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HOSP ITAL COST CONTAINMENT ACT OF 1977

MONDAY, JULY 18,1977

House  of R eprese nta tives,
Subcommittee on H ealth and  the  E nv iro nm en t,

Comm itte e on Inter stat e and  F ore ign  Commer ce, 
y Washington, D.C.

The subcomittee met, pursuant  to notice, at 9:00 a.m., in Room 
2123, Rayburn House Office Building, Hon. Paul G. Rogers (chair­
man of the  subcommittee) presiding.

Mr. Rogers. The subcommittee  will come to order, please.
The hear ing this  morning is to receive testim ony on three new 

proposals which were introduced by me in H.R. 8121 on Jun e 30. I 
offered these  proposals to stim ulate debate  and fur the r consider­
ation of two very imp ortant  issues which I belive must  be addressed 
by any hospita l cost containmen t program.

First , hospita ls must  be encouraged by a cost conta inment pro­
gram to perform efficiently and responsibly. With proper incent ives, 
I can foresee our hospital system providing high qual ity care to all 
our citizens with the  late st available technology, but I see it free of 
surp lus beds and  equipment and free of overlapping and duplicat ive 
services.

Second, our hea lth  planning  system must be enabled to more 
effectively limit  the  introduction of new facilities  and equipment. 
Many of these new services are not adding to our ability to care for 
the  ill, but  are  only dupl icating existing  services at high cost.

I believe that  t he thre e new proposals in H.R. 8121, as  well as all 
othe rs which seek to contain recent increases in hospital  costs, must 
be subjected to the  closest scrutiny. The issues involved are many 

a and complex.
I believe Dr. Car ter has a stat ement  he would like to presen t.
Dr. Carter?
Mr. Carte r. Mr. Chairman, proposals to conta in the  dram atic  

* increases in hospita l costs have been a topic of much discussion in
the  Congress in recen t months. As a physician and as ranking 
minority member of the  House Subcommittee on Hea lth and the  
Environment, I too have become increasingly concerned about  this  
problem. I have listened carefu lly to the  methods proposed to solve 
it, including the legislat ion advanced by the  adm inis trat ion,  H.R. 
6575. Although I share the  adm inis trat ion’s des ire for tim ely action 
to remedy the  problem of escalating hospi tal costs, I feel that  the

(i)



adm inis trat ion’s proposal is not properly focused, nor can it accom­
plish the  long-term goals towards  which we should be working.

The goal of a cost containm ent system should not simply be 
defined in terms  of how many dollars are spent for hospital  care or 
for any other type of health services. Instead, the goal of a cost 
conta inment system should be the  provision of effective, efficient, 
high quali ty care for all Americans. Accomplishing this  goal is a 
difficult task  indeed, but I do not thin k we can do it with the 
inflexible, nonspecific approach proposed by the  administration .

Hospitals  and the problems they face are  as varied as the diseases 
with which we become infected; and an effective cost conta inment 
system must have the  ability, and the  sens itivity, to deal with these 
variat ions. Given the wide variat ions  among hospita ls in size, loca­
tion, services, case-mix, and efficiency, I do not believe that  it is 
technically feasible, or desirable , to ins titu te a cost conta inment 
program at the Federa l level. For this reason, I am announcing 
today my inten tion to introduce legislation which will encourage 
the formation of State cost conta inment programs as the  best 
approach to a long-term solution.

The Pres iden t’s proposal has focused on the short -term  goal of 
controlling hospital costs w ithout attempt ing to do much about our 
long-range goals. I believe th at  we must  begin now to develop a 
program of rational management of our hea lth care resources. 
Establish ment of State cost conta inment programs will take  time 
and effort, but the  pay-off in terms of a coordinated, balanced 
approach to the problem will ultimately  benefit  our health care 
delivery system. This  should not be an issue of Federal  versus State 
power; the important point is the ability  of Sta te and local officials 
to ins titu te selective and cooperative  approaches which allow all 
concerned to parti cipa te in maintaining  and improving  the care we 
provide our people.

In contrast  to the  adm inis trat ion’s legislation, my bill will focus 
on the  estab lishm ent of State  Commissions on Hospita l Budgets to 
review prospectively the budgets  of hospitals within the  State. Key 
elements in my proposal will be:

Flexibility  in the  selection of a prospect ive budget review 
methodology,

Positive incentives  to hospitals to control costs,
Uniform definitions of reimbursab le costs,
Federal support for “sta rt-up” costs of State commissions,
Establishment  of policy review boards at the  Sta te and Federal 

levels to monitor hea lth financing policies, and
Provisions for Federa l oversight of State budget review.
I submit that only a program inst ituted at the  State level as I 

have proposed can achieve the  level of specificity and sophistica tion 
necessary to insure the desired efficiency is achieved while main ­
tain ing quality of care. Such a program must insu re that  needed 
facilities  are not forced to close; it must  insure that  base year 
budgets  are “reasonable,” and it must  insure that  utilization  levels 
represent care which is needed. This is a complex an d difficult task  
and canno t be accomplished by the imposition of a simple formula, 
as proposed by the administ ration. More importantly, an effective 
budget review system must be linked to the planning  programs
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under Public Law 93-641, and utilization review and quali ty assur­
ance programs, under Public Law 92-603, which are  based at the 
State and local level. It is diff icult to see how these activit ies could 
be effectively linked to the  cost containment program if it were 
based in Washington.

My proposal will link these  efforts by providing:
Planning  (HSA) and utilization review (PSRO) represen tatio n on 

the State Policy Review Board.
Budget Commission support of planning activities throu gh join t 

financial  feasibility  s tudies and suppo rt of decertification decisions.
Cooperative qual ity assurance  mechanisms.

4 In addition, Mr. Chairman, I realize that  a  transitiona l program,
in some form, may prove appropriate, if we commit ourselves to 
move aggressively towards development of a long term  program, 
two points must  be kept in mind; first, we must insure that  the 
program is indeed transitio nal,  and second, we mus t insure t ha t the 
program is as equitable as it can be.

The Pres iden t has proposed one such transitiona l program, and 
much discussion has ensued as a resu lt of t ha t proposal. I submit 
that  the following changes are  those which a re minimally necessary 
to insure that  a tran sitiona l cost containm ent program will not 
harm  needed components of our hea lth care system. I commend 
them to you for your consideration:

No hosp ital’s actual revenue increase should be less tha n the  
GNP deflator.

Insolvency alone should be a basis for exception.
No hospita l in an underserved area should suffer reductions in 

per admission revenue for volumes higher tha n the  base year.
Needed capital expenditures for National Hea lth Resource Cen­

ters—tertiary  care  inst itutions serving several States , such as the 
Mayo Clinic—should not be subject to an individua l Sta te’s a lloca­
tion unde r a capital expenditu re program.

Finally , Mr. Ch airman, I would l ike to say that  I look forward to 
working with my colleagues and other concerned citizens in devel­
oping this  proposal further.  I would hope that  today ’s hear ing will 
encourage a thorough exploration of the issues and concepts I have 
only touched upon. Thank you, Mr. Chairm an.

Mr. Rogers. Thank you, Dr. Carter.
M Without objection the  text  of H.R. 8121 and H.R. 6575, and an

agency report on H.R. 6575 from the  Office of Management and 
Budget will be printed at this  point in the  record.

[Testimony resumes on p. 103.]
* [The tex t of t he bills and the  agency repo rt referred to follow:]
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Mr. Rogers introduced the  following bil l; which was referre d join tly to the 
Committees on Inters tate and Fore ign Commerce and Ways and Means

A BILL
To establish a transi tional system of hospital cost conta inment 

by providing for incentives and restr aints  to contain the 
rate  of increase in hospital revenues, to establish a system of 
capita l allocation designed to encourage communities to 
avoid the creation of unneeded and duplica tive hospital 
facilities and services, to provide for the publication and 
disclosure of information useful to the public in making- 
decisions about hea lth care, to provide for the development 
of perm anent reforms in hospital reimbursement  designed 
to provide incentives for the efficient and effective use of 
hospita l resources, and for other purposes.

1 Be it enacted, by the Sena te and House of Tieprcsenta-

2 lives o f the United States of Ame rica  in Congress assembled.
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SHORT TITLE

Section 1. This Act may be cited as the ‘‘Hospital 

Cost Containment  Ac t of 1977” .

REPORT ON PERMANEN T REFORM IN THE  DELIVERY ANI)

FIN ANCIN G OF HEALTH CARE

Sec. 2. The Secretary of Health, Education, and Wel­

fare (hereinafter in this Act referred to as the “Secretary  ) 

shall submit to the Congress, no later than March 1, 1978, 

a report setting forth his recommendations for permanent  

reforms in the delivery and financing of health care which 

will increase the efficiency, effectiveness, and quality of 

health care in the United States and which will replace the 

transitional provisions of title I of this Act.

TITL E I—TRAN SITION AL HOSPITAL COST 

CONST RAINT PROVISIONS 

Part A—Purpose and General Descr iptio n 

OF THE  FROGRAM

PURPOSE

Sec. 101. I t is the purpose of the transitional hospital 

cost containment program established by this title to con­

strain the rate of increases in total acute care hospital in­

patient costs, beginning October 1, 1977, and continuing 

until the adoption of the permanent reforms referred to in
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! section 2, by limiting the amount of revenue which may 

2 be received, by the hospitals involved, from Government 

2 programs, private insurers, and individuals who pay direct ly 

, for such care.

- GENERAL DESCRIPTION Ol' PROGRAM5
6 Sec. 102. (a) In  order Io carry  out the purpose of (lie 

rj transit ional program as set forth in section 101, the inpa tien t 

g revenues of short -term acute care and specia lty hospitals 

9 (excluding new hospitals and certain  IIMO-related hos-

10 pitals) are to be limited in the manner outlined in the

11 succeeding provisions of this section (and more particularly

12 described in par ts 11 and C ol tins t it le ).

13 (b) The increase in total revenue which a hospital (as

14 defined in section 121) may receive in any accounting year

15 in the form of—

16 (1) reimbursem ent paid under  the medicare and

17 medicaid programs,  and by cost payers, for inpat ient

18 serv ices , a nd

19 (2)  charges imposed upon othe r persons lor inpa-

20 tien t services,

21 may not, on a per  admission basis, exceed the average in-

22 pat ien t reimbursem ent due or inpat ient charges imposed per

23 inpa tien t admission in the base period (in genera l, the hos-
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pilal ’s accounting year ending in 1976) by more than the 

percentage which is applicable to the hospital for such ac­

counting year under section 111.

(c) Such percentage, in the case of any hospital for any 

accounting year, is to be determined by—

(1) establishing for such year, under section 112

(b ), an “inpatient hospital revenue increase limit” 

based on increases in the gross national product deflator 

and in total hospital expenditures nationwide,

(2) modifying the limit so established by the “ad­

mission load formula”, as promulgated under section 

113, to take account of major changes in patient loads 

experienced by that particular hospital, in order to arrive 

at an “adjusted inpatient hospital revenue increase limit” 

for that hospital in such year, and

(3) applying such adjusted limit for periods after 

September 30, 1977, with recognition being given under 

section 111 (a) (1) to cost increases prior to that date.

(d) An exception from the limits otherwise established 

may be granted in accordance with section 115 (for a par­

ticular period) to any hospital which is experiencing sub­

stantially higher costs as a result of extraordinary changes 

in patient  loads or major changes in facilities and services, 

to the extent required to assure that the necessary additional

22
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revenue will be available  where necessary  to meet  actual 

community needs.

(e) Compliance with these limits is to be enforced, in 

accordance with section 116, in various ways. Such com­

pliance is required under the medicare program by directly  

applying  the limits for purposes of both inter im and final 

reimbursement. Amounts paid to hospital s under the medic­

aid prog ram in excess of such limits will be disallowed as a 

basis for Federal matching  paym ents.  Hospi tals and non­

gove rnment cost payers exceeding the limits will be subject 

to a Fed era l excise tax in an amount equal to 150 per  centum 

of the excess (except in the case of a hospita l which is 

exempt  as a result of corrective actions as prescribed under 

section 116 (d) (2) ).

(f) The Secretary  is authorized, under  section 117, to 

waive the limits otherwise established  for all hospitals lo­

cated in any State  which has had in effect for at least one 

year a hospital  cost conta inment program which covers at 

least 90 per centum of all acute care hospitals in the State,  

applies to all payers except the medicare program,  limits in­

pat ien t hosp ital revenue  inc reases to a  ra te no greater (in the 

aggregate)  than the rate  established for the period involved 

under section 112 ( b ) , and provides  for return of excess hos­

pital revenues.
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6

1 Part B—Establishm ent  of Hospital Cost

2 Cont ainmen t Program

3 IMPOSITION OF LIMIT ON HOSPITAL REVENUE INCREASES

4 Sec . 111. (a) The average reimbursement paid to a

5 hospital for inpatient services under title X V II I of the Social

6 Security Ar t, unde r a State plan approved under title V or

7 title XIX  of such Act, or by  any  cost p ayer, and the average

8 charges  imposed by a hospital for inpa tien t services, in any

9 accounting yea r any par t of which falls within  a period sub-

10 ject to this title, may not (except as provided in subsection

11 (b)  ) exceed the base inpa tien t hospital revenue per  inpa-

12 tien t admission (as established under section 114) by a per-

13 centage g rea ter than the sum of—

14 (1) the percentage  by which the costs involved

15 would have increased in the period elapsing after  the

16 close of the hospi tal’s base accounting  yea r and prio r to

17 October 1, 1977, if such costs had  increased (dur ing tha t

18 period)  at the average annua l rate  actual ly experienced

19 by the hospital during the two-year period ending with

20 the close of such base accounting year , excep t tha t such

21 percentage as applied  for purposes of this section shall

22 not  be more than 15 per centum nor less than  6 per

23 cen tum ,

24 (2) the  percentage by which  such costs would

2" have increased in the period  elapsing after  Septem-

26 ber 30, 1977, and prio r to the first day of the account-
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ing ye ar  for which the  limit is being imp osed if such 

costs had  inc reased  (dur ing such per iod) at  an  annual  

rate con sis ten t with the inp at ient  hos pital rev enu e in­

crease lim it de termined  and  pro mu lga ted  un der section 

112( b ) , and

(3 ) the  perce nta ge  by which such costs  would have 

increased in the accou nting ye ar  for which the  limit is 

being imposed  if such  costs had  increas ed (dur ing such 

ye ar) at  an ann ual  ra te  con sistent  with the  adjusted 

inp atient hospi tal  revenu e increase  limi t app lica ble  to 

the  hos pita l under  section 1 1 2 (a ).

(b) Wher e less tha n a full acc oun ting ye ar  falls within 

a twe lve-month per iod sub ject to this title , the lim it set 

forth in subsection (a) of this section , and  the  lim it estab­

lishe d und er sectio n 112(a ),  shall apply wi th respec t to 

reimb urs em ent due or charges imposed for the pa rt  of such 

acc oun ting  ye ar  which falls wi thin such period in the  same 

pro por tion as the numb er of days in such acc ounting ye ar  

that  fall wi thin such per iod bea rs to the  tot al num ber  of 

days in such acc ounting  year.

DETERMINATION OF ADJUSTED INPATIENT HOSPITAL

REVENUE INCREASE LIMIT

Sec. 112.  (a)  The “adjus ted  inp ati en t hos pital rev­

enue  increase  lim it”  which is app lica ble  to an y hospita l 

for purposes  of section 1 1 1 (a ) (3 )  with  respect to any

*
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accounting year shall (subject to section 111 (b) and sec­

tion 124) be equal to the inpatient hospital revenue in­

crease limit determined and promulgated under subsection 

(b) of this section for the twelve-month period in which 

such accounting year or any part thereof falls, modified by 

the application of the “admission load formula” which is 

promulgated under section 113 and applied to that  hospital.

(b) (1) Between July  1 and October 1 of each calendar 

year beginning with 1977, the Secretary shall promulgate 

a figure which (subject to paragraph (2) ) shall be the 

“inpatient hospital revenue increase limit” applicable to 

the twelve-month period beginning October 1 in such year 

(with each such twelve-month period being referred to 

in this title as a “period” or a “period subject to this tit le” ) . 

Such figure shall be the sum of—

(A) the implicit price deflator of the gross na­

tional product as calculated by the Bureau of Eco­

nomic Analysis of the Department of Commerce and 

published in the Survey of Current Business (herein­

after in this title referred to as the “GN P deflator” ) 

for the 12-month period ending Jun e 30 of such year, 

and

(B) one-third of the difference between—

(i) the average annual rate of increase in total
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hospital expenditures which is found by the Secre­

tary  to have occurred during the twenty-four-montb 

period ending on the day preceding Jan uar y 1 of 

such calendar year, and

(ii) the annual rate of increase in the GNP 

deflator for the twenty-four-month period ending on 

the day preceding J anuary 1 of such calendar year. 

(2) If the Secretary finds during any period subject to 

this title that the GNP deflator with respect to such period 

is expected to exceed by more than 1 percentage point the 

GNP deflator which was used in making the determination 

under paragraph ( l)  (or in making a prior adjustment 

under this p aragraph) , the Secretary shall increase (or fur­

ther increase) the GNP deflator so used by the amount of 

such excess; except that no adjustment made under this para­

graph shall be effective with respect to any accounting year 

ending prior to the calendar quarter preceding the calendar 

quarter in which such adjustment is made.

PROMULGATION OF ADMISSION LOAD FORMULA 

Sec. 113. The admission load formula shall he pro­

mulgated by the Secretary by October 1, 1977, and shall be 

such that—

(1) a hospital will be allowed an increase in total 

revenue from inpatien t services in any accounting year

<
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10

1 to the extent  (and only to the exte nt) consis tent with

2 the inpatient hospi tal revenue increase limi t promul-

3 gated  unde r section 112(b ),  for the period in which

4 such accounting  yea r or any pa rt thereof falls if ad-

5 missions in such accounting  yea r have increased by less

G than  2 per centum  or declined by less than  G per  centum

7 as compared to the base accounting yea r (2 per  centum

8 and 10 per  centum,  respectively, in the case of a hos-

9 pita l with  no more than four thousand admissions in

10 the base accounting year ) ;

11 (2)  in the case of a hospita l whose admissions in

12 any accounting  year are beyond the applicable range

13 set forth in par agraph  (1 ),  the amount of total revenue

14 from inpatie nt services in such year which is otherwise

15 allowed under paragraph  (1) shall be furth er increased

16 for each admission above such range by one-half of the

17 average revenue per admission tha t would have been

18 allowed unde r paragraph  (1) if the actual percentage

19 change  in admissons (as compared to the base account-

20 ing yea r) had  been zero, or shall be reduced for each

21 admission below such range by one-half of the average

22 revenue per  admission tha t would have been so al lowed,

23 excep t as provided in parag raph (3 ) ; and

24 (3) in the case of a hospita l which  had more than

25 four thousand admissions in the base accounting year,

95-756 0  - 77 - 2
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lio additional revenue will be allowed for increased  ad­

missions (with respect to any accounting yea r) beyond 

15 p er centum above those in the base accounting year, 

but the revenue otherwise perm itted  such a hospital 

under  para graphs  (1)  and (2)  shall be reduced (dollar  

for dollar ) for decreased admissions (in tha t year) 

beyond 15 per centum below those in the base account­

ing year.

BASE INPA TIE NT  HOSPITA L REVENUE

Sec. 114. (a) (1) The revenue base for application of 

the adjusted inpati ent hospital revenue increase limit with 

respect to any  hospital  in any accounting yea r shall (subject 

to subsection (b) ) be the revenue from reimbursement due 

and inpatient charges imposed for inpatient hospita l services 

provided in the hospital’s base accounting  yea r (as defined 

in parag raph (2 ) ).

(2)  Fo r purposes  of this title, a hosp ital’s “base ac­

counting ye ar” is its accoun ting year which ended in 1976, 

or, in the case of a hospita l which did not  meet the defini­

tion contained in section 121 for at  least  one full accoun ting 

year prior to an accounting yea r ending in 1976 in which 

it met  such definition, the accounting period immediately 

prio r to the first accounting yea r in which it satisfied such 

definition.

(b) The base revenue established for any hospital  by
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subsection (a) shall (except as provided in subsection (c )) 

be reduced by an amount equal to any inpatient charges in 

such base accounting year for elements of inpatient services 

for which payment  is not made to the hospital in an account­

ing year any part  of which falls within a period subject to 

this title.

ESTABLISHMENT OF EXCEPTIONS 

Sec. 115. (a) The Secretary shall have authority to 

grant exceptions from the limits established under this title 

to individual hospitals for particular periods, but in any 

case only to the extent  that the hospital requesting the 

exception provides evidence satisfactory to the Secretary— 

(1) of the extent to which costs of providing 

inpatient hospital services in an accounting year  any 

part  of which falls within a period subject to this title 

exceed such costs in the base accounting year as the 

result of—

(A) changes in admissions beyond the range 

specified in section 113 ( 3) , or

(B) changes in capacity or in the character 

of inpatient  services available in the hospital or 

major renovation or replacement of physical plant, 

but only if such changes have increased inpatient 

costs per admission by more than one-third of the 

difference specified in section 112(b ) (1) (B)

22
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over inpatient care costs per  admission in the 

previous accounting year;

(2)  tha t the revenue otherwise allowable (taking 

into account all othe r available  resources) is insufficient 

to assure the solvency of the hospita l as indicated by the 

existence of a current ratio of assets  to liabilities (de ter­

mined in accordance with  the last sentence  of this sub­

section) of less than the ratio which the Secreta ry esti­

mates is being exper ienced  by 25 per centum or less of 

the hospitals subjec t to this tit le ; and

(3)  tha t the changes in admissions, capac ity, plant , 

or services  available gene ratin g the excess costs described 

in paragraph  (1)  have been found to be needed under 

section 1523 ( a) (5)  of the Public Health  Service Act 

or appropriate under section 15 23 (a) (6)  of the Public 

Health  Service Ac t by the State  heal th planning  and 

development agency, designated under  section 1521 of 

such Ac t for the State  in which the hospital involved 

is located.

Fo r purposes of paragraph  (2 ),  the term “c urrent  ratio  of 

assets to liabili ties” , with  respect to any hospita l, means 

the sum of the cash, notes, and accounts receivab le (less 

reserves  for bad de bt s) , marketable securities, and inven­

tories held by such hospital divided by the sum of all lia-
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1 bilities of such hospital falling due in an accounting year

2 lor which the exception is requested under  this section.

3 (h) The Secretary shall either approve any request for

4 an exception  made by a hospital under  subsection (a ),  or

5 deny such request , within a period not to exceed ninety days

6 after  the hospital has filed in a manner and form prescribed

7 by the Secreta ry the evidence required by such subsection.

8 Any  such request not denied within such nine ty-day period

9 shall be deemed approved.

jO (c) Any hospita l gran ted an exception under  this sec-

11 tion must  make  itself available for an operat ional  review  by

12 the Secretary. The findings from any  such review shall be

13 made public, and continuance of the exception  shall be con- 

31 tingent on implementation  of any  recommendations which

15 may  be made (as a result  of such operat ional  review) for

16 improvements to increase  efficiency and economy.

17 (d) (1) If the Secreta ry gran ts an exception with re-

18 spect to any accounting yea r to a hospi tal which had 4,000

19 or more admissions in the base accoun ting yea r on the

20 grounds  set forth in subsection (a) (1)  (A ),  such hospi tal

21 shall be allowed increased revenue for purposes of this title

22 as though it were a hospital with fewer than four thousand

23 admissions in such base year u nder section 113.

24 (2)  If the Secreta ry grants an exception with  resp ect

25 to any accounting yea r to a hospi tal on the grounds set
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forth in subsection (a) (1) (B ),  such hospital shall he al­

lowed increased total revenue for purposes of this title for 

such accounting year  and all subsequent accounting years 

(and the limit on its allowable rate of increase in inpatient 

hospital revenues shall be adjusted upward accordingly) in •

an amount no greater than the amount necessary to main­

tain the current ratio of its assets to liabilities (determined »

in accordance with the last sentence of subsection (a) ) at 

the level specified in subsection (a) (2 ).

(c) (1) Any hospital which is dissatisfied with a deter­

mination of the Secretary under this section may obtain a 

hearing before the Provider Reimbursement Beview Board 

established under section 1878 of the Social Security Act, 

if the amount in controversy is $25,000  or more and the 

request for such hearing is filed within one hundred and 

eighty days after receipt of the Secretary’s determination.

(2) For  purposes of paragraph  (1 ),  the Secretary 

(notwithstanding section 1878(h)  of the Social Security 

Act) shall appoint five additional members to the Provider 

Reimbursement Beview Board, following the specifications 

for expertise applicable to the existing five members. Such 

five additional members shall constitute the Board for pur­

poses of reviewing appeals under this title. All the other 

provisions of section 1878 of the Social Security Act shall 

apply except that the Board as so constituted shall be con-
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sidered as reviewing decisions of the Secretary rather  than 

of a fiscal intermediary, and subsection (b) of such section 

shall not apply.

ENFORCEMENT

Sec. 116. (a) Notwithstanding any provision of title 

X V II I of the Social Security Act, reimbursement for in­

patient  hospital services under the program established by 

that  title shall not be payable, on an interim basis or in final 

settlement, to the extent that it exceeds the applicable limits 

established under this title.

(b) Notwithstanding any provision of title V or XI X 

of such Act, payment shall not be required to be made by 

any State under either title with respect to any amount 

paid for inpatient hospital services in excess of the applicable 

limits established under this t itle; nor shall payment be made 

to any State under either such title with respect to any 

amount paid for inpatient hospital services in excess of such 

limits.

(e) Notwithstanding any other provision of law, re­

ceipt by any hospital of payment for inpat ient hospital serv­

ices in excess of the applicable limits established under this 

title, or payment by any cost payer  (as defined in section 

122(e ) (2) ) for inpatient hospital services on a cost basis 

in excess of such limits, shall subject such hospital or cost

25 payer—
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1 (1)  to the Federal excise tax imposed by section

2 4991 of the Int ern al Revenue Code of 1954 (as added

3 by section 128 of this A ct) , and

4 (2) to exclusion, at the discretion  of the Secretary ,

5 from participa tion  in any or all of the programs  estah-

6 lished by titles  V, X V II I,  and X IX  of the Social

7 Security Act .

8 (d) (1)  Whe re the Secreta ry determ ines tha t average

9 charges  per  admission billed for inpatient services by a hos-

10 pital  during an accounting yea r any pa rt of which is in-

11 eluded in a period  subject  to this title exceed the applicable

12 limits establ ished under this title, he shall promulgate (or

13 shall require the hospital to promulgate in such manner as

14 he may presc ribe)  the percentage  by which  the average

15 charge  per  admission billed in tha t accounting  yea r by the 

1G hospita l exceeded  the applicable limitation  on average

17 charges  per  admission established under this title.

18 (2)  Any hospital described in par agraph  (1) shall be

19 exem pt from the  penal ties set forth in subsection (c) if it

20 holds in escrow’ an amount equal to the percentage promul-

21 gated  under such par agr aph multipl ied by the hospital’s

22 total inpa tien t charges less its inpatien t charges applicable

23 to cost payers (as defined in section 12 2( e)  ),  imposed on

24 the accounting yea r referred to in such paragrap h, until

25 such time as charges below the applicable limits established
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under this title, equal in the aggregate to such amount, are 

experienced; but any such hospital which fails to do so shall 

be subject to such penalties.

EXEMPTIONS FOR HOSPITALS IN CERTAIN STATES 

Sec . 117. (a) At the request of the Governor (or 

other chief executive) of any State (including tlie District 

of Columbia and Puerto Rico) the Secretary may exclude 

from the application of this title all hospitals physically 

located in such State if the Secretary finds that—

(1) such State has had in effect for a least one 

year as of the date of such request a program for 

containing hospital costs in the State which covers at 

least 90 per centum of the hospitals in the State which 

would otherwise be covered under the program estab­

lished by this t itle ;

(2) the State program applies at least to all 

inpatient  care revenues of such hospitals (except rev­

enues received under title X V II I of the Social Security 

Act) ;

(3) the Governor (or chief executive) certifies, 

and the Secretary  determines, that the aggregate rate 

of increase in inpatient hospital revenues for all hos­

pitals in the State will not exceed the  rate promulgated 

by the Secretary under section 112(b );  and

(4) the Governor (or chief executive) has sub-
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niitted, and had approved by the Secre tary,  a plan 

for recoverin g any  excess of revenue which (no twith­

standing paragraph  (3) ) may occur.

(h) A Sta te which would meet the conditions of this 

section excep t tha t its program does not satisfy subsection 

(a) (2 ),  hut whose program did cover at least 50 per 

centum  of all inpatient  care revenues during the twelve - 

month period preceding the date of its request under sub­

section (a ), will nonetheless he eligible under this section 

if, by the date of such request , it does have a program 

which satisfies such subsection.

EXE MPT ION FOE HOSPITALS ENGAGED IN CERTAIN

EXPER IME NTS OR DEMONSTRATIONS

Sec. 118. A hospital may  be excluded  from the app li­

cation of this title if the Secreta ry determines tha t (1)  

such exclusion is necessary to facilita te an expe riment or 

demonstration  entered into unde r section 402 of the Social 

Security Amendments of 1967 or section 222 of the Social 

Secu rity Amendments of 1972, and (2)  such experimen t or 

demonstration is consistent with the purposes of this title. 

Part C—Definition s and Miscellaneous  Provisions

definit ion  of hos pita l

Sec. 121. (a) Fo r purposes of this title  (subject to sub­

section (b) of this sec tion ), the term  “hospital” , with re­

spect to any  accounting  year , means an institu tion (includ-
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ing a distinct part of an institution participating in the pro­

gram established under title X V II I of the Social Security 

Act) which—

(1) satisfies paragraphs (1) and (7) of section 

1861 (e) of the Social Security Act, and

(2) had an average duration of stay of thirty days 

or less in the preceding accounting year.

(b) An institution shall not be considered a “hospital” 

during any part  of a period subject to this title if with re­

spect to such period it—

(1) is a Federa l hospi tal;

(2) has met the conditions specified in subsection

(a) (under present and previous ownership) for less 

than two years  before such per iod; or

(3) derived more than 75 per centum of its inpa­

tient care revenues on a capitation basis, disregarding 

revenues received under title X V II I of the Social Se­

curity Act, from one or more health maintenance orga­

nizations (as defined in section 1301 (a) of the Public 

Heal th Service A ct ).

OTHER DEFINITIONS 

Sec. 122. For purposes of this title—

Accounting Year

(a) The term “accounting year” with respect to any

25 period means—

22



1 (1)  in die case of a hospital par ticip ating in the

2 prog ram established by title X V II I of the Social Secu-
3 rity  Act, a period  of twelve consecutive full calendar
4 months including the same months as the last full rep ort-

5 ing period  allowed for reimb ursement purposes under 

0 such tit le;

7 (2) in the case of a hospita l not  parti cipa ting  in

8 the program established by title X V II I of die Social

9 Secu rity Act,  a period of twelve consecutive full calen-

10 dar  months including  the same months as the last full

11 accounting period used by such other cost payer as die

12 Secreta ry m ay des ignate; and

13 (3)  in the case of a hospital which is not partic i-

14 pa ting in the program established by title X V II I of the

15 Social Security Ac t and for which the Secreta ry does

16 not designate an accoun ting yea r und er paragraph  (2 ),
17 a ca lendar year .

18 Inp ati en t Ho spita l Services

19 (b) The term “in pat ient hospital services” has the

20 meaning given it by section 18 61 (b) of the Social Secu-

21 rity  Act (including in addit ion the services otherwise ex-

22 eluded by paragraph  (5)  the reo f).

23 Inp atie nt Charges

24 (c) The term “inpat ient  charges” means regu lar rates,

25 applied  to all inpatient hospital services, tha t mee t the
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requirements of section 405.452 (d) (4) of the Federal 

regulations applicable to title X V II I of the Social Security 

Act.

Admissions

(d) The term “ admission” means the formal acceptance 

of an inpatient by a hospital, excluding newborn children 

(unless retained after discharge of the mother) and trans­

fers within inpat ient units of the same institution.

Cost Payer

(e) The term “cost payer” means—

(1) a program established by or under title V,

XV III, or X IX  of the Social Security Act, and

(2) any organization which (A) meets the defi­

nition contained in section 1842(f)  (1) of the Social 

Security Act, and (B) reimburses a hospital subject 

to this title for inpatient hospital services on the basis 

of cost as defined for purposes of such reimbursement. 

DETERMINATION OF INPATIENT REIMBURSEMENT 

Sec. 123. For  purposes of section 111, inpatient re­

imbursement under the programs established by titles V, 

XV II I,  and XI X of the Social Security Act shall be deter­

mined without regard to adjustments resulting from the 

application of section 40 5.46 0(g) , 40 5.45 5(d) , 405.415

(f) , or 405 .415(d ) (3) of the Federal  regulations appli­

cable to such title XV III.25
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EXE MPT ION OF NONSUPERVISORY PERSONNE L WAGE

INCREASE FROM REVENUE LIM IT 

Sec. 124. (a)  At  the request of any hospi tal which is 

subject  to the provisions of this title and which provides 

the data necessary for the required calculation, the  Sec­

reta ry shall modify the inpatient hospita l revenue increase  

limi t and the adjus ted inpa tien t hospita l revenue increase 

limit otherwise established for such hospita l with respect 

to any  accounting yea r under  section 112 to allow such 

hospital  to receive, without restrict ion, revenue equal to the 

average amount of any  increase  in regular wages granted 

in such year to employees  who do not meet  the definition 

of “supervisor” as that term is used for purposes of the 

National Labo r Relations Act  and (if not  employees of a 

State or political subdivision thereof) who are covered  by 

such Act.

17 (b) Such modified limits for any  accounting year shall

18 be calculated by adding togethe r—

19 (1)  the average percentage  increase in regular

20 wages granted to the  employees referr ed to in sub-

21 section (a) since the  close of the preced ing accoun ting

22 yea r multipl ied by the percentage  of total inpatie nt cost

23 (as determ ined for purposes of title X V II I of the

24 Social Security Ac t) attributa ble to such wages in such

25 preceding y ea r; and



j  (2) the inpatient  hospital revenue increase limit or,

2 as appropria te, the adjusted inpatient  hospital revenue

3 increase limit otherwise applicable to the hospital under

4 this title multiplied by the percentage of revenues (as

5 determined for purposes of title X V II I of the Social

6 Security Act) attributable to all other expenses in the

7 preceding accounting year.

8 (c) The modified inpatient  hospital revenue increase

9 limit and adjusted inpatient hospital revenue increase limit

10 established under subsection (b) for any hospital with re-

11 spcct to any accounting year shall constitute such hospital’s

12 inpatient hospital revenue increase limit or, as appropriate,

13 the adjusted inpatien t hospital revenue increase limit for such

14 year under section 111 for all of the purposes of this title.

15 (d) This section shall apply to accounting years be­

lt) ginning after March 31, 1979, only to the extent the Secie-

17 tary so determines.

18 disclosure of fisc al  informa tion

19 Sec. 125. (a) (1) Every  hospital shall (A) submit

20 semiannually to the health systems agency designated under

21 section 1515 of the Public Health Service Act for the health

22 service area in which it is located, by March 1 and Septem-

23 her 1 of each year, its average semiprivate room rate and

24 the charges for the 10 other services which the health sys-
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terns agency finds represent the services which  are most 

frequent ly used o r most impo rtant  for purposes of comparing 

hospitals, and make available all cost repo rts submit ted to 

cost payers, and (B) submit  annua lly its overall  plan and 

budget described in section 1864 (z) of the Social Secur ity 

Act.

(2) Failure by any hospital to comply with the require­

ment of paragraph  (1) shall subject it to exclusion, at the 

discretion of the Secreta ry, from participa tion  in any  or all 

of the programs established by titles V, X V II I,  and XIX  

of the Social Security Act.

(b)  Each heal th systems agency designated under  sec­

tion 1515 of the Public Hea lth Service Act shall publish 

every  April  1 and October 1, in readi ly understandable 

language for public use, the informat ion it receives under 

this section, in a man ner designed to facilita te comparisons 

among the  hospitals  in its area.

IMPROP ER CHANGES IN ADMISSION PRACTICES

Sec . 126. Upon writ ten complaint by any  institut ion 

meeting the conditions set forth in paragraph s (1)  and (7) 

of section 1861 (e) of the Social Security Act tha t one or 

more hospital s subjec t to this title in a health  service area 

for which a health systems agency has been designated under
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1 section 1515 of the Public Health  Service Act has changed

2 its admission practices in a manner that would tend to reduce

3 the proportion of inpatients of such hospital or hospitals for

4 whom reimbursement at less than the inpatient charges (as

5 defined in section 122(c) of this Act) applicable to such

6 inpatients is anticipated, such health systems agency shall

7 investigate the  complaint and, upon a finding by such agency

8 that  the complaint is justified, the Secretary may impose the

9 sanction set forth in section 116 (c)  (2) of this Act.

10 REVIEW OF CERTAIN DETERMINATIONS

11 Sec. 127. Any determinations made on behalf of the

12 Secretary under this title with respect to the application of

13 its provisions to individual hospitals (other than determina-

14 tions made under  section 115 or 126) shall be subject to the

15 provisions of section 1878 of the Social Security Act in the

16 same manner as determinations with respect to the amount

17 of reimbursement due a provider of services under title

18 X V II I of such Act.

19 exc ise tax on excessive pay ments  for in pa tien t

20 HOSPITAL SERVICES

21 Sec. 128. (a) Subtitle I ) of the Internal Revenue Code

22 of 1954 (relating to miscellaneous excise taxes) is amended
2 3  by adding at the end thereof the following new chapter:

95-756 0  - 77 - 3
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“CHAPTE R 45—TAX ON C ERTAIN EXC ESS IVE
PAYM ENTS FOR  IN PA TIEN T HOSPITAL
SER VIC ES

“Sec. 4991. Imposition of tax.

“SEC. 4991. IMPOSITIO N OF TAX.

(a) I n Gen er al.—There is hereby imposed, with 

respec t to the receipt hy any  hospital of pay ment for in­

pati ent  hospita l services in excess of the applicable limits 

established by title I  of the Hosp ital Cost Containment Act 

of 1977, and with respect to any payment made hy any 

cost payer as defined in section 122(e)  (2)  of such Act  

for inpatien t hospital services on a cost basis in excess of 

such limits, a tax equal to 150 percent of the amount of 

such excess. The tax imposed hy this subsection shall be 
paid hy the hospital or cost payer .

(b) Exce pt io n .—The tax imposed by subsection (a) 

shall not app ly with respect to any  hospital so long as it is 

determ ined hy the Sec reta ry of Heal th, Education , and 

Welfare to he taking the correc tive action described in sec­

tion 11 6(d)  (2) of the Hospita l Cost Containment Act of 
1977.

“ (c)  Defin it io n s .—Terms used in subsections (a) 

and (b) have the meanings given them hy title I of the 

Hospital Cost Con tainm ent Act of 1977.
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1 “ (d) Adminis tra tion.—Under and to the extent

2 provided by regulations of the Secretary, the appropriate

3 provisions of subtitle F (relating to procedure and admin-

4 istration) shall he made applicable with respect to the tax

5 imposed by subsection (a) of this section. .

6 (b) The table of chapters for subtitle 1) of such Code

7 is amended by adding at the end thereof the following new

8 item :
“Chapter 45. Tax on cert ain excessive payments for in­

pat ien t hospital services.”.

9 Part 1)—I ncen tives for Good Performance by

10 Hosp itals in Cont aining  Cost I ncreases

11 eligibilit y for inc ent ive  payment

12 Sec. 131. (a) If a hospital’s cost per inpatient admis-

13 sion, incurred with respect to inpatien t hospital services

14 provided in any accounting year falling wholly or partly

15 within a period subject to this title, exceeds the hospital’s

16 corresponding cost per inpatient admission in the preceding

17 accounting year by a percentage which is less than the inpa-

18 tient hospital revenue increase limit promulgated for such

19 period under section 112(b) (as modified with respect to

20 such hospital under section 124), the hospital shall upon

21 application be entitled to a lump-sum incentive payment for

22 such year in an amount determined under section 132.

23 (b) The incentive payment to which any hospital is cn~
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titled  under  subsection (a) for any  accounting year shall be 

made by the Secreta ry at or after the close of such yea r on 

the basis of the  best informat ion and data which is th en avail ­

able to him, with appropriate adjus tments to reflect  any 

amounts by which previous incentive  payments unde r such 

subsection were greater  or less than they should have been.

(c) Any  application made by a hospital for an incentive  

paymen t under subsection (a) shall include or be accom­

panied by such docum entation as the Secretary  may require 

with respec t to inpa tien t costs for purposes of determ ining  

the amount of the excess referred to in subsection (a) of this 

section and with respect to outpatient costs for purposes of 

determ ining  the hospital ’s outpa tient deficit (if any)  under  

subsections (a)  (2)  and (b) of section 132.

AMOUNT OF INCE NTIVE PAYMENT 

Sec . 132. (a) The amount of the incentive paym ent to 

which a hospital may be entitled under  section 131 for any 

accounting year  shall be—

(1) one-th ird of the difference between—

(A) the product of (i) the cost per  inpa tien t 

admission which was incurred by the hospi tal in 

such accoun ting year, and (ii) the total number of 

such admissions, and

(B)  the product of (i) the cost per  inpa tien t

22
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admission which would have been incurred by the 

hospi tal in such yea r if such cost had exceeded the 

corresponding cost incurred in the preceding ac­

count ing yea r by a percentage equal to the inpa tien t 

hospi tal revenue increase limit promulgated  for the 

period involved under section 11 2(b)  (as modi­

fied under section 12 4) , and (ii) the total number 

of such admissions, or

(2)  the amount of the hospita l’s outpatient deficit 

for such accounting  yea r as determ ined under  subsection 

(b ),

whichever  is less.

(b) Fo r purposes of subsection (a)  (2 ),  a hosp ital’s 

outpatient deficit for any accounting yea r is the amount by 

which its allowable costs attr ibutable  to the provision  of 

outpatient hospi tal services in such yea r (not including emer­

gency  room services) exceed its revenues attributa ble to 

such services, as determ ined in accordance with standards 

and procedures prescr ibed by the Secretary .

AUTHORIZATION OF APPROPRIATIONS

Sec . 133. There are authorized to be appropriated, for 

each fiscal year beginning on or after  October 1, 1977, such 

sums as may  be necessary to enable  the Secreta ry to make 

the incentive paym ents provided for in this part .

2324
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Sec. 201.  (a)  Pa rt A of tit le XV of the Public  Hea lth 

Service Act  is amended by adding at the end thereof  the 

following new section:

“limitation on hospital capital expen dit ures,

CEILING FOR THE  SUPPLY OF HOSPITAL BEDS, AND

STANDARD FOR OCCUPANCY OF HOSPITAL BEDS

“Sec. 1504. (a) (1)  Before the beginn ing of the fiscal 

yea r beginning October 1, 1977, and at least 60 days 

before the beginn ing of each succeeding fiscal year,  the 

Secre tary shall promulgate a sum as a hospital capital  

expenditure  limi t applicable to such fiscal yea r. The sum 

promulgated as a limit under the preced ing sentence for 

any period shall be an amount which may not exceed 

$2,5 00,000 ,000.

“ (2)  The Secretary shall apportion  the sum promul­

gated under  paragraph  (1)  for any fiscal year among the 

various States  on the basis of the popula tion of the various 

Stat es; excep t tha t for any fiscal yea r beginning more than 

18 months afte r the date  of enactment of this section the 

Secre tary shall appo rtion  the sum promulgated under para­

graph (1) for such fiscal yea r among the various States, 

taking into account the population of the various States ; and24
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j also taking into account, to the extent feasible, variations

2 among the States in the costs of construction, population

3 patterns and growth, the need for hospital facilities and

4 equipment and for modernization of existing hospital facil-

5 ities and equipment, and other factors important to the 

5 equitable apportionment of such sum.

7 “ (b) (1) At  the time the Secretary promulgates under

8 subsection (a) a hospital capital expenditure limit the Secre-

9 tary shall also promulgate for the fiscal year to which such

10 limit is applicable—

11 “ (A ) a national ceiling for the supply of hospital

12 beds within health service areas established under sec-

13 tion 1511 (hereinafter in this title referred to as the

14 ‘supply ceiling’) , and

15 “ (B) a national standard for the rate of occu-

16 pancy of hospital beds within such areas (hereinafter

17 in this title referred to as the ‘occupancy stan dard').

18 “ (2) The supply ceiling promulgated for any fiscal year

19 under paragraph  (1) (A) may not exceed the ratio of four

20 hospital beds per one thousand of population; but the Sec-

21 retary may promulgate under such paragraph a different

22 supply ceiling for health service areas which have special

23 characteristics or which meet special requirements estab-

24 lished by the Secretary.
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“ (3 ) The occupancy standard promulgated under  para­

grap h (1)  (B)  for any  fiscal year may not he less than 80 

percent ; but the Secreta ry may establish a different occu­

pancy  standard for health service areas which have special 

charac teristics or which meet special requirements estab­

lished by the Secreta ry.” .

(b) (1)  Par t C of title XV of the Public  Health  Serv­

ice Act is amended by adding at the end thereof  the follow­

ing new section:

“cer tificate of need program

“Sec. 1527. (a)  The certifica te of need program re­

quired by section 15 23 (a) (4) (B)  shall provide for the 

following:

“ (1) Review and determ ination of need unde r such 

program of major medical equipment,  institut ional 

health services, health care facilities, and heal th main te­

nance organizations shall be made before the time such 

equipment is acqui red or such services, facilities, and 

organizat ions are  offered or developed  or substantial 

expenditures are undertaken in preparation for such 

offering or development .

“ (2)  The prog ram shall be administered in such a 

manner tha t only equipment, services, facilities, and 

organizations found to be needed shall be acquired,
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offered, or developed in the State in which the program 

applies.

“ (3) In  issuing a certificate of need for any such 

equipment, service, facility, or organization, the State 

shall specify in the certificate the maximum amount of 

capital expenditures which may be made for such equip­

ment, service, facility, or organization under such certifi­

cate.

“ (4) The aggregate of the maximum amounts of 

capital expenditures authorized in a fiscal year in ac­

cordance with paragraph (3) for hospitals may not ex­

ceed the portion of the sum promulgated under section 

1504(a) (I ) and apportioned to the State under sec­

tion 150 4(a)  (2) for such fiscal year, as adjusted in 

accordance with this paragraph. For  any fiscal year the 

sum apportioned to a State under section 1504(a)  (2) 

shall (A) if the aggregate of the maximum amounts of 

capital expenditures authorized by the State in the pre­

ceding fiscal year in accordance with paragraph (3) for 

hospitals was less than the portion of such sum so ap­

portioned to the State for such fiscal year, the difference 

between such authorized maximum amounts and the sum 

so apportioned shall he added to the sum so apportioned 

to the State for the fiscal year  following such fiscal year, 

and (B) if in the fiscal year there was a closure of a
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hospital  (or par t thereof) through which institutional 

health  services found under section 152 3(a ) (6) to be 

inapp ropriate were provided, then the amount  by which 

the historical cost (as defined for purposes of title X V II I 

of the Social Securi ty Act ) of such hospital or pa rt ex­

ceeds the total amount of depreciat ion of such hospital 

or par t claimed for purposes  of establish ing the reason­

able costs of services provided by the hospital for pur­

poses of receiving reimbursement under title X V II I of 

the Social Securi ty Act shall be added to the portion of 

such sum so appor tioned to the State for such fiscal year. 

“ (b) (1)  Under such a certificate of need program a 

certificate of need may not, except as provided in paragrap h 

(2 ),  be grante d for an institutional  health service or health 

care facility within a health service area established under 

section 1511 if the development of such service or facility 

under such certificate  would result in a number of hospital 

beds within such area which is in excess of the applicable  

supply ceiling promulgated under section 1504(b)  (1) (A ).

“ (2) If in a health service area  the number of hospital 

beds is in excess of the supply ceiling applicable to a fiscal 

year, then a certificate  of need may be granted for such a 

service or facility the development of which would result 

in a number of new hospital beds which is not more than one- 

half of the number of hospital beds removed perm anen tly
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from service in such area in such fiscal year. The amount by 

which the number of new hospital beds with respect to 

which certificates of need may he issued in a fiscal year 

under the preceding sentence is less than the number of new 

hospital beds with respect to which certificates of need were 

issued in such fiscal year may be added to the number  of new 

hospital beds with respect to which certificates of need may 

he issued in the succeeding fiscal year.

“ (c) (1) Under  such a certificate of need program a 

certificate of need may not, except as provided in paragraph 

(2), he granted for an institutional health service or health 

care facility within a health service area if the development 

of such service or facility could reasonably be expected to 

produce a number of hospital beds which would result in a 

hospital bed occupancy rate within such area which is less 

than the applicable occupancy standard promulgated under 

section 1504(h ) (1) (B ).

“ (2) If in any fiscal year the hospital bed occupancy 

rate within a health service area is less than the occupancy 

standard applicable for such fiscal year, then a certificate 

of need may be granted for a service or facility the develop­

ment of which would result in a number of new hospital 

beds which is not more than one-half of the number of hos­

pital beds removed permanently  from service in such area 

in such fiscal year. The amount by which the number of
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new hospital  beds with respect to which certificates of need 

may he issued in a fiscal y ear  under  the preceding sentence 

is less than  the number of new  hospital beds with respec t to 

which certificates of need were issued in such fiscal yea r 

may he added to the number of new hospi tal beds with re­

spect to which certificates of need may be issued in the 

succeeding fiscal year .

“ (d ) In  gra ntin g certificates of need under  such a pro­

gram a State shall take into account priori ties recommended 

by heal th systems  agencies within the State under section 

1513(h ). ” .

(2) Section 15 23 (a) (4) (B) of the Public Health  

Service Act is amended by inserting  a fter “w ithin  the Sta te” 

the following:  “and to capital expenditures for major medical 

equipment to be used in the Sta te” .

(3)  The second sentence of section 15 23 (a ) of such 

Act is repealed.

(c) Section 1531 of the Public Health  Service Act  is 

amended (1) by strik ing out “Fo r purposes of this titl e” 

and insert ing in lieu thereof  “E xce pt as otherwise pro ­

vided for purposes of this titl e” , and (2)  by adding after  

parag raph (5) the following new par agraph s:

“ (6) Fo r purposes of sections 1504  and 1527, the 

term ‘hospital’, with respec t to any  accounting  year,  means 

an institution (including a distinct pa rt of an institu tion

24
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participating in the program established under title X V II I 

of the Social Security Act) which—

“ (A.) satisfies paragraphs (1) and (7) of section 

1861 (e) of the Social Security Act, and

“ (B) has an average duration of stay of 30  days 

or less in the preceding accounting year, 

except that  for any fiscal year  such term does not include 

a Federal hospital or an institution which during such fiscal 

year derived more than 75 per centum of its inpatient care 

revenues on a capitation basis, disregarding revenues received 

under title X V II I of the Social Security Act, from one or 

more health maintenance organizations (as defined in sec­

tion 13 01 (a ) ).

“ (7) For  the purposes of sections 1504 and 1527, 

the term ‘capital expenditure’ means an expenditure (A) 

which is made for major medical equipment for the pro­

vision of medical and other health services and which ex­

ceeds $150,000, or (B) which, under generally accepted 

accounting principles, is not properly chargeable as an 

expense of operation and maintenance and which (i) ex­

ceeds $150,000, (ii) changes the bed capacity of the facility 

with respect to which such expenditure is made, or (iii) 

substantially changes the services of the facility with respect 

to which such expenditure is made, except that  such term 

includes expenditures for obtaining a facility or part  thereof,



42

39

1 or equipm ent for a facility or part , under a  lease or compara-

2 ble arrangement  but  does not include the acquisition of an

3 existing hospital facility if such acquisition does not  make a

4 change in the services or bed capacity of such hospi tal facil-

5 ity. For purposes  of clause (B)  (i) of the preceding  sen- 

G tence, the cost of the studies, surveys, designs, plans, working

7 drawings, specifications, and other activities essential to the

8 acquisition, improvement, expansion, or replacem ent of the

9 plan t and equipment with respect to which such expenditure

10 is made shall be included in determining whe ther such

11 expenditure exceeds $15 0,000.  If a person makes an acqui-

12 sition of major medical equipment for a  hospital and donates

13 it to the hospital, the expenditure for such acquisition shall be 
44 considered a hospital capital expenditure for purposes of sec- 
1 5  tions 1504 and 1527.

1(> “ (g)  Fo r purposes of sections 1523 and 1527, the
1 7  term ‘majo r medical equipment’ means medical equipment
1 8  for the provision of medical and othe r health services and
1 9  which costs in excess of $15 0,000. ” .
2 9  (d) Section 15 32 (b ) (2)  of the Public Health  Service
2 1  Act is amended (1 ) by strik ing out “ninety  days” and in-
2 2  serting in lieu thereof “one ye ar”, and (2)  by adding before 
2 2  the period “or  longer than such sho rter  period from such 
2 4 date as the Secreta ry m ay prescribe” .
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1 Sec. 202. (a)  Section 1122 of the Social Secur ity Act

2 is amended  to read as follo ws:

3 “lim ita tion on federal participatio n for cap ital

4 EXPENDITURES

5 “Sec. 1122. (a)  (1)  Fo r the purposes of assuring tha t

6 Fed era l funds appropriated under titles V, X V II I,  and

7 XIX  are not used to supp ort unnecessary  capita l expendi-

8 tures for heal th care facilities and major medical equipment,

9 the Secreta ry shall enter into agreements with  the Governors

10 of the States  under which State  heal th planning and develop-

11 inen t agencies designa ted under section 1521 of the Public

12 Health  Service Act  shall review proposed capita l expendi-

13 tures for facilities and equipment within  the ir jurisdict ion to

14 determine if they are needed and if such expenditures arc

15 consisten t with crite ria adopted by such agency. In  making

16 such rev iews such agencies shall—

17 “ (A)  provide heal th systems agencies designated

18 under section 1515 of such Act with oppo rtunity to

19 submit  recommendations,

20 “ (B ) follow procedures prescribed by section 1532

21 (b) of such Ac t, and

22 “ (C) base such reviews on the crite ria developed

23 pursuant to section 1532 (c ) of such Act.

24 “ (2)  The Secretary shall pay  a Sta te from the Fed era l

25 Hosp ital Insu rance Trus t Fund,  in advance or by way of
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reimbursement as may be provided in the agreement entered 

into under paragraphs (1) (and may make adjustments in 

such payments on account of overpayments or underpay­

ments previously ma de), for the reasonable costs of its State 

health planning and development agency in carrying  out 

reviews under such agreement.

“ (3) If the Governor of a State has not entered into 

an agreement with the Secretary under paragraph (1) before 

the expiration of the one-year period beginning on the date 

ot the enactment of the Hospital Cost Containment Act of 

1977, no payments may be made to such State under title 

XIX for any calendar quarter  in which such an agreement 

has not been entered into.

“ (b) If a capital expenditure is made for major medi­

cal equipment or a health care facility—

“ (1)  the Secretary shall not include in Federal

payments under titles V, XVIII , and XIX any amount 

for services provided by such equipment, and

“ (2) in determining Federal payments under such 

titles for services furnished in such health care facility, 

the Secretary shall not include any amount (A) attrib­

utable to depreciation, interest on borrowed funds, a 

return on equity capital (in the case of proprieta ry facil­

ities) , or any other expense related to such capital ex­

penditure, or (B) for direct operating costs for the

t

22

23
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provision of such services to the exte nt such costs can be 

direct ly associated with  such capital expenditure, 

unless the Sta te heal th plannin g and development  agency 

with jurisdic tion over such equipment  or facility  has deter ­

mined, in accordance with an agreement entered into under  

subsection (a) (1 ),  tha t such equipment  or  facility is needed 

and meets cr iteri a adopted by such agency.

“ (c) Where a person obtains under  a lease or compara­

ble arrangemen t any  facility or par t thereof, or equipment 

for a facility, which would have been subjec t to an exclusion 

under subsection (b) or (d)  if the person had acquired it by 

purchase, the Secreta ry shall (1)  in comput ing such person’s 

rental expense in determining the Fede ral paymen ts to be 

made under  titles V, X V II I,  and XIX  with  respect to serv­

ices furnished in such facility, deduct  the amount which  in his 

judgment is a reasonable  equivalent of the amount that would 

have  been excluded if the person  had acquired such facility  or 

such equipment  by purchase, and (2)  in computing  such 

person’s return on equity capital deduct  any amount de­

posited under the terms of the lease or comparable arra nge ­

ment .

“ (d) Exc ept  as provided in paragraph  (2 ),  in dete r­

mining the Fed era l pay ments  to be made under titles V, 

X V II I,  and X IX  with respect to services furnished  in a 

State, the Gove rnor of which has not entered into an agree-

95-756 0  - 77 - 4
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ment with  the Secretary  unde r subsection (a)  (1)  or which 

does not have a certificate of need program approved under 

title XV  of the Public Hea lth Service Act, the Secretary shall 

not include—

“ (1) any amount (A) which is attributa ble to de­

preciation , interest on borrowed funds, retu rn on equity 

capital (in the case of prop rietary  fac iliti es),  or any 

other expense related to capital  expenditures for any 

health  care facility in such State  through which such 

services were furnished , or (B) for direct  operating  

costs for the provision of such services to the extent  such 

costs can be directly  associated  with such expenditures, 

and

“ (2) charges for services provided in such State  by 

major medical equipment for which capita l expenditures 

were made,

unless the Secreta ry has approved, in accordance with pro­

cedures and criteria established by the Secretary , such ex­

pendi tures  after taking into account any  recommenda tion 

made by a State  agency designa ted unde r section 1521 of 

the Public Health  Service Act.  With respect to any  orga­

nization which is reimbursed on a per  capita or a fixed fee 

or negotiated rate  basis, in determining the Fed era l pay ­

ments to be made under  t itles V, X V II I,  and XIX , the  Sec­

retary  shall exclude an amount which in his judgment  is a25
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1 reasonable equivalent to the amount which would otherw ise

2 be excluded under this subsection if payment were to be

3 made on other than a per  capi ta or a fixed fee or negot iated

4 rate  basis.

5 “ (e) Fo r the purposes  of this section, a ‘capital expcndi-

6 ture’ is an expenditure (1)  which, under generally accepted

7 accounting principles, is not  prop erly  chargeable as an

8 expense of opera tion and maintenance and which (A)

9 exceeds $15 0,000,  (B) changes the bed capacity of tlie

10 facility with respect to which such expenditu re is made,  or

11 (C) substantially changes the services of the facility with

12 respect to which such expe nditu re is made, or (2) which  is

13 made  for major medical equipment for the provision  of

14 medical and othe r hea lth services and which exceeds

15 $150,000.  Fo r purposes of clause (1)  (A)  of the preced ing 

1G sentence,  the cost of the studies, surveys, designs, plans,

17 working drawings,  specifications, and othe r activit ies essen-

18 tial to the acquisition, improvem ent, expansion, or replace-

19 men t of the plant and equipment with respect to which such

20 expenditu re is made shall be inc luded in determ ining  w heth er

21 such expenditure exceeds $ 150 ,000 .

22 “ (f) The  provisions of this section shall not  app ly to

23 Chris tian Science sanatoriums operated, or listed and cer-

24 tified, by the Fi rs t Church of Chris t, Scientist, Boston,

25 Massachusetts.” .
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1 (b) The amendments made by subsection (a)  shall

2 aPP^y respect to capital expenditures (as defined in

3 section 1122 (e) of the Social Secur ity Act) made after

4 September 30, 1977.

5 Sec . 203.  (a)  Section 103 of the Int ern al Revenue

6 Code of 1954 (relating to exclusion from gross income of

7 interest  on certa in governmental obligations) is amended by

8 redes ignat ing subsection (f) as subsection (g ) , and by in-

9 serting after subsection (e) the following new subsec tion:

10 “ (f) Obl iga tio ns  S uppo rt ing I ncrea ses  in  Acu te

11 Care H os pita l Beds .—Any obligat ion issued by a State

12 or terr itory for an insti tutional heal th service, hea lth  care

13 facility, or hea lth main tenance organ ization—

“ (1)  the  development of which would resu lt in a

number of hospital beds with in a hea lth service  area 

which number is in excess of the applicable supply ceil­

ing  for such area prom ulgated under section 15 04 (b ) 

(1)  (A)  of the Public Health  Service  Act,  or

“ (2 ) for which a certificate of need has not  been 

issued under a certificate of need prog ram  appro ved 

under title XV  of the  Public Health  Service  Act,

22 shall be trea ted as an obliga tion not described in subsection

23 ( a ) ( 1 ) .”.

24 (b) The amendme nts made by subsection (a)  shall
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apply with respect to taxab le years beginning  after the date 

of the enactment of this Act.  L

Sec. 204.  (a) No person engaged in the business of 

selling medical equipment in inter state  commerce may, after 

September 30, 1977,  sell any medical equipment  for more 

than $15 0,0 00 unless tbe Shite heal th planning  and devel­

opment agency designated under section 1521 of the Public 

Hea lth Service Act has determ ined under section 1122 of 

the Social Secu rity Act or under an approved certificate  of 

need program und er title XV  of the Public Health  Service 

Act tha t there  is a need for the use of such equipment by its 

purchaser.

(b) (1)  Any person who makes a sale of medical 

equipment  in violation of subsection (a) shall be liable to 

the United States  for a civil penalty  in an amount not to 

exceed five times the sale price of such equipment.(2)  A civil penalty  for a volation of subsection (a) 

shall be assessed by the Secretary by an orde r made on the 

record afte r opportunity  (provided  in accordance with this 

subsection) for a hearing  in accordance with  section 554  

of title 5, Uni ted States  Code. Before issuing such an order,  

the Secreta ry shall give wri tten  notice to the person to be 

assessed a civil penalty  under  such order of the Sec retary ’s 

proposal  to issue such order and provide such person  an 

opportunity  to request, within fifteen days of the date the
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notice is received by such person, such a hearing  on the 

order.

(3) Any  person who requested in accordance with 

paragraph (2) a hear ing respec ting the assessment of a civil 

penal ty and who is aggrieved by an order assessing a civil 

penalty may fde a petit ion for judicial review of such order 

with the United States Court of Appeals for the Dist rict of 

Columbia Circuit  or for any  othe r circui t in which such 

person resides or transacts  business. Such a petit ion may 

only be filed within the thir ty-d ay period beginning on the 

date the order  making such assessment was issued.

(4) If any person  fails to pay  an assessment of a civil 

pena lty—

(A) after  the order making the assessment has 

become a final order and if such person does not file 

a petit ion for judicia l review of the orde r in accord­

ance w ith paragraph  (3 ),  or

(B) after  a court in an action brought under par a­

graph (3) has ente red a final judgment in favor of the 

Secretary,

the Attorney Genera l shall recover the amount assessed 

(plus interest at currently prevailing rates  from the date of 

the expira tion of the thi rty-day  period refer red to in par a­

graph (3) or the date  of such final judgment, as the case 

may be) in an action brought in any  app ropriat e district

23
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1 court of the United  States . In  such an action, the validi ty,

2 amount, and appropriateness of such pena lty shall not be

3 subject  to review.

4 TI TL E I I I —PROGRAM  TO AS SIS T AND ENC OUR-

5  AG E TH E DISC ON TINU AN CE  OF UN NE ED ED

6 HO SP IT AL  SE RV IC ES

7 Sec. 301.  The Secretary  of Health, Educa tion, and

8 Welfare (hereina fter  in this title  referr ed to as the “Secre-

9 tar y” ) shall, with in six months of the date of enactment of

10 this title, establ ish a p rogram unde r which financial assistance

11 and enco uragement shall he provided,  in accordance w ith this

12 title and during the fifty-four-month period beginning on the

13 date of the enactment of this Act, for the discontinuance of

14 unneeded hospital  services.

15 Sec. 302. (a) Within the one-year period beginning

16 on the date of the enac tmen t of this title the  Secre tary shall

17 promulgate  such regula tions as may be necessary to include

18 in the guidelines required by section 1501 (a) of the Public

19 Health  Service Act guidelines, consis tent with  applicable

20 supply ceilings and occupancy standards promulgated und er

21 section 15 04 (h) of such Act, for each heal th service area,

22 established unde r section 1511 of such Act,  respecting

23 (1)  the maximum appropriate supply with in each

24 such area of hospital  services measu red by the number

25 and types of hospital beds, hospital services measured by
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the supply of m ajor medical equipment within hospitals, 

and hospita l services measured  by the type of specialized 

services offered by a hospi tal, and

(2)  the minimum appropriate rate  of use within 

each such area of hospital services described in para­

graph (1 ).

Guidelines under this section may vary  with  respec t to a 

health  service area to take into account special character­

istics of such area .

(b )(1 ) Section 1 513(h )( 2 ) of the  Publi c Health  

Service Act is amended by inser ting after the first sentence 

the fo llowing: “An 1IS P shall identify the actions required to 

comply with applicable guidelines under section 1501 (a)  

promulgated pursuant to section 302 (a) of the Hospital 

Cost Containment Act of 1977.” .

(2)  Section 1523 (a) (2)  of such Act is amended by in­

sertin g after the first sentence the following: “I n the pre p­

arat ion of the prel iminary State  health  plan,  the State  agency  

shall take into account the extent  to which  such II SP ’s 

identify actions requ ired to comply with applicable guidelines 

under section 1501 (a) promulgated pursuant  to section 302 

(a) of the  Hospita l Cost Containment Act of 197 7.” .

Sec . 303. (a)  Und er the program establ ished under  

section 301, any hospi tal which has been in operation for at 

least two years and—
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(1) which intends to discontinue providing  in-

2 pat ien t heal th services may  apply for a deb t pay ment

3 and  an incen tive pay ment under section 304 for such

4 discontinuance,

5 (2)  which intends to discontinue an identifiable

6 uni t of the hospi tal which  provides inpatie nt heal th

7 services may app ly for an incentive pay ment under

8 section 304  for such discontinuance, or

9 (3)  which intends  to conv ert an identifiable par t

10 of the hospi tal into a long-term  care facility or an am-

11 bula tory care facility  may app ly for a conversion pay-

12 ment unde r section 304.

13 (b)  An appl ication of a hospital for a payment unde r

14 section 304 shall include—

15 (1)  a descrip tion of the service (or services)  to

16 be discont inued or the pa rt of the hospita l to be con-

17 ver te d;

18 (2)  an evaluation of the impact of such discon-

19 tinuance or conversion on the hea lth systems  in the

20 hea lth service area in which such hospi tal is located;

21 (3)  if the services of a uni t of a  hospi tal are to be

22 discontinued, an estimate of the change in the app licant’s

23 revenues which  will resu lt from such discontinuance;

24 (4)  (A) if all the services of a hospital are to be

25 discontinued, the revenue of the hosp ital for its last  full
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repo rting  period for reimbursement  purposes under title 

X V II I of the Social Security Act  which revenue under 

section 111 of this Act  is subject to the base inpatien t 

hospital  revenue per  admission (as established under 

section 114 of this A ct ),  and (B) if the services of a 

unit of a  hospital are to he discontinued , the amount of 

charges  for such services recorded by the applican t dur­

ing such reporting p eri od ;

(5)  with respec t to the incentive pay ment for the 

discontinuance of all the services of a hospi tal—

(A) if the appl icant intends  to engage  in the 

plann ing, development (including construction and 

equip me nt) , and delivery of ambu latory  care serv­

ices, home heal th care services, or long- term care 

services for the community served by the applicant, 

which services the Shite heal th planning  and devel­

opment agency, after consideration of the recom­

mendations of the health systems agency with juris­

diction over such community, has determ ined is 

needed, a descript ion of the means with  which (in­

cluding a descrip tion of any  Fed era l financial as­

sistance the appl icant intends to app ly for) and the 

manner in which  such activit ies will he carried out;

(B)  the amount tha t the appl ican t intends to 

expend for—25
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(i) the activit ies described in subpara­

graph (A ),

(ii) if the appl ican t has merged with an­

othe r hospital, the opera tions of tha t hospital ,

(iii) reasonable (as determined under 

guidelines prescr ibed by the Sec reta ry) termi­

nation pay  for personnel of the applican t who 

will lose employment because of the discontinu­

ance, or

(iv) the activities described in clauses (i) 

and (ii) and the pay  described in clause (iii) ; 

and

(C) if the expenditures for the activities de­

scribed in clause (i) or (ii) of subp arag raph  (A) 

will be made  but  the app licant will not  be responsi­

ble for mak ing such expenditures, identificat ion of 

the person  (or persons) who will be responsible for 

making such expen ditu res;  and

(6)  such other information as the Secreta ry may  

require.

A hospi tal which has an application imder this subsection 

approved is entit led to receive  the paym ents  appl ied for.

(c) The hea lth systems agency designated  under  sec­

tion 1515 of the Publi c Health  Service Ac t for the hea lth 

service area  in which  is located an app licant under this sec-
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tion shall determine  the need for the service (or services) 

proposed  to be discontinued by such applicant or for the par t 

of the hospital to be converted, as the case may be, and 

shall make a recommendation to the State health  planning 

and development  agency for the Sta te in which the appl ican t 

is located respecting approval  by the Secreta ry of such ap­

plicant’s application.  A determ ination of a heal th systems 

agency under this subsection shall he based upon any  appl i­

cable guidelines prom ulgated under section 302 and crite ria 

under  section 15 32 (c) of the Public Hea lth Services Act.

(d) A State health planning and development agency 

which has received a recommendat ion from a heal th systems 

agency under subsection (c) shall, afte r consideration of 

such recommendation, make  a recommendat ion to the Sec­

reta ry respecting the approval  by the Secre tary of the app li­

cation with respec t to which the health systems agency’s 

recommendation was made. A State heal th plannin g and 

development agency’s recommendation under this subsection 

with  respect to the approval  of an application shall he ac­

companied  by the health systems agen cy’s recommenda tion 

made with  respect to the approval  of such application .

(e) In  considering applications submi tted under this 

section, the Secretary shall give priority  to applications (1) 

which will assist health service areas  to meet applicable 

guidelines promulgated under section 302, or (2) which25



57

<

12345678910111213141516171819202122232425

54

will result in the greates t reduction in hospital revenues 

within a health service area. *

Sec. 304. (a) The amount of a debt payment which 

shall be made to a hospital, with an approved application 

under section 303, for the discontinuance of all of its services 

is—

(1) the lesser of—

(A) the total outstanding financial obligation 

of the applicant attributable (as determined under 

regulations promulgated by the Secretary) to the 

equipment and facilities of the hospital, or

(B) the amount of unexpensed depreciation at­

tributable (as determined under regulations promul­

gated by the Secretary) to the equipment and 

facilities of the hospital, less

(2) the fair market value of the equipment and 

facilities of the hospital.

(b) The amount of an incentive payment which shall be 

made to a hospital, with an approved application under sec­

tion 303, for the discontinuance of all of its services or the 

services of an identifiable unit of the hospital is—

(1) in the case of tlie discontinuance of all of the 

services of a hospital, the lesser of—

(A) 5 per centum of the revenues reported by 

the hospital under section 303 (b) (4) (A ) , or
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1 (B) the amount reported by the hospital under

2 section 303 (b) (5 ),

3 but in no event more than $500,000, and

4 (2) in the case of the discontinuance of the services

5 of an identifiable unit of the hospital, 30 per centum of

0 the charges reported by the hospital for such unit under

7 section 303(b ) (4) (B) but in no event more than

8 $200,000.

9 (c) The amount of a conversion payment which shall

10 be made to a hospital, with an approved application under

11 section 303, for the conversion of an identifiable part  of the

12 hospital into a long-term care facility or ambulatory care

13 facility is 50 per  centum of the reasonable (as determined by

14 criteria determined by the Secretary) cost of such conversion.

15 (d) The debt payment, incentive payment, and conver- 

1G sion payment to which a hospital is entitled shall be paid in a

17 single payment .

18 (e) (1) If an incentive payment  is to be made for the

19 discontinuance of all the services of a hospital, the health

20 systems agency designated for the health service area in

21 which such hospital is located shall receive a payment  equal

22 to 10 per centum of such incentive payment. Such health

23 systems agency may use a payment under this paragraph to

24 make grants and contracts in accordance with section 1513

25 (c ) (3) of the Public Health  Service Act for projects and
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programs within the community served by such hospital or if 

such community does not need any such project or program, 

within another community.

(2) If an incentive payment is to he made for the dis­

continuance of the services of an identifiable unit of a hospital, 

the health systems agency designated for the health service 

area in which such hospital is located shall receive a payment 

equal to 10 per centum of such incentive payment. Such 

health systems agency may use a  payment  under this para­

graph to make grants and contracts in accordance with sec­

tion 151 3(c)  (3) of the Public Health Service Act for 

projects and programs within the community served by such 

hospital or if such community does not need any such project 

or program, within another community.

(f) If a debt payment and an incentive payment is 

made for the discontinuance of a service and such service 

is resumed in the area in which it was originally offered or 

if any part of a service discontinued in connection with a 

conversion for which a conversion payment  was made is 

resumed in the area in which it was originally offered, no 

reimbursement for such service may be made under title 

X V II I of the Social Security Act or under a State plan 

approved under title V or XIX of such Act unless capital 

expenditures (if any) made for such service (1) have been 

approved under section 1122 of the. Social Security Act or
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1 under a certificate of need program approved by the Sccre-

2 tary under title XV of the Public Health Service Act or if

3 the Governor of the State in which such service is provided

4 has not entered into an agreement for reviews under such

5 section 1122 or the Secretary has not approved a certificate 

(j of need program for such State, have been approved by the

7 Secre tary.

8 (g) To make the payments required by this title, there

9 are authorized to he appropria ted for the fiscal year  ending

10 September 30, 1979, and for each of the next three fiscal

11 years, such sums as may he necessary.

12 Sec. 305. (a) If, upon the expiration of the program

13 established under section 301, a health service area is not

14 in compliance with any applicable guideline promulgated

15 under section 302 ( a ) , the amount of the reimbursement

16 provided under tit leX VI II of the Social Security Act and

17 under a State plan approved under titles V and XIX of such

18 Act for each hospital in the health service area he reduced

19 by 5 per centum until such noncomplying area is in coin-

20 pliance with such guidelines.

21 (h) A health systems agency may apply to the Secre-

22 tary for an extension of the time required for its health

23 service area to come into compliance with applicable guide-

24 lines promulgated under section 30 2(a) without incurring

25 the reimbursement reduction required by subsection (a ).
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The Secretary may gra nt a heal th service area  such an 

extension—

(1)  after  taking into accoun t the effort made by 

such area to come into compliance with such guidelines, 

the capabil ities of such area  to come into compliance, 

and the effect of the reduction in reimbursements paid 

to hospital s in such area on the quality of health care 

provided in such area, or

(2)  if such area  is not in compliance with such 

guidelines  because of the necessity  to correct  a maldis­

tribut ion in such area  of hospital  beds and a certificate of 

need has been gran ted under section 1527 (h) or 1527 

(c) of the Pub lic Health  Service Act to assist in making 

such correction.

If the Secreta ry gran ts an extension  of time, he shall specify 

the time within which the noncomplying area  shall he in 

compliance with  such guidelines.

Sec . 306. (a) In  the administration  of certificate of 

need programs under title XV  of the Public Health  Service 

Act and the prog ram under  section 1122 of the Social 

Security Act  rela ting  to capita l expenditures, special con­

siderat ion shall be given to p roposals  of hospi tals which have 

discontinued services which have been determined to he not 

needed.

(b)  In  making grants unde r section 330  of the Public

95-756 0  - 77 - 5
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Health Service Act or in provid ing other assistance for the 

development and delive ry of ambula tory heal th services, the 

Secretary shall give prio rity  to applica tions which will 

provide such services for communities in which  all hospital 

services have been discontinued as a result  of the program 

established  under section 301.

(c) In  the administr ation  of titles X V II I and XIX 

of the Social Secur ity Act, the Secre tary shall perm it losses 

incurred in connection with the sale or other disposition of 

facilities and equipment used in the provision of inpatien t 

health services provided by an identifiable unit  of a  hospital 

and for the discontinuance of which an incentive paym ent 

was made under section 304 (c) to he included in determin­

ing costs for which reimbursement  may be made under such 

title X V II I and paymen ts may he made unde r State  plans 

approved under such t itle XI X.

Sec. 307. The Secretary  shall make a study  of the first 

twenty-five applications  approved  under  section 303 to 

determine thei r effect on the elimina tion of unneeded hospital 

services. The Secretary shall report the results of such study 

to Congress toge ther  with  his recommendations for any 

revisions in the program which he determ ines to be 

appropriate.
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95 m  C ONGRESS  
1st S ession H. R. 6575

IX TH E HO US E OF BE PR ES EX TA TI VES  
A pish. 25,1977

Mr. Rogers (fo r himself and Mr. Roste miowski) introduced the following 
hil l; which was refe rred  join tly to the Committees on Ways and Means 
and Inte rsta te and Fore ign Commerce

A BILL
To establish a transi tional system of hospital cost containment 

by providing  for incentives and restraints  to contain the 
rate of increase in hospital revenues, to establish a system of 
capital  allocation designed to encourage communities to 
avoid the creation of unneeded and duplicat ive hospital 
facilities and services, to provide for the publication and 
^disclosure of information useful to the public in making 
decisions about health  care, to provide for the development 
of perm anen t reforms in hospi tal reimbursement designed 
to provide incentives for the efficient and effective use of 
hospital resources, and for other purposes.

1 Be it enacted bg the Senate and House of Iieprescnta- 

% tives of the United States of America in Congress assembled,
1
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SHORT TITLE

Section  1. This Act may be cited as -the “Hospital 

Cost Containment Act  of 1977” .

REPORT ON PER MANEN T REFORM IN THE DELIVERY AND

FINANC ING OF HEA LTH  CARE

Sec. 2. The Secretary of Health, Education, and Wel­

fare (hereinafter in this Act referred to as the “Secretary” ) 

shall submit to the Congress, no later than March 1, 1978, 

a report setting forth his recommendations for permanent 

reforms in the delivery and financing of health care which 

will increase the efficiency, effectiveness, and quality of 

health care in the United States and which will replace the 

transitional provisions of title I of this Act.

TIT LE I—TRANS ITIO NAL HOSPITAL COST 

CONSTRAINT PROVISIONS 

Part A—P urpose and General Description  

of the Program

purpose

Sec. 101. It  is the purpose of the transitional hospital 

cost containment program established by this title to con­

strain the rate of increases in total acute care hospital in­

patient costs, beginning October 1, 1977, and continuing 

until the adoption of the permanent  reforms referred to in 

section 2, by limiting the amount of revenue which may 

be received, by the hospitals involved, from Government

*
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programs, private insurers, and individuals who pay direc tly 

for such care.

general ' description of program 

Sec. 102. (a)  In  order to carry out the purpose of the

transi tional prog ram as set forth  in section 101, the inpatient 

revenues of shor t-term acute  care and specia lty hospital s 

(excluding new hospita ls and certain HMO-rela ted hos­

pita ls) are to be limited in the manner outlined in the 

succeeding provisions of this section (and  more parti cula rly 

described in par ts B and C of this ti tl e ).

(b) The increase  in tota l revenue which a hospital  (as 

defined in section 121) may receive in any accoun ting yea r 

in the form of—

(1) reimbursement  paid under the medicare  and 

medicaid  programs,  and by cost paye rs, for inpatient 

services, and

(2) charges imposed upon other persons for inpa­

tient services,

may not, on a peradmission basis, exceed the average in­

pat ien t reimbursem ent due or inpat ient charges imposed per  

inpatie nt admission in the base period  (in general, the hos­

pit al’s accounting yea r ending in 1976) by more than the 

percentage which is applicable to the hospital for such ac­

count ing yea r under  section 111.
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pliance is required unde r the medicare  program by direct ly 

applying  the limits for purposes  of both interim  and final 

reimbursement. Amounts  paid to hospitals  unde r the medic­

aid program in excess of such limits will be disallowed as a 

basis for Federal  matching paym ents.  Hospitals and non­

government cost payers exceeding the limits will be subject 

to a Fede ral excise tax in an  amount equal to 150 p er centum 

of the excess (except in the case of a hospita l which is 

exem pt as a result of corrective  actions as prescr ibed under 

section 116 (d) (2 ) ) .

(f) The Secretary  is authorized, under section 117, to 

waive the limits otherwise established for all hospita ls lo­

cated in any  State which has had in effect for at least one 

year a hospital cost conta inment program which covers at 

least 90 per  centum of all acute care hospital s in the State , 

applies  to all paye rs excep t the medicare program, limits in­

pati ent  hospital revenue increases to a rate no gr eater (in the 

aggrega te) than  the rate  established for the period involved 

under section 11 2(b ),  and provides for retur n of excess hos­

pital revenues.

Part B—Establishm ent  of Hospital  Cost 

Contai nment  Program

IMPOSITION OF LIMIT ON HOSPITAL REVENUE INCREASES

Sec. 111. (a) The average reimbursement paid to a 

hospita l for inpat ient services under  t itle X V II I of the Social25
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1 (c) Such percentage, in the case of any hospital for any

2 accounting year , is to be determined by—

3 (1) establishing for such year, under section 112

4 (b ),  an “inpatient hospital revenue increase limit”
9

5 based on increases in the gross national product deflator

6 and in total hospital expenditures nationwide,
•

7 (2) modifying the limit so established by the “ad­

8 mission load formula”, as promulgated under section

9 113, to take account of major changes in patient loads

10 experienced by that particular hospital, in order to arrive

11 at an “adjusted inpatient hospital revenue increase limit”

12 for that hospital in such year, and

13 (3) applying such adjusted limit for periods after

14 September 30, 1977, with recognition being given under

15 section 111 (a) (1) to cost increases pr ior to that date.

16 (d) An exception from the limits otherwise established

17 may be granted in accordance with section 115 (for a par­

18
*

19

ticular period) to any hospital which is experiencing sub­

stantially higher costs as a result of extraordinary  changes

20 in patient loads or major changes in facilities and services,

21 to the extent required to assure that the necessary additional

22 revenue will be available where necessary to meet actual

23 community needs.

24 (e) Compliance with these limits is to be enforced, in

25 accordance with section 116, in various ways. Such com-
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Securi ty Act,  under a State  plan approved under title V or 

title XIX  of such Act, or by any  cost payer , and the average 

charges  imposed by a hospital for inpatient services, in any 

accounting yea r any  par t of which falls w ithin a period  sub­

jec t to this title, may not (except as provided in subsection 

(b)  ) exceed the base inpatient hospital  revenue per inpa­

tient admission (as established under  section 114)  by a per­

centage greater  than the sum of—

(1) the percentage by which the costs involved 

would have increased  in the period elapsing after the 

close of the hospital ’s base accoun ting yea r and prio r to 

October 1, 1977, if such costs had  increased (dur ing tha t 

period) at the average annual  rate actual ly experienced 

by the hospita l durin g the two-year period endin g with 

the close of such base accounting year,  except tha t such 

percentage  as applied for purposes  of this section shall 

not be more than  15 per  centum nor less than 6 per  

centum,

(2) the percentage by which such costs would 

have increased  in the period elapsing afte r Septem­

ber 30, 1977, and prio r to the first day of the account­

ing year for which the  limit is being imposed if such 

costs had increased  (dur ing such period) at an annua l 

rate consistent with the inpa tien t hospita l revenue in-

22

23

24
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crease limit  determined and promulgated imder section

112 ( b ) , and
I

(3)  the perc entage by which  such costs would have 

increased  in the accounting  year for which the limi t is 

being imposed if such costs had increased (dur ing such 

yea r) at an annual rate  consis tent with  the adjusted in­

pat ient hospital revenue increase limi t applicable to the 

hospital under  section 112 ( a ) .

(b) Whe re less than a full accounting year falls within  

a twelve-month period  subjec t to this title, the limit  set 

forth in subsection (a)  of this section, and the limit estab­

lished und er section 112(a ),  shall app ly with  respect to 

reimb ursement due or charges imposed for the par t of such 

accounting year which falls within such period  in the same 

proportion as the num ber of days in such accounting  year 

tha t fall within such period bears to the total number of 

days in such accounting year.

DETERMINATION OF ADJUSTED INPATIENT HOSPITAL

REVENUE INCREASE LIMIT

Sec . 112. (a) The “ad justed  inpatient hospital rev­

enue increase  limi t” which is applicable to any hospital 

for purposes of section 11 1(a)  (3)  with respect to any 

accounting yea r shall (subject to section 111 (b) and sec­

tion 124) be equal to the inpatient hospital revenue in-
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crease limit determined and promulgated under subsection 

(b) of this section for the twelve-month period in which 

such accounting year or any part thereof falls, modified by 

the application of the “admission load formula” which is 

promulgated under section 113 and applied  to that hospital.

(b) (1 ) Betw een dul y 1 and October 1 of each calendar 

year beginn ing with 1977, the Secre tary shall promulgate 

a figure which (subject to paragra ph (2) ) shall he the 

“ inpati ent hospital revenue increase limit” applicable to 

the twelve-month period beginn ing October 1 in such yea r 

(with each such twelve-month period being referred to 

in this title as a “period ” or a “period subject  to this 

title” ) . Such figure shall be the sum of—

(A) the implic it price deflator of the gross na­

tional produc t as calculated by the Bureau of Eco­

nomic Analysis of the Department of Commerce and 

published  in the Survey  of Current  Business (herein­

after  in this title referred to  as  th e  “ G N P  defl a to r” ) 

for the 12-month  period ending June  30 of such year, 

and

(B)  one-th ird of the difference be tween—

(i) the average annual  rate of increase in total 

hospital  expenditures which is found by the Secre­

tary to have occurred during  the twenty -four-month
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period ending on the day preceding January 1 of 

such calendar year, and

(ii) the annual rate of increase in the GNP 

deflator for the twenty-four-month period ending on 

the day preceding January 1 of such calendar year. 

(2) If the Secretary finds during any period subject to  

this title that the GNP deflator with respect to such period 

is expected to exceed by more than 1 percentage point the 

GNP deflator which was used in making the determination 

under paragraph (1) (or in making a prior adjustment 

under this pa rag rap h) , the Secretary shall increase (or fur­

ther increase) the GNP deflator so used by the amount of 

such excess; except that no adjustment made under this para­

graph shall be effective with respect to any accounting year  

ending prior to the calendar quarter  preceding the calendar 

quarter in which such adjustment is made.

PROMULGATION OF ADMISSION LOAD FORMULA 

Sec. 113. The admission load formula shall be pro­

mulgated by the Secretary by October 1, 1977, and shall be 

such that—

(1) a hospital will be allowed an increase in total 

revenue from inpatient services in any accounting year 

to the extent (and only to the extent)  consistent with 

the inpatient hospital revenue increase limit promul-
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gated  under section 11 2(b ),  for the period in which 

such accounting yea r or any par t thereof falls if ad­

missions in such accoun ting yea r have increased by less 

than 2 per  centum or declined by less than G p er centum 

as compared to the base accounting yea r (2 per  centum 

and 10 per  centum,  respectively, in the case of a hos­

pital with no more than four thousand admissions in 

the base accounting y ear ) ;

(2)  in the case of a hospita l whose admissions in 

any accounting yea r are beyond the applicable range 

set forth in paragraph  (1 ),  the amount of total revenue 

from inpa tien t services in such yea r which  is otherwise 

allowed unde r paragraph  (1) shall be further  increased 

for each admission above such range by one-half  of the 

average revenue per  admission tha t would have been 

allowed unde r par agraph  (1)  if the actual percentage 

change in admissions (as compared to the base account­

ing yea r) had been zero, or shall be reduced for each 

admission below such range by one-half of the average 

revenue per  admission tha t would have been so allowed, 

excep t as provided in paragraph  (3) ; and

(3) in the case of a  hospital which had more than 

four thousand admissions  in the base accounting  year,  

no additional revenue will be allowed for increased ad­

missions (with  resp ect to any accounting  yea r) beyond
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15 per centum above those in the base accounting year, 

but the revenue otherwise permitted such a hospital 

under paragraphs (1) and (2) shall be reduced (dollar 

for dollar) for decreased admissions (in that  year)  

beyond 15 per centum below those in the base account­

ing year.

BASE INPATIENT HOSPITAL REVENUE 

Sec . 114. (a) (1) The revenue base for application of 

the adjusted inpatient hospital revenue increase limit with 

respect to any hospital in any accounting year shall (subject 

to subsection (b ) ) be the revenue from reimbursement due 

and inpatient  charges imposed for inpatient hospital services 

provided in the hospital’s base accounting year (as defined 

in paragraph (2) ).

(2) For purposes of this title, a hospital’s “base ac­

counting year” is its accounting year which ended in 1976, 

or, in the case of a hospital which did not meet the defini­

tion contained in section 121 for a t least one full accounting 

year prior to an accounting year  ending in 1976 in which 

it met such definition, the accounting period immediately 

prior to the first accounting year in which it satisfied such 

definition.

(b) The base revenue established for any hospital by 

subsection (a) shall (except as provided in subsection (c) ) 

be reduced by an amount equal to any inpatient charges in
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such base accoun ting yea r for elements of inpa tien t services 

for which pay ment is no t made to the hospital in an account­

ing year  any par t of which falls within  a period  subject  to 

this title.

(c) Subsection (b) shall not a pply  with respect to reve­

nue for inpa tient  services which have been found inappro­

priat e under sec tion 1523 (a) (6) of the Public  Health  Serv- 

vice Ac t by the Sta te health planning  and development 

agency designated unde r section 1521 of such Act  for the 

State  in which the hospi tal involved is located.

establ ishment of exc eptions

Sec. 115. (a) The Secretary shall have authority  to 

grant exceptions  from the limits established  under this title 

to individual hospitals  for parti cula r periods, but in any 

case only to the extent  tha t the hospital  requesting the 

exception provides  evidence  satisfactory to the Secretary— 

(1)  of the extent to which costs of provid ing 

inpa tient  hospital services in an accounting year any 

par t of which falls within  a period subject  to this title 

exceed such costs in the base accounting year as the

result of—

(A)  changes in admissions beyond the range 

specified in section 113(3 ),  or

(B) changes in capacity or in the character  

of inpa tien t services available in the  hospital or
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major renovation  or replacem ent of physical plant , 

but only if such changes have increased  inpatien t 

costs per  admission by more than one-thi rd of the 

difference specified in section 11 2(b)  (1) (B)  

over  inpatient care costs per  admission in the 

previous accounting  year;

(2)  tha t the revenue otherwise allowable (taking 

into account all othe r available resources) is insufficient 

to assure the solvency of the  hospital as indicated  by the 

existence of a  cur rent ratio  of asse ts to liabilities (de ter­

mined in accordance with the last sentence of this sub­

section)  of less than the ratio  which the Secre tary esti­

mates  is being experienced by 25 per  centum  or less of 

the hospitals  subject to this titl e; and

(3)  tha t the changes in admissions, capac ity, plan t, 

or serv ices available gene rating the excess costs described 

in par agraph  (1)  have been found to be needed unde r 

section 1523 (a) (5)  of the Public Health  Service Ac t 

or appropriate unde r section 1523 (a) (G) of the Public  

Health  Service Act by the State heal th planning  and 

development agency, designated unde r section 1521 of 

such Act for the State  in which the hospital involved 

is located.

Fo r purposes of paragraph  (2 ),  the term  “curre nt ratio of 

assets to liabilit ies” , with respect to any  hospital, means
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the sum of the cash, notes and accounts receivable (less 

reserves for bad de bts),  marketable securities, and inven­

tories held by such hospi tal divided by the sum of all lia­

bilities of such hospital  falling due in an accounting year 

for which the exception is requested under this section.

(b) The Secretary  shall either approve any  request for 

an exception  made by a hospital under  subsection (a ) , or 

deny such request, with in a period not to exceed ninety days 

after the hospital has filed in a manner and form prescribed 

by the Secretary the evidence required by such subsection. 

Any  such request not denied within such nine ty-day period 

shall be deemed approved.

(c) Any hospita l gran ted an exception under this sec­

tion must make itself available for an opera tional review  by 

the Secre tary. The findings from any such review shall be 

made public, and continuance of the exception shall be con­

tingent on implementation of any  recomm endations which 

may be made (as a result of such operational revie w) for 

improvements  to increase efficiency and economy.

(d) (1) If the Secreta ry gran ts an exception with re­

spect to any accoun ting year to a hospital which had 4,00 0 

or more admissions in the base account ing year on the 

grounds set forth in subsection (a) (1) (A ),  such hospital 

shall be allowed increased revenue for purposes of this title
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1 as though it were a hospital with fewer than four thousand

2 admissions in such base year under section 113.

3 (2) If the Secretary grants an exception with respect

4 to any accounting year to a hospital on the grounds set

5 forth in subsection (a) (1) (B ), such hospital shall be al- 

g lowed increased total revenue for purposes of this title for 

7 such accounting year and all subsequent accounting years 

g (and the limit on its allowable rate of increase in inpatient 

9 hospital revenues shall be adjusted upward accordingly) in

40 an amount no greater than the amount necessary to main-

41 tain the current ratio of its assets to liabilities (determined

42 in accordance with the last sentence of subsection (a )) at

43 the level specified in subsection (a) (2 ).

44 (e) (1) Any hospital which is dissatisfied with a  deter-

15 mination of the Secretary under this section may obtain a

16 hearing before the Provider Reimbursement Review Board

17 established under section 1878 of the Social Security Act,

18 if the amount in controversy is $25,000  or more and the

19 request for such hearing is filed within one hundred and

20 eighty days after receipt of the Secretary’s determination.

21 (2) For  purposes of paragraph (1 ),  the Secretary

22 (notwithstanding  section 187 8(h ) of the Social Security

23 Act) shall appoint five additional members to the Provider

24 Beimbursement Review Board, following the specifications

95-756 0  - 77 - 6



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

1G

17

18

19

20

21

22

for expert ise applicable to the existing live members. Such 

five additional members shall constitute the Board for pur ­

poses of reviewing appeals under  this title. All the other  

provisions of section 1878 of the Social Security Ac t shall 

apply except tha t the Board  as so const ituted shall be con­

sidered as reviewing decisions of the Secreta ry rather than 

of a  fiscal intermediary, and subsection (b) of such section 

shall not apply.

ENFORCEM ENT

Sec. 116. (a) Notw iths tand ing any  provision of title 

X V II I of the  Social Security Act, reimbursement for in­

pati ent  hospital services under the program establi shed by 

tha t title shall not be payab le, on an interim  basis or in final 

settlem ent, to the exte nt tha t it exceeds the applicable limits 

established under this title.

(b) Notwith standing  any provision of title V or XIX  

of such Act, payment shall not be requi red to be made by 

any State under either such title with respect to any  amount 

paid for inpatient hospi tal services in excess of the  applicable 

limits established under this title ; nor shall pay ment be made 

to any State under eith er such title with respect to any 

amount paid for inpatient hospital services in excess of such 

limits.

24 (c) Notwith standing  any  othe r provision  of law, re-

25 ceipt by any  hospita l of payme nt for inpa tien t hospital serv-

23
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ices in excess of tlie applicable limits established under  this 

title, or payment by any  cost pay er (as defined in section 

12 2(e)  (2)  ) for inpatie nt hospi tal services on a cost basis 

in excess of such limits, shall subject  such hospital  or cost 

payer—

(1)  to the Fed era l excise tax imposed by section 

4991 of the Inter na l Be venue Code of 1954 (as added 

by section 128 of this A c t) , and

(2)  to exclusion, at the discretion of the Secretary , 

from participa tion  in any  or all of the programs  estab­

lished by titles V, X V II I,  and XIX  of the Social 

Secu rity Act.

(d) (1)  Where the Secreta ry determ ines tha t average 

charges per admission billed for inpatient services by a hos-
‘l

pital  during an accounting  yea r any  part of which is in­

cluded in a period subject to this title exceed the applicable 

limits established under this title, he shall promulgate  (or 

shall requi re the hospi tal to prom ulgate in such manner as 

he may  prescribe ) the percentage by which  the average 

charge per  admission billed in tha t accounting  yea r by the 

hospital exceeded the applicable limita tion on average 

charges  per  admission established under this title.

(2)  Any hospital described in par agraph (1) shall be 

exem pt from the penal ties set forth in subsection (c) if it 

holds in escrow an amount equal to the  perc entage promul-
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gated  under  such para graph multiplied by the hospital’s 

total inpa tien t charges  less its inpat ient charges applicable 

to cost payers (as defined in section 12 2(e)  ),  imposed on 

the account ing year referred to in such paragraph , until 

such time as charges below the applicable limits established  

under this title, equal in the aggregate to such amount, are 

exper ienced ; hut any such hospital which fails to do so shall 

he subject to such penalties.

EXEMPTION FOR HOSPITALS IN CERTAIN STATES 

Sec . 117. (a) At  the request of the Governor (or 

other chief execut ive) of any State  (including the Distric t 

of Columbia and Puerto Rico) the Secretary  may exclude 

from the applica tion of this title all hospital s physically  

located in such State  if the Secretary  finds tha t—

(1)  such State has had in effect for at least one 

yea r as of the date  of such request  a program for 

containing hospital costs in the State which covers at 

least 90 per  centum of the hospitals in the Sta te which 

would otherwise be covered under the program estab­

lished by this title ;

(2) the Sta te program applies at least to all 

inpat ient care revenues of such hospital s (except rev­

enues received under title X V II I of the Social Securi ty 

Act ) ;

(3)  the Governor (or chief executive) certifies,

24

25
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and the Secreta ry determines, that the aggregate rate  

of increase  in inpatien t hospita l revenues for all hos­

pitals  in the State will not exceed the rate  promulgated  

by the Secreta ry under  section 1 12(h );  and

(4)  the Governor (or chief executive)  has sub­

mitted, and had approved by the Secretary, a plan 

for recovering  any  excess of revenue which (notwi th­

standing paragraph  (3 ))  may occur.

(b) A State which would meet the conditions ot this 

section except tha t its program does not satisfy subsection 

(a) (2 ),  but whose program did cove r at  least 50 per centum 

of all inpatient care revenues during the twelve-month 

period preceding the date ot its request under  subsection ( a ) , 

will nonetheless he eligible unde r this section if, by the date 

of such reques t, it does have a program which satisfies such 

subsection.

EXEMPTION FOR HOS PITALS  ENGAGED IN CERTAIN 

EXPERIM ENTS OK DEMONSTRATIONS 

Sec . 118. A hospital may be excluded from the app li­

cation of this title if the Secreta ry determ ines that (1) 

such exclusion is necessary to facilita te an expe rime nt or 

demonstration entered into unde r section 402 of the Social 

Security Amendments of 1967 or section 222 of the Social 

Security Amendments of 1972, and (2)  such expe rime nt or 

demonstration is consistent with the purposes ol this title.
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1 Part 0 —Definition s and Miscellaneous P rovisions

2 def initio n of hosp ital

3 Sec. 121. (a)  Fo r purposes of this title (subject to sub-

4 section (b) of this sec tion ), the term “ho spita l” , with re-

5 spect to any  accoun ting year, means an institu tion (includ-

6 ing a distinct pa rt of an  institut ion par ticip ating in the pro-

7 gram  established  under title X V II I of the Social Secur ity
8 Act) which—

9 (1)  satisfies paragraph s (1)  and (7)  of section

10 1861 (e) of the  Social Security Act,  and

11 (2)  had an average duration of stay of thi rty  days

12 or less in the preceding accounting year.

13 (b) An institut ion shall not be considered a “hospital”

14 during any part of a period subject to this title if with  re-

15 spect to such period it—

(1) is a Federal  hospital ;

(2) has met the conditions specified in subsection 

(a) (under present and previous ownership) for less- 

than two year s before such perio d; or

(3) derived  more than 75 per  centum  of its inpa ­

tient  care revenues on a capitation basis, disregarding 

revenues received under title X V II I of the Social Se­

curity  Act, from one or more heal th main tenance orga­
nizations (as defined in section 1301 (a) of the  Publi c 

Hea lth Service A c t) .
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OTHER DEF INITIO NS 

Sec . 122. Fo r purposes of this title—

Accounting Year

(a) The term “accounting ye ar’’ with respect to any 

period means—

(1)  in the case of a hospital parti cipa ting  in the 

program established by title X V II I of the Social Secu­

rity  Act, a period  of twelve consecutive full calen dar 

months including the same months  as the last full report­

ing period allowed for reimbursement  purposes unde r 

such ti tle;

(2)  in the case of a hospi tal not parti cipa ting  in 

the program established by title X V II I of the Social 

Security Act, a period of twelve consecutive full calen­

dar months including  the same months as the last full 

accounting period used by such othe r cost payer as the 

Secreta ry may des ignate; and

(3)  in the case of a hospita l which is not par tici ­

pating in the program established by title X V II I of the 

Social Security Act and for which the Secreta ry does 

not designate an accounting yea r under paragraph  (2 ),  

a calendar year.

Inp atient Hospita l Services

(b) The term “inpat ient  hospital services”  has the 

meaning given it by section 1861 (b ) of the Social Secu-
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rity  Act (including in addition the services otherw ise ex­

cluded by para graph (5)  the reof).

Inp atient Charges

(c) The term “ inpa tien t charges” means regu lar rates, 

applied to all inpa tient  hospital services, tha t meet  the 

requirements of section 405.4 52(d )( 4) of the Federal 

regulations applicable to title X V II I of the Social Security 

Act.

Admissions

(d) The term “admission” means the formal acceptance 

of an inpatien t by a hospital, excluding newborn children 

(unless reta ined after discharge of the moth er) and trans ­

fers within inpatien t units of the same institution.

Cost Payer

(e) The term “cost pay er” means—

(1)  a program established  by or unde r title V,

X V II I,  or XIX  of the Social Secur ity Act , and

(2) any  organ ization  which (A) meets the defi­

nition contained in section 1842(f)  (1)  of the Social 

Secur ity Act, and (B)  reimburses a hospital subject 

to this title  for inpatient hospital services on the basis 

of cost as defined for purposes  of such reimbursement. 

DETERM INATION OF INPA TIEN T REIM BURSEMENT 

Sec . 123. Fo r purposes of section 111, inpatient re­

imbursement under  the programs established by titles V,
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XVIII , and XIX of the Social Security Act shall he deter­

mined without regard to adjustments resulting from the 

application of section 40 5.4 60 (g), 40 5.45 5( d) , 405.415  

(f) , or 405 .415(d ) (3) of the Federal regulations appli­

cable to such title XV III.

EXEMPTION OF NONSUPEKVISOKY PERSONNEL WAGE

INCREASES FROM REVENUE LIMIT 

Sec . 124. (a) At  the request of any hospital which is 

subject to the provisions of this title and which provides 

the data necessary for the required calculation, the Sec­

retary shall modify the inpatient hospital revenue increase 

limit and the adjusted inpatient  hospital revenue increase 

limit otherwise established tor such hospital with respect 

to any accounting year under section 112 to allow such 

hospital to receive, without restriction, revenue equal to 

the average amount of any increase in regular  wages granted 

in such year to employees who do not meet the definition 

of “supervisor” as that term is used for purposes of the 

National Labor Relations Act and (if not employees of a 

State or political subdivision thereof) who are covered by 

such Act.

(b) Such modified limits for any accounting year shall 

be calculated by adding together—

(1) the average percentage increase in regular

wages granted to the employees referred to in sub-

24

25
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section (a) since the close of the preceding accounting 

year multiplied hy the percentage  of total inpatient cost 

(as determined for purposes of title X V II I of the 

Social Security Act) attributable to such wages in such 

preceding year ; and

(2) the inpatient hospital revenue increase limit 

or, as appropriate, the adjusted inpatient hospital revenue 

increase limit otherwise applicable to the hospital under 

this title multiplied by the percentage of revenues (as 

determined for purposes of title X V II I of the Social 

Security Act) attributable to all other expenses in the 

preceding accounting year.

(c) The modified inpatient hospital revenue increase 

limit and adjusted inpatient hospital revenue increase limit 

established under subsection (b) for any hospital with 

respect to any accounting year shall constitute such hospital’s 

inpatient hospital revenue increase limit or, as appropriate, 

the adjusted inpatient hospital revenue increase limit for such 

year under section 111 for all of the purposes of this title.

(d) This section shall apply to accounting years be­

ginning after March 31, 1979, only to the extent the Secre­

tary so determines.

DISCLOSURE OF FISCAL INFORMATION

Sec. 125. (a) (1) Every  hospital shall (A) submit 

semiannually to the health systems agency designated under



87

25

1 section 1515 of the Public Health  Service Act for the health

2 service area in which it is located, by March 1 and Septein-

3 her 1 of each year, its average semiprivate room rate and

4 the charges for the 10 other services which the health sys-

5 terns agency finds represent the services which are most

6 frequently used or most important for purposes of comparing

7 hospitals, and make available all cost reports submitted to

8 cost pavers, and (B) submit annually its overall plan and

9 budget described in section 1864 (z) of the Social Security

10 Act.
11 (2) Failure  by any hospital to comply with the require-

12 ment of paragraph (1) shall subject it to exclusion, at the

13 discretion of the Secretary, from participation in any or all

14 of the programs established by titles V, XVIII, and XIX

15 of the Social Security Act,

16 (h) Each health systems agency designated under sec-

17 tion 1515 of the Public Health Service Act shall publish

18 every April 1 and October 1, in readily understandable

19 language for public use, the information it receives under

20 this section, in a manner designed to facilitate comparisons

21 among the hospitals in its area.

22 IMPROPER CHANGES IN ADMISSION PRAC TICES

23 Sec. 126. Upon written complaint by any institution

24 meeting the conditions set forth in paragraphs  (1) and (7)

25 of section 1861 (e) of the Social Security Act that one or
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more hospitals  subjec t to this title in a heal th service area  

for which a heal th systems agency has been designa ted under 

section 1515 of the Public Health  Service Act  has changed 

its admission practices in a manner tha t would tend to reduce 

the propo rtion  of inpatients of such hospital or hospitals  for 

whom reimbursem ent at less than the inpa tien t charges  (as 

defined in section 122 (c) of this Act ) applicable to such 

inpatients is antic ipated, such health  systems agency shall 

invest igate the complaint and, upon a find ing by such agency 

that the complaint is jus tified, the Secreta ry may  impose the 

sanction set forth  in section 11 6(c)  (2)  of this Act. 

REVIEW OF CERTAIN DETERMINATIONS 

Sec. 127. Any determinations made on behalf of the 

Secre tary under this title with respect  to the application of 

its provisions to individua l hospital s (other  than determina­

tions made unde r section 115 or 126) shall be subject to the 

provisions of section 1878 of the Social Security Act in the 

same manner as determ inations with respect to the amount 

of reim bursement due a provider of services under title 

X V II I of such Act.

exc ise tax on excessive paym ents  for inpatie nt

HOS PITA L SERVICES

23 Sec. 128. (a)  Subti tle D of the Inter na l Revenue Code

24 of 1954 (rela ting  to miscellaneous excise taxes) is amended

25 by addin g at the end thereof  the following new' chapte r:
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1 “CHAPTER 45—TAX ON CERTAIN EXCESSIVE

2 PAYMENTS FOR INPATIENT HOSPITAL

3 SERVICES
“See. 4991. Imposition of tax.

, “SEC. 4991. IMPOSITION  OF TAX.

- “ (a) I n Gene ral .—There is hereby imposed, with

(. respect to the receipt by any hospital of payment  for in- 

Y patien t hospital services in excess of the applicable limits

8  established by title I of the Hospital Cost Containment Act

9  of 1977, and with respect to any payment  made by any

10 cost payer  as defined in section 122 (e)  (2) of such Act

11 for inpatien t hospital services on a cost basis in excess of

12 such limits, a tax equal to 150 percent  of the amount of

13 such excess. The tax imposed by this subsection shall be

14 paid by the hospital or cost payer.

15 “ (b) Exceptio n.—The tax imposed by subsection (a)

16 shall not apply with respect to any hospital so long as it is

17 determined by the Secretary of Health, Education, and

18 Welfare to be taking the corrective action described in scc-

19 tion 116 (d)  (2) of the Hospital Cost Containment Act of

20 1977.

21 “ (c) Def in itions .—Terms used in subsections (a)

22 and (b) have the meanings given them by title I of the

23 Hospital Cost Containment Act of 1977.

24 “ (d) Adm inis tra tion.—Under  and to the extent
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1 provided by regulat ions of the Secretary, the appropriate

2 provisions of subtitle  F  (rela ting  to procedure  and admin-

3 istration) shall be made applicable with  respect to the

4 tax imposed by subsection (a) of this section.” .

5 (b) The table of chapters for subtitle D of such Code

6 is amended by adding at the end thereof  the following new

7 ite m:

“Chapter 45. Tax  on certain excessive payments for in­
patient hospital services.”.

8 TI TL E I I —LIMITAT IO N ON HO SP ITAL  CA PITA L

9 EX PE NDIT URES

10 Sec. 201. (a)  Pa rt A of title  XV  of the Public

11 Health  Service Ac t is amended by adding at the end

12 thereof the following new section:

13 “lim ita tio n on hospital capital  expen dit ures,

14 CEILING FOR THE  SUP PLY  OF HOSPITA L BEDS, AND

15  STANDARD FOR OCCUPANCY OF HOS PITAL BEDS

16 “Sec. 1504.  (a)  (1) Before the beginning of the fiscal

17 yea r beginning October 1, 1977, and at least 60 days

18 before the beginn ing of each succeeding fiscal year,  the

19 Secre tary shall prom ulgate a sum as a hospi tal capital

20 expenditure  limit applicable to such fiscal yea r. The sum

21 promulgated as a limit  under the preceding  sentence for

22 any period shall be an amount which may  not exceed

23 $2,5 00,0 00,000 .

«
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1 “ (2) The Secretary shall apportion the sum promul-

2 gated under paragraph (1) for any fiscal year among the

3 various States on the basis of the population of the various

4 States; except that for any fiscal year beginning more than

5 18 months after the date of enactment of this section the

6 Secretory shall apportion the sum promulgated under para-

7 graph (1) for such fiscal year  among the various States,

8 taking into account the population of the various States; and

9 also taking into account, to the extent feasible, variations

10 among the States in the costs of construction, population

11 patterns and growth, the need for hospital facilities and

12 equipment and for modernization of existing hospital facili-

13 ties and equipment, and other factors important to the

14 equitable apportionment of such sum.

15 “ (b) (1) At the tune the Secretary promulgates under

16 subsection (a) a hospital capital expenditure limit the Secre- 

]7 tary shall also promulgate for the fiscal year to which such

18 limit is applicable—

19 “ (A) a national ceiling for the supply of hospital

20 beds within health service areas established under sec-

21 tion 1511 (hereinafter in this title referred to as the

22 ‘supply ceiling’) , and

23 (B) a national standard for the rate of occu-

24 pancy of hospital beds within such areas (hereinafter

25 in this tit le referred to as the ‘occupancy standard’) .
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“ (2 ) The supply  ceiling promulgated  for any fiscal year 

under  paragraph  (1)  (A) may not exceed the  ratio  of four 

hospital beds per  one thousand of population; but the Sec­

reta ry may  prom ulgate under  such paragraph  a different 

supply ceiling for hea lth service areas  which have  special 

characteristics  or which meet special requirements estab­

lished by the Secretary.

“ (3 ) The occupancy standard  prom ulgated und er par a­

grap h (1)  (B)  for any  fiscal yea r may not be less than  80 

percent ; but  the Secreta ry may establish  a different occu­

pancy standard  for hea lth service areas  which  have  special 

charac teristic s or which meet special requi rements estab­

lished by the Sec retary .” .

(b) (1)  Pa rt C of title XV  of the Public Health  Serv­

ice Act is amended by adding at the end thereof  the follow­

ing new sec tion :

“ CER TIFICA TE of NEED PROGRAM

“Sec . 1527. (a)  The certificate  of need program re­

quited by section 15 23 (a ) (4)  (B)  shall provide for the 

follow ing:

“ (1) Beview and determ ination of need under such 

prog ram of institutional hea lth services, hea lth care 

facilities, and hea lth maintenance organizations shall be 

made before the time such services, facilities, and orga­

nizations  are offered or developed or substantial  expendi-

4
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tures are undertaken in preparation for such offering or 

development.

“ (2) The program shall be administered in such a 

manner that  only those services, facilities, and organiza­

tions found to he needed shall he offered or developed in 

the State in which the program applies.

“ (3) In issuing a certificate of need for any such 

service, facility, or organization, the State shall specify 

in the certificate the maximum amount of capital ex­

penditures which may be made for such service, facility, 

or organization under such certificate.

“ (4) The aggregate of the maximum amounts of 

capital expenditures authorized in a fiscal year in ac­

cordance with paragraph (3) for hospitals may not ex­

ceed the portion of the sum promulgated under section 

150 4(a ) (1) and apportioned to the State under sec­

tion 150 4(a ) (2) for such fiscal year, as adjusted in 

accordance with this paragraph. For any fiscal year the 

sum apportioned to a State under section 1504(a) (2) 
shall (A ) if the aggregate of the maximum amounts of 

capital expenditures authorized by the State in the pre­

ceding fiscal year  in accordance with paragraph (3) for 

hospitals was less than the portion of such sum so ap­

portioned to the State for such fiscal year, the difference 

between such authorized maximum amounts and the sum

95-756 0  - 77 - 7

25
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1 so apport ioned shall be added to the sum so apportioned

2 to the State for the fiscal year following such fiscal year,

3 and (B)  if in the fiscal yea r there  was a closure of a

4 hospital (or  pa rt thereof) through which institu tional

5 heal th services found under section 1523 ( a) (6)  to be *

6 inappro pria te were provided , then the amount by which

7 the historical cost (as defined for purposes of title X V II I

8 of the Social Secur ity Act) of such hospi tal or par t ex-

9 ceeds the total amount of depreciation  of such hospital

10 or part claimed for purposes of establ ishing the reason-

11 able costs of services provided by the hospita l for pur-

12 poses of receiv ing reimbursem ent under title X V II I of

13 the Social Security Act  shall be added to the port ion of

14 such sum so apportioned to the Sta te for such fiscal year .

15 “ (h) (1) Und er such a certificate  of need program a

16 certificate of need may not, except as provided in paragraph

17 (2 ),  be granted for an institu tional heal th service or heal th

18 care facility with in a heal th service area established  under

19 section 1511 if the development of such service or facility *

20 under such certificate would result  in a number of hospita l

21 beds within such area which is in excess of the applicable >

22 supply ceiling promulgated under  section 15 04 (b) (1)  (A ).

23 “ (2)  If in a heal th service area  the number of hospita l

24 beds is in excess of the supply ceiling applicable to a fiscal

25 year, then a certificate of need may he gran ted for such a



95

1 service or facility the development of which would result

2 in a number of new hospital beds which is not more than

3 one-half of the number of hospita l beds removed perm anen tly

4 from service in such area in such fiscal year . I he amount

* 5 by which the number of new hospi tal beds with respect to 

6 which certificates of need may he issued in a fiscal yea r

“ 7 under  the preceding sentence is less than the number ot new

8 hospital  beds with  respect  to which certificates of need were

9 issued in such fiscal year may he added to the number of new

10 hospital beds with respect to which certificates of need may

11 he issued in the succeeding fiscal yea r.

12 “ (c) (1)  Un der  such a certificate of need program a

13 certificate of need may not, excep t as provided in paragra ph

14 (2 ),  he gran ted for an institut ional health service or health

15 care facility within a health service area if the development

16 of such service or facility could reasonably he expected to

17 produce a number of hospital  beds which would result in a

18 hospita l bed occupancy rate within suc h area which is less

19 than the applicable occupancy standard  promulgated under

20 section 1504 (b) (1) (B ).

* 21 “ (- ) H 111 a n y ye a r  hospital bed occupancy

22 rate within  a heal th service area is less than the occupancy

23 standard applicable for such fiscal year , then a certificate

24 of need may he gran ted for a service or facility the develop-

25 ment of which would result in a number of new’ hospital
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beds which is not  more than one-half of the number of hos­

pital beds removed perm anently  from service in such area  

in such fiscal year. The amount by which the number of 

new hospital beds with respect to which certificates of need 

may be issued in a fiscal year under the preced ing sentence 

is less than the number of new hospita l beds with  respect to 

which certificates of need were issued in such fiscal yea r 

may be added to the number of new hospita l beds with  re­

spect to which certificates of need may be issued in the 

succeeding fiscal year.

“ (d) In  granting certificates of need under  such a pro­

gram  a State  shall take into account prioritie s recommended 

by health  systems agencies within  the State under  section 

1513(h ). ” .

(2)  The second sentence of section 15 23 (a) (4)  of the 

Public Heal th Service Ac t is repealed.

(c) Section 1531 of the Public Hea lth Service Act is 

amended (1) by strik ing out “For purposes of this title” 

and insert ing in lieu thereof “Except as otherw ise pro­

vided for purposes of this title”, and (2)  by adding after  

paragrap h (5)  the following new paragraph s:

“ (6)  For purposes of sections 1504 and 1527,  the 

term ‘hospi tal’, with respect to any account ing year, means 

an institution (includ ing a distinc t part of an institu tion

>



97

35

1 participating in the program established under title XA II I

2 of the Social Security Act) which—

3 “ (A)  satisfies paragraphs (1) and (7) of section

4 18G1 (e)  of the Social Security Act, and

5 “ (B) has an average duration of stay of 30 days

6 or less in the preceding accounting year,

7 except that for any fiscal year such term does not include

8 a Federal hospital or an institution which during such fiscal

9 year  derived more than 75 per centum of its inpatient  care

10 revenues on a capitation basis, disregarding revenues received

11 under title X V II I of the Social Security Act, from one or

12 more health maintenance organizations (as defined in sec-

13 lion 1301 (a) ).

14 “ (7) For  the purposes of sections 1504 and 1527,

15 the term ‘capital expenditure’ means an expenditure which,

10 under generally accepted accounting principles, is not prop-

17 erly chargeable as an expense of operation and maintenance

18 and which (A) exceeds $100,000, (B) changes the bed

19 capacity of the facility with respect to which such expendi-

20 ture is made, or (C) substantially changes the services of

21 the facility with respect to which such expenditure is made,

22 except that such term includes expenditures for obtaining a

23 facility or part thereof, or equipment for a facility or part,

24 under a lease or comparable arrangement but does not in-



98

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

36

elude the acquisition of an existing hospital  facility if such 

acquisition does not make a change in the services or bed 

capacity of such hospital facility. For purposes of clause (A)  

of the preced ing sentence , the cost of the studies, surveys, 

designs, plans, working drawings, specifications, and other 

activities essential to the acquisition, improvement, expan­

sion, o r replacement of the plant and equipm ent with respect 

to which such expenditu re is made shall be included in 

determ ining  whe ther  such expenditure exceeds $10 0,000.  If 

a pei'son makes an acquisition of equipment for a hospital 

and donates it to the hospital , the expe nditu re for such 

acquisition shall be considered  a hospital capita l expenditure  

for purposes of sections 1504 and 1527.” .

(d) Section 15 32 (b) (2)  of the Public Health  Service 

Act is amended (1)  by strik ing out “n inety  day s” and in­

serting in lieu thereof  “one ye ar”, and (2)  by adding before 

the period “or  longe r than such shor ter period from such 

date as the Secre tary  m ay p rescr ibe” .

Sec. 202 . (a) (1)  Section 1122 of the Social Securi ty 

Act is amended by adding at the end thereof  the following 

new subsection:

“ (j)  (1)  Exc ept  as provided in par agraph  (2 ),  in de­

termining the Federal  paym ents to be made unde r titles V, 

X V II I,  and XIX  with  respect to services furnished in a 

health care facility located  in a State—
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1 “ (A)  which has not entered into an agreement

2 with the Secretary under this section, or

3 “ (B) which does not have a certificate of need pro-

4 gram approved under title XV of the Public Health

5 Service Act,

G the Secretary shall not include an amount equal to ten times

7 any amount which is attributable to depreciation, interest

8 on borrowed funds, and return on equity capital (in the case

9 of proprietary facilities) or other expenses related to capital

10 expenditures after September 30, 1977, tor such health care

11 facility unless the Secretary has approved, in accordance

12 with procedures and criteria established by  the Secretary,

13 such expenditures after taking into account any reconnnen-

14 dation made by a State agency designated under section

15 1521 of the Public Health Service Act. With respect to any

16 organization which is reimbursed on a per capita or a fixed

17 fee or negotiated rate basis, in determining the Federal pay-

18 meats to he made under titles V, X V II I,  and XIX, the Sec-

19 rotary shall exclude an amount which in his judgment is a

20 reasonable equivalent to the amount which would otherwise

21 he excluded under this subsection if payment were to he

22 made on other than a per capita or a fixed fee or negotiated

23 rate basis.

24 “ (2) Paragraph (1) shall not apply with respect to

25 determination of Federal payments to he made under title V,
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1 X V II I,  or X IX  with respect to services furnished in a

2 heal th care facility located in a State which has a certificate

3 of need program,  approved by the Secreta ry for purposes

4 of this section, which applies to capita l expenditures for

5 hospitals  and with  respect to which such capita l expendi-

6 tures meet the requirements  of section 1527 of the Public

7 Health  Service Ac t.” .

8 (2)  Subsection (e) of such section 1122 is amended

9 by striking out “subsection (d) ” and insert ing in lieu thereof

10 “subsection (d) or ( j ) ” .

11 (3)  Subsection (b) of such section 1122 is amended

12 by insert ing before the period at  the end thereof the follow-

13 ing:  “or  does not meet  any applicable requ irement of sub-

14 section (a) (4 ),  (b ),  or (c) of section 1527 of the Public

15 Health  Service Ac t” .

16 (4)  Subsection (d) (1)  of such section 1122 is amended

17 by strik ing out “any amo unt” in the ma tte r following sub-

18 paragra ph (B)  of the first sentence of such section and in-

19 sertin g in lieu thereof  “an  amoun t.eq ual  to ten times any

20 amo unt” .

21 (b)  The amendments made by subsection (a) shall

22 apply with respec t to capital expenditures made after  Sep-

23 tember 30, 1977.

24 Sec . 203.  (a)  Section 103 of the Int ern al Revenue

25 Code of 1954 (rela ting to exclusion from gross income of
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interest oil certain governmental obligations) is amended by 

redesignating subsection (f) as subsection (g ) , and by in­

serting after subsection (e) the following new subsection:

“ (f) Obligations  Support ing  I ncreases in Acute  

Care Hospital  Beds.—Any obligation issued by a State 

or territory  for an institutional health service, health care 

facility, or health maintenance organization—

“ (1) the development of which would result in a 

number of hospital beds within a health service area 

which number is in excess of the applicable supply ceil­

ing for such area promulgated under section 1504(b) 

(1) (A)  of the Public Health Service Act, or

“ (2) for which a certificate of need has not been 

issued under a certificate of need program approved 

under title XV of the Public Health  Service Act, 

shall be treated as an obligation not described in subsection 

(a) (1 ). ” .

(b) The amendments made by subsection (a) shall 

apply with respect to taxable years beginning after the date 

of the enactment of this Act.
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O FFIC E OF M A N A G E M E N T  AND D IJ D G tT  

W A S H IN G T O N . D  C . 20503

'JUN 2 1977 I

Honorable Harley 0. Staggers 
Chairman, Committee on Interstate 

and Foreign Commerce
House of Representatives 
Washington, D. C. 20515

Dear Mr. Chairman:

This is in response to your request of May 6, 1977 
for the views of this Office on H.R. 6575, a bill 
entitled the "Hospital Cost Containment Act of 1977."
H.R. 6575 is identical to legislation submitted by the 
President to the Congress on April 25, 1977. The bill 
is a major Administration initiative to hold down the 
growth of the most significant component of health cost 
increases— rising hospital expenditures. It is designed 
to limit increases in the reimbursements which hospitals 
receive from all sources: Medicare, Medicaid, Blue 
Cross, commercial insurers, and individuals. Based on 
current trends, the limit for fiscal year 1978 will be 
approximately nine percent.

In his message to Congress on April 25, 1977, the 
President urged enactment of the proposed Hospital Cost 
Containment Act of 1977 as an important step in bringing 
soaring medical costs under control. For the reasons 
stated by the President, we recommend that the Committee 
give favorable consideration to the bill. Enactment of 
H.R. 6575 would be in accord with the program of the 
President.

Sincerely,
(Signed) Jamas U. Frey'

James M. Frey 
Assistant Director for 
Legislative Reference
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Mr. Rogers. Today the subcommittee will receive testimony from 
several organiza tions which have timely  and knowledgeable per­
spectives. Because we have severely limited time for the  hearings, 
the number of witnesses invited has been restric ted. I hope that 
othe r persons and organizations will submit wri tten  testimony so 
that  the subcommittee may benefit  from the ir knowledge and 
expertise.

Our first witnesses this  morning are Dr. Karen  Davis, who is 
Deputy Assis tant Secretary  for Hea lth Plan ning  and Evalua tion, 
and Mr. Gra nt Spaeth,  Deputy Assis tant Secre tary for Legislation 
(Health), Department of H ealth , Education , and Welfare. I believe 
Dr. Ronald M. Klar and Mr. Robert P. O’Connor are  here  also.

We welcome you to the  committee and are pleased to have your 
testimony.

* STATEMENT OF KAREN DAV IS, PH.D., DEPUTY ASSISTANT SEC RE­
TARY FOR HEALTH PLAN NING & EVALUATION, DEPARTMENT
OF HEALTH, EDUCATION, AND WEL FARE, ACCOM PANIED BY
GRANT SPAETH, DEPUTY  ASSIS TANT SECRETARY FOR LEG IS­
LATION (HEALTH);  ROBERT P. O’CONNOR, ACTING ASSISTAN T
ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION;
AND RONALD M. KLAR, M.D., ACTING DIRECTOR, OFFICE OF
POLICY DEV ELOPME NT AND PLANNING, OFFICE OF THE ASSIS ­
TANT SECRETARY FOR  HEALTH

Dr. Davis. I would like to have my stat ement  entered into the  
record.

Mr. Rogers. Without objection, it will be made a part of the 
record [see p. 107].

Dr. Davis. We part icularly appreciate  the  leadership role you 
have played in the  development and continued refinement of H.R. 
6575 the  Hospita l Cost Containment Act of 1977. Your staff has 
been par ticu larly  helpful  to us in going over H.R. 8121 very care­
fully and pointing out area s where the re was need for substan tial  
changes and improvement. We feel the  result will be a stronger, 
more effective cost containm ent bill.

It is a pleasure to appear before you today to offer the Depart­
ment’s comments on H.R. 8121, which includes several additions to 

M the  Hospital Cost Containment Act of 1977.
We all share your deep concern that  a workable, equitable way of 

dealing with rapidly inflating hospita l costs depends on modifica­
tions of th e reimbursement system to encourage hospitals to oper- 

t  ate  more efficiently, to ha lt the  duplication of costly technology and
facilities, and to subs titu te less costly ambulatory care for inpa tien t 
care. Fur ther, we all recognize the  importa nt role of hea lth  plan ­
ning in reducing the  pressures for ever-increasing numbers of 
facilities and services while existing  facilities  and services rema in 
underut ilized.

Mr. Chairman, w hat we are  discussing here today are  additions  to 
an emergency cost conta inment program which must be establ ished 
to buy time while more perm anent solutions  are  developed and 
implemented.
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As we developed H.R. 6575 we examined a large number of 
proposals that  ultim ately were not included. Many of these repre­
sented  good ideas, but  could not be implemented quickly or w ithout 
a major administ rative burden. They would require more time to 
refine, and would destroy the  simplicity that  is an absolute neces­
sity in such an emergency program. However, in a cooperative 
spiri t, I would like to comment on the  specific new provisions of 
H.R. 8121.

H.R. 8121 provides that  a hospital may apply for an incentive 
paym ent if during an account ing year  covered by the  program its 
increase in cost per inpatie nt admission is less tha n the  inpa tien t 
hospi tal revenue  increase limit. These incentive payments are  in- *
tended to be used to reduce deficits in the  hospita l’s outpati ent 
depa rtme nt. However, I am not convinced that  this  provision will 
achieve your objective. While I agree t ha t it might be a good idea to 
allow cost reimburse rs to offer an incentive payment to hospita ls 
th at  do not spend the ir full allowance—since normally only actual 
costs are  reimbursed—H.R. 8121 also extends th at  provision to 
charge payers. In effect, if a hospita l keeps its cost increases below 
its charge increases, it gets a double profit. First , it is allowed to 
keep all the  surplus charges  it has generated. Second, H.R. 8121 
provides an additional profit of up to one-third of the first surplus.
Thus, if this were to be done, it would be preferable  to rest rict  the 
incent ive to cost payers.

There are  also a number of adminis trative issues which would 
have to be addressed. For example, the term  “cost” pe r admission as 
applied to charge payers  would have to be defined carefully enough 
so th at  a new reporting  system is not requi red for this  incentive 
program. Fur ther, a new mechanism would be required to assure  
that  hospitals continue to att em pt to collect outpat ien t receivables, 
ra ther  tha n calling them all bad debts. A defini tion would be 
required to determine  when accounts receivable in the  outpati ent 
departm ents  become opera ting deficits or bad debts. There  would 
also be administ rative complications created by the  requ irement 
th at  hospitals that  have received funds under the  Hill-Burton 
program must provide some free care. This free care  would have to 
be deducted from the  outpat ien t deficits to which the  incentive 
payments could apply.

Mr. Chairman, I believe that  the provisions of H.R. 6575 are  *
already adequate to deal with the  need for posit ive incentives, even 
in this  transitiona l program. First , by limit ing increases in tota l 
revenues,  hospitals  are  encouraged to reduce pat ien t loads in order  
to maximize the increase in revenues available for the  remaining r
patients. Second, by limit ing the  cons train ts only to revenues from 
inpatie nt services we encourage hospita ls to shift  p atients to outpa ­
tient settings. Third, hospitals that  eliminate  unneeded services 
may keep the  allowable revenues in the  base—any savings may be 
redirected into improvements in other pati ents  services. Finally, a 
hospital is allowed to carry forward any unused portions of its 
allowance—the first  major departu re from the  spend more, get 
more atmosphere fostered by retrospective cost reimbursement.

The purchase of major medical equipment by physicians  and 
other non-hospital providers  not now subject to Certificate of Need
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(CON) is an increasing problem. The e stablishm ent of a l imit on the 
value of new CON’s awarded to hospita ls will likely exacerbate the 
situat ion. This problem will clearly need to be addressed in th e nea r 
future.

Unfo rtuna tely, we do not believe this  legislation is the  best 
vehicle for such consideration since a  number of complex issues are 
involved. We would prefe r to postpone such analysis unti l amend­
ments  to the  planning  act are  taken up in the  coming months. 
These issues include: defini tion of medical equipment, the value  of 
equipment to be reviewed, and sanctions.

The final point is especially difficult. A State CON program can 
deal effectively with t he  problem of unapproved equipment throu gh 
its licensure  auth ority . The time necessary for every State to enact 
and implement such a law would likely, however, be extensive. On 
the  other hand, applying  reimbursement penalties to ambulatory 
services under the  section 1122 program would leave Medicare 
beneficiaries unpro tected since physicians can bill them directly 
regardless of p rogram  reimbursement . Therefore, your proposal to 
apply sanctions to man ufactur ers who sell equipmen t to providers 
who do not have a CON is interest ing a nd worthy  of consideration.

It is clear t ha t the re are  many excess hospital beds in the  Nation  
today. The overall national ratio  of 4.5 beds per thousand popula­
tion is much too high. Correspondingly, the  75 percent average 
occupancy rat e is too low. As H.R. 6575 suggests, 4.0 beds per 
thousand and an 80 percent occupancy level would be a reasonable 
goal for the  system to att ain  in the  nea r future. Even fewer beds 
and higher occupancy rate s can be achieved later on.

In addition to too m any beds, it is clear th at  too many hospitals 
offer and mainta in cert ain specialty services. Obstetrics, pediatrics, 
open-heart surgery , and coronary care uni ts are  examples  of ser­
vices which are  in excess supply. In many communities consolida­
tion of the services into fewer, larger uni ts would not only resu lt in 
more efficient provision of services but  would improve qual ity as 
well.

While H.R. 6575 would stop new investment in excess beds or 
duplica tive equipm ent, in the  futu re it may be necessary to take  
other measu res to close or consolidate units. The carrot-and-stick 
approach proposed in your b ill—grants for hospitals , national  guide­
lines followed by sanctions , and reduced reimbursement for hospi­
tals  in areas of excess supply—is one possible avenue for achieving 
this  change. Other approaches also mer it exploration.

We part icularly  support your position th at  national  guidelines 
are  necessary  to help States and HSA’s identify  excess hospital 
capacity.  In H.R. 6575, Stat es are  prohibited  from approving 
projects which add to the  bed supply in area s with more than  4.0 
beds per thousand  population or less tha n 80 percent occupancy 
rate.  The Dep artm ent is also planning to issue fur the r guidelines 
unde r section 1501 of th e Public Hea lth Service Act in September. 
We expect th at  these  guidelines will assist  States and HSA’s to 
identify services which are  in excess supply.

At this time, however, we would point  out that  the  actual  oper­
ation of a program of this sort  would be very complex. In o rder  to be 
fair  to the various hospi tals and communities  involved and to



106

prevent fraud, a variety  of specific legislative provisions and admin­
istra tive activities would need to be enacted  and institu ted.

We do not believe that  such detailed provisions can be put into 
place in the context  of the  transitional legislation which is being 
considered by the committee  at this time. We believe tha t it would 
be more appropriate for these sorts of programs to be developed and  
included as par t of futu re legislation, such as the  amendments  to 
the  planning act or national health insurance, which will be consid­
ered by the committee  in the coming months.

We es timate  our bill would save $607 million. We urgently need 
these savings in order  to expand initiat ives in the  ambulatory  and 
preventive care area.

Thank you very much, Mr. Chairman.
[Testimony resumes on p. 116.]
[Dr. Davis’ prepared sta tem ent  follows:]
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STATEMENT OF KAREN DAVIS, P h .D .,  DEPUTY ASSISTANT SECRETARY '
FOR PIANNING AND EVALUATION, DEPARTMENT OF HEALTH, EDUC- 
CATION, AND WELFARE

T hank  you  M r. C h a ir m a n . I t  i s  a  p l e a s u r e  t o  a p p e a r  b e f o r e  

y ou  to d a y  t o  o f f e r  t h e  D e p a r tm e n t 's  com m en ts  on  H .R . 8 1 2 1 , 

w h ic h  i n c l u d e s  s e v e r a l  a d d i t i o n s  t o  t h e  H o s p i t a l  C o s t  C o n ta in ­

m en t A ct o f  1 9 7 7 . I  r e c a l l  t h a t  i n  i n t r o d u c i n g  H .R . 65 75 yo u 

s t a t e d  y o u r  h o p e  t h a t  t h e  p r o p o s a l  w o u ld  f o c u s  a n d  i n t e n s i f y  t h e  

d i a l o g u e  on  t h e  p ro b le m s  o f  i n c r e a s i n g  h e a l t h  c o s t s ,  p a r t i c u l a r l y  

i n  t h e  a r e a  o f  h o s p i t a l  c a r e .  We a l l  s h a r e  y o u r  d e e p  c o n c e r n  

t h a t  a w o r k a b le ,  e q u i t a b l e  wa y o f  d e a l i n g  w i th  r a p i d l y  i n f l a t i n g  

h o s p i t a l  c o s t s  d e p e n d s  o n  m o d i f i c a t i o n s  o f  t h e  r e im b u rs e m e n t 

s y s te m  t o  e n c o u r a g e  h o s p i t a l s  t o  o p e r a t e  m ore  e f f i c i e n t l y ,  t o  

h a l t  t h e  d u p l i c a t i o n  o f  c o s t l y  t e c h n o lo g y  an d  f a c i l i t i e s ,  and  

t o  s u b s t i t u t e  l e s s - c o s t l y  a n ib u la to r y  c a r e  f o r  i n p a t i e n t  c a r e .  

F u r t h e r ,  we a l l  r e c o g n i z e  t h e  im p o r t a n t  r o l e  o f  h e a l t h  p la n n in g  

t o  r e d u c e  t h e  p r e s s u r e s  f o r  e v e r - i n c r e a s i n g  n u m b ers  o f  f a c i l i t i e s  

a n d  s e r v i c e s  t h a t  r e m a in  u n d e r u t i l i z e d .

H .R . 65 75 i n c l u d e s  a num ber o f  p r o v i s i o n s  d e s ig n e d  a s  a f i r s t ,  

t r a n s i t i o n a l  s t e p  to w a rd  th e s e  many n e e d e d  m o d i f i c a t i o n s  o f  t h e  

r e im b u rs e m e n t  s y s te m . We hav e s t a t e d  o u r  i n t e n t i o n ,  an d  h a v e  

a l r e a d y  b e g u n , t o  d i s c u s s  w i th  a l a r g e  num ber  o f  i n d i v i d u a l s  

an d  g ro u p s  t h e i r  i d e a s  f o r  l o n g e r  te r m ,  m ore  p e rm a n e n t r e f o r m s .

I  s h o u ld  a l s o  p o i n t  o u t ,  M r. C h a ir m a n , t h a t  in  t h e  S e c r e t a r y ' s  

t e s t im o n y  b e f o r e  y o u r  s u b c o m m it te e  i n  May he  e n c o u r a q e d  c a r e f u l  

a n a l y s i s  o f  o u r  p r o p o s a l  by  a l l  i n t e r e s t e d  p a r t i e s  t o  s e e  i f  an y  

f u r t h e r  s h o r t - t e r m  s t e p s  c o u ld  b e  i n c lu d e d  w i th o u t  s a c r i f i c i n g
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the basic goals of our program. Therefore, I want to applaud
your continued leadership role in proposing the additions to
our bill embodied in H.R. 8121.

Mr. Chairman, what we are discussing here today are additions
to an emergency cost containment program which must be established
to buy time while more permanent solutions are developed and
implemented. As we developed H.R. 6575 we examined a large
number of proposals that ultimately were not included. Many
of these represented good ideas, but which could not be implemented •
quickly or without a major administrative burden. They would 
require more time to refine, and would destroy the simplicity 
that is an absolute necessity in such an emergency program.
However, in a cooperative spirit, I would like to comment on 
the specific new provisions ol H.R. 8121.

Incentives for Good Performance by Hospitals in Containing
Cost Increases

H.R. 8121 provides that a hospital may apply for an incentive
payment if, during an accounting year covered by the program
its increase in cost per inpatient admission is less than the
inpatient hospital revenue increase limit. These incentive
payments are intended to be used to reduce deficits in the
hospital's outpatient department. I support your desire to
find positive incentives to encourage good performance by hospitals.
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However, I am not convinced that this provision will achieve 
your objective. While I agree that it might be a good idea 
to allow cost reimbursers to offer an incentive payment to 
hospitals that do not spend their full allowance (since normally 
only actual costa are reimbursed), H.R. 8121 also extends that 
provision to charge payers as well. In effect, if a hospital 

keeps it cost increases below its charge increases it gets a 
double profit. First, it is allowed to keep all the surplus 
charges it has generated. Second, H.R. 8121 provides an 
additional profit of up to one-third of the first surplus.

Thus if this were to be done, it would be preferable to 
restrict the "incentive" to cost payers only.

There are also a number of administrative issues which would have
to be addressed. For example, the term "cost" per admission

b«as applied to charge payers would have to^defined carefully 
enough so that a new reporting system is not required for 
this incentive program. Further, a new mechanism would be 
required to assure that hospitals continue to attempt to collect 
outpatient receivables, rather than calling them all bad debts.
A definition would be required to determine when accounts 
receivable in the outpatient departments become operating 

deficits or bad debts. There would also be administrative 
complications created by the requirement that hospitals that 
have received funds under the Hill-Burton program must provide

95-756 0  - 77 - 8
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some free care. This free care would have to deducted
from the outpatient deficits to which the incentive payments 
could apply.

Mr. Chairman, I believe that provisions of H.R. 6575 are
already adequate to deal with the need for positive incentives, 
even in this transitional program. First, by limiting increases 
in total revenues, hospitals are encouraged to reduce patient 
loads in order to maximize the increase in revenues available 
for remaining patients. Second, by limiting constraints to 
revenues from inpatient services we encourage hospitals to 
shift patients to outpatient settings. Third, hospitals that 
eliminate unneeded services may keep the allowable revenues 
in the base —  any savings may be redirected into improvements 
in other patients services. Finally, a hospital is allowed to 
carry forward any unused portions of its allowance— the first 
major departure from the spend more, get more atmosphere fostered 
by retrospective cost reimbursement.

Extension of capital expenditure review to ambulatory settings.
The purchase of major medical equipment by physicians and other 
non-hospital providers not now subject to Certificate of Need (CON) 
is an increasing problem. The establishment of a limit on the 
value of new CONs awarded to hospitals will likely exacerbate 
the situation. This problem will clearly need to be addressed
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in the near future.

Unfortunately, we do not believe this legislation is the best 
vehicle for such consideration since a number of complex issues 
are involved. We would prefer to postpone such analysis until 
amendments to the planning act are taken up in the coming 
months. These issues include:

o Definition of medical equipment 
o The value of equipment to be reviewed 
o Sanctions

The final aoint is especially difficult. A state CON program 
can deal effectively with the problem of unapproved equipment 
through its licensure authority. The time necessary for every 
state to enact and implement such a law would likely, however, 
be extensile. On the other hand, applying reimbursement 
penalties to ambulatory services under the Section 1122 program 
would leave Medicare beneficiaries unprotected since physicians 
can bill them directly regardless of program reimbursement. 
Therefore, your proposal to apply sanctions to manufacturers 
who sell equipment to providers who do not have a CON is 
interesting and worthy of consideration.
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Program to Encourage the Closure of Unneeded Hospital
Beds and Services

It is clear that there are many excess hospital beds in the 
nation today. The overall national ratio of 4.5 beds per 
thousand population is much too high. Correspondingly, the 
75% average occupancy rate is too low. As H.R. 6575 suggests,
4.0 beds per thousand and an 80% occupancy level would be a 
reasonable goal for the system to attain in the near future.
Even fewer beds and higher occupancy rates can be achieved 
later on.

In addition to too many beds, it is clear that too many
hospitals offer and maintain certain specialty services.
Obstetrics, pediatrics, open-heart surgery, and coronary care 
units are examples of services which are in excess supply.
In many communities consolidation of the services into fewer, 
larger units would not only result in more efficient provision 
of services but would improve quality as well.

While H.R. 6575 would stop new investment in excess beds or 
duplicative equipment it may be necessary to take other measures 
in the future to close or consolidate units. The carrot-and- 
stick approach proposed in your bill —  grants for hospitals, 
national guidelines followed by sanctions, and reduced reimburse­
ment for hospitals in areas of excess supply —  is one possible
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avenue for achieving this change. Other approaches also 
merit exploration.

We particularly support your position that national guidelines 
are necessary to help states and HSAs identify excess hospital 
capacity. In H.R. 6575, states are prohibited from approving 
projects which add to the bed supply in areas with more than 
4.0 beds per thousand population or less than 80% occupancy 
rate. The Department is also planning to issue further guide­
lines under Section 1501 of the Public Health Service Act in 
September. We expect that these guidelines will assist states 
and HSAs to identify services which are in excess supply.

Financial payments to close individual hospitals also could 
further desired objectives. Hospitals which are closed 
completely could benefit from assistance in paying off residue 
liabilities, to provide severance pay, retraining or placement 
services for their employees. Hospitals might also be induced 
to close unnecessary units with some supplemental support 
to convert useful space to other purposes.

At this time, however, we would point out that the actual operation 
of a program of this sort would be very complex. In order to 
be fair to the various hospitals and communities involved and 
to prevent fraud, a variety of specific legislative provisions and 
administrative activities would need to be enacted and instituted.



We do not believe that such detailed provisions can be put 
into place in the context of the transitional legislation 
which is being considered by the Committee at this time. We 
believe that it would be more appropriate for these sorts of 
programs to be developed and included as part of legislation, 
such as the amendments to the planning act or national health 
insurance, which will be considered by the Committee in the 
coming months.

Community Reimbursement Penalty

H.R. 8121 provided that if the hospitals in any HSA area are 
not in compliance with the Federal guidelines on capacity by 
the end of the four year program established by the Act, each 
hospital in the area would be subject to a five percent reduction 
in reimbursements from programs under Titles XVIII, XIX and V 
of the Social Security Act. I believe that States and local 
communities must feel a sense of urgency to meet Federal guide­
lines, but I am not sure that this provision would be the best 
way to achieve the desired end. I agree that some real sanctions 
ought to be developed, but I am not sure reduction of reimburse­
ments to all hospitals in an area under Federal programs would 
be completely fair. Further, the criteria under which the 
Secretary may grant an extension of the time allowed for 
compliance as they are now written are so loose as to make it 
almost impossible for the Secretary to deny any such requests.
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I believe we should examine this program further in the 
coming months in the context of the amendments of P.L. 93-641.

In summary, let me reiterate that I believe that the Hospital 
Cost Containment Act of 1977, H.R. 6575, is the best alternative, 
under present circumstances, to the continued escalation of 
unnecessary hospital costs. Your proposals, Mr. Chairman, as 
presented in H.R. 8121 represent positive steps that have much 
long-run potential. However, as I have illustrated throughout 
my testimony, such proposals often raise more questions than 
they resolve. In some circumstances, and I believe this is 
one, we simply do not have the time to refine proposals to 
ensure that they have the desired effect and preserve adminis­
trative simplicity.

The Department is committed to working with you and your 
staff in any way possible to refine your proposals and clarify 
all the administrative issues that have been raised and to improve 
the workability of the Hospital Cost Containment Act. We support 
the efforts you have made thus far and hope that we may be of 
assistance to you as the legislative process continues. However, 
hospital costs continue to increase at a rate of $20 million 
each day. Therefore, I must urge that the Congress quickly 
pass H.R. 6575, the Hospital Cost Containment Act of 1977 as 
originally proposed, as the first and desperately needed step 
in devising a permanent solution to the critical national problem 
of controlling rising health costs.
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Mr. Rogers. Thank you very much, Miss Davis.
Dr. Carter.
Mr. Carter. Thank you, sir.
Do you really think that your present legislation is adequate and will be effective in cost co ntainment without damage to hospitals in rur al areas?
Dr. Davis. Dr. Carter, I know you are  very familiar  with rural areas . In visitng your State and othe r States in the  South, I found the  most pressing need is for bet ter  ambu latory  care. We feel that  this  program is an  effective program, will limit the  rate of hospita l cost inflation and will dive rt some very much needed resources so we can afford prim ary care  initia tives  in rur al areas .
Mr. Carter. As a physician, suppose you had a very ill patien t; would you want him in th e hospital or would you wan t to tre at him as an ambulatory  pat ien t and risk the liability of  sudden death and suit  for malpractice?
Dr. Davis. Dr. Carter,  the re is no question that  a very ill pat ient should be admit ted to a hospital.  What we have identified throu gh various  studies, up to 10 to 15 percent of all patients who are cur ren tly trea ted in hospita ls could well be treated outside of t he hospi tal  set ting if adequ ate  am bulatory  care fac ilit ies  were  available .
Mr. Carter. If adequa te am bu lat ory car e fac ilit ies  were available?
Dr. Davis. Ambulatory care.
Mr. Carter. Lack of ambu latory care is a problem. Providing more of it is devoutly to be wished. How extensive is th e problem of outpat ient departm ent deficits?
Dr. Davis. I would like to call on Bob O’Connor with  the  Health Care Financ ing Administration  to address that  problem.
Mr. O’Connor. I think the  outpat ient deficit problem is very serious.
Mr. Carter. Sir?
Mr. O’Connor. The outpat ien t deficits are  a serious problem.Mr. Carter. You do not know how extensive they  are; you ju st know they are a serious problem?
Mr. O’Connor. We could provide  t ha t inform ation for the record.Mr. Carter. I think  that  would be helpful.
[The following inform ation was received for the  record:] 

Outpat ien t Bad Debt Factor

Study by Constance H irsc hma n and  Micha el F itzmaurice, March 1977
Issue: What is the potential cost of assuming community hospital outpatien t bad debts?
General Findings:
Outpatien t cost d ata are very difficult to obtain and of unreliable quality; there is no bad debt line item in AHA data.
In 1975, inpatient and outpa tient  “total Bad Debts, Charity,  Contrac tual Arrange­ments and so forth” amounted to $2.3 billion for all community hospitals.In 1975, outpatent “Bad debts, charity, contractual arran gements and so forth” amounted to $1.8 billion or 78 percent of tota l inpat ient and outp atient bad debts, etc.
Of this $1.8 billion, approximately $500 million is attr ibutable  solely to outpat ient bad debts.
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Source o f Data: AHA Guide Issue and AHA Office of Research; K. Davis, Commu­

nity  Hospitals 1962-1966.
Policy Implications: It would cost approximately $500 million to assume commu­

nity hospitals’ outpatien t bad debts. However, if Government were to assume these 
debts, community hospitals would undoubtedly improve the ir reporting sophistica­
tion to document higher bad debt levels.
LA NG UA GE TO RESTRICT OU TPA TIE NT DEFICIT TO AM OUNTS ACTUALLY UNCOLLECTABLE

(c) In order to qualify for the incentive payment provided under  this section the 
hospital must establish  to the  satisfaction of the  Secretary—

(1) th at it made reasonable efforts to collect all revenues due for the provision of 
outpatien t services and

(2) that  any uncollected amounts are in fact uncollectable and tha t there is no 
substantia l likelihood of future collection.

Mr. Carter. How many hospitals would you estimate  would 
actually be eligible for an incent ive paym ent as proposed by this  
legislation?

Dr. Davis. We can provide that  in formation for the record. We do 
have a distr ibut ion of the  number of hospi tals who are  keeping 
the ir costs increases below 9 percent. About 22 percent of all 
hospita ls keep the ir cost increases below 9 perc ent and we could 
give you detailed information on tha t.

[The following inform ation  was received for the  record:]
Numb er of Hospitals Eligible for an  Inc ent ive  P aym ent

The number of community  hospitals potential ly eligible for an incentive payment 
in accordance with sections 141 and 142 of H.R. 6575, as amended, could be as high as 
1,423. This was the number  of such hospitals experiencing increases in total opera t­
ing expenses of less than nine percent for 1974-75. This figure is derived from 
American Hospital Association data for 1974 and 1975. The figure for 1975-1976 will 
be provided as soon as possible afte r the necessary data  becomes available.

Mr. Carter. Do you not think  it is conceivable needed hospita l 
facilities  might be closed if  we provide deficit payments or incentive  
payments to hospitals which close facilities  or discont inue services 
before the  planning  process has matured and complete health 
systems plans have been developed?

Dr. Davis. Dr. Cart er, we would not support closure of any 
facility unless it had the  approval of local and Sta te hea lth plan­
ning departments. Perhaps Dr. Klar, of th e Office of the Assis tant 
Secretary  for Heal th, would like to comment.

Dr. Klar. Ju st  one comment may be helpful. As you recall, in 
writ in g th e bil l we clea rly  recogn ized  th a t th er e is an 
inte rrelatio nsh ip between facilities  in any given area.  The Depart­
men t would be concerned if any one facility because of financial or 
other reasons, would make  a decision that  would adversely affect 
other facilities and the  overall ability to provide the  care in the 
area . It is in t ha t contex t tha t we hope, with  th e development of the 
hea lth  systems agencies and the  guidelines to the  departm ents , to 
be able to look at the closure of facilities  in the  context of wha t 
closure would do to the  hea lth  care delivery in the  ent ire area .

Mr. Carter. How often has major medical equip ment  costing over 
$150,000 actually been insta lled in physician’s offices? Do you have 
stat istic s on this?

Dr. Davis. The major type of equ ipment which would be affected 
by th is provision we feel is the  new computerized axial tomography, 
the  so-called CAT scanner.
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Mr. Carter. Computerized axial tomography?
Dr. Davis. This is fa irly new equipment, as I am sure you know.
Mr. Carter. It is a beautiful piece of equipmen t b ut I don’t thin k 

many doctors can afford it or would atte mp t to have it. Do you 
know if any doctor in the  United States has it in his office?

Dr. Davis. If we do have figures on tha t, we will provide that 
information for the  record.

Mr. Carter. You know th at  priva te physicians do have this  in 
the ir offices?

Dr. Davis. Yes. Typically these are radiology groups.
Mr. Carter. But not single physicians as a usual  thing?
Dr. Davis. As a rule, that  is correct.
Mr. Carter. Of course, in your legislation  you have a 2 percen t 

leeway for volume increases by, above that  2 percent, up to a 15- 
percent increase  in patients, those patients would be paid for at 
only hal f the  rat e of the  other patients. Is th at  correct?

Dr. Davis. Tha t is correct. Studies have shown as a hospital 
expands its pati ent load the re are  cer tain  fixed costs that  do not 
increase, various overhead items, and even to a certain extent 
staffing do not increase significantly. Adding one more pati ent 
really  does not increase the  hos pitars  costs.

Mr. Carter. How much do you think  each vaca nt bed costs a 
hospita l per year?

Dr. Davis. Our estim ates are  t ha t the  additional costs of t rea ting  
an additional pat ien t run s about  50 percent of the full costs. With 
regard to the  excess beds, our estim ates are  it runs to $10,000 to 
$20,000 a year  per bed.

Mr. Carter. It would cost about 50 percent of what a filled bed 
would cost; is that  correct?

Dr. Davis. Tha t is right.
Mr. Carter. I have ano the r question. Using your own words, the 

Breckenridge Hospital is in the  distr ict I represen t, in Wendover, 
Kentucky. Last year  the  increase in pat ien t load was 26 percent,  
while this year they have projected it to be at least  20 percent. 
According to your legislation,  13 percent of those patients  will be 
above the 2 percent leeway for volume increases;  and there fore 13 
percent will be paid for at only half the  rat e of o ther  patients; is 
that  not correct?

Dr. Davis. I did have the  privilege of visiting the  Breckenridge 
Hospital. It is a new hospi tal and I think one of the  reasons it is 
continuing to experience an expansion is th at  it is a bran d new 
facility. We do have separate provisions in our bill for  new facilities 
because we understand as you open up a new facility-----

Mr. Carter. It has been open for 2 or  3 years  now. I do not see 
those special provisions. It seems to me you have to get from HEW 
an exemption at that  time. Let’s look at  the  situa tion when a 
hospita l is above the 15 percent we are  talk ing about. If they 
increase  admissions 20 percent, they receive nothing for the  5 
percent above the  15-percent limit; is that  not correct?

Dr. Davis. A smaller  hospital, such as the  Breckenridge Hospital 
gets the  50 percent forever.

Mr. Carter. I have not read that  in your legislation. It may be 
there . In what section of the  bill is that  par ticula r part?
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Dr. Davis. Section 113.
Mr. Carter. It seems the re is a littl e bit of an anomaly  in tha t 

you state that  a vacant bed costs one-half as much as a filled bed. 
Yet if  the admission th at  fills the  bed increases volume above the 2- 
percent leeway, up to 15 percent,  t he hospita l receives only half the 
cost of each patient. The ext ra cost would be difficu lt to  absorb. For 
the  5 pe rcent  above the  15-percent level you would get nothing for 
those patients. Tha t would be very, very difficult for many  of the 
hospitals  to comply with. I thin k you would be really impressing 
them.

Of course, you would have a non-superv isional wage pass-through 
but  we know that  it will only be a floor as the re will be a ripple 
effect in every one of the groups who work in a hospital. Increasing 
wages for the  other people employed in the  hospital is not ac­
counted for in the  proposed legislation. You make no effort to take  
care of the  paym ent of these  people, do you?

Dr. Davis. Let me make a couple of comments. Firs t of all, the  
wage pass-through would apply not only to those workers at the  
minimum wage but to all non-supervisory employees, so th at  would 
cover about  87 percent of the workforce.

Second, about  the  15-percent increase in admissions we have two 
ways of deal ing with tha t. If it  is a small hospita l, fewer tha n 4,000 
admissions per year, which works out to be about  100 beds, they get 
the 50 percent forever.

Mr. Carter. Tha t is still a penal ty, though, is it not?
Dr. Davis. Our studies show th at  50 percent approximates the  

percentage of tota l operating  expenses represen ted by variable 
costs.

Mr. Carter. Again, it does not cost any more to tre at  an addi­
tional patient,  but yet your vaca nt bed costs you $10,000 to  $20,000 
a year. You know those things do not go together.

Thank you, Mr. Chairman.
Mr. Rogers. Mr. Walgren.
Mr. Walgren. I have no questions at this  time.
Mr. Rogers. I have a few questions here. First of all, have 

guidelines been issued pusuant to the  Hea lth Plan ning  Act yet?
Dr. Davis. Mr. Chairman, those have not been issued yet. The 

Department has indicated it is p lann ing to issue those guidelines in 
September and is working very hard to get those ready.

Mr. Rogers. I realize  you are new, but they should have been a 
year  ago and perhaps that  has given rise to some of the  problems 
which we are  now trying to solve with this  legislation.

Dr. Davis. Yes, Mr. Chairm an. We are  very concerned about th at.
Mr. Rogers. I think getting those guidel ines out may be as 

important to holding down costs and planning  for the  futu re as t his 
bill itself, because our hea lth planning agencies simply have no 
guidelines from us at  a ll, although they were supposed to be issued 
a year ago.

Mr. Carter. I want to say this. I am for cost containment. Do not 
get me wrong. We will have legislation to obtain that  purpose. But I 
certa inly feel that  we must integrate, as you said, diffe rent hospi­
tals  and have them  use shared facilities as m uch as possible. I th ink  
that will be extremely  helpful. With th at  portion of your bill I 
certainly  agree.



120

As far as I am concerned, I support the  concept.
Dr. Davis. I think Dr. K lar can give us more information on the 

guidelines.
Dr. Klar. I was going to add that  the  dra fts of the guidelines have 

been circulating  for many months, as you are  aware. The Depart­
ment has not stopped considering the  comments that  have cont in­
ued to come in while revising the  guidelines that  are  now under 
consideration. One of th e issues being discussed righ t now is wha t 
role the  National Council would be playing prior to the  issuance of 
those guidelines.

Second, you are  aware  th at  regula tions rela ted to certificate of 
need have been issued and there is guidance in th at  related to the  
Dep artm ent’s intent.

Finally , the Bureau of Health  Plan ning  has continued to provide 
both technical assistance and meet with the hea lth  systems agen­
cies and  the State agencies, in o rder to make sure  t ha t the  program 
is still  moving forward, while w aiting for the  final issuance of those 
guidelines.

Mr. Rogers. The point I am making is we should have issued 
those a year ago, which would have helped in planning, which 
would help in solving these  problems, certain ly.

Dr. Klar. The Secre tary and Under Secretary  recognize the  
signi ficance of those guidelines and have  asked for a total  
reassessment, and the  reassessed guidelines are  about ready to be 
issued.

Mr. Rogers. Would you let us know when they will be issued and 
wha t they will contain? The committee will be very interested in 
knowing.

Dr. Klar. Certainly .
[The following stat ement  was received for the  record:]
In 1976 a preliminary draf t of the National Guidelines for Heal th Planning was 

prepared by the Health Resources Adminis tration and distributed for review and 
comment. The Department has now revised the Guidelines and expects to publish 
them as a Notice of Proposed Rulemaking in the Federal Register in September. The 
revised Guidelines provide specific s tandards which are designed to impact on both 
cost containment and quality of care. Later  i terations of the Guidelines will outline 
genera l health goals as well as standards for resource development.

A 60 day period will be provided for comment by the public. The Guidelines will be
gresented to the National Council on Health Planning at  the ir first meeting on 

eptember  23 for its review and comment. It is anticipated that  various medical 
exper ts and health  planne rs will be invited to partic ipate in the review of the 
specific medical standards contained in the revised Guidelines during  the 60 day 
comment period.

Mr. Rogers. What about slow reimbursement from the Federal
Government? Some of them  say the  reason they  are  concerned 
about  this problem is they  do not get reimbursement from the  
Federal Government in time. Wha t could we do? Should  we t ry to 
put some time limits in the  law? Should we tr y to have a study on 
this? How should we begin to address  that  problem? It is a  serious 
problem, is it not?

Mr. O’Connor. I do no t think  there is really a basis for tha t. In 
most situa tions the  Medicare intermediary is reimbursing  hospitals 
on an inter im basis, very often weekly, as costs are  incurred 
throughout the year.

Mr. Rogers. You do not thin k ther e is a lag?



121

Mr. O’Connor. Where there have been substan tial problems of 
lag, I believe they are  more usual ly rela ted to the  par ticu lar  
hospital’s billing practices ra ther  tha n the  inte rme diary’s reim­
bursement  practice.

Mr. Rogers. Tha t is not the  information I have. I have, for 
instance, information th at  Blue Cross in Florida owed a hospita l 
$117,000 for some months and they  were having to carry it.

Mr. O’Connor. I do not know of t he situa tion to which you are  
refer ring to. It  may be a s itua tion  involving a controversy over some 
amount.  Very often the  intermediary and the  hospita l are  in 
disagreement.

Mr. Rogers. I do no t thin k the re was an y disagreement on that . I 
understand there can be disagreements. Also ther e can be excuses 
for non-payment to bring  up a disagreement, but  I keep getting 
inquiries on why hospi tals do not get more prompt payment, and I 
think maybe we should  have a study on tha t. We might put  tha t in 
the  bill.

Mr. O’Connor. We would be ve ry happy to look into the  si tuat ion 
that  has been called to your atte ntion and give you a repo rt on it, 
sir.

Mr. Rogers. I think  that  would be helpful.
Is there  any way of g etting any paperless billing system, in other 

words, to use a credit system of some type to provide prompt 
payment and then balance it off?

Mr. O’Connor. This is how it opera tes now. We have had a 
system of periodic inte rim payment, for example, that  provides an 
option to the  hospita l whereby the  inte rim paym ent is not directly 
related to the  billing  but  ra ther  paid at regular intervals through­
out the  year. Each year more and more hospi tals have shifted to 
that  method because they  find it gives them a steady, more predic t­
able flow of income.

Mr. Rogers. What a re we doing to encourage hospita ls to  share in 
the  areas of computer buying and equipment?

Dr. Davis. Mr. Chairman, I think  our proposal would give hospi­
tals  an incentive to shar e with regard to equipment, computers and 
other types of specialized facilities. Perhaps Dr. Klar would like to 
add some inform ation  on that.

Mr. Rogers. All right.
Dr. Klar. With regard to the  proposal, the re is the incentive for 

an individu al hospita l adminis tra tor , whe re he perce ives an 
underutilized service, to discont inue that  service and possibly rely 
on the services of other facilities in the  community . At the  same 
time, the current proposal does allow for that  facility to keep the  
revenues t ha t would have been generated  by that  service in its base 
to be used for the  operat ion of other new or existing services.

I think, however, the  Department probably would conclude th at  
issues such as th at  are  a part of the  planning  program. It is 
important for us to realize the  Assistant Secretary  for Hea lth, who 
does have the  responsibili ty for implement ing t he Planning Act, has 
only recently been confirmed. He and his Deputy, Dr. Lashof, have 
identified the  planning program and the  im plem enta tion of t ha t act 
as one of th eir  highest priori ties th at  is being given very consider-
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able atten tion. Over the  next several months I think you will see 
quite a few issuances from the Department and the Public Heal th 
Service related to the  issue of planning guidelines, sharing, and 
development of health resources.

Mr. Rogers. You say the incentive  is you give them all of the  
savings?

Dr. Davis. Tha t is correct. If a hospital discontinues a  service and 
has another hospital pick it up for them and that  is approved by th e 
local health  systems agency, they get to retain  that  ent ire amount 
in thei r base under  our program.

Mr. Rogers. How does that  really effect a savings?
Dr. Davis. The hospital would be permitted not only th at  amount 

but 9 percent on that  amount in its overall allowable inpatient 
revenue limit.

Mr. Rogers. I unders tand  that , but how does th at  effect a savings 
if you are  letting them have the same service but  you are  moving 
that service to ano ther hospital or consolidating it? You are  still 
going to pay the  full amount in the base, then they get th e 9 percent 
on top of that .

Dr. Klar. That  would allow the  hospita l adm inis trator some 
room to develop additional services t ha t he may not have been able 
to accomplish within  his revenue limits.

Mr. Rogers. Suppose he does not need any additional services?
Dr. Klar. Then he need not spend the money this year  and can 

carry  it forward.
Mr. Rogers. He will. Do you thin k he would not? I wonder if we 

should not try  to work out a program where if they effect savings 
maybe they get one-half of those savings a fter  a period of years, 2 or 
3 or 4 years, part icularly  where they consolidate  services or they 
share computer services. In other words, I am not sure we should 
give everybody the same amount for doing away with the  service 
that  they were going to eliminate  anyhow.

Dr. Davis. I think the  chairman has a very good point. We notice 
that you did delete that  provision in H.R. 8121. I t hink we would be 
willing to look at th at  and perhaps reduce the  amount.

Mr. Rogers. I th ink  they need some incentive bu t I am not sure a 
100 percent  effects any savings.

Dr. Davis. We would be willing to look at that .
Mr. Rogers. We had that  problem in the bill I had introduced too, 

in providing all of the  savings as the incentive. Then you do not 
effect much of a saving.

Should we separate hospitals  into categories? Should we say that  
those with 4,000 admissions should be exempt, or 2,000, or what? Or 
should ther e be any difference in categories?

Dr. Davis. Mr. Chairman, we found in looking at the data that  
hospitals of all types have been able to m eet the 9 percent limit. In 
fact, a slightly higher fraction of the  smaller hospitals have suc­
ceeded in doing th at voluntarily, so we do not see a need to exempt  
certa in categories of hospitals.

Mr. Rogers. So you do not favor that?
Dr. Davis. Tha t is correct.
Mr. Rogers. You think they all should be trea ted alike?
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Dr. Davis. It is our experience that the  percentage increase  in 
hospital costs did no t differ by type of hospital. If you are looking at  
levels, that is a different ma tter but if you are  talk ing about  a 
percentage increase, that  does not vary between large and small or 
teaching or non-teaching.

Mr. Rogers. What should we do about all of the paperwork  tha t a 
hospital goes throu gh in all of the inspections? Why can we not 
consolidate those inspections? Is there any reason why we cannot? 
Can we not have Medicare, Medicaid, OSHA inspections all at once 
without continual duplication?

Mr. O’Connor. The recen t adm inis trative consolidation of Medi- 
1 care and Medicaid under  the  new H ealth Care Financing Adminis­

trat ion  will give us an opportuni ty to move in that  direction.
Mr. Rogers. Move in that  direction. Why should we not require 

it? Do you see any reason not to?
‘ Mr. O’Connor. I think  clearly the  Departm ent intends it.

Mr. Rogers. Would you give us language that  would help us set 
that forth? In fact, I think it would be helpful also to have some 
quick communication with Stat es—they have an organizat ion here, 
State Governors—to see wha t can be done by the State s in consoli­
dating inspections. It is jus t a needless cost as long as we have 
proper  inspection to duplicate that inspection. The paperwork they 
say is unbelievable.

Dr. Davis. Mr. C hairman, we very much share your concern and 
the  Health Care Financing Administration  is ta king steps adminis­
tratively  to t ry to achieve some of these  simplifications. I thin k we 
can do much of this administ ratively if we can identify areas w here 
additional legislation would be helpful.

Mr. Rogers. If you can  let us have someth ing on that , that would 
be helpful, very much so.

[The following stat ement  was received for the  record:]
Cons iderat ion could be given to ame ndin g Tit le XI of th e Social Secu rity  Act to 

include a section provid ing for coordina ted audit s—that  is, if an en tity  provides 
services on a cost-r elated basis und er titl es V and  XIX as well as under  tit le XVIII, 
common aud it procedures could be required.

Mr. Rogers. As to whe ther  we should extend the  capital expendi­
ture cap outside the  hospital,  it is my understanding you feel we 
probably should not extend  the  certificate of need on technology or 

# equipm ent outside of a hospital?
Dr. Davis. Mr. Chairman, we can see the mer it of extending 

certifi cate of need outside the  hospital setting. I thin k as we put 
capital limits, dollar limits on the  amount  of new investment  wi thin 

« the  hospital there will be a tendency which—althoug h Dr. Carter
pointed out that  it has n’t occurred extensively so far—would be a 
real danger in the  fu ture. Much of this  duplicative  equipment might  
be moved out of the  hospita l sector. We share your concern that  
this  will happen and think  action in this  area is probably going to 
be needed. I thi nk we would prefer , however, to look at  tha t issue in 
the  context of the  hea lth planning legislation  th at  is coming up for 
renewal and address  it more thoroughly at th at  time tha n we can 
do currently.

Mr. Carter. Mr. Chairman, would the  gent leman yield?
Mr. Rogers. Yes.
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Mr. Carter. It was my pleasu re not too long ago to visit a 
hospita l in London and also its sate llite  clinics there. I was amazed 
to find that even in a 12-man clinic the re was not even one 
microscope, nor was the re an X-ray. They have to send the ir 
patients out for those services. My goodness, this  might contain 
costs but it certa inly would not in my opinion be good medicine.

Mr. Rogers. I do not think anyone would not support having  the 
equipment tha t is necessary. I would agree with the  gentleman 
wholehear tedly. I think we do not want inefficiency.

Dr. Davis. Furtherm ore, we would favor, as you indicated in your 
bill, exempting equipment below $150,000 so that  microscopes and 
other routine equipm ent th at  every physician’s office should have 
would be autom atical ly included.

Mr. Carter. Tha t is quite true . Very few physicians would w ant 
one item of equipment costing more tha n $150,000. As you say, 
usual ly only groups can afford a CAT scanner or othe r exotic 
equipment.

Mr. Rogers. What I have heard is there have been some in­
stances where a hospita l is not given a certificate of need for a 
scanner so they lease a room out to a physician who then  buys a 
scanner and puts it in the hospital unde r h is r igh t to purchase. Has 
th at  happened?

Dr. Klar. There  is some evidence of tha t. More commonly physi­
cians, part icularly  radiologists who have privileges within a hospi­
tal, may open or have an office across the  street  or nearby the  
hospita l and they  place the  scanner in that  facility.

Mr. Carter. I commend to you the relat ionship between St. 
Anthony’s and Bapt ist Hospital in Louisville.

Mr. Rogers. I think  you are  right.  I do not know whe ther  it is 
tru e or not but someone has told me that  in one are a psychiatrist s 
are  having all of the ir pat ients subjected to the CAT scanner and it 
is running up bills ra ther  significantly .

Mr. Carter. Tha t may be true . I have not heard tha t, but  j ust  
yeste rday I did hea r news of a  case from a neurolog ist in Panama  
City your great State of Florida. One of his patients had had 
headaches for 12 years and the neurologist refer red this  pa tien t to a 
facility which had a CAT scanner. They found a benign tumo r 
which the  p atient had had for t ha t e ntir e length of time. I cer tainly 
do not thin k that  they  should be used indisc rimina tely, but  it is 
certainly a wonderful item.

Mr. Rogers. It is a gre at advance, I think, and we w ant to have 
adequate numbers of them and properly  used but  jus t not over-used.

Mr. Carter. Yes.
Mr. Rogers. Should the re be any consideration  of the  Govern­

ment tak ing  over the  resp ons ibil ity of malpract ice  costs for 
hospitals?

Dr. Davis. Mr. Chai rman , I know your committee has been very 
interested in this issue for some time. The Departm ent is curre ntly  
looking at this issue, trying to see whe ther  the re are  needs in this  
are a and would be happy to repo rt back to you at a later date.

Mr. Rogers. I think it would be helpful  for us to know tha t.
What about public disclosure if a hospita l is charging more for an  

allowed procedure or charg ing more tha n othe r hospitals of a  like 
nature?
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Dr. Davis. Mr. Chairman, we feel more information on charges  
would be of benefit to patien ts. As part of H.R. 6575 we have 
required that hospita ls submit the ir cost reports and the ir charges  
on common services to the  local healt h systems agencies. We would 
then require these  agencies to publish semiannually comparisons of 
common charges  and costs of all hospita ls w ithin the ir area. We feel 
this type of comparative information would be of great value to 
citizens.

Mr. Rogers. What is the  cost of labor in a hospita l generally?
Dr. Davis. Payroll  expenses, exclusive of fringe benefits, have 

been declining as a portion of hospital costs and cur rently run 
about 53 percent of all hospital expenses.

Mr. Rogers. What is the  rate of increase?
Dr. Davis. Payrol l expenses have been going up much less rap idly 

tha n all expenses. I could get you the  exact figures on tha t.
Mr. Rogers. What abou t non-payroll expenses; have they  been 

going up?
Dr. Davis. We would be happy to supply tha t, too.
[The following table  was received for the  record:]

P a y ro ll , N on-P ayro ll,  and Tota l Expense per In p a ti e n t Day fo r
Coirmunitjr H osp ita ls  in  1975, and Percentage Increa se  over  1974

P ayro ll Pe rce nt Non -P ay ro ll Pe rce nt Total Perce nt
Expense Change Expense Change Expense Change
Per IPD* Per IPD* Per IPD*

A l l  Community
H osp ita ls 70.93 14.7 62.88 21.6 133.81 17.8

By Type o f 
Ownership
N o n -p ro fi t 71.34 14.9 62.02 20.7 133.36 17.5
Propr ie ta ry 57.76 14.1 75.04 28.9 132.80 22.0
Governmental 73.62 14.2 62.01 22.2 135.64 17.7

By Reqion
New England 89.07 14.2 71.72 19.2 160.79 16.4
M id -A tlan ti c 81.30 14.5 64.20 21.8 145.50 17.6
South A tl a n ti c 62.83 13.9 60.24 24.7 123.07 18.9
Ea st No rth  Cent ra l 71.26 15.2 60.24 20.2 131.49 17.4
East South Cen tra l 51.11 12.4 50.40 20.3 101.52 16.2
West No rth  Cent ra l 57.48 15.1 50.56 19.7 108.04 17.2
West South Central 58.52 17.1 57.57 22.8 116.08 19.9
Mou nta in 67.17 15.8 63.01 18.6 130.18 17.1
P a c if ic 88.65 14.7 88.21 23.9 176.87 19.1

♦ In p a tie n t Day

Sou rce: O ff ic e  o f the Deputy A ss is ta n t Sec re ta ry  fo r Pla nn ing & Evalu ation/H ealth
Department o f H ealth , Ed uc at ion,  and W el fa re .

A l l  fi g u re s  ar e derive d from the 1975 and 1976 e d it io n s  o f 
H osp ita l S ta t is t ic s , American H osp ita l A ssocia tion .

95-756 0  - 77 - 9
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Mr. Rogers. No one here has any of those figures.
Mr. Carter. Mr. Chairman, the  Phase IV Economic Stabiliza tion 

Program put a cap on hospita l expenditures, as you know. When 
the program ended the re was an immedia te rise of about 15.2 
percent for th at year. I believe that  is correct. But t ha t was because 
it had been held down over a period of years.

Dr. Davis. Dr. Carter, between 1974 and 1975 payroll expenses 
went up 14 percent in all U.S. hospitals. Non-payroll expenses went 
up 23 percent. Overall, expenses went up 18 percent . Tha t is total  
expenditures , not on a per-day basis.

Mr. Carter. Tha t was when the  cap was lifted, is that  correct?
Dr. Davis. Tha t is correct. *
Mr. Rogers. Suppose that were included in the  cap? I know you 

do not in your proposal. Suppose it were worked out on a regional 
basis so t ha t for nonsupervisory labor you could in a region, State 
or area agree to a pass-through but  not have it openended; would 
that be helpful?

Dr. Davis. I th ink we need some clarification of the proposal. We 
have done studies looking at  the  rate  of increase of payroll and 
wage cost across regions, and again in this  area we have found no 
significant difference in the  rate of increase by regions of the  
country,  whethe r i t’s urban or r ural or Northw est or South Atlantic 
area. At this time we really don’t see the  need to complicate the 
provision fur ther by allowing for regional variations in wage 
increases.

Mr. Rogers. Here are  the figures I have per pat ien t day by region 
and hospita l type.

In New England per pat ient day, $53.23. The adjus ted figure is 
$49.79. Tha t is for investor owned.

The not-for-profit rate is $90.27 or adjusted $78.33.
In the  Middle Atlan tic region, for the  investor owned, $57 per 

pat ient day. $82.62 for the non-profit adjusted , $53 for the  investor,
$71 for the non-profit. This seems to be the  pa tte rn througho ut 
almost  without exception.

I would like to have you look at these  figures and give us your 
comments.

Dr. Davis. Mr. Chairman,  I believe wha t you are looking at are  
the  levels of payroll expenses per pat ien t day, not the  rate  of 
increase. *

Mr. Rogers. No, th is is exactly  wha t they  are now. I presume it 
has been affected by the  increase.

Dr. Davis. You would think  tha t, but if you look at the percent­
age increases—and we will supply those for the  record—you will •
find those didn’t really differ by type of ownership.

What you are looking a t the re are  t he levels. However, we found 
that  if you break  them down by bed size you would find that  the  
difference in levels by ownership disappears .

The investor  owned hospitals tend  to be smaller hospitals. If you 
compare investor owned hospitals with small non-profit  hospitals, 
you won’t find those distinc tion by even the  absolute levels of cost.
Nearly all of t ha t difference is explained by the  difference  in the 
average size of the hospital by type of ownership.
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Mr. Rogers. Then should we make a difference in category, if 
the re is a difference between the small and large?

Dr. Davis. Mr. Chairman, the re is no question if you were dealing 
with levels of hospital costs you would have to go to a  c lassification 
scheme. If we are  talk ing about  a limit  on rate s of increase, a 
percentage increase, then that  does not differ significantly by type 
of hospital or by bed size. So if  you are  talk ing about  a percentage 
increase  you don’t have to go to a classification system.

Mr. Rogers. You take  a hospita l that  is spending $49 per pat ient 
day vis-a-vis $78 and you put  an increase of a cert ain amount, I 
would thin k the  impact would be gre ate r on the  hospital which is 

< charg ing less per pat ien t t han on the hospita l t ha t is charging more,
wouldn’t it?

Dr. Davis. Because we were concerned about  the  impact  of the 
minimum wage, we did provide for this  pass-through feature.

• Mr. Rogers. I unde rstan d. But I am saying still it ’s an increase
and would have some effect, wouldn’t it?

Mr. Carter. Mr. Chairman?
Mr. Rogers. Let me get an answer to tha t, if I may.
I think it would vary, would it not?
Dr. Davis. We haven’t seen any indicat ion of that  on which to 

base a refinem ent.
Mr. Rogers. I would like you to look at these  figures and apply 

the  minimum wage to them,  and I would think it would be a 
difference in percentage.

Mr. Carter. On t ha t very thing,  not ju st the payroll but  the cost, 
really it’s my feeling that  you do penalize the more efficient 
hospitals. Actually, the lower the ir costs are, the  less revenue they 
will receive under your 9-percent formula; the  more expensive they 
are, the  more revenue they  will receive.

For instance, in Lancaster, Kentucky, we have a hospita l which 
charges  $60-per-day-per-patient, while the  University  of Kentucky 
Hospital, medical school hospital, charges about  $200 per day. Nine 
percent of $60 is $5.40, and 9 percent of $200 is $18. Actual ly we are 
penalizing  efficiency, are  we not?

Dr. Davis. I th ink  that  is one of the  complicating factors is w hat 
is th at  difference, is th at  r eally  a difference in efficiency or are  they 
treating a different kind of patie nt at the  university hospita l tha n 
they  are  at the  small community hospital?

Mr. Carter. This goes for any hospita l, no ma tte r where it is, 
large or small, the  more the ir charge  the  more revenue your 
legislation allows them. It doesn’t ma tte r whe ther  it ’s a university  

. hospital,  a municipal hospita l, or a priva tely owned hospital. It ’s 9
percent any way you take it, isn’t it?

Dr. Davis. Again, it  comes back to the basic issue of looking a t the  
levels versus looking at the  percentage increases. There is jus t no 
question that in the long ru n you would w ant to go to a sys tem that  
looked at  levels, but before you can do th at  you have to have a way 
of differentiat ing your university hospital, the  types of pa tien ts they 
see, and what  is an appropr iate  cost for them  versus  that  of a 
smaller community hospital.

Mr. Carter. You are maintaining  it is because it is a university 
hospital,  and I say it applies  to any hospita l, unive rsity,  municipal,
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priva te or anything  else. Nine percent is 9 percent. You charge $60 
and you get, under  th is bill, a $5.40 increase. If you charge $200 you 
get $18.

Thank you, Mr. Chairman.
Mr. Rogers. What about the  problem of equipment which re­

quires disposable supplies to keep them operating, and where the 
man ufac turer specifies that to honor war rant ies on the ir products 
you have to use cert ain brands of disposables. I underst and  this is 
quite a large item in hospitals.

Five gallons of a solution used in laboratories  from a certa in 
man ufactur er costs $17, but you can buy the  same solution from 
ano ther man ufac turer for about  $7 to $9. Has no thou ght been *■
given to looking a t the  problem where they require , to make the ir 
warran ty good for the ir equipment, that  certain disposables be 
used?

Dr. Klar. In some respects the  example you are  giving is a *
manifestation of t he cost problem that  this bill addresses. In the 
past a hospital could feel fairly certain that  the  costs it incurred 
would be reimbursed, and there fore the re really  was not the  incen­
tive to argue  with say the ir distr ibutor, to a rgue with the manufac­
turer or othe r people from whom they get the ir services and 
supplies, in order to keep those costs down. They were passing them 
forward.

Now, given the possibility of having an overall limi t placed on 
the ir allowable revenues, a hospital adm inis trator may sta rt acting 
differently, and while I am not fami liar with the legal ramifications 
of w arra ntie s and wha t effect they  have on using other than the  
manufacture r’s supplies, I would think there would be some pres­
sure placed by th at hospita l adm inis trator and others to make sure 
they do get the  same supply and service delivered at  less cost i f a t 
all possible.

An example of that  has been used in the past is steri le water.
Bottled water is clearly more costly than much of th e sterilization 
equipment  that  hospitals in the  past used to use for convenience, 
and since the  cost was paid, th ey purchased it, and I am sure this is 
the  case in many of the  examples you use.

We would only hope that  the  effect of th is proposal would be to 
put pressure on those man ufactur ers as well as the  planners  of the 
facility.

Mr. Rogers. All right. Ju st  a couple of questions  and I will 
conclude.

How is it handled  in a situa tion  where the  PSRO says a patient, 
afte r looking a t the record, should be released from the  hospi tal, but  „
the doctor decides no t to because the  family has put the  pressure on 
the doctor not to. Would Medicare or Medicaid reimburse?

Mr. O’Connor. If t he service has been found unnecessary, Medi­
care and Medicaid could not reimburse.

Mr. Rogers. So they do not reimburse wha t the  hospita l charges.
Do they reimburse the  doctor?

Mr. O’Connor. In most area s the  PSRO’s are presently dealing 
with hospita l services and not with physician services.

Mr. Rogers. But I am talk ing about the  physician service keeping 
the pat ient there.  Is the  doctor reimbursed for any services deliv-
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ered to that  pat ien t in the  hospita l for the  period of time that the  
determin ation  was made it was not necessary?

Mr. O’Connor. I thin k the question of whethe r the pat ien t needs 
to be in the  hospital,  which is what the  PSRO presently addresses, 
is a separable question from whe ther  the  physician services are  
necessary.

The physician services may well be necessary  b ut not necessari ly 
in a hospital.

Mr. Rogers. Who keeps him in the hospital,  the  PRSO, the  
administ rator?

‘ Dr. Klar. I might add that  as much as possible the  design of
PSRO to be prospective in those kinds of cases is based on the  
standard s published by th e PSRO and the  reviews that  a re done in 
the  initi al part of th at  admission, and a review at various  intervals

• durin g the length  of stay. Where the re is a problem it ’s identi fied in
advance.

Where an individual may be staying beyond the stan dard s that  
were identified  by a screen, the re would be a look a t that  individual 
pat ient and the  individual circumstances  surrounding that  admis­
sion, and a discussion with the  adm itting physician.

If upon review there is agreement th at  that  pat ien t does not 
belong in the  hospita l, I think at  that  time there would not be 
futu re Medicare or Medicaid aid payments made for it.

Mr. Rogers. To whom?
Dr. Klar. To the  facility and to the  physician.
Mr. Rogers. You would not make  it to the  physician. I don’t 

thin k th at  is true , is it?
Dr. Klar. Subsequent to that  finding by the  PSRO, not at the  

time the  review start ed.
Mr. Rogers. But afte r the finding?
Dr. Klar. Tha t is correct.
Mr. Rogers. Where  the  person may well have been out of the  

hospita l by the  time you review, right?
Dr. Klar. In the  screens that  a re done today, that  is correct also.
Mr. Rogers. What I am saying is you say for unnecessary service 

you penalize the hospita l, b ut there is no like ac tion for th e person’s 
doctor. Now, wha t I am asking is should there be?

, Mr. O’Connor. Mr. C hairman, many physician services are  disal­
lowed every year as medically unnecessary eith er through  the  
claims review process or throu gh post review procedures.

Mr. Rogers. But are  you getting at the  hospita l problem where
« this  bill is addressed? Are you doing it in that  area?

Mr. O’Connor. At the  present time we have the  PSRO mecha­
nism in most area s to look at the  necessity of inpatie nt hospital 
services, a t the  same time we have the  regular car rier s mechanism 
to look at the  necessity  of physician services, submitt ing them  to 
physician review boards where appropria te.

The long, range  design of the  PSRO is, of course, to extend  it 
beyond the  hospital service.

Mr. Rogers. You are  saying no, you are  not doing it now?
Mr. O’Connor. Tha t is right.
Mr. Carter. Mr. Chairman?
Mr. Rogers. Yes, Dr. Carter .
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Mr. Carter. On that  very thing, it has been 13 years  since I 

practiced very much in the  hospital, but there was a regulat ion 
then requir ing that  if a pat ient stayed as long as a week, I believe, 
we had to review the  pa tient’s record and see if it was jus tified. I served on such a board.

Mr. Rogers. I was ju st wondering, I know they  refuse payments 
afte r a certa in time if the re has been a determin ation  in the 
hospital. I wondered if also it was the incentive of a like action for 
the  physician whose pat ient is kept in that  hospital?

Dr. Davis. Mr. Chairman, I thin k you have a very good point 
there, and if i t’s an unnecessary  stay or an unnecessary  ext ra day 
and the  physician charge is attached  to tha t, th at  is something we would want to look at and see we are not inexorably penalizing the  
hospita l and then  not direct ing it toward the  physician.

Mr. Rogers. If you would let us have your thin king on tha t.
[The following information was received for the  record:]

Denial  of Paym ent  for P hysic ian Services

Question: Do not PSRO’s have responsibility for review of the medical necessity for hospital and physician services, and if so, why are the  physician services still reimbursed when the facility is denied payment?
Answer. PSRO’s do have responsibility for review of the medical necessity for hospital and physician services and, for tha t mat ter, for the range of heal th care services provided by or in institutions . PSRO’s have primar ily been involved in the review of the medical necessity for hospitalization. They are jus t now beginning to review ancillary services, and will soon be progressing into the  review of physician services.
It is impor tant to recognize, however, th at while a hospital level of care may not be necessary, and thus not reimbursable by Medicare or Medicaid, many of the related  physician services will often be needed even though they could be provided more appropriately in another  setting.
Mr. Rogers. I believe at  page 3 of your testim ony you indica te 

that  t he language defining cost and the  o utpatie nt deficit should be 
refined. Would you let us have your specific language within  the  next  few days on tha t, please?

Dr. Davis. We will be happy to do tha t.
Mr. Rogers. Mr. Preyer?
Mr. P reyer. Mr. Chairman, I have no questions  a t t his time. I am jus t picking up speed.
Mr. Rogers. All right, sir. Now let me jus t ask some questions for the  record.
H.R. 8121 provides that  any savings could accrue  to the outpa­

tie nt department. Now, many  hospitals don’t have outpatients. 
Should there be any indica tion of where those funds should go? 
Should they go to an emergency room or should there be no 
indicat ion as to where those funds go, the  incent ive payment?

Dr. Davis. As I indicated during testimony, we do have some 
problems with the incentives. We thin k it is a double payment in 
the  case of charge payers because hospita ls could already keep the  
difference between the ir charges and the ir costs if they keep the ir 
costs unde r the 9-percent limit. We do think the re are  adequate incentives built into our bill, and there is no reason to have a 
double incentive in the case of those charge patients.

We would be happy to look at the cases of those hospitals that  
don’t have outp atient departments.
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Mr. Spaeth. Mr. Chairman, your question, however, was th at  if 
you are going to have incentives and there are  no outpat ient 
services, you are  asking  us to suggest alt ern ate  places where those 
funds might be placed consis tent with our policies?

Mr. Rogers. That is correct.
Mr. Spaeth. I don’t know whe ther  someone cares to answer tha t, 

but we will get that  answer to you.
[The following sta tem ent  was received for the  record:]
It would be cons istent with our policies to see tha t these funds a re directed toward 

ambula tory care facilities.
Mr. Rogers. That will be fine.
Would it be well to rely on the State porogram to approve or 

disapprove capi tal expenditures, and HEW simply accept those 
decisions?

Dr. Davis. The experience we have had to date  with the  hea lth 
planning  program indica tes that  unless  we have some meaningful 
limits on the  do llar value of investments , too many of those are  jus t 
automatically  approved. So we do have a rule  for the  State hea lth 
planning  agencies in titl e II of H.R. 6575, and I think that  is an 
appropr iate  rule.

Mr. Rogers. I th ink  you sta te that  th e capital expenditu re ceiling 
would encourage the  purchase of expensive medical equipment in 
uncovered settings, and I would agree. I wonder should we really  
deal with that  now if th at  is going to be the resu lt of put ting  a 
capi tal ceiling on?

Dr. Davis. We feel this  is an  area th at  needs some work. We just  
don’t feel at this  time th at  we a re ready to implement it in th is bill. 
We prefer to do it in the  renewa l of the  Hea lth Plan ning  Act.

Mr. Rogers. By then maybe everyone will have already put  in 
the ir purchase orders. Could that  happen?

Dr. Klar. It could.
Mr. Rogers. I thou ght  so.
In title  III we requ ire the  Secretary  to promulgate  guidelines 

with in 1 year  of enac tme nt for the  appropr iate  supply and utiliza­
tion of hospita l services. Is that  a realis tic time  frame?

Dr. Klar. Overall guidelines on such things as beds, utilization, 
major equipment, I think  you will see come out with the  Depart­
me nt’s guidelines this fall. I th ink  the concern th at  many of us have 
is not how long it will tak e to get some of the guidelines ou t but how 
long is realis tic for a hea lth  service are a to be able to implement  
them.

I believe your proposal leaves them with  4 years after which all 
facilities  in the  area would be penalized, an amount of reven ue 
would be take n away. The concern might be that  individual hospi­
tals  may not have the  capabil ity of making the adju stment th at  t he 
whole community will have to make in order to satisfy your 
provision.

I think over time we will be able to move in guidelines, and 
clear ly over time those pressures will be transl ated into an area 
into more conscious planning.

Mr. Rogers. In othe r words, you are  saying the  individual hospi­
tal  should be looked at ra ther  tha n applying the  pena lty to the
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region or area. I thin k that  makes sense, because if someone is opera ting efficiently they  shouldn’t have to pay a penalty because 
others are n’t.

Thank you so much.
Mr. Carter. Mr. Chairman, I have one or two questions here, if 

you please, sir.
Mr. Rogers. Surely.
Mr. Carter. What are we going to do about the  ceil ing on capital 

spending for national health resource centers, clinics such as Oxner, 
Josslyn or Mayo?

Dr. Davis. I th ink  there  are clinics that serve b roader populations 
and not ju st those within  the ir own State or contiguous States. We 
really  should have some changes made in our titl e II to reflect the 
special needs of these kinds of clinics.

Mr. Carter. Tha t is not in your present bill?
Dr. Davis. Tha t is not in the  present bill. We would be willing to 

set aside a small portion of th e $2.5 billion, perhaps 10 percent of 
that  amount, to be allocated  by the Secre tary to special facilities  
serving a large number of patients  beyond the ir immediate area.

Mr. Carter. I believe 70 percent of Mayo’s pat ients come from 
outside its health systems agency. Is that  correct?

Dr. Davis. I understand that  Mayo is one of those clinics.
Mr. Carter. What have been the causes of increased costs of 

hospitalizations in the past few years? Why have they  increased so tremendously, do you think?
Dr. Davis. I think you really have to go to the  basic stru ctu re of 

this  industry.  What has happened since 1950 is a tremendous  
growth in third party reimburse ment s for hospita l care, and, of 
course, since the  mid 1960’s, Federa l programs such as Medicare 
and Medicaid have added to tha t. We now have a situa tion where 
over 90 percent of all of hospital revenues  come from third parties . 
Because of this, hospitals  realize that  any expenditu res they make 
they can recover from thi rd parties, whe ther  it ’s through cost 
reimbursement  under Medicare, Medicaid or Blue Cross, or w hether 
it ’s from charges that  they  assess to priva te insurance plans.

So knowing that  ther e is a n autom atic pass-through of the  costs, 
hospita ls have responded to this incentive by upgrading the style of 
care, adding expensive technology, and haven’t really  been con­
cerned with whe ther  the re are  already adequate facilities in the ir 
area. This situa tion has led to much duplica tion of technology and beds.

Mr. Carter. Medicare and Medicaid payments are  based on the exact hospital cost; is that  correct?
Dr. Davis. They are based on reasonable costs, yes, sir.
Mr. Carter. On reasonable costs. You don’t think  then  that  

actua lly the tremendous  increase in medical technology has helped 
cause an increase in the cost of hospitalization?

For instance, a CAT scanner, which you mentioned, computerized axial tomography, coronary  care, coronary  cathe terization , bypass 
surgery , open heart  surge ry and so on, all have been developed since 1950, as you well know.

You don’t think that  those technological improvements have 
caused increases in hospital costs particular ly, intensive care units
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for pr ema ture  youngsters, which a re scving many premature  babies 
today at tremendous  costs? Don’t you thin k that  all of these things 
combined have increased  the  costs?

Dr. Davis. I th ink you are right. They a re very much intertw ined. 
It ’s really a chicken and egg case, which comes first? I think  the 
third party  reimburse ment s have made it possible for the  hospital 
to adopt this  technology, and some of it has been very beneficial 
when it’s the  only intens ive care uni t or the only cardiac care unit. 
Some of it has duplicated existing facilities and has, in fact, led to 
deter ioration of care, because some of these  services are  not per­
formed frequently  enough.

For example, in the  case of coronary care, we have seen studies 
that  show 80 percent of the  hospita ls doing cardiac care surgery 
really are substandard, do not have adequate pat ient volume to 
maintain  minimal levels of care, so th at  we could both reduce costs 
and improve quality by trying to consolidate this care and jus t rely 
on a few major regional hospita ls to do this  type of service.

Mr. Carter. Do you think  t ha t this  could be taken care of by the 
PSRO’s and HSA’s working together?

Dr. Davis. I th ink  the hea lth systems agencies and the PSRO can 
help with this  problem. I think trying to put  some reimbursement  
limits on hospita ls so they have some economic incentive  to share 
facilities would also be useful.

Mr. Carter. Thank you , Mr. Chairman.
Mr. Rogers. T hank you so much. We are  gratefu l to you for being 

here, and we may have additional questions we would like to have 
you answer for the  record, and if you would let us have the 
information asked for it would be an aid to the  committee.

Thank you for your presence.
We now have three additional panels  that  we need to cover by 

about 12 o’clock.
This panel will be composed of Michael Gemmell on behalf  of the 

Honorable  Terrance  Pitts , Supervisor, Milwaukee County, Wiscon­
sin, on behalf of the  National Association of Counties; Mary E. 
Storm, who is ch airm an of the  Legislative Committee, and William 
Kopit, who is counsel for the American Association for Comprehen­
sive Hea lth Planning.

We welcome you to the  committee and you may proceed as you 
desire.

Mr. Gemmell, we welcome you, and you may proceed.

STATEMENTS OF MICHAEL K. GEMMELL, LEGISLATIVE REPRE­
SENTATIVE, NATIONAL ASSOCIATION OF COUNTIES; MARY E.
STORM, CHAIRPE RSON, LEGISLATIVE COMMITTEE, AMERICAN
ASSOCIATION FOR COMPREHENSIVE HEALTH PLANNING, AC­
COMPANIED BY WILLIAM G. KOPIT, COUNSEL

Mr. Gemmell. Thank you, Mr. Chairman.
Mr. Chairm an,  members of the subcomm ittee , I am Mike 

Gemmell, legislative represen tative of the  Natio nal Association of 
Counties, NACo. NACo is th e only national organization represent ­
ing county government in America. Its membership  includes urban, 
suburban, and rur al counties joined toge ther  for the common pur-
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pose of stren gthening  county government to meet the needs of all Americans. By virtu e of a county’s membership, all its elected and 
appointed officials become partic ipan ts in an  organizat ion dedicated 
to the following goals: improving county government;  serving as the 
national spokesman for county government; acting as a liaison 
between the Nation’s counties and other levels of government; and, 
achieving public understanding  of the role of counties in the  Fed­
eral  system.

The purpose of my brief  statem ent  is to make Congress and the 
subcommitte aware  of the key problems facing counties in term s of 
rising hospital costs. We wish to commend the  chai rman and 
members of the subcommittee for conducting these  hearings on the rising costs of health care and the means to control those costs.

The National Association of Counties rep rese nts over 1,500 
county governments which together comprise 90 percent of the 
Nat ion’s population. The vast majority  of the counties in this 
count ry provide public health and medical care services. Over 75 
percent of the 3,000 counties are  administrative ly responsible for 
providing community healt h services. Over 68 percent provide medi­
cal assistance, 60 pe rcent provide mental  heal th services, 30 percent 
opera te hospitals—nearly  hal f of public hospita ls are  county oper­
ated—38 percent provide emergency medical services, and 26 
percent operate  long term  care facilities.

Counties also provide trad itional public hea lth services; immuni­
zation programs, sanitation , home heal th, school heal th, V.D. clin­
ics, well-baby clinics, alcoholism and drug abuse prevention and 
trea tme nt, family planning, et cetera. To a large exten t, these  
services are financed by local funds. Census data shows t ha t coun­
ties spent $3 billion for hospita ls and $1 billion for community 
health services in 1975. In 1966 counties spent $1.3 billion and $311 million, respectively.

In the  interest of time, Mr. Chairm an, we would like to summ a­
rize our views concerning H.R. 8121. Our position on hospita l cost 
containm ent was made clear last May when NACo testified  before 
you and Mr. Rostenkowski on this issue. We said then that we 
supported a revenue cap on hospital costs. Since th at  time, NACo’s 
Hea lth and Education Policy Steering Committee  has adopted a resolution suppor ting a revenue ceiling type hospital cost contain­
ment bill as an initia l, short term  approach to controlling health costs [see resolution, p. 137].

We also endorse the  incentive approach as outlined in H.R. 8121. 
Counties, Mr. Chairman, need immediate fiscal relie f from the 
drain on local budgets caused by sk yro cke ting hospital costs. Coun­
ties do pay 10 percent of the national Medicaid bill. In addition they 
pick up costs incurred for tre ating people who are  “ unsponsored” or those without Federal  or priva te insurance.

The population served by county facilities  include people who are 
“unsponsored”—without  insurance  or support for the ir medical 
care—or who have needs which are not covered by most insurance 
packages: alcoholism, drug abuse, mental heal th, emergency care, 
and preventive and health promotive services. The population 
which falls into this “gap” group is broad. It includes the  disabled 
but working person, children  of intact families, the  under insured,
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the working poor, non-res ident aliens, prisoners , and migrants, 
among others.

County elected officials ar e also concerned about  runaway health 
costs since counties own more tha n 10 percent of the hospita ls in 
this country,  which represen t over 45 percent of the  public genera l 
hospitals.

The rapid escalation of health  ca re costs in the past few years has 
forced counties—the providers  of last  resort , in many instances—to 
increase the  proport ion of the ir scarce property tax dollars they 
allocate  to health care. Local governments  are  accountable for 
providing services which are  needed and for subsidizing the  
unsponsored population, but  a re limited in the ir capaci ty to control 
costs. In most States , local goverments have no influence in estab­
lishing eligibility and benef it packages, however, they  must pay for 
all needed services which the Federa l and State government and 
third party payers  choose not to pay.

A large portion of these increased costs are  brought about  by 
inflation in the  hospita l sector. Local officials, in allocat ing scarce 
local revenues , have been forced to cut back other essential services 
in ord er to meet the ir local match of Medicaid or pay for the bills of 
unsponsored patients. We feel that  since hea lth care costs take  on 
inappropriately  large portions of our local, Sta te and national 
resources, a cap on hospita l revenues  is essential.

We support the  other cost containm ent provisions of H.R. 8121. 
We specifically endorse section 1504(a)(1) in title II which places a 
$2.5 billion limit  on hospita l capital expenditures. Fur thermore, 
requiring  review and determinat ion of need for major medical 
equipm ent as well as for inst itut iona l hea lth  services and facilities  
is a sorely needed addition to the certi ficate  of need program.

Because most large public hospitals have been opera ting on 
locally imposed cost control programs over the  last  few years and 
since county hospita ls have voluntar ily closed beds in order  to 
function within  these  self-imposed budget ceilings, counties support 
ti tl e III of H.R. 8121. Fi na nc ia l as sistan ce  to encourage 
discon tinuat ion of unneeded hospita l beds would help local officials 
make decisions concern ing unneeded or duplica tive hospital ser­
vices under the ir jurisdiction.

Finally, we wish to bring to your atte ntio n that  “dumping” 
unsponsored pati ents  will be a resu lt of the  cost containm ent 
proposal. Priv ate  hospita ls and physicians  might  unload the ir 
uninsured or underinsured patients  on the  public hospitals. The 
bill, therefore, must contain stronger language requi ring private 
hospita ls to at least  mainta in the ir present charity  pat ient load. 
H.R. 8121 must  ensure that  no hospita l reduce its share of ca re to 
unsponsored patients . Therefore, Mr. Chairma n, all hosp itals  
should be required to:

(1) Main tain the ir present pat ient mix in term s of insured and 
non-insured patien ts;

(2) Maintain the ir present bad debt ratio; and,
(3) Maintain the ir present gross, that  is billing, to net, th at  is 

receivable revenue ratio.
We admit that  changes  in the  above ratios could only be symp­

toms and not cert ain proof of dumping. However, we feel th at  they 
might  offer some protection to hospitals which are dumped upon.
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Section 126, as writ ten, Mr. Chairman, does not protect public hospitals from dumping. Enforcement is based on investigation by local health systems agencies (HSA’s) as a resu lt of complaints  by hospitals  claiming that  the ir share of unsponsored patients  has increased. The burden of proof, therefore , lies with those hospitals  that  t rea t people who cannot or do not, for whatever reason, seek it in the  private  sector.
In summary,  Mr. Chairman, we would like to see enactmen t of a short term program that  constrains the rate of increase  in total hospital inpa tien t costs by limiting  the  amoun t of revenue that  may be received per year to 9 or 10 percent. A revenue cap on all hospitals  for 12 to 18 months, coupled with an incentive program as called for in H.R. 8121, would lay the groundwork for natio nal health insurance. National health insurance will never be seriously considered until  we do something to solve the  present medical care cost problems. A revenue  cap on hospitals is a first  step towards enac tmen t of comprehensive reform.
We thank the  chairman  and members of the  subcommittee for giving us the opportunity  to comment on H.R. 8121. NACo stands ready to provide assistance to the subcommittee in reporting  out a measu re tha t conforms with the  points raised by our testimony.Thank you, Mr. Chairm an.
[The atta chm ent  refer red to follows:]
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fipj'J.th. aad__Ednca tion_

RESOLUTION ON HEW PROPOSAL TO CONTAIN INCREASING HOSPITAL COSTS

(H.R.6575; S. 1391)

WHEREAS, county officials must be concerned about the rise of hospital costs 
which are increasing at 15 percent per year;

WHEREAS, counties pay 10 percent of the $17 billion national medicaid bill;

WHEREAS, counties own more thaa 10 percent of the hospitals in this country and 
over 45 percent of 1700 public general hospitals are county owned and operated;

WHEREAS, counties are generally responsible for providing medical care to in­
dividuals who cannot obtain it elsewl-e-e, or whq have no insurance or federal support 
for their care or who have needs not covered by public (medicare or medicaid) or private 

_ insurance such as alcoholism, drug ahu: e, mental health, emergency care and preventive
and health promotive services;

WHEREAS, this population inclv es the disabled but working pe.rson, children and 
adults of intact families, the underinsured, the working poor, non-resident aliens, 
prisoners, transients, among others;

WHEREAS, HEW has proposed a b'll (The Hospital Cost Containment Acc of 1977) 
to constrain the rate of increase in t'ctl hospital inpatient ebsts by limiting 
the amount of revenue that may be received to nine percent a yeur;

WHEREAS, the proposal to restr in rising hospital costs will negatively impact 
on counties by requiring counties to nortinue filling the gaps - both uncovered people 
and uncovered services;

WHEREAS, skyrocketting medical costs have forced counties to increase the pro­
portion of scarce property tax dollar i they allocate to health care;

WHEREAS, NACo supports the concept , but feels that the HEW proposal needs to 
be strengthened to protect needy patients and public providers by not increasing the 
costs to local governments;

WHEREAS, NACo recognizes that the variety of problems affecting hospital costs 
makes a single approach inadequate and/or inequitable.

THEREFORE BE IT RESOLVED that the National Assocation of Counties urges:

-Congress pass the hospital cost containment bill as an initial approach 
to controlling health costs with the following amendments:

a) providing payment mechanisms in medicaid, medicare and other third 
party payors for outpatient care that are comparable to inpatient care;

b) provide payment mechanisms to help public hospitals and tlioir county 
governments pay for the costs incurred for treating "unsponsored" patients

> --the increases in publicly provided services brought on by cost contain­
ment should be partially or totally financed by the federal government;

c) provide protection against private hospitals "dumping" their uninsured
, patients on public hospitals;

d) provide exemptions to local governments whose hospitals demonstrate 
efficiency in hospital administration and operation.

Adopted by the Health and Education Policy Steering Committee 
May 20, 1977

Mr. Rogers. Tha nk you, Mr. Gemmell , for a very  helpful 
statement.

Miss Storm?
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STATEMENT OF MARY E. STORM
Ms. Storm. Chairman Rogers and members of the  subcommittee, the  American Association for Comprehensive  Health Plan ning  wel­comes the opportunity to tes tify this  morning on H.R. 8121. AACHP is a national organization dedicated to improved health planning. We have 40 percent of the State Hea lth Planning  and Development Agencies (SHPDAs) and 70 percent of the  Health Systems Agencies (HSAs) as member agencies.
My name is Mary E. Storm. I am chairperson of the  AACHP Legislative Committee, having recen tly been appointed to tha t position to replace Mr. Anthony Mott, who is now Pres ident-elect of AACHP. I am also Vice Chai rman  of the Maryland Statewide Health Coordinating Council and the  Heal th Systems Agency of Western  Maryland Governing Body. I am accompanied by Mr. William G. Kopit, counsel to AACHP.
We were extremely pleased by the introduction of H.R. 8121. Although we endorse  t he ent ire  bill, we will limit our comments to title s II and III as our exper tise extends largely to the  issues covered in those titles. Part icularly , we wish to focus on the  ways in which the  bill improves H.R. 6575.
We strongly support the  bill’s atte mpt to add the  review of “major medical equipment” regardless of location to the  requ ire­ments  of both Certificate of Need and section 1122 review. The exclusion of such equipm ent in locations othe r tha n hea lth care facilities is a glaring omission in exist ing law. R athe r tha n res tric t­ing capita l expenditures, existing law often merely forces such expenditures to take  a different form.
We do believe, however, that  in addition to including equipment within  the  scope of Certificate of Need and 1122 review, expendi­tures for major medical equipment of the  kind normally used in hospita ls should be included in th e expenditu re ceiling contained in section 201 of the bill. Otherwise, the  loophole in existing law will not be completely elimina ted, and expenditures that would have previously been made in hospita ls will be made for equipment in free-standing settings.
We strongly support the  more stringent sanctions which H.R. 8121 would provide for 1122 review unde r the bill. The proposed section 1122(b) prohibits  payment under titles V, XVIII and XIX of the Social Securi ty Act of any amount for services provided by unapproved equipment as well as direct opera ting costs for services furnished in unapproved facilities to the extent such costs can be directly  associated with par ticu lar  capital expenditures.
In contrast, existing law merely limits the  reduction in funds to depreciat ion, inte rest  on borrowed funds, and return  on equity. Depending on the  n atu re of the expenditure and the  patie nt popula­tion of the  facility the sanctions may not always be adequate.We also support the inclusion in the  bill of paym ent author ity under the  Federa l Hospital Insurance Trust Fund so th at  plann ing agencies may be compensated for 1122 review. Although this  re­quirement is conta ined in existing  law, HEW has not been compen­sating agencies for 1122 review under the tru st fund since the enac tmen t of Public Law 93-641. A reaff irmat ion of congressional
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policy is important if this  situa tion is to be changed. We do 
recommend expanding the language of the section to ensure tha t 
HSA’s are also compensated for the  functions which they  perform 
under section 1122.

Additionally, we recommend that  t he Federa l Government reta in 
a right to review a  State  de termination unde r 1122 a t the discretion 
of the Federa l Government  in situa tions where the  Sta te agency 
has not followed the  recommendation of th e applicable HSA. H.R. 
8121 provides for no review of State determinat ions. Curren t law 
does provide for review but  only where a State agency has disap­
proved an 1122 request.  Since section 1122 review directly  involves 
expenditures of Federal funds, it is appropr iate  for the  Federa l 
Government to be involved in dete rmin ations regarding those 
funds.

We strongly suppor t, in principal, the  provision of incentives to 
encourage the  discontinuation of unneeded  hospita l services called 
for in title  III of the bill. However, we prefer the  approach outlined  
in our let ter  of Ju ly 14, 1977. Under our approach, incentive  
payments would be included within Area Hea lth Services Develop­
men t Funds au thor ized  un de r Publi c Law 93-641. The 
discontinuat ion of unnecessary hospita l services is critical, but  it is 
only one of a variety of health needs with in any given health 
service area.  We believe prior ities among local needs can best be 
determined by HSAs ac ting in accordance with the ir hea lth systems 
plans and prior ities contained in the ir ann ual  implementa tion 
plans.

Additionally, we do not feel tha t incent ives to discontinue unnec­
essary hospita l services will be sufficien t in a ll cases. Thus, we have 
also recommended  gran tin g State  agencies the  au thor ity  to 
decertify unnecessary facilities under both 1122 and certif icate  of 
need.

We urge you to review the other proposed amendmen ts to H.R. 
6575 which we have included in our let ter  of Ju ly 12, 1977. Specifi­
cally, we direct your atte ntio n to the  amendments which would:

(1) Include Federal hospita ls with in the  ambit of review;
(2) Proh ibit for-profit hospita ls from taking advantage  of the 

investment  tax credi t for capital expenditures incons istent  with 
title II;

(3) Require coordination of Fede ral capital expenditu re programs 
outside of HEW with the  requ irements  of titl e II;

(4) Provide a mechanism for the  allocation of the  expenditure 
ceiling at the  local level; and

(5) Strength en occupancy and supply standards.
We have several  techn ical changes to recommend. Section 201 of 

the bill should be amended so th at  t he definition of “capital expen­
diture ” included in the  certificate of need provisions of the  bill is 
consistent with the  definition of “capital expenditure” contained in 
the section 1122 provisions—section 202—of the  bill. This can be 
done by deleting the  exemption for the  purchase of ex isting  hospi­
tals  curr ent ly contained in the  certif icate  of need provisions.

Section 202, which provides for a section 1122(d), should be 
amended so that  the  sanctions conform to those included in the 
proposed section 1122(b).
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Section 203(a), which amends section 103 of the  Inte rna l Revenue Code of 1954, should be amended  so that  a disapproval unde r section 1122 of the  Social Security Act would eliminate  the tax exempt  status of an obligation issued by a State or terri tory.
Finally, section 204(a) of the  bill could be more inclusive if the words “which affects inters tate commerce” were s ubst ituted for th e words “in inte rsta te commerce.”
In closing we wish to rei terate  our strong  suppo rt for H.R. 8121 and for the significant improvements which we believe are included in this  bill. If enacted, these improvements should do much to slow the precipitous increase  in hospita l costs.
We appreciate the opportunity  to testify before this  committee  and look forward to working with you towards  the  enac tment of strong and effective legislation.
We would be happy to answer any questions you might  have.Mr. Rogers. Th ank you so much, Miss Storm, for a very clear and concise statement.
Dr. Carter?
Mr. Carter. Thank you, Mr. Chairman.
In going over this I see you are  going to  contain all of the costs except those which pertain to HSA’s; is that  correct?
You would increase those costs, those expenditures?
Mr. Kopit. I thin k it ’s common knowledge, Dr. Cart er, that the hea lth planning agencies are  largely underfunded, and they have n’t been funded at near ly the  level included in the  a uthorizat ion level.Mr. Carter. We in Congress are  constantly met with different systems in different agencies. We never have enough money.Mr. Kopit. I am sure that  is correct.
Mr. Carter. You know, in expenditures we find time afte r time afte r time that  those who would lose Federal funds always oppose legislation. Those who would gain, support it. It jus t depends on whose ox is being gored.
I certainly support HSA’s. However, I thin k our financial str in­gency should apply to HSA’s as well as to other groups, and if we put a cap on hospitals, then I feel you should wear  something similar.
Mr. Kopit. There is, of course, a cap. We are limited in our appropriations.
Mr. Carter. You w ant to remove that  cap, I believe, and increase the  funds?
Mr. Kopit. Tha t is correct.
Mr. Carter. According to this legislation you wan t to include Federa l hospitals within  the scope of this review; is that  correct?Mr. Kopit. Yes, sir.
Mr. Carter. You don’t feel that  our vete rans  should be trea ted any differen tly from othe r people; is that  correct?
Mr. Kopit. I didn’t get tha t.
Mr. Carter. You don’t feel o ur veterans in our ve tera ns’ hospitals  should be trea ted any d ifferen tly from oth er citizens of the country?Ms. Storm. We feel that  if there is a cap on the  hospitals in the State that  ar e non-Federal hospitals, that the re should also be a cap on the  Federa l hospitals.
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For instance , in Maryland, one of the  veterans’ hospita ls spent 
about $80 million in 1 year, and the non-VA hospita ls in the  State, 
as a group, spen t about  $67 million last year. This shows t ha t one 
VA hospital is spending more than the  other hospita ls in the  State 
as a group. We feel the re should be a cap on VA hospitals,  also; 
maybe not the  same cap but a cap. They should not be totally 
exempted from the planning  process.

Mr. Carter. You would prohib it for profit hospitals from taking 
advantage of the  investment tax credits  for capital expenditures. 
Why?

,  Mr. Kopit. Only those that  are inconsisten t with the  requ ire­
ments  of titl e II.

Mr. Carter. Only those that  are inconsistent. All hospita ls have 
to apply for a certi ficate  of need anyway, before they commit 

.  themselves to a capital expenditure , do they  not? If they were
granted  a certificate of need, would you object to the ir gett ing the 
tax break  anyone  gets on investment?

Mr. Kopit. No.
Mr. Carter. All right.
Thank you, Mr. Chairman.
Mr. Rogers. Mr. Preyer?
Mr. Preyer. Ju st one question, Mr. Gemmell.
I can understand how the  counties  would resent dumping of 

unsponsored patients  on them  with your limited tax basis, paying a 
limited tax and all of the  other things you have to do to find the 
medical costs going up some. But as a ma tte r of economic theory, is 
it wrong to have the  county or the  public pay the  unsponsored 
pati ent bills? Isn’t it bet ter  that  the  general taxpayer  pay those 
tha n that pat ien t in the hospita l paying it, jus t as economic equity?

Mr. Gemmell We found out that  the  level of unsponsored pa­
tien ts varies  from community to community , and as a consequence, 
in some of the  more urb an are as we have  a high level of 
unsponsored patients  that  are being picked up by the city or the 
county, and in most instances it is the  county. It comes out of the 
local property tax.

For example, we testified before Mr. Rogers last month on the 
non-resident aliens, and in some of our counties where the  local 
county taxpayer  is being asked to subsidize the  care to a group of

* patients  who have ente red the  country illegally, or through othe r 
means, and so we feel this should be spread out and be a national 
burden as opposed to a local burden.

We have some of the same problems in some of the migrant a reas,
* Mr. Preyer. We feel this  should be spread out equally among all of 

the  taxpayers of the country , as opposed to one specific county or 
city or small jurisdiction.

Mr. P reyer. I can certainly  agree with those examples. I am just  
wondering in the  ordin ary community where  what  we a re in effect 
doing righ t now is asking  hospitals to bear the  cost of these  
unsponsored patients. As a  ma tter of economic theory, wouldn’t it 
be bett er to have the  general taxpayer bear  those and in th at  way 
let the general taxpayer apprecia te the  cost and relieve more public 
pressure?

In my community we don’t have any “public hospital.” There is 
no place to dump them.  They would jus t simply be frozen into

95-756 0  - 77 -  10
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having to furnish as much care as they are  furnishing  right  now. I can see th e county’s point of view, but I am not sure  from the point of view of economics it ’s a good thing.Mr. Carter. Would you yield?

Mr. Preyer. Surely.
Mr. Carter. Mr. Chairman, I want to congratulate  the gentleman on his well thought out questions, and I certa inly  agree with him that  the  cost of unsponsored patients is often borne by the private pat ient in those private hospitals. I would submi t that it ’s the general public t ha t should really assume this obligation. Of course, it has long been the  trad ition for county and city hospitals to take  care of our poor.
Thank you, Mr. Chairman.
Mr. Rogers. Mr. Walgren?
Mr. Walgren. I have no questions at this point, Mr. Chairman.Mr. Rogers. Let me just ask a couple of questions quickly, because our time is short.
What  are  the abilities of t he HSA’s and State agencies to carry out responsibilities we give such as determining unneeded facilities and so forth?
Ms. Storm. I th ink  they are perfectly capable of doing so; most of them have been in existence for a  long period or a longer period of time as comprehensive hea lth plann ing agencies, and have had some expertise in the area . Many have had certif icate  of need programs within the  S tate for years,  and I th ink  on the  whole they are perfectly capable. The ones that are  new or didn’t have certi fi­cates of need are  learn ing from the  others,  and are  becoming capable very quickly.
Mr. Rogers. You thin k it is timely then to include decertification authority?
Ms. Storm. Yes, I thin k it would be appropriate .Mr. Rogers. Should the Federa l Government penalize these hos­pitals  which would not then  follow the  HSA’s or the health plan ­ning recommendations in those regards?Ms. Storm. Yes.
Mr. Rogers. If you would let us have your t hink ing for the  record on that  and how tha t should be done, it would be helpful.Mr. Kopit. Yes, sir.
Mr. Rogers. Ju st for the  record.
Mr. Kopit. We can expand on that .
Mr. Rogers. Tha t would be helpful, yes.
It has been proposed by some element of the  priva te sector hospita ls that we simply  have a 2 year mora torium on any capital expenditures, while an overall plan was worked out. Would you let us have your comment for the  record on that  proposal?Mr. Kopit. I can answer that  at least  in part righ t now.We oppose th at for the same reasons th at  they are  in favor of it. Tha t is, they say th at  what we have here is a beginning, in effect, of a perm anent program. Tha t is exactly right , and that  is why we favor it.
We think we ought to begin righ t now, and we can put  this into place. We thin k this approach that  is in your bill, Mr. Chairman, allows a lot more fine-tuning at the  local levels t han certa inly jus t saying “no” across the board.
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Mr. Rogers. Mr. Gemmell, if you could let us have y our thinking  
on the 2-year plan, we would appreciate  it.

Mr. Gemmel. I thin k Mr. Kopit will be surpr ised to find we are 
agreeing with the statements, Mr. Chairm an.

Mr. Rogers. Than k you very much. We app recia te your presence 
here today.

Ms. Storm. Than k you, Mr. Chairm an.
[The following let ter  and atta chm ent  were received for the

record:]

L

AMERICAN ASSOCIATION FOR COMPREHENSIVE HEALTH PLANNING

July 22, 1977

Hon. Paul G. Roqers, Chairman 
Subcommittee on Health  and the Environment 
Committee on In te rs ta te  and Foreign 

Commerce
2125 Rayburn House Off ice Bu ilding  
Washington, DC 20515 

Dear Chairman Rogers:

On Ju ly 18, 1977, the American Assoc iat ion  fo r Comprehensive Health  
Planning te s ti fi e d  before the House In te rs ta te  and Foreign Commerce 
Subcommittee on Health and the Environment. During the test imony,  
we were asked to add ma ter ial fo r the record in two instances . F ir s t,  
we were asked to  provide  our recommendations regard ing a moratorium in 
lie u  of T it le  I I  of  H.R. 8121/H.R. 6575, and secondly, we were asked to  
provide  fu rther inform ation  on dece rt if ic a ti on .

In additi on,  our testimony referenced a number o f AACHP proposed 
amendments to H.R. 6575. We are su bm itt ing,  as an attachment, those 
proposed amendments and re spectfu lly  request th at they  be pr inted in 
the record.

Regarding the moratorium issue and the dece rt if ic a tion  issue, we submit, 
fo r the record , the fo llo w ing:

Re: A moratorium in lie u  of  T it le  I I  of  H.R. 8121/H.R. 6575

As we ind ica ted in our recent tes timony, we st rong ly support 

the na tiona l ca pi ta l expenditure  ce ili ng  approach ca lle d fo r 

in T it le  I I  of  the Ad min is tra tio n's hosp ita l cos t containment 

le g is la ti o n . Such an approach w il l be both more e ffective  and 

more se ns itive  to loc al  cond itio ns  and dif fe renc es  than a 

blanke t moratorium. Exceptions would be required in  any mora­

toriu m and a ra tio nal set of exc eption s, in  our op in ion,  would



144

probably have to approximate the expend iture, supply, 

and occupancy lim it s  contained in  T it le  I I .  A national 

ca pi ta l ce ili ng  accompanied by supply and occupancy lim it s  

appears to  be a more stra ight fo rw ard and d ir ec t approach.

Moreover, a moratorium, o f necess ity , would be o f lim ited 

du ration.  I t  would on ly postpone, and u lt im ate ly  inc rease,  

the cos t of many ca pi ta l expend itures.  In co ntrast , T it le  

I I ,  with  it s  national ce il in g , can form the basis o f perma­

nent and more e ffec tive  health planning.  I t  forc es the 

type of loca l and state p r io r it ie s  se tt ing and tr ade -o ff  

which are needed i f  we are tr u ly  to  develop an e ffec tive  

planning st ructur e fo r resources a llo cation. For these 

reasons, we be lieve  T it le  I I  to  be c le a rl y  pre ferab le to  a 
moratorium.

D ecert if ic ation

During our testimony o f Ju ly 18 regarding  H.R. 8121 we 

urged the cons ide rat ion  of  au thorit y to dece rt ify serv ice s,  

fa c il it ie s ,  and equipment upon a demonstration th at such 

services, fa c il it ie s ,  or  equipment were no longer needed.

We are resubm itting  fo r the record a ll  of  the referenced 

le g is la ti ve  proposals inclu ding  our proposal fo r d e c e rti fi ­

ca tion which appears in  our amendments to  the C ert if ic a te  

of  Need program contained in section 201(a) of H.R. 8121.
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This b ri e f discussion is  in  response to Congressman Rogers' 

request th at we submit ad di tio na l inform ation  regarding our 

views on th is  importa nt issue .

There is  su bs tant ia l data regarding the excess of  hosp ita l 

beds in  many areas in  th is  coun try . The cost im pl ica tio ns  

of these excess beds are beyond dispute.  As a re su lt , we 

be lieve  th at there  is  a need fo r some kind o f lega l au thorit y 

au thor izing  the dece rt if ic a tion  o f excess beds. The d if f ic u lt y  

is  in designing an auth ori ty  th at w il l be e ff e c ti ve , workable 

and equitab le and w il l withstand  both p o li ti c a l and leg al at tack .

C lear ly , the most e ffective  method of prov iding  fo r d e ce rt if ic a tion  - 

at  leas t in  those sta tes which intend to adopt C ert if ic a te  of Need 

programs meeting federa l requirements - would be to amend such 

fed era l requirements to  inc lude dece rt if ic a tion  auth ori ty  in a 

s ta te 's  C e rt if ic a te  o f Need program. At the same tim e, the C ert if ic a te  

o f Need program would be linked to  the supply  and occupancy 

standards contained in H.R. 8121. I f  th is  were done, the decert i­

fi ca ti o n  sanc tions  would be the normal sanctions used in  the sta te 's  

C ert if ic a te  o f Need program - i. e . ,  loss o f lic en se , in ju nct io ns,  etc.

This approach is  the one which we adopted in our proposed amendment. 

However, th at amendment merely provided auth ori ty  o f a general 

nature . I t  did  not d ir e c tl y  address several o f the important 

issues which should be reso lved .

The f i r s t  o f these issues is  whether the dece rt if ic a tion  auth ori ty  

would apply to se rv ices , fa c il it ie s  and equipment which were in
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place p ri o r to  the adoption of  the dece rt if ic a tion  auth ori ty . 
Lim iting  the a p p li c a b il it y  o f the auth ori ty  to  fa c il it ie s ,  ser­
vic es , and equipment put in place subsequent to the enactment 
o f the prov ision  would be perceived as the more eq ui table option - 
p a rt ic u la rl y  i f  compensation fo r dece rt if ic a tion  was not included - 
and would be more li k e ly  to  withstand legal at tack . However, 
the ov er rid ing ob ject ion to  th is  option is  that  i t  would do 
noth ing about exis ting excess capacity. I t  would merely prov ide 
gre ate r f le x ib i l i t y  to  deal wi th  a worsening o f the problem in  the 
fu tu re .

Regardless of  the determination  made on the foregoing issue i t  
would seem appropriate  to  inc lude some minimum per iod of v a li d it y  - 
perhaps fi ve  years - govern ing C ert if ic ate s o f Need. Thus, once 
an in it ia l C ert if ic a te  o f Need were granted, or  reapproved, manda­
to ry  dece rt if ic a tion  proceedings could not  be in it ia te d  fo r a period 
of  at  least  fi ve  years , although the need fo r a pa rt ic u la r f a c il it y  
or piece o f equipment may have decreased su bst antia lly  in  the 
in te rim . Without  the inclu sio n o f such a minimum time period 
fa c il it ie s  would find  i t  d i f f ic u l t ,  i f  not  impossible , to  plan wi th 
any certa in ty . •

Of couse, no dece rt if ic a tion  proceeding could be undertaken without 
appro priate  due process standards. Moreover, where there is  more 
than one fa c il it y  or  piece o f equipment w ith in  a pa rt ic u la r class 
the hea lth systems agency and the sta te agency should be required
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to ju s t if y  th e ir  proposed dece rt if ic a tion  o f the part ic u la r 

fa c il it y  or piece o f equipment w ith in  the clas s.  Add it io na lly , 

as we ind ica ted in  our tes timony, the "s ti ck " of  dece rt if ic a tion  

should be accompanied by the "c arrot"  o f conversion payments 

to fa c il it ie s  which are converted to needed uses. These con­

version  payments should be made by HSAs from funds appropriate d 

under the Area Health  Resources Development Funds in  accordance 

wi th  appl ica ble HSPs and AIPs.

As ind ica ted above, the major d if f ic u lt y  with  the C ert if ic a te  

of  Need approach to  dece rt if ic a tion  - p a rt ic u la rl y  as app lied  to 

exi sting se rv ice s,  equipment and fa c il it ie s  - is  a cla im of un­

fa irn es s and the consequent lega l ri sks . These concerns could be 

mitig ated  by the inclus ion o f auth ori ty  to  pay the balance of any 

loan outstanding a ft e r the sa le, di sp osi tio n or conversion  of  fa ­

c i l i t ie s  or equipment. While the inclus ion of  mandatory payments 

would c le a rl y  be on ly a small po rtion  of  a comnunity savings re a l­

ized from such closures  and conversions,  the fed era l expenditures 

involved would not be in s ig n if ic a n t.  Moreover, the re would not 

be complete insu la tio n from leg al at tack  - perhaps from fo r -p ro fi t 

in s ti tu ti o n s  - cla iming  th at  the leve l o f compensation is  inadequate

Another approach would be to  inc lude the dece rt if ic a tion  auth ori ty  

in  section 1122, and not C e rt if ic a te  of  Need. Because the sanction 

would be a reduction  in  Medicare and Medicaid reimbursement as



opposed to the loss of licensure, etc., the likelihood of 

successful legal challenge would be reduced. The weakness 

in this approach is that in some cases the sanction might not 

be significant enough to produce the desired effect. This 

would be particularly true if the revenue reduction could be 

offset by loading extra charges onto private patients. While 

discriminatory charges could be prevented, at least in theory, 

there would be nothing to prevent across-the-board rate increases, 

at least to the extent that they did not result in violations of 

Title I.

If the sanctions in section 1122 were expanded to cover private 

payors as well as Medicare and Medicaid, there would be sub­

stantially more impact. But for this very reasons the likeli­

hood of successful legal attack would also increase significantly.

Another approach that might be employed is an amended version of 

Title III of H.R. 8121. While this approach would be temporary 

and short-term, it could reduce the existing excess capacity. It 

would represent an excellent step in the right direction.

We would modify the sanctions of Title III so that determinations 

of non-compliance are made through the existing section 1122 or 

Certificate of Need process and only offending facilities are 

penalized. Additionally, we would change the amount of the 

penalty so that it corresponded to the penalties proposed for 

section 1122 under Title II. As indicated above we also favor 

having the conversion payments under Title III made by HSAs under
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the auth ori ty  o f the Area Health  Resources Development Funds.

We recognize th at we have not prov ided  an answer to  the d i f f ic u lt  problem. 
We hope we have at  leas t discussed the  cons ide rat ion s involved in the 
fo rm ulat ion of an answer.

F in a ll y , we jo in  with  you in  be lie ving  th at we must s ta rt  now to  address 
th is  seriou s problem. We are prepared to  support  any approach which takes 
the f i r s t  step .

Sinc erely,

Mary E. Storm,/tsq .
Chairman, Legis la tiv e Committee

WTlTiam G. Kop it 
Counsel

Enclosure



AMERICAN ASSOCIATION FOR COMPREHENSIVE HEALTH PLANNING

(Proposed Changes and Amendments to  H.R. 6575/S. 1391, The 
Hos pi ta l Cost Containment Act o f 1977.

(D ele tio ns are  lined  th ro ug h;  changes and add it io ns are  
un de rli ned )

PART C-DEFINITIONS AND MISCELLANEOUS PROVISIONS

DEFINITION OF HOSPITAL

Se ct ion  121. (a ) For purposes o f th is  t i t l e  (s ub je ct to  subs ec tio n (b ) o f

th is  se c ti o n ),  the  term "H o sp it a l" , w ith  re sp ec t to  any ac co un tin g year,  means 

an in s t it u t io n  (i nc lu d in g  a d is t in c t  pa rt  o f an in s t it u t io n  p a r ti c ip a ti n g  in  the  

program es ta bl ishe d under t i t l e  XVII I o f the So cial  S ecuri ty  Act ) which —

(1 ) s a ti s if e s  paragraph s (1)  and (7 ) o f sect io n 1861 (e ) o f 

the So cial  S ecuri ty  A ct,  and

(2) had an average  du ra tion  o f stay  o f 30 days or less  in  

the  preceding  ac co un tin g ye ar .

(b ) An in s t it u t io n  sha ll  no t be cons ide red a "h o s p it a l"  du rin g any pa rt  

o f a pe rio d su bject  to  th is  t i t l e  i f  w ith  re sp ec t to  such pe rio d i t  - -

(? ) (1 ) has met th e condit io ns spec if ie d  in  su bs ec tio n (a ) (under 

present and pr ev ious  ownersh ip)  or  less  than two years be fore  such 
period; or

(?)  (? ) de riv ed  more than 75 pe rcen t o f i t s  in -p a ti e n t care 

revenues on a c a p it a ti o n  basis , d is re gard in g revenues  re ce ived  under 

t i t l e  XVII I o f the Soc ia l S ecuri ty  A ct,  from one or more he al th  

main tenance org aniz a tions (as de fin ed  in  sec tio n 1301(a) o f the Pub lic  

He alth Service  A c t) .

TITLE 11-LIMITATION ON HOSPITAL CAPITAL EXPENDITURES

Se ct ion  201. (a ) Par t A o f t i t l e  XV o f the Pub lic  Hea lth  Service  Ac t is

amended by add ing a t th e end th e re o f the fo llow in g  new section :

"S ec tio n 1504. (a )( 1 ) Be fore  th e be gin nin g o f the f is c a l ye ar  begin nin g
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October 1, 1977, and at  leas t 60 days before the beginning o f each succeeding 

fisca l ye ar , the Sec reta ry sh al l promulgate a sum as a ho sp ita l ca pita l expend iture 

li m it  ap pl ica ble to  such fi s c a l year.  The sum promulgated as a li m it  under the 

preceding sentence fo r any per iod sh al l be amount which may not exceed $2,500,000.

"(2) The Secretary sh al l apportio n the sum promulgated under paragraph 

(1) fo r any fi s ca l year  among the various States on the bas is o f the populat ion  of  

the variou s State s; except th at  fo r any fi sca l year beginning more than 18 months 

a ft e r the date of enactment of th is  sect ion the  Secreta ry sh al l apportio n the sum 

promulgated under paragraph (1) fo r such fi s c a l year  among the variou s State s, 

taking in to  account the  popu lat ion  o f the  various States ; and also takin g in to  

account, to the ex ten t fe asib le , va ria tions among the States in the costs of  

co ns tru ct ion,  populatio n pa tterns  and growth , the need fo r ho sp ita l fa c il it ie s  

and equipment and fo r modern izat ion of exis ting ho sp ita l fa c il it ie s  and equipment, 

and othe r fa ctors  impor tan t to  the eq ui table apportionment o f such sum.

"( b )( 1 ) At the time  the Sec reta ry promulgates under subsection (a) a ho sp ita l 

ca pi ta l expend iture li m it  the Secre tary  sh al l also promulgate fo r the fi sca l year to  

which such li m it  is  ap pl icab le  --

"(A ) a na tiona l ce il in g  fo r the  supp ly of  ho sp ita l beds w ith in  health se rvice  

areas estab lished under section  1511 (h ere in afte r in  th is  t i t l e  re fe rred  to  as the 

'su pp ly c e il in g ') ,  and

"(B ) a na tiona l standard fo r the ra te  of  occupancy of  ho sp ita l beds w ith in  

such areas (h ere in afte r in th is  t i t l e  re fe rre d to as the  'occupancy stan da rd ').

"(2)  The supply  ce il in g  promulgated fo r any fi s ca l year  under paragraph 

(1)(A ) in  any health se rvice  area sh al l take  in to  account the spec ial  ch ara ct erist ic s

of  each health service  area, but such supply ce ili ng  may not exceed the ra ti o  of

4 ho sp ita l beds per 1,000 of po pu la tio n.

"( 3) The occupancy standard promulgated under parag raph (1)(B ) fo r any fi sca j 

year  sh al l take in to  account the spec ial  ch ara ct eristics  of  each health se rv ice  area 

but sueh occupancy standard may not be l ess than 80 percent in  any health service
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area.

(b )(1)  Part C of  t i t l e  XV o f the  Public Heal th Service Act is  amended by 
adding at  the end thereo f the fo llo w ing new sect ion:

"CERTIFICATE OF NEED PROGRAM

"Section 1527. (a)  The c e rti fi c a te  of need program requ ired by sec tion
1523(a)(4 )(B) shal l provide fo r the fo llo w in g:

"(1)  Review and determination of need under such program of  in s ti tu ti o n a l M

health se rv ice s,  health care fa c il it ie s ,  and health maintenance org an iza tions  

regard less of ownership sh al l be made before the  time such se rv ices , f a c il it ie s ,  
and organizations are of fered  or developed or su bs tant ia l expend itures are undertaken *

in  pre parat ion  fo r such o ffe ring  or  development and pe riod ic a lly  th ere after as 
ap prop ria te .

"(2) The program shal l be adm inis tere d in such a manner th a t on ly those 

se rv ices , fa c il it ie s ,  and organiz at ion s which are found to be needed or which
continue to be needed sh al l be developed or off ered  in  the Sta te in which the 
program ap plie s.

"(3)  In iss uing a c e rti fi c a te  o f need fo r any such se rv ice,  fa c i l i t y  or 

orga niza tio n,  the Sta te sh al l sp ec ify  in the c e rti fi c a te  the maximum amount of  
ca pita l expenditu res which may be made fo r such se rv ice,  f a c i l i t y ,  or  org an iza tion 
under such c e rt if ic a te .

"(4)  The aggregate o f the maximum amounts of ca pita l expenditures author ized 
in  a fi s ca l year in  accordance with  paragraph (3)  fo r ho sp ita ls  may not exceed the 
po rtion  o f the sum promulgated under section  1504 (a )(1) and apportioned to  the 
Sta te under section  1504 (a )(2) fo r such fi sca l ye ar , as adjusted in accordance wi th  
th is  paragraph. For any fi s ca l year the sum apportioned to  a Sta te under section 
1504 (a )(2) sh al l (A) i f  the  aggregate of the maximum amounts of ca pita l expenditures *
autho rized by the Sta te in  the preced ing fisca l year in  accordance with  paragraph 
(3) fo r  ho sp ita ls was less than the po rtion  of  such sum so apportioned to  the Sta te #

fo r  such fisca l year,  the diff er en ce  between such author ized maximum amounts and the



sum so apportioned sh al l be added to the sum so apportioned to the Sta te fo r the 

fi sca l year  fo llo wing such fi s ca l year , and (B) i f  in  the fi sca l year the re was 

a clo sure o f a ho sp ita l (o r pa rt thereo f) through which in s ti tu ti o n a l health 

services found under section  1523 (a )(6) to  be ina pp ropr iate were provided, then 

the amount by which the h is to ri ca l cos t (as defined fo r purposes of  T it le  XVIII of  

the Soc ial Se curity Act ) o f such ho sp ita l or pa rt exceeds the to ta l amount of 

depre cia tion of  such ho sp ita l or  pa rt claimed fo r purposes of  es tabl ishing  the 

reasonable costs of services  prov ided  by the ho sp ita l fo r purposes of  rece iving  

reimbursement under T it le  XV III of  the Soc ial Se cu rity Act sh all be added to  the 

po rtion  of  such sum so apportioned to  the Sta te fo r  such fi s ca l year.

"(b )( 1 ) Under such a c e rti fi c a te  of need program a c e rti fi c a te  of  need may 

no t,  except as provided  in  paragraph (2 ),  be granted fo r an in s ti tu ti o n a l health 

se rv ice  or health care f a c il it y  w ith in  a health se rvice  area es tab lish ed under 

section  1511 i f  the development of such service  o f fa c il it y  under such c e rti fi c a te  

would re su lt  in a number of ho sp ita l beds w ith in  such area which is  in excess of  

the  ap pl ica ble supp ly ce il in g  promulgated under sect ion 1504 (b )(1)(A ).

"(2)  I f  in a health se rv ice  area the number of  ho sp ita l beds is  in  excess 

of  the supply  ce il in g  ap pl ica ble to  a fi sca l year , then a c e rti fi c a te  of need may 

be granted fo r such a service or  fa c i l i t y  the development of  which would re su lt  in 

a number of new ho sp ita l beds which is  not more than on e-ha lf of  the number of  

ho sp ita l beds removed permanent ly from se rvice  in such area in  such fi s ca l yea r.

The amount by which the number of  new ho sp ita l beds with  respec t to  which 

c e rt if ic a te s  of  need may be issued in  a fi s ca l yea r under the preceding sentence 

is  less than the number o f new ho sp ita l beds with  respec t to which ce rt if ic a te s  of  

need were issued in  such fi sca l year may be added to  the number of new hosp ita l 

beds with  respect to  which c e rt if ic a te s  of  need may be issued in  the succeeding 

fi s c a l year .

(3) Under such a c e rti fi c a te  of need program a cer t i f i cate of  need may n o t 

be granted w ith in  a health se rv ice  area i f  any hospit a l cap ita l  expenditu re in vo lv ed
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exceeds the po rtion  of the aggregate maximum amounts o f ca pita l expenditures 

author ized in a fi sca l year  fo r hosp ita ls under Sect ion 1504 (a )(1)  which have 

been apportioned to  the Sta te under Section 1505 (a )(2)  fo r such fi sca l year which.

on the basis of the  formula used by the Secretary under Section 1504 (a )(2 ) , is

a tt ribu ta b le  to  such health service area unless such expend iture has been approved
by the hea lth systems agency w ith in  such health service  area, and any other health
systems agency which would have it s  allotme nt reduced as a re su lt  of  such 

expendi ture; provided that  the Statewide Health Coo rdinating Council may reverse
the disapproval o f any health system agency which would have it s  al lotme nt reduced,
and provided fu rthe r that  nothing  contained herein  would be const rued to permit any
ho sp ita l ca pi ta l expend iture which is  otherw ise pro h ib ited.

"( c)( 1) Under such a c e rt if ic a te  of need program a c e rti fi c a te  of  need may
no t, except as provided in paragraph (2 ),  be granted fo r an in s ti tu ti o n a l health 
se rvice  or health care fa c i l i t y  w ith in  a health service  area i f  the development of  

auch service or f a c il it y  could reasonably be expected to produce a number of  

ho sp ita l beds which would re su lt  in a ho sp ita l bed occupancy ra te  w ith in  such area 
which is  less  than the ap pl ica ble occupancy standard promulgated under section  
1504 (b )(1)(B).

(2) I f  in any fi sca l year the ho sp ita l bed occupancy rate w ith in  

a health service area is  less than the occupancy standard ap pl ica ble fo r 

such fisca l ye ar , then a c e rti fi c a te  of need may be granted fo r a service 

or  fa c il it y  the development o f which would re su lt  in a number of new ho sp ita l 
beds which is  not more than one h a lf  o f the number o f ho sp ita l beds removed 

permanently from service  in such area in such fi sca l year.  The amount by 
which the number o f new ho sp ita l beds wi th  respect to  which ce rt if ic a te s  

o f need may be issued in a fisca l yea r under the preceding sentence is 
less  than the number o f new ho sp ita l beds wi th respect to  which ce rt if ic a te s  

o f need were issued in such fisca l year may be added to the number of  

new hosp ita l beds with  resp ect  to which ce rt if ic a te s  o f need may be issued 
in the succeeding fi sca l year.*
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" (d )"  No c e r t if ic a tes o f neeti under such a prog ram sh al l be gra nted i f  

they are inco ns is tent  w ith  the  p r io r it ie s  of  the State  healt h plan. In gra nt ing  

ce rt if ic a te s  o f need under such a program a Sta te sh al l take  in to  account p r io r i t ieŝ  

of  a ll  af fected  he al th  system agencies.

(2)  The second sentence o f sect ion 1523(a) (4) of the Public Heal th 

Serv ice Act is  repealed .

(c) Section 1531 o f the Public  Health  Service  Act is  amended (1) by 

s tr ik in g  out "For purposes o f th is  t i t l e "  and in sert in g  in  lie u  th ere of,

"Except as otherw ise prov ided  fo r purposes o f th is  t i t l e , "  and (2) by 

adding a ft e r paragraph (5)  the fo llo w in g new paragraphs:

"( 6) For purposes o f section  1504 and 1527, the term 'h osp ita l,  

wi th  respec t to any accounting ye ar , means an in s ti tu ti o n  (in cl udi ng  a 

d is ti n c t pa rt of  an in s ti tu ti o n  pa rt ic ip a ti ng  in  the  program estab l ished 

under t i t l e  XV III o f the Soc ial Se cu rity Act) which --

(A) sa ti s fi e s  paragraphs (1) and (7) o f sect ion 1861(e) o f the Socia l 

Se cu rity Ac t, and

(B) has an average du ration o f sta y of 30 days or  les s in  the preceding 

accounting year,

execpt th at fo r any fi sca l year  such term does not inc lud e /H W /X M

(Sf an in s ti tu ti o n  which during such fi sca l year derived more than 75 percent 

o f it s  in patie nt care revenues on a capita tio n ba sis,  disregarding  revenues 

rece ived  under t i t l e  XV III o f the Soc ial Se cu rit y Ac t, from one or  more health 

maintenance org an iza tions  (as defined in section  130 1(a )).

"( 7) For the purposes of section  1504 and 1527, the term 'C ap ita l expend­

it u re ' means an expendi ture which, under ge ne ra lly  accepted accounting princ­

ip le s , is  not  prop er ly  chargeable as an expense o f opera tion and maintenance 

and which (A) exceeds $100,000, (B) changes the bed capacity o f the fa c il it y  

wi th  resp ect  to which such expend iture is  made, or (C) substa n tia lly  changes



the services of the fa c il it y  wi th  respect to which such expenditure  is  made, 

except that  such term includes expenditu res fo r ob ta in ing a fa c il it y  or pa rt 
th er eo f, or  equipment fo r a fa c il it y  or  part , under a lease or comparable 

arrangement M l/ M t i/ W L / iM JM t  or  the ac quis iti on o f an exi st in g hosp ita l 
fa c il it y .  i f

U t U I t t l t f l M lW t H M I i U n iW  For purposes o f clause (A) o f the 

preceding sentence, the cos t o f the stud ies,  surveys, designs, pla ns, 
working drawings, specif ic a tions, and other a c ti v it ie s  essential to  the 

acq u is it io n , improvement, expansion, or  replacement o f the pla nt  and equ ip­
ment with  respect to  which such expend iture is  made sh al l be included in 
determin ing whether such expenditure  exceeds $100,000. I f  a person makes an 
acq uisi tio n of equipment fo r a ho sp ita l and donates i t  to the hosp ita l,  the 
expenditure  fo r such acq uis iti on sh al l be considered  a ho sp ita l ca pi ta l 

expenditu re fo r purposes o f sec tions 1504 and 1527.

"(8)  For the purposes of  section  1504 and 1527 any ca pi ta l expend iture which 
meets t he c r it e r ia  o f paragr aph (7) which is  made fo r the purchase o f equipment 
commonly used in a ho sp ita l or which is  th e re su lt  o f a re su lt  of a lease or 
comparable arrangement fo r such equipment sh al l be considered a hosp ita l ca pi ta l 
expenditure.

(d) Section 1532 (b )(2)  of  the Public  Health Service  Act is  amended (1) 

by s tr ik in g  out "n in et y days" and in sert in g in  lie u  thereo f "one ye ar" , and (2) 
by adding before the period  "o r longer then such sh or te r per iod from such date 
as the Sec reta ry may pr es cr ibe. "

Section 202. (a )(1) Sect ion 1122 o f the Soc ial Se cu rity Act is  amended by
adding at  the end thereo f the fo llo wing new subsection :

( j ) ( l )  Except as provided in  paragraph (2 ),  in  determ ining the Federal 

payments to  be made under t it le s  V, XV II I, and XIX with  resp ect  to services 
furn ished in  a health care f a c il it y  loca ted in a Sta te - -

"(A ) which has not entered in to  an agreement with  the Secreta ry under 
th is  se ct ion,  or
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"(B) which does not have a c e rti fi c a te  of need program approved under t i t l e  

XV of the Pu bl ic Health  Service Ac t, the Sec reta ry sh al l not inc lude an amount 

equal to ten times any amount which is  a tt ri b u ta b le  to  de prec ia tio n,  in te re st on 

borrowed funds,  and re tu rn  on eq ui ty  cap ita l (i n  the case of  pro prieta ry  fa c il it ie s )  

or oth er expenses re la ted to  ca pita l expend itures a ft e r September 30, 1977, fo r 

such health care fa c i l i t y  unless the Sec reta ry has approved,  in  accordance wi th  

procedures and c r it e r ia  estab lished by the Secre tary, such expenditures a ft e r takin g 

in to  account any recommendation made by a Sta te agency designated  under section  

1521 of  the Public  Heal th Service  Act . With respec t to  any orga niza tion which is  

? reimbursed on a per ca pi ta  or a fix ed fee or  negotia ted  ra te  ba sis , in determing

the Federal payments to be made under t i t le s  V, XV II1, and XIX, the Sec reta ry shal l 

exclude an amount which in  his judgment is  a reasonable  equiv alen t to  the amount 

which would otherw ise be excluded under th is  subsect ion i f  payment were to  be made

on other than a per ca pi ta  or a fix ed  fee or  negot iated ra te  bas is.

"(2)  Paragraph (1)  sh al l not  apply  with  respec t to de termination of Federal 

payments to  be made under t i t l e  V, XV II I,  or  XIX with  resp ect  to  services 

furnished in a hea lth care  fa c i l i t y  located in  a Sta te which has a c e rti fi c a te  of  

need program, approved by the Sec reta ry fo r  purposes o f th is  se ct ion,  which applie s 

to  ca pita l expenditures fo r ho sp ita ls  and with  resp ect  to which such ca pita l 

expenditures meet the requirements of  section  1527 of the Public Heal th Service 

A c t. "

(2) Subsection (e) of such section  1122 is  amended by s tr ik in g  out "sub­

section  (d )"  and in sert in g  in  lie u  thereo f "subsection (d) or ( j ) . "

(3) Subsection (b) o f such section  1122 is  amended by in se rt in g before the 

per iod at  the  end thereo f the fo llo w in g: "o r does not  meet any ap pl ica ble re -

► quirement o f subsect ion (a )( 4 ),  (b ),  or  (c ) of  section  1527 of  the Pu bl ic Health

Serv ice Act. "

(4) Subsection (d) (1) o f such section  1122 is  amended by s tr ik in g  out "any 

amount" in  the matter  fo llo w ing subparagraph (B) o f the f i r s t  sentence of such 

section  and in se rt in g in  lie u  thereo f "an amount equal to ten times any amount.".

95-756 0  - 77 - 11
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(5) A new subsection  (d ) (3 ) (c ) i s added to read " I f , the Sec reta ry determin 
the  determination of any planning agency no tw ith stan ding , th at  any ca p ita l expendi 
tu re  is  not co ns istent  w ith  appro pr iate standards, c r it e r ia  or p lans, he sh al l not  
inc lude the amount described in  subsection (1)  in determ ining the fed era l payments
under t it le s  V, XV II I,  and XIX. "

(b) The amendments made by subsect ion (a) sh al l apply with  respec t to 
ca pita l expenditures made a ft e r  September 30, 1977.

Section 203. (a) Section 103 o f the In te rnal  Revenue Code o f 1954 
(r e la ting  to exc lus ion  from gross income of in te re st on ce rta in  governmental 
ob lig atio ns ) is  amended by redesignating  subsection ( f )  as subsection (g ),  
and by in se rt in g a ft e r subsect ion (e) the fo llo wing new sub section:

" ( f )  Ob ligations Supporting Increases in  Acute Care Hospi tal Beds. --  
Any ob lig atio n issued by a Sta te or  te r r it o ry  fo r an in s ti tu ti o n a l hea lth 
se rv ice,  hea lth care f a c il it y ,  or  health maintenance orga niza tio n—

"(1)  the development n f which would re su lt  in a number o f ho sp ita l beds 
w ith in  a hea lth se rvice  area which number is in  excess of the appli cable 
supply ce ili ng  fo r such area promulgated under section  1504(b) (1) (A) of the 
Public  Health Service  Ac t, or

"(2)  fo r which a c e rti fi c a te  of need has not  been issued under a 
c e rt if ic a te  o f need program approved under t i t l e  XV of the Public Health  
Serv ice Act or  under section  1122 o f the Socia l Se cu rity Act sh al l be treated  
as an oblig atio n not  described in  subsection (a) (1 ). "

(b) The amendments made by subsection (a) sh al l apply with  respect to 
taxable years beg inning a ft e r the date o f the enactment o f th is  Act .

Sect ion 204. Section 38 o f the In te rnal  Revenue Code of 1954 (r e la ting  
to  investment tax aud its ) is amended by adding a second _sentencê _of subsection 
(a) to read "No c re d it  sh al l be provided fo r any ca pita l expend iture as 
defined in  Sect ion 1531 o f the Public  Health  Service Act i f  such expenditure 
would re su lt  in a number o f ho sp ita l beds w ith in  a health se rv ice  area which
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is  in excess of the appl i c a t ■ 1 n jsupply  _cciJ inc; fo r such area pronni 1 gated under 

Sect ion 1504(b) (1) (A) o f t he Public  JlcaJth^ Je n d  ce_Ac t , or  i f  such expend ilure 

has been disapproved under Sect ion 1122 of  the Socia l Se cu rity Act or  under 

a c e rt if ic a te  of  need program approved under T it le  XV o f the Public  Heal th

Service Act-

Sect ion 205. A new section  1537 o f the Publ i c Health Service Act is  

added to read "No federal department or  agency sh al l approve any applic at ion

fo r a loan, loan guarantee, or  mortgage insurance to or  on beha lf of  any 

hosp ita l fo r any ca pita l expend iture under any auth ori ty  contained in  fed era l

saw, includ ing but not lim ited  to 7 U.S.C. 1926, 1932; 12 U.S.C. 1715 7.-7,

171 7( b),  1721 (g );  15 U.S.C. 636(a) and (b ),  and 42 U.S.C. 6701 unless th e 

Secre tary, a ft e r co ns ul tin g with  a ll  appro pr iate health systems agencies 

and state health planning  and development agencies, has reviewed and approved

any such app lic a tion."

Sect ion 206. Section 1513 (c)  is  amended as fo llo ws:

(3) The agency shal l , in accordance with  th e p r io r it ie s  es tab lished i n the 

AIP, make grants  to  pu bl ic  and priva te  e n ti ti e s  and en ter  in to  contracts with  

in d iv id uals and pu bl ic  and private  e n ti ti e s  to  ass is t them in  planning  and 

developing projec ts  and programs which the agency determines are necessary fo r 

th e achievement of  the health systems described in the HSP or  as pa rt o f a plan to 

convert  or  close un der util ized ho sp ita l f a c il it ie s .  Such grants  and contracts 

sh al l be made from the Area Heal th Serv ices Development Fund of  the agency esta b­

lishe d with  funds provided  under grants  made under section  1640. No grants  or  

contrac ts under th is  subsection may be used (A) to pay the costs in curre d by an 

* e n ti ty  or in div id ual in the deliv ery  o f health services (as def ined  in regu lations

of  the Se cretary) , or (B) fo r the cos t of  co ns tru ct ion or  modern izat ion of medical 

fa c il it ie s  unless such co ns tru ct ion or moderni zation  has been approved by the
1
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Secre tary. No sing le gran t or  con tract  made or entered into_iind_er_ th is  jjarariraph 
sh al l be av ai lable fo r o b li gatio n beyond the one year  period beginn ing on the date 
the grant or  co nt ract  was made or  entered in to . I f  an in d iv id ual or  e n ti ty 
receives a grant or  co nt ract  under t h is paragraph fo r a pr ojec t or  program, 
such in div id ual or  e n ti ty  may receive on ly one more such gr ant or  contract fo r such 
pro je ct  or  program. "

Mr. Rogers. The next panel is made up of Dr. Edgar T. Beddingfield, who is Chairman of the American Medical Associ­ation’s Council on Legislation; John Alexander McMahon, Presi ­dent, American Hospital Asssociation accompanied by Dr. Leo Gehrig, Senio r Vice Pr es id en t of the Am eri can Ho spita l Association.
We are  delighted to see you.

STATEMENTS OF EDGAR T. BED DIN GFIEL D, M.D., CHAIRMAN,COUNCIL ON LEGISLATION, AMERICAN MEDICAL ASSOCIATION,ACCOMPANIED BY HARRY N. PETERSON, DIRECTOR, DEPART-MENT OF LEGISLATION, AND DANIEL HILL, ASSISTANT DIREC­TOR; AND JOHN ALEXAN DER  McMAHON, PRE SIDENT , AMERI­CAN HO SPITAL  AS SO CI AT IO N,  AC CO MP AN IED  BY LEO  J.GEHRIG, M.D., SENIOR VICE PRESIDENT
Dr. Beddingfield. Shall I proceed?
Mr. Rogers. You may proceed as you desire, Dr. Beddingfield.We are  always delighted to see Mr. Peterson here. He is a long time friend of the committee.
Dr. Beddingfield. Thank you, Mr. Chairman.I am Edgar T. Beddingfield, Jr. , M.D., a physician in medical practice in Wilson, North Carolina , and I serve  as Chai rman  of the American Medical Associa tion’s Council on Legislation. With me is Har ry N. Peterson, Director of the  AMA Department of Legislation, and Dan Hill, Assis tant Director.
Mr. Chairm an, the  American Medical Association is pleased to respond to your invitation  to part icipa te in these continued hea r­ings on the  subject of hospita l cost containment . Our Association and the  medical profession sh are  th e s trong public concern with the rising costs of hospital care. As you know, we have had an intense  inte rest  in the  adminis tration bill, H.R. 6575, on this  subject.We testified  on May 13, 1977, at  join t hearings held by this subcommittee and the Subcommittee on Heal th of t he Committee on Ways and Means. We submit  a copy of t ha t sta tem ent  and ask that  it be made a part of our presentation on H.R. 8121.Mr. Rogers. Without objection, so ordered [see p. 166.]Dr. Beddingfield. We will not res tate  that  previous testimony,  but  proceed to the changes th at  the  present bill incorporates.
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As we point out lat er in our s tatemen t, the  new bill, while adding 
several new sections, primarily extends the  author ity of th e Secre­
tary to regulate the  purchase of new major medical equipment, to 
provide incentives to hospita ls to eliminate  services, and to award 
hospitals for rest raining costs.

INC ENT IVES FOR HOSPITALS TO CONTA IN COSTS

A new part D is added to the  original title I of H.R. 6575 to 
provide for hospita ls to contain  cost increases. This provision would 
allow a hospita l to apply for a lump sum incent ive payment payable 
from the Federal gene ral revenue,  if its inpatie nt revenues for the  
year  increased less tha n the  allowable percen tage increase limit 
that  was promulgated  for the  year. The amount of the  “incentive” 
available  to any hospi tal would be the  lesser of a specified frac­
tion —one-thi rd—of the  difference between cer tain  actual  and 
projected inpatient amounts or t he amount of the  o utpatient deficit 
of the hospital.

We support th e idea of providing incent ives to hospita ls and other 
encouragement to hospita ls to become more efficient. We believe 
that  incentives are  appropriate to assure that  hospitals mainta in 
not only the  highest level of technology but also the best level of 
care comm ensurate with effective operations. While seeking to 
achieve this  goal the  incentive program as proposed under this  new 
part does raise severa l questions.

Firs t of al l we note  tha t the incent ive would be the lesser of some 
fraction  of savings or the  amou nt of the hospi tal outp atient deficit. 
We note fur the r th at  the  descript ive material accompanying the  
introduction  of the  bill refers to deficits of hospita l outpat ien t 
departments. However, not all hospitals have an outpat ient dep art­
ment, nor does every hospita l which provides an outpat ien t dep art ­
ment have a deficit. In such instances the  lesser amount of the  
incentive  formula would, by definition , have to be zero. Thus an 
incentive for such a hospita l to increase its efficiency would not 
exist. Moreover, while we recognize the desire to rest rain outpat ient 
deficits, we question the  meri ts of tying the  inpa tien t incentives to 
outpat ient services. It appears th at  outpat ien t deficits are  encour­
aged to a cert ain exten t.

Furtherm ore,  we note that  incentive payments would be payable  
out of general revenues of the Federal Government. We question 
the  appropria teness of the  contemplated  payments from the  Gen­
eral  Treasury. As the program is proposed unde r the bill, revenue 
increase limitations are  based upon tota l inpatie nt revenues of the 
hospital,  which would include pati ents  whose care was paid under 
Medicare, Medicaid or Materna l and Child Heal th, and from pri­
vate sources. In orde r to determine  whe ther  revenues have in­
creased less tha n the  allowable increase limit, all revenues on an 
inpa tien t basis must  be considered. Likewise, dete rmin ation of any  
outp atient deficit mus t consider all costs irrespective  of who paid 
the costs. Any incentive payment made to a private ins titu tion  
would therefore cover all inpa tient s, not merely  Federal benefic ia­
ries. Should Congress pay out of the General Trea sury  amounts  to 
hospita ls for providing services for which the  Federal Gove rnment 
otherwise  has no obligation to pay? We believe t ha t such a  provision
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would provide what  would cons titute  a special “gift” from the Federa l Government, and raises Const itutiona l questions.We are thus  concerned with the program that  would allow in effect Federal subsidies to potentially all hospitals. To emphasize the  issue, under  the bill a hospital need not have any Medicare, Medicaid, or Materna l and Child Health patien ts, yet it could be eligible for an “incentive” amount payable from the  Federa l Trea­sury. We believe that such a program should be examined closely before adoption.
MAJOR MEDICAL EQUIPMENT

H.R. 8121 would extend the  applicat ion of the certificate of need program under  Public Law 93-641 to major medical equipment regardless of location of tha t equipment. Thus equipment purchased for use in physician offices would be subject to certificate of need restric tions.  (It is not clear, moreover, w heth er t he $150,000 requ ire­ment  as a “capital  expenditure ” refers to a single piece of equip­ment or the aggregate of expenditures over a year.)
Furtherm ore, the  term“ hea lth care facilit ies” is added to the  areas covered by the  certi ficate  of need provisions, in addition to the  phrase “ins titut iona l hea lth  services.” We see here  a potent ial repetition  of past atte mpts to control physician offices through addition  of this term, and believe that such an attem pt would be improper.
Mr. Chairm an, we hope you and the  members  of th is committee  will agree with the  view that  any initial inroads into medical practice seeking to control physician offices or the  acquisition of practice equipm ent would jeopardize the  independent practice of professionals. Such an action could only lead to more stringent controls eventually controlling practice locations and extent of services available  and affecting qual ity of care. Medical practice— the  physician’s office in partic ula r—should not be trea ted as a public utility . Moreover the same ratio nale  for controll ing expendi­tures in hospitals does no t apply to independent medical practices. Physician office controls  should not be subject to a measu re in­tended  to control hospita l costs.
We of course share the concerns of this  committee about increas­ing costs. Medical care costs are  indeed rising, but  it would not be desirab le to inst itute controls  which would have the  practical effect of cur tailing modern equipment intended to provide the  highes t level of quality  care. We recommend that  the certif icate  of need program not be extended to physicians’ offices.

NEW LIMITATIONS UNDER SECTION 11 22
Other new provisions to titl e II of the original bill revise the  present section 1122 of th e Social Security Act. The new provisions would allow the Secretary  to enter  into agreements with the  Gover­nor of a State for 1122 review to be carried  out by the State hea lth  planning agency designated unde r the  National Health  Plan ning  Act. Fai lure  of th e Governor to ent er into an agreement within 1 year  would resul t in term inat ion of all Federal Medicaid funds payable to the  State. If a  capital expenditure was made for major
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medical equipment or a health care facility, no reimbursement 
unde r title  V, XVIII, or XIX for services provided by use of the 
equipment, for depreciation, or for direc t opera ting costs could be 
made unless the  State agency had reviewed and found a need for 
such equipment or facility. Failure of a  Governor to ent er into an 
agreement would allow the  Secretary  directly to make dete rmina­
tions of need  unde r section 1122 for purposes of r eimb ursement of 
costs.

A cap ital expenditure would be one exceeding $150,000 for major 
medical equipment  or, as to a facility, an expenditu re which is 
$150,000, changes bed capacity, or substan tial ly changes services of 
the  facility.

We believe the  extensions unde r H.R. 8121 should not be sup­
ported. Especially objectionable is th e provision which would term i­
nate all Federal Medicaid payments to the  State if the Governor of 
the  State failed to en ter  into an agreement with the  Secretary  to 
comply with new 1122 review procedures. Such te rminat ion of funds 
would be grossly unfair as they would most a ffect needy persons on 
Medicaid. To support author ity in the  Secretary  to terminat e all 
Medicaid payments whether for medical care, for hospi talization or 
for any o ther el igible care included in the  State  Medicaid plan, is to 
us an extreme and undesirable exercise of Fede ral power to  force a 
State into complying with a Federal program by impai ring delivery 
of care  to low income individuals . No just ifica tion has been shown 
for imposing such an onerous provision which would be so far- 
reaching in its effect upon the  provision of needed medical care to 
Medicaid recipients.

Concerning the  requ irem ent of review and approval  by the  State 
agency of major medical equipm ent, we believe this  would be 
inapprop riate  if inte rpre ted to include  equip ment  with in a physi­
cian ’s office. The dete rmin ation by the  Sta te of the equipment 
which may o r may n ot be used by a physician  in his own office is in 
fact precluding the pat ien t from receiving the  care by his physician 
in the  manne r which the  physician  believes most appropr iate  for 
the  patient.

Another provision would be added to  ti tle II which would prohibit  
certain sales of medical equipm ent, costing more tha n $150,000, 
without planning  author ity  approval for such equipment. Any per­
son who sold the  medical equipment  in violation of this provision 
would be subject to a civil penal ty of up to five times the  sa les price 
of the  equipment. We question the  fairness of such a provision. 
Should th e Federal Government  impose upon the seller  of a product  
a penal ty for sel ling that  p roduct only because a third par ty did not 
comply with some requ irem ent of the  law? Aside from the  harsh ­
ness of the penalty, we believe th at  such a penalty should not be 
placed on the  seller.

DISC ONT INU ANC E OF HOSP ITAL SERVICES

A new titl e III is added to the  original H.R. 6575. This new titl e 
would estab lish a 4-year program for the  purpose of encourag ing the  
discont inuance of cert ain hospita l services. The Secretary  would 
establish guidelines pertaining to the  maximum appropriate supply
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ceilings within each HSA for hospital beds and the  minimum appropr iate  rate  of hospita l occupancy. Each HSA would identify the  actions tha t were needed to comply with the  applicable  guide­lines issued by the  Secretary. Any hospital which met the  program requirements  by discontinuing of services, by closing units  in the  hospital,  or by converting an  identifiable unit, could apply for e ither debt payments, incentive  payments, or conversion payments.Upon application the HSA would review and make a dete rmina­tion of the  need for the services. Its recommendation would be reviewd by the State planning agency which in turn  would make a recommendation to the Secre tary of HEW. Certain incentive  pay­ments made to a hospita l would also enti tle the  HSA to receive a paym ent equal to 10 percent of the hospita l award.  Paym ent for incentives under this program would be paid out of Federal general revenues.

If upon the expiration of the  period of t he program, the health service area  was not in compliance with any applicable guideline promulgated  by the  Secretary, then  the amou nt of r eimbursem ent to each hospital in the area would be reduced by 5 percent unde r title s V, XVIII, and XIX until  the  area came into tota l compliance with the  guidelines. This time period could be extended upon special request by the  HSA and approval of the  Secretary .We believe th at  these programs for “ incent ives” are  more realist i­cally incentives to the  Secretary  as well as to the  HSA to close hospitals,  identifiable units  of hospi tals, or services of hospitals. The emphasis in this provision with respect to establish ment of guide­lines by the  Secre tary changes  the  originally stated inte nt of the planning  act to provide for local planning and local determination  of need along w ith the  local determ ination of a hea lth  plan. If now the Secretary  is to establish the  “guidelines” which the  HSA would be mandated to follow and which all hospita ls in the  area would, through the  thr ea t of a potential penal ty at the  end of 4 years, be forced to follow, is not the  resu lt Federal regulation  rather tha n community planning? Is this  not cont rary  to what  the  advocates of planning  have long pointed out as the  essential characteristic of local health planning?
We believe that  h ealt h planning  can be successful on a volun tary local basis and th at  it should be utilized. We do not believe, however, that the  Secretary  can more appropr iately establish re­quirements for hospitals  in a community tha n can the  community. The imposition of this  t itle, especially in a bill which imposes str ict revenue increase limitations on all hospitals, emphasizes fur the r that  hospita ls are  expected to phase out services. After  rest ricting the  income, afte r thre atenin g the  hospital with potential  penal ties for exceeding the revenue l imita tion,  af ter  subjecting t he hospita l to consequences of new and more stringent review under certificate of need as well as section 1122, and after setting up additional incen­tives to control costs—which incentives are  unre alis tic—the bill in addition thru sts  upon the  hospitals the additional pressure  from the  Secre tary, from the State,  and from the HSA of closing or convert­ing its facilities. In addition the HSA, through financ ial incentives, would have an inte rest  to assure  tha t the hospita l is closed or a uni t of the  hospital is phased out. As an additional point, once again
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questions concerning the  use of general revenues to assist private 
institutions, in this case in effect to liquida te assets or obligations, 
or to term ina te functions, should be considered carefully.

We believe th at these  provis ions are unwise and would result  in a 
distinc t lowering of access to hea lth  care and a lowering in quality  
care available to all citizens.

CONCLUSION

In our view H.R. 8121 should not be supported in its present form 
because of its potential undesirable effects upon pat ient care.

Mr. Chairman, we would like to point out the  desire in our 
sta tem ent  to analyze and to emphasize what  we see to be the effects 
of H.R. 8121 upon pat ien t care. We recognize that  the  sponsors of 
this bill are  seeking to address  responsibly the  acute  problems of 
rising costs of hea lth care, and this  subcom mittee’s activity  in 
holding hearings and in bringing into public discussion the  issues in 
this legislation should prove beneficial.

The AMA is also address ing these  issues, and seeking answers  to 
the  complex factors involved, through its National  Commission on 
the  Cost of Medical Care, whose activit ies we described in some 
detail  in our ear lier  appearance on H.R. 6575. The final report of 
that  commission, with its recommendations, is due in J anua ry 1978 
and will be available at that  time. Pending the  issuance of that 
report , however, the AMA is also anxious and desirous of working 
with Congress in developing appropr iate  measures . We again offer 
our assistance in th at  development.

Mr. C hairman, at this  time we will be pleased to respond to any 
questions you may have.

[The sta tem ent  on H.R. 6575 refer red to follows:]
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Statement of the American Medical Association, Presented by Raymond T. Holden, M.D., and Edgar T. Beddingfield, J r., M.D.
Honorable Chairmen and Members of the Subcommittees, I am Raymond T. Holden, M.D., a practic ing physician in Washington, D.C. I am Chairman of the Board of Trustees of the American Medical Association and am pleased to present on behalf of the Association its views on Ii.R. 6575, the Hospital Cost Containment Act of 1977, introduced on behalf cf the Administration. Partic i­pating  with me in this presentation is Edgar T. Beddingstield, Jr ., M.D., who is in medical practice in Wilson, North Carolina. Dr. Beddingfield is Chairman of the AMA Council on Legislation. Accompanying us is Har ry N. Peterson, Direc­tor of our Department of Legislation.

BACKGROUND

At the outset we wan t to express, on behalf of the AMA, apprecia tion for this opportunity to appear at this join t subcommittee hearing  on the proposed legis­lation concerning cost const raints  on hospitals. As you know, the American Medical Association is strongly concerned with all issues involved in the deliv­ery of our nation’s health care. We have appeared on numerous occasions before subcommittees of both Houses of Congress concerning the important  issue of costs for health services.
The American Medical Association shares your strong concern with the present problem facing our country with respect to rapidly rising increases  in health care costs. Because of our concern with this problem, we have convened a National Commission on the Cost of Medical Care. The Commission is broadly based and draws its membership from leadership of all secto rs: economics, gov­ernment, labor, business and the public. Tha t Commission, which has been meeting since early last year, has been charged  with the responsibili ty to provide the AMA’s Board of Trustees with a final report by Janu ary , 197S to conta in: (1) A description of the health care delivery system ; (2, identification of the factors underlying the rising costs of medical ca re;  (3) a review and evaluation of exist ing research of the causes of medical care cost inflat ion; (4) an evalu­ation of the impact of pending or futu re health programs on the health  care delivery system and medical care costs ; (5) recommendations on policies tha t will contribute to containment of medical expenditures while providing quali ty medical care to the public; and (G) recommendations and direction for future  research programs.
The AMA lias also recognized tha t hospital care is by its nature  expensive for a varie ty of reasons, including the necessity for having available techno­logically advanced equipment and services, and indeed for meeting a morass of federal, state and local laws and regulations. It is a fact tha t costly, but desirable, services and facilit ies are demanded by the community in its desire to have its hospital provide high quality  service on virtually a 24-hour basis, seven days a week, every week of every year. Few other service indust ries must comply with such s tric t public and governmental demands. Can it be surprising then tha t hospital costs escalate?
In the face of this unique situation, compounded by such federa l programs as Medicare and Medicaid inst ituted to assure access to care to millions of individ­uals, the government in the past has attempted to res train costs by paying prac- tioners and provides in many instances less than its proper share of the costs ; yet it insists upon full service. We have seen this attem pt through legislation arb itra rily  limiting federal reimbursement, through federal  programs encour­aging special modes of delivering health  care, and through  regulat ions attempt­ing to categorize insti tutions. Still vivid in our memory are the now discredited controls attempted through imposition of the economic stabi lization program in 1971. Of partic ular  concern was the opprobrious retention of those cost controls in phase IV tlie the health  field while removing the controls from other seg­ments.
We believe that  at leas t a significant portion of the recent  inflationary in­creases in hospital charges, and generally in health care costs in our economy, is a reaction to,  among other things, the various ceilings imposed on the rate of increases  in the health sector.
M hile these means have been unsuccessful, tlie legislation again singles out one segment ii: our economy for tlie imposition of special controls. It  proposesCi?n  .J health care expenditures by limiting inpatien t revenue of virtually ?i hospita ls from all sources. This approach is somewhat similar in effect to tha t attempted under the economic stabilization program.lo r  these ami the reasons set out below we recommend that  the bill before you not be adopted. We say this notwithstanding our desire to see undesirable inflation curbed. But in our view this legislation would not be in the best inte rest s of patients.
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nO SP IT AL COST CO NTAIN ME NT PROPOSAL

H.R. 6575, the Hospita l Cost Containment Act. contains three  m ajor  programs. 
One would establish  a formula for limiting increases in hospital inpat ient reve­
nues from all sources. Another would provide for a national limit on hospital 
capita l expendi tures. The third  would provide that  the Secreta ry of HEW 
would submit to Congress by March. 1978 a report setting  forth his recommen­
dations  for permanent reforms in the delivery and financing of health care to 
replace the program limiting hospital revenues. (This it should be kept in mind 
tha t the program for capita l expenditure  limita tion is apparently intended as 
a permanent one.)

As to the “caps” on inpa tient  hospita l revenue, the bill would establish  for 
each year  a limit on annual increases. This limit contemplates a formula based 
on the general price trends in the economy. The limits  on increases in revenues 
would apply to payments from all payors, including both private and public.

All hospitals  would be included with the exceptions of long term care hospi­
tals, new (less than two year old) hospitals, and those inst itut ions  receiving 
at least 75% of the ir revenues from certain health maintenance organizations .

The Secretary of HEW would have author ity to gran t certain exceptions to 
individual hospi tals under the cost containment provisions of the bi ll; however 
such exceptions would apply only to the extent tha t the hospita l provides 
evidence of its cost of increase in excess of the cap as a resu lt of changes in 
admission beyond a specified range or changes in capacity  or characte r of in­
patient services. In addition , a hospital requesting an exception would have to 
show tha t the revenue otherwise available is insufficient to assu re the solvency 
of the hospital.

Anolher exception to the limita tion w’ould be costs attr ibu table to wage in­
creases to non-supervisory personnel.

Enforcement of the hospital cost containment revenue limit would be imple­
mented through the disallowance by the Medicare, Medicaid, and Maternal and 
Child Health  programs of any payment in excess of the cost containment  limits. 
In addition, payment by cost payors, or receipt by hospitals of revenues in 
excess of the limi tation would subject both the payor and the hospital to a 
federal excise t ax at  the rate of 150% of the excess (unless such excess amount 
was placed in escrow to be applied to the next year’s revenues) and to exclu­
sion from the Medicare and Medicaid programs.

The second major program of H R. 6575 would impose a limitation on h o s ­
pital capita l expendi tures. These provisions would require the Secretary of HEW 
to establish  a national limit  on total hospital capita l expenditures. The Secre­
tary would apportion  the sum among the states on the basis of population. In 
addition, the Secretary  would be required to establish  a national ceiling for 
the supply of hospital  beds and a nationa l standard  for the rate of occupancy of 
hospital beds to be applicable to each HSA. The bill defines the ratio  of 4 
hospital beds per 1,000 population and rate of occupancy for hospital beds of 
not less than 80% at  the nationa l stan dards to be applied by the HSA.

Enforcement of the limitation on hospita l capital  expenditures would be 
carried out by amending  the certificate of need requirement under Title XV of 
the Public Health Service Act and amending Section 1122 of the Social Security 
Act to provide that  with respect to services furnished in a health  care facili ty 
which is not covered under  a certificate  of need program, or 1122 review, the 
Secretary would not include in federal reimbursement an amount equal to ten 
times the amount otherwise recognizable ns program payment for depreciation, 
interest on borrower funds, or r eturn on equity capita l or o ther expenses related 
to capita l expendi tures, unless the Secreta ry had approved such capital  expendi­tures.

The Inte rnal  Revenue Code would also be amended to provide tha t any obli­
gation issued by a Sta te or a terr itorv for an insti tutional health  service, health 
care facility, or HMO which would resul t in an excess in the bed supply ceiling 
or for which a certificate of need had not been issued would not be eligible for treatment as a tax exempt bond.

Mr. Chairmen, while all of us are concerned about the cost of health  care, w’e 
must not be concerned only with the cost in terms of dollars. The AMA is 
concerned over the impact tha t this legislation would have on the quali ty and 
availability of hospital care for the American people. It  seems inescapable to us 
tha t the  “cap” on spending will result in second-rate care, and some ca re may 
simply become unava ilable  for many people.
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' This proposed legislation would, as we will point out in more detail , have the effect of limiting the extent of quality  care available and would resul t in restric tion of access to qua lity hospital care.1 would now like to have Doctor Beddingfleld present our fur the r comments on the pending legislation. - .
Stat ement  of E dgar T. Beddinofield, J b., M.D.

Mr. Chairman, at  this time we would like to comment in greater detail on the major  provisions in H.R. C575. In general our views rellect the observation that  the bill, as proposed, does not support incentives for efficiency, perpetua tes inefficiency in hosp ital care, creates a rigid  program which in the long run would be unresponsive to improving quality of hospital care, discourages increased access to care, and penalizes insti tutions which seek to respond to increased community health needs.
PERM AN EN T PROGRAM : REPORT

I will first address  the implicit issue found in section two of the bill entitled  “Report on Permanent Reform in the Delivery and Financing of Health Care". The thrust  of this section states tha t no la ter than March 1, 1978 the Secretary of HEW shall submit to Congress a report on his recommendations for “perma­nent reforms in the delivery and financing of health care”, which reforms will supposedly "increase the efficiency, effectiveness and quality of health  care" in this country and which would replace the transitional provisions of the bill.. While the language in section two is not specific concerning all elements to be included in the report, it apparently contemplates tha t the Secretary consider the whole sweep of the health care segment, of the economy and propose “perma­nent reforms" in the delivery and financing of tha t health  care.This provision must  be given carefu l analysis  in relation  to other provisions of the bill. If it is intended through this legislation tha t “permanent” proposal would be made “no later tha n” six months aft er the “transi tion al” program takes effect, why, then, should Congress pass a tempo rarjr program only to consider permanent proposals? We believe that  it would be wiser to await the proposals for  permanent change in order  to evaluate  more fully the real direction of the more important  Administ ration considerations. This course would avoid the disrupt ive effects which a re certa in to occur under H.R. 6575 and its adverse effects upon health care. Such a course would be especially desirable since the permanent proposal is to “increase the efficiency, effectiveness and quali ty of health  care” in this country. As to the contemplated report, we believe tha t some provision should be made in the legislative language for the Secretary to utilize a select advisory committee to be composed of representat ives of all segments of health care. Use of such an advisory committee would help to assure, we believe, tha t any report would carry  better balance and would take into consideration the views of all segments affected.We urge the Subcommittees to change this section by requir ing tha t the repor t be completed prior  to adoption of any temporary program, and utilizing the advice and consulta tion provided by a special and select advisory commit­tee.
“ TRANSITIONAL”  HOSr iT AL COST CONSTRAINT PROVISIO NS

We will now turn  to the more detailed provision of H.R. 6575. A program limiting total hospital revenues for virtually each hospital in the United States  would be established. A failure to comply with the federa lly determined limi­tation on hospital revenue would result in serious penalties. The limita tions on the hospital revenue would be ca lculated through a complicated formula which itself is based on the GNP deflator increase over a base year.Me would like to point out clearly at this time that  the “tran sitio nal” pro­visions of the bill are on their  face permanent since there  is no termination date of the  program in the absence of future Congressional action. The formula is self-executing and mandatory year after year.
M e believe tha t such limitat ions on hospital revenues as included in the pro­gram are inappropriate. Artificial limitations, irrespective of how generous or how restrictive, are unrealist ic. In order  to provide an unin terru pted  flow of quality hospital care which the American people demand, a hospita l must keep pace with current  technological advances. This often means the purchase of expensive equipment. This often also means the necessity to expand hospital
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services. No patient wishes to be admitted  to a hospital which he believes is 
not a modern hospital. A reimbursement limita tions on hospitals which does not 
allow increases reflecting true cost increases could have the effct of unfa irly 
and inappropria tely rest rict ing increases  in hospitals  when those increases are 
due to increased service, bett er equipment, or more highly skilled staff.

The costs in the heal th care  sector do not necessarily, reac t in the same man­
ner as does the GNP. In the case of health care there  occurs a circumstance  
which is unlike many other segments of the economy. The health care sector is 
labor  intensive and is technologically highly sophisticated. There are very few 
othe r segments of the economy in which such a concentration  of expensive and 
complex technology is combined with a highly trained and educated group of 

* people as occurs in the hospital. When this is combined with the general case
of operat ing on a non-profit basis, one can readily  see how hospital costs can 
react differently from the other portions of tlie economy. Unlike a manufacturer 
who does not have the most modern processes and yet can operate efficiently and 
with  no adverse effect on the public, hospital must quickly obtain the most 

1 modern technology in order to make available the best care to individuals . A
failure  to do so can have adverse impact on the public. However, this bill would 
in effect limit the physical plant and technological increases of any hospital by 
limiting revenues. We believe that  such limita tion as proposed by H.R. 6575 
would be quite  detrim ental  to individual hospita ls which seek to remain in the 
mainstream of modern medical trea tment and care. Such a limitation is also 
compounded when one considers, as we discuss late r, the new capita l expendi­
ture limita tion which the bill proposes.

As to the specific formula under the bill for determining revenue Increases, 
we note tha t it is based on inpat ient hospital revenue per inpatien t admission. 
It  is expected that  in the first year the formula would allow a 9% increase in 
gross inpat ient revenues. This increase would be allowed for a par ticu lar hospi­
tal. however, only where the number of admissions did not increase over 2% 
or decrease in excess of 6%. as compared to the base year. On the other  hand, 
if a hospital should exceed the 2% of 6% limitations , the amount allowable 
would be increased only by of such amount for each admission over the 2%, 
and V-2 the per patient allowable would be deducted from revenue if over the 
6%. Slightly differen t percentages would be applicable to smaller hospitals. For 
larger, absolute limits in extra revenue would be established. In other words, 
the hospital is expected to provide any and all care which it is able to provide 
for any and all admission increases over the prior base year  (up to a percent­
age) for no extra  revenue and a % price  for any admission above the  allowable 
percentage increase. Moreover it even runs the risk, at higher percentages, of 
a penalty of 150% of inpa tien t revenues.

The obvious question is exactly how’ can a hospital survive and continue to 
provide quality services in proper facilitie s under  such limita tions? The amount 
of allowable increase  in revenue could be easily offset by cost increases jus t to 
main tain the level of care given in the base year, even though total admission 
may have increased. Who pays the increased cost? Will the supplier of the 
hospital reduce his charges? Is the equipment expected to be donated? Is new 
construction done gratis?  Costs cannot be shifted by the hospital since the 
formula affects tota l revenue from a/J inpat ients  irrespective of who pays the 
bill.

What sort  of incentive is this? Under the formula a hospital might be encour­
aged to cut down on service and patie nts in order to maximize charges in order 

4 to maintain its ability to admi t patients.  It would have an equal incentive to
admit only those patie nts with relatively less need for hospita lization since it 
must mainta in its general admission levels as reflected in the formula.

We believe tha t the formula is manifestly unfair. It  could in fact penalize 
efficient hospitals and reward inefficient hospitals. Furthermore, in our opinion, 
it could have the effect of discouraging hospita ls in communities, especially in 
rur al areas , from increasing its costs by improving its services through desirable 
means such as seeking additional necessary medical or nursing personnel. A 
basic fault of the bill is that  hospital revenue is fixed without  proper relevance 
to total  patient admissions. Thus the more admissions a hospita l has above its 
base year, the more likely it is to be penalized. A small hospital or a hospita l 
in a shortage  area would be devastated if a new physician located in the com­
munity  and began to admi t patients. Increases  over the base vear would in 
effect be subsidized by the hospital .
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Ilowever, from the standpoint of Ihe individual patient, the admin istrat ion proposal assures no relief from full inflationary increases. There is no specific limitation on the  increase in amounts which an individual may have to pay for hospital care, since these new provisions all go to restr aining total hospital revenues. It  is indeed ironic tha t the government should publicize a “cost con­tainment” program purportedly limiting increases to 9% but which in fact  could result in greater increased costs to the individual.We also note that  a 150% excise tax is applicable to “excess” revenues as received by any hospita l or as paid by any third -party payor. We believe tha t such a provision, in effect constituting a penalty, is offensive to the concept of fairness, and we believe such a provision should bee stricken. The federa l gov­ernment should not seek to impose such a penalty upon hospitals or payors under the guise of a tax or any other  method. If such a  “tax” were applied, the impact would fall upon quality care of patients .We also note tha t the bill attem pts to exempt certa in hospita ls from provi­sions in this act, most noticeable of which is a federal hospital. Also certain 1IMO hospitals are exempt from the provisions. While we believe tha t the provisions of this bill should not be applicable to any hospital, we also believe that  if limitations are applicable, they should be equally applicable to all hos­pitals. Why should hospita ls which deliver health care and presumably meet the same cost requirements ns a non-federal or non-HMO hospital be exempt from the “benefits” of this bill?
A fur the r exemption from revenue limits under the bill would be for any amounts for wage increases for nonsupervisory personnel. Again, while we do not advocate tha t wages should be subject to such an onerous bill, we question the reason for the exemption if in fact hospital costs are sought to be con­tained. One of the factors for rapid hospital increases in recent years has been the rapid increase in salar ies and wages of non-supervisory personnel. Furth er­more, the bill discriminates in its trea tment and recognition of increases for supervisory and non-supervisory personnel.We believe tha t the Administra tion’s proposal for limitat ions on revenues of all hospitals should not be adopted.

LIMITATION ON HOSPITAL CAPITAL EXPENDITURES
These limitat ions are clearly permanent under  the bill. We believe tha t these provisions a re unwise since they would have the effct of placing artificial , abso­lute and unreal istic limita tions on capital expenditu res seeking to improve hos­pital  services and facilities.
Mr. Chairmen, we believe tha t the capita l expendi ture limita tion as proposed under the Adminis tration's bill is a clear example of federal control over the community. The National Health  Planning and Resources Development Act was presented as fostering local planning and local determination of local needs. Yet now the Adminis tration seeks to use it as a vehicle for fur the r refining federal control over local decision making. Capital expenditure limita tions as contem­plated under the bill are unrealisti c in tha t they attem pt to s tate  in advance the aboslute limit by which capit al expenditu res may increase  within a sta te and impose minimum occupancy rate s of hospitals  and fix the rati o of beds to population.
Furthermore we believe that  absolute limita tions on the amount of capital  expenditures within an area would again benefit inefficient hospitals, by prevent­ing competition. As noted above, inefficient but costly hospitals would lie allowed the same percentage increase in permissible revenues ns an efficient hospital. Inefficiency would thus be perpetuated by sanction of the revenue and capita l limitation programs.
We believe tha t the capita l expenditure  lim itation  provision of the bill should be stricken.
As to the proposed amendments to Section 1122, the proposal would authoriz the Secretary to invoke new and severe penalties. The proposed penalty coub mean tha t legitimate patien t care funds would be decreased because a hospita did not comply with Section 1122 or certificate of need requirements by virtu of the fact  that the state  did not have such programs in effect. While a case per haps can be argued for disallowing amounts for depreciation or other relatei expenses from being included in Medicare payment in the event a hospital buil without approval, we fail to see any justifica tion for allowing funds (in th amount of ten times the otherwise amount payable for depreciation, etc.) to b , a ".e n  f r o n ’ t I , e  legitima te patient care reimbursement as such penalty In sucl 

" "  h 0 S '’i t a I  t h '  "
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Mr. Rogers. Thank you.
Mr. McMahon, you may proceed as you desire. Your complete 

statement will be made a part of the record [see p. 175.]

STATEMENT OF JOHN ALEXAN DER  McMAHON

Mr. McMahon. Thank you, Mr. Chairm an.
I am John Alexander McMahon, Pres iden t of the  American 

Hospital Association. With me today is Dr. Leo J. Gehrig, Senior 
Vice Pres iden t of the  Association.

We appreciate the  oppor tunity to appear at  this  hearing  and to 
share with you our views on H.R. 8121, as well as our views on 
othe r proposed hospital containment legislation.

We are gratified at  your efforts through the  introduction  of H.R. 
8121 to introduce incent ives toward  increased cost effectiveness in 
the  provisions of H.R. 6575. We especially wish to commend your 
effo rts  to ass ist  hospita ls in the closure or con version  of 
underutilized facilities and services and the  expansion of certificate- 
of-need coverage. I will comment specifically on these  as well as 
othe r provisions of H.R. 8121 lat er in this  testimony.

On pages 2 and 3 of  our testimony, Mr. Chai rman  and members  
of the committee, we have set out some reasons  for hospital cost 
increases, paying par ticula r atte ntio n to the  impact of inf lation  on 
the rest  of the economy and the  improvement of hospital care  which 
responds to a demand broadened by the  availability of insurance 
coverage.

Hospitals do resen t, Mr. Chairman, the  allegations of obesity, if 
you like, and inefficiency. A recen t study we have made which we 
would be glad to submit to the  committee shows that  hospita ls 
individua lly across the  count ry are  making efforts to stre tch every 
dollar as far as it will go, and clearly incentives are bet ter  ways to 
support this kind of effort  than  allegations  of inappropr iate  
conduct.

There  are  some earl ier  questions  th at  you put to the adm inis tra­
tion witnesses, and we would be pleased to expand upon those in 
the  question period.

On pages 3 and 4 we have noted many of th e activit ies now going 
on tha t tend  to res tra in hospita l costs. These include a commitment  
to comprehensive hea lth  planning, including the  development of 
strong  ce rtifica te of need laws; the elimination of fraudu lent activi ­
ties under Medicare and Medicaid, which is the  goal of H.R. 3; 
improved review of the  utilization of hea lth  care and fur the r 
development of medical audits, and so forth.

The complexities in th e interactio n of many of these activiti es can 
be illustra ted and were illustra ted ear lier  today when the  adminis­
trat ion  witnesses found themselves unable to respond to some of 
your direc t questions. If they, the  arch itects of this  legislation, 
canno t an swer your questions, imagine  t he confusion a t the  ins titu ­
tional level.

On page 4 we noted that  these activi ties now going on—planning,  
utiliza tion review, and so on—already are  having an effect on the  
ra te of increase  in hospita l costs and  across-the-board costs 
generally.



Our prelim inary  analysis  of recent data indicates that  the rat e of hospital cost increases is beginning to moderate. Admissions and days of care, when considered in conjunction with the  growth of the population, are also decreasing. Our review of such experience  is not completed, but as this  analysis is accomplished we will be pleased to share our findings with the  committee.
Now I would like to t urn to the provisions of H.R. 8121, recogniz­ing our continuing problem with anything  that  has a cap approach in it, and again refe rring  to the problems with H.R. 6575 and the basic cap approach that  we ou tlined to this subcommittee and the Subcommittee on Hea lth of the  Ways and Means Committee on May 13, during  the  join t hearings dealing with hospital cost containment.
We have given atte ntio n to the  new provisions in title I on pages 4 to 6 of the  writ ten testimony, Mr. Chairman, and we give attentio n first to the  deletion of section 114(c). This removes an incentive tha t we th ink is partic ular ly important, and we suggest a reintroduct ion of section 114(c) if this approach is to be followed.It may be, Mr. Chairman, for some hospitals,  as I think the administ ration witnesses indicated, the only way to survive unde r a 9-percent approach.
On page 5 we have given attention to the  incentives for good performance by hospita ls in containing cost increases, part D of title I. This would provide an incentive payment to hospitals  tha t are  able to restra in the ir cost increases to a level below the limi t for increases in inpa tien t revenues. But there is a very limited applica­tion to hospital having  ou tpatien t deficits, and we have suggested in our testimony the  broadening of that  because as we noted at the bottom of page 5, if an incent ive is provided for good performance it should be available to all hospitals which meet the  performance requirements .
At the  top of page 6 and from ther e to page 7 we have given atte ntio n to the  new provisions in title II, limitations on capital  expenditures. As I noted at the outset, we vigorously supported communi ty health plann ing and worked act ively and constructively in the  implem entation of this  important law, jus t as we had encouraged the  development of new strong  Sta te certificate-of-need laws earlie r.
At the outset, we have already expressed our concern to the Department of Health, Education,  and Welfare regard ing the ir attempts to develop the guidelines that  you inquired about ear lier  this  morning. We have concern in this bill with the  reliance on Federal guidelines and the  requ irement that  those guidelines be followed by the  health systems agencies.
We have supported planning  because of its  local decision-making emphasis. If t his is to be changed to a following of Federal  guide­lines, we suggest that we are going to res tric t and inhib it the development of appropriate plans which give atte ntio n to local needs.
At the bottom of page 6 we give at tention  to our problem with  a specific capi tal expenditure  ceiling in your bill and the  adm inis tra­tion’s bill of $2.5 billion a year. We th ink  this  would endanger  the hospita l industry’s ability  to maintain its present facilities, to
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comply with present and future codes and safety standards, to 
provide when appropriate and consis tent with the plann ing process 
those improvements and new developments in services and facilities 
that  patie nts will demand.

Toward the  bottom hal f of page 7 we give a tten tion  to two of the 
changes that  you proposed to title  II. We are part icularly  pleased to 
note the extension of certificate of need to all expenditures for 
medical equipment in excess of $150,000, regardless of ownership  or 
location, and that  ought  to be clarified to make sure what  is being 
focused on by the committee,  and wha t we th ink  is approp riate,  is 
the prob lem of prol ife ra tio n or unnecessa ry dupli ca tion of 
equipment.

We thin k failure to impose a requ irem ent for approval of all 
capita l expenditures wherever located, as long as we are  talking 
about  the  same kind of expenditures, would have a deleterious 
effect on the  planning process.

We also note an increase in the  duties  and responsibi lities of 
HSA’s and  State agencies both in your bill and in H.R. 6575. While 
in the past we have supported increased appropria tions  for these 
entitie s, we believe f urt her priori ty atte ntio n should be given to the 
provision of adequate financial support in the ir behalf. We have 
some concern about asking too much too quickly from them for fear  
it will undermine  their  ability  to move toward the  development of 
an appropria te plan.

Finally on pages 8 to 10 we have given atte ntio n to the new title  
III in your bill, H.R. 8121. This titl e begins by providing within  1 
year  of enac tment guidelines would be developed and required to be 
used in the  planning  process. I have previously expresed my 
concern with that .

We have then  given atte ntio n to the  form of hospital incentive 
payments proposed. The first  would provide incentive payments to 
hospitals  which discontinue all inpatient services if these services 
are  unneeded. We have given a tten tion  specifically to the  limitat ion 
in the way those incent ive payments could be used, and believe 
some broadening could be used, some broadening that  would add to 
the  incentive.

I would like to note par ticu larly  the  para graph at the bottom of 
page 8. The fact that  the  closure of underutilized facilities, which 
we have no quarrel with, will add a pat ient load to othe r ins titu ­
tions in the  same service area. If there is an incentive  for the 
closure of facilities and it runs  into conflict with a limitation  or a 
lack of encourgement  for othe r insti tutions in the  area  to pick up 
the  slack that  is going to come about , we have a conflict. We have 
analyzed the  cap, inst itutions are going to be inten tionally discour­
aged from increasing admissions. If that  is the  case, tha t, we are 
saying, is incons istent  with the encouragem ent in title II to close 
down underu tilized facilities, because other insti tutions may very 
well in a par ticu lar area resist picking up the  slack.

At the top of page 9 we have noted the  second form of incentive, 
to encourage the  discont inuance of an unneeded service. We indi­
cate that broadening of the incentive  to make it like the  closing of 
an enti re inst itution would be appropria te.

The thir d form of incentive  proposed under this tivle would 
encourage the  convers ion of an identif iable pa rt of a hospital which

95-756 0  - 77 - 12
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is underutilized into a needed long-term or ambu latory  care facility. There  we have suggested the  possibility of broadening this so tha t any conversion project approved by the  planning agency would be eligible for support.

At the  bottom of page 9 we have given attentio n to two of the other incentive provisions. The problem of the  HSA receiving a payment of 10 percent of  the amount of incen tive payments made to hospita ls in its area for closure of identifiable inpa tien t unit s or tota l inpa tient  services presents a problem.
We are  not sure  until the  new hea lth plann ing stru cture develops appropria te plans that fur the r encouragement should be given to developmental activities.
Then we have noted the  inequitabil ity of the  provision for a 5- percent reduction for each hospital in an area which is not in compliance with any applicable  plann ing guideline. We thin k this would present problems because some hospitals might be doing every thing they could and yet be penalized because of the fact that other hospitals have prevented, or the  area itse lf has done some things that have inhibited , the  achievement  of the  goals.Mr. Chairman, finally we recognize the  difficulty of devising incentives within  the struc ture of H.R. 6575. Because as we have indicated over and over again, the  health care delivery system is complex, it is in terac tive and it must be dealt with with grea t care. Because of the limited time we have had to review your proposal we would ask permission to submi t fur the r comments and suggestions as we continue our study.
At your convenience we will be pleased to respond to questions.[Mr. McMahon’s prepa red stat ement  follows:]
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AMERICAN HOSPITAL ASSOCIATION
444 NOHTH CAPITOL STREET, NW  . SUITE 500, WASHINGTON. D C. 2000, TELEPHONE 202-63 8 1,00  
WASHINGTON OFFICE

STATEMENT OF THE AMERICAN HOSPITAL ASSOCIATION 
TO THE SUBCOMMITTEE ON HEALTH AND THE ENVIRONMENT 

OF THE HOUSE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 
ON H.R.8121, THE HOSPITAL COST CONTAINMENT ACT OF 1977 

July 18, 1977

Mr. Chairman, I am John Alexander McMahon, President of the American Hospital Asso­

ciation. With me today i3 Leo J. Gehrig, M.D., Senior Vice President of the Asso­

ciation. The AHA represents more than 6,500 member Institutions, including most of 

the hospitals of the country, extended and long-term care institutions, mental health 

facilities, hospital schools of nursing, and over 24,000 personal members. We appre­

ciate the opportunity to appear before this hearing and to share with you our views 

on H.R.8121, as well as our views on other proposed hospital cost containment legis­

lation.

We are gratified, Mr. Chairman, at your efforts through the introduction of H.R.8121, 

to introduce incentives toward Increased cost effectiveness in the provisions of 

H.R.6575. We especially wish to commend your efforts to assist hospitals in the 

closure or conversion of underutilized facilities and services and the expansion of 

certificate-of-need coverage. I will comment specifically on these as well as other 

provisions of H.R.8121 later in this testimony.

As you know, and as we have previously testified, the hospitals of this country have 

strongly opposed H.R.6575. I should like to restate very briefly several key policies 

and positions of the AHA with respect to this legislation, not for the sake of repe­

tition, but to remind the Committee of the Association's perspective on the critical
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Issue of containing health care costs and what approaches we have been advocating 
and continue to advocate to alleviate this problem.

HO SPITA L COST INCR EAS ES

As I have stated previously before this Committee, the fact that hospitals and 
health care costs are increasing at a rapid rate is not in dispute. Hospitals 
are concerned and are working actively to restrain health cost Increases within 
their control. Health care cost Increases are a complex problem. To address the 
issue requires the combined efforts of all providers, consumers, and government 
and other third-party payers. Therefore, as we seek to bring the Increase in 
health care costs more in line with the growth of the general economy, it is essen­
tial that the actions taken be constructive to this end, and it must be recognized 
that this objective cannot be accomplished in a relatively short time.

I scarcely need to review in depth once again the many vectors that cause Increases 
in hospital costs. They include the impact of general inflation; a growing public 
demand for health care services, which in itself is a complex issue; the intensifi­
cation of services, meaning the kinds and volume of services used by patients as 
related to the sophistication and expansion of medical technology; the moderniza­
tion and maintenance of hospital service capacity; the reliance on patient care 
revenues for the training of health manpower in hospitals; and the Impart of the 
ever-increasing imposition of governmental regulations on hospital operations.

We oppose H.R.6575 and its counterpart in the Senate, S.1391, because we are firmly 
persuaded that the arbitrary limit this legislation would impose on inpatient 
revenues of hospitals would seriously jeopardize the present and future ability of 
hospitals to provide quality care to the American people. The legislation is in­
equitable because it Ignores the fact that hospitals must acquire goods and services
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from segments of the economy that are uncontrolled and experience high rates of 

Inflation. It disregards the manifold differences between hospitals, not only 

of varying types but even of the same types. The proposal, moreover, would screw 

down Increases in hospital Inpatient revenues over time, eliminating all ability 

to Incorporate Improvements in care, and would fail to keep up with the known rate 

of inflation In the hospital market basket. We believe the legislation, were It 

to be enacted, would be virtually Impossible to administer.

a
ALTERNATIVE APPROACHES

Mr. Chairman, I trust that our adamancy about a cap or percentage limit on inpa- 

* tient revenues is not interpreted by members of the Conmittee as a defensive

avoidance of the problem. We are by no means negativlstlc with regard to viable 

alternatives for the containment of health care costs. We are as committed as the 

federal government to seeking adequate solutions in the public's best Interest. 

Accordingly, the AHA and its member hospitals have supported a variety of programs 

aimed at conserving the nation's health care resources, some of which are in place 

some in developmental stages, and others yet being formulated through legislative 

and administrative initiatives, state and federal.

As I explained in detail at joint hearings held by this Committee and the Health 

Subcommittee of the House Committee on Ways and Means last May, we have been in­

volved in numerous alternative ways of dealing with the cost issue. These include 

a commitment to comprehensive health planning, including the development of strong 

certificate-of-need laws; the elimination of fraudulent activities under Medicare 

and Medicaid, which is the goal of H.R.3; improved review of the utilization of 

health care and further development of medical audits; the collection and public 

disclosure of hospital financial information by selected public entities; changes 

in the method of payment to hospitals through recognized voluntary or statutory
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state rate review programs and, in the absence of a rate review program in a 
state, reform of Medicare and Medicaid reimbursements, as approached by H.R.7O79 
and S-1470; efforts to control demand for services, primarily aimed at increasing 
cost consciousness related to use of health care services; avoidance of the impo­
sition of governmental regulations which add to hospital costs without commensurate 
benefits; and the continuation and expansion of programs to help the public over­
come poor health habits.

Obviously, and as I have already indicated, Mr. Chairman, hospitals are hardly un­
mindful of the dimensions of the cost issue. We are convinced that activities 
already underway and being improved are having an effect on cost Increases. Our 
preliminary analysis of recent data Indicates that the rate of hospital cost in­
creases is beginning to moderate. Admissions and days of care, when considered in 
conjunction with the growth of the population, are also decreasing. Our review of 
such experience is not completed, but as this analysis is accomplished we will be 
pleased to share our findings with the Committee.

I now would like to turn to the provisions of H.R.8121.

TITLE I
"TRANSITIONAL HOSPITAL COST CONTAINMENT PROVISIONS"

Part B— Deletion of Section 114(c)

Section 114 of H.R.6575 addresses the problem of providing an incentive to close a 
service determined not to be essential to a community's health needs. Such a closure 
would, of course, reduce the cost of health care. The incentive which would be pro­
vided consists of retaining in the base year the amount of the revenues derived from 
the services which are discontinued, This Incentive would be allowed only if the 
planning agency determined that the service to be discontinued was inappropriate.
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Thi3 provision also would work to prevent the shifting of such services (unbundling) 

to independent contractors.

H.R.8121 would delete Section 114(c) on the grounds that other incentives for closure 

of services, which we will discuss later, are provided under Title III of the bill.

It is our concern that the other Incentive payments would not assist hospitals in 

operating within the very strict revenue increase limits that would be Imposed, We

agree with your purpose— improving incentives for closure of unneeded services. How­

ever, we recommend the retention of Section 114(c).

Part D— "Incentives for Good Performance by Hospitals in Containing Cost Increases''

H.R.6575 approaches the reduction of hospital cost Increases in a purely punitive 

fashion, penalizing hospitals that exceed the revenue limit and, contrary to its

apparent objectives, provides no immediate incentive to raise revenues less than

the limit allows. Part D of Title I would provide an incentive payment to hospitals

that are able to restrain their cost increases to a level below the limit for in­

creases in Inpatient revenues. Such Incentive payments would be limited to hospi­

tals which are incurring outpatient deficits. By so restricting incentive payments,

only a limited number of institutions could consider the possibility of obtaining

them. This is evident when one considers that in 1976 only one-third of all acute 

care hospitals (2,028 of 5,857) had organized outpatient departments. Moreover, 

many of the major urban hospitals experiencing large outpatient deficits would have 

great difficulty in being able to restrain their inpatient revenue costs sufficiently 

to be eligible for the Incentive payments.

We believe that if an Incentive is provided for good performance in containing cost 

increases, it should be available to all hospitals which meet the performance require­

ments. While reduction of an outpatient deficit is a very worthy goal, there are 

many others, such as reduction of debt, support of inpatient charity care and bad



180

debts, and improvements in needed services. Therefore, we further recommend that 
such incentive payments be available for a broad range of appropriate purposes.

TITLE II
"LIMITATION ON CAPITAL EXPENDITURES"

AHA has vigorously supported community health planning and urged enactment of 
P.L. 93-641. We have worked actively and constructively in the implementation of 
this important law, just as prior to its passage we encouraged the development of 
strong certificate—of-need laws at the state level as a necessary component of 
effective health planning. Such mechanisms are vital to maximize the efficiency 
of the system and to avoid duplicative or unneeded health resources.

At the outset, we would like to express some concern about the extent to which 
federally developed guidelines may impose rigid ceilings, ratios, and standards on 
Health Systems Agencies (HSAs) and state planning agencies. Narrow national formu­
las are not appropriate for every community and state, and could interfere with 
sound planning for community health services and facilities. We believe that 
within federal guidelines there must be sufficient latitude for local and state 
planning agencies to consider local factors in planning for health needs.

Title II of the Administration’s cost containment bill would establish a permanent 
capital expenditure ceiling for acute general hospitals of $2.5 billion a year, 
which we believe would endanger the hospital industry's ability to maintain its 
present facilities, to comply with present and future codes and safety standards, 
and to provide, when appropriate, those improvements and new developments in ser­
vices and facilities that patients will demand. The proposed $2.5 billion ceiling 
would be about half the currenr amount of such expenditures, and over time— as a 
result of Inflation— the fixed dollar amount would further decrease the real dollars 
available for capital needs. Even more disturbing is the proposal's failure to
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permit exceptions for capital projects required for licensure, as a condition of 

participation under federal health programs, and compliance with Life Safety Code 

and other regulations. Further, there is no assurance in this legislation that 

operating expenses which result from some approved capital projects would be re­

flected in the amount of revenue permitted by the limitations imposed through 

Title I of the bill. These operating expenses would be considered under Title I 

only through an exceptions process which is totally inadequate and inequitable.

We believe that meaningful limitations can be placed on capital investment in the 

health care system which will further restrict such expenditures, while recognizing 

the need to maintain needed resources and provide for reasonable advances in health 

care delivery. However, the Administration's bill fails to recognize this need.

Changes Proposed in H.R.8121

Your bill, H.R.8121, Mr. Chairman, makes several revisions to Title II. We par­

ticularly are pleased to note the extension of certificate of need, or Section 1122 

review, of all expenditures for medical equipment in excess of $150,000, regardless 

of its ownership or location. The proliferation of medical technology has a sig­

nificant impact on overall health care expenditures. Failure to impose a require­

ment for review and approval of all such capital expenditures has a very deleterious 

effect on the planning process and permits unnecessary duplication of services and 

equipment. The AHA supports this change in the scope of certificate-of-need coverage

We also note, both in the Administration's bill and in your proposal, an increase in 

the duties and responsibilities of HSAs and state agencies. While we have in the 

past supported increased appropriations for these entitles, we believe that further 

priority attention should be given to the provision of adequate financial support 

on their behalf in view of the additional responsibilities that would be placed upon

them.
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TITLE III
"PROGRAM TO ASSIST AND ENCOURAGE THE DISCONTINUANCE OF 

UNNEEDED HOSPITAL SERVICES"

H.R.8121 would add a new title— Title III— to H.R.6575. This Title provides that 
within one year of enactment of the legislation, guidelines for identifying excess 
hospital capacity would have to be promulgated and, thereafter, HSAs and state 
agencies would be required to use these guidelines. We would like to suggest that, 
in the Interest of expediting effective results from the planning process, con­
sideration be given to developing a system of priorities for these planning efforts. 
As we approach the total task, emphasis should be placed Initially on areas in which 
early results are most likely to produce the most significant improvements in cost 
effectiveness.

Three forms of hospital incentive payments are proposed under this Title. The first 
would provide incentive payments to hospitals which discontinue all inpatient ser­
vices if these services are unneeded. It would provide funds to retire existing 
Indebtedness attributable to equipment and facilities. It also would provide an 
incentive payment of up to 5 percent of revenue reported during the last Medicare 
reporting period, not to exceed $500,000. However, the use of the incentive payment 
appears to be limited to three major purposes. We believe that other costs of 
closure will be Incurred and should be recognized within the incentive payment. We 
support this provision and urge that it be considered favorably, with our suggested 
modification.

It should be noted in this context that closure of an underutilized facility usually 
adds a patient load to other institutions in the same service area. Thus, providing 
incentives for the closure of facilities is inconsistent with the penalty in Title I 
for increasing hospital admissions.
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A se co nd  fo rm  of In c e n ti v e  pr op os ed  un der  t h i s  T i t l e  i s  to  en co ur ag e d is co n ti n u an c e  

o f  un ne ed ed  s e rv ic e s  in  an  i d e n t i f i a b l e  u n i t  o f  a h o s p i ta l .  Thi s p ro v is io n  seems 

to  d e a l w it h  th e  is s u e  le s s  ad e q u a te ly  th an  th e b i l l  do es  w it h  re s p e c t to  t o t a l  

c lo su re  o f in p a t ie n t  s e r v ic e s . The re  i s  no s p e c i f ic  p ro v is io n  f o r  d eb t re t ir e m e n t.  

Thi s d e f ic ie n c y , in  co m bin at io n  w it h  th e  l im i t a t i o n  on  th e  le v e l o f  in c e n ti v e  pay­

men t, may ren d er a h o s p i ta l  unab le  to  mee t th e  c o s ts  o f  c lo s u re . We recommend th a t 

th e  f in a n c ia l  su p p o rt  fo r  th e  c o s ts  o f  c lo su re  o f  an  I d e n t i f i a b l e  u n i t  o f a h o s p it a l 

be  s im i la r  to  th e  p ro v is io n s  we ha ve  su ppo rt ed  fo r  th e  c lo su re  o f a l l  in p a t ie n t  s e r ­

v ic e s  of a h o s p i ta l .

t  The th i r d  form o f in c e n ti v e  pr opo se d un der  th i s  T i t l e  wo uld  en co ur ag e th e co nve rs io n

o f an  I d e n t i f ia b l e  p a r t  o f a h o s p i ta l  whi ch  i s  u n d e r u t il iz e d  in to  a ne ed ed  lo ng -t erm  

o r  am bula to ry  c a re  f a c i l i t y .  The paym en t wo uld  amount to  50 p e rc e n t o f  th e  c o s t of  

co n v e rs io n . Whi le we s tr o n g ly  su p p o rt  t h i s  p r o v is io n , we recom mend th a t  th e  in ­

c e n ti v e  in c lu d e  co n v e rs io n  p r o je c ts ,  ap pr ov ed  by  th e  p la n n in g  ag ency , to  me et o th e r  

com munity  nee ds.

Two o th e r  in c e n ti v e  p ro v is io n s  a re  in c o rp o ra te d  in  T i t l e  I I I .  Un de r one o f th e se , 

th e  HSA would  re c e iv e  a pay ment o f  10 p e rc e n t o f  th e amoun t o f In c e n ti v e  paym ents 

made to  h o s p i ta ls  in  i t s  a re a  f o r  c lo su re  o f  I d e n t i f i a b l e  I n p a t ie n t  u n i t s  o r  t o t a l  

I n p a t ie n t s e r v ic e s . Whil e we su p p o rt  f u l l  fu ndin g  o f  th e  ne ed ed  c o s ts  o f HSAs,

P .L . 93 -6 41  s p e c i f i c a l ly  a u th o r iz e s  fu nd s fo r  dev elo pm en ta l a c t i v i t i e s  whi ch  an  HSA 

may w is h to  s u p p o rt,  and we b e l ie v e  th a t  su ch  a p p ro p r ia ti o n s  shou ld  be  ad equat e fo r 

t h i s  pu rp ose . We wo uld  reco mm end , th e r e f o r e , th e  d e le t io n  o f t h i s  p ro v is io n .

A se co nd  p ro v is io n  c a l l s  fo r  a 5 p e rc e n t re d u c ti o n , fo u r and o n e -h a lf  y e a rs  a f t e r  

en ac tm en t o f t h i s  l e g i s l a t i o n ,  o f  M ed ic ar e- M ed ic ai d and  T i t l e  V re im bu rs em en t due  

ea ch  h o s p i ta l  in  an  a re a  n o t in  co m pl ia nc e w it h  a p p l ic a b le  p la n n in g  g u id e li n e s . Whi le
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the penalty may be deferred, we suggest further consideration of whether such a 
penalty is appropriate or fair. Such penalties imply that when a plan is not 
fully achieved there are clearly guilty parties. This is by no means necessarily 
true, however. For example, one or more hospitals within an area may have made 
all possible efforts to close or prevent unneeded capacity, and yet suffer this 
penalty because the goal of the area plan is not achieved. We, therefore, recom­
mend deletion of this penalty.

Mr. Chairman, we recognize the difficulty of devising incentives within the struc­
ture of H.R.6575. Because of the limited time we have had to review your proposal, 
we would request the Chair’s permission to submit any further comments and sug­
gestions we may develop as we continue to study it. We will be pleased to respond 
to any questions you may have.

<

Mr. Rogers. Thank you very much for a very helpful stateme nt 
and for sug ges tions which  th e comm itte e will  take  into consideration.

Dr. Carter?
Mr. Carter. How can we en list the energies of America’s doctors in our cost containm ent efforts?
Dr. Beddingfield. I am sorry, I could not unde rstand.
Mr. Carter. How can we enlis t the  energies of America ’s physi­cians in the ir cost containm ent efforts?
Dr. Beddingfield. You have our attentio n very strongly with the  

legislation tha t has been introduced. As I indicated in our sta te­
ment, the  physicians of this  country are  concerned. In our large 
professional organization, AMA, we have a commission composed of not only physicians but repre sentative s of government, leaders  of 
industry  and commerce, other health organizations and members  of 
the  public, and we have a very expert staff of people serving that  
commission, and we are making our own studies. Every State 
medical society that  I know of, every responsible medical publica­
tion hammers away at this. The concern is as eviden t in profes­
sional circles as it is in government circles.

Mr. Carter. Would the PSRO’s be helpful in this regard?
Dr. Beddingfield. Yes; part icularly when PSRO’s come to full 

fruition. This has been slow. The concept has been with us, as  you 
know, for 5 years  but funding has been slow, development of
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techniques has been slow, but I th ink we are on the  threshold in the 
next yea r of PSRO’s being a very effective mechanism in this.

I think  this is one of the things we see happening in heal th 
legislation. We have a concept, we put it on the books, appropri­
ations  do not come anywhere nea r the  authorization, implementa ­
tion is slow, and before you give it a chance you come along with 
ano ther massive piece of legislation which is a bit bewildering to us 
who spend most of our time treating patien ts.

Mr. Carter. Would you have any suggestions as to ways to 
increase  the  involvement of PSRO’s, or to improve their  cost con­
tain ment efforts?

• Dr. Beddingfield. I would repeat things  we have addressed to
this committee earlier. I do not believe the  prim ary thrus t of 
PSRO’s should be cost control or cost containment . I believe that  
the intent of the original PSRO legislation showed emphasis on th e

» qual ity of care, the appropria teness of care, and while I th ink  these
things have a bearing on cost, I do not believe the PSRO’s should be 
allowed to undergo a metamorphosis into exclusively an enforce­
ment agency on cost control. Our first concern is with adequate 
qual ity treatm ent  of our patients in these insti tutions.

Mr. Carter. You advocate qual ity control ra ther  tha n cost 
control?

Dr. Beddingfield. I do not think  the two a re mutual ly exclusive, 
Dr. Carte r.

Mr. Carter. I would suggest th at  you actively enli st the  assis­
tance of the PSRO’s in both quality and cost control. I th ink  tha t is 
extrem ely important in the  future.

Thank you very much.
Dr. Beddingfield. Thank you, sir.
Mr. Rogers. Mr. Preyer.
Mr. P reyer. I part icularly  want to welcome Dr. Beddingfield from 

my home State. I am proud of his role in AMA,and Mr. McMahon, 
who received much of his tra ining  in our State.

I was very encouraged with your comment on page 4, Mr. 
McMahon, about recen t information indica ting that  the  rate  of 
hospita l cost increases  is going to moderate. Tha t is the first 
suggestion that maybe these  costs are going to plateau out some, 
which would be good news indeed. Do you know when your study 
might be available?

Mr. McMahon. We are hard at  work righ t now, Mr. Preyer. The 
difficulty here is that  ther e are  so many different people taking 
diffe rent looks in different time sequence, but  the late st figures do 

w indicate a moderation, a modera tion we have been long expecting,
because when you begin to reduce as we have in constant dollars, in 
any even t the rat e of capi tal expenditures , that  is going to bring 
down the  rate  of increase  in hospital costs overall.

Moreover, as we look at it we see tha t with very s light changes in 
admissions  and days of care at  leas t as the population  grows, while 
it may not change the  cost per admission, it is certa inly  reducing 
that  one single item of cost that  is most appropria te, the  cost per 
thousand  people in an area.

We will do this jus t as rapidly as possible, and we hope that  
with in a week or 10 days we will be able to give the committee 
fur the r information about tha t.
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Mr. P reyer. I th ink you both gave us some very good suggestions 

and some good testimony. I appre ciate  it.
Mr. Rogers. Mr. Walgren.
Mr. Walgren. I notice, Mr. McMahon, in the  factors that you 

att ribute  to inflation in hospita l costs you do not list the  problem 
tha t there is litera lly so little  competition  in the field that  is the 
trad itional res tra int  on increase  in cost, and in addition, to so lit tle 
competition ther e is the  fact  t ha t we have a reimbursement system, 
which is ready to pay whatever is billed.

The question I have really  is, although hospita ls take  the position 
that  they  are  strenuously involved in keeping down the  hospital 
costs, when you have a stat ement  that  avoids coming to grips with 
that  problem, it makes me wonder whether the  approach that is 
being b rough t to it by th e local levels is suffic ient to make progress 
on the  problem and when the  evidence is that  hospita l costs 
continue to rise or at  le ast it is said they continue to  rise a t the rate  
of $200 million a day, or someth ing like tha t, can the  local levels 
really handle this?

I am sorry if that is a rheto rical  question.
Mr. McMahon. I am very pleased to have a  chance, Mr. Walgren, 

to respond to it. The reason we did not mention competit ion or the 
impact of retrospective cost reimbursement is because we do not 
believe eith er of those have a marked effect on cost increases. One 
tends to forget—and I know your area of the  country , having been 
born the re and visited ther e last  week—those hospitals are  effec­
tively competing with one ano ther to provide bet ter  and bett er 
service. They are  governed by very interested  boards of tru stee s and 
made up of individual members of the community. Those trus tees  
feel a competitive urge to do t he  best they can for the ir patients.

Therefore , when such allegat ions are  made, th e reason I reite rate  
inflation and pati ent demand and increasing inten sity of services, is 
to offset some of the inappropriate  and wrongful explan ations of the  
reasons for increases in the cost of care.  Hospitals, wherever they 
may be—in multiple inst itut iona l communities like ours or in a 
single ins titu tion —are  trying to do the best they can for the ir 
patients. Governed as all of them are by public spirited intensely 
interested  community leaders, they  are  not wasteful  and they will 
not let the  hospital get away with anything they want to. They a re 
not going to do things jus t because there is cost reimbursement. 
What  really impacts the  cost of care are pat ien t demands that say: 
The hospi tal that I rela te to I w ant to have every potential service 
and facility available—all of which is encouraged by insurance. 
Plus, of course, tremendous  inflat ion and the infla tionary market 
basket we pointed out—energy, malpractice and now I suspect we 
will have an increase  th ere  because of the weather  condit ions of the 
summer as well as the  winter.

Mr. Walgren. Is th ere  any perspective  tha t can be brought to the 
coordination among hospitals—and I cannot recall the  position you 
took on the  provisions in this bill which would essentially lean on 
all hospitals  to join in whatever cutbacks ar e made in fe ar that  they  
will be penalized because any one hospita l might be out of balance 
in tha t. I know tha t one of the  problems I g ather trad itional ly has 
been th at  although these people a re public spirited,  they  are  often-
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times focused on one inst itut ion and we seem to develop because of 
our origins in different charitable  and religious inst itut ions’ vested 
interests in each having a very extensive  and growing and develop­
ing medical service provision system.

I know in my home town, which is Pittsburg h, we have a stre et 
there lined with a number of diff erent  insti tutions, and the coordi­
nation is beginning but it still is not there.
Some people have left town I understand because afte r bringing 
everybody toge ther  and saying, “Are we going to make this  one 
inst itut ion? ” the  inte rest s of th e various  groups jus t were not able 
to be brought toge ther  and each continued to pursue the  enhance­
ment of its own ins titu tion  even though they are only a block apar t.

Mr. McMahon. There are  several things to which I would 
respond.

I think the Pitt sburgh  area and Weste rn Pennsylvania generally 
have been at the  business of hospi tal planning  and the coordination 
of the  expansion of facilities and services longer tha n most a reas  of 
the  country.

In addition, the re have been evidences the re as well as in other 
area s of the shar ing of services, jo int purchasing and other kinds of 
activities, atte ntio n to which we have paid in our testimony of May 
13, that  indicates there is a cooperation going on.

It is quite tru e that  the re are  area s not only in Pittsburg h but 
elsewhere throughout the  land where  hospitals tend  to cluster 
together. They do it for a convenience of pa tient and convenience of 
physician reason as well, because then some of the  t rave l time that  
would lead to inefficiency can be reduced.

The othe r thin g is tha t, yes, ther e are  differences in sponsorship, 
diffe rent religious interests , and diffe rent community interests re­
flected in this vast field. But it has always seemed to us that while 
we recognize we pay a price for it, we don’t wan t to go the  othe r 
direction and dete rmin e our inst itut ions  and medical staffs and 
hospita l ca re as a cookie cutte r. We ought to be encouraging some of 
this  diversity, recognizing with a few percen tage points increase 
that  th is is also th e very k ind of system t ha t has been encouraged to 
try  new things,  to be innovative, to be ex perimental and to find new 
ways of doing things for more people.

We have often said, I have often said, that  p art  of the problem we 
» have today was the  marvelous response hospita ls and physicians

made to the message of the 1960’s, “Find more ways to take  more 
care of more people,” and that  we did.

Now the  bill is coming in for t ha t response, a response that  went 
• out to inst itutions of all  kinds and to the ir medical staffs, and the

reaction to that  response is now one thin g which is leading to the 
substan tial  increases in costs.

As I said in the  response to the  question from Mr. Preye r, we 
know that the re is concern out there among doctors and among 
hospita ls with the  rate of increase, because if we are  to continue to 
out-pace the gross national  product, at some point hea lth  care costs 
would be a percen tage of the gross national  product that  would not 
be acceptable  to the  American people.

The problem today is that  we haven’t reached that  limit, app ar­
ently,  because patients  are  still demanding more care and more
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services, and that is th e biggest single  cause perhaps. I am not sure  
it ’s con trollable  by our present insurance mechanism, but it is one 
of the biggest reasons for th e increase not only in hospital costs bu t 
in health care costs, so there is a lot going on.

The fact it doesn’t quickly change, this  ship that is moving 
forward, t his ship of the  health care delivery system that  is moving 
forward in a given direction, is because the Congress of the  United  
States and the  people of thi s country put it in motion, sa id do these  
things, and now we are  going to have to be very gentle about  the  
way we slow it down or we are  going to crea te havoc.

Mr. Walgren. I appre ciate  the answer. Thank you.
Mr. Rogers. Mr. Scheuer?
Mr. Scheuer. Than k you, Mr. Chairm an.
Mr. McMahon, I have known you and  I re spect  you as one of the  

really impressive and knowledgeable people in the  field of health fcare and hospital care, but I must say that  your description of the  
way these hospital boards operate  does not conform to the real 
world as I know it. My experience in New York is that there are 
competitive egos at work and that  every hospita l wants  its CAT 
scanner and its own heart  surgery uni t and that  they resis t being 
planned, and they resist to the  death being coordinated, and they 
resist  having any kind of overview in to which they are asked to fit.

Hospital boards do the ir thing with very littl e regard  to overall 
efficiency, with great hostili ty to being asked or invited to conform 
to some kind of maste r plan. I must  say that  in my experience the  
activities of the  people on the  board do not fit the  description at all 
that  you have pictured.

I am sure  that they  are  dedicated people tryin g to do the  best 
they can for the ir own insti tution . But from the point of view of a 
comprehensive  overal l hea lth  planning  and rationaliza tion  of 
health costs, this dedication  to what  they perceive to be the  inter­
ests of t hei r own inst itution can be disastrously incons istent  with 
bringing  any kind of ratio nali ty into the  picture.

I also feel that both the  hospital professionals and we here in 
Congress have failed to bring rationality  into the situation.

Why is it that  the re is so much in the  way of unnecessary 
hospital stays, such as people being brought into hospitals  on Friday  
for an operation t ha t is going to take place Monday or Tuesday? Are 
the  hospital adm inis trators bringing  pressu res on doctors to fill up «
those hospital beds because they have to collect the  per diem?

Why are they doing so little to skewer the  treatm ent of people 
who can be trea ted on an outp atient ambu latory basis but  most 
frequently , are  not? •

I th ink it ’s a problem all of us have to face, we on this side of the 
table as well as you. I feel we have got a long ways to go.

Mr. McMahon. May I tu rn  that  sta tem ent  into a question?
Mr. Scheuer. Please do.
Mr. McMahon. I find it interesting and one of the  dimensions of 

complexity to which I continue to refer, th at  the  basis of your 
question is ther e is so much competition,  and the  basis of Mr.
Walgren’s question was the re isn’t enough.

Now, it is tha t, you see, that begins to put us in a real difficult 
situation. What is the  situation, no competition or excessive competition?
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Mr. Scheuer. Let me jus t say the re I don’t think Mr. Walgren 
was talk ing about competit ion in the sense t ha t there is competit ion 
in the terms of fees. Each hospital wants  to do the whole job, but 
when it comes to costs the  taxpayer  is paying for all of the 
duplication, and I see very  l ittle  evidence hospita ls are competing in 
terms of rationalizing costs to the ultimate person who pays the 
bills, which is the taxpayer.

They are  competing in that  each wants  the  newest CAT scanner, 
but they are  not competing in any sense to provide the most finely 
tuned service for the  most reasonable costs, are they?

Mr. McMahon. Because the direction  of the  Congress and the 
direction of people who have gotten insurance, and there are  more 
people covered through employment based insurance tha n any 
other mechanism, have all been going the othe r way.

Mr. Scheuer. I agree.
Mr. McMahon. Tha t is where the demand is that says let ’s 

increase  the  services so that  my physician and my hospita l will 
have all of the  things to take  care of me or my family when we get 
sick.

There is no question about the  fact, my second point, that  the 
City of New York has great problems. It also has a substan tial 
number of medical schools, a situa tion  not duplica ted anywhere 
except perhaps in my own city of Chicago. I understand that 
situa tion too. If we are  going to tra in young people in the practice  of 
medicine, clearly  they  must  be able to see all kinds of activit ies 
going on.

Tha t generally means they ought to have in some kind of avail­
able way an opportuni ty to tre at pat ients under different kinds of 
care, and I tr ust , Dr. Carter , you can contin ue this  discussion when 
you get into the markup sessions to explain some of th e reasons for 
proliferat ion.

If we a re going to do all of the  things th at  have been asked of us 
then  very clearly we are  going to have to pay the  price of some 
duplication.

I find as I travel  throu ghout the  country,  however, that  ther e are 
problems pecul iar to the  city of New York, though  you have been 
struggling for years.

Mr. Scheuer. Let me get back to New York City because I think 
we have a good prototyp ical problem there. Everybody who has 
thought about it and analyzed it agrees  we have 5,000 too many 
hospital beds in New York City. Yet the  job of closing down 
hospita ls—and that  is jus t exactly how it is going to have to 
happen—is one we don’t seem to be able to cope with, because every 
hospital has this  dedicated board of truste es you have described who 
want  to keep that  inst itut ion going at all costs.

It has its professionals who want to keep the ir pattern of life and 
livelihood and although everybody knows intell ectually that  we 
must  close down X number of hospitals and reduce and phase out 
5,000 beds, we sit the re traum atized. We are  total ly incapable of 
coping with what  clear ly and indisputably  has to be done.

Can you give us a modus vivendi through which we can approach 
that  problem, by which steps we can actually close down enough 
hospita ls to eliminate 5,000 beds and not only get far cheaper care

95-756 0  - 77 -  13



190

but get b ette r care? Many of the people who are getting care now in hospitals  t ha t are less tha n the best would be getting  care in a first class health environment.
Mr. McMahon. The only answer, as we see it, is comprehensive  community health planning, but because of all of those pressures that  are there do continue, it isn’t easy to come by. Some progress is being made. The thing is I would a rgue for some slowness and for some deliberat ion in the process rather tha n bringing about the resu lts by a squeeze on the ir budgets, figuring some institu tions will then fall by the wayside, because you don’t know whether the  right insti tutions are going to fall by the wayside or not.
It may be the only ones that will survive the squeeze period will be those tha t have substantia l endowments or ce rtain other kinds of backgrounds, and in the city of New York hospitals have been pret ty well squeezed out by the  inadequate reimbursement mecha­nisms of the State of New York throu gh the  Depa rtment of Hospitals.
Furth er support, as we have said to this committee before, fur­ther support of the comprehensive health plann ing process is essen­tial, recognizing it is going to be slow, recognizing that  it cannot work miracles, recognizing t ha t some of the  problems of those 5,000 excess beds went back to assumptions that  were valid in the ir time that  are no longer workable.
We don’t think there is any solution othe r tha n tha t, and the solution of try ing to use a Procrustean bed of a 9-percent cap, Mr. Scheuer, we say is not the way to bring about  a sound system when the  squeeze period is on.
Mr. Scheuer. I don’t thin k anybody th inks that  th is is more than an inter im stop-gap while we work toward some more rational ized overall solution.
We need some kind of planning to bring under control this incredible  prolifera tion of technology in priva te doctors’ offices.The CAT scanner is a perfect example. When we get equipment up in the hundreds and hundreds  of thousands of dollars  we should plan for its placement so t ha t we can ask people to go to centrally  located places for the use of this incredibly expensive technology. Don’t ask the taxpayers to pay if you want  to go to your neighbor­hood physician who has a CAT scanner that  does not have a place in some kind of urban or metropolitan health care plan.Dr. Beddingfield, don’t you feel t ha t we have the  right to ask for some kind of rat iona l planning with this incredible proliferation of technology?
Dr. Beddingfield. Mr. Scheuer, I certa inly  could not disagree with the concept of rationa l planning.
On the o ther hand, I know of a few areas, I don’t know how many priva te physicians have CAT scanners, that  seem to be the main prototype  of expensive equipment we are  talkin g about  r ight  now—Mr. Scheuer. Tha t is symbolic.
Dr. Beddingfield. Okay. Tha t is the main symbol then  in the offices. I do know of one or two areas where the  hospital eith er could not or would not have this facility in the ir area,  and in concert and with the approval  of the ir hospita l board.
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Mr. Scheuer. Then they wouldn’t have any problem gett ing a 
certificate of need. If it  wasn’t availab le then  the  private physician 
wouldn’t have any problem getting a certifi cate of need from the 
local heal th planning agency.

Dr. Beddingfield. I don’t believe every citizen of the  United 
States needs to have a CAT scan of his head. On the  othe r hand, I 
believe that the re could be overkill in a restr ictive  effort, so this 
very valuable  diagnostic tool is denied to people who need it.

Mr. Scheuer. Nobody wants tha t, of course.
Dr. Beddingfield. I thin k there is some danger of tha t.
Mr. Scheuer. We are  t rying to rationalize  i ts availability  an d not 

have it duplicated many times over. Don’t you feel society has a 
righ t to have some k ind of ra tional plan for the availab ility of this  
technology so it would be easily and conveniently available , but not 
duplicated at the  cost to the  taxpayers?

Dr. Beddingfield. I think  if a decision is made on a local level 
with local planning th at  society does have a right . However, I feel 
in provisions of this bill where the  Secre tary establi shes guidelines 
and ground rules  and direction  the HSA, they  said these are  the 
parameters within which you must operate, you canno t deviate 
from these, then you don’t have a local plan. This is the Catch 22 
approach.

Mr. Scheuer. Thank you, Mr. Chairman.
Mr. Rogers. Thank you very much.
I th ink  the gent leman makes a good point, if your guidelines are 

the  only consideration  to be given, I th ink  that  would be a problem 
that  ought to be looked at.

As I understand it, though, both of you feel proper planning is 
necessary; is that  correct?

Dr. Beddingfield. Yes, sir, I would agree proper  plann ing is in 
order.

Mr. Rogers. Tha t was my concern about  AMA’s s uit against the 
planning bill. We tried to design a bill to bring planning  and s tart it 
at  the  local area , and yet we are meeting resistance.

What  are we to do about health costs? Should we try  to address it 
through the plann ing process? Should we use that  as one mecha­
nism and, of course, PSRO as another,  would you think  Dr. 
Beddingfield?

Dr. Beddingfield. I th ink  a varie ty of approaches , Mr. Chairman , 
as I indicated in my answer to Dr. Carte r. I think ther e is some 
hope for PSRO becoming more effective than  it has up to this date. 
I am a strong  believer in local planning, and the fact AMA is 
involved in litigation about  the planning action does not for a 
moment mean AMA is agains t planning, and the re are some things 
on record in the testimony about the Plan ning  Act that  indicate  our 
concerns with that  par ticu lar law.

I thin k the re is a strong argu men t for public education , for 
education of the consumer, for education of the provider  in the  most 
economical ways. I th ink  t her e is a strong argu men t for p revent ion 
that  we have discussed here. And finally, I think  that  the  bottom 
line of all of this  is we a re going to have to come down to the  point 
that  the Federa l Government canno t do everyth ing for everybody in 
this  country.
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We would agree, as some of the members of this  committee have stated, there is not enough money in the Federal Treasury to provide the total technology, the most sophisticated, for everybody in this country. Therefore, I thin k that as a matter  of national health policy we have got to decide jus t what  can we allocate toward health care for our population, for selected groups as we have it now, or for across the board as we a re talkin g about. Then I think as to tha t package of heal th benefits, say this is what your Government can provide for you, and that we are going to see tha t we get our dollars worth for what we spend.
You cannot severely rest rict the number of dollars and say “we want everything for everybody, and you providers do it, and if you don’t you ar en ’t doing a good job.” We providers c an’t come up with tha t tab.
Mr. Rogers. I thin k the inte nt so far of the planning law is to bring the planning to the local a rea. Tha t was the  whole inte nt of the law, to let your local HSA’s do th e plann ing for th eir  area. This is who I thin k we should depend on.
Mr. McMahon. Mr. Chairman, back to your basic question, as I have said in the testimony, we think the things a re under  way, t ha t proper planning clearly  is necessary, and we thin k it ’s having its effect. Yes, the re are a lot of beds there  that  probably in retrospect in some communities we wish were not there, but they were made in good faith, as I say, at the time.
One of the reasons for the rates decreasing in capital  expendi­tures,  at least  in cons tant dollars, is the fact tha t plann ing is beginning to take  hold, is making insti tutions look at whether or not they need something as well as the community. Clearly the  PSRO development, if too much is not expected too quickly, will have its impact. We thin k utilization review has already made its contribu tion in the reduction of admissions and lengths  of stay and so on.
Finally, what Dr. C arte r ta lked about the other day, an expansion of the State level ra te review activ ities and the  broader  the b ette r— mandatory, voluntary, regional, anybody that  can come up with a feasible planning plan that  is looking a t ways to focus more atten­tion on the costs of hea lth care—we will support,  and thin k it will help because they do it in different ways. It can be evalua ted and will continue  to have its impact.
Mr. Rogers. If we can do th e planning, then , as I understand it, you feel the PSRO looks at the quali ty of care, and when it is overutilized, and you support tha t, as I understand .Dr. Beddingfield. Yes.
Mr. Rogers. Should it be for all pat ient care, the PSRO?Dr. Beddingfield. I thin k it ought to sta rt out as it has, for inpa tient  care, with the  p resent federally sponsored programs, but I think this type of review, with discretion for expansion; ultim ately  might be applied by responsible  insti tutions and medical s taff  to all its inpatients.
Mr. Rogers. So they have that overview.
Now, what do we do or what should we do where there is excess in beds, where ther e would be excess in very expensive equipment and under-utiliza tion? What procedures should we use? What do you suggest, Dr. Beddingfield?
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Dr. Beddingfield. Mr. Chairman, I thin k you have to look at it 
on a case by case basis. For  example, if you had a hospital with a 60 
percent occupancy rate and this were a stat istic  or a pin on a map, 
that  is one thing.  If you go to some areas of th is country and find 
that is the  nearest hospital for 100 miles in e ither direction,  that  is 
quite another  ma tter  to the  people in tha t area.

I think in a  situatio n such as th at, innovations such as conversion 
of par t of those beds to an extended care facility, is quite  an 
appropria te innovation to unde rtake, and we would support that .

I thin k where the re is, in your PSRO activities , where the re is 
evidence of inappropria te levels of care, inappropriate  admissions or 
prolonged lengths of stay, ther e are mechanisms built into the 
PSRO mechanism to correct  that situat ion, and it really hasn’t had 
time to become fully operational.

Mr. Rogers. Where you don’t give payment for that  over­
utilization?

Dr. Beddingfield. Tha t is correct.
Mr. Rogers. Should that  also apply to the  hospital as well as to 

the physician where the re is a determ ination by the  PSRO t ha t it is 
over-utilized?

Dr. Beddingfield. Should it apply to the physician as well as the 
hospital?

Mr. Rogers. Yes.
Dr. Beddingfield. This same question, of course, came up with 

the administ ration witnesses who were here.
Mr. Rogers. Yes.
Dr. Beddingfield. I think I would like to respond in this  way: 

Even with our utilization review committees which we have had as 
the precursors of th e PSRO and practic ing activity in a hospital,  I 
cannot  remember a single example where  this became a problem in 
any way.

We have seen examples  where utiliza tion review said the contin­
ued hospital ization is not justified.  Well, the  Government doesn’t, 
the  ut ilization review committee doesn’t, discharge the  p atient from 
the  hosptial, they simply say they are  not going to pay for it any 
more.

Mr. Rogers. I understand.
Dr. Beddingfield. Then the physician has to go to the  pati ent 

and say “Under the  regula tions of the  hospita l and the Federa l 
Government, they are  going to not pay your bill any more, so I am 
going to have to discharge you or you are  going to have to pay the 
bill.” In every case I know of the  pati ent and/o r the family has 
made other arrangemen ts to e ithe r go in to an extended care facility 
or go home.

Mr. Rogers. What I am thinking  about is say where he is under 
Medicare or Medicaid, and  they say no, it ’s gen erally  a review afte r 
the fact for the most part , isn’t it?

Dr. Beddingfield. I think most inst itutions  have ongoing review. 
It ’s required  for recert ification periodically unde r Medicare.

Mr. Rogers. Yes, I understand tha t. But often it may be t ha t then  
the  payment, afte r that  period of time, is not reimbursed to the 
hospital. What I am saying is should Medicare or Medicaid or  third 
party payer also pay the doctor’s fees if the pat ien t stays in longer?
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Dr. Beddingfield. I was trying to develop that point in my 
answer, and I am trying to separate medical services from hospital 
services. For example, if I discharge a pat ient who is convalescing, 
who is ill, from the hospita l and he moves next  door to an  extended 
care facility, he no longer needs the hospital services, but  he still 
needs me as a physician. Tha t is point one.

Point two, if the  pat ien t stays in the hospital,  most hospital 
bylaws require  that every pati ent be under  the care of a physician, 
so no matter  who his thir d party sponsor is, whe ther  Medicare or 
Medicaid is paying for him, if he is in the  hospita l and he is, for example, under Dr. Beddingfield’s service, Dr. Beddingfield has to 
see him every day or get kicked off the  hospita l staff. In addition, 
Dr. Beddingfield may be legally responsible for what  happens to 
that  patien t. I thin k under these circumstances  he should receive 
compensation for his services.

Mr. Rogers. Even though you may have been the one who 
recommended his continued stay, which your PSRO says no?

Dr. Beddingfield. I thin k you are  continuing  to equate the 
necessity for hospital care with the  necessity for professional medi­cal care, which isn’t the  same.

Mr. Rogers. I can understand the difference. What I am saying is 
you have a pat tern of keeping your patients  in beyond the  stay 
which PSRO will not reimburse the  hospital; what incentive is 
there for you to get your pati ent out on t ime where  you can maybe 
let him come by for an office visit, or have a nurse go by and see him?

Dr. Beddingfield. I understand your question.
Mr. Rogers. At home rat he r tha n taking up your time.
Dr. Beddingfield. First of a ll, the re would be considerable  peer 

pressu re on me because these  pat terns of practice are  clearly evident, and I would be called on the carpet by my hospital. Second, 
if payment for hospital service is denied and it became genera l 
knowledge in my pat ient population  that  Dr. Beddingfield keeps patients  in and Medicare doesn’t pay such bills and patients have to 
pay him, I assume I would soon not have very many patien ts.

Mr. Rogers. If you are  the  only doctor in town you might.
I won’t pursue that .
Mr. P eterson. Mr. Ch airman, I want to add, as I recall the re are 

provisions now in the PSRO law for dealing with  physicians who 
may in par ticu lar have the  pat tern of practice  you have indicated 
so there are provisions where the  physician can be dealt with under 
the  Medicare and Medicaid law. Actually I th ink  the provisions are 
that  physicians may be denied partic ipation in program services.

I did want to make one point that  seemed to be perhaps obscure, 
and that  is when the decision is made, that  continued hospital iza­
tion is unnecessary—and I say continued hospita lization  because it is made prospectively because of the certification and recerti fication 
requirement—then there are  provisions which allow for, I think, three addition al days of stay , and  it ’s th at  period th at  Dr. 
Beddingfield is refer ring to, then , that  permits the  adjus tmen ts so that  the families can make arrangements .
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Mr. Rogers. Let me ask you what  should we do where there are 
too many beds or duplication of unneeded facilities in a community. 
What do we do?

Mr. McMahon. Mr. Chairman, there are  a number of things  tha t 
can be done. Our  concern in the  past with decertif ication has been 
two-fold. First, that  plans ought to be developed first, adequa te 
plans, before you know what the  situa tion is, because what  some­
times  looks as though  it ’s an  excess of beds, because of in-migration 
of patients  turn s out not to be at all.

The second thing  is t here is a very real capital problem here. If 
you decertify a number of beds, a facility or service, and make no 
provision for the  payment o f the  capital costs th at  were incurred in 
good faith, we would bring capital expenditures pre tty  rapidly to a 
close, because nobody would invest in an insti tutio n, lend it money 
or invest in the investor owned sense, if that  danger were added.

So I think tha t the  answer  to your question is, wh at we need is a 
combination of planning, of the provision for capi tal costs of closed 
facilities, and perhaps coupled w ith the kind of incentives that  you 
have. I don’t know whe ther  you make incentive  for something, as 
well as you do in providing a mechanism for getting out from under­
utilized service or facility that  has been identified as unnecessary in 
the  plann ing process, I don’t think you need anythin g more tha n 
provision for the payment of those capita l costs plus some encour­
agement for the movement of overhead from tha t, as I indicated in 
the  testimony.

Mr. Rogers. Is it well for the  hea lth planning agency to identify 
which hospital should make a change in its facility and impose a 
penal ty for inaction on th at  par ticu lar hospita l ra ther  than the  
hospita ls of the area?

Mr. McMahon. Mr. Chairman, I do not know of any othe r way to 
proceed.

Mr. Rogers. I think you make a good point on tha t.
Mr. McMahon. Voluntary  efforts, as we have observed, are hard  

to come by because ther e is no question about  the  fact that the 
inst itution and its people, trustees,  medical s taff  and administ rative 
staff, are aware of the service they are providing. It may be 50 
percent occupied, bu t to one of the p atients in tha t 50 percent of the  
beds t ha t are  occupied, that  inst itution is 100 percent of his health 
care needs. So they are  not easy decisions. It seems to me the best 
place to go is back to the  HSA and if some encouragement, paying 
off the  capital  costs-----

Mr. Rogers. In othe r words, you thin k HSA is the  appropria te 
body to deal with that  problem?

Mr. McMahon. In time, when you come to hearings, as Dr. 
Beddingfield suggested, both the  AMA and AHA will have sugges­
tions to make; but as far as the  principle is concerned of local 
comprehensive planning, the re is no othe r place to make the 
decision.

Mr. Rogers. Thank you.
Dr. Gehrig. Because of the way H.R. 8121 is s truc tured, I would 

add one othe r thought. There is a penalty provision ther e which 
would decrease the  payment of service unde r Medicare, Medicaid 
and titl e V. I thin k the  Congress has already had some experience
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with that  type of penalty when it is expected that these  beneficia­ries would continue  to be provided care but the reimbursement  would be decreased, it presen ts very real problems.

Mr. Rogers. It does, but also it provides a pretty good incentive because many States  are subject to being penalized. We anticipate  giving them 6 months to come into compliance. I think they will do it because they saw the law was going to be enforced only when the Congress came in to give them that  6 months’ additional time. I agree some States  complied except for one or two hospitals.Mr. McMahon. The disincentive ought to be aimed at the  State, not the provider. What Dr. Gehrig is saying, we a re not sure we can carry  this  burden. We unde rstand what  you are  aiming  at.Mr. Rogers. Of course, if th e State is the one who is the  benefi­ciary, then  perhaps so, and they  are  the beneficiary of Medicaid funds, whereas  maybe we should jus t continue looking at the beneficiary or whoever really benefits.
Dr. Gehrig. Mr. Chairman, the example I was refe rring  to is the repeal of section 111 because it brought out very clearly  the inabil­ity to provide services to those people when they become the penalty mechanism. In other words, no or low reimbursement for the ir care. Presently we are  experiencing inadequate  Medicaid reimbursement in our area . This sort  of penalty  raises real problems.
Mr. Rogers. We unde rstan d hospitals  frequently  use funds re­ceived to subsidize operations. Should there be some restriction of hospital funds on depreciation such as worn-out hospita l plan t and equipment?
Mr. McMahon. Mr. Chairman, when a hospita l uses t ha t portion of its expense statement that  was attr ibu tab le to depreciat ion, it means ther e was a deficit there. I do not know wha t you do to provide th at  deficit. It means the  revenues do not equal the  costs, so you must use the  cash flow th at  is a ttributab le to depreciation to do some of these other things. I am not sure  w hat you do because it is the deficit. You say, all right , you cannot use this  any longer to subsidize bad debts or charitab le allowances or other kinds of writeoffs, then the patients  tha t give rise to some of these problems then  cannot be take n care of in the  hospita l because we cannot make money.
Mr. Rogers. All hospitals do not operate at a deficit. They still get depreciation.
Mr. McMahon. Oh, yes, no question about that.
Mr. Rogers. Tha t is what I am saying.
Mr. McMahon. Then I misunders tood the question, because the hospitals that  use depreciation funds to do someth ing else do it because they would otherwise be incurring  a deficit.Mr. Rogers. Not necessarily. Why would they do that? I know numbers of hospita ls that make money not in deficit that may use the ir depreciation because they  do not have any need to use it. Their hospital is up and they  do not need new equipment.Mr. McMahon. I do not know of any. Because they are setting aside th at depreciation for the next round of capital expenditures. If they have an operat ing excess of revenues over expenses, they do not need to use depreciat ion for anything  except to-----
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Mr. Rogers. Except for higher salar ies and for o ther  things. You 
mean to te ll me they do not ever raise the ir salaries or perhaps use 
funds from depreciation? I know some adminis trations  tha t I think 
have done that . You are not aware  of those?

Mr. McMahon. If they do tha t, they are  not opera ting with an 
excess of revenues over expenses because they are  costs too.

Mr. Rogers. I underst and, but that is not a needed change, which 
is what  I am saying. Should it be for needed equipment or for 
upgrading the needs of the hospita l itsel f and not to  be allocated for 
salaries?

Mr. McMahon. I am suggesting under the  trad itional accounting 
approaches we a re not talk ing about the  same kind of thing. They 
get that whatever they do. They put it in the costs, and if you want 
to limit t hat , you do not do i t by going into depreciation. Even if  you 
require  the depreciat ion be funded, it works inequitably in some 
cases because those deprec iation funds are  being used to provide 
needed services.

Mr. Carter. Wouldn’t deprecia tion rema in in the  capital account  
instead  of for payment of salaries?

May I ask a question or so?
Mr. Rogers. Surely.
Mr. Carter. If we put a cap, Dr. Beddingfield, on what  a physi­

cian may have in his office—although I doubt if such action is 
const itutional—but  suppose we did, of $150,000, would we ever have 
a Leahy or a Mayo Clinic developed?

Dr. Beddingfield. I think  it would certainly blun t the futu re 
development of that  type of fine institution. I th ink  it would be very 
unlikely.

Mr. Carter. How many hospita ls might become insolvent and yet 
not be eligible for an exception under  the  provisions of this pro­
posal? Mr. McMahon?

Mr. McMahon. Dr. Carter , are  you refe rring  to that  very limited 
exception process that  has a cur ren t asset/l iability  ratio  tests?

Mr. Carter. Yes.
Mr. McMahon. We do not understand the  current asse t/lia bili ty 

ratio, frankly,  so I cannot answer the  question. It is not related to 
insolvency. The limitation  to being in the  bottom quartile  is obvi­
ously going to mean a very limited exception process, and a limited 
exception process th at  will penalize hospitals  tha t w ith certificate of 
need and plann ing approval  have moved ahead to expand facilities  
and services, and now they  are going to find because of pruden t 
management  in the  past they  would not be en titled to an  exception. 
I do not know how many more would get to insolvency. Most of 
them get to the  brink  of insolvency in a hurry .

Mr. Carter. I believe it is estimated that  we now have an 
increase in beds each year, causing the  number of excess beds to 
rise from some 60,000 to 100,000 excess beds in the  United  States . 
Someone pulled out of the  air  that  each one of those beds cost 
$20,000 to $30,000 per year, at a total  cost to the  Nation  at  the  
present time, using the $20,000 figure of $200 million per year. Is 
the Congress p artially  responsible for this? Did we cause par t of i t 
by appropria ting that  money for excess beds?

Mr. McMahon. Yes, Dr. Carter , by Hill-Burton, by the expansion 
of demand,  by the creat ion of financing mechanisms like Medicare
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and Medicaid and child health, but it has always been my conten­tion that  the stateme nt of costs is oversta ted because any reason­able hospita l adm inis trator is going to reduce his staffing, as you know from your own experience, to the beds he is likely to have occupied. Where we have a hospital with 60 percent occupancy, it would be hard-pressed to deal with, even 70-percent occupancy if it happened in a short period of time, because the  staffing is cut back.So very clearly  the Congress has a subs tanti al responsibility for this. We think tha t plann ing plus some finanancing mechamism that will take  these so-called unneeded facilities out of service is a far bet ter  approach. *Mr. Carter. You really  th ink perhaps these excess beds should be converted perhaps to skilled nurs ing or intermediate care; is tha t correct?
Mr. McMahon. I t hin k in some cases the answer is very clearly <yes, where the  skilled nursing an d o ther  kinds of long-term facilities are necessary. But again as we say, our rationalizat ion for commu­nity hea lth planning says tha t may not be the problem. Something else may be th e problem or ano ther kind of facility or even closure and conversion to a more custodial care tha n nursing facility might be appropr iate. The more this  is left to local decision-making under sound planning, the more acceptable it will be to all of th e people involved, patients  as well as the  hospitals and the  physicians.
Mr. Carter. Do you thin k it is reasonable to apply an “admission load form ula” to a hospital if you make no atte mpt to ascer tain 

whether the  hospital is opera ting at, or near,  the margin?
Mr. McMahon. I think, as I indica ted in the  testimony, that  the formulas are not appropriate . One of the problems in the city of New York goes to a length  of stay t ha t is much longer t han you and Dr. Beddingfield and I know in the are a of the count ry I came from and far more than it is on the  west coast. We do not know why it is so much higher in the city of New York. We do not know why it is so much lower in California. To use some of these national formulas and then require that they be applied is, i t seems to us, the  wrong way to go.
The approach  must be a l ittle  more delicate than tha t, taking into consideration patt erns of practice, exchanging views, try ing to find out what the  reasons are  for h igher utilization, and then zeroing in on tha t. Tha t is far bet ter  tha n some across-the-board kind of *formula that  is not going to apply usefully in various par ts of the 

country with various pat terns of medical practice and various kind of pat ien t mix.
Mr. Carter. In New York City, Sloan-Kettering  Memorial and *Mt. Sinai  a ll have large cytology facilities, and facilities  for trea ting  cancer, leukemia , and so on, and they have exotic equipment duplicated in each hospital. I would like to ask the  distinguished gentleman from New York which hospital he would have closed, but he is not here.
Why do you think, Dr. Beddingfield, we have had such an explo­sion in medical costs over the  years? W hat are the  fac tors that  have gone into this?
Dr. Beddingfield. Dr. Carte r, I would again recite  the  genera l infla tionary trend,  the  expanding technology. T hat  is a n important
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factor. We can do more and it costs more. The public’s expectation 
is stimulated  by the  type of things Mr. McMahon jus t recited, 
sometimes by Congress from th e Federa l sector. In response to your 
question, I thin k all of these have an important par t in it.

Mr. Carter. Thank you very kindly.
Thank you, Mr. Chairman.
Mr. Rogers. Thank you very much. Your testimony has been 

most helpful to the  committee.
The next panel will be Mr. Daniel Petten gill, who is represen ting 

the Heal th Insurance Association of America. He is Vice President 
of Aetna Life and Casualty Company; also Mr. Neil Hollander, who 
is Vice President  for Heal th Care Services, Blue Cross Association, 
Chicago.

We welcome you g entlemen to th e comittee. Your s tatemen ts will 
be made a part of the  record in full and you may proceed.

STATEMENTS OF DAN IEL W. PETTENGILL, ON BEHALF OF THE
HEALTH INSURANCE ASSOCIATION OF AMERICA, AND NEIL
HOLLANDER, VICE PRESIDEN T FOR HEALTH CARE SERVICES,
BLUE CROSS ASSOCIATION.

Mr. Pettengill. I am Daniel W. Pettengill, Vice Pres ident , Group 
Division, Aetna Life and Casualty. I appear on be half  of the Heal th 
Insurance Association of America.

We have reviewed H.R. 8121 and, on balance, believe it to be a 
bet ter bill tha n H.R. 6575. However, like H.R. 6575, it unfa irly 
discrim inates  against State s with programs for containing hospital 
costs. For this  and other reasons, it needs amending before passage.

As we testified  on May 12, 1977, the  best way to contain the 
escalation of hospital  costs is through carefully coordinated efforts 
of th e escalation of hospital  costs is through carefully coordinated  
efforts of the PSRO, the HSA, the State certi ficate  of need agency 
and a State agency to review and approve hospita l budgets and 
rates.  Congress has done much to assist and stim ulate the  first 
three of these  enti ties  but not the  fourth.

In section 117, H.R. 8121 gives lip service to the  idea of a  State 
hospital budget and rate review agency but then unfairly discrimi­
nates against such agencies by limit ing the  percentage increases 
they may approve to ju st that  promulgated by the Secre tary unde r 
section 112(b), while the  Secre tary himself can gra nt additional 
increases  by reason of section 115 (Estab lishment of Exemptions) 
and section 124 (Exemption of Nonsupervisory Personnel Wage 
Increase from Revenue Limit).

Justi ce alone, to say nothing of the fine record which the  States  of 
Connecticut and Maryland have already establi shed in conta ining  
hospital costs, demands that  th is discr imina tory aspect of H.R. 6575 
and H.R. 8121 be eliminated.

Specifically, we recommend that  the discriminat ion caused by 
section 124 be eliminated  by the  deletion  of that  section from the  
bill. The hospitals  th at  actua lly need to raise  the ir stan dards of 
wages for nonsupervisory personnel should secure an exempt ion 
through the mechanism of section 115. Then, because we believe 
section 115 is essen tial to the  bill, we would minimize its potential
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for discr imination again st the States by authorizing the  Sta tes, with 
agencies meeting Federal stand ards , to use a slightly  higher limit 
than that  set by the Secretary purs uan t to section 112(b). An extra 
allowance of 2 percent might be reasonable. If this  solution is 
adopted, then  the phrase “plus 2 percent” should be inser ted afte r 
the phrase “section 112(b)” in line 23 on page 5 and in line 24 on 
page 18 of the bill.

We urge that you go beyond the elimination of discrimination 
against and actual ly encourage the formation of State  programs for 
containing hospita l costs which meet Federal  standards. Specifically 
we recommend that the  requirement that  such programs be “in 
effect for at least one year” be deleted from sections 102(f) and 
117(aXl) of H.R. 8121, and that  Federal  funds be made available to 
pay a portion of the  sta rt up and opera ting expenses of such State  
programs during the first 2 years of the ir existence.

There is one other part of H.R. 8121 with  which we are  in serious 
disagreement. I refer to the new part D of t itle  I. While we a re in 
favor of incentives for good performance by hospitals , we regret to 
say t ha t we believe the incentive  proposed in this part D, as modest 
as it is, could do more harm tha n good.

There is no doubt but wha t questionable and sometimes even 
unnecessary ancillary services are  driving  up not only the  cost per 
inpa tien t admission but  more importantly  the total  hospital  bill and 
hence incentives to eliminate  these  questionable or unnecessary 
ancil lary services are  definitely desirable. However, the re is an­
other important factor in the  excessive hospital costs equation, 
namely the  many short confinements for diagnosis and for minor 
surgery that  are total ly unnecessary because the test s or the sur­
gery could have been done just as safely and at less expense on an 
outp atient basis.

Now, i f the only reward is for cutting th e cost of the  per inpa tien t 
admission, the hospital can reap this reward simply by doing 
virtually all diagnostic testing and minor surge ry on an inpa tien t 
basis. This is so because the num erator (the hosp ital’s tota l costs) 
will be increased less tha n the  denom inator  (the number of admis­
sions), and hence the  cost per inpatient admission will be lowered. 
In the meant ime all those unnecessary  days of confinement will 
have caused the Nat ion’s tota l hospita l bill to have skyrocketed 
worse tha n ever. Fur ther more the  unnecessary anci llary  services may still be there.

I know of no reliable incentive to reduce unnecessary ancil lary 
services. The combined efforts of PSRO’s, HSA’s certificate-of-need 
agencies and State  budget and rate  review and approval agencies 
will probably be necessary when a hospital will not eliminate  them voluntarily.

There is an incentive to eliminate unnecessary hospita l admis­
sions, and H.R. 8121 already conta ins it in section 113. Therefore, 
we recommend reten tion of section 113 but  complete deletion of Pa rt D.

With regard  to Title II, we believe the  differences between H.R. 
8121 and H.R. 6575 represen t improvements except for the  change 
from $100,000 to $150,000 in the  minimum size cap ital expenditure 
that  requi res a certifi cate of need. We appreciate the  need to
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recognize inflation. However, we suggest that  this  be done by using 
the figure of $100,000 the first year and then adjust ing this  a mount 
each year  the rea fter by the gross national product deflator.

We are pleased with, and fully support ive of, the new title  III— 
the  prog ram to ass ist  and  encourage  the  discon tinuan ce of 
unneeded hospital services.

We appreciate this  oppor tunity  to present our views on this most 
important  piece of legislation and will be glad to try to answer any 
questions.

Mr. Rogers. Thank you very much for a very helpful constructive 
statement. We are  grate ful to you.

Mr. Hollander.

STATEMENT OF NEIL  HOLLANDER
Mr. Hollander. Thank you, Mr. Chairm an.
Mr. Chai rman and members of the  committee, I am Neil 

Hollander , Vice Pres iden t of the Blue Cross Assocition, the national 
coordina ting agency of the 70-member Blue Cross Plans in the  
United States and Puerto Rico.

As stated in our recen t testimony on H.R. 6575, “The Hospital 
Cost C ontainment Act of 1977,” the  Blue Cross Association (BCA) 
strongly believes t ha t the re is an immediate need for enactment of 
a transitiona l program to contain costs in the  health care delivery system.

I thank you for the  opportuni ty to share with you our thoughts on 
H.R. 8121. As many of the  sections of H.R. 8121 have been carried 
forward from the adm inis trat ion’s bill H.R. 6575, our comments 
presented will be on the  following: section 132 (Incentives for Good 
Performance by Hospita ls in Containing Cost Increases Eligibility 
for Incentive Payment), section 1527 (Certificate of Need Program), 
section 1122 (Limitation on Federal Part icipation for Capita l Expen­
ditures), and title  III (Program to Assist and Encourage the  Discon­
tinuance of Unneeded Hospital Services).

I would like now to present our specific reactions to the  above 
noted sections but  first let me say that  we believe that  H.R. 8121 
has made several major position proposals.

TITLE I - TRA NSITITIONA L HOSPITAL COST CONSTRA INT PROVISIONS

Section 114(c)—Base Inpa tient  Hospita l Revenue (H.R. 6575)
Establishment  of Hospital  Cost Containment Program, section 

114(c) has been deleted. We agree with the  deletion because it 
preserves the comparability of services included in the  base yea r 
and in the  account ing year  for which the  limitation  is applied.
Section 131-133—Incentives for Good Performance by Hospitals in Containing Cost Increases

This section is an important addition. We strongly  support the  
principle of providing an incentive to contain directly  the  rate  of 
increase in hospita l costs. Conta ining hospita l costs direct ly has 
long-term significance. A program that  controls  costs has a bet ter

95-756 0  - 77 -  14
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chance to contain escalation of revenues. One program reinforces 
the other.

We are concerned that it may be possible to achieve apparen t 
savings in costs, through  accounting allocations, without a real 
change in behavior. The Secretary  in promulgating the information 
required to implement the provisions of this section should take 
this concern into account.

In addition, an incentive payment limited to outpatien t deficits as 
proposed may be less effective than  an arrangem ent without such a 
limitation. We suggest consideration of a provision that would 
permit  the Secretary to establish guidelines for possible uses of 
incentives. The incentive payment program should not, however, 
resul t in permanent additions to inpat ient costs, or in any way be a 
basis for a late r claim for an exception from a limitat ion on 
revenues.

Examples th at may be considered for approval include a one-time 
bonus to employees, reduction of long-term debt—which would have 
the effect of reducing interest charges—funding community health 
education programs, and simila r public interest projects. The pro­
vider making a claim for an incentive payment would be required  to 
show tha t its use of th e incentive would be in the public interest 
and would not add to its cost projections for late r years.

Although we have not had a chance to study the exten t to which 
the size of the incentive and the method of its calculation will affect 
hospitals specifically, we believe the principle of the incentive 
should be supported.

TITLE II— LIMITATION ON CAPITAL EXPENDITURES

As regards title  II, we have previously testified tha t a morato­
rium be placed on capital expendi tures until amendments  to Public 
Law 93-641 are considered later this year. However, in view of the 
congressional interest in a capital limit program, I would like to 
make the following comments on proposed title  II changes.

Section 201(b)—certificate of  Need Program
This section of the bill amends section 1527 of Public Law 93-641, 

to require that federally approved certificate-of-need programs re­
view and determ ine the  need for major medical  equipment—and, as 
previously provided, in stitut ional  heal th services, health care facili­
ties, and heal th maintenance organizations.

BCA supports the extension of CON program coverage to major 
medical equipment, regardless of the setting  in which such equip­
ment is located.

Paragraph (c) of th is section, defines the term  “capital expendi­
ture,” such that the dollar review threshold for such expenditures is 
$150,000. BCA supports this dollar thresho ld as opposed to the 
originally proposed $100,000 threshold. Such a thresho ld is appro­
priate  since most capital expenditures that can be expected to 
genera te substantial future health costs will exceed this amount 
and since such a thresho ld will effectively control major medical 
equipment expenditures in non-ins titutional settings.
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Section 202—Limi tat ion  on Federal Part icipa tion for Capital 
Expenditures

This section amends section 1122 of th e Social Security  Act in a 
number of important respects that differ from amendments pro­
posed in H.R. 6575.

First, section 1122(aXl) would require  the  Secre tary to enter  into 
1122 review agreements with the Governors of the States to assure  
that  funds approp riated  u nder titles  V, XVIII, and XIX are not used 
to support unnecessary capital expenditures for health care facili­
ties and major medical equipment. BCA supports mandatory section 
1122 review programs in each State and the  extension of such 
review auth ority to cover major medical equipm ent expendi tures. 
We question, however, the exclusion of health  main tenance organi­
zations from this  paragraph . Reviews under this  section would be 
governed by procedures and criteria  promulgated pursuant to sec­
tion 1532 of Public Law 93-641. We feel that  such procedures  and 
crit eria—and the Final Rules issued January  21 pursuan t to section 
1532—appropriate ly require that  adequate consideration be given to 
the  special needs of HMO’s. Thus, we suggest that  HMO’s be 
included within the scope of the section 1122 review program.

Section 1122(aX3) would be amended to require that if the Gover­
nor of a  State has not entered into a review agreement with the 
Secretary within  1 yea r of the enactment of the bill, Federal 
payments under  tit le XIX will be withheld. Section 1122(b) would be 
amended to require tha t, in the  absence of a finding of need by the  
State H ealth  P lann ing and Development Agency in accordance with 
the  section 1122 review agreement,  the  following reimbursement 
penalt ies would be applied to unauthorized expenditures:

(1) Major medical equipment or a hea lth  care facility—no amount  
for services provided by such equipment would be paid unde r titles  
V, XVIII, and XIX.

(2) Services furnished in such hea lth care facility—reimburse­
ment under title s V, XVIII, and XIX would not include any amount 
attr ibu tab le to deprecia tion, inte rest  on borrowed funds, a retu rn 
on equity capita l—in the  case of propr ietary facilities—or any o ther 
expense related to such capita l expenditure, or for direct operat ing 
costs associated with the  provision of such services.

Generally, we find these  sanctions to be appropriate . We have, 
however, the following specific comments. First,  we have suggested 
above th at health main tenance organizations be included under the 
proposed section 1122 review program. Section 1122(aX3) should be 
amended to reflect appropria te reimbursement  penalt ies for such 
organizations. The penal ty provided unde r paragra ph (d) for such 
organizations would be satisfactory. Second, in paragraph (b), the 
meaning  of the  phrase “...major medical equipment or a hea lth  care 
facility...” is unclear. Is it intended that  services rendered with 
major medical equipment, regardless of location, be denied reim­
bursement  for the  full cost of such services? Third,  t he word “or” in 
paragraph (bX2), [italicized above] should more appropria tely be 
“and”.

Para graph (e) of this section sets forth  a  $150,000 capital expendi­
ture threshold for section 1122 reviews. As noted above, BCA 
suppor ts such a threshold.
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Section 203—Amendment to the Internal Revenue Code of 1954
Paragrap h (f), Obligations Supporting Increases in Acute Care 

Hospital Beds proposes to eliminate the tax-exempt status for tax- 
exempt bonds associated with specific unapproved capital  expendi­
tures. Exemption from this penalty  is provided for capital expendi­
ture s which have received a certificate-of-need under  a federally 
approved certificate of need program. This exemption should be 
expanded to include capi tal expenditures approved under section 
1122 programs.

Section 204—Constraint on the Sale of  Medical Equipment
This section would establish  penalties to be imposed on suppliers 

of major medical equipm ent in instances when major medical 
equipment not approved unde r either the section 1122 review pro­
gram or a federally approved certificate-of-need program is sold. We 
are not opposed to these  penalties.

TITLE III— PROGRAM TO ASSIST AN D ENC OUR AGE  THE DISCO NTINU ANCE  
OF UN NE ED ED  HOSPITAL SERVICES

BCA supports legislative initia tives which address  the problem of 
excess hospital service capacity in an equitable and effective man­
ner. Title III contains a number of provisions which author ize 
payments to hospitals that  eliminate  unnecessary capacity. Gener­
ally, we find these paym ent provisions to be both equitab le and 
necessary. Title III also provides for incentive  payments to HSA’s in 
whose areas incentive  payments for th e discont inuance of all of the 
services of a hospital are made. We support such an incentive 
payment, part icularly  since such payments will become part  of the 
HSA’s Area Health Service Development Fund.

Certain provisions of title III do concern us. As proposed, the 
Secretary would be authorized to promulgate, as par t of the  Na­
tional Heal th Plan ning  Guidelines, the  maximum appropria te sup­
ply of hospital services and the  minmum appropr iate  rate  of use of 
these services for each hea lth service area. For example the  reim­
burse ment  penalt ies associated with non-compliacne with these 
standards have far-reaching effects. We also question the  Secre­
tary ’s ability to promulgate such standard s with in the  time period 
specified, part icularly  since he must  examine the  unique circum­
stances in over 200 hea lth  service area s with in a year from enac t­
ment. We, therefore, suggest that  there be extensive discussion of 
this issue as part of amendment hear ings for Public Law 93-641 
late r this year.

Thank you very much, Mr. Chairman.
Mr. Rogers. Thank you, Mr. Hollander.
I th ink the  suggestions you have both made will be helpful to the 

committee and we will look carefully a t them. I th ink  they do leave 
more flexibility in the local health planning area s from the guide­
lines. I think the  other suggestions that  you have made will guide 
us in making good judgments,  so we a re grateful  to both of you for 
being here. Thank you so much. This I believe concludes the  list of 
witnesees today. Therefore the  committee  stand s adjourned.
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[The following stateme nt and attachm ents were received for the 
record:]

STATEMENT
THE AMERICAN PSYCHIATRIC ASSOCIATION 

and
THE NATIONAL ASSOCIATION OF PRIVATE PSYCHIATRIC HOSPITALS 

presented to the
SUBCOMMITTEE ON HEALTH AND THE ENVIRONMENT 

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 
UNITED STATES HOUSE OF REPRESENTATIVES 

on
H.R. 8121

HOSPITAL COST CONTAINMENT ACT OF 1977
July 18, 1977

The American Psychiatric Association, which represents 
23,000 psychiatrists in the United States, and the National 
Association of Private Psychiatric Hospitals, which represents 
178 free-standing psychiatric facilities, containing 15,000 
beds, commend Chairman Paul Rogers in his efforts to effect 
hospital cost-containment through his careful examination 
and consideration of the problems and proposed solutions, 
interim and permanent, and through his introduction of 
H.R. 8121.

In testimony presented jointly by our associations on 
May 12 before the Chairman's Subcommittee and the Subcommittee 
on Health of the Committee on Ways and Means, and again on 
June 10 before the Senate Health Subcommittee of the
Committee on Finance, we stressed the importance of the 
National Health Planning and Resources Development Act 
(P.L. 93-641) in arriving at permanent solutions to stem 
the tide of rapidly escalating hospital care costs. We also



believe PSRO must play’ an important role in this process.
Our associations also pointed out the intrinsic

differences in the operation of private psychiatric hospitals, 
stating that costs in these facilities are not nearly so 
high as they are in medical/surgical facilities. The average 
per diem rate in psychiatric hospitals runs between $58 to 
$174, as compared with $250 to $350 for medical/surgical 
hospitals. This is the case because psychiatric hospitals 
do not have to share the higher costs of other hospital 
services, including the sophisticated medical technology and 
expensive testing that psychiatric units in general hospitals 
must help defray.

Moreover, the utilization of psychiatric care has been 
minimal because of the low reimbursement of psychiatric 
services in Federal, and other programs whose expenses are 
borne through third-party payors. For example, Medicare and 
Medicaid denies inpatient psychiatric treatment to Medicaid 
recipients, age 22-64 in any facility other than a state mental 
hospital or a general hospital.

Only recently have some states mandated psychiatric coverage 
in health insurance policies, and as a result more persons who 
require psychiatric treatment for mental and emotional illness 
(conservatively estimated to be 10% of our population) receive 
any treatment.

We are concerned that placing cost strictures on psychiatric



treatment at this time, when some improvement is being made 
would be ill-conceived and counterproductive for two reasons: 
tl) Only the most minimal percentage of the American people 
suffering from mental and emotional illness has access to 
treatment because of severely limited anachronistic federal 
benefits, and archaic attitudes towards mental illness and;
(2) It has been demonstrated that from 50% to 75% of those 
who present themselves to physicians for treatment suffer 
from a component of mental or emotional illness. We believe
if these citizens were treated for their mental and
emotional illness in the first instance a substantial cost-
savings in the health care delivery field would result from 
the reduction in medical/surgical care. Treatment of the 
mentally and emotionally ill does not require nearly as 
extensive or expensive technology as does the treatment of 
physical illness. Yet those who need psychiatric treatment 
and are denied it tend to return time and again for 
inappropriate and costly medical treatment.

As we recommended to the Senate Finance Committee, we 
strongly urge your Committee to authorize a demonstration 
project, subject to rigorous, ongoing, organized review, to 
determine, as we believe it will, that appropriate psychiatric 
intervention and treatment does reduce medical care costs.
We believe this to be true not only for Medicare and Medicaid, 
but for the entire spectrum of health care delivery.
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Private psychiatric hospitals, because of their relatively 

small size, specialization, and insignificance relative to 
the dramatic rise in medical care costs, should be exempt 
from this and any other cost-containment legislation.

The partial results of a survey being conducted by the 
National Association of Private Psychiatric Hospitals show that 
of 59 private psychiatric hospitals, 22 have a length of stay 
of less than 22 days; 32, a length of stay of over 30 days;
2, of 30 days, and; 3 of longer term. 15 of the 22 with 
a length of stay less than 30 days, had an average length of 
stay of from 25 to 29 days. The total number of admissions 
in these 59 hospitals was 46,997, or an average of close to 
800 admissions per hospital. It has been stated in Congress 
that the great bulk of the high escalating costs are derived 
from institutions with 4,000 or more admissions.

Since psychiatry has held a relatively disadvantaged 
position in the medical community relative to the other 
services, we believe that cost-containment legislation, if 
enacted, would also hurt the delivery of inpatient services in 
general hospitals. Additional costs of the necessary 
specialized mental health personnel, essential to the 
psychiatrists’ treatment of the mentally ill —  psychiatric 
nurses, psychologists, and social workers —  would become a 
target for accountants' cutbacks as a result, as would the 
inpatient psychiatric units of general hospitals.
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The APA and the NAPPH also are concerned with the incentive 

feature of H.R. 8121 which enables savings in inpatient services 
to be placed in the treatment of outpatients, since many general 
hospitals do not have outpatient facilities for psychiatric

treatment.
Psychiatry has been in the vanguard of treating mentally

• and emotionally ill patients within the community on an out­
patient basis, despite the severe problems in reimbursement of
outpatient psychiatric services. Nevertheless, the specialty

b
of psychiatry remains wedded to outpatient treatment whenever 

possible.
As these associations so testified before the Senate

Health Subcommittee of the Committee on Finance on June 10 on
the Medicare-Medicaid Administrative and Reimbursement Reform 
Act, we strongly believe that cost-savings will result by lifting 
the unfortunate and anachronistically low outpatient psychiatric 
benefits in Medicare (of $250, or 50% of cost, whichever is 
lower), as well as the other inequities in the treatment of 
the mentally and emotionally ill in Medicare and Medicaid. The 
benefit strictures on psychiatric hospitals in Medicare encourage 
the treatment of mental patients in much more costly general 
hospitals. The severe restriction of outpatient benefits in 
Medicare cause the exacerbation of mental conditions, often 
requiring hospitalization. It is understandable that physicians

*
i wishing to treat patients without outpatient psychiatric

benefits will tend to hospitalize them.



To remedy these inequities is totally consonant with the 
administrative reform which is part and parcel of cost-
containment .

In summary, the American Psychiatric Association and 
the National Association of Private Psychiatric Hospitals 
recommend to your Subcommittee that private psychiatric 
hospitals be exempt from cost-containment legislation because 
of their relatively small size, specialization, and 
insignificance relative to the escalation of health care
costs.

We also urge this Subcommittee to consider a demonstration 
project to determine that appropriate psychiatric intervention 
and treatment does reduce medical care costs.
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Medical Caiic
JiiMuiry Feb ruary 1967, Vo l. V, No.  1

Psychiatri c Services and Medical Util izatio n in 
a Prepaid Heal th Plan Set ting

® William Foi little, M.D.,"

Nicholas A. C ummings, Ph D .* **

In two previous studies5-8 the psychiatric 
I practitioner’s contention that emotionally 

disturbed patients do not seek organic 
>' treatment for their complaints following 
J"the intervention of psychotherapy have 

been investigated. Although it has long 
' been recognized that a large number of the 

physical complaints seen by the physician

♦

* Chief Psychiatrist, Kaiser Fo un da tion Hos- 
t pita l and the Pcrmanente Med ica l Croup , San 

Francisco, Cal.
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Sessions sponsored by  the Med ical  Care Section 
at the 9-lth An nual meeting of  the  Am er ica n Pu b­
lic  Health Assoc iation, San Francisco, Ca l., Oc ­
tober 31-Novem be r 4, 1968.

This studs was pr im ar ily  financed by  Cr an t 
PH IOS-6J 100 (P ),  U. S. Pu bl ic  Hea lth  Service. 
The  authors grateful ly  acknow ledge the assistance 
and cooperation of  Mr . Royal Crystal , De pu ty  
Uhief.  Health  Economics Branch . Secondary fi- 
j-ai"a.-,) -upport  fo r this  stu dy was throug h Gran t 
■ o. I s l - iM }  Kaiser  Foundation Research In sti - 
tut
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■eking to develop  and test methods o f 
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arc emotionally, rather than organically, 
determined, the more precise relationship 
between problems in living and their pos­
sible expression through apparent physical 
symptomatology has been difficult to test 
experimentally. As noted in the previous 
study, the CHI Project’ demonstrated that 
users of psychiatric services were also sig­
nificantly frequent users of medical serv­
ices, bu t the Project was not able to answer 
the question of whether there is a redu c­
tion in the use of medical services follow­
ing psychotherapy.

Because the facilities and structure of 
the Kaiser Foundation Health Plan accord 
an experimental milieu not available to 
Avnet, the original pilot project in San 
Francisco was able to demonstra te a sig­
nificant reduction in medical utilization 
between the year prior to psychotherapy, 
and the two years following its interven­
tion. Certain metbodologic problems in­
herent to the pilot study indicated caution 
and the need for refinement and replica­
tion to avoid arriving at premature conclu ­
sions. The lack of a control group of what  
might be termed psychologically-disturbed 
high-utilizers who did not receive psycho­
therapy was a serious omission in the Erst
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experiment.!  Furthermore, an error in the 
tab ula tion  of inpatient utilizat ion was dis­
covered  after the experiment had  been 
conclud ed .!f  In addit ion,  the quest ion was 
raised whether the patie nts studied  might , 
subsequen t to the two vears following 
psyc hothera py,  revert to previous patt erns  
of somatization or. as a new pat tern , 
merely subs titute prot racted and costlv psy­
cho therapy for previous medical treatmen t. 

The Problem
This study invest igated the ques tion of 

wh eth er there is a change in pat ients’ 
util izat ion of outpatient and  in patient med­
ical facilit ies afte r psychotherapy, com par­
ing the  patie nts stud ied to a matched 
group who did not receive  psychotherapy.

Psychotherapy was defined as any con­
tact  with  the  Department of Psychiatry, 
even if the  patient was seen for an initial 
inte rview only. T he year prior to the initial 
con tact was compared with the five subse­
quent y ears in both groups.

The problem can be stated  simply: Is 
the  provision of psychia tric services associ­
ate d with  a reduction of medical services 
utili zatio n (defined as visits to othe r med i­
cal clinics, outpati ent labora tory and  x-ray 
proc edures,  and days of hosp itali zatio n)? 

Methodology

The setting: The Kaiser Foundation Heal th 
Plan in the Northern California Region  is

I The authors acknowledge their deb t to Dr. 
M. F. Collcn for th e and other suggestions, and 
to Mr. Arthur  Weissman. Medical Economist, 
Eaiser  Foundation Medical si re  entities, for his 
exper t consultation.

H  At tha t time da\-s cf haspita liration per 
pati ent and by sea r were tabulated from each 
patient s outpat ient medical records. SuhscXjuent 
inve-t ieat'.sn has rest.dec! that cnlv abeitt  a 
thi rd of the  outpat ient charts reviewed contained 
summaries of hospital .11,missions anil that tabu ­
lation of inpatient  utilization mu-t lx made  di- 
rectlv through the separately-kept inpa tient  
records.

a grou p-practice prepayment plan offering 
comprehensive hospita l and  professional 
services on a direct service basis. Profes­
sional services .are prov ided  bv the Per- 
inanente  Medical Croup—a partnership of 
phvsicians. The Medical Group has a con­
tract to provide comprehensive medical  
care  to the‘*ubs<ril... r... •> bntn there  were
more than a half million at the time of th is 
study. The  composition of the Health Plan 
subscribers is diverse, encompassing most 
socio-economic groups. The Permanente 
Medical G roup  comprises all  major medical 
special ties; refer ral from one specialty 
clinic to ano ther  is faci litat ed by the or­
ganizational features of group  practice , 
geographical proximity and use of  common 
medical records. Dur ing the  years of this 
study (1959-1964), psychiatry was essen­
tially  not covered by the Northern Cali ­
fornia Health  Plan on a prepaid  basis, bu t 
in some areas of the Northern  California 
region psychiat ric services were available 
to Hea lth Plan Subscribers at reduced 
rates. During the six vears of the study, the 
psychiat ric clinic staff in San Francisco 
consisted of psychiatr ists, clinical psycholo­
gists, psychiat ric social workers, resident 
psych iatri sts at  the third - or fourth-year’ 
level, and psychology interns , all full-time.. 
The  clinic operates primarily as an out  
pat ien t service for adul ts (ag e eighteen 
or olde r),  for the evaluat ion and  t reatmen t 
of emotional disorders, bu t it also provides - 
consu ltation for non-psvchiatr ic physicians 
a n d  c o n s u lt a ti o n  in  the  genera l hospital 
and the  emergency room. The re is no 
formal “intake" procedure , the first visit 
with any staff member being considered 
pote ntia lly therapeutic  as well as evalu­
ativ e and dispositional. Regardless of pro ­
fessional discipline, the person who .sees 
the  pat ien t initially becomes that  patient’s 
therapis t unless there is a reason for trans­
fer  to some othe r staff member, and he 
continues to sec the patient for the dura-
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tic.n of t he therapy. An a ttem pt is made to 
schedule the first inters icw as soon as pos­
sible after  the  patie nt calls for an appoin t­
ment. There  is also a “drop- in'’ or non- 
appointmen t service for emergencies so 
that pat ients in urgent need of psych iatric  
help usually  can he seen immediately or at 
least with in an hour  or two of arrival at 
the clinic.

One of the  unique aspe cts of this kind 
of associated he alth  plan and  medica l group 
is that it tends to put a pie ininm  on heal th 
rather than on illness, i.e., it makes pre ­
ventive medicine economical ly rewarding, 
theichy stimulat ing a constan t searc h for 
the most effective and specific methods of 
treatment. Tire question of how psych iatry 
fits into comprehens ive prepaid medical  
care is largely unexplored; there are  not 
many settings in which it can h e answered. 
Another fea ture of group practic e in this 
setting is that  all medical records for each 
patient ar e reta ined  with in the organization.

Subjects: The experimental subjects for 
this investigation were  selec ted system­
atically bv including ever) ' fifth psychiatr ic 
patient whose initial inte rview look place 
between Ja nua ry 1 and Decem ber  31, 1960. 
Of the 152 patie nts tints selec ted, 80 were 
seen fur one interview only,  41 were seen 
for two to eight interviews (mean  of 6 2) 

were defined as ”L:ref t!i?r.:p^,”--mcl j. 
-31 were seen lor nitre or m o re  in te rv ie w s  
(w an  of 33.9) and were defined as "long­
term th e ra p y ."

io provide a contro l grou p, the  medica l 
ri'-tinv. of high  medical utili zers who had  
>>'■ . v-s en lcd  themselves Io the  Dcpart- 
1 • •; of 1’svchinliV were reviewed until :i 

,» wa s sele cted which  matched the
• •••’iicrapv sample m ag e, 'se x,  socio- 

.iu<”  ,! .i lit s . m edica l u ti li z a ti o n  ill the 
:< • H ealth  Plan mem bers hip  in- 

a t le as t the sc at s 1959 through 
• c r it e r ia  nl  psychological distress.

’11ms, ea ch  experim ental pa tie nt  was 
ma tch ed wi th a contro l pa tie nt  in the 
cri ter ia above, hut with out  refere nce to 
any  oth er var iab le. Ruth sam ples ranged 
in age; from  21 In  62, with a me an of 3S.1. 
Of these,  52 pe r cent  were wom en and  
63 pe r vent  were blue -col lar workers or 
the ir depend en ts.  The sati sfactio n of so 
many cr ite ria  in choosing a matc hed con­
trol  group prosed  ter be a ted iou s and  
tim e-c ons uming  procedure.

Review’ of the’ medical record s of the 
psy chiat ric  sam ple  disclosed consi stent and  
co ncep tna ilv  useful nota tions in  the* w ar 
prior to the patients" coming to  psy choth er­
apy , wh ich  cond he  considere d as criteria 
of p'a jcluil u^ iml /list reus. These consisted 
of rec ord ing s, mack*, by tin- physicians on 
the  da tes  of  the pat ien ts' visits, vhicli were* 
ind ica tive of those pat ien ts’ em otiona l dis­
tres s, whe ther  or not the physic ians recog­
nized this when they  made the nola lions. 
Th ese (3 3)  cri ter ia were ass igned weights  
from one  to three in acc ord anc e with the  
fre quency of the ir app ear anc e in medical  
record s an d in accordance xvith clinical 
exp erienc e about the signi ficance of the 
cri ter ia wh en  encou nte red  in psycho the ra­
pe ut ic  pra cti ce . Th e crit eria , wi th weights 
ass igned,  are pre sen ted  in Ta ble 1. In 
co mp ari ng  the cha rts  of the  psy chi atr ic 
pa tie nts wi th those of Health Plan patients  
ran domly draw n,  it was de term ined  that  
although som e cri te ri a’we re occasionally 
present in th e  «>t t h e ln U v r ,
a we igh ted  score  of thre e wi thin  one year  
clearly dif fer en tia ted  the psyc hia tri c from 
the  non-p syc hia tric  groups. Acco rdingly,  
the refore , in ma tch ing  the  con trol (no n- 
psxc ho lherap y)  gro up to the exp erim ental 
(p sy ch ot he ra py ) group, the pa tie nts  se­
le ct ed  ha d record s which ind ica ted  scores 
of thr ee  nr more poin ts fur the se ar  1939. 
T he m ea n w ei gh ts  nl th e th re e  ex pe ri ­
menta l^ g rou ps mid tin* con trol group in 
terms  nl tin* 38 crite ria of psyc hologic al
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T A H I I ' I . Criteria of  I' ty i li iJi 'iif iil  liixle tx*  with  .Ix xi^ nrd Weight*
O u r  p o in t

1. T ra n q u il iz e r  o r seda tive  re- 
que st  »-d.

2. D u r lr r 's  s ta te m e n t p t.  is 
lc n»e , c h ro n ic a ll y  li r c t l,  was  
r«n« Miie<l . e tc .

J. I ’a t iv it t 's  s ta te m e n t as  in  
uo . 2.

4. I . li m p  in  ll i r rm t.
*5. H e a lt h  Q u esti o n n a ir e : >cs 

m i 1 o r 2 psych, quest io ns.
6. A h q a c ia  a re a ta .
7. V a g u e ,  u n s u b s ta n t ia te d  

p a in .
8 T r a n q u il iz e r  o r  s e d a ti v e  

g iv en .
9. V it a m in  B | .  shots  (e xcept 

(o r p e rn ic io u s  anem ia ).
10. N e g a ti v e  E E C .
11. M ig ra in e  o r psych oge nic  

hea da ch e.
12. M o re  th a n  4 u pp er re sp ir a ­

to r y  in fe c ti o n s  per year.
13. M e n s tr u a l o r p re m enstr ua l 

te n s io n ; m enopausal sx.
14. C o nsu lt s  d o c to r a bou t d if f i­

c u lt y  in  c h il d  re aring.
15. C h ro n ic  a lle rg ic  sta te .
16. C o m p u ls iv e  e a ti n g  (o r o v e r­

e a ti n g ).
17. C h ro n ic  g a s tr o in te s ti n a l u p ­

se t;  aere ophagia .
18 C h ro n ic  sh in  disease.
19. A n a l p ru r it u s .
20. E xcessiv e  scra tc h in g .
21. Us e o f em erg ency ro o m : 2 o r 

m ore  per y ea r.
22. B ri n g s  w r it te n  li s t o f s y m p ­

to m s  o r c o m p la in ts  to  doe- 
to r.

T w o  |>oint s

23. Eea r o f cancer,  b ra in  tu ­
m or,  v enere al dis ease , hea rt  
dise as e,  l e uke m ia , d iabete s,  
e tc .

*2 4.  H e a lt h  Q ue s ti o nn a ir e : yes 
on  3 o r mor e psych, qu es­
tio ns .

25. T w o  o r m ore  accid en ts  
(b o n e  f r a c tu r e s ,  e tc . )  
w it h in  1 y r .  I * t.  m ay be  
a lc oh o lic .

26 . A lc o h o lism  o r it s  c o m p li ­
c a ti o n s : d e li r iu m  trem ens, 
p eri ph e ra l n e u ro p a th y , c ir ­
rh osis .

27 . Spo us e is  a n g ry  a t d o c to r 
a n d  d e m a n d s  d if fe r e n t  
t re a tm e n t fo r p a ti e n t.

28 . Seen  b v  h y p n o ti s t o r seeks 
re fe rra l to  h y p n o ti s t.

29 . Requests  su rg e ry  w h ic h  is 
re fu se d.

30. V a se c to m y : re queste d o r 
perf o rm ed .

31 . H y p e rv e n t il a t io n  
syn dro m e .

32 . R e p e t i t iv e  m o v e m e n ts  
no te d  b y  d o c to r : tics , 
g rim aces, n ta r. r. e i isms,  t o r ­
ti c o ll is , h y s te ri c a l se izu res.

33 . W e ig h t li f t in g  a n d /o r  
h e a lth  fa d d is in .

T h ic e  |M iin ls

34. I nsu bstantia ted  complaint 
th ere  is  som e th in g  w ro ng  
w it h  gen ita ls .

35 . P s y c h ia tr ic  re fe rr a l m u le  
o r re queste d.

36. S u ic id a l a tt e m p t,  th re a t,  
o r preoccupation .

37 . Tear  o f hom osexuals  o r of  
h o ii ii i- e x u a li ry .

38.  X o i i- ii r g a n ic .  d e lu s io n s  
a n d /o r  h a ll u c in a ti o n s ; p a r­
anoi d id ea ti o n ; psy choti c  
th in k in g  o r p sycho tic  be­
h av io r.

* R efe rs  to  th e  la s t -1 questions (r e la ti n g  to  e m o tio n a l d is tr ess) on  a M o d if ie d  C o rn e ll  M e d ic a l In d e x — a 
gen er al  m e d ic a l q ucs ti o na ir e  g iv en  to  p a ti e n ts  u nd e rg o in g  th e  M u lt ip h a s ic  H e a lt h  C heck in  th e  ye ar s 
co ncern ed (1 0 5 9 -6 2 ).

T a h i.F. 2.  Sc or et fo r Criteria  oj Piyrholugicol D istres i, 
for the Ex perin ien lnl  Groups  and the Control Cr oup 

du rin g the Year rr io r to I'sy ehn llie rapy (1959)

C ro u p
T o ta l N o . o f A vera ge
w o re p a ti e n ts w o re

One  s o '- io n  o ii lv 264 80 3 .3 0
B ri e f ll u r . ip v 134 41 3 .2 7
I. o n g - tc rn i il w r . ip v 246 31 7 04

.M l e xp e ri m e n ta l 
(p>v< b o t li e m p y )  
gro ups W l 152 4 24

C o n tr o l ( i io ii - 
p s y v h o th c rn p y ) 
p tm p 62 ‘> 152 4 13

di st re ss  ar e pr es en te d in  T ab le  2:  no te 
th a t th er e was  no  sig ni fic an t di ffe renc e 
bet w ee n th is  dimensio n of  th e tw o grou ps  
in 1959.

In  or de r to  faci lit at e co m pa riso n of  the 
ex pe rim en ta l (p sy ch ot he ra py ) an d co ntro l 
(n on -p sy ch oth er ap y) gr ou ps , on e las t cr i­
te rion  for inclu sio n in th e m at ch ed  gr ou p 
was  em ploy ed . Eac h su bj ec t in the co ntro l 
gr oup ha d Io he  a H ea lth Plan  mem be r 
fo r th e first th re e co ns ec ut ive ye ar s un de r 
in ve st igat ion inas muc h as th e ex pe rim en ta l 
irrni in . thou irh  demon str at in '* at tr iti on  in
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Table 3. Ctilization  of Outpatien t .Uediml Services (Ex cluding Psy, ii ialry ) by Psychotherapy Groups  Ja r  
the I car Peforc ( I P )  m id the hu e Years Afte r (h A .  ? -. l.  J-zl . J .4, 5- .1) the In iti al  

Interview, a nd the Corresponding Years fo r the Plan psych iatric Croup
Group I I I l-A 2-A 3 A 4-A 5-A

One session only , unit s  ure 911 815 612 372 321 217
No. of pis. 80 80 80 57 53 49
Average 11 4 10 2 7 7 6 5 6 1 4.4

Brief tb er. ipv , unit score 778 471 351 202 215 155
No. of pts . 41 41 41 32 30 27
Average 19.0 II 5 8 6 6 3 7.2 5.7

Long-term tber.ipv, un it score .15') 323 279 236 151 108
No. of pts. .11 31 31 27 24 19
Average II 6 10.4 9 0 8.7 6 5 5.7

Alt exp erim enta l
(psvcl ioth erapv)  groups, un it score 2018 1609 1245 810 6S7 480

No. of pts. 152 152 152 116 107 95
Average 13.5 10 6 8 2 b.  1 6 1 5.1

Contro l (non-
psycho the rapy) group, un it score 1726 1713 1718 1577 1611 1264

No. of pts. 152 152 152 127 l i t 98
Average 11.4 11.5 1 1 3 12 4 14 5 12 .9

«

continued membership  afte r that  time, re­
mained intact for those years.

Dependent variable: Each  psych iatric  pa­
tient’s utilization of heal th facilities was 
investigated first for the full year  preced­
ing the day of his initial interview, then  
for each of the  succeed ing five years beg in­
ning with the day alter his initial inte r­
view.

The corresponding  years were  inves ti­
gated for the control group  which, of 
course, was not seen in the Depar tme nt of 
Psychiatry. This investigation consisted of 
a straightforward tabu latio n of each con­
tact with any outpat ien t facility, each 
laboratory report and x-ray report.* In ad ­
dition a tabulation of num ber of days of 
hospitalization was mad e without rega rd to 
the type  or qua ntity of service provided. 
1 h patient’s utiliza tion scores consisted 

total number of separate outpatient 
! inpatient  tabulations.

' '  .•• |im< > iluii" . wi rt' ciiu tilr il us (inr  even
i wee in-.ie lli.in uni- l.ilx iruto rv nr x-ray 

•e pi r  i ' fo il  in (lie cha rt.

Resul ts

The  results of this studv arc summ arized 
in T able 3, which shows the dille rences by 
group in utilization of outpat ien t medical 
facilities in the  yea r befo re and  the five 
years after the initial interview  for the psy­
chiat ric samp le, and the utilization of ou t­
patie nt medical services for the correspond­
ing six years for the  non-psychothe rapy 
sample.

The da ta of Tab le 3 are  summarized  as 
percentages in Tab le 4, which  indicates a 
decline in outpat ien t medica l (no t inc lud ­
ing psychiatri c) utili zatio n for all three 
psychotherapy groups for the years follow­
ing the initia l interv iew, while  the re is a 
tend ency for the non-psychotherapy pa ­
tients to increase medical  utiliza tion du r­
ing the  corresponding years. Applying 
t-lests of the  significance of the stan dard 
error of the dill cren cc between the means  
ol the “vear  bclo rc' and the means ol each 
of the live “years afte r" (as  compared to 
the year be fore) , the lollowing results  ob ­
tain. Tile  declines in outp atient (uo n- 
psy cli iat rii j utiliza tion lor the "one ses-
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T ah lk  4. Comparison of the ) ear Prior In Ibt Initial  Interview with tac k Sucieert in^ Yrar, tnJiea lio i 
Prr Cent Onl ine nr Per Cent In rr ea n (b il le r Shown in Parentheses) in Oa lpil ien l He du  iZ 

(N on  pi yihinl nc ) L'lili znlion by Psyehothrrapy Grouping. anil Currespouilint 
CoiHfiariioni f or  the Coatrol Croup, with t.eieli of S itnifu au ie

Gro up

t- A 2-A 3-A 4-A S-A

%
change

%
change Snfnif.

0 //o
change Sinn ,/

<7/C
change S it n if

C'zo
change S it n if .

One »c»»ion only 10 5 AS 32 8 .05 44.75 .05 46 5 .05 61.4 .01

Br ief thera py 39 5 .05 53 .2 05 66 8 01 62 1 .01 70 0 n t

Lon gt er m
the rap y 10 0 .VS 22 3 .05 25.0 .05 43 0 .05 50.9 .05

A ll experim ental 
(psychoth erapy) 
groups 21 4 .05 39 2 .01 48.2 .01 52 3 .01 62.5 .01

Con tro l (non-
psycho the rapy)
group None None __ (8 8) NS (2 7.2 ) .05 (1 3. 2) NS

c

sion only" and  the “long-term  therapy” 
groups arc not significant for the first year 
following the initial interview while the 
declines are significant at cith er the .0.5 or 
.01 levels for the remain ing four years. In 
the  “brief therapy" group,  there are  statis ­
tically significant declines in all five of the 
years following the initial interview. As 
fur ther indicated in Table 4, there is a 
tendency for the control group to increase 
its utilization of medical  services, hu t this 
proved significant for the "fou rth year 
after" only.

The  ipiestion was raised as to whe ther  
the patie nts demonstra ting declines in 
medical utilization have done so because 
they have merely subs titu ted prot racted 
psychotheiapv visits for the ir previous 
medical  visits.

As shown in Tab le 5, the  num ber of 
patients in the one-session-only’ group  who

return in the third  to fifth years for addi­
tional visits is negligible. Comparable re ­
sults are seen in the brief- theuipy group. 
In contrast, the long-term-therapy group 
reduces its psychia tric utilizat ion by more 
than half in the “second year  after ,” but 
maintains this level in the succeeding  th ree 
years. By adding the outpatient medical 
visits to the  psychia tric visits, it becomes 
clear tha t whereas  the first two psycho­
therapy groups base not substit uted psy ­
chotherapy for medical  visits, this does 
seem to be the case, in the long- term 
psychotherapy group.  These  results are  
shown in Tab le 6, and  indica te that the 
combined  outpat ien t utilization remains 
about  the same from the “year before" 
to the “fifth year after" for the thir d psy­
chotherapy group,  while declines are  evi­
dent  for the  first two psychothe rapy 
groups. As regards the combined (medica l

T a ii LM 5. Atera/p  Number of Psyi hmkerupy Sessions per Year for Fine Years by Experim enta l Group
Grou p l- A 2-A 3-A 4-A 5 A

(h ie  only 1 (M l I I  IM) II (Ml 0 02 0.06ll r it  l ther.ipv 6 22 n no 0 O') 0 57 0.52Long term tlivrapx 12 31 5 118 5 56 5 8S 5 .OS
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T able  6. Combined A ’erases (Ou tpati ent Med iml  p h is  l 9sychi>!her»ipy I isif*) *•/ I 'liliznliun  by Years 
Before and After Psyi hat hern Py fur the E xper imental Cr-mps, and  Tote I Outpa tient  

l liliza tion by Cormpondin£  Ywrx far  the Control i Xon psychiatric) (irunp
Group

One  sess ion on ly  
Brief the rapv  
Lon g- te rm  th era py

All expe rim ental 
(p sy choth era py ) groups  
Control group

I I I l-A 2- \ 3-A 4 A 5-A
It  4 II 2 6.5 ft 1 4 5
10 0 17 7 S ft 6 1 7 7 6 2
1 1 6 22 7 11 I 14 3 12 4 in x

1.1 5 15 ' 9 2 8 .1 7 9 6 2
II 4 II 5 It  .1 12 1 14 S 12 9

plus psychiatric) utilization, the  long-term 
psychotherapy group is not appreciably 
different from the control (non-psychi­
atric) group.

Investigation of inpatient utilization re­
veals a steady decline in utilization in the 
three psychotherapy groups from the "year 
before” to the "second year alter," with 
the three remaining "years after” main­
taining the level of utilization attained in 
the "second year after.” In contrast, the 
control sample demonstrated a constant 
level in number of hospital days through­
out the six years studied. These results 
are shown in Table 7, which indicates that

the approximately GO per cent deiline in 
number of days ol hospitalization between 
the "vear before” and the ".second year 
after” for the first two psychotherapy 
groups is maintained to the "fifth year 
after”; this decline is significant at the .01 
level. The inpatient utilization for the 
"long-term therapv” group in the “year 
before” was over twice that of the non­
psychiatric sample, and about three times 
that of th«- first two psychotherapy groups. 
The significant (.01 lex el) decline of SS 
per cent from the "year before" to the 
"second xear after” is maintained through 
the “fifth year after,” rendering the inpa-

T able 7. Num ber  of Days nJ Hospitalizatio n and Averages by Psychotherapy Group for the Year Before and  
the Five Years Afte r Psychotherapy, and  the Corresponding Period for  the Non psycho therapy Group  

(N ote:  He alth Plan  avera ge  is ft per  year for pa tie nt s 20 years  old or  old er. )
Gr ou p i - u 1-A 2 A 3-A 4 A 5-A

One rt-ssion o nly , da ys /y ca r 117 78 52 32 33 31
N’o. of pts. 80 80 SO 57 53 49
Average 1.46 0 98 0 65 0 56 0 62 0 63

Brief t he rap y, da ys /yea r 66 44 31 24 23 23
No. ol pts . 41 41 41 32 30 27
Average 1 61 1 07 0 76 0 75 0 77 0 85

I nn?.<r~nt th er ap y,  da ys /yea r 153 37 19 18 16 13
Nn, of p ts. 31 31 31 27 24 IV
A- era re 4 91 1 09 0.6 1 0 67 0 67 0 6S

i . tri ntc ntal
” ' '  I . . .7«<-.-|n. -day»/)ear 336 159 102 74 72 67

Nr-. of pis. 152 152 152 li ft 107 95
2.21 1 05 0 68 0 64 0 67 0.71

•&,’ iifUume .05 .02 .05 .05 .05
Control (non-
ky fi  - zj 'et .ip v)  grou p. d.t vs /vca r 324 307 477 255 208 197

-s’v. of pis . 152 152 152 127 111 98
Ax ei age 2.1 3 2.0 2 3 07 2.02 1 87 2 01
^W ifna ncc A’5 .05 A’5 A’5 A’5

95-756 0  - 77 - 1 5
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tient utilization of the third psychotherapy 
group comparable  to that of the first two 
psychotherapy groups.

In terms of decline in use of inpatient 
services (days of hospitalization), however, 
the long-term psychotherapy group and 
the control group are different, in that the 
former patients significantly reduce their 
inpatient utilization from the “year before” 
to the "fifth year after.” However, the 
small size of the samples limits the con­
clusions that  can be drawn.

Discussion
The original pilot study of which this 

project is an outgrowth was proposed by 
the senior author as an aid in planning for 
psychiatric care as part of comprehensive 
prepaid  health-plan coverage. It had long 
been observed that some of this psychiatric 
clinic’s patients, as well as many patients 
in the hospital for whom a psychiatric 
consultation was requested, had very thick 
medical charts. It was also repeatedly 
noted that when these patients were treated 
from a psychiatric point of reference, i.c., 
as a person who might haw primarily ••mo­
tional distress which was expressed in 
physical symptoms, the)' often abandoned 
their physical complaints. It seemed rea­
sonable to expect that for many of these 
people, psvehialrically-oi iciitcd help was 
a more specific and relevant kind of treat­
ment than tin' usual medical treatments.

This  would  be especially true if the ef­
fects of psyc hiat ric help  were relatively 
long-lasting, or if a change in the patient 
affec ted others in his immediate environ­
ment . In the  long run, tin- interruption of 
the  transmission  of sick ways of living to 
succeeding  generations would be the most 
fundam ental anil efficient kind of preven­
tive* medicine. It therefor e seemed imper­
ative to test  the intui tive impressions that 
this kind of patient could lie treated more 
effectively by an unstructured psychia tric

interview technique than by the move 
traditional medical routine with its di­
rected history.

The Balints” ’ have published many 
valuable case reports which describe the 
change in quantity and quality in patients’ 
appeals to the general praetioner after 
the latter learns to listen and understand 
his patients as people in distress because 
of current and past life experiences. It 
would be difficult, however, to design a 
statistical study of those patients and of a 
matched control group treated for similar 
complaints in a  more conventional manner.

Psychiatry has been in an ambivalent 
position in relation to the rest  of medicine: 
welcomed by some, resented by others, 
often, however, with considerable polite­
ness which serves to cover up  deep-seated 
fears of and prejudices against “some­
thing different." In a medical group associ­
ated with a prepaid health plan, conditions 
are favorable for integrating psychiatry 
into the medical fraternity as a welcomed 
and familiar (therefore unthreatening) 
member specialty. The inherent ease of 
referral 'anti communication within such 
a setting would be much further enhanced 
by the fat tor of prepayment, which elim­
inates the financial barrier for all those 
who can afford health insurance. For 
many reasons, then, this setting provides 
both the impetus and the opportunity to 
attempt an integration of psychiatry into 
general medical practice and to observe 
the outcome. In the past two decades, 
medicine has been changing in many sig­
nificant ways, among which are prepaid 
health insurance, group practice, increas­
ing specialization, automation, and a focus 
on the “whole person” ra ther than on the 
“pathology.”

Forehand and others have suggested that 
at some not-too-distant date the patient 
will go through a highly automated process 
of history, laboratory procedures and phys-
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ical tests, w ith the doc tor at  tin1 end of the 
line doing a physica l examination  but oc­
cupying mainly the position of a medical 
psychologist. li e  will hav e all the  results 
of the previously completed examinations 
which he will inte rpre t for the patient, 
and he will have  time  for listen ing to the 
patient, if he  wishes to do so. The “Multi- 
phasic Heal th Check,”4 which has been 
used for many  years in the  Nor thern Cali­
fornia Region in the  Kaiser Foundation 
Medical Clinics and  which is constan tly 
being expanded, is just such  an automated 
health survey, and  Medical Cro up doctors 
are in the process of becoming  continually 
bette r psychologis ts. Even tual ly many more 
of the pati ents  who are  now seen in the 
psychiatric  clinic  will be  expertly trea ted 
in the general medical clinics by more 
“compleat physic ians.”

A study  such as this raises more ques­
tions than it provides answers. One ques­
tion alluded to abov e is whe ther , with an 
ongoing training  program  such as Balint 
has conducted for general pract ition ers at 
Tavistock Clinic, internists migh t not be 
just as effective as psychiat ric personnel 
in helping a greater percen tage of their  
patients. A training seminar such as this 
has been conducted by Dr. Edn a Fitch  in 
the departm ent of Pediatric s of Pcrma- 
nente Medical Group in San Franc isco for 
many years  and  has been effective in h elp­
ing pediatricians to trea t, with  more in­
sight and comfort , emotional problems of 
children and  the ir families and  physical 
d^orders which are an expression  of emo- 
t'oru l distress.

'-’•’ng a broader perspective than the 
j '- o ;  'in die clinical pathology, one can 
" ' what social, economic or cultural
• rue related to choice of s\ inploms,
a’ '■■i.h.-s tow .io!  be ing "sick" (mentallv 
o • i. al lv l,  al tit ud es  toward and ex­

ons of tin- doctor, traditions of 
•a. b  illness sup ers !iti ous re la tin g to

bodi ly damage, child raising pract ices,  etc. 
How often is the understanding of such 
factors of crucial importance for effective 
and  efficient trea tment for the pati ent?  Of 
special  interest in general  medical  practice  
and  over looked almost routinely by phys­
icians (an d by many in the psychological 
field) are  the  “anniversa ry reactions” in 
which  symptoms app ear  at an age at which 
a rela tive  had  similar symptoms an d/or  
died.

Health  Plan statistics indic ate an in­
crease in medica l utilization with  increas­
ing  age in adul ts. This is consistent with 
the  relat ively flat curve  seen in the “med­
ical util izat ion” of the control sample oxer 
the  six yea r per iod and  is in marked con­
tras t to tha t of the experimental sample. 
There  is the  implication in this that  some 
of the  increasing symptoms and  disabi lity 
of advancing years are  psychogenic and 
that  psyc hothera peutic intervention may 
in some cases function as preventive med­
ical care for the  problems assoc iated with 
aging as well as preventive  medicine in 
child ren.

A cert ain percentage  of the long-term 
psycho therapy group seems to continue 
wi thout diminution of number of visits to 
the  psychiatric c linic; these pat ients app ear  
from the  da ta to be interminablfe or life­
long  psychiatric utilizers just as they had  
bee n cons isten tly high  utilize rs of non- 
psychiatric medical care before. They 
seem merely to substitute  psychiat ric visits 
for some of the ir medica l clinic (visits. A 
fur the r breakdown  of the long-te rm group  
into  three parts, e.g., less than  50, 50 to 
150. and more than 150 visits, would  prob­
ably help to so il  this populatio ns utili za­
tion into several patte rns. More precise 
dat a on these  g io ups wou ld  su gg es t modi­
fications in classifications  and methods of 
the rapy or might suggest alternat ives  Io 
cither  trad itional  medica l or tiad itional  
psychiatric trea tment in favor of some at-

I
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tem pt to promote benef icial social changes 
in the  environments of these  chronically  
dis turbed  people.

Sources of  Critic ism
( I ) One problem in provid ing a con­

tro l group comparable to an experimental 
group  in this kind of study is that, al­
though undoubted ly having emotional 
distress, and in a simi lar “ quantity " ac­
cording  to our yardstick, the control group 
did  not get to the psychiatr ic clinic  by 
either self- or physician referra l. The fact 
that the control patients had not sought 
psych iatric help inay reflect a more pro­
found difference between this group and 
tire experimental group  than is super­
ficially  apparent. One cannot assume that 
the medical uti lization  of this control 
group would change if  they were seen in 
the Psychiatry Clin ic. (Th is objection wi ll 
be minim ized in the “ prospective”  part 
of  this study, which w ill  be reported in 
another paper). Althou gh the average in ­
pat ient  utilization for  the three combined 
psychotherapy groups is the same as that 
of  the control group in the year before 
(1959) , the inpa tient utili zation of the 
long-term psychotherapy group is two  and 
a ha lf times that of  the control group.
I f  the study were extended to several 
years before, rather than just one year, it 
wou ld become evident  whether this was 
just a year of crisis for  the long-term 
group or whether this had been a longer 
pattern of high inpa tien t utilization .

(2 ) Patients who vis it the psychiatric 
clinic  may. for one reason or another, seek 
medical  help from a physician not associ­
ated wi th the Med ical Croup so that 
his medical utili zation is not recorded in 
the clin ic record, the source of informa­
tion about utilization.  In the long- teim- 
thcrapv group the therapist  is usually 
aware if bis patient is visi ting an outside 
physician, and although it is an almost 
negl igible factor in that  group, there can 
Ire no information in this regard for  the 
one-session-oidy and br icf-tlicrnpv groups 
without follow-up inxestigation.

(3 ) Tlicre is no justification in assum­
ing tb.it dci ieased  utilization means bel ­
ter  medical care, necessarily. Criteria  of

improvement would  have to be devel­
oped and applied to a signif icantly large 
sample to try  to answer this important 
question.

(4 ) Patients may substitute fo r physical 
or emotional symptoms behavioral dis­
turbances which do not brin g them to a 
doctor but  may be just as distressing to 
them or to other people.

(5 ) H ie  “u n it ' : f  •nilization canrv t be 
used as a guide in estimating costs, stand­
ing as it  does for such diverse items. Iir - 
itself the units are not an exact indicator 
of severity of illness nor of costs. A per­
son wi th a minor problem may visi t the 
clin ic many times, whi le a much more 
severely ill  person may visit  the clin ic in­
frequently. Even more strik ing is the 
variation in the cost of  a unit , vary ing 
from about a do llar for  certain laboratory 
procedures to we lt ove r a hundred dollars, 
for  certain hospital days (w ith  admis­
sions procedures, laboratory tests, x-rays, 
consultations, etc.) each worth one 
"unit .”  To arrive at an approximation of 
costs, the units have to be retabulated 
in cost-weighted form.

Suggested Fur ther Studies
(1 ) The question of treatment of  pa­

tients by non-medical professional cl in i­
cians has been argued for  more than a 
half  century. I t  is generally recognized 
that  there are not enough psychiatrists 
now and that  there w ill  not be enough in 
the foreseeable futu re to treat all  those 
persons who have disabling emotional d is­
orders. In  the late President Kennedy’s 
program for  Mental Heal th this lack was 
recognized; the recommendation for  pro­
fessional staff fo r community Mental 
Heal th Centers included clin ical  psychol­
ogists, psych iatric social workers and other 
trained personnel. H aving l itt le  dis tinct ion 
in our psych iatric clin ic between the vari­
ous disciplines as far  as thei r functions 
are concerned, it  would be feasible and 
interesting to compare therapeutic results 
of the disciplines as well as individuals 
wi th various types of  patients and vari­
ous txpes of psychotherapy.

(2 ) lx length of treatment correlated 
with  diagnostic category, orig inal  prog-

4
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nosis by therapist, socio-economic level 
of patient, disc ipline anti orienta tion of 
therapist, or "severity of pathology”?

(3)  What happens to the spouse, par­
ents, and children of the patients who 
are seen in psychiatry?

(4)  Are there distinguishing patterns 
of complaints io the three psychotherapy 
groups?

(5) How do blue -coll.k patients dilf er 
from white-collar or professional patients 
in number of interviews, diagnostic label, 
use of medication , recommendation of 
hospitalization, and type of complaints?

(6) What is the nature of the illness 
that resulted in hospi talization before the 
patient came to psych iatry— and after? 
How often was this a diagnostic work-up 
because the internist could not find "any­
thing wrong" in the clinic?

Summ ary
The outpatient and inpatient tnediea lTt i| 

lization for the year prior to the initial in­
terview in the Department of Psychiatry 
as well as for the five years following were 
studied for three groups of psychotherapy 
patients (one interview only, brief therapy 
"ith a mean of 6.2 interviews,, and long­
term therapy with a mean of 33.9 inter­
views) and a control group of matched 
patients demonstrating similar criteria of 
distress but not, in the six years under 
study, seen in psychotherapy. The three 
psychotherapy groups as well as the con- 
lr°l (n''n-psychotherapy) group were high 
utilizeis of medical facilities, with an aver- 
;,>c utihzaiion significantly higher than 
tnat o* ih:- Health Plan average. Results of 
" ,v •' indicated significant declines in 

ntilization in the psvcluithcrapy 
nen com pared to the cont rol 

" '; ‘>c inpatient and outpatient iili- 
remained relative ly constan t 

th si v \ear-.. I lie most sigttifi- 
" u( tune d io the second year 
'nitial interview, anti the onc-

intcrvicw-only and brief-therapy groups 
tlid not require additional psychotherapy to 
maintain the lower utilization level for five 
years. On the other hand, after two years 
the long-lenn-psvchothcrapy group attained 
a level of psychiatric utilization which re­
mained constant through the remaining, 
three years of study. «—/

The combined psychiatric and medical 
utilization of the long-term-therapy group 
indicated that for this small group there 
was no over-all decline in outpatient uti­
lization inasmuch as psychotherapy visits 
seemed to supplant medical visits. On the 
other hand, there was a significant decline 
in inpatient utilization, especially in the 
long-term-therapy group from an initial 
utilization of several times that of the 
Health Plan average, to a level comparable 
to that of the general adult Health Plan 
population. This decline in hospitalization 
rate tended to occur within the first year 
after the initial interview and remained 
generally comparable to the Health Plan 
average for the five years.
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Effect of a Short-term Outpatien t Psychiatric Therapy 
Benefit on the Utilization of Medical Services in a 

Prepaid Group Practice  Medical Program 
Irving D. Goldberg, M.P.H.,® Goi.dif. Krantz, M.A.,i and Ben Z. Locke, MS.}

A pilot sluily  was cond uc ted  to  measu re the  effec t of a short -te rm ou tpat ient  
psy chiatric the rapy benefit on the uti liz ati on  of gen era l medical services at 
Gro up Health  Association of Washing ton, D.  C. (GHA), a prepaid  gro up pr ac ­
tice medical program . Th e stu dy  gro up  con sis ted  of 25G pa tie nts who  were J
refe rred  for such ou tpati en t therap y an d wh o were GHA  members  for  a ful l ,
12-m ontb  period both before and af te r the  psy chi atr ic referr al.  Stu dy patients  
expe rien ced a marked redu cti on  du rin g the ye ar  af te r referr al as comp ared  
with the  prio r y ear  in the ut ili za tio n of GHA  nonps ychia tric  phy sic ian  services 
and labora tory  or x-ray pro cedu res. Th e redu cti on  in nu mber of pa tie nts seen 
was 13.6 per  cent  for no npsye bia trie phy sic ian  serv ices , and  15.7 pe r cent  for  
labora tory  or x-ray pro ced ure s. In  terms  of visit s ma de,  red uction was  app rox i­
mately 30 per  cent for eac h of the se  serv ices . Basic find ing of red uced  uti liz a­
tion was still obtaine d wh en  fac tors of age , race, sex, psy chi atr ic diagno sis,  and  
numb er of the rapy sessions at tend ed  un de r benefit  were taken into  account.
Resu lts sup port findings of redu ced uti lization in othe r studie s and  sugges t 
more efficient uti liza tion  of approp ria te  me dic al services as a result  of shor t­
term outpa tient men tal healt h ben efi t in pre pa id he al th  pla n setti ngs .

Only in the i>ast decade have  significant 
increases in mental health  benefits been in­
cluded in the rapid growth in h eal th insu r­
ance protec tion through private volun tary 
insur ing organizations. Since 1963, th e Na­
tional Institute of Mental Health (N IM H) 
has actively  stimulated this deve lopm ent by 
encouraging the  expansion of private vol­
untary* health insurance coverage for m enta l 
heal th.5 In a collaborative effort with the

• Chief, Evaluation Studies Section, Biometry 
Branch, National Institute of Mct'lal Health, Chevy 
Chase, Maryland.

f Program Analyst, Group Health Association, 
Inc., Washington, D.C.

1 Assistant Chief, Center for Epidemiologic 
Studies, National Institute of Mental Health, Chevy 
Chase, Mary land.

I! The Federal Employees Health Benefits pro­
gram, which became effective in I960 under an 
Act of Congress, is the largest employer-sponsored 
contributing  health insurance program in the 
world covering more than sesen million persons, 
including employees, annuitants, and dependents.

NIM II, the United  States Civil Service  
Commission, which administers the Feder al 
Employees Hea lth Benefits program,! 1 re ­
ques ted insurance carrie rs and hea lth plans 
part icip atin g in that  program to incorpora te 
new or improved mental hea lth benef its, 
part icularly coverage for outpat ient services, 
into thei r existing benefi t structures.

A total of some four  million peo ple  are 
enrolled in community prep aid grou p pra c­
tice hea lth plans which are essentially* com­
prehensive in their  hea lth coverage.® Prior 
to 1960, when  the fede ral employees pro ­
gram went into effect, these plans  in the 
main were without prep aid  mental hea lth 
benefits. However, all federal employees 
enrolled in these plans  now have some men­
tal heal th coverage, including outpa tient > 
benefits; and similar coverage is also avail­
able to othe r members and  contr actor 
groups  in these plans.



With the adop tion of m ental  h ealth bene­
fits in pre paid group practice plans , it has 
becom e possible  to evaluate  to some extent 
the effects tha t these benefits migh t have on 
patient utilization of nonpsychiatric medical 
services covered by the plan s.1-2 Group 
Health  Association of Wash ington, D.C. 
(C HA) coop erated with  the  Biometry 
Branch of the NIMH in conduct ing a small 
pilo t study direc ted towards this question. 
This pap er reports on the results  of tha t 
study which is based  on the first year’s 
experience  with a menta l hea lth benefit at 
GHA before benefits were  expanded  and 
befo re the total  popu lation of GHz\ was 
included.

Sett ing and Nature  of Short -Term 
Men tal Health  Benefit

The  Cro up Health Association of Wash­
ington , D. C. is a comprehensive prep aid  
group p ract ice prog ram whose part icipating 
populat ion resides almost entirely in the 
metropolitan  Wash ington, D. C. area  and is 
comprised of three  groups: federal govern­
ment  employees , D. C. trans it workers, and 
gene ral members . In Novem ber 1964, GHA 
included a limited outpat ient mental heal th 
benefit in its stru cture of benefits for its 
government employee group who then com­
prised 66 per cen t of the GHA par ticipan t 
popula tion  of approximately 54,000. In 
January 1965, this benef it was extended to 
the general  members who accounted for 18 
per  cent  of the part icip ant  popu lation . Thus, 
84 per cent of the CHA population had some 
coverage for shor t-term  outpat ien t psy­
chia tric care  at  th e inception of the partia lly 
prep aid  benefit. Acute short- term hospita l 
care had  previously been par t of the ben e­
fit structure .

At its initiation, the GHA menta l health 
benefit offered under  prepayme nt was essen­
tially as follows: GHA paid up to 15 dollars 
for each  of 10 therapy sessions in a mem­
bership-y ear for outp atie nt trea tment of 
acute mental illness and  emotional d isorders

subject to significant improvem ent through  
short -term outpatient therapy.* A G1IA 
screen ing psychiatrist  dete rmined eligibili ty 
for referral on benefits. Wh en the patient 
was refe rred  by a GHA nonpsychiatric 
physic ian to the GIIA screenin'g psychiatr ist 
for evaluation purposes as to eligibi lity for 
benefits, the re  was no c harge to the patient 
for that  visit or visits. During the study  
period, a p atient could also self-refcr to the 
screening psychia trist. An evaluation  of the 
pat ien t’s psyciiiatr ic condition  was made by 
the  screen ing psychiatrist and , on the basis 
of his diagnostic  impress ion, he recom ­
mended app ropria te psychiatr ic care where 
indicated , and  he dete rmined  whether CHA 
coverage for benefits could be approved. 
If shor t-term  therapy was auth oriz ed under  
the benefit, the pati ent was refe rred  to psy­
chiatri sts or othe r mental hea lth disciplines. 
If the cond ition was chronic, and hence not 
covered by the benefit, referral could still 
be made to ano ther agency or psych iatris t, 
bu t no pay ment would be mad e by CHA 
for such care.

Study Design

The  basic study plan was to compare, 
for the case group  u nder study, the util iza­
tion of GHA medical  services before and 
afte r each  patient was referred on benefits  
for shor t-term outpat ient psychiat ric the r­
apy. The "before” period was the 12- 
month inte rval  immediately  prec eding the 
date of referra l by the screening psychia­
trist. It was considered likely tha t virtually 
all of the  pati ents  undergo ing therapy 
would have completed such  care during 
the  first three months immediate ly follow ­
ing referral. Since such therap y was apt

* The limit of 10 therapy sessions was a renew­
able benefit each membership-year (i.e. , year be­
ginning with each anniversary <latc of joining the 
pla n).  Thus, if therapy  was initiated towards the 
end of one mem bershipy car and carried into the 
next, the pati ent could actually have as many as 
19 sessions for the same referral.



to affect the utilization of CHA services 
durin g this period, and to allow sufficient 
time for completion of the  therapy  on bene­
fits, die "afte r” period of 12 months’ dura­
tion was taken  to begin three  months 
following the refefra l date. Thus, the rec­
ords for each study patient were reviewed 
for a 27-month exposure period, although 
the three-mondr “psychiatric therapy inter­
val” was not to be included in the "before- 
after” analysis of medical services utili­
zation.

For purposes of the study, it was desir­
able tha t die  study group be confined to 
persons who were  covered by dre same 
mental liea ldi benefit. It was, therefore, 
decided to limit the study group to all 
patie nts enrolled unde r the “high option” 
or "premium" plan  who were referred on 
benefits for psychiatric therapy dini ng the 
first year the  benefit structure was in ef­
fect.* Thus, as a by'-product, the results of 
die study could provide a baseline  for any 
future studies  based  on a revised benefit 
structu re. (Af ter the first year, the GHA 
menta l hea ldi benefit was substantially in­
creased and bro adened .)7

Since the GHA mental health  benefit 
during the study period applied only to die 
federal  employee and general member  
groups (inc luding covered family mem­
bers) , they comprised the study population. 
The GHA medical records for diese en­
rollees were reviewed by GHA staff to 
identify all patients who were referred to, 
and seen by, the screening psychiatri st dur­
ing the period November 1, 1964 through 
October 31, 1965, die first full year in which 
the psych iatric  benefit was—in effect. To 
protect  the confidentiali ty of. thrypat ient, in­
dividuals were not identified by' name to  the 
study staff. Also, it should be noted that  the 
confidential psychiat ric notes are not part

* U nde r die  'low  option" or "s tan dard” plan , 
CHA paid up  to 10 dollars (as  com pare d widi 15 
dollars  under "high  option” ) per the rap y session. 
Only about  10 pe r cen t of the  CHA mem bers  arc 
enrolled in the  "low  option” plan.

of the medical record and were not made 
accessible for tlu's study.

A total of 726 patients (excluding  CHA 
staff and dependents ) were  referred to the 
screening psychiatris t. Of this tbtal, 409 
patients were excluded from the study be­
cause they were judged ineligible for 
coverage under  this benefit or because they 
overtly refused psych iatric  care. Specifi­
cally, 161 were judged not to be in need and 
hence not referred for outpat ient psychiat­
ric care; 197 were referred for psychiat ric 
care but not on benefits; refe rral was de­
ferred for 45 patients; and  6 patients who 
would have been  refe rred  on benefits 
overtly refused to accept such care.

The records for the rema ining 317 pa­
tients seen by the screening psychia trist 
were reviewed for the 27-month period 
referred to earlier. From this total, 61 were 
eliminated from the study as follows: 57 
cases were not available  for the full 27-month 
period  (35 began memberslu'p less than 
one year prior  to the date seen by the 
screening psychia trist, and 22 terminated 
their membersliip within  the  15-month 
period following tha t da te) ; for four 
patients the  files were not available. This 
left 256 pati ents who comprised the study 
group. Of the final study group, 197 were 
enrolled in the federal employee program 
and 59 were genera l members—approxi­
mately in the same ra tio to one another that 
these two groups compr ised in the total 
GHA population .

As a point of interest, the age distri bu­
tions were examined for the  409 patients 
ineligible for benefits and  tlie 61 eligibles 
who did not otherwise meet  the study 
criteria. Tlie age distr ibution for the former 
group was found  to be very’ similar to that 
of the 256 study patients; however, tlie 
latter  group of 61 patients  had  a somewhat 
younger age distribution than tlie final 
study group.

Data extracted from the medical records 
were counts of all visits to GHA physicians
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for medical  care, all visits for x-ray and 
labora tory procedures, as well as the num­
ber of visits made  for psychiat ric therapy  
unde r the mental health benefit. Other data 
abst racted for each patient, where  available,  
were age, race, sex, and psychiatric diag­
nostic impression. Information on psychiat­
ric and nonpsychiatric hospital izations re- * 
corded in the medical record was also ex­
tracted. However, study data on hospita li­
zations were incomplete  because such in­
formation was not genera lly recorded on 
patients who were hospita lized outside of 
GHA auspices. Also, dur ing the period  of 
study, the GHA hospital ization information 
was not consistently available in the prog­
ress notes which formed the primary  
source of data for this pilot  study.

Results
The distribution of the study population 

by age, sex, a nd race is shown in Table 1. 
Approxim ately 70 per cen t of the  study

group  were from 25 to 64 years of age at 
time of referral on psychiatric benefits. In 
contras t, only 50 per cent of the tota l GHA 
part icipant popula tion (in  the  federal em­
ployee  and genera l groups) were  in this 
age group  dur ing the study period.3 About 
60 per ce nt of the s tudy group were female, 
which was shghdy higher than  die  pro­
portion of females in the tota l GHA mem­
bership. With respect to race, about 83 
per  cent of th e study group were Caucasian. 
Although no precise data on race are avail­
able  for the  total GHA membersh ip, the 
proportion of Caucasians in the total mem­
bersh ip is est imated to have been appreci­
ably less than  that  in the study group. 
Specific psychiatric diagnosis for each pa­
tien t was not uniformly recorded in the 
medica l records.  However, from information 
which was recorded, based  on the  evalua­
tion of the screening psych iatris t or the 
psychiatrist  provid ing therapy, it was pos­
sible to classify the psychiatric diagnost ic

Table 1. Distribut ion of Study Group by Age, Race, Sex, and 
Psychiatric Diagnostic Impression

Patient
characte rist ics Number Per cent*

To tal  s tudy g roup 256 100.0
Age group (ye ars )

0 -1 4 22 8.6
15 -2 4 49 19.1
2 5 -4 4 97 37.9
45 -6 4 82 3 2 0
65 + 6 2.4

Race
Caucas ian - 210 82.7
Othe r 44 17.3
Unknown 2

Sex
Male 100 39.1
Fem ale 156 60.9

Psychiatri c impression
Psychosis 40 20.7
Psychoneurosis 106 54.9
Personal ity disorder 21 10.9
Trans ien t si tuational

personality d isorder 22 11.4
Othe r 4 2.1
Unknown 63

* Based  on total pat ients for whom  characteristic s were know n.



Tahi.e 2. Comparison of Number of Patient s Seen and Visits Made During Year Before and 
Year After Psychiatric Referral by Type of Service

Patients Seen (N  — 256 ) Visits Made*
rype

Service
( nonps ych iatr ic)

Year
before
referral

Year
aft er

refer ral
l’er cen t 
change

Year
before
referral

Year
af ter

referral
Pe r cent  
cha nge

Physic ian se n ices 243 210 -1 3 .6 1264 876 -3 0 .7
Labora tory or x- ray 210 177 -1 5 .7 795 558 -2 9 .8
* Eac h visit for laboratory or x-ray  

procedures performed,  at  each  visit.
services was cou nted only once regardless of the numb er i

impression into broad categories for three 
fourths of die study group. Among those 
for whom the diagnostic impression was 
determined, 21 per cent were classified 
psychotic, 55 per cent psychoneurotic,  11 
per cent with personality disorders, 11 per  
cent as having a transient situat ional per­
sonality disorder, and 2 pe r cen t were con­
sidered to have some other psychiat ric pr ob­
lem.

Initially, the data were analyzed separately 
according  to the  specific medical depart­
ment or ancillary  service in which  the pa ­
tients were  seen (i.e., internal medicine, 
other nonpsychiat ric medical department, 
laboratory, x-ray). Almost 95 per cent of 
the visits by the  study pati ents  for physi­
cian services were made to the  department 
of internal medicine. However, since the 
study findings for visits to internal medi­
cine were similar to those for other non­
psychiatric medical departments , the data  
for all medical departments were  combined 
in the analysis presented here . Similarly, 
with respect to ancillary services, the find­
ings on visits for laborato ry procedures 
were essentia lly the same as those  for x-ray 
visits, so the data  for labora tory and x-ray 
services were also combined.

Study findings presented  below  compare 
separately the physician and  ancillary 
(labo ratory or x-ray) services received by 
the study group during the  12-month 
periods before and after refer ral on psy­
chiatric  benefits, by age, race, sex, diagno­

sis, and number of psychiatric therapy ses­
sions attended  on benefits. It  was not  possi­
ble to conduct a "before-after” analysis with 
respec t to utilization o f psychiatric  services. 
Although some psychia tric counseling was 
provided on a fee-for-service basis prio r to 
the initation of the men tal hea lth benefit, 
there was no psychiatry departm ent  as such 
at GHA at that  time  and , the refore, no com­
parab le or meaningful basis  tor comparison. 
Thus, the “before-after” analysis was 
limited to utilization of nonpsychiatric 
medical services.

Table 2 shows the num ber of study  pa ­
tients who received care from the various 
GHA departments, except psychiatry, and 
the number of visits m ade to these  d epa rt­
ments during  the  "before” and "after” 
periods. Also shown is the per cent decrease 
from tlie “before” period to the “after” 
period with respect to number of patients 
seen and number of visits made. Each visit 
for laboratory or x-ray services was counted 
only once regardless of the number of pro­
cedures performed at each  visit.

It is clearly evident from these data , in 
terms of persons seen and visits m ade, tha t 
medical and ancillary services were  each 
provided  to more of  these patients and more 
frequendy before psychiatric refe rral than 
after. Thus, the reduction in the num ber of 
patients seen by the nonpsychiat ric medical 
departments  was 13.6 per  cent, and  for 
laboratory or x-ray procedures , 15.7 per
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T able  3. Pe r cen t D ec re as e D uring Ye ar Afte r Refer ra l as  Com pa re d w ith Pr ior Yea r in  Util izat ion 
of  N on ps yc hi at ric Ph ys ic ia n Se rv ices  an d  La bo ra to ry  or  X-ray  Pr oc ed ur es , Acc or di ng  to  Pat ie nt 

C har ac te ri st ic s an d Ps yc hiat ric  Ther ap y on  Ben efi ts

Per cen t dec rease af ter  referra l*

Pat ien t charac teri stic s 
and

therapy  receiv ed

Numb er
in

study

Pati ents  seen Visits  made

Phys ician
services

Lab  or  
X-ray services

L-L  oi 
X-ray

Total Study Croup 256 13.6 15.7 30.7 29.8
Age (yea rs):

0 -1 4 22 4.5 21.1 23.8 35.6
15 -2 4 49 17.4 15.8 36.1 33.0
25 -4 4 97 16.5 17.9 29.7 27.4
4 5 -6 4 82 11.5 13.0 31.7 30.8
65 & ove r 6 20.6 20 0

Race:
Caucasian 210 13.1 15.9 26.1 30.5
Other 44 14.0 14.7 49.0 25.6
Unknown 2

Sex:
Male 100 16.1 23.5 37.8 47.6
Female 156 12.0 10.9 26.0 18.0

Psychiatric  impression :
Psychosis 40 25.0 28.6 35.0 29.0
Psychoneurosis 106 10.0 6.7 23 4 23.3
O tlier 47 4.4 12.2 46.9 32.2
Unknown 63 19.0 26.7 24.7 41.5

Psychiatric  therapy
sessions:

None 70 16.9 24.1 39.2 22.6
1 -9 75 12.7 18.5 30.4 23.8

-  10 or more 104 11.0 6.0 23.3 35.3
Unknown 7 50.0 44.4

*Per cen t no t show n in any  cell where  base  (num be r before ref err al)  was less tha n 10.

cent. Similarly, in terms of num ber of visits 
made, the reduction  was approximately 30 
per cent both  for physic ian services and for 
laboratory or x-ray procedures.

Viewing the reduction  in utilization 
another  way, the average (m ean ) number 
of visits made  by the 256 study patients, 
during the “before” and  “after” periods, 
respectively, were  4.94 and 3.42 for physi ­
cian services, and 3.11 and 2.18 for labora­
tory or x-ray procedures.

Overall, the study  grou p experienced a 
total reduct ion of some 30 per cent in the 
number of visits made  for physician and 
ancillary services. The difference between 
the periods before and  after refer ral with

respect to the number of patie nts seen was 
statistically significant (P <. 00 1) * for 
physician services as well as for labora tory 
or x-ray procedures. Similarly, for each of 
these services, the reduction in the mean 
number of visits was also statistica lly sig­
nificant (P <. 00 1) .f

The study data  were analyzed further to 
determine whether the observed decreases 
after psychia tric referral held  for various 
subgroups of the study popula tion. Thus,

* MeXeinar ’s chi-square tes t for correla ted 
samples was used .

f The  two-tailed t-test of paired (befo re- aft er)  
differences was used .
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T ai ile 4. Num ber and Per cent of Persons with Fewer, Same, or More Visits in Year After 
Referral Compared with Year Preceding Referral, by Type of Service

Visits before 
and

af ter referra l

Physic ian Services Labo ra tory or X-ray

Numb er Per te nt Numb er Per cent

To tal study group 256 100 256 100

Fewer v isit s in year  a fte r refe rral 152 59.4 134 52.3

Same number  o f v isits  both years 42 16.4 50 19.5

More vis its in year  a fte r referral 62 24 2 72 28.1

<
for both  physic ian services and ancillary 
services, the “before” and “after” periods 
were  compared with respect to t he per  cen t 
change in num ber of persons served and  
total visits made according to age,  race, sex, 
psychiatr ic diagnostic  impressions and  num­
ber of psychiat ric therapy sessions atte nde d 
under benefi t.

The  findings presented in T able 3 clearly 
show the overall consistency of reduc tion in 
utilization of the physician and ancilla ry 
services by the study group. Although 
some varia tion existed in the extent of de­
crease (pa rtly due  to small numbers  in 
some cell s), the patte rn of reduced util i­
zation of these  services held throughout 
each of the distributions.* There was par-

* Fo r both of  the  service categories, statistical 
test ' of  signif icance were perfonned  compar ing the 
various age groups, Caucasians w ith  those of  other 
races, males w ith  females, the various diagnostic  
categories, and those who had no psych iat ric  
therapy sessions under benefit w ith  those who  had 
10 or  more sessions. W ith  respect to persons seen, 
each pa tient  was classified as to whether or not 
he showed a "be fore-a fter ”  reduct ion in num ber 
of visi ts made, and a chi-square test was used to 
compare the dichotomous dis trib utions fo r the 
vmiuus comparison • groups. Avne t jf  these com ­
parisons was signi ficant at the .05 leve l. W ith  
respect to vis its  made, either an analysis o f 
variance or a two-tailed t-test was made o f the 
diffe rence between the comparison groups in  the 
mean “ before -af ter ”  reduct ion in num ber  of visi ts. 
In  on ly one instance (the greater reduction  ob­
served among males than females in average 
num ber of  labora tory or x-ray  visi ts, P < .0 2) was 
the observed difference statist ica lly signif icant at 
the .05 level.

ticularly little varia tion in the  per cen t 
change by age. It is also of inte rest  to note  
that  patien ts who did not avail  themselves  
of the short-term outpatie nt therap y benefit 
generally showed as great a relat ive red uc­
tion in u tilization  of med ical  services as did  
those who received the  full benefit of at 
least 10 sessions.

Another indication of the  consistency  of 
reduced utilization of physi cian and  anc il­
lary services afte r psychia tric refe rral  is 
eviden t in the data  in Tab le 4. Here , a 
determination was made as to wh ether 
each patient made fewer, more, or the  same 
number of visits during the 12-month per iod  
after psychiatric refe rral as he or she made 
durin g the prior  year for  physic ian services 
or for laborato ry o r x-ray procedures. Only 
about one fou rth of the s tudy pat ien ts mad e 
more visits for physic ian services afte r re ­
ferral than before in con tras t with  the  al­
most 60 per  cent who mad e fewer visits 
after referral. Similarly, only 28 per cent  
of the patients made  more visits for labora ­
tory or x-ray procedures after refe rral tha n 
before, while 52 per cen t mad e fewer such 
visits. Both of these differences were stat is­
tically significant (P <.0 01 ).*  Whe n the 
patients were  grouped acco rding to the  
actua l number of visits mad e in the  yea r 
preced ing referra l, this patte rn of fewer

1

• The  chi-square test was employ ed to  test the 
equa lity  of the num ber  of pat ien ts showing a 
decrease in num ber  of  vis its  w ith  those showing 
an increase.

3
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visits held for virtually a ll groups of pa tien ts 
who had  at least two visits in the prio r year 
for phys ician or ancillary services. The  
grea test rela tive  reduct ions occurred among 
those who mad e die most visits during the 
prior year. Thus, of the SI patie nts who. 
made  more than  five visits for physician 
services dur ing  the year preceding referra l,-  
64 (79 per cen t) made fewer  visits in the 
post -referral year than they did in the prior 
year.

Discuss ion

The  consistent  results of this pilo t study 
clearly indicate  that the short-te rm ou tpa ­
tient psychiat ric benefit at GHA was associ­
ated  with  a decrease in the utilization of 
physician and  ancillary services under  the 
plan. Not only was there  a decreased util i­
zation following psych iatric  referral for the 
study  group as a whole, both  with respect 
to th e n umber  of persons seen and the num­
ber of visits made, but  this decreased uti li­
zation he ld—to a grea ter or lesser deg ree— 
for all subsegments of die populat ion 
studied .

Of some inte rest in this regard is the  re­
lationship betw een  utiliza tion of physic ian 
and ancil lary services at GHA and the n um ­
ber of therapy sessions attended und er the 
short -term psychiatric benefit. Note  has 
been  made of the fact tha t the study pa ­
tients who did not attend any outpat ient 
therapy sessions under benefits (al though  
refe rred  by the screen ing psych iatris t for 
such c are ) showed  as great a relative red uc ­
tion of medical  services utilization as did 
those who received all or part of thei r 
authorized therapy. This finding wou ld 
seem to imply tha t the visit to the  sc reening 
psychiatr ist alone may have h ad a beneficial 
effect on the  patient, at least to the exten t 
that  the patient appa rently had  reduced 
need or desire  for physician or ancilla ry 
services following the screening. Howe ver, 
it should be noted that  some patients re ­
ferred  on benefits  may have elected to ob ­

tain the ir psych iatric  therapy outside the 
GHA benefit  st ructure at their own expense. 
Unfortunate ly, the CHA records do not 
ordinari ly reflect such outside care. In any 
even t, it is clear  that  whe ther  or not the 
referre d pat ien ts as a group  actually availed  
themselves  of the benefit provisions, they 
show ed a- redu ced subsequent utilization 
of general  medical services provided  by the 
group prac tice  plan.

It  is reasonab le to assume that  the ob­
served reduct ion in utiliza tion of physician  
and  ancil lary services at GHA to a large 
extent reflects a reduced need  or desire for 
such  services , rath er than a shift by the  
pat ien ts to other sources for their medica l 
attent ion  at addi tional cost to themselves 
( although, undoubtedly,  some such shifting 
did occur).  This assumption is based upon  
the  fac t tha t these patie nts continued to 
mai nta in thei r GHA membership  thro ugh ­
out  the  27-month study period, and that the 
very gre at majority did retu rn to GHA for 
at least some medica l atten tion during  the 
“after" period.

When  viewed in terms  of the effect on tire 
provid er of services, the reduc tion in use of 
physician and  ancillary services at GHA 
wou ld seem to imply a reduct ion in cost 
which wou ld otherwise occur in the pro ­
vision of such services and, theoretica lly, a 
more efficient utilizat ion of appropria te 
services. There  was no attempt to do any 
cost-benef it analysis in this study, the pr i­
mar y purpos e of which was directed at 
utili zation without regard to costs. However, 
an inference  could be made that  the cost 
savdngs du e to reduced utilization would be 
reflected in the entire  benefit struc ture with­
out sett ing forth  dollar  amounts.

Com men t should  be made abou t the pos­
sible  effect of hospi talizat ion on the study  
findings, since a question might be raised 
as to whether or not ther e was appreciably 
more hosp italization in the period after  
psychiatri c re ferra l than in the prio r-referral 
year. As ment ioned  previously, during the



period of study, the CHA hospital records 
were  not totally coordinated with the  med i­
cal record, which was the princ ipal data 
source  for this study. Therefore,  the effect 
of episodes of hospitalization on the  study  
findings could not be evaluated . With  re­
spec t to psychiatric hospital ization , how­
ever, since the study group excluded all 
pati ents  whom the screening psych iatri st 
considered to have a chronic condition  re­
quir ing  inpatient  or long-term outpa tien t 
psychiat ric care, it is very unlikely that  
more than  a handfu l of study’ patients would  
have required such hospitalization.  In any 
event, the  study findings were of such 
magni tude and consistency that  they are 
unlikely to be materially affected by  the 
fact or of hospitalization.

Another consideration relates to the  stu dy 
design whereby  each patient was used as 
his own control in the “before-a fter” com­
parison. The  absence of a suitab le control 
group in this pilot study, against whom  the 
"before-afte r” findings of tire case group  
could  be compared,  limits the conclusions 
which can be drawn at this time; however, 
efforts are  underway in a broade r study to 
obtain  similar data  for such a compar ison 
grou p. The question which arises here is 
wh ether the study patients, havin g already 
received medical  attention one year, would  
be  likely to require more or less care  in the 
following year. If need for less ca re were  to 
be expected, tins might account, at least  in 
part, for the reduction in utilization ob ­
served among  the study group. However, 
the  GHA experience in the past  indicates 
tha t pat ien ts using tire plan, with  its em­
phasis on preventive services and  early 
detec tion of chronic disease, tend to use the 
services increasingly in subsequent years. 
This  is supported by the following data for 
the  to tal GHA experience around  tire study  
period, which show a level or rising per 
cap ita utilizat ion in contrast to the observed 
finding of markedly reduced utiliza tion by 
the stud y group .5-4

Year GHA Per Cap ita Utilization
endin g Office

September  Consul- Labora
tory

Rad io­
logy30 tations

1963 3.65 3.88 1.0S
1964 3.77 4.43 1.0S
1965 3.77 5.06 1.14
1966 3.71 5.25 1.12

Folle tte and  Cummings2 also stud ied
medical utilization before  and afte r psy­
chiatr ic therapy in a prepaid hea lth  plan 
setting, namely tire Kaiser Fou ndation  
Health Plan in the  Nor thern Cali fornia 
Region. Thei r case group consisted of pe r­
sons who received psychotherapy defined as 
any contact with the  plan’s dep artment of 
psychia try. Tire medical  utilization for the 
year prio r to the  init ial contact with tha t 
dep artm ent was com pared with the  uti li­
zation for each of five subsequent years, 
both for the case group and a m atch ed con­
trol group who did not  receive  psychother­
apy. The outpatient medical services in tha t 
study included visits to outp atie nt medical 
(non psychiatr ic) clinics and contacts for 
outpatient laboratory and x-ray procedures; 
however, these thre e types of service were  
lumped toge ther  in tire analysis. Des pite  
differences in the  setting, benefit  structur e, 
mental health discip lines utilized , and study 
design from those of the  GHA study , Fol- 
lette and Cummings also found a significant 
decline in utilization  of medical  services 
following psychotherapy.

A further,  alth ough limited , indic ation of 
reduced utiliza tion of general medical  ser­
vices following ou tpa tient psychoth erapy is 
contained in an unpubl ished repo rt of an­
other study. In 1965, the Heal th Insurance  
Plan of Greater  New  York (H .I.P. ) in­
stituted, as a demonst ratio n project, a men­
tal hea lth sendee which, upon  refe rral by a 
group physician, provided an outpa tien t 
psychiatric tre atm ent benefit in one of its 
medical  groups. One section  of the final re­
por t of that  proj ect1 submit ted by H.I.P. to
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the National Institu te of Mental Health, 
which par tly supported  the demonstra tion 
project, contains an analysis of the relation­
ship between psychiatric treatment  and the 
use of medical  services including family 
physician office visits, specialist office visits, 
and x-ray and laboratory  services. Due to 
sample size limitations and other consider­
ations, the results of this analysis were 
viewed in the repor t as exploratory only. 
The “treatmen t” group (those seen in the 
mental hea lth service for consultation or 
trea tme nt) and three  comparison groups 
were employed  in a “before-after” analysis 
of medical utilization for periods covering 
one year before the appropriat e “study” or 
“consultation” date and  each of two years 
after. Although the repo rt notes that the 
analysis did  not demonstrate a consistent 
patt ern across all comparison groups, it 
also states that  the analysis indicated 
“. . . some tendenc ies point ing to lower 
medica l utiliza tion in the group to whom 
psychothe rapy was available."

The supporting evidenc e of the Kaiser, 
H.I.P., and GHA studies strengthens the 
hypothesis of reduced utiliza tion of medical 
services, and more efficient utilization of 
appropr iate  services, as a result of short­
term outpatient menta l health benefit in 
prepaid heal th plan settings.

On the basis of the findings of the GHA 
study presented in this paper , the authors 
are now initiat ing a broade r study which 
will include a “before-after” evaluation of

the utilization of CHA medica l and hospi tal 
services by all family members of patients 
referred on psychiatric benefit and  will also 
employ one or more comparison groups.
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