractor arrangements work it is one of the worst remnants of
Medicare’s original 1965 design. I came away from that meeting convinced that we
must take bold action to reform the current contracting system and I want to work
with this Committee to achieve this important objective.

In order to manage the Medicare program efficiently and effectively, we must
change the Centers for Medicare and Medicaid Services’ relationship with the Medi-
care fee-for-service contractors. I firmly believe that this work should be awarded
competitively to the best-qualified entities using performance-based service con-
tracts that include appropriate payment methodologies that result in contracts re-
ceiving payment when they deliver something of value and profit only when they
perform at or above the satisfactory level. We must be able to maximize economies
of scale and improve the level of service to our beneficiaries and providers. We
would like to work cooperatively with our existing contractors to get to this goal but
the changes will require legislative action.

Today, the fee-for-service contractors are governed by Medicare laws that impose
outdated requirements and diverge from general federal acquisition laws in several
respects. The Medicare statute restricts the Secretary as to the types of entities that
may administer Medicare claims. On the Part A side, providers nominate the entity
that processes their claims. For Part B, the program must use health insurers to
process claims. We intend to forward legislation to address these differences and we
want to work with this Committee and Congress on a viable, sensible solution.

Through these changes, the CMS hopes to accomplish the following:
• Provide flexibility to CMS and its contractors to better Adapt changes in the

Medicare Program.
• Promote competition, leading to more efficiency and accountability.
• Establish better coordination and communication between CMS, its Contractors

and providers.
• Promote CMS’ ability to negotiate incentives for Medicare contractors to per-

form well.
These changes will enhance the Agency’s ability to more effectively manage claims

processing for the Medicare program in the future and ensure that the future
changes to the Medicare program’s operating structure are free from unnecessary
constraints.

Financial Management Reform
On a related topic, CMS currently lacks a dual entry financial management sys-

tem that fully integrates the Agency’s accounting systems with those of its Medicare
contractors. Today, many Medicare contractors rely on PC-based spreadsheets and
a series of fragmented and overlapping systems to maintain their accounts receiv-
able. Most contractors do not use double entry accounting methods or have claims
processing systems with general ledger capabilities. As a result, the accuracy of re-
ported activities must be verified manually, which increases the risk of administra-
tive and operational errors and misstatements. Despite these difficulties, I am proud
that CMS has maintained clean audit opinions in recent years. A major component
of the Department’s Chief Financial Officer’s (CFO) audit comprehensive plan is to
replace these systems with a state-of-the-art, integrated accounting system, which
will include our Medicare contractors’ activities and ensure the Medicare Trust
Funds and the Agency’s financial operations are protected from needless waste and
errors.

Conclusion
I want to assure you that Tom Scully and I are committed to working with this

Committee and Congress on a bipartisan basis to strengthen the programs adminis-
tered by the CMS. We already have taken the first steps towards improving CMS’s
management and changing the culture and attitude of the Agency. We are com-
mitted to strengthening beneficiary understanding of the Agency’s programs, en-
hancing education and outreach to the Agency’s provider and State partners, and
reforming fee-for-service contracting so that the Agency’s programs are prepared for
the future. Thank you again for the opportunity to be here today. I appreciate your
interest and commitment and I am happy to answer any questions.
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1 1Most medical policies for determining whether services are reasonable, are necessary, and
should be covered are set locally by the insurance companies that Medicare contracts with for
fee-for-service claims administration.

PREPARED STATEMENT OF WILLIAM J. SCANLON

Mr. Chairman and Members of the Committee:
We are pleased to be here as you discuss the ability of the Health Care Financing

Administration (HCFA), to carry out its mission to manage the Medicare program
now and in the future. Although HCFA was renamed last week to become the Cen-
ters for Medicare and Medicaid Services (CMS), our statement will continue to refer
to HFCA where our findings apply to the organizational structure and operations
associated with that name. Because of Medicare’s vast size and complex structure,
in 1990 we designated it as a high-risk program that is, at risk of considerable
losses to waste, fraud, abuse, and mismanagement and it remains so today. Since
that time, we have consistently reported on HCFA’s efforts to safeguard Medicare
payments and streamline operations.

With congressional attention on proposals by Members and others to reform or
modernize Medicare, the program’s management by HCFA has become a prime con-
cern. Proposals for Medicare reform recommend altering HCFA’s governance struc-
ture, making improvements to existing operations, or some combination of both.
They are being made against a backdrop of growing expectations for how the na-
tion’s largest health insurance program should be managed.

Therefore, my remarks today will focus on (1) HCFA’s record of performance in
managing Medicare and (2) gaps that exist between the agency’s success in oper-
ating the program and the expectations held by HCFA’s stakeholder community to
make the program more modern and efficient. My comments are based on previous
and ongoing work by us and published reports by others.

In brief, as the nation’s largest insurer, HCFA is closely watched by a vast uni-
verse of stakeholders. The agency has had some notable successes as Medicare’s
steward, but has also had serious shortcomings. HCFA has been successful in devel-
oping payment methods that have helped to contain Medicare cost growth and pay-
ing its fee-for-service claims quickly and at low administrative cost. However,
HCFA’s oversight of claims administration has not been sufficient to ensure that
claims contractors operated effectively and that claims were paid properly, and its
oversight of nursing homes and other providers did not adequately ensure care qual-
ity. Further, HCFA has been unable to rely on its outdated computer systems to
produce reliable management information. Without this information, HCFA has had
difficulty effectively managing the program, including being able to measure the im-
pact of recent payment method changes and developing needed refinements.

HCFA has taken significant steps to address weak areas, but its ability to im-
prove its performance is constrained by multiple factors. HCFA’s ability to manage
has been diminished by frequent turnover in leadership, a relatively sparse cadre
of senior executives, human capital challenges that threaten to worsen in the near
future, the lack of a performance-based approach to management, constraints on its
contracting authority that limit its flexibility to choose claims administration con-
tractors and assign administrative tasks, and archaic information technology sys-
tems incapable of providing critical, timely management information. The desire to
strengthen Medicare management argues for increased capacity, better documenta-
tion of the agency’s resource needs, and means to hold managers accountable for re-
sults.

BACKGROUND

The complexity of the environment in which HCFA operates the Medicare pro-
gram cannot be overstated. It is an agency within the Department of Health and
Human Services (HHS) but has responsibilities over expenditures that are larger
than those of most other federal departments. Medicare alone ranks second only to
Social Security in federal expenditures for a single program. Medicare spending to-
taled over $220 billion in fiscal year 2001; covers about 40 million beneficiaries; en-
rolls and pays claims from nearly 1 million providers and health plans; and has con-
tractors that annually process about 900 million claims.

Among Medicare’s numerous and wide-ranging activities, HCFA must monitor the
roughly 50 claims administration contractors that pay claims and set local medical
coverage policies;1 set tens of thousands of payment rates for Medicare-covered serv-
ices from different providers, including physicians, hospitals, outpatient and nursing
facilities, home health agencies, and medical equipment suppliers; and administer
consumer information and beneficiary protection activities for the traditional pro-
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2 Statutory constraints on excluding providers from participating in Medicare have resulted
in the program traditionally including all qualified providers who want to participate.

3 This finding reflects the last half of 1997 and the first half of 1998 and an average of 631
days.

gram component, the managed care program component (Medicare+Choice plans),
and Medicare supplemental insurance policies (Medigap).

The providers billing Medicare create, with program beneficiaries, a vast universe
of stakeholders hospitals, general and specialty physicians, and other providers of
health care services whose interests vary widely. HCFA’s responsibility to run the
program in a fiscally prudent way has made the agency a lightening rod for those
discontented with program policies. In particular, HCFA’s administrative pricing of
services has often been contentious. However, when Medicare is the dominant payer
for services or products, HCFA cannot rely on market prices to determine appro-
priate payment amounts because Medicare’s share of payments distorts the market.
Moreover, because Medicare is prevented from excluding some providers to do busi-
ness with others that offer better prices,2 it is largely impractical for HCFA to rely
on competition to determine prices.

Medicare’s public sector status also means that any changes require public input.
Thus, HCFA is constrained from acting swiftly to reprice services and supplies even
when prevailing market rates suggest that payments should be modified. The solici-
tation of public comment is a necessary part of the federal regulatory process to en-
sure transparency in decision-making. However, the trade-off to seeking and re-
sponding to public interests is that it is generally a time-consuming process and can
thwart efficient program management. For example, in the late 1990s, HCFA aver-
aged nearly 2 years between its publication of proposed and final rules.3

Consensus is widespread among health policy experts regarding the growing and
unrelenting nature of HCFA’s work. The Balanced Budget Act of 1997 (BBA) alone
has had a substantial impact on HCFA’s workload, requiring, among other things,
that the agency develop new payment methods for different post-acute-care and am-
bulatory services within a short time frame and It also required HCFA to preside
over an expanded managed care component that entailed coordinating a never-be-
fore-run information campaign for millions of beneficiaries across the nation and de-
veloping means to adjust plan payments based partially on enrollees’ health status.

HCFA HAS MIXED RECORD OF SUCCESS

Tasked with administering this highly complex program, HCFA earns mixed re-
views in managing Medicare. On one hand, HCFA presides over a program that is
very popular with beneficiaries and the general public. It has implemented payment
methods that have helped constrain program cost growth and has paid claims quick-
ly at little administrative cost. On the other hand, HCFA has difficulty making
needed refinements to payment methods. It has also fallen short in its efforts to en-
sure accurate claims payments, oversee its Medicare claims administration contrac-
tors, and ensure the quality of Medicare services. In recent years, HCFA has taken
steps to achieve greater success in these areas. However, the agency now faces criti-
cism for imposing payment safeguards that many providers feel constitute an undue
administrative burden.
HCFA’s New Payment Methods Have Helped Contain Cost Growth

HCFA has been successful in developing payment methods that have helped to
contain Medicare cost growth. Generally, over the last 2 decades, Congress has re-
quired HCFA to move Medicare away from reimbursing providers based on their
costs for every service provided and use payment methods that seek to control
spending by rewarding provider efficiency and discouraging excessive service use.
Some efforts have been more successful than others, and making needed refine-
ments to payment methods remains a challenge. For example, Medicare’s hospital
inpatient prospective payment system (PPS), developed in the 1980s, is a method
that pays providers fixed, predetermined amounts that vary according to patient
need. This PPS succeeded in slowing the growth of Medicare’s inpatient hospital ex-
penditures. Medicare’s fee schedule for physicians, phased in during the 1990s, re-
distributed payments for services based on the relative resources used by physicians
to provide different types of care and has been adopted by many private insurers.

More recently, as required by the BBA, HCFA has worked to develop separate
prospective payment methods for post-acute care services services provided by
skilled nursing facilities, home health agencies, and inpatient rehabilitation facili-
ties as well as for hospital outpatient departments. Prospective payment systems
can help to constrain the overall growth of Medicare payments. But as new pay-
ments systems affect provider revenues, HCFA often receives criticism about the ap-

VerDate 11-MAY-2000 15:37 Jan 15, 2002 Jkt 000000 PO 00000 Frm 00165 Fmt 6601 Sfmt 6621 75560.000 SFINANC2 PsN: SFINANC2



162

4 These are claims that have been filled out properly and whose processing has not been
stopped by any of the systems’ computerized edits. According to HCFA data on claims processed
in fiscal year 1999, about 81 percent of Medicare claims were processed and paid as clean
claims.

5 Much of the cost difference appears attributable to differences in program design and proc-
essing requirements, but we and others believe that TRICARE has opportunities to reduce this
administrative cost. See Defense Health Care: Opportunities to Reduce TRICARE Claims Proc-
essing and Other Costs (GAO/T–HEHS–00–138, June 22, 2000).

propriateness and fairness of its payment rates. HCFA has had mixed success in
marshalling the evidence to assess the validity of these criticisms and to make ap-
propriate refinements to these payment methods to ensure that Medicare is paying
appropriately and adequately.
Medicare Processes Claims Inexpensively, But Greater Scrutiny and Control Needed

HCFA has also had success in paying most claims within mandated time frames
and at little administrative cost to the taxpayer. Medicare contractors process over
90 percent of the claims electronically and pay ‘‘clean’’ claims 4 on average within
17 days after receipt. In contrast, commercial insurers generally take longer to pay
provider claims.

Under its tight administrative budget, HCFA has kept processing costs to roughly
$1 to $2 per claim—as compared to the $6 to $10 or more per claim for private in-
surers, or the $7.50 per claim paid by TRICARE—the Department of Defense’s man-
aged health care program.5 Costs for processing Medicare claims, however, while
significantly lower than other payers, are not a straightforward indicator of success.
We and others have reported that HCFA’s administrative budget is too low to ade-
quately safeguard the program. Estimates by the HHS Inspector General of pay-
ments made in error amounted to $11 billion in fiscal year 2000, which, in effect,
raises the net cost per claim considerably. Taken together, these findings suggest
that an investment in HCFA’s administrative functions is a trade-off that could ulti-
mately save program dollars.

Moreover, due in part to HCFA’s historically uneven oversight, the performance
of some Medicare’s claims administration contractors has been unsatisfactory.
Among its failings, HCFA relied on unverified performance information provided by
contractors and limited checking of each contractor’s internal management controls.
HCFA’s performance reviews and treatment of problems identified were not done
using consistent criteria across contractors. In the last year, HCFA has taken sig-
nificant steps to improve its management and oversight of contractors. Nevertheless,
key areas needing improvement remain, such as policies to verify contractor-re-
ported data and controls over contractor accountability and financial management,
including debt collection activities.

A major aspect of contractor performance—the stewardship activities that contrac-
tors conduct to safeguard Medicare dollars—is itself a story of mixed results. In the
early 1990s, HCFA’s contractors decreased certain key safeguard activities to main-
tain claims processing timeliness under constrained budgets. In order to ensure that
program safeguards were strengthened, the Congress created the Medicare Integrity
Program (MIP), which gave HCFA a stable source of funding for these activities as
part of the Health Insurance Portability and Accountability Act of 1996 (HIPAA).
In fiscal year 2000, HCFA used its MIP funding to support a wide range of anti-
fraud-and-abuse efforts, including provider and managed care organization audits
and targeted medical reviews of claims.

These audits and reviews, targeted at providers whose previous billings or cost
reports have been questionable, have been a cost-effective approach in identifying
overpayments. Based on HCFA’s estimates, in fiscal year 2000, MIP saved the Medi-
care program more than $16 for each dollar spent. As part of its safeguard efforts,
HCFA also has begun to measure how accurately its contractors process claims, to
determine if individual contractors are effective in safeguarding program payments.
Such objective information could provide HCFA with important management infor-
mation and identify contractors’ ‘‘best practices’’ that could serve as a model for oth-
ers.

While HCFA has strengthened its payment safeguard activities, these efforts have
raised concerns among providers about the clarity of billing rules and the efforts
needed to be in compliance. Providers whose claims are in dispute have complained
about the burden of reviews and audits and about the fairness of some specific steps
the contractors follow. However, their concerns about fairness may also emanate
from the actions of other health care overseers—such as the HHS Office of Inspector
General and the Department of Justice—which, in the last several years, have be-
come more aggressive in pursuing health care fraud and abuse.
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6 Complex medical reviews are in-depth reviews of claims by clinically trained staff based on
examination of medical records. In contrast, routine medical reviews may be carried out by non-
clinical staff and do not involve review of patient records.

7 The Joint Commission on the Accreditation of Health Care Organizations oversees quality
in about 80 percent of Medicare-certified acute care hospitals; the other Medicare-certified hos-
pitals, nursing homes, renal dialysis centers, home health agencies, and laboratories have qual-
ity reviewed by state surveyors.

HCFA faces a difficult task in finding an appropriate balance between ensuring
that Medicare pays only for services allowed by law while making it as simple as
possible for providers to treat Medicare beneficiaries and bill the program. While an
intensive claims review is undoubtedly vexing for the provider involved, very few
providers actually undergo them. In fiscal year 2000, HCFA’s contractors conducted
complex medical claims reviews of only three-tenths of 1 percent of physicians—
1,891 out of a total of more than 600,000 physicians who billed Medicare that year.6
We are currently reviewing several aspects of HCFA’s auditing and review proce-
dures for physician claims to assess how they might be improved to better serve the
program and providers.
HCFA’s Oversight of Health Care Quality Generally Has Been Weak

HCFA’s oversight of health care quality, a resource-intensive activity, has signifi-
cant shortcomings. The agency is responsible for overseeing compliance with federal
quality standards for the services delivered to Medicare beneficiaries. As much of
the actual inspection of quality is carried out by the states, HCFA must work with
the states to ensure that the inspectors of nursing homes, home health agencies,
renal dialysis centers, psychiatric hospitals, and certain Medicare-certified acute
care hospitals identify significant care problems.7 Our findings on nursing home
quality present a very disturbing picture: in 1999, we reported that an unacceptably
high number of the nation’s 17,000 nursing homes—an estimated 15 percent—had
recurring care problems that caused actual harm to residents or placed them at risk
of death or serious injury. Our previous findings showed that complaints by resi-
dents, family members, or staff alleging harm to residents remained uninvestigated
in some states for weeks or months. HCFA’s efforts to oversee state monitoring of
nursing home quality were limited in scope and effectiveness, owing, in part, to a
lack of expert staff to assess the state inspectors’ performance.

Even with this record of weak federal oversight, nursing homes get more scrutiny
than other health care providers. States survey nursing homes at least yearly, on
average, whereas other facilities are surveyed much less frequently. For example,
home health agencies were once routinely reviewed annually, but surveys now vary
and can be as infrequent as every 3 years. In addition, our work has shown that
the number of HCFA-funded inspections of dialysis facilities declined significantly
between 1993 and 1999, dropping the proportion reviewed from 52 percent to 11
percent. Yet, in 1999, 15 percent of the facilities surveyed had deficiencies severe
enough, if uncorrected, to warrant terminating their participation in Medicare.

MAJOR GAPS EXIST BETWEEN HCFA’S CAPABILITIES AND STAKEHOLDER EXPECTATIONS

In addition to the challenges inherent in running Medicare, other factors associ-
ated with HCFA’s structure and capacity diminish the agency’s ability to administer
the program effectively. These limitations leave HCFA poorly positioned to operate
Medicare as a modern, efficient health care program.
Multiple Constraints Help Explain Agency’s Mixed Record

HCFA faces several limitations in its efforts to manage Medicare effectively.
These include divided management focus, little continuity of leadership, limited ca-
pacity, lack of a performance-based management approach, and insufficient flexi-
bility to modernize program operations.

Agency Focus and Leadership
HCFA’s management focus is divided across multiple programs and responsibil-

ities. Despite Medicare’s $220-billion price tag and far-reaching public policy signifi-
cance, there is no official whose sole responsibility it is to run the Medicare pro-
gram. In addition to Medicare, the HCFA Administrator and senior management
are responsible for oversight of Medicaid and the State Children’s Health Insurance
Program. They also are responsible for individual and group insurance plans’ com-
pliance with HIPAA standards in states that have not adopted conforming legisla-
tion. Finally, they must oversee compliance with federal quality standards for hos-
pitals, nursing homes, home health agencies, and managed care plans that partici-
pate in Medicare and Medicaid, as well as all of the nation’s clinical laboratories.
The Administrator is involved in the major decisions relating to all of these activi-
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ties; therefore, time and attention that would otherwise be spent meeting the de-
mands of the Medicare program are diverted.

A restructuring of the agency in July 1997 inadvertently furthered the diffusion
of responsibility across organizational units. The intent of the reorganization was
to better reflect a beneficiary-centered orientation throughout the agency by inter-
spersing program activities across newly established centers. However, after the re-
organization, many stakeholders claimed that they could no longer obtain consistent
or timely information. In addition, HCFA’s responsiveness was slowed by the re-
quirement that approval was needed from several people across the agency before
a decision was final.

The recent change from HCFA to CMS reflects more than a new name. It consoli-
dates major program activities: the Center for Medicare Management will be respon-
sible for the traditional fee-for-service program; the Center for Beneficiary Choices
will administer Medicare’s managed care program. We believe that this new struc-
ture could improve efforts to more efficiently manage aspects of Medicare.

At least two other factors weaken agency focus. First, the frequent turnover of the
administrator has complicated the agency’s implementation of long-term Medicare
initiatives or pursuit of a consistent management strategy. The maximum term of
a HCFA administrator is, as a practical matter, only as long as that of the President
who appointed him or her. Historically, their actual tenure has been even shorter.
In the 24 years since HCFA’s inception, there have been 21 administrators or acting
administrators, whose tenure has been, on average, about 1 year. Over 15 percent
of the time, HCFA has had an acting administrator. These short tenures have not
been conducive to carrying out strategic plans or innovations an administrator may
have developed for administering Medicare efficiently and effectively.

Of equal concern is the sparseness of HCFA’s senior ranks. Its corps of senior ex-
ecutives is smaller than that of most other civilian agencies having significantly
smaller annual expenditures. In fiscal year 1999, HCFA had 49 senior executive offi-
cials to manage Medicare, Medicaid, and SCHIP (among other programmatic re-
sponsibilities) and nearly $400 billion in expenditures. While some tasks at HCFA
are contracted out—thus providing HCFA with purchased executive expertise—con-
tractors’ objectives may not be fully aligned with those of the agency. Indeed, the
critical need to oversee contractors effectively to ensure that they are fulfilling their
responsibilities has been repeatedly demonstrated.

Agency Capacity
In addition to leadership constraints, the agency’s capacity is limited relative to

its multiple, complex responsibilities. Inadequate information systems and human
capital hobble HCFA’s ability to carry out the volume of claims administration, pay-
ment and pricing, and quality oversight activities demanded of the agency.

Ideally, program managers should be able to rely on their information systems to
create a feedback loop that allows them to monitor performance, use the information
to develop policies for improvement, and track the effects of newly implemented
policies. In reality, most of the information technology HCFA relies on is too out-
dated to routinely produce such management information. Despite major advances
in information technology in recent years, HCFA relies on outmoded systems, some
of which date back to the 1970s, to pay claims and maintain data on beneficiaries’
use of services. As a result, HCFA cannot easily query its information systems to
obtain prompt answers to basic management questions. Using its current systems,
HCFA is not in a position to report promptly to the Congress on the effects of new
prospective payment policies on beneficiaries’ access to services and on the adequacy
of payments to providers. It cannot expeditiously determine the status of debt owed
the program due to uncollected overpayments. It cannot obtain reliable data on
beneficiaries enrolled in managed care plans and must reconcile one system’s output
with data from other systems. Finally, HCFA lacks a set of rules to govern how it
will develop, implement, and operate systems to prevent and detect inappropriate
access.

Staff shortages—in terms of skills and numbers—also beset HCFA. These short-
ages were brought into sharp focus as the agency struggled to handle the number
and complexity of BBA requirements. When the BBA expanded the health plan op-
tions in which Medicare beneficiaries could enroll, HCFA’s staff had little previous
experience overseeing these diverse entities, such as preferred provider organiza-
tions, private fee-for-service plans, and medical savings accounts. Few staff had ex-
perience in dealing with the existing managed care option—health maintenance or-
ganizations. Half of HCFA’s regional offices lacked managed care staff with clinical
backgrounds—important in assessing the appropriateness of a health plan’s denial
of services to a beneficiary—and few managed care staff had training or experience
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8 HHS Office of the Inspector General, Medicare’s Oversight of Managed Care: Implications for
Regional Staffing, (OEI–01–96–00191, April 1998).

9 Gail Wilensky et al. and ‘‘Crisis Facing HCFA & Millions of Americans,’’ Health Affairs, Vol.
18, No. 1 (Jan./Feb. 1999).

10 10HCFA’s workforce planning efforts to date have been in line with our guidance on this
subject, as articulated in Human Capital: A Self-Assessment Checklist for Agency Leaders
(GAO/GGD–99–179, Sept. 1999).

in data analysis key to monitoring internal trends in plan performance over time
and assessing plan performance against local and national norms.8

Staffing constraints have also handicapped HCFA’s efforts to ensure quality of
care. In recent years, the agency has made negligible use of its most effective over-
sight technique for assessing state agencies’ abilities to identify serious deficiencies
in nursing homes—an independent survey performed by HCFA employees following
the completion of a state survey. Conducting a sufficient number of these compari-
sons is important because of concerns that some state agencies may miss significant
problems, but HCFA lacked sufficient staff and resources to perform enough of these
checks. In 1999, the number of HCFA independent surveys averaged about two per
state—a frequency totally inadequate to fairly measure any state’s performance.

At the same time, HCFA faces the loss of a significant number of staff with valu-
able institutional knowledge. In February 2000, the HCFA Administrator testified
that more than a third of the agency’s current workforce was eligible to retire with-
in the next 5 years and that HCFA was seeking to increase ‘‘its ability to hire the
right skill mix for its mission.’’ As we and others have reported, too great a mis-
match between the agency’s administrative capacity and its designated mandate
could leave HCFA unprepared to handle Medicare’s future population growth and
medical technology advances.9 To assess its needs systematically, HCFA is con-
ducting a four-phase workforce planning process that includes identifying current
and future expertise and skills needed to carry out the agency’s mission and ana-
lyzing the gaps between them.10 HCFA initiated this process using outside assist-
ance to develop a comprehensive database documenting the agency’s employee posi-
tions, skills, and functions.

Once its future workforce needs are identified, HCFA faces the challenge of at-
tracting highly qualified employees with specialty skills. Due to the rapid rate of
change in the health care system and HCFA’s expanding mission, the agency’s exist-
ing staff may not possess the needed expertise. While the Congress has granted ex-
emptions from the Office of Personnel Management salary rules for information
technology staff, these exemptions do not extend to other skills—such as clinical ex-
perience and managed care marketing expertise.

Strategic Management Approach Lacks Performance Component
While HCFA has many resource-related challenges—including rehabilitating its

information systems—the agency has not documented its resource needs well. As
early as January 1998, we reported that the agency lacked an approach—consistent
with the Government Performance and Results Act of 1993 (GPRA)—to develop a
strategic plan for its full range of program objectives. Since then, the agency has
developed a plan, but it has not tied global objectives to management performance.
Moreover, its workforce planning efforts remain incomplete.

To encourage a greater focus on results and improve federal management, the
Congress enacted GPRA—a results-oriented framework that encourages improved
decisionmaking, maximum performance, and strengthened accountability. Managing
for results is fundamental to an agency’s ability to set meaningful goals for perform-
ance, to measure performance against those goals, and to hold managers account-
able for their results. Last month, we reported on the results of our survey of federal
managers at 28 departments and agencies on strategic management issues.

The proportion of HCFA managers who reported having output, efficiency, cus-
tomer service, quality, and outcome measures was significantly below that of other
government managers for each of the performance measures. HCFA was the lowest-
ranking agency for each measure—except for customer service, where it ranked sec-
ond lowest. It should therefore be no surprise that HCFA managers’ responses con-
cerning the extent to which they were held accountable for results—42 percent—was
significantly lower than the 63 percent reported by the rest of the government.

Agency Authority and Flexibility
Statutory constraints are another structural issue that at times frustrate HCFA’s

efforts to manage effectively. One such constraint involves HCFA’s authority to con-
tract for claims administration services. At Medicare’s inception in the mid-1960s,
the Congress provided for the government to use existing health insurers to process
and pay physicians’ claims and gave professional associations of hospitals and cer-
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11 Intermediaries primarily review and pay claims from hospitals and other institutional pro-
viders covered under Medicare part A, while carriers review and pay claims from physicians and
other outpatient providers covered under part B.

12 For a discussion of this issue, see Chapter 3 in Medicare Contractors: Despite Its Efforts,
HCFA Cannot Ensure Their Effectiveness or Integrity (GAO/HEHS–99–115, July 14, 1999).

13 The Balanced Budget Refinement Act of 1999 significantly reduced the amount of user fees
HCFA can collect from Medicare+Choice plans in 2001 and subsequent years.

tain other institutional providers the right to ‘‘nominate’’ their claims administra-
tion contractors on behalf of their members. At that time, the American Hospital
Association nominated the national Blue Cross Association to serve as its inter-
mediary.11 Currently, the Association is one of Medicare’s five intermediaries and
serves as a prime contractor for member plans that process over 85 percent of all
benefits paid by fiscal intermediaries. Under the prime contract, when one of the
local Blue plans declines to renew its Medicare contract, the Association—rather
than HCFA—chooses the replacement contractor. This process effectively limits
HCFA’s flexibility to choose the contractors it considers most effective.

HCFA has also considered itself constrained from contracting with non-health in-
surers for the various functions involved in claims administration because it did not
have clear statutory authority to do so. As noted, the Congress gave HCFA specific
authority to contract separately for payment safeguard activities, but for a number
of years the agency has sought more general authority for ‘‘functional contracting,’’
that is, using separate contractors to perform functions such as printing and mailing
and answering beneficiary inquiries that might be handled more economically and
efficiently under one or a few contracts. HCFA has been seeking other Medicare con-
tracting reforms, such as giving the agency general authority to pay Medicare con-
tractors on an other-than-cost basis, to provide incentives that would encourage bet-
ter performance.12

Growing Expectations Underscore Need to Address HCFA Governance And Manage-
ment Issues

Although the health care industry has grown and transformed significantly since
HCFA’s inception, the agency and Medicare, in particular, have not kept pace. Nev-
ertheless, HCFA is expected to make Medicare a prudent purchaser of services
using private sector techniques, improve its customer relations, and be prepared to
implement benefit and financing reforms.

Private insurance has evolved over the last 40 years and now offers comprehen-
sive policies and employs management techniques designed to improve the quality
and efficiency of services purchased. Private insurers have taken steps to influence
utilization and patterns of service delivery through efforts such as beneficiary edu-
cation, preferred provider networks, and coordination of services. They are able to
undertake these efforts because many have detailed data on service use across en-
rollees and providers, as well as wide latitude in how they run their businesses. In
contrast, HCFA’s outdated and inadequate information systems, statutory con-
straints, and the fundamental obligation to be publicly accountable have stymied ef-
forts to incorporate private sector innovations. In a recent study, the National Acad-
emy for Social Insurance has concluded that these innovations could have potential
value for Medicare but would need to be tested to determine their effects as well
as how they might be adapted to reflect the uniqueness of Medicare as both a public
program and the largest single purchaser of health care. In addition, HCFA would
need enhanced capacity to broadly implement many of these innovations.

HCFA is also expected to improve its customer service to the provider community.
In seeking answers from HCFA headquarters, regional offices, and claims adminis-
tration contractors, providers contend that the agency does not speak with one voice,
adding frustration to complexity. We are currently studying ways in which commu-
nication with providers—including explanations of Medicare rules—could be im-
proved.

HCFA has also been expected to improve communications with beneficiaries, par-
ticularly as the information pertains to health plan options. As required by the
BBA, HCFA began a new National Medicare Education Program. For 3 years the
agency has worked to educate beneficiaries and improve their access to Medicare in-
formation by annually distributing a Medicare handbook containing comparative
health plan information; establishing a telephone help line and an Internet web site
with, among other things, comparative information on nursing homes, health plans,
and Medigap policies; and sponsoring local education programs. Although funding
for these activities previously came largely from user fees collected from
Medicare+Choice plans, future funding is less certain.13 At the same time, such out-
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reach efforts are becoming increasingly important, because in 2002 beneficiaries’ op-
tions for switching health plans will be more limited than they are today.

The future is likely to hold new challenges for CMS. For example, the agency may
be expected to oversee a prescription drug benefit administered by third parties. As
we reported to this Committee last year, the administration of a drug benefit would
entail numerous challenges, as the strategies now used by the private sector are not
readily adaptable to Medicare because of its public sector obligations. Those chal-
lenges notwithstanding, the capacity issue remains. The number of prescriptions for
Medicare beneficiaries could easily approach the current number of claims for all
other services, or about 900 million annually.

Today’s processing and scrutiny of drug claims by pharmacy benefit managers
(PBM) is very different from Medicare’s handling of claims for other services. PBMs
have the ability to provide on-line, real-time drug utilization reviews. These serve
a quality- and cost-control function by supplying information to pharmacists regard-
ing such things as whether a drug is appropriate for a person based on his or her
age, medical condition, and other medications, as well as whether the drug is cov-
ered under the insurer’s benefit and what copayments will apply.

If the use of PBMs or other entities were an option in administering a Medicare
prescription drug benefit, it is not clear how much they or the others would have
to increase current capacity or instead use more of the capacity already built into
their information and claims processing systems a consideration that could signifi-
cantly affect the administrative costs that may be incurred. To administer this ben-
efit through such contracts would require the agency to increase its managerial
ranks with the personnel qualified to oversee such an operation. This would include
staff with pharmaceutical industry expertise who could structure performance con-
tracts in line with program goals for beneficiary access and fiscal prudence.

To meet these and other expectations will require an agency with adequate capac-
ity to manage the Medicare program. The agency will need sufficient flexibility to
act prudently, while being held accountable for its results-based decisions and their
implementation. It will also need to devote management attention to the fundamen-
tals of day-to-day operations.

CONCLUDING OBSERVATIONS

Medicare is a popular program that millions of Americans depend on for covering
their essential health needs. However, the management of the program has fallen
short of expectations because it has not always appropriately balanced or satisfied
beneficiaries’, providers’, and taxpayers’ needs. For example, stakeholders expect
that Medicare will price services prudently; that providers will be treated fairly and
paid accurately; and that beneficiaries will clearly understand their program options
and will receive services that meet quality standards. In addition, there are expecta-
tions that the agency will be prepared to implement restructuring or added benefits
in the context of Medicare reform. Today’s Medicare agency, while successful in cer-
tain areas, may not be able to meet these expectations effectively without further
congressional attention to its multiple missions, capacity, and flexibility. The agency
will also need to do its part by implementing a performance-based approach that
articulates priorities, documents resource needs, and holds managers accountable
for accomplishing program goals.

Mr. Chairman, this concludes my prepared statement. I will be happy to answer
any questions you or other Committee Members may have.

RELATED GAO PRODUCTS

Medicare Reform: Modernization Requires Comprehensive Program View (GAO–01–
862T, June 14, 2001).

Managing for Results: Federal Managers’ Views on Key Management Issues Vary
Widely Across Agencies (GAO–01–592, May 25, 2001).

Medicare: Opportunities and Challenges in Contracting for Program Safeguards
(GAO–01–616, May 18, 2001).

Medicare Fraud and Abuse: DOJ Has Improved Oversight of False Claims Act Guid-
ance (GAO–01–506, Mar. 30, 2001).

Medicare: Higher Expected Spending and Call for New Benefit Underscore Need for
Meaningful Reform (GAO–01–539T, Mar. 22, 2001).

Major Management Challenges and Program Risks: Department of Health and
Human Services (GAO–01–247, Jan. 2001).

High Risk: An Update (GAO–01–263, Jan. 2001).
Nursing Homes: Sustained Efforts Are Essential to Realize Potential of the Quality

Initiatives (GAO/HEHS–00–197, Sept. 28, 2000).
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Medicare: Refinements Should Continue to Improve Appropriateness of Provider Pay-
ments (GAO/T–HEHS–00–160, July 19, 2000).

Medicare Payments: Use of Revised ‘‘Inherent Reasonableness’’ Process Generally Ap-
propriate (GAO/HEHS–00–79, July 5, 2000).

Medicare: 21st Century Challenges Prompt Fresh Thinking About Program’s Admin-
istrative Structure (GAO/T–HEHS–00–108, May 4, 2000).

Medicare Contractors: Further Improvement Needed in Headquarters and Regional
Office Oversight (GAO/HEHS–00–46, Mar. 23, 2000).

Medicare Contractors: Despite Its Efforts, HCFA Cannot Ensure Their Effectiveness
or Integrity (GAO/HEHS–99–115, July 14, 1999).

HCFA Management: Agency Faces Multiple Challenges in Managing Its Transition
to the 21st Century (GAO/T–HEHS–99–58, Feb. 11, 1999).

Medicare: HCFA Faces Multiple Challenges to Prepare for the 21st Century (GAO/
THEHS–98–85, Jan. 29, 1998).

PREPARED STATEMENT OF NICHOLAS J. WOLTER

Chairman Baucus, Senator Grassley, and members of Senate Finance Committee,
I appreciate this opportunity to discuss some of the challenges of working with the
Health Care Financing Administration (HCFA), especially at a time when a change
in name to the Centers for Medicare and Medicaid Services (CMS) is meant to re-
flect a commitment to improving working relationships with physicians, hospitals,
nursing homes, other providers, and beneficiaries.

I am submitting these comments on behalf of Deaconess Billings Clinic. DBC is
a not-for-profit, physician-led, community governed medical foundation serving Mon-
tana and northern Wyoming. It is composed of 170 physicians, located at 10 clinic
sites, as well as a 272 bed hospital, a nursing home, and a research division. DBC
also manages several small hospitals and nursing home facilities in towns with pop-
ulations of less than 10,000.

DBC, like many other large health care organizations in rural states, serves a
very large geographic region with primary, secondary and tertiary care services. It
is common for patients to travel 90 minutes to Billings for a primary care visit, and
five hours or more for a visit to one of our medical subspecialists. As part of a con-
sortium of rural hospitals, DBC also operates a telemedicine network. DBC’s mis-
sion is to improve the health of the communities we serve, and to support health
care research and education.

I am Dr. Nick Wolter, the CEO of Deaconess Billings Clinic. I have spent most
of my professional life practicing critical care medicine and pulmonology, and I still
see patients today.

I’d like to start with several simple premises.
• Medicare should support the physician-patient relationship.
• Medicare should encourage quality, coordinated, and efficient care.
• Medicare regulations should be as simple and inexpensive to implement as pos-

sible.
• Medicare regulators should work in a cooperative, partnership manner with

physicians and other providers.
Deaconess Billings Clinic believes that operating from these premises can provide

Medicare beneficiaries, our patients, with the best care and the best value.
Over the past five years, a voluminous number of complex, often confusing regula-

tions, combined with a major increase in compliance and enforcement initiatives,
have left health care providers frustrated with Medicare’s administration and
straining for resources to comply.

One of our experienced directors recently expressed her concern with Medicare
regulation and enforcement this way:

‘‘Something became extremely clear to me at the compliance conference we re-
cently attended. HCFA and the OIG seem to make policy and take a shot gun
approach to issues based upon isolated incidents of real problems in healthcare.
I’ve worked for three large integrated systems at this point accounting for near-
ly 1,000 physicians. I’ve always been involved in the coding and billing aspects
of healthcare, performing audits, appeals, ALJ hearings, etc. In the past 20
some odd years, I have only seen one physician (at another system) who was
intentionally non-compliant with the rules of the day. All other issues with bill-
ing and coding were related to the fact that the regulations were very difficult
to understand and operationalize and too numerous to reasonably keep track of.
It seems to me we are adding complex and detailed rules and regulations, plus
huge costs for implementation, in order to regulate a tiny minority of physicians
and other providers. We’re ruling on exception instead of the norm.’’
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The main themes of this testimony are that Medicare regulatory simplification is
needed. A more cooperative relationship between the new CMS and providers is
needed. More consistency and coordination from the national level are needed, so
that providers and beneficiaries in different regions receive more consistent service
and policy implementation.

Let me describe some of what has driven DBC, and many other physician organi-
zations, hospitals and other providers, to Congress, asking for regulatory relief and
a change in HCFA.

BETTER GUIDANCE, MORE COORDINATION, AND MORE OVERSIGHT FROM THE NATIONAL
LEVEL IS NEEDED

Documentation and Coding Guidelines
One of my pulmonology colleagues describes the documentation and coding prob-

lem by saying, ‘‘I spend as much time producing paper as I do taking care of pa-
tients.’’ Medicare pays physicians based upon an incredibly complex set of coding
guidelines, dating back to 1992, requiring documentation of services that often do
not make sense to the physician in the room trying to take care of the patient. Ef-
forts since 1993 to revise the guidelines have failed to meet the objectives of sim-
plicity and of not interfering in the process of care.

Patients are often also confused. But they cannot tell where accountability rests.
Is it with Medicare? Physicians and hospitals? Or is the problem a lack of partner-
ship, coordination, and communication between Medicare and providers?

Example: Preventive Medicine Coding
Let me give you an example of a problem we are facing right now, especially in

our internal medicine practices, with coding guidance on preventive medical exam,
versus a problem medical exam. Medicare does not generally pay for a preventive
exam, the patient does. So this is an area of great patient interest, where clarity
is important. Furthermore, preventive exams are common. You would think that the
guidance would be clear by now. What we find, however is the following:

• It is very difficult to determine, under current guidance, when a preventive
medical exam becomes a problem exam.

• It is also very difficult to determine when a preventive exam becomes both a
preventive exam and a problem exam, during the course of an exam. For in-
stance, if the physician finds a potential heart problem or diabetes, when can
billing be done for treatment beyond what would be done in the routine preven-
tive exam? In this instance, we are faced with figuring out the correct billing
procedure and making sure we do not charge the Medicare beneficiary for the
part of the exam that should be billed to Medicare. This situation is extremely
difficult to explain to the patient, even if we could get clear guidance from Medi-
care.

• Medicare now allows certain preventive tests for women (e.g. a screening pap
smear, a breast exam and a pelvic) to be performed and billed to Medicare at
the same time as a problem visit billed to Medicare. This is not the case in re-
gards to screening for men. We may bill a preventive screening digital rectal
exam to Medicare, but not at the same time as a problem visit billed to Medi-
care. This is difficult to understand and more difficult to explain to the patient.

• To make this issue even more confusing, we have been faced with differing in-
terpretations from our Carrier and the Medical Director of our Carrier, as well
as the Medicare Regional Office on these questions. There are no clear national
guidelines in this area and this only perpetuates the confusion.

This month at DBC, we are bringing in a nationally recognized consultant in this
area, at significant expense, to educate our physicians and staff on the best under-
standing we have of current requirements.

Another concern I hear about Evaluation and Management (E&M) Coding, espe-
cially from our subspecialists doing consults, is that it does not reward patient coun-
seling. In order to get paid for a high level visit, for asthma or a heart condition,
for instance, it isn’t enough to thoroughly examine and counsel a patient on that
condition, you are required to do a complete history and physical (which has often
already been done by their primary care physician), and provide other services that
may actually detract from counseling the patient on the condition he or she came
to see you about. Effectively physicians face financial incentives to spend less time
counseling patients in the areas the patient most needs counseling.
Local Medical Review Policies (‘‘LMRPs’’), ‘‘Medical Necessity’’ Determinations, and

other Guidance (or lack thereof)
Medicare requires Medicare contractors to decide what is medically appropriate

care, within the context of national guidelines. The number of LMRPs varies enor-
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mously across the country by Medicare contractor, and the advice is often incon-
sistent. The effect is that beneficiary services vary from area to area because of the
variations within Medicare administration. Quality may also be inconsistent. Med-
ical evidence should drive Medicare’s medical review policies, not variability in the
opinions of local Medicare Medical Directors.

Nothing is more difficult for a practicing physician than to be told by the local
Medicare Carrier or Fiscal Intermediary that the service he is providing or has au-
thorized is not ‘‘medically necessary,’’ especially when that payment denial decision
is unsupported by medical evidence.

Example: Air Ambulance
Let me give you one recent, extremely serious example in Montana right now, in-

volving air ambulance services. DBC, like several other hospitals in the state that
provide trauma and higher level medical services, owns and staffs an air ambulance.
The medical director of that service refers to it as a ‘‘flying ICU.’’ We can and do
save lives because of air transport. However, for the past several months, our local
Medicare Fiscal Intermediary has been denying approximately half of our air trans-
ports on the grounds that they were not medically necessary. The denial is accom-
plished by downcoding to the payment rate for land ambulance. This is happening
to other air ambulance programs across Montana, although we understand similar
denials are not common with Medicare FIs in other states. Let me give you two ex-
amples of denials:

• A 78 year old female sustained a huge intracerebral hemorrhage and was trans-
ported by air for neurological evaluation. Vital signs were stable enroute and
the patient was confused with slurred speech. Upon neurological evaluation, it
was determined by the neurologist that the patient would likely not survive the
event. The family made decisions for comfort care and the patient passed away
4 days later. This flight was denied by Medicare, stating that the patient was
stable and could have been transported via ground ambulance. Due to the ex-
tent of her intracerebral hemorrhage, she could have compromised her airway
at any time and did in fact lose consciousness shortly after arriving at DBC.
We have appealed this denial.

• A 68 year old male presented to the Emergency Department of a small hospital
with chest pain. The patient had an abnormal EKG and elevated cardiac en-
zymes indicating that he had suffered a heart attack. He was stabilized and
transported by air for cardiac evaluation, and was not in active pain during the
transport. The admitting cardiologist decided that due to the recent myocardial
infarction, it was best to perform cardiac catheterization the following morning.
The patient underwent cardiac catheterization within 18 hours of transport and
underwent multiple vessel coronary artery bypass later in his hospital stay.
This transport was denied based upon the fact that the patient was stable dur-
ing the transport. The FI stated that the patient must experience chest pain
during the transport to establish the medical necessity of air transport. We are
appealing this denial based upon the fact that you can never predict which pa-
tients will be stabilized and which will continue to evolve and extend their myo-
cardial infarction.

When a physician at DBC certifies an air transport, we believe we are following
national guidelines, as well as practicing within the standard of care for a physician
for determining when critical care is needed. Our local FI disagrees, requiring an
‘‘emergent’’ condition during transport, and using medical consequences after the
time of transport to determine whether the transport was medically necessary. For
heart patients, they have told us they look for heart pain during transport to justify
medical necessity!

The problem with air ambulance is exacerbated in Montana by the vast distances
involved and the absence of professional ambulance services in rural communities.
In many communities in rural and frontier Montana, there is, at most, one ambu-
lance, the ambulance is staffed by volunteers, and the ambulances do not provide
advanced life support. Therefore, to do what our Medicare FI tells us we should be
doing, which is transport the patient by land ambulance with advanced life support
capacity, we must send an ambulance from Billings. If the patient is 250 miles from
Billings, which is not uncommon, it would require a five hours trip to pick the pa-
tient up, then we’d be subjecting the patient to another five-hour trip back. As phy-
sicians and air ambulance providers, we cannot, in good conscience, with our pa-
tients’ interest foremost, justify what our local FI has demanded as a matter of
‘‘medical necessity.’’

It is a terrible dilemma for DBC we are looking at losing approximately $500,000/
year in Medicare denials in the future for our air ambulance program, based upon
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current denial rates. We know other air transport programs in Montana are consid-
ering closing because of Medicare denials.

We believe this problem is due to a lack of coordination and national oversight
of Medicare contractors. This leads to major inconsistencies from region to region
and FI to FI. It is hard to understand, in cases where medical and expert consensus
is available, why such major inconsistencies exist, particularly around issues where
quality of care may be significantly compromised. In the case of air medical trans-
port we understand that a national level review was done over a year ago, and that
a proposal exists that would address our current problem. We believe more national
oversight, expert medical involvement, and the development of consistent policies
where medical agreement exists would help address this kind of situation. Even
with this approach, much more timely decision-making is necessary.

Example: Ineffectiveness of Dispute Resolution related to disputes with Medi-
care contractors

Finally, our experience with air ambulance illustrates another problem with Medi-
care the ineffectiveness of dispute resolution. Under existing regulations, we have
initiated appeals on the approximately 110 denials we received between November
1, 2000, and the end of April 2001. Because our Medicare fiscal intermediary has
refused to change its position, we expect to be involved in lengthy and expensive
administrative hearings on each claim. The Medicare regional office has not been
helpful in trying to resolve the differences in approach between our fiscal inter-
mediary and others in the region. And there is no mechanism that would allow reso-
lution of this issue, as a matter of policy, at a national level.

Other problems with receiving adequate, timely, and consistent guidance from
Medicare:

• Last fall, DBC implemented billing for blood products in a timely manner based
upon national guidance. Our FI was unable to process the claims when appro-
priately billed according to national guidance, yet the Medicare clearinghouse
through which DBC submits claims electronically (which is owned by our FI)
would only accept the claims when submitted as required by the national guid-
ance. We were stuck in a Catch-22, that required manual adjustments to every
claim for blood products for several weeks. Our local FI informed us that we
were not, in the future, to follow national guidance until it directed us to do
so.

• The FI was unable to answer basic questions about billing as a ‘‘provider-based
clinic,’’ and seemed, from our viewpoint, unable to get adequate assistance from
the regional or national level.

• The FI was unable to answer basic questions about implementing the out-
patient prospective payment system, and, again, appeared not to receive ade-
quate assistance and information from the regional or national level.

Medicare Rules often Micromanage Care and Direct Physicians How to Practice Med-
icine and Impose Onerous Paperwork Requirements

A few examples should suffice to demonstrate the problem with overly prescrip-
tive regulations that interfere in the physician-patient relationship:

• Physician Supervision of Diagnostic Tests (Program Memorandum Transmittal
B–01–28, issued April 19, 2001). This rule tells physicians, mainly radiologists,
(1) when they must ‘‘generally supervise’’ a procedure, which means the proce-
dure is furnished under the physician’s direction and control, but their physi-
cian presence is not required, (2) when they must ‘‘directly supervise, which
means they ‘‘must be present in the office suite and immediately available,’’ but
not in the room, or 3) when they must ‘‘personally supervise,’’ which means they
must be in the room during the performance of the procedure. The supervision
requirement has meant that patients requiring contrasts for MRI must be done
under direct supervision of a physician. As a result, patients requiring that pro-
cedure frequently must wait for the procedure, sometimes for hours, sometimes
for days, raising quality of care concerns. We looked at 10 years of data, and
could find no evidence of any safety concerns for patients related to use of con-
trasts that could not be handled by the highly trained RNs and other staff
present, with supervision by radiologists via highly sophisticated technology,
that effectively put the physician in the room.

• The recent outpatient prospective payment system rules tell physicians, based
upon Medicare’s notion of medical necessity, that some procedures will only be
paid for by Medicare if done on an inpatient basis. The decision about what is
the appropriate care for a specific patient is removed from physician judgment
and the physician-patient relationship. Our radiologists can no longer do
percutaneous drainage of an abdominal abscess on an outpatient basis, even if
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the referring physician recommends it. Orthopedists can’t decide that low back
disk surgery, arm repair with a bone graft, or a single level laminectomy can
be done on an outpatient basis, with proper pain management, as is frequently
the case for non-Medicare patients.

• The Medicare Conditions of Participation require physicians to physically see an
inpatient who is placed under restraints or seclusion within one-hour. This rule
has posed a huge problem for our inpatient Psychiatric Center in terms of staff-
ing and psychiatrist burn-out. While proper oversight of restraints and seclusion
is important, this level of micromanagement is not.

We question the need for medical micromanagement of medical judgment through
Medicare regulations and the Conditions of Participation. When it occurs, it should
be based upon sound medical advice and evidence, not upon individual instances
where additional safeguards were needed to prevent a bad outcome.

Examples of rules where we believe the burden to providers outweighs the reason
for the rule include the following.

• Advanced Beneficiary Notices. The Medicare requirement to obtain Advanced
Beneficiary Notices or ABNs is an extremely difficult operational task. The pa-
tient must be notified prior to receiving the service that Medicare does not con-
sider this service medically necessary for his or her condition or will only pay
for the service once within a prescribed time period. This requires a huge
amount of education to our front line staff who must maintain large binders of
all the possible limited coverage services and then must obtain a diagnosis from
the doctor and search for the test or tests being ordered to determine if the di-
agnosis provided is on the list. Then in order to properly bill for this service
our fiscal intermediary requires that you submit two bills—one with the covered
services and another with the non-covered services. Splitting the bill in this
manner is not easily accommodated in most healthcare billing software systems.
This problem is made even more difficult when you serve as a reference labora-
tory and do not ever see the patient on your premises. Even though the lab only
receives a specimen, it is still required to ensure that an ABN is acquired for
certain tests. Physicians in their private offices experience this as an enormous
burden when they are ordering lab tests.

• Medicare Secondary Payor Rules. The Medicare Secondary Payment rules,
which received substantial attention during the last Congress, continue to be
a significant problem. This rule requires providers to ask 25 questions of Medi-
care beneficiaries about other payment sources. Initially, this rule required that
providers gather this information on every encounter. At DBC, patients will fre-
quently have several encounters in a day. The paperwork burden to DBC and
patients, alike, was huge, and actually interfered in the process of care. At this
point, our FI requires that we collect such information every two months, which
is too frequent. We understand that other FIs still require an MSP question-
naire be filled out on every encounter. More reform and more centralized guid-
ance is needed.

• Medicare Cost Report Requirements. We would recommend eliminating the cost
report for providers no longer paid on a cost basis, and would substitute the use
of Generally Accepted Accounting Principles (GAAP) for financial reporting. At
the very least, we believe reducing the size and complexity of the cost report
is possible.

• Simplification of other Medicare data requirements. Medicare requires many
disparate types of data, in addition to the cost report. Providers should not be
required to keep or provide data unless the new CMS can show it is necessary
to carry out its functions, is not otherwise available, and its usefulness is not
outweighed by the resources required by providers to gather and provide the
data.

Providers everywhere could tell you tales of woe, often involving complex manual
processes, and inconvenience and costs to patients, because of these rules. We would
like to see the new CMS reconsider the necessity for these rules, and to weigh their
costs and the difficulty of implementation against the reason they were adopted. If
they could not be completely eliminated, we believe they could be narrowed in scope.
The Volume and Combined Impact of the Rules is Overwhelming

The financial and human resource cost of responding to many of these regulations
is becoming clearer to us at DBC and is huge. Staff salaries to support physician
coding total $500,000 alone. In addition to trying on an ongoing basis to comply with
the regulations discussed above, within the past year, other rules that touch every
aspect of DBC operations have been adopted in the following areas:

• HIPAA: Based on expert outside consultation using a conservative approach
DBC expects to spend 2.5 million dollars over the next few years complying
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with Medicare HIPAA rules. We support the intent of many of these rules but
hope that simplification of the requirements is yet possible, and that recognition
of the practical and financial implications of implementation will be taken into
consideration.

• Stark self-referral guidelines, which closely prescribe financial arrangements
between physicians and entities: A technical violation of this law—for instance,
failure to have a written contract for a fair market value transaction that other-
wise poses no concerns—carries punitive penalties. For instance, if a DBC phy-
sician agrees to train staff on a new outpatient procedure that is going to be
done at the facility, and is paid $100, under the Stark regulations, unless he
has a written contract with that facility, both he and the facility have violated
the law. As a result, the hospital would be precluded from billing Medicare for
services that physician refers to that facility, and, if it provided services allowed
procedures to be done on patients by that physician it would be required to re-
turn the money. This would be true even if all of the patients who got the proce-
dures at the hospital needed them, and the physician and hospital were making
a special effort to bring the procedures closer to home so people would not have
to travel to the bigger hospitals. It is hard to know every time there is a rela-
tionship between a physician and an entity that may trigger the Stark rules.
The cost of making certain a technical violation of Stark never occurs, for fear
of the penalties, is large and unrecognized in Medicare’s payments to providers.

• EMTALA: This law, enacted initially as an anti-dumping law at hospital Emer-
gency Departments, is now, by way of HCFA’s outpatient prospective payment
rules as applied to provider based clinics, extended to every DBC outpatient
physician office site in Billings, well beyond the actual property lines of hos-
pitals. Furthermore, providers face a Catch-22 when payment for emergency
care is denied by Medicare. We are precluded by EMTALA from asking ques-
tions related to the patient’s ability to pay when the patient requests emergency
services, but we are required to ask precisely those questions (and collect a
written ABN from the patient) in order to bill the patient if Medicare denies
payment for services provided during emergency treatment.

• Outpatient Prospective Payment System (OPPS): Initiated last August, DBC is
still waiting for adequate guidance on some aspects of implementation of these
rules. On some issues, like the ‘‘pass-through’’ payments and ‘‘inpatient-only’’
procedures, Medicare dramatically changed the rules, after the effective date,
requiring an initial effort to comply, followed quickly by a second effort to com-
ply with changes. The financial cost to DBC of implementing OPPS is now esti-
mated at $750,000. Furthermore, we do not believe the changes related to OPPS
were explained well, and on some issues not at all, to beneficiaries or to sec-
ondary payers.

The sheer volume, scope, detail, cost, and rapidity of regulatory changes, com-
bined with substantial penalties for non-compliance, leave health care providers
spinning.
Medicare Rules and Payment Inadequacies Create the Following Problems in Rural

Areas
Rural physicians, hospitals, nursing homes, and home health agencies currently

face enormous challenges. The most recent data collected in Montana for the year
2000 show small health care organizations in our state averaging an operating mar-
gin of a negative 6 to 7 percent.

As DBC has become more and more involved in the operation and management
of both rural clinics and hospitals, it has become apparent to me that some of the
geographic inequities in reimbursement to rural providers contribute to their fragile
financial status. These geographic inequities include wage-price index formulas for
facilities, a geographic adjustment of work RVUs for rural physicians, other geo-
graphic adjustments for both inpatient and outpatient facility services, and the
Medicare payment rate for managed care in rural areas which preclude the offering
of Medicare+ Choices options. These inequities extend to rural Medicare bene-
ficiaries in at least two ways. First, resources to maintain and develop quality serv-
ices are less available than in other parts of the country. Second, the beneficiaries
themselves may find their own out-of-pocket expenses to be higher, which occurred
when the new OPPS was implemented. In Montana significant increases in many
hospital outpatient co-pays now exist. We even have co-pays which are higher than
the charge itself! Surely increasing the burden on elderly patients in a state with
a high senior population and a low per-capita income was not an intended result
of the implementation of this complex new program. Let me also note that many
Montana health care organizations have chosen to become Critical Access Hospitals,
a program piloted in Montana, but severe vulnerability remains.
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It is my strong belief that the regulatory and compliance initiatives launched by
Congress and by HCFA over the past 5 years will only magnify the problems faced
by Montana’s rural and frontier physicians and hospitals. Many have negative mar-
gins now and do not, in most cases, have the resources to adequately invest in high-
quality healthcare delivery infrastructure, much less the infrastructure required to
deal with the regulatory and compliance issues we are discussing today. In many
cases these physicians and hospitals represent the only access to basic healthcare
services for 50, 100 or 200 miles and more. Many of these providers are seeking
DBC’s help in dealing with these issues, but all are asking why significant geo-
graphic disparities are so pervasive in Medicare’s programs.

Let me give some specifics as to why these rural issues need urgent attention:
Physician Recruitment. Medicare does not cover the cost of providing physician

services in rural areas. Because rural areas also have a disproportionately high
Medicare population, the problem is exacerbated by lack of better paying patients
to offset the Medicare losses.

Free-standing physician practices are dying because physicians can’t make the
equivalent of a market income, based on national standards, if they set up in pri-
vate practice in a rural area. As a result, rural physicians are increasingly employed
by hospitals that subsidize their salaries. Part of the reason for this is that Part
B reimbursement to physicians in rural areas applies a geographic adjustment to
the work component, so that Medicare pays rural physicians less than in other parts
of the country. This is difficult for us to understand. In fact, DBC recruiters tell us
that we should expect to take at least two years to recruit a primary care physician
to small rural towns outside of Billings, and that we will often pay a 10% starting
bonus premium. That has been our experience over the past few years. In Montana,
if Part B payments for physicians were increased to the national average, it would
result in approximately a 2.9% increase in payments. At that level, we would still
be subsidizing the salaries of physicians in rural communities, but the burden would
be lessened to DBC by approximately $500,000 a year.

Marginal to Negative Operating Margins. MedPAC has begun to identify some of
the problems in reimbursement in rural areas. We believe recent MedPAC testi-
mony on the report on rural health care may significantly understate the problem,
but the increasing difference in margins between rural and urban hospitals is clear,
and should be addressed.

Medical and Administrative Infrastructure. Health care today requires informa-
tion systems and highly educated, professional staff in order to comply with the del-
uge of regulations and delivery quality care. There isn’t enough money available to
build the necessary infrastructure to deliver quality care to rural beneficiaries.
Medicare reimbursement to rural hospitals has institutionalized historical, geo-
graphical inequities in the level of care provided in rural areas, effectively pre-
cluding improvement in the infrastructure. This problem will be magnified by the
growing healthcare workforce shortage issues.

Quality and Access. There are very few subspecialists in rural Montana and Wyo-
ming, except via telemedicine and outreach clinics. DBC provides both telemedicine
and outreach clinics, and both are subsidized. While recruiting primary care pro-
viders is difficult in rural areas; cardiologists, dermatologists, ophthalmologists, gas-
troenterologists, and so on, don’t exist in those areas. Patients, therefore, do not
have access, except by virtue of extraordinary efforts, which are not recognized by
Medicare payment methodologies. Right now, DBC and other trauma providers are
struggling with building a regional trauma network, with no outside funding. Until
Medicare addresses these kinds of problems, residents in rural areas will not have
the quality of care or access to care that patients have in more urban areas where
hospitals and physicians are paid more by Medicare for the same service.
‘‘Patients or Paperwork?’’

This is a question and dilemma posed by the American Hospital Association, on
behalf of many of its members, including DBC. Physicians are asking the same
question. The new Centers for Medicare and Medicaid Services needs to be asking,
in a serious way, the same question, and to begin holding meaningful discussions
with physicians, hospitals, and other providers about ways to create significant im-
provement. I encourage your attention to AHA’s analysis and recommendations in
this area.
Recommendations for Action

(1) Simplify coding and documentation standards. Pilot them with practicing phy-
sicians without threatened penalties for coding noncompliance.

(2) With practicing physician involvement, develop national payment policies, par-
ticularly in areas involving frequent services, certain chronic diseases, and critical-
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care transport where evidence-based information exists to support more standard-
ization. Replace many local medical review policies.

(3) Ensure that HCFA provides much improved communication, guidance, inter-
pretation, and clarification to physicians, hospitals, and other providers as regula-
tions are developed and implemented.

(4) Improve the supervision, support, and guidance provided to regional offices
and FIs and Carriers to significantly reduce the variation and inconsistency in pol-
icy, service, and interpretation which exist today.

(5) Significantly improve, and make more timely, dispute resolution processes.
The current ALJ process is unwieldy, expensive, and ineffective at resolving issues
at a policy level.

(6) Consider the net effect of the timing and cost of regulatory implementation so
that providers are able to balance their resources as they plan their own implemen-
tation needs.

(7) Eliminate or simplify rules that inappropriately regulate how physicians prac-
tice medicine, especially where there is little or no evidence to suggest that they im-
prove quality or safety.

(8) Take into account the cost of implementing regulatory and compliance initia-
tives in reimbursement to physicians, hospitals, and other providers.

(9) Adopt the recommendations of the American Hospital Association in its ‘‘Pa-
tients or Paperwork?’’ project. Simplify, clarify, and make more practical specific
current regulations including OPPS, EMTALA, Stark, data reporting mandates, cost
reports, ABN’s, Medicare secondary payor rules, and HIPAA.

(10) Address rural inequity issues which threaten facility viability, pay rural
M.D.’s a lower work RVU, do not allow for adequate infrastructure investment, im-
pair recruitment and retention of physicians, nurses, and other professionals, un-
fairly burden Medicare beneficiaries themselves, and do not allow the offering of
program options to seniors available elsewhere.

(11) Improve communication, service and information to Medicare beneficiaries.
I want to thank Senator Baucus, Senator Grassley, and other committee members

for the opportunity to share my observations on current issues facing physicians,
hospitals, and other providers as we work with the newly named Centers for Medi-
care and Medicaid Services, our regional office, and our FI and Carrier to best serve
our Medicare patients. Thanks to you all, as well, for your efforts to continually im-
prove a program which has become vitally important to those it has served so well.

Æ
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