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HOSPITAL COST CONTAINMENT ACT OF 1977

MONDAY, JULY 18, 1977

Housk oF REPRESENTATIVES,
SuBcOMMITTEE ON HEALTH AND THE ENVIRONMENT,
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
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 hearing this morning is to receive testimony on three new
proposals which were introduced by me in H.R. 8121 on June 30. I
offered these proposals to stimulate debate and further consider-
ation of two very important issues which I belive must be addressed
by any hospital cost containment program.

First, hospitals must be encouraged by a cost containment pro-
gram to perform efficiently and responsibly. With proper incentives,
I can foresee our hospital system providing high quality care to all
our citizens with the latest available technology, but I see it free of
surplus beds and equipment and free of overlapping and duplicative
services.

Second, our health 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 duplicating existing services at high cost.

I believe that the three new proposals in H.R. 8121, as well as all
others which seek to contain recent increases in hospital costs, must
be subjected to the closest scrutiny. The issues involved are many
and complex.

I believe Dr. Carter has a statement he would like to present.

Dr. Carter?

Mr. CarteEr. Mr. Chairman, proposals to contain the dramatic
increases in hospital costs have been a topic of much discussion in
the Congress in recent months. As a physician and as ranking
minority member of the House Subcommittee on Health and the
Environment, I too have become increasingly concerned about this
problem. I have listened carefully to the methods proposed to solve
it, including the legislation advanced by the administration, H.R.
6575. Although I share the administration’s desire for timely action
to remedy the problem of escalating hospital costs, I feel that the
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administration’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 containment 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
containment system should be the provision of effective, efficient,
high quality care for all Americans. Accomplishing this goal is a
difficult task indeed, but I do not think 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 containment
system must have the ability, and the sensitivity, to deal with these
variations. Given the wide variations among hospitals in size, loca-
tion, services, case-mix, and efficiency, I do not believe that it is
technically feasible, or desirable, to institute a cost containment
program at the Federal level. For this reason, I am announcing
today my intention to introduce legislation which will encourage
the formation of State cost containment programs as the best
approach to a long-term solution.

The President’s proposal has focused on the short-term goal of
controlling hospital costs without attempting to do much about our
long-range goals. I believe that we must begin now to develop a
program of rational management of our health care resources.
Establishment of State cost containment programs will take time
and effort, but the pay-off in terms of a coordinated, balanced
apFroach 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 State and local officials
to institute selective and cooperative approaches which allow all
concerned to participate in maintaining and improving the care we
provide our people.

In contrast to the administration’s legislation, my bill will focus
on the establishment of State Commissions on Hospital Budgets to
review prospectively the budgets of hospitals within the State. Key
elements in my proposal will be:

Flexibility in the selection of a prospective budget review
methodology,

Positive incentives to hospitals to control costs,

Uniform definitions of reimbursable costs,

Federal support for “start-up” costs of State commissions,

Establishment of policy review boards at the State and Federal
levels to monitor health financing policies, and

Provisions for Federal oversight of State budget review.

I submit that only a program instituted at the State level as I
have proposed can achieve the level of specificity and sophistication
necessary to insure the desired efficiency is achieved while main-
taining quality of care. Such a program must insure 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 and difficult task
and cannot be accomplished by the imposition of a simple formula,
as proposed by the administration. 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 quality assur-
ance programs, under Public Law 92-603, which are b at the
State and local level. It is difficult to see how these activities 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) representation on
the State Policy Review Board.

Budget Commission support of planning activities through joint
financial feasibility studies and support of decertification decisions.

Cooperative quality assurance mechanisms.

In addition, Mr. Chairman, I realize that a transitional 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 transitional, and second, we must insure that the
program is as equitable as it can be.

The President has proposed one such transitional program, and
much discussion has ensued as a result of that proposal. I submit
that the following changes are those which are minimally necessary
to insure that a transitional cost containment program will not
harm needed components of our health care system. I commend
them to you for your consideration:

No hospital’'s actual revenue increase should be less than the
GNP deflator.

Insolvency alone should be a basis for exception.

No hospital in an underserved area should suffer reductions in
per admission revenue for volumes higher than the base year.

Needed capital expenditures for National Health Resource Cen-
ters—tertiary care institutions serving several States, such as the
Mayo Clinic—should not be subject to an individual State’s alloca-
tion under a capital expenditure program.

Finally, Mr. Chairman, I would like 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 hearing will
encourage a thorough exploration of the issues and concepts I have
only touched upon. Thank you, Mr. Chairman.

Mr. RoGers. Thank you, Dr. Carter.

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 text of the bills and the agency report referred to follow:]
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IN THE HOUSE OF REPRESENTATIVES

Juxe 30,1977
Mr. Roaens intreduced the following bill; which was referred jointly to the

Committecs on Interstate and Foreign Commnerce and Ways and Means

A BILL

To cstablish a transitional 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 ereation of unneeded and daplicative 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 permanent reforms in hospital reimburscment desioned
to provide incentives for the efficient and effective use of

hospital resources, and for other purposes.
Be it enacted ;Jf.-f the Senate and House of IR presenla-

lives of the United Slates of America in Congress assembled.

I




SHORT TITLE
SecTion 1. This Aet may be cited as the “.II'I‘!'-H.'I[
Cost Coontainment Act of 19777,
REPORT ON PERMANENT REFORM IN THE DELIVERY AND
FINANCING OF HEALTH CARE
Sro. 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
\\'i“ increase IIH' t'fi]t’il'llr'}‘. effectiveness, and |||l;1fil_\' of
health care in the United States and whieh will replace the
transitional provisions of title T of this Act.
TITLE I—TRANSITIONAL HOSPITAL COST
CONSTRAINT PROVISIONS
PART A—PURPOSE AND (ENERAL DESCRIPTION
OF THE PROGRAM
PURPOSE
Seo. 101. It is the purpose of the transitional hospital

cost containment program established by this fitle 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




_\.l'(‘lilbll. 2: }l\ ii]nifihg‘ the amount of revenue which may

be received, by the hospitals invelved, from Government

programs, private insurers, and individuals who pay directly

for such care.
GENERAL DESCRIITION F D'ROGIRANM

Sec. 102, (a) In order to earry out the purpose of the
transitional program as set forth in section 101, the inpatient
revenues of short-term acute care and specialty hospitals
(I'Vl']lliﬁllu' new l!'-'i‘i“l}‘ and eertain ITMO-related hos-
[r]l.‘tlﬁ} are 1o he l'i|||i.ll-:‘| iH the manner lltll[ilai'ri m the
suceeeding provisions of this seetion (and more particularly
tli’hl'l'i]ll'll in parts B and C of this title

(b) The increase in fotal revenue which a hospital (as
defined in section 121) TTHRS receive i any accounting vear
in the form of—

{]} reimbursement ]n:}s] under the medieare and
medicaid programs, and by cost payers, for impatient
serviees, and

(2) charges imposed upon other persons for inpa-
tient services,

may not, on a per admission basis, exceed the average in-
patient reimbursement due or inpatient charges imposed per

in[l:lli:-m admission in the base period (n ceneral, the hos-
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pital’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.

(¢) Such percentage, in the case of any hospital for any
accounting year, is to be determined hy—

(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 ]mlil'l:l 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




revenue will be available where necessary to meet actual
vl |!Zl!ri|i'!;\\ !!l"'i[“
(¢) 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 llil'i'('l]"}'

applying the limits for purposes of both interim and final
reimbursement. Amounts paid to hospitals under the medic-
aid program in excess of such limits will be disallowed as a
basis for Federal matching payments. Hospitals and non-
government cost payers exceeding the limits will be subject
to a Federal excise tax in an amount equal to 150 per centum
of the excess (except in the case of a hospital which is
exempt as a result of corrective actions as preseribed 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 containment program which covers at
least 90 per centum of all acute care hogpitals in the State,
applies to all payers except the medicare program, limits in-
patient hospital revenue increases to a rate 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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Part B—EstapLisnment or Hospiran Cost
CoNTAINMENT PROGRAM

[MPOSITION OF LIMIT ON HOSPITAL REVENUE INCREASES

rave reimbursement ‘!?Iliil fo a
];m‘p%'..‘l] ['n":n!ln‘:'.rlll services under title XVIIT of the Social
Security Act, under a State plan approved under title 'V or
title XIX of such Aet, or by any cost payer, and the average
charges imposed by a hospital for inpatient services, in any
accounting vear any part of which falls within a period sub-
ject to this title, may not (except as glr‘l1‘.iill'li in subsection
(b)) exceed the base inpatient hospital revenue per inpa-
tient admission (as established under section 114) by a per-
centage preater 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 aceounting year and prior to
October 1, 1977, if such costs had increased {ll'.l]'.tll;,' that
]n-rimi'i at the average annual rate .'l!_'[llil“l'\' l',\illt'l‘.h'lll't‘ll
by the hospital during the two-year period ending with
the close of such base accounting year, except that such
percentage as applied for purposes of this section ghall
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 after Septem-
| | !

ber 30, 1977, and prior to the first day of the account-
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i
ing year for which the limit is being imposed if such
costs had increased (during such period) at an annual
rate consistent with the inpatient hospital revenue in-
erease limit determined and promulgated under section
112(b), and
{I'.J iiu- percentage ||_\' \‘-i.ii'il "-il'_|| COsLS \\IIIJM Flii\'r'
inereased in the accounting vear for which the limit is
being imposed if such costs had increased (during such
year) at an annual rate consistent with the adjusted
inpatient hospital revenue increase limit applicable to
the hospital under section 112 {a).
(b) Where less than a full accounting year falls within
a twelve-month period subject to this title, the limit set

forth in subsection (a) of this section. and the limit estah-

lished nnder section 112 (a), shall apply with respect to

reimbursement due or charges imposed for the part of such
accounting vear which falls within such period in the same
proportion as the number of days in such accounting year
that fall within such e riod bears to the total number of
days in such accounting year.
DETERMINATION OF ADJUSTED INPATIENT HOSPITAL
REVEXTUE INCREASE LIMIT

BEC. 112, (a) The “adjusted inpatient hospital rev-

enue increase limit” which is applicable to any hospital

for purposes of section 111 (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 acconnting year or any part thereof falls, modified by
the application of the “admission load formula” which 18
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 title).
Such figure shall be the sum of—

(A) the implicit price deflator of the gross na-
tional product as ealculated by the Bureau of Eeo-
nomic Analysis of the Department of Commerce and
published in the Survey of Current Business (herein-

after in this title referred to as the “GNP deflator™)

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

and
(B) one-third of the difference hetween—

(i) the average annual rate of increase in total
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hospital expenditures which is found by the Secte-
tary to have occurred during the twenty-four-month
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 hy 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 paragraph), the Secretary shall inerease (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

SE0. 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 tofal

revenue from inpatient services in any aecounting year
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to the extent (and only to the extent) consistent with
the ]nlmt'ttni |m.-pi1:1| revenue increase limit ]rl'm|111|-
gated under section 112 (b), for the period in which
such accounting year or any part thereof falls if ad-
missions in such accounting year have increased by less
than 2 per centum or declined by less than 6 per centum
as compared to the base accounting year (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 year) ;

(2) in the case of a hospital whose admissions in
any accounting year are heyond the applicable range
set forth in paragraph (1), the amount of total revenue
from inpatient services in such year which is otherwise
allowed under paragraph (1) shall be further increased
for each admission above such range by one-half of the
average revenue per admission that would have been
allowed under paragraph (1) if the actual percentage
change in admissons (as compared to the base account-
ing year) had been zero, or shall be reduced for each
admission below such range by one-half of the average
revenue per admission that would have been so allowed,
except 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,

95-756 0 - 77 -2




no additional revenue will be allowed for increased ad-

missions (with respect to auy accounting year) beyvond

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 hase for application ol
the adjusted inpatient hospital revenue inerease 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 hlh]'i[:ilb* “base ac-
counting _'\l'.'i['” 18 its -‘Ii'l'l‘HIJT.II,'_Lf year which ended in 1976,
or, in the case of a hospital which did not meet the defini-
tion contained in section 121 for at least one full accounting
year prior to an accounting year ending in 1976 in which
it met such definition, the accounting period unmediately
prior to the first accounting year in which it satisfied such
definition.

(b) The base revenue established for any hospital by




snbsection (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
Sgo. 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)




16

13

over inpatient care costs per admission in the

previous accounting year;

(2) that the revenue otherwise allowable (taking
into account all other available resources) is insufficient
to assure the hlli\'l'llt'.\' of the llll.\'llilill as indicated l-}' the
existence of a current ratio of assets to liabilities (deter-
mined in accordance with the last sentence of this sub-
section) of less than the ratio which the Secretary esti-
mates is being experienced by 25 per centum or Jess of
the hospitals subject to this title; and

(3) that the changes in admissions, capacity, plant,
or services available generating the excess costs deseribed
in paragraph (1) have been found to be needed under
section 1523 (a) (5) of the Public Health Service Act
or appropriafe under section 1523 (a) (6) of the Public
Health Service Act Ir)' the State health pi:mlling and
development agency, designated under section 1521 of
such Act for the State in which the hospital involved

is located.

For purposes of paragraph (2), the term ““current ratio of

assets to liabilities”, with respect to any hospital, means
the sum of the cash, notes, and accounts receivable (less
reserves for bad debts), marketable securities, and inven-

tories held by such hospital divided by the sum of all lia-
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bilities of such hospital falling due in an accounting year
for which the l-\u'lit'lnn 18 !'l'i{IIl'\l{'ll under this section.

(b) The Secretary shall either approve any request for
an exception made by a hospital under subsection (x), or
deny such request, within a period not to exceed ninety days
after the hospital has filed in & manner and form [:I’l'.—rl‘“wll
by the Secretary the evidence required by such subsection.
Any such request not denied within such ninety-day period
shall be deemed approved.

(¢) Any hospital granted an exception under this sec-
tion must make itself available for an operational review by
the Secretary. The findings from any such review shall be
made public, and continuance of the exception shall be con-
tingent on implementation of any recommendations which
may be made (as a result of such operational review) for
improvements to increase efliciency and economy.

(d) (1) If the Secretary grants an exception with re-
spect to any accounting year to a hospital which had 4,000
or more admissions in the base accounting year on the
grounds set forth in subsection (a) (1) (A), such hospital
shall be allowed increased revenue for purposes of this title
as though it were a hospital with fewer than four thousand

admissions in such base year under section 113,

(2) If the Secretary grants an exception with respect

to any accounting year to a hospital on the grounds set
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forth in subsection {.'1} (1) (B), such Ij'i'-[ri!.'l' shall be al-

lowed increased total revenue for purposes of this title for

such acconnting vear and all subsequent aceounting vears

(and the limit on its allowable rate of increase in inpatient
hospital revenues shall be adjusted upward aceordingly) 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))
the level specified in subsection (a) (2).

(e) (1) Any hospital which is dissatisfied with a deter
mination of the Seeretary under this section may obtain ¢
hearing before the Provider Reimbursement Review Board
established under section 1878 of the Social Security Act,
if the amount in controversy 18 $25,000 or more and the
request for such hearing is filed within one lhundred and
eighty days after receipt of the Secretary’s determination.

('_.} For purposes of ]l:n'.‘ls'l‘:i}lh {I} the a“‘:t't‘l't-l:u‘_\'
(notwithstanding section 1878 (h) of the Social Security
Act) shall appoint five additional members to the Provider
Reimbursement Review 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
]n'n\"rﬁinrn\ of seetion 1878 of the Social Security Act shall

apply except that the Board as so constituted shall he cop-
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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
XVIII of the Social Security Aet, 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 fitle V or XIX
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 title; 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
limnits.

(¢) Notwithstanding any other provision of law, re-
ceipt by any hospital of payment for inpatient hospital sery-
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

payer—




(1) to the Federal excise tax imposed by section

4991 of the Internal Revenue Code of 1954 (as added

by section 128 of this Aet), and

(2) to exclusion, at the diseretion of the Secretary,
from participation in any or all of the programs estab-
lished by titles V, XVIII, and XIX of the Social

Security Act.

(d) (1) Where the Secretary determines that average
charges per admission billed for inpatient services by a hos-
pital during an accounting year 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 require the hospital to promulgate in such manner as
he may prescribe) the percentage by which the average
charge per admission billed in that accounting year by the
hospital exceeded the applicable limitation on average
charges per admission established under this title,

(2) Any hospital described in paragraph (1) shall be
exempt from the penalties set forth in subsection (¢) if it
holds in eserow an amount equal to the percentage promul-

gated under such paragraph multiplied by the hospital’s

total inpatient charges less its inpatient charges applicable

to cost payers (as defined in section 122 (e)), imposed on
the accounting year referred to in such paragraph, until

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 the 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 title;

(2) the State program applies at least to all
inpatient care revenues of such hospitals (except rev-
enues received under title XVIII of the Social Security
Aect) ;

(8) 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-




Iililtf'ti, and }I.‘Ji{ :|]r]11'n\‘t't| ll‘\' the Hl'l'r‘:‘l:il‘\'. a p}:m

for recovering any excess of revenue which (notwith-

standing paragraph (3) ) may oceur.

(b) A State which would meet the conditions of this
section except that its program does not satisfy subsection
(nl {_’} but whose program did cover at least 50 per
centum of all inpatient eare revennes during the twelve-
month period preceding the date of its request under sub-
section (a), will nonetheless be eligible under this section
if, by the date of such request, it does have a program
which satisfies such subsection.

EXEMPTION FOR HMOSPITALS ENGAGED IN OERTAIN
EXPERIMENTS OR DEMONSTRATIONS

SEC. 118. A hospital may be excluded from the appli-
cation of this title if the Secretary determines that (1)
such exclusion is necessary to facilitate an experiment or
demonstration entered into under section 402 of the Social
Secarity Amendments of 1967 or seetion 222 of the Social
Security Amendments of 1972, and (2) such experiment or
demonstration is consistent with the purposes of this title.
PArT C—DEFINITIONS AND MISCELLANEOUS PROVISIONS

DEFINITION OF HOSPITAT

8Ec. 121. (a) For purposes of this title (subject to sub-

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

spect to any accounting year, means an institation (includ-




20)
ing a distinct part of an insfitution participating in the pro-
gram established under title XVIIT 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 Federal hospital ;
(2) has met the conditions specified in subsection

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

than two years before such period; or

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

tient care revenues on a capitation basis, disregarding

revenues received under title XVIII of the Social Se-
curity Act, from one or more health maintenance orga-
nizations (as defined in section 1301 (a) of the Public
Health Service Act).

OTHER DEFINITIONS
Sec. 122, For purposes of this title—

Accounting Year

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

period means—




21

(1) in the case of a hospital participating in the
program established by title XVIIT of the Social Secu-
rity Act, a period of twelve consecutive full calendar
months including the same months as the last full report-
ing period allowed for reimbursement purposes under
such title:

(2) in the case of a hospital not participating in
the program established by title XVIII 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 other cost payer as the
Secretary may designate : and

(3) in the case of a hospital which is not partici-
pating in the program established by title XVIII of the
Social Security Act and for which the Secrefary does
not designate an accounting year under paragraph (2),
a calendar year.

Inpatient Hospital Services

(b) The term “inpatient hospital services” has the

meaning given it by section 1861 (b) of the Social Secu-

rity Act (including in addition the services otherwise ex-
cluded by paragraph (5) thereof).
Inpatient Charges
(c) The term “inpatient charges” means regular rates,

applied to all mnpatient hospital services, that meet the




requirements of section 405,452 (d) (4) of the Federal
regulations applicable to title XVIIT of the Social Security
Act.
A dmissions

(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 frans-
fers within inpatient units of the same institution.

Cost Payer
(e) The term “cost payer” means—
(1) a program established by or under title V,
XVIII, or XIX 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,

DETEEMINATION OF INPATIENT REIMBURSEMENT

Sec. 123. For purposes of section 111, inpatient re-
imbursement under the programs established by titles V,
XVIII, and XIX of the Social Security Aect shall be deter-
mined without regard to adjustments resulting from the

application of section 405.460 (g), 405.455(d), 405.415

(f), or 405.415(d) (3) of the Federal regulations appli-
cable to such title XVIII.




EXEMPTION OF NONSUPERVISORY PERSONNEL WAGE
INCREASE 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 for such hospital with respeet
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 caleulated by adding together—

(1) the average percentage increase in regular
wages granted to the employees referred to in sub-
section (a) since the close of the preceding accounting
year multiplied by the percentage of total inpatient cost
(as determined for purposes of title XVIIT of the
Social Security Act) attributable to such wages in such

preceding year; and
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(2) the inpatient hospital revenue increase limit or,
as appropriate, the adjusted inpatient hospital revenue
inerease limit otherwise applicable to the Lospital under
this title multiplied by the percentage of revenues (as
determined for purposes of titte XVIII of the Social

Security Aet) attributable to all other expenses in the

preceding accounting year.

(¢) The modified inpatient hospital revenue increase
limit and adjusted inpatient hospital revenue increase limit
established under subsection (b) for any hospital with re-
speet 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 ander seetion 111 for all of the purposes of this title.

(d) This section shall apply to accounting years he-

sinning after March 31, 1979, only to the extent the Secre-
tary so determines.
DISCLOSURE OF FISCAL INFORMATION

Sge. 125, (a) (1) Every hospital shall (A) submit
semiannually to the health systems agency designated under
cection 1515 of the Public Health Service Act for the health
cervice area in which it is located, by March 1 and Septem-
ber 1 of each year, its average semiprivate room rate and

the charges for the 10 other services which the health sys-
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tems agency finds represent the services which are most
frequently used or most important for purposes of comparing
hospitals, and make available all cost reports submitted to
cost payers, and (B) submit annually its overall plan and
budget described in section 18G4 (z) of the Social Security
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 Secretary, from participation in any or all
of the programs established by titles V, XVIII, and XIX
of the Social Security Act.

(b) Each health systems agency designated under sec-
tion 1515 of the Public Health Service Act shall publish
every April 1 and October 1, in readily understandable
1:111;:":1_'.{!' for ]Illll“l' use, the information it receives under
this section, in a manner designed to facilitate comparisons
among the hospitals in its area.

IMPROPER CIIANGES IN ADMISSION PRACTICES

Sec. 126. Upon written complaint by any institution

meeting the conditions set forth in paragraphs (1) and (7)

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

more hospitals subject to this title in a health service area

for which a health systems agency has been designated under
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1 seetion 1515 of the Public Health Service Act has changed
9 its admission practices in a manner that would tend to reduce
the proportion of inpatients of such hospital or hospitais for
whom reimbursement at less than the inpatient charges (as
defined in section 122 (e¢) of this Aet) applicable to such
inpatients is anticipated, such health systems agency shall
investigate the complaint and, upon a finding by such agency
that the complaint is justified, the Secretary may impose the
sanetion set forth in section 116 (¢) (2) of this Aect.
REVIEW OFF CERTAIN DETERMINATIONS
Sec. 127. Any determinations made on behalf of the
Secretary under this title with respect to the application of
its provisions to individual hospitals (other than determina-
tions made under section 115 or 126) shall be subject to the
provisions of section 1878 of the Social Security Act in the
same manner as determinations with respect to the mnounnt
of reimbursement due a provider of services under title
X VIII of such Act.
EXCISE TAX ON EXCESSIVE PAYMENTS FOR INPATIENT
HOSPITAL SERVICES
SEc. 128. (a) Subtitle D of the Internal Revenue Code

of 1954 (relating to miscellaneous excise taxes) is amended

by adding at the end thereof the following new chapter:

95-756 O - 77 - 3
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“CHAPTER 45—TAX ON CERTAIN EXCESSIVE
PAYMENTS FOR INPATIENT HOSPITAI
SERVICES

4

“oec, 4001, Imposition of tux,
“SEC. 4991. IMPOSITION OF TAX.

“(a) In GENERAL.—There is herely []lJ!N'!"[, with
respect to the receipt by any hospital of payment for in-
[h]lin‘!ll’ ]nn--fli’.;r' SeIvices M eXCesS of the .'|[||I]..i|':i|~|-' J'i!llih

|~‘F:I!']i~|lr'!l |i"\' title I of the “I:'[I-Il;li Cost Contaimment At

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

cost payer as defined in section 122 (e) (2) of such Aet
lor ]rr[l:ln'ii'rl! ]Ii>~']l.l|'lf services on a cost basis in excess of
such limits, a tax r'ifll.‘l] to 150 percent of the amount of
sich excess. The tax imposed by this subsection shall he
paid by the hospital or cost payer,

“(b) Exceprrion —The tax ';:|:‘;m--u| |-_\. sihsection (a)
1

shall not ;:;'I']\' with respect to any ]||~~-F|i.|:|| S0 !Hl'r'_l as it 1s

determined hy the Secretary of Health, Education, and
Welfare to he taking the corrective action deseribed in see-
tion 116 (d) (2) of the ||'r-\iii-"|| Cost Containment Aect of
1977.

“(e) DeriNiTioNs.—Terms nsed in sibsections  (a)
and (b) have the meanings oiven them by ftitle T of the

Hospital Cost Containment Aect of 1977,




“(d) ApMINISTRATION.—Under and to the extent
provided by regulations of the Secretary, the appropriate
il]'il\i‘*lllill\ of subtitle I ll'i't;tlilr_' O 1Fl'l'|'1'l1||1't' and admin-
istration) shall be made applicable with respect to the tax
imposed by subsection (a) of this section.”,

(b) The table of chapters for subtitle D of such Code
is amended by adding at the end thereof the following new

iem:

“Cparren 45. Tax on certnin excessive payments for in

patient hosj itul services.”,
Parr D—INCENTIVES FOR (G0OD DPERFORMANCE BY
HospiTaLs IN CoNTAINING (losT INCREASES
ELIGIBILITY FOR INCENTIVE PAYMENT

Spe. 181, (a) If a hospital's cost per inpatient admis-

on. incurred with respect to inpatient hospital serviees

provided in any accounting year falling wholly or partly

within a period subject to this title, exceeds the hospital’s
corresponding cost per inpatient admission in the preceding
accounting year by a percentage which is less than the inpa-
tient hospital revenue increase limit promulgated for such
period under section 112 (h) (as modified with respect to
such hospital under section 124), the hospital shall upon
application be entitled to a lump-sum incentive payment for
such year in an amount determined under section 132,

(h) The incentive payment to which any hospital is en--
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titled under subsection (a) for any accounting year shall be
made by the Secretary at or after the close of such year on

the basis of the best information and data which is then avail-

able to him, with appropriate adjustments to reflect any

amounts by which previous incentive payments under such
subsection were greater or less than they should have been.

(¢) Any application made by a hospital for an incentive
payment under subsection (a) shall include or he accom-
panied by such documentation as the Secretary may require
with respect to inpatient costs for purposes of determining
the amount of the excess referred to in subsection (a) of this
section and with respect to outpatient costs for purposes of
determining the hospital’s outpatient deficit (if any) under
subsections (a) (2) and (b) of section 132,

AMOUNT OF INCENTIVE PAYMENT

SEc. 132, (a) The amount of the incentive payment to
which a hospital may be entitled under section 131 for any
accounting year shall be—

(1) one-third of the difference between—

(A) the product of (i) the cost per inpatient
admission which was incurred by the hospital in
such accounting year, and (ii) the total number of
such admissions, and

(B) the product of (i) the cost per inpatient




admission which would have been imcurred by the

hospital in such year if such cost had exceeded the
corresponding cost incurred in the preceding ac-
counting year by a percentage equal to the inpatient
hospital revenue increase limit promulgated for the
period involved under section 112(b) (as modi-
fied under section 124), and (ii) the total number
of such admissions, or
(2) the amount of the hospital’s outpatient deficit
for such accounting year as determined under subsection

(b),
whichever is less.

(b) For purposes of subsection (a) (2), a hospital’s
ontpatient deficit for any accounting year is the amount by
which its allowable costs attributable to the provision of
outpatient hospital services in such year (not including emer-
gency room services) exceed ifs revenues attributable to
such services, as determined in accordance with standards
and procedures preseribed by the Secretary.

AUTHORIZATION OF APPROPRIATIONS

Sge. 133. There are anthorized to be appropriated, for
each fiscal yvear beginning on or after October 1, 1977, such
sums as may be necessary to enable the Secretary to make

the incentive payments provided for in this part.
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TITLE IT—LIMITATION ON CAPITAL
EXPENDITURES
SEO. 201. (a) Part A of title XV of the Public Health

Service Act is amended by adding at the end thereof the

following new section:

CLIMITATION ON HOSPITAL CAPITAL EXPENDITURES.
CEILING FOR THE SUPPLY OF HOSPITAL BEDS, AND
STANDARD FOR OCCUPANCY OF HOSPITAL BEDS
“BEC. 1504, (a) (1) Before the beginnine of the fiscal

year beginning October 1, 1977, and at least 60 days

before the beginning of each succeeding fiscal year, the
f‘*!‘l'i':'l;ll'l\ shall ]_IJ"'HJHIIH':HI' 4 Sl as a |:mllii:|| l';t]r][.ll
expenditure limit applicable to such fiscal year. The sam

promulgated as a limit under the preceding sentence for

any period shall be an amount which may not exceed

$2.500,000,000.

“(2) The Secretary shall apportion the sum promul-
gated under ]r;uJ':J:E'.i]ah (1) for any fiscal vear among the
varions States on the basis of the |m]lli|:liil'ii of the various
States; except that for any fiseal year beginning more than
I8 months after the date of enactment of this section the
Secretary shall apportion the sum promulgated under para-
graph (1) for such fiscal year among the various States.

l:l]"\.lll'_" mto account the [Iuirlﬂril'!uh of the various States: and
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aulso taking into account, to the extent feasible, variations
among the States in the costs of construction, population
patterns and orowth, the need for hospital facilities and
equipment and for modernization of existing hospital facil-
ities and equipment, and other factors important to the
equitable apportionment of such sum.

“(b) (1) At the time the Secretary promulgates under
subsection (a) a hospital capital expenditure limit the Secre-
tary shall also promulgate for the fiscal year to which such
limit is applicable—

‘(A) a national ceiling for the supply of hospital
beds within health service areas established under see-
tion 1511 (hereinafter in this title referred to as the
‘supply ceiling’) , and

“(B) a national standard for the rate of occu-
pancy of hospital beds within such areas (hereinafter
in this title referred to as the ‘occupancy standard’) .
“(2) The supply ceiling promulgated for any fiscal vear

under paragraph (1) (A) may not exceed the ratio of four
hospital beds per one thousand of population; but the Sec-

retary may |1!‘UI!lI.’Il'_":!fi' under such paragraph a different

supply ceiling for health service areas which have special

characteristics or which meet special requirements estab-

lished by the Secretary.




“(3) The occupancy standard promulgated under para-
graph (1) (B) for any fiscal vear may not be less than 80
percent; but the Seeretary may establish a different occu-
pancy standard for health service areas which have special
characteristics or which meet special requirements estah-
lished by the Secretary.”.

(b) (1) Part C of title XV of the Public Health Serv-
ice Act is amended ]l_\‘ ;lill“ll_‘_{' at the end thereof the follow-
ing new section:

“CERTIFICATE OF NEED PROGRAM

“SEC. 1527. (a) The certificate of need program re-
quired by section 1523 (a) (4) (B) shall provide for the
following :

“(1) Review and determination of need under such
program of major medical equipment, institutional
health services, health care facilities, and health mainte-
nance organizations shall he made before the time such
equipment is acquired or such services, facilities. and
organizations are offered or developed or substantial
expenditures are undertaken in preparation for such
offering or development.

“(2) The program shall be administered in snch a

manner that only equipment, services, facilities, and

organizations found to bhe needed shall he acquired,




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 orgaunization under such certifi-
cate.

“(4) The aggregate of the maximum amounts of
capital expenditures anthorized 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) (1) and apportioned to the State under sec-
tion 1504 (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 (2) for
hospitals was less than the portion of such sum <o 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 fiseal year,

and (B) if in the fiscal year there was a closure of a




.'||---|!Ii!.'|i (or part thereofl) Ii|!lrl|-_"!! which istitutional

alth services found under section 1523 (a) (6) to be

-Iri.r]'[l!'H['['lt:i!:' were [a;n\inlmi. I'm-l| =i|u- amount iI_\ which

the historical cost (as defined for purposes of title XVIII

Ol :fil- .“‘nll'i:|| Security \n'.’i ol such :fli"':li!il! or part ¢x-

f'i't"|- u’|H' lu!:!i amount ol n||-|-1r|".=liu|1 O S h ||n~'r-'!!.1|
or !h‘l‘.'-' l'i!lli[;ll'll Tor il-il[-n-r- 0l 4-».’::|p|5\|'.-|h-_1' ||||- reason-

able costs ol ~l'!\-}|"l'~ !-I'H'\ilil--i by the |1rl-}lil:z| lor pir-

Poses ol i""li -!II'_',' |'t'i|II]‘|i|"I'!!Il':|[ |I!'.I!l'[' |-|I.!n' \\]” 0l

']Il' -\‘l‘r';-'l: ."“‘l'l'l]'i'._'. Aot IJI| e added to I!']r- ]u.'|'|'51p|| 0l

such sum so apportioned to the State for such fiscal year
'il'J (1) f.‘.lnin'l' -Ill]l i l'l',"l;-‘-li'.:'ll' 0l :.l'l'll proeran

tilicate of !||:-|] may not, except as ;1';|\.i|||-|| i|| paracraph
. I ko |

‘_-” , be l!!:lll,il'li for an ;!;~I.I|Ili<-!:.|[ 'hn-::llli" ~l-|".'.|'|- Or |l-.:!i|[:

care facility within a health service aren |'-':|ii|;.\||r1| 1;|nr:.|-|'

section 1511 if the !l"\n'irl|']r|.|'1|5 of such service or facilify

under such certificate would result in a number of hospital
heds within such area which is in excess of the applicable

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

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

beds 1s 1n excess of the su ply celling apphicable fo a fiscal

I
year, 'I]|n-.’: il 1'¢'|'I:i|i<;i[n' of need Imay he '-_[!:l!gl't't] 1on ‘-Ilu-'

service or facihity the r!»-\n‘|n'.ll.".l-|!1 of which wonld result
in a number of new hospital beds which is not more than one-

of the number of hospital beds removed permanently
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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 be issued in a fiscal year
nnder 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 suceeeding fiscal year.

“(e) (1) Under such a cerfificate of need program a
certificate of need may not, except as provided in paragraph
(2), be granted for an institutional health service or health
care facility within a health service area if the development

of such serviee 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 (b) (1) (B).

[f in any fiscal year the hospital bed ocenpancy
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
heds which ig 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 be issued in a fiscal year under the preceding sentence

is less than the number of new hospital beds with respect to

which eertificates of need were issued in such fiscal vear

may be added to the number of new hospital beds with re-
speet to which certificates of need may be issned in the
succeeding fiscal year.

“(d) In granting certificates of need under such a pro-
gram a State shall take into account priorities recommended
by health systems agencies within the State under section
1513 (h).”.

(2) Bection 1523 (a) (4) (B) of the Public Health
Service Act is amended by inserting after “within the State”
the following: “and to capital expenditures for major medical
equipment to be used in the State”.

(3) The second sentence of section 1523 (a) of such
Act is repealed.

(e) Section 1531 of the Public Health Service Act is
amended (1) by striking ont “For purposes of this title”
and inserting in lieu thereof “Except as otherwise pro-
vided for purposes of this title”, and (2) by adding after
paragraph (5) the following new paragraphs:

“(6) For purposes of sections 1504 and 1527, the
term ‘hospital’, with respect to any accounting year, means

an insfitution (including a distinet part of an institution
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participating in the program established under title XVIII
of the Social Security Act) which—
“(A) safislies paragraphs (1) and (7) of seetion
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 XVIIT of the Social Security Act, from one or
more health maintenance organizations (as defined in sec-
tion 1301 (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 hed 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,




or equipment for a facility or part, under a lease or compara-
ble arrangement but does not include the acquisition of an
existing hospital facility if such acquisition does not make a
change in the services or bed capacity of such hospital facil-
ity. T'or purposes of clause (B) (i) of the preceding sen-
tence, the cost of the studies, surveys, designs, plans, working
drawings, specifications, and other activities essential to the
acquisition, improvement, expansion, or replacement of the
plant and equipment with respect to which such expenditure
is made shall be included in determining whether such
expenditure exceeds $150,000. If a person makes an acqui-
sition of major medical equipment for a hospital and donates
it to the ]nhil][.‘ﬂ. the l‘\irl'[ll“““'l' for such :lq'illti"lfiilrl shall be
considered a hospital capital expenditure for purposes of sec-
tions 1504 and 1527.

“(8) For purposes of sections 1523 and 1527. the
term ‘major medical equipment’ means medical equipment
for the provision of medical and other health services and
which costs in excess of $150.000.”.

(d) Section 1532 (b) (2) of the Public Health Service
Act is amended (1) by striking out “ninety days” and in-

serting in lieu thereof “one year”, and (2) by adding before

the period “or longer than such shorter period from such

date as the Seeretary may preseribe”.
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Seo. 202, (a) Section 1122 of the Social Security Act
is amended to read as follows:
“LIMITATION ON FEDERAL PARTICIPATION FOR CAPITAL
EXPENDITURES
“Spe. 1122, (a) (1) For the purposes of assuring that

Federal funds appropriated under titles V, XVIII, and

XIX are not used to support unnecessary capital expendi-

tures for health care facilities and major medical equipment,
the Secretary shall enfer into agreements with the Governors
of the States under which State health planning and develop-
ment avencies designated under section 1521 of the Public
Health Service Act shall review proposed capital expendi-
tures for facilities and equipment within their jurisdiction to
determine if they are needed and if such expenditures are
consistent with criteria adopted by such agengy. In making
such reviews such agencies shall—

“(A) provide health systems agencies designated
under section 1515 of such Act with opportunity to
submit recommendations,

“(B) follow procedures prescribed by section 1532
(b) of such Act, and

“(C) base such reviews on the eriteria developed
pursuant to seetion 1552 (¢) of such Act.

“(2) The Secretary shall pay a State from the Federal

Hospital Insurance Trust 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 overpaymenis or "]"l""i"",\"
ments |il‘:'\]lu:~"\ IIJ:H]t'}. for the reasonable costs of its State
health planning and development ageney 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
of the enactment of the Hospital Cost Containment Act of
1977, no payments may e made to such State under title
XIX for any calendar quarter in which such an agrecment
Lias 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 serviees furnished in such health eare l':ﬂ"I[‘III\',
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 proprietary facil-

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

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




provision of such services to the extent such costs can be

directly associated with such capital expenditure,
unless the State health planning and development agency
with jurisdiction over such equipment or facility has deter-
mined, in accordance with an agreement entered into under
subsection (a) (1), that such equipment or facility is needed
and meets criteria adopted by such agency.

“(e) Where a person obtains under a lease or compara-
ble arrangement any facility or part thereof, or equipment
for a facility, which would have been subject to an exclusion
under subsection (b) or (d) if the person had acquired it by
purchase, the Secretary shall (1) in computing such person’s
rental expense in determining the Federal payments to be
made under titles V, XVIII, and XIX with respeet to sery-
ices furnished in such facility, deduet the amount which in his

judgment is a reasonable equivalent of the amount that would
Judg :

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 arrange-
ment.
“(d) Except as provided in paragraph (2), in deter-
mining the Federal payments to be made under titles V.,
XVIII, and XIX with respect to services furnished in a

State, the Governor of which has not entered into an agree-
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ment with the Secretary under subsection (a) (1) or which
does not have a certificate of need program approved under
title XV of the Public Health Service Act, the Secreta ry shall
not include—

“(1) any amount (A) which is attributable to de-
preciation, interest on borrowed funds, return on equity
capital (in the case of proprietary facilities), 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 operafing
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 capital expenditures
were made,

unless the Secretary has approved, in accordance with pro-
cedures and eriteria established by the Secretary, such ex-
penditures after taking into account any recommendation
made by a State agency designated under 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 Federal pay-

ments to be made under titles V, XVIII, and XIX. the Sec-

refary shall exclode an amount which in his judgment is a
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reasonable "'i”l’\""‘]' nt to the amonnt which would lJI’il"I"‘.'n‘i-i'
be excluded under this subsection il payiment were Lo he
made on other than a per I'.'li}:.i.! or a fixed fee or negotiated
rate hasis.

“(e) For the purposes of this section, a ‘capital expendi-
ture’ is an expenditure (1) which, under generally accepted
Hi‘['il]lli[ili}_{ ]rl'itls‘i}lh'r, 15 not ;Il‘u]ll'!'|_1 chargeable as an
expense of operation and maintenance and which (A)
exceeds $150,000, (B) changes the bed capacity of the
facility with respect to which such expenditare is made, or
(C) substantially changes the services of the facility with
respect to which such expenditure is made, or (2) which is
made for major medical equipment for the provision of
medical and other health services and which exceeds
£150,000, For purposes of clause (1) (A) of the preceding
sentence, the cost of the studies, surveys, designs, plans,

working drawings, specifications, and other activities essen-

tial to the acquisition, improvement, expansion, or replace-

ment of the plant and equipment with respect to which such
expenditure is made shall be included in determining whether
such expenditure exceeds $150,000.

“(f) The provisions of this section shall not apply to
Christian Science sanatoriums operated, or listed and cer-
tified, by the First Church of Christ, Scientist, Boston,

Massachusetts.”
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(b) The amendments made by subsection (a) shall
apply with respect to capital expenditures (as defined in
section 1122 (e) of the Social Security Act) made after
September 30, 1977,
SEC. 203. (a) Section 103 of the Internal Revenue
Code of 1954 (relating to exclusion from gross income of

interest on 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 SUPPORTING INCREASES IN ACUTE

Uaxe Hosprran Beps.—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 Tealth 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 deseribed in subsection

(a) (1).”.

(b) The amendments made by subsection (a) shall




49

46
apply with respect to taxable years beginning after the date
of the enactment of this Aect.

NEC. 204, (a) No person engaged in the business of
selling medical equipment in interstate commerce may, after
September 30, 1977, sell any medical equipment for more
than $150,000 unless the State health planning and devel-
opment ageney designated under section 1521 of the Public
Health Service Act has determined under section 1122 of
the Social Security Act or under an approved certificate of
need program under title XV of the Public Health Service
Act that there is a need for the use of such equipment by its
||m‘f-l|.-|.~'--r.

(b) (1) Any person who makes a sale of medical
v:1l|f’|’|iii!-|l1- m 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 order made on the
record after opportunity (provided in accordance with this
subsection) for a hearing in accordance with section 554
of title 5, United States Code. Before issuing suech an order,
the Secretary shall give written notice to the person to be

assessed a civil penalty under such order of the Seeretary’s

]:rnpns:ll to iwm- .\li!‘h n[’l{:‘l‘ .'lml !rl‘n\'].!r -IJ['}I [:r'r.\im 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 hearing respecting the assessment of a civil
penalty and who is aggrieved by an order assessing a civil
penalty may file a petition for judicial review of such order
with the United States Court of Appeals for the District of
Columbia Cirenit or for any other eirenit in which such
person resides or transacts business. Such a petition may
ouly be filed within the thirty-day period beginning on the
date the order making such assessment was issued.

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

(A) after the order making the assessment has
become a final order and if such person does not file

a petition for judicial review of the order in accord-

ance with paragraph (3), or

(B) after a court in an action brought under para-
graph (3) has entered a final judgment in favor of the

Secretary,
the Attorney General shall recover the amount assessed

(plus interest at currently prevailing rates from the date of

the expiration of the Thil'!_\'—ii::_\' period referred to in para-

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

may be) in an action brought in any appropriate district
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court of the United States. In such an action, the validity,

amount, and appropriateness of such penalty shall not be

subject to review.

TITLE TII—PROGRAM TO ASSIST AND ENCOUR-
AGE THE DISCONTINUANCE OF UNNEEDED
HOSPITAL SERVICES
Sgo. 501, The Secretary of Health, Education, and

Welfare (hereinafter in this title referred to as the “Secre-

tary™") shall, within six months of the date of enactment of

this title, establish a program under which financial assistance
and encouracement ghall be provided, in accordance with this
title and during the fifty-four-month period beginning on the
date of the enactment of this Act, for the discontinuance of
unneeded hospital services.

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

on the date of the enactment of this title the Secretary shall

lil'lllallllu::lt’ such l‘i"_[ii].'lﬁnlh as may be necessary Lo include

in the guidelines required by section 1501 (a) of the Publie

Health Service Act guidelines, consistent with applicable

:1]“11_\' !'i‘m!l_u;-i and oceupancy standards 1II‘H|uli]_«_f:lT~‘.'|l under

section 1504 (b) of such Act, for each health service area,
established under section 1511 of such Aet, respecting—

(1) the maximum appropriate supply within each

such area of hospital services measured by the number

and types of hospital beds, hospital services measured by




the supply of major medical equipment within hospitals,
and hospital services measured by the type of specialized
services offered by a hospital, and

(2) the minimum appropriate rate of use within
each such area of hospital services deseribed in para-
graph (1),

Guidelines under this section may vary with respect to a

health service area fo take iuto account special character-

istics of such area.

(b) (1) Section 1513 (b) (2) of the Public ITealth
Service Act is amended by inserting after the first sentence
the following : “An HSP shall identify the actions required to
comply with applicable guidelines under section 1501 (a)
promulgated pursnant to section 502 (a) of the Hospital
Cost Containment Aet of 1977.”.

(2) Bection 1523 (a) (2) of such Act is amended by in-
serting alter the first sentence the following: “In the prep-
aration of the preliminary State hiealth plan, the State ageney
shall take into account the extent to which such ISP’s
identify 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.",

SEC. 303. (a) Under the program established under
section 301, any hospital which has been in operation for at

least two years and—
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(1) which intends to discontinue providing in-
patient health services may apply for a debt payment
and an incentive payment under section 304 for such
discontinuance,

(2) which intends to discontinue an identifiable
unit of the hospital which provides mpatient health
services may apply for an incentive payment under
section 304 for such discontinuance, or

(3) which intends to convert an identifiable part
of the hospital into a long-term care facility or an am-
bulatory care facility may apply for a conversion pay-
ment under section 304.

(b) An application of a hospital for a payment under
section 304 shall include—

(1) a description of the service (or services) to
be discontinued or the part of the hospital to be con-
verted ;

(2) an evaluation of the impact of such discon-
tinuance or conversion on the health systems in the
health service area in which such hospital is located;

(3) if the services of a unit of a hospital are to be

discontinued, an estimate of the change in the applicant’s

revenues which will result from such discontinuance:
(4) (A) if all the services of a hospital are to he

discontinued, the revenue of the hospital for its last full
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reporting period for reimbursement purposes under title
XVIII of the Social Security Act which revenue under
section 111 of this Act is subject to the base inpatient
hospital revenue per admission (as established under
section 114 of this Act), and (B) il the services of a
unit of a hospital are to be discontinued, the amount of
:'Ii:ll':"“ for such services recorded "l‘\' the :111['“1':1!:1 dur-

ing such reporting period;
{_.'aj with re spect to the incentive payment lor the

discontinuance of all the services of a hospital—

( \} if the le]l“l'::]l[ intends to engage in the
planning, development (including construction and
equipment) , and delivery of ambulatory care serv-

ices, home health care services, or long-term care

services for the rotnrnnu'l[.\' served by the applicant,

which services the State health planning and devel-
opment agency, alfter consideration of the recom-
mendations of the health r-_\'.~:t‘lr|~ agency with il]l"h'—
diction over such community, has determined is
needed, a deseription of the means with which (in-
(‘illl“ll]_{' il {Il'*i'!'i]li‘illil ol any Federal financial as-
sistance the applicant intends to apply for) and the
manner in which such aetivities will be carried out;

(B) the amount that the applicant intends to

expend for—




(it) if the applicant has merged with an-
other hospital, the operations of that hospital,
(iii) reasonable (as determined under
guidelines preseribed by the Secretary) termi-
nation pay for personnel of the applicant who
will lose employment because of the discontinu-
ance, or
(iv) the activities deseribed in clauses (i)
and (ii) and the pay deseribed in clause (i) ;
and
(C') if the expenditures for the activities de-
seribed in clanse (i) or (ii) of subparagraph (A)
will be made but the applicant will not be responsi-
ble for making such expenditures, identification of
the person (or persons) who will be responsible for
making such expenditures; and
(6) such other information as the Secretary may
require.

A hospital which has an application under this subsection

approved is entitled to receive the payments applied for.

(¢) The health systems agency designated under sec-
tion 1515 of the Public Health Service Act for the health

service area in which is located an applicant under this sec-




tion shall determine the need for the service (or services)
proposed to be discontinued by such applicant or for the part
of the hospital to be converted, as the case may be, and
shall make a recommendation to the State health [:I:llminﬁ_{
and development agency for the State in which the applicant
is located respecting approval by the Secretary of such ap-
plicant’s application. A determination of a health systems
agency under this subsection shall be based upon any appli-
cable guidelines promulgated under section 302 and criteria
under section 1532 (¢) of the Public Health Services Act.

(d) A State health planning and development agency
which has received a recommendation from a health systems
agency under subsection (¢) shall, after consideration of
such recommendation, make a recommendation to the Sec-

retary respecting the approval by the Secrotary of the appli-

cation with respect to which the health systems agency’s

recommendation was made. A State health planning and
development agency's recommendation under this subsection
with respect to the approval of an application shall be ac-
companied by the health systems ageney’s recommendation
made with respect to the approval of such application.

(e) In considering applications submitted 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) which
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will result in the greatest 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 seetion 303, for the discontinuance of all of its services
Al

(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 determimed 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 seec-
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 the 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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(B) the amount reported by the hospital under
section 303 (b) (5),
but in no event more than $500,000, and
(2) in the case of the discontinuance of the services
of an identifiable unit of the hospital, 30 per centum of
the charges reported by the hospital for such unit under
section 303 (b) (4) (B) but in no event more than
£200,000.
(c) The amount of a conversion payment which shall
be made to a hospital, with an approved application under
section 303, for the conversion of an identifiable part of the

hospital into a long-term care facility or ambulatory care

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

criteria determined by the Secretary) cost of such conversion.

(d) The debt payment, incentive payment, and conver-
sion payment to which a hospital is entitled shall be paid in a
single payment.

(e) (1) If an incentive payment is to be made for the
discontinuance of all the services of a hospital, the health
systems agency designated for the health service area in
\\'ll‘ll‘]l such |Ifl~i1=il:l] 18 located shall receive a payvment I‘llll.\l
to 10 per centum of such incentive payment. Such health
systems agency may use a payment under this paragraph to
make orants and contracts in accordance with section 1513

(¢) (8) 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 be 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 1513 (e) (3) of the Public IMealth Service Act for
projects and programs within the commuuity 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

XVIII 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 heen

;:[:prn\'wl under section 1122 of the Social wal]‘“_\' Act or
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under a certificate of need program approved by the Seere-

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

the Governor of the State in which such service is provided

has not entered into an agreement for reviews under such
section 1122 or the Secretary has not approved a certificate
of need program for such State, have been approved by the
Secretary.

(g) To make the payments required by this title, there
are authorized to be appropriated for the fiscal year ending
September 30, 1979, and for each of the next three fiscal
‘\'l'ill'.\' :~ll|'|l SIS as may be necessary.

See. 305. (a) If, upon the expiration of the program
established under section 301, a health service area is not
in compliance with any applicable gnideline promulgated
under section 302 (a), the amount of the reimbursement
provided under titleX VIII of the Social Security Act and
under a State plan approved under titles V and XIX of such
Act for each hospital in the health service arca be reduced
by 5 per centum until such noncomplying area is in com-
pliance with such guidelines.

(b) A health systems agency may apply to the Secre-
tary for an extension of the time required for its health
service area to come into compliance with applicable guide-
lines promulgated under section 302 (a) without incurring

the reimbursement reduction required by subsection (a).
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1 The Secretary may grant a health service area such an
9 extension—

(1) after taking into account the effort made by
such area to come into compliance with such guidelines,
the l':lpuhiﬁlii's of such area to come into I'()IIl]lIi:lIll'I‘.
and the effect of the reduetion in reimbursements paid
to hospitals 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 becaunse of the necessity to correet a maldis-
tribution in such area of hospital beds and a certificate of
need has been granted under section 1527 (b) or 1527
(¢) of the Public Health Service Act to assist in making

such correction.

If the Secretary grants an extension of time, he shall specify

the time within which the noncomplying area shall be 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 program under section 1122 of the Social
Security Act relating to capital expenditures, special con-
sideration shall be given to proposals of hospitals which have
discontinued services which have been determined to be not

needed.

(b) In making grants under section 330 of the Public

95-756 0 - 77 -5
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Health Service Act or in providing other assistance for the
development and delivery of ambulatory health services, the
Secretary shall give priority to applications which will
provide such servieces for communities in which all hospital
services have been discontinued as a result of the program
established under section 301.

(¢) In the administration of titles XVIII and XIX
of the Social Security Act, the Secretary shall permit losses
incurred in connection with the sale or other disposition of
facilities and equipment used in the provision of inpatient
health services provided by an identifiable unit of a hospital
and for the discontinuance of which an incentive payment
was made under section 304 (¢) to be included in determin-
ing costs for which reimbursement may be made under such
title XVIIT and payments may be made under State plans
approved under such title XIX.,

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

twenty-five applications approved under section 303 to

determine their effect on the elimination of unneeded hospital

services. The Secretary shall report the results of such study
to Congress together with his recommendations for any
revisions in the program which he determines to be

appropriate.
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cep R GETS

IN THE ITOUSE O REPRESENTATIVES
L 25, 1037
Mr., Roees (for himself and Mr. Rosrexgowskit) introduced the following

bidl; whieh referred jomtly to the Committees on Wavs and Means

and Interstate sod Foreigm Commerce

To establish a transitional system of hospital cost containment
by providing for incentives and restraints to contain the
rate of inerease in hospital revenues, to establish a system of
capital allocation designed to encourage communities to
avoid the ereation of unneeded and duplicative hospital
facilities and services, to provide for the publication and
JFIi‘l'll“\lH'l' of information useful to the II.‘Iil“l' m making
decisions about health eare, to provide for the development
of permanent reforms in hoSpital reimbursement designed
to provide incentives for the efficient and effective use of

hospital resources, and for other purposes.
“r n‘ t'a:rrr'frff fIJ_’! Hﬂr Senale H;H] JUuH.\'r- u)‘. f.}l}u':.\'r nta-

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 19777,
REPORT ON PERMANENT REFORM IN TIHE DELIVERY AND
FINANCING 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 Aet.

TITLE I—TRANSITIONAL HOSPITAL COST

CONSTRAINT PROVISIONS
PArRT A—PURPOSE AND GENERAL DESORIPTION
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




programs, private insurers, and individuals who pay directly
for such care.
GENERAL DESCRIPTION OF PROGRAM

SEc. 102, (a) In order to carry out the purpose of the
transitional program as set forth in section 101, the inpatient
revenues of short-term acute care and specialty hospitals
(excluding new hospitals and certain HMO-related hos-
pitals) are to be limited in the manner outlined in the
succeeding provisions of this section (and more particularly
deseribed in parts B and C of this title).

(b) The increase in total revenue which a hospital (as
defined in section 121) may receive in any aceounting year
in the form of—

(1) reimbursement paid under the medicare and
medicaid programs, and by cost payers, for inpatient
services, and

(2) charges imposed upon other persons for inpa-
tient services,

may not, on a peradmission basis, exceed the average in-
patient reimbursement due or inpatient charges imposed per
inpatient admission in the base period (in general, the hos-

vital’s acconnting vear ending in 1976) by more than the
I f o] - ] -

percentage which is applieable to the hospital for such ac-

counting year under seetion 111.




pliance is required under the medicare program by directly

applying the limits for purposes of both interim and final
reimbursement. Amounts paid to hospitals under the medic-
aid program in excess of such limits will be disallowed as a
basis for Federal matching payments. Hospitals and non-
government cost payers exceeding the limits will be subject
to a Federal excise tax in an amount equal to 150 per centum
of the excess (except in the case of a hospital which is
exempt as a result of corrective actions as preseribed under
seetion 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 containment 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-
patient hospital revenue increases to a rate no greater (in the
aggregate) than the rate established for the period involved
nnder section 112 (b), and provides for return of excess hos-
pital revenues.

PArtT B—EstaBrLisuMeNT or HospiTan Cost

CONTAINMENT PROGRAM
IMPOSITION OF LIMIT ON HOSPITAL REVENUE INCREASES
SEC. 111. (a) The average reimbursement paid fo a

hospital for inpatient services under title X VIII of the Social
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(e) Such percentage, in the case of any hospital for any
accounting year, is to be determined hy—

(1) establishing for such year, under section 112
(b), an “inpatient hospital revenue increase limit"”
hased 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 revenne increase limit”
for that hospital in such year, and

{3} :1]![!1_\']11}_{' such :I.Iljll“-ll'([ limit for ]u’l'im]n after
September 30, 1977, with recognition heing given under
gection 111 (a) (1) to cost increases prior to that date,
(d) An exception from the limits otherwise established

may be granted in nccordance with seetion 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
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-




Security 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 year any part of which falls within a period sub-
ject 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 accounting year and prior to
October 1, 1977, if such costs had inereased (during that
period) at the average annual rate actually experienced
by the hospital during the two-year period ending with
the close of such base accounting year, except that 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 ecosts would
have increased in the period elapsing after Septem-
ber 30, 1977, and prior to the first day of the account-
ing year for which the limit is being imposed if such

costs had increased (during such period) at an annual

rate consistent with the inpatient hospital revenue in-
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crease limit determined and promulgated under section

112 (b), and

(3) the percentage by which such costs would have

increased in the accounting year for which the limit is

being imposed if such costs had increased (during such

year) at an annual rate consistent with the adjusted in-

patient hospital revenue increase limit applicable to the

hospital under section 112 (a).

(b) Where less than a full accounting year falls within
a twelve-month period subject to this title, the limit set
forth in subsection (a) of this section, and the limit estab-
lished under section 112 (a), shall apply with respect to
reimbursement due or charges imposed for the part of such
accounting year which falls within such period in the same
proportion as the number of days in such accounting year
that fall within such period bears to the total number of
days in such accounting year.

DETERMINATION OF ADJUSTED INPATIENT HOSPITAL
REVENUE INCREASE LIMIT

SEe. 112, (a) The “adjusted inpatient hospital rev-
enue inerease limit” which is applicable to any hospital
for purposes of section 111 (a) (3) with respect to any
accounting vear 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 formuala” 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 he 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

title”) . 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 i this title referred to as the “GNP deflator™)
for the 12-month period ending June 30 of such year,
and
(B) one-third of the difference between—
(1) 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 paragraph), 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 respeet 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 Seeretary 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 hespital revenue increase limit promul-




gated under section 112 (b), for the period in which
such accounting year or any part thereof falls if ad-
missions in such accounting year have increased by less
than 2 per centum or declined by less than 6 per centun
as compared to the base accounting year (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 year) ;

(2) in the case of a hospital whose admissions in
any accounting year are beyond the applicable range
set forth in paragraph (1), the amount of total revenue
from inpatient services in such year which is otherwise
allowed under paragraph (1) shall be further inereased
for each admission above such range by one-half of the
average revenue per admission that would have been
allowed under paragraph (1) if the actual percentage
change in admissions (as compared to the base aceount-
ing vear) had been zero, or shall be reduced for each
admission below such range by one-half of the average
revenue per admission that would have been so allowed,
except as provided in paragraph (3); and

(3) in the case of a hospital which had more than

four thousand admissions in the base accounting vear,

no additional revenue will be allowed for increased ad-

missions (with respect to any accounting year) 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 at 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 (¢))

be reduced by an amount equal to any inpatient charges in
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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.

(¢) Subsection (h) shall not apply with respect to reve-
nue for inpatient services which have been found inappro-
priate under section 1523 (a) (6) of the Public Health Serv-
vice Act by the State health planning and development
agency designated under section 1521 of such Act for the
State in which the hospital involved is located.

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 inereased inpatient

costs per admission by more than one-third of the

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

over inpatient care costs per admission in the

previous accounting year;

(2) that the revenue otherwise allowable (taking
into account all other available resources) is insufficient
to assure the solvency of the hospital as indicated by the
existence of a current ratio of assets to liabilities (deter-
mined in accordance with the last sentence of this sub-
section) of less than the ratio which the Secretary esti-
mates is being experienced by 25 per centum or less of
the hospitals subject to this title; and

(3) that the changes in admissions, capacity, plant,
or services available generating 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 seetion 1523 (a) (6) of the Publie
Health Service Act by the State health planning and
development agency, designated under section 1521 of
such Aect for the State in which the hospital involved

is located.

For purposes of paragraph (2), the term “current ratio of

assets to liabilities”, with respect to any hospital, means
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the sum of the cash, notes and accounts receivable (less
reserves for bad debts), marketable securities, and inven-
tories held by such hospital divided by the sum of all lia-
bilities of such hospital falling due in an accounting year
for which the exeeption is requested under this section.

(b) The Seeretary shall either approve any request for
an exception made by a hospital under subsection (a), or
deny such request, within a period not to exceed ninety days
after the hospital has filed in a manner and form preseribed
by the Secretary the evidence required by such subsection.
Any such request not denied within such ninety-day period
shall be deemed approved.

(¢) Any hospital granted an exception under this sec-
tion must make itself available for an operational review by
the Secretary. The findings from any such review shall be
made public, and continuance of the exception shall be con-
tingent on implementation of any recommendations which
may be made (as a result of such operational review) for
improvements fo increase efficiency and economy.

(d) (1) If the Secretary grants an exception with re-
spect fto any accounting year to a hospital which had 4,000

or more admissions in the base accounting vear on the

grounds set forth in subsection (a) (1) (A), such hospital

shall be allowed inereased revenue for purposes of this title
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as though it were a hospital with fewer than four thousand
admissions in stich base year under section 113,

(2) If the Secretary grants an exception with respect
to any accounting year to a hospital on the grounds set
forth in subsection (a) (1) (B), such hospital shall be al-
lowed increased total revenne for purposes of this title for

such accounting year and all subsequent accounting years

(and the limit on its allowable rate of inerease 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).

(e) (1) Any hospital which is dissatisfied with a deter-
mination of the Secretary under this seetion may obtain a
hearing before the Provider Reimbursement Review Board
established under section 1878 of the Social Security Act,
if the amount in controversy is $25,000 or more and the
request for snch Jiearing 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

teimbursement Review Board, following the specifications

#5-766 O -T77 -6
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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-
sidered as reviewing decisions of the Secretary rather than
of a fiscal intermediary, and subsection (b) of such section
shall not apply.
ENTORCEMENT

Sec. 116. (a) Notwithstanding any provision of title
XVIII 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
seftlement, to the extent that it exceeds the applicable limits
established under this title.

(b) Notwithstanding any provision of title V or XIX
of such Act, payment shall not be required to be made by
any State under either such title with respect to any amount
paid for inpatient hospital services in excess of the applicable
limits established under this title; 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.

(¢) Notwithstanding any other provision of law. re-

ceipt by any hospital of payment for inpatient hospital serv-
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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
payer—
(1) to the Federal excise tax imposed by section
4991 of the Internal Revenue Code of 1954 (as added
by section 128 of this Act), and
(2) to exclusion, at the discretion of the Secretary,
from participation in any or all of the programs estab-
lished by ftitles V, XVIII, and XIX of the Social
Security Act.
(d) (1) Where the Secretary determines that average
charges per admission billed for inpatient services by a hos-

pital during an accounting year 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
ghall require the hospital to promulgate in such manner as
he may preseribe) the percentage by which the average
charge per admission billed in that accounting year by the
hospital exceeded the applicable limitation on average
charges per admission established under this title.

(2) Any hospital deseribed in paragraph (1) shall be
exempt from the penalties set forth in subsection (e) if it

holds in escrow an amount equal to the percentage promul-
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cated under such paragraph multiplied by the hospital’s
total inpatient charges less its inpatient charges applicable
to cost payers (as defined in section 122 (e) ), imposed on
the accounting 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
experienced ; but 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 chiel executive) of any State (including the District

of Columbia and Puerto Rico) the Seeretary 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 at least one
vear as of the date of such request a program for
confaining 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 title;

(2) the State program applies at least to all
inpatient care revenues of such hospitals (except rev-
enues received under title XVIII of the Social Security
Act) ;

(3) the Governor (or chiel executive) ecertifies,
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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 seetion 112 (b) ; and

(4) the Governor (or chief executive) has sub-
mitted, and had approved by the Seeretary, a plan
for recovering any excess ol revenue which (notwith-
standing paragraph (3)) may oceur.

(h) A State which would meet the conditions of this
section except that its program does not satisfy subsection
(a) (2), but 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 subsection (a),
will nonetheless be eligible under this section if, by the date
of such request, it does have a program which satisfies such
subsection.

EXEMPTION FOR HOSPITALS ENGAGED IN CERTAIN
EXPERIMENTS OR DEMONSTRATIONS

SEe. 118. A hospital may be excluded from the appli-
cation of this title if the Seeretary determines that (1)
such exclusion is necessary to facilitate an experiment or
demonstration entered into under section 402 of the Social

Qecurity Amendments of 1967 or section 222 of the Social

Security Amendments of 1972, and (2) such experiment or

demonstration is consistent with the purposes of this title.




PartT C—DEFINITIONS AND MISCELLANEOUS PROVISIONS
DEFINITION OF HOSPITAL

SEC. 121. (a) For purposes of this title (subject to sub-
section (b) of this section), the term “hospital”, with re-
Spect to any accounting year, means an institution (inelud-
ing a distinet part of an institution participating in the pro-
gram established under title XVIII 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 Federal hospital;
(2) has met the conditions specified in subsection

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

than two years before such period: or

(3) derived more than 75 per centum of its inpa-
tient care revenues on a capitation basis, disregarding

revenues received under title XVIIT of the Social Se-

curity Aet, from one or more health maintenance orga-

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

Health Service Act) .
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OTHER DEFINITIONS

purposes of this title—
Accounting Year
(a) The term “accounting year” with respect to any
period means—

(1) in the ease of a hospital participating in the
program established by title XVIIT of the Social Scen-
!'.Il‘\' Act, a ln‘l'i-lil of twelve consecutive full calendar
months including the same months as the last full report-
ing period allowed for reimbursement purposes under
such title;

(2) in the case of a hospital not participating in
the program established by title XVIII 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 other cost payer as the
Seeretary may designate ; and

(3) in the case of a hospital which is not partici-

pating in the program established by title XVIII of the

Social Security Act and for which the Secretary does

not designate an accounting year under paragraph (2),
a calendar year.

Inpatient Hospital Services
(b) The term “inpatient hospital services” has the

meaning given it by section 1861 (h) of the Social Secu-
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rity Act (including in addition the services otherwise ex-
cluded by paragraph (5) thereof).

Inpatient Charges
(¢) The term “inpatient charges” means regular rafes,
applied to all inpatient hospital services, that meet the

requirements of section 405452 (d) (4) of the Federal

regulations applicable to title XVIII of the Social Security

Act.
A dmissions
(d) The term “admission” means the formal aceeptance
of an inpatient by a hospital, excluding newborn children
(unless retained after discharge of the mother) and trans-
fers within inpatient units of the same institution.
Cost Payer
(e) The term “cost payer” means—
(1) a program established by or under title V,
XVIII, or XIX of the Social Security Act, and
(2) any organization which (A) meets the defi-
nition contained in section 1842 (f) (1) of the Soecial
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,




XVIII, and XIX of the Social Security Act shall be deter-
mined without regard to adjustments resulting from the
:lpplil':il'lml of section 405460 (g), 405.455(d), 405.415
(f), or 405.415(d) (3) of the Federal regulations appli-
cable to such title XVIII.

EXEMPTION OF NONSUPERVISORY 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 for 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 calenlated by adding together—
(1) the average percentage increase in regular

wages granted to the employees referred to in sub-
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section (a) sinee the close of the preceding accounting
year multiplied by the percentage of total inpatient cost
(as determined for purposes of fitle XVIII of the
Social Security Act) attributable to such wages in such
preceding year; and
(2) the impatient 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 XVIII of the Social
Security Aet) attributable to all other expenses in the
preceding accounting year.
(¢) 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

.‘-'i'TIli.‘IlIIIII.'I”_\' to the health systems agency i]t-si;_'lmtl-d under




section 1515 of the Public Health Service Act for the health
service area in which it is located, by March 1 and Septem-
ber 1 of each year, ils average semiprivate room rate and
the charges for the 10 other services which the health sys-
tems agency finds represent the services which are most
I'l':-llm'm]_\' 'Il'-'('i] or most .I.ln!mrl:illl for [mrpns(-\' uf l'ulll[l:tritit_‘,'
hospitals, and make available all cost reports submitted to

cost payers, and (B) submit annually its overall plan and

budget described in section 1864 (z) of the Social Security

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 Seeretary, from participation in any or all
of the programs established by titles V, XVIII, and XIX
of the Social Security Act.

(b) Each health systems agency designated under sec-
tion 1515 of the Public Health Service Act shall publish
every April 1 and October 1, in readily understandable
language for public use, the information it receives under
this section, in a manner designed to facilitate comparisons
among the hospitals in its area.

IMPROPER CHANGES IN ADMISSION PRACTICES

Sgc. 126. Upon written complaint by any institution
meeting the conditions set forth in paragraphs (1) and (7)

of section 1861 (e) of the Social Security Act that one or
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more hospitals subject to this title in a health service area
for which a health systems agenecy has been designated under
section 1515 of the Public Health Service Act has changed
its admission practices in a manner that would tend to reduce
the proportion of inpatients of such hospital or hospitals for
whom reimbursement at less than the inpatient charges (as
defined in section 122 (c) of this Act) applicable to such
inpatients is anticipated, such health systems agency shall
investigate the complaint and, upon a finding by such agency
that the complaint is justified, the Secretary may impose the
sanction set forth in seetion 116 (¢) (2) of this Aect.
REVIEW OF CERTAIN DETERMINATIONS

SEC. 127. Any determinations made on behalf of the
Secretary under this title with respect to the application of
its provisions to individual hospitals (other than determina-
tions made under section 115 or 126) shall be subject to the
provisions of section 1878 of the Social Security Act in the
same manuer as determinations with respect to the amount
of reimbursement due a provider of services under title
XVIIT of such Act.
EXCISE TAX ON EXCESSIVE PAYMENTS FOR INPATIENT

HOSPITAL SERVICES
SEc. 128. (a) Subtitle D of the Internal Revenue Code

of 1954 (relating to miscellaneous excise taxes) is amended

by adding at the end thereof the following new chapter:
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“CHAPTER 45—TAX ON CERTAIN EXCESSIVE
PAYMENTS FOR INPATIENT HOSPITAL
SERVICES
4800, 4091. Imposition of tax.
“SEC. 4991. IMPOSITION OF TAX.

“(a) I~ Gexeran—There is hereby imposed, with
respect to the receipt by any hospital of payment for in-
patient hospital services in excess of the applicable limits
established by title I of the Hospital Cost Containment Act
of 1977, and with respect to any payment made by any
cost payer as defined in section 122 (e) (2) of such Aect
for inpatient 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 by this subsection shall be

paid by the hospital or cost payer.

“(b) ExcerrioN.—The tax imposed by subsection (a)

shall not apply with respect to any hospital so long as it is
determined by the Secretary of Health, Education, and
Welfare to be taking the corrective action described in sec-
tion 116 (d) (2) of the Hospital Cost Containment Act of
1977.

“(c) DeriNITIONS.—Terms used in subsections (a)
and (b) have the meanings given them by title T of the
Hospital Cost Containment Act of 1977.

“(d) ApmiNisTRATION.—Under and to the extent
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provided by regulations of the Secretary, the appropriate
provisions of subtitle F ({relating to procedure and admin-
istration) shall be made applicable with respect to the
tax imposed by subsection (a) of this section.”.

(b) The table of chapters for subtitle D of snch Code
is amended by adding at the end thereof the following new
item:

“Cravrer 45. Tax on certain excessive payments for in-

patient hospital services.”,
TITLE TI—LIMITATION ON HOSPITAL CAPITAL
EXPENDITURES
SEC, 201. (a) Part A of title XV of the Public

Health Service Act is amended by adding at the end

thereof the following new section:

“LIMITATION ON TOSPITAL CAPITAL EXPENDITURES,
CEILING FOR THE SUPPLY OF HOSPITAL BEDS, AND
STANDARD FOR OCCUPANCY OF HOSPITAL BEDS
“BEC. 1504. (a) (1) Before the beginning of the fiscal

year beginning October 1, 1977, and at least 60 days

before the beginning of each succeeding fiscal year, the

Secretary shall promulgate a sum as a hospital capital

expenditure limit applicable to such fiscal year. The sum

promulgated as a limit under the preceding sentence for
any period shall be an amount which may not exceed

£2 500,000,000,




91

O

“(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 population of the various
States; except that for any fiscal year beginning more than
18 months after the date of enactment of this section the
Secretary shall apportion the sum promulgated under para-
graph (1) for such fiscal year among the various States,
taking into account the population of the various States; and
also taking into account, to the extent feasible, variations
among the States in the costs of construction, population
patterns and growth, the need for hospital facilities and
equipment and for modernization of existing hospital facili-
ties and equipment, and other factors important to the
equitable apportionment of such sum.

“(b) (1) At the time the Secretary promulgates under
subsection (a) a hospital capital expenditure limit the Secre-
tary shall also promulgate for the fiscal year to which such
limit is applicable—

“(A) a national ceiling for the supply of hospital
beds within health service areas established under sec-
tion 1511 (hereinafter in this title referred to as the
‘supply ceiling’) , and

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

pancy of hospital beds within such areas (hereinafter

in this title referred to as the ‘occupancy standard’).




“(2) The supply ceiling promulgated for any fiscal year
under paragraph (1) (A) may not exceed the ratio of four
hospital beds per one thonsand of population; but the Sec-
refary may promulgate under such paragraph a different
supply ceiling for health service areas which have special
characteristics or which meet special requirements estab-
lished by the Secretary.

“(3) The occupancy standard promulgated under para-
graph (1) (B) for any fiscal year may not be less than 80
percent; but the Secretary may establish a different occu-
pancy standard for health service areas which have special
characteristics or which meet special requirements estab-
lished by the Secretary.”.

(b) (1) Part C of title XV of the Public Health Serv-
ice Act is amended by adding at the end thereof the follow-
ing new section:

"CERTIFICATE OF NEED PROGRAM

"BEC. 1527. (a) The certificate of need program re-
quired by section 1523 (a) (4) (B) shall provide for the
following ;

“(1) Review and determination of need under such
program of institutional health services, health care
facilities, and health maintenance organizations shall be

made before the time such services, facilities, and orga-

nizations are offered or developed or substantial expendi-
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tures are undertaken in preparation for such offering or
tl(\.\‘vll;pluvnl.

“(2) The program shall be administered in such a
manner that only those services, facilities, and organiza-
tions found to be needed shall be 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
1504 (a) (1) and apportioned to the State under sec-
tion 1504 (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

#5-156 0 -T7-17
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so apportioned shall be 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
hospital (or part thereof) through which institutional
health services found under section 1523 (a) (6) to be
inappropriate were provided, then the amount by which
the historical cost (as defined for purposes of title XVIII
of the Social Seeurity Act) of such hospital or part ex-
ceeds the total amount of depreciation of such hospital
or part claimed for purposes of establishing the reason-
able costs of services provided by the hospital for pur-
poses of receiving reimbursement under title XVITT of
the Social Security Act shall be added to the portion of
such sum so apportioned 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 paragraph
(2), be granted 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 ol which would result
in a number of new hospital beds which is not more than
one-half of the nurmber of hospital beds removed permanently
from service in such area in such fiseal year. The amount
by which the number of new hospital heds with respect to
which - certificates of need may he issued in a fiscal vear
under the preceding sentence is less than the number of new
hospital beds with respeet to which certificates of need were
issued in such fiscal year may be added to the number of new
hospital heds with respect to which certifieates of need may
be issued in the succeeding fiscal vear.

“(¢) (1) Under such a certificate of need program a
cortificate of need may not, except as provided in paragraph
(2), be granted for an institational health sery ice 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 occupaney standard promulgated under
section 1504 (b)) (1) (B).

“(2) If in any fiscal year the hospital bed occupaney
rate within a health service area is less than the oceupancy

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
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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
new hospital beds with respect to which certificates of need
may be issued in a fiseal 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 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 priorities recommended
by health systems agencies within the State dnder section
1513 (h).”.

(2) The second sentence of section 1523 (a) (4) of the
Public Health Service Act is repealed.

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

amended (1) by striking out “For purposes of this title”

and inserting in lieu thereof “Except as otherwise pro-

vided for purposes of this title”, and (2) by adding after
paragraph (5) the following new paragraphs:

“(6) For purposes of sections 1504 and 1527, the
term ‘hospital’, with respect to any accounting year, means

an institation (including a distinet part of an institution




participating in the program established under title XVIII
of the Social Security Aet) which—
“(A) satisfies paragraphs (1) and (7) of section
1861 (e) of the Social Security Aet, 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 XVIII of the Social Security Act, from one or
more health maintenance organizations (as defined in sec-
tion 1301 (a) ).
“(7) For the purposes of sections 1504 and 1527,

the term ‘capital expenditure’ means an expenditure which,

under generally accepted accounting principles, is not prop-

erly chargeable as an expense of operation and maintenance
and which (A) exceeds $100,000, (B) changes the bed
capacity of the facility with respeet to which such expendi-
ture is made, or () 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, or equipment for a facility or part,

under a lease or comparable arrangement but does not in-
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clude the ;}l'(|11i.~i[ilit! of an existing |!=h!li|::! !5||’i|il_\ il such
acquisition does not make a change in the services or hed
capacity of such hospital facility. For purposes of clause (A)
of the preceding sentence, the cost of the studies, SUrveys,
designs, plans, working drawings, specifications, and other
activities essentinl to the aequisition, improvement, expan-
sion, or replacement of the plant and equipnent with respect
to which such expenditure is made shall be included in
detenmining whether such expenditure exceeds 5100,000. If
a person makes an acquisition of equipment for a bospital
and donates it to the hospital, the expenditure for such
JII'{lilihil]llll -!1:1” he i'“ll‘l.l‘l'l'l".l il |-=l-\||‘ii‘1! r:|]'-'.::1|. l‘\.]lt'!li[illl!'l'
for purposes of seetions 1504 and 1527."7.

(d) Seetion 1532 (b) (2) of the Public Hezlth Service
Act is amended (1) by striking out “ninety days” and in-
serting in lieu thereof “one year”, and (2) by adding before
the period “or longer than such shorter period from such

date as the Secretary may prescribe”,

SEC. 202, (a) (1) Section 1122 of the Social Security

Act is amended by adding at the end thereof the following
new subsection:

“(j) (1) Except as provided in paragraph (2), in de-

termining the Federal payments to e made under titles V.

XVIII, and XIX with respect to services furnished in a

health care J';li'iliT_\' located in a State—




LA) which has not entered into an agrecment

with the Hl-i'rl'lu"_\ nnder this seetion, or
“(B) which does not have a certificate of need pro-

ram :l]r||1'n\'r|1 under title XV of the Iublie Health

Serviee Act,
the .“*'l-i‘t'l‘l.‘ll'l‘.' shall not melude an amount I-I]H.'!]. to ten tinmes
any amount which is attributable to =||'|n't't"|:ll'|un. nterest
on horrowed funds, and return on equity capital (in the ease
of proprictary facilities) or other expenses related to eapita
expenditures after September 30, 1977, for such health care
facility unless the Seeretary has approved, in accordance
with ]r!'m‘t'l|l|1'i'~ and eriteria established Ii_\' the .‘\'l'l‘l':'l:rl“\'.
such expenditures after taking into account any recominen-
dation made by a State agency designated under section
1521 of the Public ITealth Service Act. With respect to any
organization which is reimbused on n per eapita or a fixed
fee or negotinted rate basis, in determining the Federal pay-

ments to be made under titles V, XVIII, and XIX, the Sec-

retary shall exclude an amount which in his judgment is a

reasonable l'iill‘l\;l'l']l[ to the mmount which would otherwise
he excluded under this subseetion if payment were to be
made on other than a per |';t|li[.‘1 or a fixed fee or IJI-'_"nIi::Tt'Jf
rate hasis.

“(2) Paragraph (1) shall not apply with respect to

determination of Federal payments to be made under title V,
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XVIIIL, or XIX with respect to services furnished in a
health care facility located in a State which has a certificate
of need program, approved by the Secretary for purposes
of this section, which applies to capital expenditures for
hospitals and with respect to which such capital expendi-
tures meet the requirements of section 1527 of the Public
Health Service Act.”.

(2) Subsection (e) of such section 1122 is amended
by striking out “subsection (d)*’ and inserting in lieu thereof
“subsection (d) or (j)”.

(3) Subsection (b) of such section 1122 is amended
by inserting before the period at the end thereof the follow-
ing: “or does not meet any applicable requirement of sub-
section (a) (4), (b), or (e) of section 1527 of the Public
Health Service Aet”.

(4) Subsection (d) (1) of such section 1122 is amended
by striking out “any amount” in the matter following sub-
paragraph (B) of the first sentence of such section and in-
serfing in lien thereof “an amount equal to ten times any
amount”,

(b) The amendments made by subsection (a) shall

apply with respect to capital expenditures made after Sep-

tember 30, 1977.
BEc. 203. (a) Section 103 of the Internal Revenue

Code of 1954 (relating to exclusion from gross income of
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. . 1 . . Yaar
interest on certain governmental u]rll;::illl.lnsj is amended Dy
I'l'lll'\'l',:ll:ll'ln;,f subsection {1'} as subsection (2), and .|J.\' -
serting after subsection (e) the following new subsection:

“(f) OBLIGATIONS SUPPORTING INCREASES IN ACUTE
Care Hosprrarn Beps.—Any obligation issued by a State
or terrifory 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-
- R , . s
ing for such area promulgated under section 1504 (h)
(1) (A) of the Public Health Service Aet, or

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

1ssued under a certilicate of need program .'1[]}!['1!\'!'{'

under title XV of the Public Health Service Act,
shall be treated as an obligation not deseribed 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.




(8igned) James .

Frey’
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Mr. Rogers. Today the subcommittee will receive testimony from
several organizations which have timely and knowledgeable per-
spectives. Because we have severely limited time for the hearings,
the number of witnesses invited has been restricted. I hope that
other persons and organizations will submit written testimony so
that the subcommittee may benefit from their knowledge and
expertise.

Our first witnesses this morning are Dr. Karen Davis, who is
Deputy Assistant Secretary for Health Planning and Evaluation,
and Mr. Grant Spaeth, Deputy Assistant Secretary for Legislation
(Health), Department of Health, Education, and Welfare. 1 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 DAVIS, PH.D., DEPUTY ASSISTANT SECRE-
TARY FOR HEALTH PLANNING & EVALUATION, DEPARTMENT
OF HEALTH, EDUCATION, AND WELFARE, ACCOMPANIED BY
GRANT SPAETH, DEPUTY ASSISTANT SECRETARY FOR LEGIS-
LATION (HEALTH); ROBERT P. O'CONNOR, ACTING ASSISTANT
ADMINISTRATOR, HEALTH CARE FINANCING ADMINISTRATION;
AND RONALD M. KLAR, M.D., ACTING DIRECTOR, OFFICE OF
POLICY DEVELOPMENT AND PLANNING, OFFICE OF THE ASSIS-
TANT SECRETARY FOR HEALTH

Dr. Davis. I would like to have my statement entered into the
record.

Mr. Rocgers. Without objection, it will be made a part of the

record [see p. 107].

Dr. Davis. We particularly appreciate the leadership role you
have played in the development and continued refinement of I-{R.
6575 the Hospital Cost Containment Act of 1977. Your staff has
been particularly helpful to us in going over H.R. 8121 very care-
fully and pointing out areas where there was need for substantial
changes and improvement. We feel the result will be a stronger,
more effective cost containment 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
the Hospital Cost Containment Act of 1977.

We all share your deep concern that a workable, equitable way of
dealing with rapidly inflating hospital costs depends on modifica-
tions of the reimbursement system to encourage hospitals to oper-
ate more efficiently, to halt the duplication of costly technology and
facilities, and to substitute less costly ambulatory care for inpatient
care. Further, we all recognize the important role of health plan-
ning in reducing the pressures for ever-increasing numbers of
facilities and services while existing facilities and services remain
underutilized.

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.
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As we developed H.R. 6575 we examined a large number of
proposals that ultimately were not included. Many of these repre-
sented good ideas, but 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 neces-
sity in such an emergency program. However, in a cooperative
spirit, 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
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 in-
tended to be used to reduce deficits in the hospital’s outpatient
department. However, ] 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
costs are reimbursed—H.R. 8121 also extends that provision to
charge payers. In effect, if a hospital 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 restrict the
incentive to cost payers.

There are also a number of administrative issues which would
have to be addressed. For example, the term “cost” per admission as
applied to charge payers would have to be 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
Ezogram must provide some free care. This free care would have to

deducted from the outpatient deficits to which the incentive
payments could apply.

Mr. Chairman, [ believe that the 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 the remaining
patients. Second, by limiting the constraints only to revenues from
inpatient services we encourage hospitals to shift patients 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 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.

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 establishment of a limit on the
value of new CON’s awarded to hospitals will likely exacerbate the
situation. This problem will clearly need to be addressed 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 amend-
ments to the planning act are taken up in the coming months.
These issues include: definition 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 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 extensive. 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.

It is clear that there are many excess hospital beds in the Nation
today. The overall national ratio of 4.5 per thousand popula-
tion is much too high. Correspondingly, the 75 percent average
occupancy rate 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 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 ser-
vices which are in excess supply. In many communities consolida-
tion of the services into fewer, larger units would not only result in
molxie efficient provision of services but would improve quality as
well.

While H.R. 6575 would stop new investment in excess beds or
duplicative equipment, in the future it may be necessary to take
other measures to close or consolidate units. The carrot-and-stick
approach proposed in your bill—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 approaczes also merit exploration.

We particularly support your ition that national guidelines
are necessary to help States and HSA’s 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 percent occupancy
rate. The Department is also planning to issue further guidelines
under section 1501 of the Public Health Service Act in September.
We expect that 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 order to be
fair to the various hospitals and communities involved and to
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prevent fraud, a variety of specific legislative provisions and admin-
istrative 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 future 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 estimate our bill would save $607 million. We urgently need
these savings in order to expand initiatives in the ambulatory and
preventive care area.

Thank you very much, Mr. Chairman.

[Testimony resumes on p. 116.]

[Dr. Davis’ prepared statement follows:]
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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 implement
quickly or without a major administrative burden. They would
require more time to refine, and would destroy the s licity

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 of H.R. 8121.

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 departmcnt. I support your desire to

find positive incentives to encourage good performance by he
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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. B121 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. B121 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 cast payers only.
pay

There are also a number of administrative issues which would

to be addressed. For example, the term "cost" per admission

be
as applied to charge payers would have LoAdefined 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 t

have received funds under the Hill-Burton program must provi
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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 be}lieve that provisions of H.R.

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




in the near future.

Unfortunately, we do not believe this legislation
vehicle for such consideration since a number of
are involved. We would prefer to postpone such
amendments to tha planning act
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Mr. RoGers. Thank you very much, Miss Davis.

Dr. Carter.

Mr. CarteEr. Thank you, sir.

Do you really think that your present legislation is adequate and
will be effective in cost containment without damage to hospitals in
rural areas?

Dr. Davis. Dr. Carter, I know you are very familiar with rural
areas. In visitng your State and other States in the South, I found
the most pressing need is for better ambulatory care. We feel that
this program is an effective program, will limit the rate of hospital
cost inflation and will divert some very much needed resources so
we can afford primary care initiatives in rural areas.

Mr. CARTER. As a physician, suppose you had a very ill patient;
would you want him in the hospital or would you want to treat him
as an ambulatory patient and risk the liability of sudden death and
suit for malpractice?

Dr. Davis. Dr. Carter, there is no question that a very ill patient
should be admitted to a hospital. What we have identified through
various studies, up to 10 to 15 percent of all patients who are
currently treated in hospitals could well be treated outside of the
hospital setting if adequate ambulatory care facilities were
available.

Mr. Carter. If adequate ambulatory care facilities were
available?

Dr. Davis. Ambulatory care.

Mr. CArTER. Lack of ambulatory care is a problem. Providing
more of it is devoutly to be wished. How extensive is the problem of
outpatient department deficits?

Dr. Davis. 1 would like to call on Bob O’Connor with the Health
Care Financing Administration to address that problem.

Mr. O'Connor. I think the outpatient deficit problem is very
serious.

Mr. CARTER. Sir?

Mr. O’ConNor. The outpatient deficits are a serious problem.

Mr. CARTER. You do not know how extensive they are; you just
know they are a serious problem?

Mr. O’'Connor. We could provide that information for the record.

Mr. CArTER. I think that would be helpful.

[The following information was received for the record:]

OurpaTieNT Bap Desr Facror
Strupy BY CoNsTANCE HIRSCHMAN AND MICHAEL FirzMAURICE, MARCH 1977

3 [ss:;e: What is the potential cost of assuming community hospital outpatient bad
ebts?

General Findings:

Outpatient cost data are very difficult to obtain and of unreliable quality; there is
no bad debt line item in AHA data.

In 1975, inpatient and outpatient “total Bad Debts, Charity, Contractual Arrange-
ments and so forth” amounted to $2.3 billion for all community hospitals,

In 1975, outpatent “Bad debts, charity, contractual arrangements and so forth”
amounted to $1.8 billion or T8 percent of total inpatient and outpatient bad debts,

etc,
Of this $1.8 billion, approximately $500 million is attributable solely to outpatient
bad debts.
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Source of Data: AHA Guide Issue and AHA Office of Research; K. Davis, Commu-
mﬁg Hospitals 1962-1966.
olicy Implications: It would cost approximately $500 million to assume commu-
nity hospitals’ outpatient bad debts. However, if Government were to assume these
debts, community hospitals would undoubtedly improve their reporting sophistica-
tion to document higher bad debt levels.

LANGUAGE TO RESTRICT OUTPATIENT DEFICIT TO AMOUNTS ACTUALLY UNCOLLECTABLE

(¢) In order to qualify for the incentive payment provided under this section the
hospital must establish to the satisfaction of the Secretary—

(1) that it made reasonable efforts to collect all revenues due for the provision of
outpatient services and

(2) that any uncollected amounts are in fact uncollectable and that there is no
substantial likelihood of future collection.

Mr. Carter. How many hospitals would you estimate would
actually be eligible for an incentive payment as proposed by this
legislation?

Dr. Davis. We can provide that information for the record. We do
have a distribution of the number of hospitals who are keeping
their costs increases below 9 percent. About 22 percent of all
hospitals keep their cost increases below 9 percent and we could
give you detailed information on that.

[The following information was received for the record:]

Numser or HospiTALS ELIGIBLE FOR AN INCENTIVE PAYMENT

The number of community hospitals potentially 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 operat-
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 after the necessary data becomes available,

Mr. Carrer. Do you not think it is conceivable needed hospital
facilities might be closed if we provide deficit payments or incentive
Ezyments to hospitals which close facilities or discontinue services

fore the planning process has matured and complete health
systems plans have been developed?

Dr. Davis. Dr. Carter, we would not support closure of any
facility unless it had the approval of local and State health plan-
ning departments. Perhaps Dr. Klar, of the Office of the Assistant
Secretary for Health, would like to comment.

Dr. KLAR. Just one comment may be helpful. As you recall, in
writing the bill we clearly recognized that there is an
interrelationship between facilities in any given area. The Depart-
ment 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 that context that we hope, with the development of the
health systems agencies and the guidelines to the departments, to
be able to look at the closure of facilities in the context of what
closure would do to the health care delivery in the entire area.

Mr. CarTeR. How often has major medical equipment costing over
$150,000 actually been installed in physician’s offices? Do you have
statistics on this?

Dr. Davis. The major type of equipment which would be affected
by this 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 fairly new equipment, as I am sure you know.

Mr. CARTER. It is a beautiful piece of equipment but I don't think
many doctors can afford it or would attempt 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 that, we will provide that
information for the record.

Mr. CArTER. You know that private physicians do have this in
their offices?

Dr. Davis. Yes. Typically these are radiology groups.

Mr. CarTeER. 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 percent
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 half the rate of the other patients. Is that correct?

Dr. Davis. That is correct. Studies have shown as a hospital
expands its patient load there are certain fixed costs that do not
increase, various overhead items, and even to a certain extent
staffing do not increase signiﬁcant!y. Adding one more patient
really does not increase the hospital’s costs.

Mr. CarTeEr. How much do you think each vacant bed costs a
hospital per year?

Dr. Davis. Our estimates are that the additional costs of treating
an additional patient runs about 50 percent of the full costs. With
regard to the excess beds, our estimates 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. That is right.

Mr. CArTER. I have another question. Using your own words, the
Breckenridge Hospital is in the district I represent, in Wendover,
Kentucky. Last year the increase in patient 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 therefore 13
percent will be paid for at only half the rate of other patients; is
that not correct?

Dr. Davis. I did have the privilege of visiting the Breckenridge
Hospital. It is a new hospital and I think one of the reasons it is
continuing to experience an expansion is that it is a brand 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 situation when a
hospital is above the 15 percent we are talking 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 particular part?
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Dr. Davis. Section 113.

Mr. CARTER. It seems there is a little bit of an anomaly in that
you state that a vacant bed costs one-half as much as a filled bed.
Yet if the admission that fills the bed increases volume above the 2-
percent leeway, up to 15 percent, the hospital receives only half the
cost of each patient. The extra cost would be difficult to absorb. For
the 5 percent above the 15-percent level you would get nothing for
those patients. That would be very, very difficult for many of the
hospitals to comply with. I think you would be really impressing
them.

Of course, you would have a non-supervisional wage pass-through
but we know that it will only be a floor as there 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 payment of these people, do you?

Dr. Davis. Let me make a couple of comments. First of all, the
wage pass-through would apply not only to those workers at the
minimum wage but to all non-supervisory employees, so that would
cover about 87 percent of the workforce.

Second, about the 15-percent increase in admissions we have two
ways of dealing with that. If it is a small hospital, fewer than 4,000
admissions per year, which works out to be about 100 beds, they get
the 50 percent forever.

Mr. CarteEr. That is still a penalty, though, is it not?

Dr. Davis. Our studies show that 50 percent approximates the
percentage of total operating expenses represented by variable
costs.

Mr. CARTER. Again, it does not cost any more to treat an addi-
tional patient, but yet your vacant bed costs you $10,000 to $20,000
a year. You know those things do not go together.

Thank you, Mr. Chairman.

Mr. Rocers. Mr. Walgren.

Mr. WALGREN. I have no questions at this time.

Mr. Rogers. 1 have a few questions here. First of all, have
guidelines been issued pusuant to the Health Planning Act yet?

Dr. Davis. Mr. Chairman, those have not been issued yet. The
Department has indicated it is planning to issue those guidelines in
September and is working very hard to get those ready.

Mr. RoceRrs. 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. Chairman. We are very concerned about that.

Mr. RoGgers. I think getting those guidelines out may be as
important to holding down costs and planning for the future as this
bill itself, because our health planning agencies simply have no
guidelines from us at all, 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
certainly feel that we must integrate, as you said, different hospi-
tals and have them use shared facilities as much as possible. I think
that will be extremely helpful. With that portion of your bill I
certainly agree.
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As far as I am concerned, I support the concept.

Dr. Davis. I think Dr. Klar can give us more information on the
guidelines.

Dr. KrLAR. | was going to add that the drafts of the guidelines have
been circulating for many months, as you are aware. The Depart-
ment has not stopped considering the comments that have contin-
ued to come in while revising the guidelines that are now under
consideration. One of the issues being discussed right now is what
role the National Council would be playing prior to the issuance of
those guidelines.

Second, you are aware that regulations related to certificate of
need have been issued and there is guidance in that related to the
Department’s intent.

Finally, the Bureau of Health Planning has continued to provide
both technical assistance and meet with the health systems agen-
cies and the State agencies, in order to make sure that the program
is still moving forward, while waiting 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, certainly.

Dr. Krar. The Secretary and Under Secretary recognize the
significance of those guidelines and have asked for a total
reas:ﬁssment, and the reassessed guidelines are about ready to be
issued.

Mr. Rocers. Would you let us know when they will be issued and
what they will contain? The committee will be very interested in
knowing.

Dr. KLAR. Certainly.

[The following statement was received for the record:]

In 1976 a preliminary draft of the National Guidelines for Health Planning was
prepared by the Health Resources Administration 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 standards which are designed to impact on both
cost containment and quality of care. Later iterations of the Guidelines will outline

general health goals as well as standards for resource deve!?vﬁment,
A 60 day period will be provided for comment by the public. The Guidelines will be

resented to the National Council on Health Planning at their first meetiﬁ_ on
i

ptember 23 for its review and comment. It is anticipated that various medical
experts and health planners will be invited to participate in the review of the
specific medical standards contained in the revised Guidelines during the 60 day
comment period.

Mr. Rocers. 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. What could we do? Should we try to
put some time limits in the law? Should we try 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 not think there is really a basis for that. In
most situations the Medicare intermediary is reimbursing hospitals
on an interim basis, very often weekly, as costs are incurred
throughout the year.

Mr. RoGers. You do not think there is a lag?
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Mr. O'ConNoR. Where there have been substantial problems of
lag, I believe they are more usually related to the particular
hospital's billing practices rather than the intermediary’s reim-
bursement practice.

Mr. RoGgers. That is not the information I have. I have, for
instance, information that Blue Cross in Florida owed a hospital
$117,000 for some months and they were having to carry it.

Mr. O'Connor. I do not know of the situation to which you are
referring to. It may be a situation involving a controversy over some
amount. Very often the intermediary and the hospital are in
disagreement.

Mr. RoGers. I do not think there was any disagreement on that. I
understand there can be disagreements. Also there can be excuses
for non-payment to bring up a disagreement, but I keep getting
inquiries on why hospitals do not get more prompt payment, and I
tl}:inlg ﬁaaybe we should have a study on that. We might put that in
the bill.

Mr. O'Connor. We would be very happy to look into the situation
that has been called to your attention and give you a report on it,
Sir.

Mr. RoGegs. I think that would be helpful.

Is there any way of getting 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 operates now. We have had a
system of periodic interim payment, for example, that provides an
option to the hospital whereby the interim payment is not directly
related to the billing but rather paid at regular intervals through-
out the year. Each year more and more hospitals have shifted to
that method because they find it gives them a steady, more predict-
able flow of income.

Mr. Rocers. What are we doing to encourage hospitals 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 share with regard to equipment, computers and
other types of specialized facilities. Perhaps Dr. Klar would like to
add some information on that.

Mr. RoGgers. All right.

Dr. Kuar. With regard to the proposal, there is the incentive for
an individual hospital administrator, where he perceives an
underutilized service, to discontinue 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 that would have been generated by that service in its base
to be used for the operation of other new or existing services.

I think, however, the Department probably would conclude that
issues such as that are a part of the planning program. It is
important for us to realize the Assistant Secretary for Health, who
does have the responsibility for implementing the Planning Act, has
only recently been confirmed. He and his Deputy, Dr. Lashof, have
identified the planning program and the implementation of that act
as one of their highest priorities that is being given very consider-
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able attention. Over the next several months I think you will see
quite a few issuances from the Department and the Public Health
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. That is correct. If a hospital discontinues a service and
has another hospital pick it up for them and that is approved by the
local health systems agency, they get to retain that entire amount
in their base under our program.

Mr. Rogers. How does that really effect a savings?

Dr. Davis. The hospital would be permitted not only that amount
but 9 percent on that amount in its overall allowable inpatient
revenue limit.

Mr. RoGegs. I understand that, but how does that effect a savings
if you are letting them have the same service but you are moving
that service to another hospital or consolidating it? You are still
going to pay the full amount in the base, then they get the 9 percent
on top of that.

Dr. Krar. That would allow the hospital administrator some
room to develop additional services that he may not have been able
to accomplish within his revenue limits.

Mr. RoGers. Suppose he does not need any additional services?

Dr. KrAr. Then he need not spend the money this year and can
carry it forward.

Mr. RoGers. He will. Do you think 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 after a period of years, 2 or
3 or 4 years, particularly 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 think we would be
willing to look at that and perhaps reduce the amount.

Mr. RoGegs. I think they need some incentive but I am not sure a
100 percent effects any savings.

Dr. Davis. We would be willing to look at that.

Mr. Rocers. 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 there 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 meet the 9 percent limit. In
fact, a slightly higher fraction of the smaller hospitals have suc-
ceeded in doing that voluntarily, so we do not see a need to exempt
certain categories of hospitals.

Mr. RoGers. So you do not favor that?

Dr. Davis. That is correct.

Mr. RoGers. You think they all should be treated alike?
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Dr. Davis. It is our experience that the percentage increase in
hospital costs did not differ by type of hospital. If you are looking at
levels, that is a different matter but if you are talking about a
percentage increase, that does not vary between large and small or
teaching or non-teaching.

Mr. Rocers. What should we do about all of the paperwork that a
hospital goes through 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'ConnNor. The recent administrative consolidation of Medi-
care and Medicaid under the new Health Care Financing Adminis-
tration will give us an opportunity to move in that direction.

Mr. Rocers. Move in that direction. Why should we not require
it? Do you see any reason not to?

Mr. O'Connor. I think clearly the Department intends it.

Mr. Rocers. 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 States—they have an organization here,
State Governors—to see what can be done by the States in consoli-
dating inspections. It is just a needless cost as long as we have
proper inspection to duplicate that inspection. The paperwork they
say is unbelievable.

Dr. Davis. Mr. Chairman, we very much share your concern and
the Health Care Financing Administration is taking steps adminis-
tratively to try to achieve some of these simplifications. I think we
can do much of this administratively if we can identify areas where
additional legislation would be helpful.

Mr. Rocers. If you can let us have something on that, that would
be helpful, very much so.

[The following statement was received for the record:]

Consideration could be given to amending Title XI of the Social Security Act to
include a section providing for coordinated audits—that is, if an entity provides

services on a cost-related basis under titles V and XIX as well as under title XVIII,
common audit procedures could be required.

Mr. Rocers. As to whether 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
equipment outside of a hospital?

Dr. Davis. Mr. Chairman, we can see the merit of extending
certificate of need outside the hospital setting. I think as we put
capital limits, dollar limits on the amount of new investment within
the hospital there will be a tendency which—although Dr. Carter
pointed out that it hasn’t occurred extensively so far—would be a
real danger in the future. Much of this duplicative equipment might
be moved out of the hospital sector. We share your concern that
this will happen and think action in this area is probably going to
be needed. I think we would prefer, however, to look at that issue in
the context of the health planning legislation that is coming up for
renewal and address it more thoroughly at that time than we can
do currently.

Mr. CArTER. Mr. Chairman, would the gentleman yield?

Mr. Rogers. Yes.
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Mr. CArTer. It was my pleasure not too long ago to visit a
hospital in London and also its satellite clinics there. I was amazed
to find that even in a 12-man clinic there was not even one
microscope, nor was there an X-ray. They have to send their
patients out for those services. My goodness, this might contain
costs but it certainly would not in my opinion be good medicine.

Mr. Rocegs. I do not think anyone would not support having the
equipment that is necessary. I would agree with the gentleman
wholeheartedly. I think we do not want inefficiency.

Dr. Davis. Furthermore, we would favor, as you indicated in your
bill, exempting equipment below $150,000 so that microscopes and
other routine equipment that every physician’s office should have
would be automatically included.

Mr. CarTer. That is quite true. Very few physicians would want
one item of equipment costing more than $150,000. As you say,
usually only groups can afford a CAT scanner or other exotic
equipment.

Mr. Rogers. What 1 have heard is there have been some in-
stances where a hospital 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 under his right to purchase. Has
that happened?

Dr. KLAR. There is some evidence of that. More commonly physi-
cians, particularly radiologists who have privileges within a hospi-
tal, may open or have an office across the street or nearby the
hospital and they place the scanner in that facility.

Mr. Carter. 1 commend to you the relationship between St.
Anthony’s and Baptist Hospital in Louisville.

Mr. RoGers. I think you are right. I do not know whether it is
true or not but someone has told me that in one area psychiatrists
are having all of their patients subjected to the CAT scanner and it
is running up bills rather significantly.

Mr. CarTER. That may be true. I have not heard that, but just
yesterday I did hear news of a case from a neurologist in Panama
City your great State of Florida. One of his patients had had
headaches for 12 years and the neurologist referred this patient to a
facility which had a CAT scanner. They found a benign tumor
which the patient had had for that entire length of time. I certainly
do not think that they should be used indiscriminately, but it is
certainly a wonderful item.

Mr. Rogers. It is a great advance, I think, and we want to have
adequate numbers of them and properly used but just not over-used.

Mr. CArTER. Yes.

Mr. RoGers. Should there be any consideration of the Govern-
ment taking over the responsibility of malpractice costs for
hospitals?

Dr. Davis. Mr. Chairman, I know your committee has been very
interested in this issue for some time. The Department is currently
looking at this issue, trying to see whether there are needs in this
area and would be happy to report back to you at a later date.

Mr. RoGers. I think it would be helpful for us to know that.

What about public disclosure if a hospital is charging more for an
allowe@) procedure or charging more than other hospitals of a like
nature’
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Dr. Davis. Mr. Chairman, we feel more information on charges
would be of benefit to patients. As part of H.R. 6575 we have
required that hospitals submit their cost reports and their charges
on common services to the local health systems agencies. We would
then require these agencies to publish semiannually comparisons of
common charges and costs of all hospitals within their 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 hospital generally?

Dr. Davis. Payroll expenses, exclusive of fringe benefits, have
been declining as a portion of hospital costs and currently run
about 53 percent of all hospital expenses.

Mr. RoGgers. What is the rate of increase?

Dr. Davis. Payroll expenses have been going up much less rapidly
than all expenses. I could get you the exact figures on that.

Mr. Rocers. What about non-payroll expenses; have they been
going up?

Dr. Davis. We would be happy to supply that, too.

[The following table was received for the record:]

Payroll, Non-Payroll, and Total Expense per Inpatient Day for
Community Hospitals in 1975, and Percentage Increase over 1974

Payroll Percent Non-Payroll Percent Total Percent
Expense  Change Expense Change Expense Change
Per IPD* Per IPD* Per IPD*

All Community
Hospitals 70.93 14.7 62.88 - 133.81

By Type of
Ownership
Non-profit
Proprietary
Governmental

ion
New England
Mid-Atlantic
South Atlantic
East North Central
East South Central
West North Central
West South Central
Mountain
Pacific

OB O

*Inpatient Day

Source: Office of the Deputy Assistant Secretary for Planning & Evaluation/Health,
Department of Health, Education, and Welfare.
All figures are derived from the 1975 and 1976 editions of
Hogpital Statistics, American Hospital Association.

95-756 O -T7-9




Mr. RoGgers. No one here has any of those figures.

Mr. CArTER. Mr. Chairman, the Phase IV Economic Stabilization
Program put a cap on hospital expenditures, as you know. When
the program ended there was an immediate rise of about 15.2
percent for that year. I believe that is correct. But that 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. That is total
expenditures, not on a per-day basis.

Mr. Carter. That was when the cap was lifted, is that correct?

Dr. Davis. That is correct.

Mr. Rocers. 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 that 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 think 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, whether it's urban or rural or Northwest or South Atlantic
area. At this time we really don't see the need to complicate the
provision further by allowing for regional variations in wage
Increases.

Mr. RoGgers. Here are the figures I have per patient day by region
and hospital type.

In New England per patient day, $53.23. The adjusted figure is
$49.79. That is for investor owne(i

The not-for-profit rate is $90.27 or adjusted $78.33.

In the Middle Atlantic region, for the investor owned, $57 per
Eatient day. $82.62 for the non-profit adjusted, $53 for the investor,
71 for the non-profit. This seems to be the pattern throughout
almost without exception.

I would like to have you look at these figures and give us your
comments.

Dr. Davis. Mr. Chairman, I believe what you are looking at are
the levels of payroll expenses per patient day, not the rate of
increase.

Mr. Rocers. No, this is exactly what they are now. I presume it
has been affected by the increase.

Dr. Davis. You would think that, 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 at there are the 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 distinction by even the absolute levels of cost.
Nearly all of that difference is explained by the difference in the
average size of the hospital by type of ownership.
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Mr. RoGgers. Then should we make a difference in category, if
there is a difference between the small and large?

Dr. Davis. Mr. Chairman, there is no question if you were dealing
with levels of hospital costs you would have to go to a classification
scheme. If we are talking about a limit on rates of increase, a
percentage increase, then that does not differ significantly by type
of hospital or by bed size. So if you are talking about a percentage
increase you don’t have to go to a classification system.

Mr. RoGers. You take a hospital that is spending $49 per patient
day vis-a-vis $78 and you put an increase of a certain amount, I
would think the impact would be greater on the hospital which is
charging less per patient than on the hospital that 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. RocGers. I understand. 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 that, if I may.

I think it would vary, would it not?

Dr. Davis. We haven't seen any indication of that on which to
base a refinement.

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 that very thing, not just the payroll but the cost,
really it's my feeling that you do penalize the more efficient
hospitals. Actually, the lower their 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 hospital 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. Actually we are
penalizing efficiency, are we not?

Dr. Davis. I think that is one of the complicating factors is what
is that difference, is that really a difference in efficiency or are they
treating a different kind of patient at the university hospital than
they are at the small community hospital?

Mr. Carter. This goes for any hospital, no matter where it is,
large or small, the more their charge the more revenue your
legislation allows them. It doesn’t matter whether it’s a university
hospital, a municipal hospital, or a privately 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 at the
levels versus looking at the percentage increases. There is just no
question that in the long run you would want to go to a system that
looked at levels, but before you can do that you have to have a way
of differentiating your university hospital, the types of patients they
see, and what is an appropriate 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 hospital, university, municipal,
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and grogl get, under this bill, a $5.40 increase. If you charge $200 you
get $18.

Thank you, Mr. Chairman.

Mr. RoGgers. What about the problem of equipment which re-
quires disposable supplies to keep them operating, and where the
manufacturer specifies that to honor warranties on their products
you have to use certain brands of disposables. I understand this is
quite a large item in hospitals.

Five gallons of a solution used in laboratories from a certain
manufacturer costs $17, but you can buy the same solution from
another manufacturer for about 37 to $9. Has no thought been
given to looking at the problem where they require, to make their
warr‘?.nty good for their equipment, that certain disposables be
used?

Dr. KLAR. In some respects the example you are giving is a
manifestation of the cost problem that this bill addresses. In the
past a hospital could feel fairly certain that the costs it incurred
would be reimbursed, and therefore there really was not the incen-
tive to argue with say their distributor, to argue with the manufac-
turer or other people from whom they get their services and
supplies, in order to keep those costs down. They were passing them
forward.

Now, given the possibility of having an overall limit placed on
their allowable revenues, a hospital administrator may start acting
differently, and while I am not familiar with the legal ramifications
of warranties and what effect they have on using other than the
manufacturer’s supplies, I would think there would be some pres-
sure placed by that hospital administrator and others to make sure
they do get the same supply and service delivered at less cost if at
all possible.

An example of that has been used in the past is sterile water.
Bottled water is clearly more costly than much of the sterilization
equipment that hospitals in the past used to use for convenience,
and since the cost was paid, they 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 this proposal would be to
t;‘mtlpressuns: on those manufacturers as well as the planners of the
acility.

Mr. Rocers. All right. Just a couple of questions and I will
conclude.

How is it handled in a situation where the PSRO says a patient,
after looking at the record, should be released from the hospital, but
the doctor decides not to because the family has put the pressure on
the doctor not to. Would Medicare or Medicaid reimburse?

Mr. O'ConnNor. If the service has been found unnecessary, Medi-
care and Medicaid could not reimburse.

Mr. RoGers. So they do not reimburse what the hospital charges.
Do they reimburse the doctor?

Mr. O'CoNNoOR. In most areas the PSRO’s are presently dealing
with hospital services and not with physician services.

Mr. RoGers. But I am talking about the physician service keeping
the patient there. Is the doctor reimbursed for any services deliv-
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ered to that patient in the hospital for the period of time that the
determination was made it was not necessary?

Mr. O'Connor. I think the question of whether the patient needs
to be in the hospital, which is what the PSRO presently addresses,
is a separable question from whether the physician services are
necessary.

The physician services may well be necessary but not necessarily
in a hospital.

Mr. Rocers. Who keeps him in the hospital, the PRSO, the
administrator?

Dr. Krar. I might add that as much as possible the design of
PSRO to be prospective in those kinds of cases is based on the
standards published by the PSRO and the reviews that are done in
the initial part of that admission, and a review at various intervals
during the length of stay. Where there is a problem it’s identified in
advance.

Where an individual may be staying beyond the standards that
were identified by a screen, there would be a look at that individual
patient and the individual circumstances surrounding that admis-
sion, and a discussion with the admitting physician.

If upon review there is agreement that that patient does not
belong in the hospital, I think at that time there would not be
future Medicare or Medicaid aid payments made for it.

Mr. Rocers. To whom?

Dr. KrLar. To the facility and to the physician.

Mr. RoGgers. You would not make it to the physician. I don’t
think that is true, is it?

Dr. KrLAR. Subsequent to that finding by the PSRO, not at the
time the review started.

Mr. Rogers. But after the finding?

Dr. KLAr. That is correct.

Mr. RoGgers. Where the person may well have been out of the
hospital by the time you review, right?

Dr. KLAR. In the screens that are done today, that is correct also.

Mr. Rogers. What I am saying is you say for unnecessary service
you penalize the hospital, but there is no like action for the person’s
doctor. Now, what I am asking is should there be?

Mr. O'Connor. Mr. Chairman, many physician services are disal-
lowed every year as medically unnecessary either through the
claims review process or through post review procedures.

Mr. RoGers. But are you getting at the hospital problem where
this bill is addressed? Are you doing it in that area?

Mr. O'ConNnNoR. At the present time we have the PSRO mecha-
nism in most areas to look at the necessity of inpatient hospital
services, at the same time we have the regular carriers mechanism
to look at the necessity of physician services, submitting them to
physician review boards where appropriate.

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. That is right.

Mr. CArTER. Mr. Chairman?

Mr. RoGgers. Yes, Dr. Carter.
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Mr. CarTeEr. On that very thing, it has been 13 years since I
practiced very much in the hospital, but there was a regulation
then requiring that if a patient stayed as long as a week, I believe,
we had to review the patient’s record and see if it was justified. I
served on such a board.

Mr. RoGers. I was just wondering, I know they refuse payments
after a certain time if there has been a determination in the
hospital. I wondered if also it was the incentive of a like action for
the physician whose patient is kept in that hospital?

Dr. Davis. Mr. Chairman, I think you have a very good point
there, and if it's an unnecessary stay or an unnecessary extra day
and the physician charge is attached to that, that is something we
would want to look at and see we are not inexorably penalizing the
hospital and then not directing it toward the physician.

Mr. RoGegs. If you would let us have your thinking on that.

[The following information was received for the record:]

DENIAL OF PAYMENT FOR PHYSICIAN 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 that matter, for the range of health care
services provided by or in institutions. PSRO’s have primarily been involved in the
review of the medical necessity for hospitalization. They are just now beginning to
review ancillary services, and will soon be progressing into the review of physician
services.

It is important to recognize, however, that 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. RocGers. I believe at page 3 of your testimony you indicate
that the language defining cost and the outpatient deficit should be
refined. Would you let us have your specific language within the
next few days on that, please?

Dr. Davis. We will be happy to do that.

Mr. RoGers. Mr. Preyer?

Mr. PRever. Mr. Chairman, I have no questions at this time. I am
just picking up speed.

Mr. RoGers. All right, sir. Now let me just ask some questions for
the record.

H.R. 8121 provides that any savings could accrue to the outpa-
tient department. Now, many hospitals don’t have outpatients.
Should there be any indication of where those funds should go?
Should they go to an emergency room or should there be no
indication as to where those funds go, the incentive payment?

Dr. Davis. As I indicated during testimony, we do have some
problems with the incentives. We think it is a double payment in
the case of charge payers because hospitals could already keep the
difference between their charges and their costs if they keep their
costs under the 9-percent limit. We do think there 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 outpatient departments.
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Mr. SpaeTtH. Mr. Chairman, your question, however, was that if
you are going to have incentives and there are no outpatient
services, you are asking us to suggest alternate places where those
funds might be placed consistent with our policies?

Mr. Rocers. That is correct.

Mr. SpaeTH. | don’t know whether someone cares to answer that,
but we will get that answer to you.

[The following statement was received for the record:]

It would be consistent with our policies to see that these funds are directed toward
ambulatory care facilities.

Mr. Rocers. That will be fine.

Would it be well to rely on the State porogram to approve or
disapprove capital expenditures, and HEW simply accept those
decisions?

Dr. Davis. The experience we have had to date with the health
planning program indicates that unless we have some meaningful
limits on the dollar value of investments, too many of those are just
automatically approved. So we do have a rule for the State health
planning agencies in title II of H.R. 6575, and I think that is an
appropriate rule.

Mr. RocEegs. I think you state that the capital expenditure 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 that is going to be the result of putting a
capital ceiling on?

Dr. Davis. We feel this is an area that needs some work. We just
don’t feel at this time that we are ready to implement it in this bill.
We prefer to do it in the renewal of the Health Planning Act.

Mr. RoGgers. By then maybe everyone will have already put in
their purchase orders. Could that happen?

Dr. Krar. It could.

Mr. Rocers. 1 thought so.

In title III we require the Secretary to promulgate guidelines
within 1 year of enactment for the appropriate supply and utiliza-
tion of hospital services. Is that a realistic time frame?

Dr. KrLaAr. Overall guidelines on such things as beds, utilization,
major equipment, I think you will see come out with the Depart-
ment's guidelines this fall. I think the concern that many of us have
is not how long it will take to get some of the guidelines out but how
l(;lng is realistic for a health service area 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 revenue
would be taken away. The concern might be that individual hospi-
tals may not have the capability of making the adjustment that the
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
clearly over time those pressures will be translated into an area
into more conscious planning.

Mr. RoGers. In other words, you are saying the individual hospi-
tal should be looked at rather than applying the penalty to the
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region or area. I think that makes sense, because if someone is
operating efficiently they shouldn’t have to pay a penalty because
others aren’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 ceiling on capital
spending for national health resource centers, clinics such as Oxner,
Josslyn or Mayo?

Dr. Davis. I think there are clinics that serve broader populations
and not just those within their own State or contiguous States. We
really should have some changes made in our title II to reflect the
special needs of these kinds of clinics.

Mr. CarTer. That is not in your present bill?

Dr. Davis. That is not in the present bill. We would be willing to
set aside a small portion of the $2.5 billion, perhaps 10 percent of
that amount, to be allocated by the Secretary to special facilities
serving a large number of patients beyond their immediate area.

Mr. CArTER. I believe 70 percent of Mayo’s patients 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 structure of
this industry. What has happened since 1950 is a tremendous
growth in third party reimbursements for hospital care, and, of
course, since the mid 1960’s, Federal programs such as Medicare
and Medicaid have added to that. We now have a situation where
over 90 percent of all of hospital revenues come from third parties.
Because of this, hospitals realize that any expenditures they make
they can recover from third parties, whether it's through cost
reimbursement under Medicare, Medicaid or Blue Cross, or whether
it’s from charges that they assess to private insurance plans.

So knowing that there is an automatic pass-through of the costs,
hospitals have responded to this incentive by upgrading the style of
care, adding expensive technology, and haven't really been con-
cerned with whether there are already adequate facilities in their
gzsa. This situation has led to much duplication of technology and

S.

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
actually 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 catheterization, bypass
surgery, open heart surgery 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 particularly, intensive care units
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for premature youngsters, which are scving many premature babies
today at tremendous costs? Don’t you think that all of these things
combined have increased the costs?

Dr. Davis. I think you are right. They are very much intertwined.
It's really a chicken and egg case, which comes first? I think the
third party reimbursements have made it possible for the hospital
to adopt this technology, and some of it has been very beneficial
when it's the only intensive care unit or the only cardiac care unit.
Some of it has duplicated existing facilities and has, in fact, led to
deterioration 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 hospitals doing cardiac care surgery
really are substandard, do not have adequate patient volume to
maintain minimal levels of care, so that we could both reduce costs
and improve quality by trying to consolidate this care and just rely
on a few major regional hospitals to do this type of service.

Mr. CarTER. Do you think that this could be taken care of by the
PSRO’s and HSA's working together?

Dr. Davis. I think the health systems agencies and the PSRO can
help with this problem. I think trying to put some reimbursement
limits on hospitals so they have some economic incentive to share
facilities would also be useful.

Mr. CarTeER. Thank you , Mr. Chairman.

Mr. Rocers. Thank you so much. We are grateful 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 chairman of the Legislative Committee, and William
Kopit, who is counsel for the American Association for Comprehen-
sive Health Planning.

4 We welcome you to the committee and you may proceed as you
esire.

Mr. Gemmell, we welcome you, and you may proceed.

STATEMENTS OF MICHAEL K. GEMMELL, LEGISLATIVE REPRE-
SENTATIVE, NATIONAL ASSOCIATION OF COUNTIES; MARY E.
STORM, CHAIRPERSON, LEGISLATIVE COMMITTEE, AMERICAN
ASSOCIATION FOR COMPREHENSIVE HEALTH PLANNING, AC-
COMPANIED BY WILLIAM G. KOPIT, COUNSEL

Mr. GEmMMELL. Thank you, Mr. Chairman.

Mr. Chairman, members of the subcommittee, I am Mike
Gemmell, legislative representative of the National Association of
Counties, NACo. NACo is the only national organization represent-
ing county government in America. Its membership includes urban,
suburban, and rural counties joined together for the common pur-
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pose of strengthening county government to meet the needs of all
Americans. By virtue of a county’s membership, all its elected and
appointed officials become participants in an organization 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 statement is to make Congress and the
subcommitte aware of the key problems facing counties in terms of
rising hospital costs. We wish to commend the chairman 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 represents over 1,500
county governments which together comprise 90 percent of the
Nation’s population. The vast majority of the counties in this
country provide public health and medical care services. Over 75
percent of the 3,000 counties are administratively responsible for
providing community health services. Over 68 percent provide medi-
cal assistance, 60 percent provide mental health services, 30 percent
operate hospitals—nearly half of public hospitals are county oper-
ated—38 percent provide emergency medical services, and 26
percent operate long term care facilities.

Counties also provide traditional public health services; immuni-
zation programs, sanitation, home health, school health, V.D. clin-
ics, well-baby clinics, alcoholism and drug abuse prevention and
treatment, family planning, et cetera. To a large extent, these
services are financed by local funds. Census data shows that coun-
ties spent $3 billion for hospitals 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. Chairman, we would like to summa-
rize our views concerning H.R. 8121. Our position on hospital cost
containment 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 that time, NACo's
Health and Education Policy Steering Committee has adopted a
resolution supporting a revenue ceiling type hospital cost contain-
ment bill as an initial, 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 relief from the
drain on local budgets caused by skyrocketting hospital costs. Coun-
ties do pay 10 percent of the national Medicaid bill. In addition they
pick up costs incurred for treating people who are “unsponsored” or
those without Federal or private insurance.

The population served by county facilities include people who are
“unsponsored”—without insurance or support for their medical
care—or who have needs which are not covered by most insurance
packages: alcoholism, drug abuse, mental health, 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 underinsured,
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the working poor, non-resident aliens, prisoners, and migrants,
among others.

County elected officials are also concerned about runaway health
costs since counties own more than 10 percent of the hospitals in
this country, which represent over 45 percent of the public general
hospitals.

The rapid escalation of health care costs in the past few years has
forced counties—the providers of last resort, in many instances—to
increase the proportion of their scarce property tax dollars they
allocate to health care. Local governments are accountable for
providing services which are needed and for subsidizing the
unsponsored pospulation. but are limited in their capacity to control
costs. In most States, local goverments have no influence in estab-
lishing eligibility and benefit packages, however, they must pay for
all needed services which the Federal 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 hospital sector. Local officials, in allocating scarce
local revenues, have been forced to cut back other essential services
in order to meet their local match of Medicaid or pay for the bills of
unsponsored patients. We feel that since health care costs take on
inappropriately large portions of our local, State and national
resources, a cap on hospital revenues is essential.

We support the other cost containment provisions of H.R. 8121.
We specifically endorse section 1504(a)(1) in title II which places a
$2.5 billion limit on hospital capital expenditures. Furthermore,
requiring review and determination of need for major medical
equipment as well as for institutional health services and facilities
is a sorely needed addition to the certificate of need program.

Because most large public hospitals have been operating on
locally imposed cost control programs over the last few years and
since county hospitals have voluntarily closed beds in order to
function within these self-imposed budget ceilings, counties support
title III of H.R. 8121. Financial assistance to encourage
discontinuation of unneeded hospital beds would help local officials
make decisions concerning unneeded or duplicative hospital ser-
vices under their jurisdiction.

Finally, we wish to bring to your attention that “dumping”
unsponsored patients will be a result of the cost containment
proposal. Private hospitals and physicians might unload their
uninsured or underinsured patients on the public hospitals. The
bill, therefore, must contain stronger language requiring private
hospitals to at least maintain their present charity patient load.
H.R. 8121 must ensure that no hospital reduce its share of care to
unsponsored patients. Therefore, Mr. Chairman, all hospitals
should be required to:

(1) Maintain their present patient mix in terms of insured and
non-insured patients;

(2) Maintain their present bad debt ratio; and,

(3) Maintain their present gross, that is billing, to net, that is
receivable revenue ratio.

We admit that changes in the above ratios could only be symp-
toms and not certain proof of dumping. However, we feel that they
might offer some protection to hospitals which are dumped upon.
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Section 126, as written, Mr. Chairman, does not protect public
hospitals from dumping. Enforcement is based on investigation by
local health systems agencies (HSA’s) as a result of complaints by
hospitals claiming that their share of unsponsored patients has
increased. The burden of proof, therefore, lies with those hospitals
that treat people who cannot or do not, for whatever reason, seek it
in the private sector.

In summary, Mr. Chairman, we would like to see enactment of a
short term program that constrains the rate of increase in total
hospital inpatient costs by limiting the amount 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 national
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
enactment 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
measure that conforms with the points raised by our testimony.

Thank you, Mr. Chairman.

[The attachment referred to follows:]




Mr. Rogers. Thank 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 Planning wel-
comes the opportunity to testify this morning on H.R. 8121. AACHP
is a national organization dedicated to improved health planning.
We have 40 percent of the State Health 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 recently been appointed to that
position to replace Mr. Anthony Mott, who is now President-elect of
AACHP. 1 am also Vice Chairman of the Maryland Statewide
Health Coordinating Council and the Health 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 the entire bill, we will limit our comments to
titles II and IIl as our expertise extends largely to the issues
covered in those titles. Particularly, we wish to focus on the ways in
which the bill improves H.R. 6575.

We strongly support the bill'’s attempt to add the review of
“major medical equipment” regardless of location to the require-
ments of both Certificate of Need and section 1122 review. The
exclusion of such equipment in locations other than health care
facilities is a glaring omission in existing law. Rather than restrict-
ing capital 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, expendi-
tures for major medical equipment of the kind normally used in
hospitals should be included in the expenditure ceiling contained in
section 201 of the bill. Otherwise, the loophole in existing law will
not be completely eliminated, and expenditures that would have
previously been made in hospitals 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 under the bill. The proposed
section 1122(b) prohibits payment under titles V, XVIII and XIX of
the Social Security Act of any amount for services provided by
unapproved equipment as well as direct operating costs for services
furnished in unapproved facilities to the extent such costs can be
directly associated with particular capital expenditures.

In contrast, existing law merely limits the reduction in funds to
depreciation, interest on borrowed funds, and return on equity.
Depending on the nature of the expenditure and the patient popula-
tion of the facility the sanctions may not always be adequate.

We also support the inclusion in the bill of payment authority
under the Federal Hospital Insurance Trust Fund so that planning
agencies may be compensated for 1122 review. Although this re-
quirement is contained in existing law, HEW has not been compen-
sating agencies for 1122 review under the trust fund since the
enactment of Public Law 93-641. A reaffirmation of congressional
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policy is important if this situation is to be changed. We do
recommend expanding the language of the section to ensure that
HSA'’s are also compensated for the functions which they perform
under section 1122.

Additionally, we recommend that the Federal Government retain
a right to review a State determination under 1122 at the discretion
of the Federal Government in situations where the State agency
has not followed the recommendation of the applicable HSA. H.R.
8121 provides for no review of State determinations. Current 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 appropriate for the Federal
?ov(;arnment to be involved in determinations regarding those
unds.

We strongly support, in principal, the provision of incentives to
encourage the discontinuation of unneeded hospital services called
for in title III of the bill. However, we prefer the approach outlined
in our letter of July 14, 1977. Under our approach, incentive
payments would be included within Area Health Services Develop-
ment Funds authorized under Public Law 93-641. The
discontinuation of unnecessary hospital services is critical, but it is
only one of a variety of health needs within any given health
service area. We believe priorities among local needs can best be
determined by HSAs acting in accordance with their health systems
p}ans and priorities contained in their annual implementation
plans.

Additionally, we do not feel that incentives to discontinue unnec-
essary hospital services will be sufficient in all cases. Thus, we have
also recommended granting State agencies the authority to
dt;(;ﬁrtify unnecessary facilities under both 1122 and certificate of
need.

We urge you to review the other proposed amendments to H.R.
6575 which we have included in our letter of July 12, 1977. Specifi-
cally, we direct your attention to the amendments which would:

(1) Include Federal hospitals within the ambit of review;

(2) Prohibit for-profit hospitals from taking advantage of the
in;restﬁnent tax credit for capital expenditures inconsistent with
title II;

(3) Require coordination of Federal capital expenditure programs
outside of HEW with the requirements of title II;

(4) Provide a mechanism for the allocation of the expenditure
ceiling at the local level; and

(5) gtrengthen occupancy and supply standards.

We have several technical changes to recommend. Section 201 of
the bill should be amended so that the 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 existing hospi-
tals currently contained in the certificate 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 Internal Revenue
Code of 1954, should be amended so that a disapproval under
section 1122 of the Social Security Act would eliminate the tax
exempt status of an obligation issued by a State or territory.

Finally, section 204(a) of the bill could be more inclusive if the
words “which affects interstate commerce” were substituted for the
words “in interstate commerce.”

In closing we wish to reiterate our strong support 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 hospital costs.

We appreciate the opportunity to testify before this committee
and look forward to working with you towards the enactment of
strong and effective legislation.

We would be happy to answer any questions you might have.

Mr. RoGers. Thank 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. Korrr. I think it's common knowledge, Dr. Carter, that the
health planning agencies are largely underfunded, and they haven’t
been funded at nearly the level included in the authorization level.

Mr. Carter. We in Congress are constantly met with different
systems in different agencies. We never have enough money.

Mr. Korit. I am sure that is correct.

Mr. CArRTER. You know, in expenditures we find time after time
after time that those who would lose Federal funds always oppose
legislation. Those who would gain, support it. It just depends on
whose ox is being gored.

I certainly support HSA’s. However, I think our financial strin-
gency should apply to HSA's as well as to other groups, and if we
put‘la cap on hospitals, then I feel you should wear something
similar.

Mr. Korrr. There is, of course, a cap. We are limited in our
appropriations.

Mr. CARTER. You want to remove that cap, I believe, and increase
the funds?

Mr. Korit. That is correct.

Mr. CARTER. According to this legislation you want to include
Federal hospitals within the scope of this review: is that correct?

Mr. Korrir. Yes, sir.

Mr. CARTER. You don't feel that our veterans should be treated
any differently from other people; is that correct?

Mr. Korrr. I didn’t get that.

Mr. CARTER. You don't feel our veterans in our veterans’ hospitals
should be treated any differently from other citizens of the country?

Ms. Storm. We feel that if there is a cap on the hospitals in the
State that are non-Federal hospitals, that there should also be a cap
on the Federal hospitals.
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For instance, in Maryland, one of the veterans’ hospitals spent
about $80 million in 1 year, and the non-VA hospitals in the State,
as a group, spent about $67 million last year. This shows that one
VA hospital is spending more than the other hospitals in the State
as a group. We feel there 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 prohibit for profit hospitals from taking
%dvantage of the investment tax credits for capital expenditures.

hy?

Mr. Koprr. Only those that are inconsistent with the require-
ments of title II

Mr. CARTER. Only those that are inconsistent. All hospitals have
to apply for a certificate 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 their getting the
tax break anyone gets on investment?

Mr. Korit. No.

Mr. CarteEr. All right.

Thank you, Mr. Chairman.

Mr. RoGers. Mr. Preyer?

Mr. PrevER. Just 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 matter of economic theory, is
it wrong to have the county or the public pay the unsponsored
patient bills? Isn’t it better that the general taxpayer pay those
than that patient in the hospital paying it, just as economic equity?

Mr. GemMmeLL We found out that the level of unsponsored pa-
tients varies from community to community, and as a consequence,
in some of the more urban areas 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 entered the country illegally, or through other
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 areas,
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. PreYER. I can certainly agree with those examples. I am just
wondering in the ordinary community where what we are in effect
doing right now is asking hospitals to bear the cost of these
unsponsored patients. As a matter of economic theory, wouldn't it
be better to have the general taxpayer bear those and in that way
let the general taxpayer appreciate 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 just simply be frozen into

95-756 0 - 17 - 10
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having to furnish as much care as they are furnishing right now. I
can see the county’s point of view, but T am not sure from the point
of view of economics it's a good thing.

Mr. Carter. Would you yield?

Mr. PrRever. Surely,

Mr. CarTER. Mr. Chairman, I want to congratulate the gentleman
on his well thought out questions, and I certainly agree with him
that the cost of unsponsored patients is often borne by the private
patient in those private hospitals. I would submit that it's the
general public that should really assume this obligation. Of course,
it has long been the tradition 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 the HSA’s and State agencies to carry
out responsibilities we give such as determining unneeded facilities
and so forth?

Ms. Storm. I think 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 health planning agencies, and have had
some expertise in the area. Many have had certificate of need
programs within the State for years, and I think on the whole they
are perfectly capable. The ones that are new or didn’t have certifi-
cates of need are learning from the others, and are becoming
capable very quickly.

Mr. RoGers. You think it is timely then to include decertification
authority?

Ms. Storm. Yes, I think it would be appropriate.

Mr. Rocers. Should the Federal Government penalize these hos-
pitals which would not then follow the HSA's or the health plan-
ning recommendations in those regards?

Ms. Storm. Yes.

Mr. RoGegs. If you would let us have your thinking for the record
on that and how that should be done, it would be helpful.

Mr. Korir. Yes, sir.

Mr. RoGers. Just for the record.

Mr. Korir. We can expand on that.

Mr. RoGers. That would be helpful, yes.

It has been proposed by some element of the private sector
hospitals that we simply have a 2 year moratorium 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. Korprir. I can answer that at least in part right now.

We oppose that for the same reasons that they are in favor of it.
That is, they say that what we have here is a beginning, in effect, of
? permanent program. That is exactly right, and that is why we
avor it.

We think we ought to begin right now, and we can put this into
place. We think this approach that is in your bill, Mr. Chairman,
allows a lot more fine-tuning at the local levels than certainly just
saying “no” across the board.
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Mr. Rogers. Mr. Gemmell, if you could let us have your thinking
on the 2-year plan, we would appreciate it.

Mr. GEmMEL. | think Mr. Kopit will be surprised to find we are
agreeing with the statements, Mr. Chairman.

Mr. RoGgers. Thank you very much. We appreciate your presence
here today.

Ms. Strorm. Thank you, Mr. Chairman.

[The following letter and attachment were received for the
record:]

AMERICAN ASSOCIATION FOR COMPREHENSIVE HEALTH PLANNING

July 22
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probably have to approximate the expenditure, supply,
and occupancy limits contained in Title 1I. A national
capital ceiling accompanied by supply and occupancy 1imits

appears to be a more straightforward and direct approach.

Moreover, a moratorium, of necessity, would be of limited
duration. It would only postpone, and ultimately increase,
the cost of many capital expenditures. In contrast, Title
I1, with its national ceiling, can form the basis of perma-
nent and more effective health planning. It forces the
type of local and state priorities setting and trade-off
which are needed if we are truly to develop an effective
planning structure for resources allocation. For these
reasons, we believe Title Il to be clearly preferable to a

moratorium,
Decertification

During our testimony of July 18 regarding H.R. 8121 we
urged the consideration of authority to decertify services,

facilities, and equipment upon a demonstration that such

services, facilities, or equipment were no longer needed.

We are resubmitting for the record all of the referenced
legislative proposals including our proposal for decertifi-
cation which appears in our amendments to the Certificate

of Need program contained in section 201(a) of H.R. g121.
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This brief discussion is in response to Congressman Rogers
request that we submit additional information regarding our

views on this important issue.

There is substantial data regarding the excess of hospital
beds in many areas in this country. The cost implications

of these excess beds are beyond dispute. As a result, we
believe that there is a need for some kind of legal authority
authorizing the decertification of excess beds. The difficulty
is in designing an authority that will be effective, workable

and equitable and will withstand both political and legal attack.

Clearly, the most effective method of providing for decertification -
at least in those states which intend to adopt Certificate of Need
programs meeting federal requirements - would be to amend such

federal requirements to include decertification authority in a

state's Certificate of MNeed program. At the same time, the Certificate
of Need program would be linked to the supply and occupancy

standards contained in H.R. B121. If this were done, the decerti-
fication sanctions would be the normal sanctfons used in the state's

Certificate of Need program - i.e., loss of license, injunctions, etc.

This approach is the one which we adopted in our proposed amendment.
However, that amendment merely provided authority of a general
nature. It did not directly address several of the important

issues which should be resolved.

The first of these issues is whether the decertification authority

would apply to services, facilities and equipment which were in
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opposed to the loss of licensure, etc., the 11kelihood 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 1.

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 111 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 IIl 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 Il. As indicated above we also favor

having the conversion payments under Title 11! made by HSAs under
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Secret ary.

shall be available for obl igation

the grant or contract was made or
receives a grant or contract

such individual or entity may receive

project or program."

Mr. RoGers. The next panel is made up of Dr. Edgar T.
Beddingfield, who is Chairman of the American Medical Associ-
ation’s Council on Legislation; John Alexander McMahon, Presi-
dent, American Hospital Asssociation accompanied by Dr. Leo
Gehrig, Senior Vice President of the American Hospital
Association.

We are delighted to see you.

STATEMENTS OF EDGAR T. BEDDINGFIELD, M.D., CHAIRMAN,
COUNCIL ON LEGISLATION, AMERICAN MEDICAL ASSOCIATION,
ACCOMPANIED BY HARRY N. PETERSON, DIRECTOR, DEPART-
MENT OF LEGISLATION, AND DANIEL HILL, ASSISTANT DIREC-
TOR; AND JOHN ALEXANDER McMAHON, PRESIDENT, AMERI-
CAN HOSPITAL ASSOCIATION, ACCOMPANIED BY LEO J.
GEHRIG, M.D., SENIOR VICE PRESIDENT

Dr. BeEppiNGFIELD. 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 Chairman of the
American Medical Association’s Council on Legislation. With me is
Harry N. Peterson, Director of the AMA Department of Legislation,
and Dan Hill, Assistant Director.

Mr. Chairman, the American Medical Association is pleased to
respond to your invitation to participate in these continued hear-
ings on the subject of hospital cost containment. Our Association
and the medical profession share the strong public concern with the
rising costs of hospital care. As you know, we have had an intense
interest in the administration bill, H.R. 6575, on this subject.

We testified on May 13, 1977, at joint hearings held by this
subcommittee and the Subcommittee on Health of the Committee
on Ways and Means. We submit a copy of that statement 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. BeppINGFIELD. We will not restate that previous testimony,
but proceed to the changes that the present bill incorporates.
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As we point out later in our statement, the r=ew bill, while adding
several new sections, primarily extends the authority of the Secre-
tary to regulate the purchase of new major medical equipment, to
provide incentives to hospitals to eliminate services, and to award
hospitals for restraining costs.

INCENTIVES FOR HOSPITALS TO CONTAIN COSTS

A new part D is added to the original title I of HR. 6575 to
provide for hospitals to contain cost increases. This provision would
allow a hospital to apply for a lump sum incentive payment payable
from the Federal general revenue, if its inpatient revenues for the
year increased less than the allowable percentage increase limit
that was promulgated for the year. The amount of the “incentive”
available to any hospital would be the lesser of a specified frac-
tion—one-third—of the difference between certain actual and
projected inpatient amounts or the amount of the outpatient deficit
of the hospital.

We support the idea of providing incentives to hospitals and other
encouragement to hospitals to become more efficient. We believe
that incentives are appropriate to assure that hospitals maintain
not only the highest level of technology but also the best level of
care commensurate with effective operations. While seeking to
achieve this goal the incentive program as proposed under this new
part does raise several questions.

First of all we note that the incentive would be the lesser of some
fraction of savings or the amount of the hospital outpatient deficit.
We note further that the descriptive material accompanying the
introduction of the bill refers to deficits of hospital outpatient
departments. However, not all hospitals have an outpatient depart-
ment, nor does every hospital which provides an outpatient depart-
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 hospital to increase its efficiency would not
exist. Moreover, while we recognize the desire to restrain outpatient
deficits, we question the merits of tying the inpatient incentives to
outpatient services. It appears that outpatient deficits are encour-
aged to a certain extent.

Furthermore, we note that incentive payments would be payable
out of general revenues of the Federal Government. We question
the appropriateness of the contemplated payments from the Gen-
eral Treasury. As the program is proposed under the bill, revenue
increase limitations are based upon total inpatient revenues of the
hospital, which would include patients whose care was paid under
Medicare, Medicaid or Maternal and Child Health, and from pri-
vate sources. In order to determine whether revenues have in-
creased less than the allowable increase limit, all revenues on an
inpatient basis must be considered. Likewise, determination of any
outpatient deficit must consider all costs irrespective of who paid
the costs. Any incentive payment made to a private institution
would therefore cover all inpatients, not merely Federal beneficia-
ries. Should Congress pay out of the General Treasury amounts to
hospitals for providing services for which the Federal Government
otherwise has no obligation to pay? We believe that such a provision
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would provide what would constitute a special “gift” from the
Federal Government, and raises Constitutional 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 Maternal and Child Health patients, yet it could be
eligible for an “incentive” amount payable from the Federal Trea-
sury. We believe that such a program should be examined closely
before adoption.

MAJOR MEDICAL EQUIPMENT

H.R. 8121 would extend the application of the certificate of need
program under Public Law 93-641 to major medical equipment
regardless of location of that equipment. Thus equipment purchased
for use in physician offices would be subject to certificate of need
restrictions. (It is not clear, moreover, whether the $150,000 require-
ment as a “capital expenditure” refers to a single piece of equip-
ment or the aggregate of expenditures over a year.)

Furthermore, the term“health care facilities” is added to the
areas covered by the certificate of need provisions, in addition to
the phrase “institutional health services.” We see here a potential
repetition of past attempts to control physician offices through
addition of this term, and believe that such an attempt would be
improper.

Mr. Chairman, we hope you and the members of this committee
will agree with the view that any initial inroads into medical
practice seeking to control physician offices or the acquisition of
practice equipment 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 quality of care. Medical practice—
the physician's office in particular—should not be treated as a
public utility. Moreover the same rationale for controlling expendi-
tures in hospitals does not apply to independent medical practices.
Physician office controls should not be subject to a measure in-
tended to control hospital costs.

We of course share the concerns of this committee about increas-
ing costs. Medical care costs are indeed rising, but it would not be
desirable to institute controls which would have the practical effect
of curtailing modern equipment intended to provide the highest
level of quality care. We recommend that the certificate of need
program not be extended to physicians’ offices.

NEW LIMITATIONS UNDER SECTION 1122

Other new provisions to title II of the original bill revise the
present section 1122 of the Social Security Act. The new provisions
would allow the Secretary to enter into agreements with the Gover-
nor of a State for 1122 review to be carried out by the State health
planning agency designated under the National Health Planning
Act. Failure of the Governor to enter into an agreement within 1
year would result in termination 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
under title V, XVIII, or XIX for services provided by use of the
equipment, for depreciation, or for direct operating costs could be
made unless the State agency had reviewed and found a need for
such equipment or facility. Failure of a Governor to enter into an
agreement would allow the Secretary directly to make determina-
tions of need under section 1122 for purposes of reimbursement of
costs.

A capital expenditure would be one exceeding $150,000 for major
medical equipment or, as to a facility, an expenditure which is
$150,000, changes bed capacity, or substantially changes services of
the facility.

We believe the extensions under H.R. 8121 should not be sup-
ported. Especially objectionable is the provision which would termi-
nate all Federal Medicaid payments to the State if the Governor of
the State failed to enter into an agreement with the Secretary to
comply with new 1122 review procedures. Such termination of funds
would be grossly unfair as they would most affect needy persons on
Medicaid. To support authority in the Secretary to terminate all
Medicaid payments whether for medical care, for hospitalization or
for any other eligible care included in the State Medicaid plan, is to
us an extreme and undesirable exercise of Federal power to force a
State into complying with a Federal program by impairing delivery
of care to low income individuals. No justification 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 requirement of review and approval by the State
agency of major medical equipment, we believe this would be
inappropriate if interpreted to include equipment within a physi-
cian’s office. The determination by the State of the equipment
which may or may not be used by a physician in his own office is in
fact precluding the patient from receiving the care by his physician
in the manner which the physician believes most appropriate for
the patient.

Another provision would be added to title II which would prohibit
certain sales of medical equipment, costing more than $150,000,
without planning authority approval for such equipment. Any per-
son who sold the medical equipment in violation of this provision
would be subject to a civil penalty of up to five times the sales price
of the equipment. We question the fairness of such a provision.
Should the Federal Government impose upon the seller of a product
a penalty for selling that product only because a third party did not
comply with some requirement of the law? Aside from the harsh-
ness of the penalty, we believe that such a penalty should not be
placed on the seller.

DISCONTINUANCE OF HOSPITAL SERVICES

A new title III is added to the original H.R. 6575. This new title
would establish a 4-year program for the purpose of encouraging the
discontinuance of certain hospital 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
appropriate rate of hospital occupancy. Each HSA would identify
the actions that were needed to comply with the applicable guide-
lines 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 either
debt payments, incentive payments, or conversion payments.

Upon application the H§)A would review and make a determina-
tion 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 Secretary of HEW. Certain incentive pay-
ments made to a hospital would also entitle the HSA to receive a
payment equal to 10 percent of the hospital award. Payment for
incentives under this program would be paid out of Federal general
revenues.

If upon the expiration of the period of the program, the health
service area was not in compliance with any applicable guideline
promulgated by the Secretary, then the amount of reimbursement
to each hospital in the area would be reduced by 5 percent under
titles V, XVIII, and XIX until the area came into total compliance
with the guidelines. This time period could be extended upon
special request by the HSA and approval of the Secretary.

We believe that these programs for “incentives” are more realisti-
cally incentives to the Secretary as well as to the HSA to close
hospitals, identifiable units of hospitals, or services of hospitals. The
emphasis in this provision with respect to establishment of guide-
lines by the Secretary changes the originally stated intent of the
planning act to provide for local planning and local determination
of need along with the local determination of a health plan. If now
the Secretary is to establish the “guidelines” which the HSA would
be mandated to follow and which all hospitals in the area would,
through the threat of a potential penalty at the end of 4 years, be
forced to follow, is not the result Federal regulation rather than
community planning? Is this not contrary to what the advocates of
planning have long pointed out as the essential characteristic of
local health planning?

We believe that health planning can be successful on a voluntary
local basis and that it should be utilized. We do not believe,
however, that the Secretary can more appropriately establish re-
quirements for hospitals in a community than can the community.
The imposition of this title, especially in a bill which imposes strict
revenue increase limitations on all hospitals, emphasizes further
that hospitals are expected to phase out services. After restricting
the income, after threatening the hospital with potential penalties
for exceeding the revenue limitation, after subjecting the hospital to
consequences of new and more stringent review under certificate of
need as well as section 1122, and after setting up additional incen-
tives to control costs—which incentives are unrealistic—the bill in
addition thrusts upon the hospitals the additional pressure from the
Secretary, from the State, and from the HSA of closing or convert-
ing its facilities. In addition the HSA, through financial incentives,
would have an interest to assure that the hospital is closed or a unit
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 liquidate assets or obligations,
or to terminate functions, should be considered carefully.

We believe that these provisions are unwise and would result in a
distinct lowering of access to health 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 patient care.

Mr. Chairman, we would like to point out the desire in our
statement to analyze and to emphasize what we see to be the effects
of H.R. 8121 upon patient care. We recognize that the sponsors of
this bill are seeking to address responsibly the acute problems of
rising costs of health care, and this subcommittee’s activity in
holding hearings and in bringing into public discussion the issues in
this legislation should prove beneficial.

The AMA is also addressing these issues, and seeking answers to
the complex factors involved, through its National Commission on
the Cost of Medical Care, whose activities we described in some
detail in our earlier appearance on H.R. 6575. The final report of
that commission, with its recommendations, is due in January 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 appropriate measures. We again offer
our assistance in that development.

Mr. Chairman, at this time we will be pleased to respond to any
questions you may have.

[The statement on H.R. 6575 referred to follows:]
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STATEMENT OF TH: AMFRICAN MEDICAL ASSOCTATION, PRESENTED By RAYMOND T.
HovLpex, M.D., axo Evcar T. Beopvrxerieno, Jr., M.D.

Honorable Chairmen and Members of the Subcommittees, T am Raymond T,
Holden, M1, a practicing physician in Washington, D.C. I am Chairman of
the Board of Trustees of the American Medical Association and am pleased to
present on behall of the Association its views on HL.R. 65 the Hospital Cost
Containment Act of 1077, introduced on behalf of the Administration, I".l:'l:r_u-
puting with me in this presentation is Edgur T. Beddingstield, Jr., M.I)., who s
in mediea! practice in Wilson, North Carolina, Dr., Beddingfield is Chairr n of
the AMA Council Legislation. Accompauying us is Hurry N. Peterson, Direc-
tor our Department of Legislation.

BACKGROUND

At the outset we waunt to express, on behalf of the AMA, appreciation for this
opportunity to ¢ Ar at this joint subcommittee hiearing on the proposed logis-
lation concerning cost constraints on hospitals, As you know, the American
Medical Association is st roconcerned with all issues involved in the deliv-
ery of onr ion's 1 We have a ired on numerous occasions before
subcommittees of both Houses of Coungress concerning the important issue of
costs for health services.

The Amg i Medical Association shares your strong coneern with the present
problem fac our country with respect to rapidly ri g inereases in health
eare costs, enuse of our orn with this problemy, we have convened n
National Commission on the Cost of Medieal Care. The Comimission is broadly
based and draws its mel srship from le ip of all sectors: economies, gov
erument, labor, busin and the pub That Commission, which has been
wmeeting si » bas bee arged with the responsi ty to provide
the AMA’s ird of ” e th a final report by January, 1978 to contain:
(1) A deser i » health care delivery 3 (2) identification of the
factors und ng the 3 of lical ear a review and evaluation
of existing r i e 5 of 1 al care t inflation; (4) an evalu-
ation of the impact of pend 1 health programs on the health care
delivery system and medic { (5) recommendations on policies that
will contribute to contai nt of medical expeuditures while providing quality
medical care to the public; and (6) recommendations and direction for future
research programs

The AMA has also recogni

a variety of reasons, in ing 'or having available techno-

a morass of
federal, state aud I ] 5. It s a faet th stiy,

Iy advanced equipnend

desir y service } . re demanded by the community in It
to have its hospital i > h quality e On v I¥ a 24-hour basis,

\ wwery vear, | orher service industries must
governmental demands. Can it be surprising
a?

uation, compounded by such federal Pre

110 assutre access to care to millions af in

has attempted to restrain costs by paxing prae-

instances less than its j er share of the costs:

We have seen this g npt through 1 lntion

sement, throuzh federal pro encour-

amd through regulatior ctempt-

I ur memory are the now discreditedd

coltrols attempred 1 imposition of the econom

1071. Of particular coneern was the opprol

in phase IV the the health field while re
ments

We believe t at least a

aging spe

ing to categ
* stabilization program in
on of those cost controls
oving the controls from other seg-
significant portion of the recent i tionary in-
creases in he | charges, and ge

18 & reaction t other th the various ceilings imposed on the rate of
increases in : 1N sector,

While the -

ally in health care costs in our ecor my,

unsuecessful, the legislation again singles out
Oll¢ segment i my for the imposition of special controls. It proposes
to control hea are expenditures by limiting inpatient revenue of virtually
all hospitals from all sources This approach is somewhat similar in efTect l;:
that attempted r the economie stabiliz on program,

For these and t 15015 sel out below we recommend that the bill before
you not be ado ‘e say this notwithstanding our desire to see undesirable
!{:1:”:”” 3 ; in our view thi legislation would not be in the best
interests |




FIOSPITAL COST CONTAINMENT PROPOSBAL

H.IL, G575, the ITospital Cnst Contaimment Act, contains three major programs.
One would establish a formula for limiting increases in hospital inpatient reve-
nues from all sources, . her would provide for a national lHmit on hospit
eapital expenditures. The third would provide that the Secretary of HF
would submit to Congress by March, 1078 a report setting forth his recommen-
datious for permanent reforms in the delivery and financing of health care to
replace the program limiti hospital revenues. (This it should be kept in mind
that the program for capital expenditure limitation is apparently Intended as
f permanent one,)

As to rln- “eaps™ on inpatient hospital 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 :-.'t_\'-~r~ includi both private and publie,

All hospitals would be included with v execeptions of long term care hospi-
tals, new (less than two year old) he 12, and thosze institutions receiving
at least 709 of their revenues from ¢ 1 health maintenan organizations,

The Secretary of FTEW wonld have authority to grant certain exceptions to
individual hospitals under the cost contaninme provisiong of the bill ; however
such exceptions would apply only to the extent that the hospital provides
evidence of its cost of increase in excess of the cap as n result of changes in
admiszion beyond a specified range or changes in capacity or character of in-
patient services. In addition, a hospital requesting an exception would have to
show that the revenue otherwise available is insuflicient to assure the solvency
of the hospital

Another exception to the limitation would be costs attributable to wage in-
crenses Lo non-supervisory }ll‘!'~:|\ﬂl1!‘1.

Enforecement of the hoxpital cost ¢ontainment revenue limit wonld be Imple-
mented through the disallowance by the Medicare, Medicaid, and Maternal and
Child Health programs of any payment in execesz of the cost eontaninment nits,

addilion, pay mt by cost vors, or receipt by hospitals of revenues in
of the limitation wonuld subi both the pavor and the hospilal to a
excize tax at the rate of 150¢: of the excess (unless such excess amonnt
placed in escrow to be applied to the next vear's revenues) and to exclu-
from the Medienare
major prog ! 1 impose a limi on hns-
tal expenditures. " ravisions wonld require th » ar ‘r" HEW
to establish a national Himit on total hospital capital expenditures, The Secre-
tary would apportion the sum amonz the states on the basis of population. In
addition, Hn- Secretary would be required to establish a nati eelling for
the supply of hospital beds and a national standard for the rate of mipancy of
ral bheds to |-‘- applicable to ench HSA. The bill defines the ratio of 4
hospital beds per 1,000 popnlation and rate of nce upaney for ho 1 beds of
not less than 80<% at the national standards to he a nplied by the I A.
lorcement of “the limitation on hospital eapital expenditures wou I-! be
iedl out by amending the certifiente of nerd ri--:'|ir--r‘.:--:ir e i
Public Health Service Act and amending Section 1122 of the Soc
\1[ to provide that with respect to serviees furnished in a health o
ig mot covered under a o ite of need program, or 1122 r
S wonld not include in federal reimbursement an amount equal to ten
f'“"""' the amount otherwise recog abl * program payment for depreciation,
interest on borrower fun cturn on equity capital or other expenses related
to eapital expenditures, unless the Secretary had approve ch capital expendi-
ture=.

The Internal Revenne Conde wonld also ?«‘- amenil to provide that anr ohli-
gntion issued by a State or a territory for s fong alth service, health
care facility, or II\IH which would result in ar ess in the bed sapply eeiling
or for which a certificate of need had not been iseued would not be elizible for
treatment as a tax exempt bond,

Mr. Chairmen, while all of us are concerned about the enst of henlth care, we
must not be concerned only with the ecost in terms of dollars. The AMA is
concerned over the impact that this legislation would have on the qus 'I|f~ and
avnilability nt’ hospital eare for the American people. It seems ineseapable to us
that the “cap"” on spending will result in second-rate care, and some care may

simply become unavailable 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 guality care available and would result in
restriction of access to quality hospital care.

1 would now like to have Doctor Beddingfield present our further comments
on the pénding legislation.

STATEMENT OF EvGAr T. Beppixcrierp, Jg.,, M.D.

Mr. Chairman, at this time we would like to comment in greater detail on
the major provisious in H.R. 6375. In general our views reflect the observation
that the bill, as proposed, does not support incentives for efficiency, perpetuates
inefliciency in hospital care, ereates a rigid program which in the long run would
e unresponsive to improving quality of hospital eare, discouraces increased
access to care, and penalizes institutions which seek to respond to inereased
community health needs,

PERMANENT PROGRAM : REPORT

T will first address the implicit issue found in section two of the bill entitled
“Report on Permanent Reform in the Delivery and Financing of Healtih Care”,
The thrust of this section states that no later than March 1, 1978 the Secretary
of HEW shall submit to Congress a report on his recommendations for “perma-
nent reforms in the delivery and finaneing of health eare”, which reforms will
supposedly werease the efliciency, 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 i3 not specific concerning all elements to
be included in the report, it apparently itemplates that the Secretary consider
the whole sweep of the health carve segment of the economy and propose “perma-
nent reforn in the delivery and financing of that health eare.

This provision must be given careful analysis in relation to other provisions
of the bill. If it is intended through this legislation that “permanent” proposal
would be made “no later than” six months after the “transitional” program
takes effect, why, then, should Congress pass a temmporary program only to
consider permanent proposals? We believe that it wonld be wiser to await the
proposals for permanent change in order to evaluate more fully the real direction
of the more important Administration considerations. This course wonld avoid
the disruptive effects which are certain to occur under H.R. G375 and its adverse
effects upon health care. Such a course would be especinlly desirable since
the permanent proposal is to “increase the efliciency, effectiveness and quality
of health care” in this country. As to the contemplated report, we believe that
some provision should be made in the legislative languaze for the Secretary to
utilize a select advisory committee to be composed of representatives of all
segments of health care. Use of such an advisory committee would help to
assure, we believe, that any report would earry better balance and would take
into consideration the views of all segments nffected,

We urge the Subcommittees to change this section by requiring that the
réport be completed prior te adoption of any temporary program, and utilizing
the advice and consultation provided by a special and select advisory commit-
tee,

“TRANSITIONAL"” HOSPITAL COST CONSTRAINT PROVISIONS

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
wonld be established. A failure to comply with the federally determined liimni-
tation on hospital revenue would result in serions penalties, The limitations on
the hospital revenue wonld be ecalenlated throngh a complicated formula which
itzelf is based on the GNP deflator increase over a base vear.

.\\'o wonld like to point out clearly at this time that the “transitional” pro-
visions 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 vear after vear.

We believe that such limitations on hospital revenues as included in the pro-
Eram are inappropriate. Artificial limitations, irrespective of how generous or
how restrictive, are unrealistic. In order to provide an uninterrnpted How of
quality hospital care which the American people demand, a hospital 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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gervices. No patlent wishes to be admitted to a hospital which he_-bolieres is
not & modern hospital. A reimbursement limitations on hospitals which does not
allow increases reflecting true cost incrensez could have the effet of unfairly
and inappropriately restricting increases in hospitals when those increases are
due to increased service, better equipment, or more highly skilled staff.

The costs in the health care sector do not necessarily react in the same man-
ner as does the GNP. In the cage 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
other 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 i combined with the general case
of operating on a non-profit basis, one can readily see how hospital costs can
react differently from the other portions of the economy, Unlike a manufacturer
who does not have the most modern processes and vet can operate efliciently and
with no adverse effect on the public, hospital must quickly obtain the most
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 physieal plant and technological inereases of any hospital by
limiting revenues. We believe that such limitation ag proposed by H.R. 6575
would be quite detrimental to individual hospitals which seek to remain in the
mainstream of modern medical treatment and eare. Such a limitation is also
compounded when one considers, as we discuss later, the new capital expendi-
ture limitation which the bill proposes.

As to the specific formula under the bill for determining revenne Increases,
we note that it is based on inpatient hospital revenne per inpatient admission,
It is expected that in the first year the formula would allow a 99% increase in
gross inpatient revennes. This increase wonld be allowed for a particular hospi-
tal, however, only where the number of admissions did not increase over 29
or decrease in excess of 0%, as compared to the base year. On the other hand,
if a hospital shonld exceed the 29 of 6¢% limitations, the amount allowable
wounld be inereased only by 14 of such amount for each admission over the 2¢¢,
and 145 the per patient allowable would be deducted from revenue if over the
69%. Slightly different percentages would be applicable to smaller hospitals. For
larger, absolute limits in extra revenue wounld be established. In other words,
the hospital is expected to provide any and all eare 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 revenne and a 1% price for any admission above the allowable
percentage incrense, Moreover it even runs the risk, at higher percentages, of
a penalty of 1509 of inpatient revennes,

The obvions question is exactly how can a hospital survive and eontinue to
provide quality services in proper facilities under such limitations? The amount
of allowable increase in revenue could be easily offset by cost increnses just to
maintain 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? Iz the equipment expected to be donated? Is new
construction done gratis? Costs eannot be shifted by the hospital since the
{]ﬂ!’lll{ll!’l affects total revenue from all inpatients irrespective of who pays the

i1l

What sort of incentive is this? Under the formula a hospital might be encour-
aged to eut down on service and patients in order to maximize charges in order
to maintain its ability to admit patients. It would have an equal incentive to
acimit only those patients with relatively less need for hospitalization since it
must maintain its general admission levels as reflected in the formula.

We believe that the formula is manifestly unfair. It conld in fact penalize
efficient hospitals and reward inefiicient hospitals. Furthermore, in our opinion,
it could have the effect of discouraging hospitals in communities, especially in
rural areas, from increasing its costs by improving its services throngh desirable
means such as seeking additional necessary medieal or nursing personnel. A
basie fault of the bill is that hospital revenue is fixed withont proper relevance
to total patient admissions, Thus the more admissions a hospital has above its
base year, the more likely it is to be penalized. A small hospital or a hospital
in a shortage area would be devastated if a new physician located in the com-
munity and began to admit patients. Increases over the base year would in
effect be subsidized by the hospital.
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However, from the standpoint of the Individual [l:l!if-nl._lhl- nr!miniufr;aiinn
proposal assures no relief from full inflationary inereases. 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 res raining total hospital
revenues. It is indeed ironic that the government should publicize a "t‘u_.ﬂ con-
tainment” program purportedly limiting iner 8 to 99 but which in fact
conld result in greater increased costs to the individual. .

We also note that a 1505, excise tax is applicable to “excess” revenues as
received by any h al or as paid by any third-party payor. We believe that
such a provision, i el constituting a penalty, is offensive to the concept of
fairness, and we believe such a provision should bee stricken. The federal EOV-
ernment should not seek to impose such a penalty upon hospitals or payors
under the gnise of a tax or any other method. If such a “tax” were applied, the
impaect would fall upon quality care of patients. p

We also note that the bill attempts to exempt ceftain hospitals from provi-
glons in this act, most noticeable of which is a federal hospital. Also certain
HMO hospitals are exempt from the provisions. While we helieve that the
provisions of this bill should not be applicable to any hospital, we also believe
that if limitations are applicable, they mld be equally applicable to all hos-
pitals, Why should hospitals which deliver health care and presnmably meet
the same cost requiren s a8 a non-federal or non-HMO hospital be exempt
from the “benefits” of this bill?

A further exemption from revenue limits under the bill would be for any
amounts for wage increases for nonsupervisory personnel. Again, while we do

‘ate that wages should be subject to such an enerous bill, we question
the n for the exemption if in faet hospital costs are sought to be con-
tained. One of the factors for rapid hospital increases in recent years has been
the rapid increase in salaries and wages of non-supervisory persounel, Further-
more, the bill diseriminates In its treatment and recognition of increases for
supervisory and non-supervisory personnpel.

We believe that the Administration’s proposal for limitations on revenues of
all hospitals should not be adopted.

LIMITATION ON HOSPITAL CAPITAL EXPENDITURES

These limitations are clearly permanent under the bill. We belleve that these
provisions are unwise since they would have the effet of placing artificial, absc-
lute and unrealistic itions on capital expenditures secking to improve hos-
pllal services and facilities.

Mr. Chairmen, we believe that the capital expenditure limitation as proposed
under the Administration’s bill s a clear example of federal control over the
community, The National Health Planning and Resonrces Development Act was
presented as fostering local planning and local determination of local needs. Yet
now the Administration seeks to use it ns a vehiele for further refining federal
control over local decision making. Capital expenditure limitations as conte
plated under the bill are unrealistic in that they attempt to state in advance the
aboslute limit by which eapital expenditures may increase within a state and
impoge minimum occupancy rates of hospitals and fix the ratio of beds to
population,

Furthermore we believe that absolute limitations on the amonnt of capital
expenditures within an area would again benefit ineflicient hospitals, by prevent-
Ing competition. As noted above, ineflicient but costly hospitals would be allowed
the same percentage increase in permissible revenues ns an efficient hospital.
Imefficiency would thius be perpetuated by sanction of the revenue and capital
limitation prozrams,

We believe that the capital expenditure limitation provision of the bill should
be stricken,

As to the proposed amendments to Section 1122, the proposal would authorize
the Secretary to Invoke new and severe penalties. The propased penalty counld
mean that legitimate patient eare funds would be deereased because a hospital
did not comply with Section 1122 or certificate of need requirements by virtue
of the fact that the state did not have such programs in effect. While a ease per-
haps ean be argued for disallowing amounts for depreciation or other related
expenses from being included in Medicare payment in the event a hospital built
Without approval, we fail to see any justification for allowing funds (in the
Amwount of ten times the otherwise amount payable for depreciation, ete.) to be
taken from the h-:l:_lm_rtle patient care reimbursement as such penalty. In such
instances the real victims of the penalty are not the bospital but the patlents.
This provision should also be deleted.

In conel N, We recommend that HL.R. 6575 should not be adopted.

At this time we will be pleased to respond to any quesfi el T4
have. i 1¥ questions which you may
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Mr. Rocgers. 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 ALEXANDER McMAHON

Mr. McManON. Thank you, Mr. Chairman.

I am John Alexander McMahon, President of the American
Hospital Association. With me today is Dr. Leo J. Gehrig, Senior
Vice President of the Association.

We appreciate the opportunity to appear at this hearing and to
share with you our views on I-{.R. 8121, as well as our views on
other proposed hospital containment legislation.

We are gratified 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.

On pages 2 and 3 of our testimony, Mr. Chairman and members
of the committee, we have set out some reasons for hospital cost
increases, paying particular attention to the impact of inflation 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 resent, Mr. Chairman, the allegations of obesity, if
you like, and inefficiency. A recent study we have made which we

would be glad to submit to the commitiee shows that hospitals
individually across the country are making efforts to stretch every
dollar as far as it will go, and clearly incentives are better ways to
support this kind of effort than allegations of inappropriate
conduct.

There are some earlier questions tha;dyou put to the administra-

tion witnesses, and we would be pleas
the gquestion period.

On pages 3 and 4 we have noted many of the activities now going
on that tend to restrain hospital costs. These include a commitment
to comprehensive health planning, including the development of
strong certificate of need laws; the elimination of fraudulent activi-
ties 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, and so forth.

The complexities in the interaction of many of these activities can
be illustrated and were illustrated earlier today when the adminis-
tration witnesses found themselves unable to respond to some of
your direct questions. If they, the architects of this legislation,
cannot answer your questions, imagine the confusion at the institu-
tional level.

On page 4 we noted that these activities now going on—planning,
utilization review, and so on—already are having an effect on the
rate of increase in hospital costs and across-the-board costs
generally.

to expand upon those in




172

Our preliminary analysis of recent data indicates that the rate 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 turn to the provisions of H.R. 8121, recogniz-
ing our continuing problem with anything that has a cap approach
in it, and again referring to the problems with H.R. 6575 and the
basic cap approach that we outlined to this subcommittee and the
Subcommittee on Health of the Ways and Means Committee on
May 13, during the joint hearings dealing with hospital cost
containment.

We have given attention to the new provisions in title I on pages
4 to 6 of the written testimony, Mr. Chairman, and we give
attention first to the deletion of section 114(c). This removes an
incentive that we think is particularly important, and we suggest a
reintroduction of section 114(c) if this approach is to be followed.

It may be, Mr. Chairman, for some hospitals, as I think the
administration witnesses indicated, the only way to survive under a
9-percent approach.

On page 5 we have given attention to the incentives for good
performance by hospitals in containing cost increases, part D of
title I. This would provide an incentive payment to hospitals that
are able to restrain their cost increases to a level below the limit for
increases in inpatient revenues. But there is a very limited applica-
tion to hospital having outpatient deficits, and we have suggested in
our testimony the broadening of that because as we noted at the
bottom of page 5, if an incentive 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 there to page 7 we have given
attention to the new provisions in title II, limitations on capital
expenditures. As I noted at the outset, we vigorously supported
community health planning and worked actively and constructively
in the implementation of this important law, just as we had
encouraged the development of new strong State certificate-of-need
laws earlier.

At the outset, we have already expressed our concern to the
Department of Health, Education, and Welfare regarding their
attempts to develop the guidelines that you inquired about earlier
this morning. We have concern in this bill with the reliance on
Federal guidelines and the requirement that those guidelines be
followed by the health systems agencies.

We have supported planning because of its local decision-making
emphasis. If this is to be changed to a following of Federal guide-
lines, we suggest that we are going to restrict and inhibit the
dz:glopment of appropriate plans which give attention to local
needs.

At the bottom of page 6 we give attention to our problem with a
specific capital expenditure ceiling in your bill and the administra-
tion’s bill of $2.5 billion a year. We think this would endanger the
hospital 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 consistent with the planning process
those improvements and new developments in services and facilities
that patients will demand.

Toward the bottom half of page 7 we give attention to two of the
changes that you proposed to title II. We are particularly 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 what we think is appropriate, is
the problem of proliferation or unnecessary duplication of
equipment.

We think failure to impose a requirement for approval of all
capital 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 responsibilities of
HSA'’s and State agencies both in your bill and in H.R. 6575. While
in the past we have supported increased appropriations for these
entities, we believe further priority attention should be given to the
provision of adequate financial support in their 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 appropriate plan.

Finally on pages 8 to 10 we have given attention to the new title
III in your bill, H.R. 8121. This title begins by providing within 1
year of enactment guidelines would be developed and required to be
used in the planning process. [ have previously expresed my
concern with that.

We have then given attention 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 attention specifically to the limitation
in the way those incentive payments could be used, and believe
some broadening could be used, some broadening that would add to
the incentive.

I would like to note particularly the paragraph at the bottom of
page 8. The fact that the closure of underutilized facilities, which
we have no quarrel with, will add a patient load to other institu-
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 other institutions in the area to pick up
the slack that is going to come about, we have a conflict. We have
analyzed the cap, institutions are going to be intentionally discour-
aged from increasing admissions. If that is the case, that, we are
saying, is inconsistent with the encouragement in title II to close
down underutilized facilities, because other institutions may very
well in a particular area resist picking up the slack.

At the top of page 9 we have noted the second form of incentive,
to encourage the discontinuance of an unneeded service. We indi-
cate that broadening of the incentive to make it like the closing of
an entire institution would be appropriate.

The third form of incentive proposed under this tille would
encourage the conversion of an identifiable part of a hospital which
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is underutilized into a needed long-term or ambulatory care facility.
There we have suggested the possibility of broadening this so that
any conversion project approved by the planning agency would be
eligible for support.

At the bottom of page 9 we have given attention to two of the
other incentive provisions. The problem of the HSA receiving a
payment of 10 percent of the amount of incentive payments made to
hospitals in its area for closure of identifiable inpatient units or
total inpatient services presents a problem.

We are not sure until the new health planning structure develops
appropriate plans that further encouragement should be given to
developmental activities.

Then we have noted the inequitability of the provision for a 5
percent reduction for each hospital in an area which is not in
compliance with any applicable planning guideline. We think this
would present problems because some hospitals might be doing
everything they could and yet be penalized because of the fact that
other hospitals have prevented, or the area itself has done some
things that have inhibited, the achievement of the goals.

Mr. Chairman, finally we recognize the difficulty of devising
incentives within the structure of H.R. 6575, Because as we have
indicated over and over again, the health care delivery system is
complex, it is interactive and it must be dealt with with great care.
Because of the limited time we have had to review your proposal we
would ask permission to submit further comments and suggestions
as we continue our study.

At your convenience we will be pleased to respond to questions.

[Mr. McMahon'’s prepared statement follows:]
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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 i{s not
fully achieved there are clearly guilcy 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 penaltry.

Mr. Chairman, we recognize the difficulry 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 ve may develop as we continue to study it. We will be pleased to respond

to any questions you may have.

Mr. RoGcers. Thank you very much for a very helpful statement
and for suggestions which the committee will take into
consideration.

Dr. Carter?

Mr. CarTER. How can we enlist the energies of America’s doctors
in our cost containment efforts?

Dr. BEpDINGFIELD. I am sorry, I could not understand.

Mr. CArTER. How can we enlist the energies of America’s physi-
cians in their cost containment efforts?

Dr. BEDDINGFIELD. You have our attention very strongly with the
legislation that has been introduced. As I indicated in our state-
ment, the physicians of this country are concerned. In our large
professional organization, AMA, we have a commission composed of
not only physicians but representatives 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 evident in profes-
sional circles as it is in government circles.

Mr. Carter. Would the PSRO's be helpful in this regard?

Dr. BEDDINGFIELD. Yes; particularly 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 think we are on the threshold in the
next year of PSRO’s being a very effective mechanism in this.

I think this is one of the things we see happening in health
legislation. We have a concept, we put it on the books, appropri-
ations do not come anywhere near the authorization, implementa-
tion is slow, and before you give it a chance you come along with
ancther massive piece of legislation which is a bit bewildering to us
who spend most of our time treating patients.

Mr. Carter. Would you have any suggestions as to ways to
increase the involvement of PSRO'’s, or to improve their cost con-
tainment efforts?

Dr. BeppINGFIELD. I would repeat things we have addressed to
this committee earlier. I do not believe the primary thrust of
PSRO’s should be cost control or cost containment. I believe that
the intent of the original PSRO legislation showed emphasis on the
quality of care, the appropriateness of care, and while I think 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
quality treatment of our patients in these institutions.

Mr. Carter. You advocate quality control rather than cost
control?

Dr. BEpDINGFIELD. I do not think the two are mutually exclusive,
Dr. Carter.

Mr. CarteR. I would suggest that you actively enlist the assis-
tance of the PSRO's in both quality and cost control. I think that is
extremely important in the future.

Thank you very much.

Dr. BeppiNnGrFiELD. Thank you, sir.

Mr. RoGers. Mr. Preyer.

Mr. PreYER. I particularly 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 training in our State.

I was very encouraged with your comment on page 4, Mr.
McMahon, about recent information indicating that the rate of
hospital cost increases is going to moderate. That 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. McMa#noN. We are hard at work right now, Mr. Preyer. The
difficulty here is that there are so many different people taking
different looks in different time sequence, but the latest figures do
indicate a moderation, a moderation we have been long expecting,
because when you begin to reduce as we have in constant dollars, in
any event the rate of capital expenditures, that is going to bring
down the rate of increase in hospital costs overall.

Moreover, as we look at it we see that with very slight changes in
admissions and days of care at least as the population grows, while
it may not change the cost per admission, it is certainly reducing
that one single item of cost that is most appropriate, the cost per
thousand people in an area.

We will do this just as rapidly as possible, and we hope that
within a week or 10 days we will be able to give the committee
further information about that.
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Mr. PreyER. I think you both gave us some very good suggestions
and some good testimony. I appreciate it.

Mr. Rocers. Mr. Walgren.

Mr. WALGREN. I notice, Mr. McMahon, in the factors that you
attribute to inflation in hospital costs you do not list the problem
that there is literally so little competition in the field that is the
traditional restraint on increase in cost, and in addition, to so little
competition there is the fact that we have a reimbursement system,
which is ready to pay whatever is billed.

The question I have really is, although hospitals take the position
that they are strenuously involved in keeping down the hospital
costs, when you have a statement that avoids coming to grips with
that problem, it makes me wonder whether the approach that is
being brought to it by the local levels is sufficient to make progress
on the problem and when the evidence is that hospital costs
continue to rise or at least it is said they continue to rise at the rate
of $200 million a day, or something like that, can the local levels
really handle this?

I am sorry if that is a rhetorical question.

Mr. McMaHON. I am very pleased to have a chance, Mr. Walgren,
to respond to it. The reason we did not mention competition or the
impact of retrospective cost reimbursement is because we do not
believe either of those have a marked effect on cost increases. One
tends to forget—and I know your area of the country, having been
born there and visited there last week—those hospitals are effec-
tively competing with one another to provide better and better
service. They are governed by very interested boards of trustees and
made up of individual members of the community. Those trustees
feel a competitive urge to do the best they can for their patients.

Therefore, when such allegations are made, the reason [ reiterate
inflation and patient demand and increasing intensity of services, is
to offset some of the inappropriate and wrongful explanations of the
reasons for increases in the cost of care. Hospitals, wherever they
may be—in multiple institutional communities like ours or in a
single institution—are trying to do the best they can for their
patients. Governed as all of them are by public spirited intensely
interested comraunity leaders, they are not wasteful and they will
not let the hospital get away with anything they want to. They are
not going to do things just because there is cost reimbursement.
What really impacts the cost of care are patient demands that say:
The hospital that I relate to I want to have every potential service
and facility available—all of which is encouraged by insurance,
Plus, of course, tremendous inflation and the inflationary market
basket we pointed out—energy, malpractice and now I suspect we
will have an increase there because of the weather conditions of the
summer as well as the winter.

Mr. WALGREN. Is there any perspective that 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 are made in fear that they
will be penalized because any one hospital might be out of balance
in that. I know that one of the problems I gather traditionally has
been that although these people are public spirited, they are often-
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times focused on one institution and we seem to develop because of
our origins in different charitable and religious institutions’ 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 Pittsburgh, we have a street
there lined with a number of different institutions, and the coordi-
nation is beginning but it still is not there.

Some people have left town I understand because after bringing
everybody together and saying, “Are we going to make this one
institution?” the interests of the various groups just were not able
to be brought together and each continued to pursue the enhance-
ment of its own institution even though they are only a block apart.

Mr. McManoN. There are several things to which I would
respond.

I think the Pittsburgh area and Western Pennsylvania generally
have been at the business of hospital planning and the coordination
of the expansion of facilities and services longer than most areas of
the country.

In addition, there have been evidences there as well as in other
areas of the sharing of services, joint purchasing and other kinds of
activities, attention to which we have paid in our testimony of May
13, that indicates there is a cooperation going on.

It is quite true that there are areas not only in Pittsburgh but
elsewhere throughout the land where hospitals tend to cluster
together. They do it for a convenience of patient and convenience of
physician reason as well, because then some of the travel time that
would lead to inefficiency can be reduced.

The other thing is that, yes, there are differences in sponsorship,
different religious interests, and different 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 want to go the other
direction and determine our institutions and medical staffs and
hospital care as a cookie cutter. We ought to be encouraging some of
this diversity, recognizing with a few percentage points increase
that this is also the very kind of system that has been encouraged to
try new things, to be innovative, to be experimental and to find new
ways of doing things for more people.

We have often said, I have often said, that part of the problem we
have today was the marvelous response hospitals 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 that response, a response that went
out to institutions of all kinds and to their medical staffs, and the
reaction to that response is now one thing which is leading to the
substantial increases in costs.

As I said in the response to the question from Mr. Preyer, we
know that there is concern out there among doctors and among
hospitals with the rate of increase, because if we are to continue to
out-pace the gross national product, at some point health care costs
would be a percentage 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, appar-
ently, because patients are still demanding more care and more
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services, and that is the biggest single cause perhaps. I am not sure
it'’s controllable by our present insurance mechanism, but it is one
of the biggest reasons for the increase not only in hospital costs but
in health care costs, so there is a lot going on.

The fact it doesn’t quickly change, this ship that is moving
forward, this 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 this country put it in motion, said 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 create havoc.

Mr. WALGREN. I appreciate the answer. Thank you.

Mr. RoGers. Mr. Scheuer?

Mr. ScHeueR. Thank you, Mr. Chairman.

Mr. McMahon, I have known you and I respect you as one of the
really impressive and knowledgeable people in the field of health
care 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 hospital wants its CAT
scanner and its own heart surgery unit and that they resist being
planned, and they resist to the death being coordinated, and they
resist having any kind of overview into which they are asked to fit.

Hospital boards do their thing with very little regard to overall
efficiency, with great hostility to being asked or invited to conform
to some kind of master 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 trying to do the best
they can for their own institution. But from the point of view of a
comprehensive overall health planning and rationalization of
health costs, this dedication to what they perceive to be the inter-
ests of their own institution can be disastrously inconsistent with
bringing any kind of rationality into the picture.

[ also feel that both the hospital professionals and we here in
Congress have failed to bring rationality into the situation.

Why is it that there is so much in the way of unnecessary
hospital stays, such as people being brought into hospitals on Friday
for an operation that is going to take place Monday or Tuesday? Are
the hospital administrators bringing pressures 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 treatment of people
who can be treated on an outpatient ambulatory basis but most
frequently, are not?

I think 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 turn that statement into a question?

Mr. ScHEUER. Please do.

Mr. McMaHoON. I find it interesting and one of the dimensions of
complexity to which I continue to refer, that the basis of your
question is there is so much competition, and the basis of Mr.
Walgren's question was there isn't enough.

Now, it is that, 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 just say there I don't think Mr. Walgren
was talking about competition in the sense that there is competition
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 little evidence hospitals 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. McManoN. 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 than any
other mechanism, have all been going the other way.

Mr. ScHEUER. | agree.

Mr. McMaHoN. That is where the demand is that says let’s
increase the services so that my physician and my hospital 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 substantial
number of medical schools, a situation not duplicated anywhere
except perhaps in my own city of Chicago. I understand that
situation too. If we are going to train young people in the practice of
medicine, clearly they must be able to see all kinds of activities
going on.

That generally means they ought to have in some kind of avail-
able way an opportunity to treat patients under different kinds of
care, and I trust, Dr. Carter, you can continue this discussion when
you get into the markup sessions to explain some of the reasons for
proliferation.

If we are going to do all of the things that 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 throughout the country, however, that there are
problems peculiar 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 prototypical 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
hospitals—and that is just 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 trustees you have described who
want to keep that institution going at all costs.

It has its professionals who want to keep their pattern of life and
livelihood and although everybody knows intellectually that we
must close down X number of hospitals and reduce and phase out
5,000 beds, we sit there traumatized. We are totally incapable of
coping with what clearly 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
hospitals to eliminate 5,000 beds and not only get far cheaper care
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but get better care? Many of the people who are getting care now in
hospitals that are less than the best would be getting care in a first
class health environment.

Mr. McMasoN. 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 argue for some slowness and for
some deliberation in the process rather than bringing about the
results by a squeeze on their budgets, figuring some institutions will
then fall by the wayside, because you don’t know whether the right
institutions are going to fall by the wayside or not.

It may be the only ones that will survive the squeeze period will
be those that have substantial endowments or certain other kinds of
backgrounds, and in the city of New York hospitals have been
pretty well squeezed out by the inadequate reimbursement mecha-
nisms of the State of New York through the Department of
Hospitals.

Further support, as we have said to this committee before, fur-
ther support of the comprehensive health planning process is essen-
tial, recognizing it is going to be slow, recognizing that it cannot
work miracles, recognizing that some of the problems of those 5,000
excess beds went back to assumptions that were valid in their time
that are no longer workable.

We don’t think there is any solution other than that, and the
solution of trying 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 think anybody thinks that this is more than
an interim stop-gap while we work toward some more rationalized
overall solution.

We need some kind of planning to bring under control this
incredible proliferation of technology in private 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 that 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 neighbor-
hood 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 that we have the right to ask for
some kind of rational planning with this incredible proliferation of
technology?

Dr. BeppINGFIELD. Mr. Scheuer, I certainly could not disagree
with the concept of rational planning.

On the other hand, I know of a few areas, I don’t know how many
private physicians have CAT scanners, that seem to be the main
prototype of expensive equipment we are talking about right now—

Mr. Scueuer. That is symbolic.

Dr. BEDDINGFIELD. Okay. That is the main symbol then in the
offices. I do know of one or two areas where the hospital either
could not or would not have this facility in their area, and in
concert and with the approval of their hospital board.
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Mr. ScHeuer. Then they wouldn’t have any problem getting a
certificate of need. If it wasn't available then the private physician
wouldn’t have any problem getting a certificate of need from the
local health planning agency.

Dr. BeppingrieLp. I don’t believe every citizen of the United
States needs to have a CAT scan of his head. On the other hand, 1
believe that there could be overkill in a restrictive effort, so this
very valuable diagnostic tool is denied to people who need it.

Mr. ScHEUER. Nobody wants that, of course.

Dr. BeppinGgriELD. I think there is some danger of that.

Mr. Scueuer. We are trying to rationalize its availability and not
have it duplicated many times over. Don't you feel society has a
right to have some kind of rational plan for the availability of this
technology so it would be easily and conveniently available, but not
duplicated at the cost to the taxpayers?

Dr. BeppiNGrIELD. I think if a decision is made on a local level
with local planning that society does have a right. However, I feel
in provisions of this bill where the Secretary establishes guidelines
and ground rules and direction the HSA, they said these are the
parameters within which you must operate, you cannot deviate
from these, then you don’t have a local plan. This is the Catch 22
approach.

Mr. Scueuer. Thank you, Mr. Chairman.

Mr. Rocers. Thank you very much.

I think the gentleman makes a good point, if your guidelines are
the only consideration to be given, I think 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?

(li)r. BeppiNGFIELD. Yes, sir, I would agree proper planning is in
order.

Mr. Rocers. That was my concern about AMA'’s suit against the
planning bill. We tried to design a bill to bring planning and start 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 planning process? Should we use that as one mecha-
nism and, of course, PSRO as another, would you think Dr.
Beddingfield?

Dr. BEppiNGFIELD. | think a variety of approaches, Mr. Chairman,
as | indicated in my answer to Dr. Carter. I think there 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 against planning, and there are some things
on record in the testimony about the Planning Act that indicate our
concerns with that particular law.

I think there is a strong argument for public education, for
education of the consumer, for education of the provider in the most
economical ways. I think there is a strong argument for prevention
that we have discussed here. And finally, I think that the bottom
line of all of this is we are going to have to come down to the point
that the Federal Government cannot do everything 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 think that as a matter of national
health policy we have got to decide just 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 are talking about. Then I
think as to that package of health benefits, say this is what your
Government can provide for you, and that we are going to see that
we get our dollars worth for what we spend.

You cannot severely restrict the number of dollars and say “‘we
want everything for everybody, and you providers do it, and if you
don’t you aren’t doing a good job.” We providers can't come up with
that tab.

Mr. RoGers. I think the intent so far of the planning law is to
bring the planning to the local area. That was the whole intent of
the law, to let your local HSA's do the planning for their area. This
is who I think we should depend on.

Mr. McMaHON. Mr. Chairman, back to your basic question, as I
have said in the testimony, we think the things are under way, that
proper planning clearly is necessary, and we think it's having its
effect. Yes, there 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 expendi-
tures, at least in constant dollars, is the fact that planning is
beginning to take hold, is making institutions 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 think utilization review has already made its
contribution in the reduction of admissions and lengths of stay and
S0 on.

Finally, what Dr. Carter talked about the other day, an expansion
of the State level rate review activities and the broader the better—
mandatory, voluntary, regional, anybody that can come up with a
feasible planning plan that is looking at ways to focus more atten-
tion on the costs of health care—we will support, and think it will
help because they do it in different ways. It can be evaluated and
will continue to have its impact.

Mr. RoGers. If we can do the planning, then, as I understand it,
you feel the PSRO looks at the quality of care, and when it is
overutilized, and you support that, as I understand.

Dr. BeppinGFieLD. Yes,

Mr. Rogers. Should it be for all patient care, the PSRO?

Dr. BepDINGFIELD. I think it ought to start out as it has. for
inpatient care, with the present federally sponsored programs, but I
think this type of review, with discretion for expansion; ultimately
might be applied by responsible institutions and medical staff to ail
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 there would be excess in very expensive equipment
and under-utilization? What grocedures should we use? What do
you suggest, Dr. Beddingfield?
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Dr. BEppINGFIELD. Mr. Chairman, I think 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 statistic or a pin on a map,
that is one thing. If you go to some areas of this country and find
that is the nearest hospital for 100 miles in either direction, that is
quite another matter to the people in that area.

I think in a situation such as that, innovations such as conversion
of part of those beds to an extended care facility, is quite an
appropriate innovation to undertake, and we would support that.

I think where there is, in your PSRO activities, where there is
evidence of inappropriate levels of care, inappropriate admissions or
prolonged lengths of stay, there are mechanisms built into the
PSRO mechanism to correct that situation, and it really hasn’t had
time to become fully operational.

Mr. Rocers. Where you don't give payment for that over-
utilization?

Dr. BeppINGFIELD. That is correct.

Mr. Rocers. Should that also apply to the hospital as well as to
the physician where there is a determination by the PSRO that it is
over-utilized?

Dr. BeppinGFIELD. Should it apply to the physician as well as the
hospital?

Mr. RoGers. Yes.

Dr. BeppinGrFieLD. This same question, of course, came up with
the administration witnesses who were here.

Mr. RoGgers. Yes.

Dr. BeppinGrFiELD. I think I would like to respond in this way:
Even with our utilization review committees which we have had as
the precursors of the PSRO and practicing activity in a hospital, I
cannot remember a single example where this became a problem in
any way.

We have seen examples where utilization review said the contin-
ued hospitalization is not justified. Well, the Government doesn't,
the utilization review committee doesn't, discharge the patient from
the hosptial, they simply say they are not going to pay for it any
more.

Mr. RoGers. I understand.

Dr. BeppiNGFIELD. Then the physician has to go to the patient
and say “Under the regulations of the hospital and the Federal
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 patient and/or the family has
made other arrangements to either go into an extended care facility
or go home.

Mr. Rocers. What I am thinking about is say where he is under
Medicare or Medicaid, and they say no, it’s generally a review after
the fact for the most part, isn't it?

Dr. BeppinGriELD. I think most institutions have ongoing review.
It's required for recertification periodically under Medicare.

Mr. RoGegs. Yes, I understand that. But often it may be that then
the payment, after 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 patient stays in longer?
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Dr. BeEpDINGFIELD. 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 patient who is convalescing,
who is ill, from the hospital 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. That is point one.

Point two, if the patient stays in the hospital, most hospital
bylaws require that every patient be under the care of a physician,
s0 no matter who his third party sponsor is, whether Medicare or
Medicaid is paying for him, if he is in the hospital and he is, for
example, under Dr. Beddingfield's service, Dr. Beddingfield has to
see him every day or get kicked off the hospital staff. In addition,
Dr. Beddingfield may be legally responsible for what happens to
that patient. I think 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. BeopINGrFiELD. I think you are continuing to equate the
necessity for hospital care with the necessity for professional medi-
cal care, which isn't the same.

Mr. Rocess. I can understand the difference. What I am saying is
you have a pattern of keeping your patients in beyond the stay
which PSRO will not reimburse the hospital; what incentive is
there for you to get your patient out on time where you can maybe
E;t };im come by for an office visit, or have a nurse go by and see

im?

Dr. BeppiNGFIELD. | understand your question.

Mr. RoGgers. At home rather than taking up your time.

Dr. BEppINGFIELD. First of all, there would be considerable peer
pressure on me because these patterns 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 general
knowledge in my patient 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 patients.

Mr. RoGegs. If you are the only doctor in town you might.

I won't pursue that.

Mr. PeTERSON. Mr. Chairman, I want to add, as I recall there are
provisions now in the PSRO law for dealing with physicians who
may in particular have the pattern of practice you have indicated
so there are provisions where the physician can be dealt with under
the Medicare and Medicaid law. Actually I think the provisions are
that physicians may be denied participation 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 hospitaliza-
tion is unnecessary—and I say continued hospitalization because it
is made prospectively because of the certification and recertification
requirement—then there are provisions which allow for, I think,
three additional days of stay, and it's that period that Dr.
Beddingfield is referring to, then, that permits the adjustments so
that the families can make arrangements.
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Mr. Rocers. 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 that
can be done. Our concern in the past with decertification has been
two-fold. First, that plans ought to be developed first, adequate
plans, before you know what the situation is, because what some-
times looks as though it's an excess of beds, because of in-migration
of patients turns out not to be at all.

The second thing is there 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 of the capital costs that were incurred in
good faith, we would bring capital expenditures pretty rapidly to a
close, because nobody would invest in an institution, lend it money
or invest in the investor owned sense, if that danger were added.

So I think that the answer to your question is, what we need is a
combination of planning, of the provision for capital costs of closed
facilities, and perhaps coupled with the kind of incentives that you
have. I don’t know whether 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 planning process, I don’t think you need anything more than
provision for the payment of those capital costs plus some encour-
agement for the movement of overhead from that, as I indicated in
the testimony.

Mr. Rocers. Is it well for the health planning agency to identify
which hospital should make a change in its facility and impose a
penalty for inaction on that particular hospital rather than the
hospitals of the area?

Mr. McMasoN. Mr. Chairman, I do not know of any other way to
proceed.

Mr. RoGegs. 1 think you make a good point on that.

Mr. McMaHoN. Voluntary efforts, as we have observed, are hard
to come by because there is no question about the fact that the
institution and its people, trustees, medical staff and administrative
staff, are aware of the service they are providing. It may be 50
percent occupied, but to one of the patients in that 50 percent of the
beds that are occupied, that institution 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 other words, you think HSA is the appropriate
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, there is no other place to make the
decision.

Mr. Rocers. Thank you.

Dr. GeHriG. Because of the way H.R. 8121 is structured, I would
add one other thought. There is a penalty provision there which
would decrease the payment of service under Medicare, Medicaid
and title V. I think the Congress has already had some experience
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with that type of penalty when it is expected that these beneficia-
ries would continue to be provided care but the reimbursement
would be decreased, it presents 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. McMasoN. The disincentive ought to be aimed at the State,
not the provider. What Dr. Gehrig is saying, we are not sure we can
carry this burden. We understand what you are aiming at.

Mr. RoGers. Of course, if the State is the one who is the benefi-
ciary, then perhaps so, and they are the beneficiary of Medicaid
funds, whereas maybe we should just continue looking at the
beneficiary or whoever really benefits.

Dr. GenriG. Mr. Chairman, the example I was referring to is the
repeal of section 111 because it brought out very clearly the inabil-
ity to provide services to those people when they become the
penalty mechanism. In other words, no or low reimbursement for
their care. Presently we are experiencing inadequate Medicaid
reimbursement in our area. This sort of penalty raises real
problems.

Mr. Rocers. We understand hospitals frequently use funds re-
ceived to subsidize operations. Should there be some restriction of
hospital funds on depreciation such as worn-out hospital plant and
equipment?

Mr. McMAHON. Mr. Chairman, when a hospital uses that portion
of its expense statement that was attributable to depreciation, it
means there was a deficit there. I do not know what you do to
provide that deficit. It means the revenues do not equal the costs, so
you must use the cash flow that is attributable to depreciation to do
some of these other things. I am not sure what you do because it is
the deficit. You say, all right, you cannot use this any longer to
subsidize bad debts or charitable allowances or other kinds of
writeoffs, then the patients that give rise to some of these problems
then cannot be taken care of in the hospital 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. That is what I am saying.

Mr. McMaHON. Then I misunderstood the question, because the
hospitals that use depreciation funds to do something else do it
because they would otherwise be incurring a deficit.

Mr. RoGers. Not necessarily. Why would they do that? I know
numbers of hospitals that make money not in deficit that may use
their depreciation because they do not have any need to use it.
Their hospital is up and they do not need new equipment.

Mr. McMasoN. I do not know of any. Because they are setting
aside that depreciation for the next round of capital expenditures. If
they have an operating excess of revenues over expenses, they do
not need to use depreciation for anything except to——
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Mr. RoGers. Except for higher salaries and for other things. You
mean to tell me they do not ever raise their salaries or perhaps use
funds from depreciation? I know some administrations that I think
have done that. You are not aware of those?

Mr. McMaHoN. If they do that, they are not operating with an
excess of revenues over expenses because they are costs too.

Mr. Rocegs. I understand, 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 hospital itself and not to be allocated for
salaries?

Mr. McMasnoN. [ am suggesting under the traditional accounting
approaches we are not talking about the same kind of thing. They
get that whatever they do. They put it in the costs, and if you want
to limit that, you do not do it by going into depreciation. Even if you
require the depreciation be funded, it works inequitably in some
cases because those depreciation funds are being used to provide
needed services.

Mr. CarTer. Wouldn't depreciation remain 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
constitutional—but suppose we did, of $150,000, would we ever have
a Leahy or a Mayo Clinic developed?

Dr. BeppinGrieLp. [ think it would certainly blunt the future
de\i'gellui)mem of that type of fine institution. I think it would be very
unlikely.

Mr. CArTER. How many hospitals 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 referring to that very limited
exception process that has a current asset/liability ratio tests?

Mr. CARTER. Yes.

Mr. McMaAHON. We do not understand the current asset/liability
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 that will penalize hospitals that with certificate of
need and planning approval have moved ahead to expand facilities
and services, and now they are going to find because of prudent
management in the past they would not be entitled 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. CARrTER. 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 partially responsible for this? Did we cause part of it
by appropriating that money for excess beds?

Mr. McMaHoN. Yes, Dr. Carter, by Hill-Burton, by the expansion
of demand, by the creation of financing mechanisms like Medicare
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and Medicaid and child health, but it has always been my conten-
tion that the statement of costs is overstated because any reason-
able hospital administrator 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 substantial responsibility for
this. We think that planning plus some finanancing mechamism
that will take these so-called unneeded facilities out of service is a
far better approach.

Mr. CarTER. You really think perhaps these excess beds should be
converted perhaps to skilled nursing or intermediate care; is that
correct?

Mr. McMaHoON. I think in some cases the answer is very clearly
yes, where the skilled nursing and other kinds of long-term facilities
are necessary. But again as we say, our rationalization for commu-
nity health planning says that may not be the problem. Something
else may be the problem or another kind of facility or even closure
and conversion to a more custodial care than nursing facility might
be appropriate. The more this is left to local decision-making under
sound planning, the more acceptable it will be to all of the people
involved, patients as well as the hospitals and the physicians.

Mr. CarTER. Do you think it is reasonable to apply an “admission
load formula” to a hospital if you make no attempt to ascertain
whether the hospital is operating at, or near, the margin?

Mr. McMasoN. I think, as I indicated 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 that is much longer than you and
Dr. Beddingfield and I know in the area of the country 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, it seems to us, the wrong
way to go.

The approach must be a little more delicate than that, taking into
consideration patterns of practice, exchanging views, trying to find
out what the reasons are for higher utilization, and then zeroing in
on that. That is far better than some across-the-board kind of
formula that is not going to apply usefully in various parts of the
country with various patterns of medical practice and various kind
of patient mix.

Mr. Carter. In New York City, Sloan-Kettering Memorial and
Mt. Sinai all have large cytology facilities, and facilities for treating
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 explo-
sion in medical costs over the years? What are the factors that have
gone into this?

Dr. BEppINGFiELD. Dr. Carter, I would again recite the general
inflationary trend, the expanding technology. That is an 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 just recited,
sometimes by Congress from the Federal sector. In response to your
question, I think all of these have an important part 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 Pettengill, who is representing
the Health Insurance Association of America. He is Vice President
of Aetna Life and Casualty Company; also Mr. Neil Hollander, who
is Vice President for Health Care Services, Blue Cross Association,
Chicago.

We welcome you gentlemen to the comittee. Your statements will
be made a part of the record in full and you may proceed.

STATEMENTS OF DANIEL W. PETTENGILL, ON BEHALF OF THE
HEALTH INSURANCE ASSOCIATION OF AMERICA, AND NEIL
HOLLANDER, VICE PRESIDENT FOR HEALTH CARE SERVICES,
BLUE CROSS ASSOCIATION.

Mr. PerrenciLL. I am Daniel W. Pettengill, Vice President, Group
Division, Aetna Life and Casualty. I appear on behalf of the Health
Insurance Association of America.

We have reviewed H.R. 8121 and, on balance, believe it to be a
better bill than H.R. 6575. However, like H.R. 6575, it unfairly
discriminates against States 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 the escalation of hospital costs is through carefully coordinated
efforts of the PSRO, the HSA, the State certificate of need agency
and a State agency to review and approve hospital budgets and
rates. Congress has done much to assist and stimulate the first
three of these entities 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 limiting the percentage increases
they may approve to just that promulgated by the Secretary under
section 112(b), while the Secretary himself can grant additional
increases by reason of section 115 (Establishment of Exemptions)
and section 124 (Exemption of Nonsupervisory Personnel Wage
Increase from Revenue Limit).

Justice alone, to say nothing of the fine record which the States of
Connecticut and Maryland have already established in containing
hospital costs, demands that this discriminatory aspect of H.R. 6575
and H.R. 8121 be eliminated.

Specifically, we recommend that the discrimination caused by
section 124 be eliminated by the deletion of that section from the
bill. The hospitals that actually need to raise their standards of
wages for nonsupervisory personnel should secure an exemption
through the mechanism of section 115. Then, because we believe
section 115 is essential to the bill, we would minimize its potential
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for discrimination against the States by authorizing the States, with
agencies meeting Federal standards, to use a slightly higher limit
than that set by the Secretary pursuant 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 inserted after
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 actually encourage the formation of State programs for
containing hospital 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(aX1) of H.R. 8121, and that Federal funds be made available to
pay a portion of the start up and operating expenses of such State
programs during the first 2 years of their 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 title I. While we are in
favor of incentives for good performance by hospitals, we regret to
say that we believe the incentive proposed in this part D, as modest
as it is, could do more harm than good.

There is no doubt but what questionable and sometimes even
unnecessary ancillary services are driving up not only the cost per
inpatient admission but more importantly the total hospital bill and
hence incentives to eliminate these questionable or unnecessary
ancillary services are definitely desirable. However, there is an-
other important factor in the excessive hospital costs equation,
namely the many short confinements for diagnosis and for minor
surgery that are totally unnecessary because the tests or the sur-
gery could have been done just as safely and at less expense on an
outpatient basis.

ow, if the only reward is for cutting the cost of the per inpatient
admission, the hospital can reap this reward simply by doing
virtually all diagnostic testing and minor surgery on an inpatient
basis. This is so because the numerator (the hospital’s total costs)
will be increased less than the denominator (the number of admis-
sions), and hence the cost per inpatient admission will be lowered.
In the meantime all those unnecessary days of confinement will
have caused the Nation’s total hospital bill to have skyrocketed
worse than ever. Furthermore the unnecessary ancillary services
may still be there.

I know of no reliable incentive to reduce unnecessary ancillary
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 hospital admis-
sions, and H.R. 8121 already contains it in section 113. Therefore,
ge ref:)ommend retention of section 113 but complete deletion of

art D.

With regard to Title II, we believe the differences between H.R.
8121 and H.R. 6575 represent improvements except for the change
from $100,000 to $150,000 in the minimum size capital expenditure
that requires a certificate 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 adjusting this amount
each year thereafter by the gross national product deflator.

We are pleased with, and fully supportive of, the new title III—
the program to assist and encourage the discontinuance of
unneeded hospital services.

We appreciate this opportunity 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 grateful to you.

Mr. Hollander.

STATEMENT OF NEIL HOLLANDER

Mr. HoLLANDER. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, I am Neil
Hollander, Vice President of the Blue Cross Assocition, the national
coordinating agency of the 70-member Blue Cross Plans in the
United States and Puerto Rico.

As stated in our recent testimony on H.R. 6575, “The Hospital
Cost Containment Act of 1977,” the Blue Cross Association (BCA)
strongly believes that there is an immediate need for enactment of
a transitional program to contain costs in the health care delivery
system.

I thank you for the opportunity 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 administration’s bill H.R. 6575, our comments
presented will be on the following: section 132 (Incentives for Good
Performance by Hospitals in Containing Cost Increases Eligibility
for Incentive Payment), section 1527 (Certificate of Need Program),
section 1122 (Limitation on Federal Participation for Capital 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 - TRANSITITIONAL HOSPITAL COST CONSTRAINT PROVISIONS

Section 114(c)—Base Inpatient Hospital 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 year
and in the accounting 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 hospital costs. Containing hospital costs directly has
long-term significance. A program that controls costs has a better
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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 apparent
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 outpatient deficits as
proposed may be less effective than an arrangement 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,
result in permanent additions to inpatient costs, or in any way be a
basis for a later claim for an exception from a limitation on
revenues

Examples that 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 similar public interest projects. The pro-
vider making a claim for an incentive payment would be required to
show that its use of the incentive would be in the public interest
and would not add to its cost projections for later years.

Although we have not had a chance to study the extent 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 1II—LIMITATION ON CAPITAL EXPENDITURES

As regards title II, we have previously testified that a morato-
rium be placed on capital expenditures 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 20l(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 determine the need for major medical equipment—and, as
previously provided, institutional health services, health care facili-
ties, and health 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 this section, defines the term “capital expendi-
ture,” such that the dollar review threshold for such expenditures is
$150,600. BCA supports this dollar threshold as opposed to the
originally proposed $100,000 threshold. Such a threshold is appro-
priate since most capifal expenditures that can be expected to
generate substantial future health costs will exceed this amount
and since such a threshold will effectively control major medical
equipment expenditures in non-institutional settings.
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Section 202—Limitation on Federal Participation for Capital
Expenditures

This section amends section 1122 of the Social Security Act in a
number of important respects that differ from amendments pro-
posed in H.R. 6575.

First, section 1122(a)1) would require the Secretary to enter into
1122 review agreements with the Governors of the States to assure
that funds appropriated under 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 authority to cover major medical equipment expenditures.
We question, however, the exclusion of health maintenance 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
criteria—and the Final Rules issued January 21 pursuant to section
1532—appropriately 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(a)3) 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 year of the enactment of the bill, Federal
payments under title XIX will be withheld. Section 1122(b) would be
amended to require that, in the absence of a finding of need by the
State Health Planning and Development Agency in accordance with
the section 1122 review agreement, the following reimbursement
penalties would be applied to unauthorized expenditures:

(1) Major medical equipment or a health care facility—no amount
for services provided by such equipment would be paid under titles
V, XVIII, and XIX.

(2) Services furnished in such health care facility—reimburse-
ment under titles V, XVIII, and XIX would not include any amount
attributable to depreciation, interest on borrowed funds, a return
on equity capital—in the case of proprietary facilities—or any other
expense related to such capital expenditure, or for direct operating
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 that health maintenance organizations be included under the
proposed section 1122 review program. Section 1122(aX3) should be
amended to reflect appropriate reimbursement penalties for such
organizations. The penalty provided under paragraph (d) for such
organizations would be satisfactory. Second, in paragraph (b), the
meaning of the phrase ““...major medical equipment or a health 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, the word “or” in
Eare:ig'raph (bX2), [italicized above] should more appropriately be

and”.

Paragraph (e) of this section sets forth a $150,000 capital expendi-
ture threshold for section 1122 reviews. As noted above, BCA
supports such a threshold.
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Section 203—Amendment to the Internal Revenue Code of 1954

Paragraph (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-
tures which have received a certificate-of-need under a federally
approved certificate of need program. This exemption should be
expanded to include capital 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 equipment in instances when major medical
equipment not approved under 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 AND ENCOURAGE THE DISCONTINUANCE
OF UNNEEDED HOSPITAL SERVICES

BCA supports legislative initiatives which address the problem of
excess hospital service capacity in an equitable and effective man-
ner. Title III contains a number of provisions which authorize
payments to hospitals that eliminate unnecessary capacity. Gener-
ally, we find these payment provisions to be both equitable and
necessary. Title III also provides for incentive payments to HSA's in

whose areas incentive payments for the discontinuance of all of the
services of a hospital are made. We support such an incentive
payment, particularly 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 part of the Na-
tional Health Planning Guidelines, the maximum appropriate sup-
ply of hospital services and the minmum appropriate rate of use of
these services for each health service area. For example the reim-
bursement penalties associated with non-compliacne with these
standards have far-reaching effects. We also question the Secre-
tary’s ability to promulgate such standards within the time period
specified, particularly since he must examine the unique circum-
stances in over 200 health service areas within a year from enact-
ment. We, therefore, suggest that there be extensive discussion of
this issue as part of amendment hearings for Public Law 93-641
later this year.

Thank you very much, Mr. Chairman.

Mr. Rogers. Thank you, Mr. Hollander.

I think the suggestions you have both made will be helpful to the
committee and we will look carefully at them. I think they do leave
more flexibility in the local health planning areas from the guide-
lines. I think the other suggestions that you have made will guide
us in making good judgments, so we are grateful to both of you for
being here. Thank you so much. This I believe concludes the list of
witnesees today. Therefore the committee stands adjourned.




[The following statement and attachments were received for the
record:]

ERICAN PSYCHIATRIC
and
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The American Psychiatric Association, which represents

23,000 psychiatrists in the United States, and the National

ssociation of Private Psychiatric Hospitals, which represents
178 free-standing psychiatric facilities, containing 15,000
beds, nd 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. 8I21.

In testimony presented jointly by our associations on

May 12 ore 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
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t"apc-limeul‘.f Furlhrlinule, an error in the
tabulation of inpatient utilization was dis-
covered after the experiment had been
concluded. bt In addition, the question was
raised whether the patients studied nli'__',ht.
bllh-t'\lln'nl to the two vears [ullm\ing
psvchotherapy, revert to previous patterns

of somatization or. a5 a4 new

pattemn,
mfrrcl_\ substitute lm:tr.ult':l and (tnt'l_\ psy-
L'!\dl!lt‘i.lll\. for previous medical treatment.

The Problem

This study investigated the question of
whether there is a cha in patients’
utilization of outpatient and inpatient med-
ical facilities after psyt‘hnl‘llrmp)‘, compar-
ing the patients studied 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
interview only. The year prior to the initial
coutact was compared with the five subse-
qm'm years in both groups.

The problem can be stated simplv: Is
the provision of psychiatric services associ-
ated with a reduction of medical services
utilization (defined as visits to other medi-
cal clinics, outpatient |.t}mr.1mr_\' and x-ray
procedures, and days of hospitalization)?

Methodology

The setting: The Kaiser Foundation Health
Flin in the Northern California Region is

§ The authors acknowldge their debt to Dr.
M. F. Collen for this and other sugrestions, and
to Mr. Arthur Weissnan, Medical Economist,
kaiser Foundation Medical care entities, for his
expert consultation

1 At that time days of hospitalization per
patieat and In vear were tabulsted from each
patiest’s outpatient mwdival records. Subuquent
anvetieation has rovealed  that
third of the outpaticnt charts reviewed contained
summurics of howpital admissions. and that tabu-
lation of inpaticat ctilizatun mu-t b madde di-
rectly  through  the  separatihvlept  inpaticnt
reaords

el abat a

a Bfl‘\-p-pf-wti('r prepayinent ll!.u! ulfr.‘m;
comprehensive hospital and professional
services on a direct service basis. Profes-
sional services are provided by the Pee-
manente Medical Group—a partnership of
ph_\'si{ ians, The Medical (:rnup has a con-
tract to pru\ide cmnlu;'hcnaiu- medical
care to thewubiscri! s ©ubam there were
more than a half million at the time of this
\l‘lid)'. The composition of the Health Plan
subscribers is diverse, encompassing most
socio-economic growps. The Permanente
Medical Group comprises all major medical
specialties; referral from one specialty
clinic to another is facilitated by the or-
ganizational features of group practice,
geographical proximity and use of common
medical records, During the years of this
study {1959-1964 ), psychiatry was essen-
tially not covered by the Northern Cali-
forniza IHealth Plan on a prvp:\i:l basis, but
in some areas of the Northemn California
region psychiatric services were available *
to Health Plan Subscribers at reduced
rates. During the six vears of the study, the
psychiatric clinic staff in San Francisco
consisted of psychiatrists, clinical psycholo-
gists, psychiatric social workers, resident
ps_\'(hint'ri:.ls at the third- or faurth-’\(:qu
level, and psychology interns, all full-time.
The clinic operates primaridy as an out
patient service for adults (age eighteen
or older), for the exaluation and treatment
of emotional disorders, but it also provides -
consultation for mln-p\-}‘(‘hidl‘ric ph_\':&icinns
and consultation in the general hospital
and the emergency room. There is no
formal “intake™ procedure, the first visit
with any staff member being considered
potentially therapeutic as well as evalu-
ative and dispositional. Regardless of pro-
fessional disc ilrlin(-, the person who sees
the patient initially becomes that patient’s
therapist wnless there is a reason for trans-
fer to somme other staf member, and he
continues to sec the patient for the dur-
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least within an hour or two of mrival at
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One of the nnigue as this kind
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of atsociated health ]‘ in and medical sroup

et ts of

is that it tends to pat a preminm on health

rather than on illness, ie., it makes pre-
ventive nedicine 1'i1f:ullnu.|”}' tr'-\',u:.‘.mrl,
ﬂuu-‘.;)r _\-E‘I-.Il:!.l:;llg a constant search for
the most eflective and spee ific methods of
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tinent, The question of how psychiatry
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wred; there not

ings in which it ean be answered.

. 1 ;
into comprehicnsive pie medical

are

atme of group praclice in this
selting is that all medical records for each

patient are retained within the organization

Subjects: The experimetal subjects for
this investipation were selecled  system

ly by including every Rlth |\~}|E|r.|ls:r-
Patient whose initial inlerview took place
between 1 svary 1 and December 31, 18960
Of the 152 patients thus selected, 80 were
seen for one interview (ln!‘/. 41 were scen
r of 6.2)

~anda

Tor wo 1o l'r;ht mlerviews [mt‘:

woiel ther

1
iels WOTE
Ldr

31 vy e seen for nine or more interviews
(mean of 33.9) and were defined as “long-
Ievin Hheer apy.”

e provide a control group, the medical
tennds of high medical utilizers who had
nr irowenled themselves to the D!‘lléﬂl-
Cuf Psvehihoy were seviewed ol a
1he

Sugsapy sanphe meoape, Tsex, sovio-

wis  seleeted which anatehed

e Status, meddical utilization in the
o Mhealth Phan :|a|'n.1u'!'\.]|||1 in
2t Jeast i veans 14934 I1I.'-l|:;:'|1

Povitesin of psvehiolosical distress

vmtal I

a4 vinilrol Peitient

Thus, ecatch perin IR
matehed

criteria above, but without

Mas

with in the

reference
any other variabile, Both \.l!rj-11'5 (AT
in A froom 20 10 G2, with o mean of
Of these, 52 per cent were women and
G3

their n]:in;.:!ullls. The sat

"W |ir1.l s or

of

per venl were Dlue-collar

sTaction sn
many criterin in chivosing a matched con-
1:r|\'|.$‘_|.'\n|| 1.\{!:\!'!1 to Le a tedions and
time-consuming procedure.

of the the

psychiatric sample disclosed consistent and

Review medical reconds ol
ll\!ill'l}1ll.l1|\ useful notations in the vear
Prior 1o the j\..‘. ienls u.\inhlr_"!n 1‘.\”!1{-:1:(1-
apy, which cond e considered as eriteria
of JJ\JJ{II.I’::;_;!.( al distress. These consisted
of |rn:.\|1?§|1:_;'\, madgy, by the |;]\\-iiinm on
the dates of the paticots’ visits, vhich were

ional dis-

tress, whether or nolb (he ]u!n-,-ur;i'm\ recog-

indicative of thuse ’\.'ul-n nls” eyt

nived this when they made the notations.
These (38) critvria were assigned weights
from one to three in accordance with the
'[lnrlm-m-)- of their appen
1

acvordancs

nce in medical

records and in with clinical

cxperience about the sienificance of the

criteria when enconntered in psy chothera
;_"hls
:.-.-.i:,;m-e]. are presented in Table 1. In
comparing the charts of the psychiatric

prutie practice. The criteria, with wei

paticnts with thase of Health Plan patients
r'.un'|--rn'l)’ drawn, it was determined that
;;1[!!1:\!1_‘}': some criteria “were occasionally
present in the muvdical seserds of the Ialter,
a \l.;_\i;i_]ﬂr-:] score of three within one year
clearly differentiated the ]\:‘_\r'fu‘:.iilic from
the non-psychiatric groups. Accordingly.
therclore, in ||1.|1|}li|i<r: the control (non
|-‘.~:!ml|v'r.|]\_\ ) group to the SR ntal
the

lectedd Taad revords whivh indivated seores

(psychotherapy) gionp patients  se-
of three or points fur the vear 19559
The mean \lu'i_[’_]ﬂl. ol the thaee L LA
mental arons wned the contiol gronp i

terms ol the 38 erileria of pavelinlogical
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tient utilization of the third sy |1u[l:r’1.||\}'
rable to that of the first two

Psyc hother upy &

\I‘i!“”i' ocnm
llllll\

In terms of decline in use of inpatient
services (days of haspitalization ), however,
the long-term hotherapy group and

the control § are dilfer .r..!, in that the
former paticuts significantly reduce their
sar before”
the

ples limits the con-

n from the
fifth yuar

small size of

mpationt utilizati

to the alter.” However,
Ill‘ 24

clusions that can be drawn

Discussion

The or

project is an outgrowth was 1::-l[|rm|‘. 1|_v

pilot study of which this

l}l{' ﬂr';"i‘ll aulhor 45 an .I'J'.r in i' nomg

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 pa

in the hospital for whom a psveli
consultution was re ueste 1, W viry th

medical ¢ 5. It was also repeat

noted that when these paticnts were trea
from o Py hiatric print ol refen
48 A preson v

which

tional  distres

il syny 1w, they

|ar1‘\\n al « seemed ren-

wnplaints. It
sonable

l:l'ulku.'-

to expect that for many of these

1\.\\1]“.1[!:‘! lv-oricnted |ll'.l) wias
A More spe ific and relevant kind of treat

ment than the asoal mediead

freatmoents.

This would be especially troe if the of-
fects of viehiantrie ‘|-1|- wore relatively
[r.n-_rl roor ol
alfe

mnent

a change in the patient
others in his immediale eaviron-

In the long run, the om of

the triansmissii

iterrig
nternip
e of sick ¢ uf living to
succecding

ol eflicient Lind of

nist
fundamental preven
tive meddicin HIper
ative to test the
this Kinel of

ellectively T

mibihive o s that
paativat cond Tu abesd i

vhiitrie

interview  technigue thun by the more

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 practioner  after
the latter leams to listen and wndesstand
his patients as people in distress heconse
past life experiences

would be difficult, however, to desi a

of current and

statistical study of those patients and of a
matched control group treated for similar
complaints in a more conventional manner.

|'-.}'f_'|1i.ltr).' 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 I]('!'[}-\",llt‘il
fears of and prejudices against “some-
thing different.” In a medical group associ
ated with a prepaid health plan, conditions
are favorable for inte ating psychiatry
into the medical fraterni y
{lhi'l' fore
member spec -‘.i[!}'. '”n' lrlhr‘l'l':ll -] UE
referral

as a welcomed

and  familiar unthre

such

would be much further enhanced

ancl communication

a setting
by the factor of prepayment, which elim
inates the fnancinl barrier for all those
afford  health For
muny reasons, then, this setting provides

who can insurance.
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 dvr'.‘\d-.’:;,
medicine has been changing in many sig-
nificant ways, mmong which are prepaid
health insurance, gronp practi increas-

ing -.in-z-|.|li.'.-.thu|_ automation, 1 a focus

on the “whole person™ rather than on the

“[i,i[]ul:l e
Forsham® and others have suggested that
at somne

not-too-distant  date the patient

will go through a hi antom 1 [rocess

ratory procedires and phys
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tewpt to promnote benclicial social L'!l.\ngl'\
in the envirouments of these chronically

improvement would have to he devel

I]i\lllrll('ll l'll"li}h.'.

Sources of Criticism

(1) One poblem in providing a con-
trol Eroup uilup.n.l}lle o an (‘\i\l'lillll.‘llt.ll
group in this kind of stwdy is that, al-
thogh llrlr!llllhll"n_\f having  emotional
distress, and in a similar “guantity”™ ac
cording to our yardstick, the contral gronp
did not get to the psychiatric clinic by
either sell- or physician referral. The fact
that the control patients had not sought
rsychiatric help may reflect a more pro-
gnuurl difference between this group and
the expedmental proup than is super-
ficially apparent. One cannot assume that
the medical utilization of this control
group would change il they were seen in
the Psychiatry Clinic. (This ohjection will
be minimized in the “prospective” |Ir.ul
of this study, which will be reported in
another paper). Although the average in-
patient utilization for the three combined
psychotherapy groups is the same as that
of the control group in the yeur before
(1939), the inpatient utilization of the
I{:I\g-h"un ]:\_v:']ul[lu‘r,li})‘ group is two and
a half times that of the control group
If the study were extended to several
years before, rather than just one year, it
would 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 inpatient utilization

(2) Patients who visit the psychintric
elinic may, for one reason or another, scek
medical lielp from a physician not associ-
ated with the Medical Croup so that
his medical utilization is not recorded in
the clinic reenrd, the source of infurma-
tion ahout utilization. In the long-term-
therapy group the therapist is usually
aware if his patient is visiting an outside
physician, and although it is an almost
negligible factor in that gronp, there can
he no information in this regacd for the

ONEe-SEESiTg -|||!_\ el Brieel-tlu MY Sroups
withiout follow.

{(3) There
ing that dectrased atilization means het
ter medical care, ne essarily, Criteria of

is no pustilication i assuni-

oped and applied to a significantly large
sample to tey to auswer this impactant
question

(4) Patients may substitute for physical
or emotional symploms behavioral dis-
turbances which do not heing them to a
doctor but may be just as distressing to
them or tu othee people,

(%Y The “wat” «f =leation cannet be
used as a puide in estimating costs, stund-
ing us it does for such diverse items, T
itself the units are not an exact indicator
of severity of illness nor of costs. A per-
son with a minor problem may visit the
clinic many times, while a much more
severely ill person may visit the clinic in-
frequently. Even more striking is the
variation in the cost of a unit, varying
from about a dollar for certain laboratory

rocedures to welt over-a hundred dollars.
E;r certain hospital days (with admis-
sions procedures, laboratory tests, x-rays,
consultations, ete.) each worth one
“unit.” To arrve at an approsimation of
costs, the units have to Ii)c retabulated
in vost-weighted form.

Suggested Further Studies

(1) The question of treatment of pa-
tients by non-medical professional clini-
ciuns has been argued for more than a
half century. It is generally recognized
that there are not enough psychiatrists
now and that there will not be enough in
the foresceable future to treat all those
persans who have disabling emational dis-
orders. In the late President Kennedy's
program for Mental Health this lack was
recognized; the recommendation for pro-
fessional staff for community Mental
Health Centers included clinical psyvehol-
agists, psychiatric social workers and other
trained personnel, Having little distinction
in our psychiatrie elinic between the vari-
nis disciplines as Far as their functions
are concerned, it would be feasible and
inteeesting to compare therapeutic results
of the disciplines as well as individuals
with varions types of patients and vari-
ons tvpes of psvchotherapy.

(2) Is length of treatment correlated
with diagnostic category, original prog-




nusis ]l)f Ihﬂu"\i»l_ sovin-econmuic level
of patient, disciplinve and aricotation of
therapist, or “severity of pathol

(3) What happens to the sponse, par-
ents, and children of the patients who
are seen in psychintry?

(4) Are there |||"LI\|11_:|||\T||-.|:_[ prattems
of complaints in the three psychatherapy
E;[{)‘I]"?

(5) How do blue-colliy patients dilfce
from white-collar or profdesional patients
in number of interviews, diagnostic lubel,
use of medication, recommendation of
hospitalization, and type of conplaints?

(8) What is the v ¢ of the illness
that resulted in hospitalization before the
patient came o psychiatry—and after?
How often was this a i gnostic work-up
because the internist could not find “any-
Ihing wmng" in the clinic?

Summary

The outpatient and inpatient medical uti
lization for the yeur prior to the initial in-
terview in the Department of Psychiatry
as well as for the five years F{ﬂlu\\-i:ul,{ were
studied for three groups of p_\)\hhthr:.lp)'
patients (one interview only, Lirief therapy
With a mean of 6.2 interviews, and long-
lerm thl-.r.'lln)' with a mean of 33.9 inter-
Views) and a control group of matched
Mlients :fc‘mumlr:llinu similar criteria of
distress but not, in the six years under
studv, seen in psychotherapy. The three
|’-\‘L'h|-1!1rt<npy groups as well as the con-
trol {nn-psychotherapy ) group were high
utilizny of medical facilities, with an aver-
e wtiliaition significantly  higher than
'!'—" 0! the Iealth Plan average, Results of
: melicaten] significant declines in

w hsation in l1|1' lh\il:l:!]ll'l.lli_\

1 ||-.r|,|1 to the control

patient and ontpatient ati-

vl relatively  constant

vours, Thee most signifi-
wenrred din the seeond vear

Htal interview, and the one-

nterview illl‘,\' and h!’il}-[!ll'i.lll‘v groups
did not reduire additional pSve hrl:!u-l.lily to
maiutain the lower utilization level for five
vears. On the other hand, after two years
lhrinu:_:-ll'rul I:n\iurlht'rqp_ group attained
a level of ir-\\:hi.nl!fr ulilization which re-
nmiained  constant throngh the remaining
three years of study. -
The combined p\)t]u.llriv anid inedieal
utilization of the ||:l|If_"-l.|_-nu-l'|n-.r:lil}' group
indicated that for this small group there
was no over-all decline in ontpatient uti-
lization inasmuch as psychotherapy visits
seemcd to \n]\lﬂ.mt medical visits. On the
other hund, there was a significant decline
in_inpatient utilization, espee i.l”_\' in the
long-term-therapy group from an initial
times that of the
Health Plan average, to a level u::ulmrilh]c
to that of the general adult Health Plan
population. This decline in |lmlril.lli.’.iliiln

utilization of several

rate tended to oceur within the first year
after the iuitial interview and remained
generally comparable to the IHealth Plan
average for the five years.
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I£H Short-term Outpatient Psychiatric Therapy
Utilization of Medical Services in a

repaid Group Practice Medical Program

Invize D. Co G P * Corme Knanrz, ALl axp Brex Z. Lock

A pilot st was conducted to measure the eff
psychiatric py beneht on the utilization
sroup Health Association of Washington, D. C
e medieal program. The st roup consisted of 25 I ho were
rred {or such ontpatient therapy and who were GHA mox for a full
Y

period both before and alter the psychiatric referral. y patients

experienced a marked reduction dn;i:.;: the year alter
with the prior year in the utilization of GHA & psychiatrie physici
and laborate ry Or X-ray proce dures. The reduction in number of pati
was 13.6 per cent for nonpsychiatric physician services, and 15.7 per cen
soratory or X-y ced In ter of visits ms reduction was approxi
30 per cer each of these services. -'.|I‘.J||;_',I'{ reduced ul

tion was still obtained when

redluced utilica
more i nt u ion of appropriale m

term oulpatient mental health benefit in P

NIMH, the United
Commission, which admir
cluded i 41 1 in bealth insur Employees He :
ance protection throus private voluntary quested ir nee carriers and health
e 1963, the Na-
alth (NIMH)
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ticipating in that prog to incorp

proved mental health bes
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into their ishing beneht structures
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i 1 l!l'|.’|l..‘

fits in prepaid §

With the adopti f mentzl h

actice plans, it has
become i.‘ll\"'.]‘:!' to evalu to some extent
the elfects that these benefits might have on
patient utilization of nonpsychiatric mediecal
services covered by the plans?® Group
Health Association of Wasl ton, D.C.
(GHA)

Branch of the NINMH in conducting a small

coopernted with the Biometry

I”[”! 3 ¢ directed towards this question.

This reports on the resu of that
st }'t:;ll'!\

study which is based on the

experience with a mental health benefit at
GHA before benefits were expanded and
before the total population of GHA was

included.

Setting and Nature of Short-Term
Mental Health Benefit

The Group Health Association of W
ington, D.C, is 1 sive preps
group practice pr

participating

lnr‘pn!.-.thlh resides almost z-:ﬂin‘l)' in the
metropolitan Washington, D. C. area and is
nnl.‘ll}riu:-{f of three groups: federal govem-
5, D. C, transit workers, and
general members, In November 1964, GHA

included a limited outpatient mental health

1
ment emplo

benefit in its structure of benebts for its
government employee group who then com
prised 66 per cent of the GHA participant
f 54,000, In

JlJ'!IiLI[ilHl of approximately
POl Pi
January 1965, this benefit was extended to

the general members who accounted for 18
per cent of the participant p 'l"‘i]“:i"” Thus,
per cent of the CHA population had some

coverage for short-term outpatient psy-

chiatric care at the inception of the partially
prepaid bencfit. Acute short-term hospital
W previously been part of the Lene
fit structure.

At its initiation, the CHA mental health
benefit vffered under prepayment was essen-
tially as follows: GHA paid up to 13 dollars
for each of 10 therapy sessions in a mem-
bership-year for outpati treatment of

acute mental illness and emaotional disorders

subject to significant improvement thre
short-term outpatient therapy.®
screcning psychiatrist determined e

for referral on benefits. When the

was referred by a GHA nonpsy
physician to the GIIA screening psychiatrist
for evaluation purposes as to eli bility for

ben: » thire wais no charge to the patient

for that visit or visits. During the study

period, a patient could also self-re

screening psychiatrist. An evaluation of the
patient’s psychiatric condition was made by

the screening psychiatrist and, on the basis
is diagnostic impression, he recom-
te ;:\}'('!Li.ll[lr- care where

ier CHA

coverage for benefits could be approved.

indicated, and he determined wl
If short-term 1hl::\lpy wis authorized un

the benefit, the patient was referred to psy-
chiatrists or other mental health ¢ iplines.
If the condition was chronic, and hence n

covered by the benefit, referral could still
be made to another agency or psychiatist,
but no payment woull be made by GHA

f[}[ )l:'.!l Care.

Study Design

The basic study plan was to compare,
for the case group under siudy, the utiliza-
tion of CHA me ices hefore
afler each patient was referred on bene
for short-term outpatient psychiatric ther-
apy.

month interval immedintely preceding the

The “before™ period was the 12

date of referral by the screening

psy chia
ered likely that virtually
1

unaocrgomg

trist. It was con
all of the

would have completed such care d g

patients therapy

the first three months |rnm<-l‘:.-'."§} follow

ing referral. ‘Since such ”a('[.l}\l\' was apt

* The limit of 10 therupy sessions w a renew
able benefi 3
ginning th each amniversary date of je

plan). Thus, if th

end of one mcinber

each mom ship-year (ie., vear be-
py was initiated t

ip-ycar 7
next, the patient could actually

19 sessicus for the smoe relerral
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to affect the utilization of GHA services
during this period, and to allow sufficient
time for completion of the therapy on hene-
fits, the “after” period of 12 months” dura-
tion was taken to begin three wmonths
following the refetral date. Thus, the ree-
ords for each stlu]}‘ patient were reviewed
for a 27-month exposwre period, although
the three-month “psychiatric ”ll_‘l-lll'\' mter-
val” was not to be included in the “"before-
after” amalysis of medical services utili-
zation.

For purposes of the study, it was desir-
able that the study group be confined to
persons who were covered by the same
mental health benefit. It was, therefore,
decided to limit the study group to all
patients enrolled under the “high option”
or “premium” plan who were refcrred on
benefits for psychiatric therapy during the
first year the benefit structure was in ef-
fect.® Thus, as a by-product, the results of
the study could provide a baseline for any
future studies based on a revised benefit
structure. (After the first year, the GHA
mental health benefit was substantially in-
creased and broadened.)?

c the GHA mental health benefit
during the study period applied only to the
federal employee and peneral member
groups (including covered family mem-
bers), they comprised the study population.
The GIIA medical records for these en-
rollces were reviewed by GCHA stafl to
identify all patients who were referred to,
and secn by, the screening psychiatrist dur-
ing the period November 1, 1964 through
October 31, 1965, the first full year in which
the psychiatric beicfil was-in effect. To
protect tha confid-ntiality of Tllc.pdtirnt, in-
dividuals were not identified by name to the
study staff. Also, it should be noted that the
confidential psychiatric notes are not part

* Under the “low option™ or “standard” plan,
GHA paid up to 10 dollars {as compared with 15
dollars under “high option™) per therapy session

Only about 10 per cent of the GHA members are
enrolled in the “low option” plan.

of the medieal record and were not made
accessible for this study.

A total of 726 patients (excluding GHA
stalf and dependents) were referred to the
screening  psychiatrist. Of this t'!i[..!_ 409
patients were excluded from the §tudy be-
they judged ineligible for
coverage under this benefit or because they
Specifi

cally, 161 were judged not to be in need and

ciuse were

overtly reflused psychiatric care

henee not relerred for outpatient psychiat

ric care; 197 were referred for psychiatric
care but not on benefits; referral was de-
ferred for 45 patients; and 6 patients who
would have Dbeen referred on  benefits
overtly refused to accept such care.

The records for the remaining 317 pa-
tients seen by the screening psychiatrist
were reviewed for the 27-month period
referred to earlier. From this total, 61 were
eliminated from the .\Illdy as follows: 57
cases were not available for the full 27-month
periodd (35 began membership less than
one year prior to the date seen by the
screening  psychiatrist, and 22 terminated
their membership within the 15-month
period following that date); for four
patients the files were not available. This
left 256 patients who comprised the study
group. Of the final study group, 197 were
enrolled in the federal employee program
and 59 were general members—approxi-
mately in the same ratio to one another that
these two groups comprised in the total
GHA population.

As a point of interest, the age distribu-
tions were examined for the 409 patients
ineligible for benefits and the 61 eligibles
who did not otherwise meet the shid}'
criteria, The age distribution for the former
group was found to be very similar to that
of the 256 study patients; however, the
latter group of 61 patients had a somewhat
younger age distribution than the final
study group.

Data extracted from the medical records

were counts of all visits to GHA physicians




for medical care, all visits for x-ray and
laboratory procedures, as well as the num-
ber of visits made for psychiatric therapy
under the mental health benefit. Other data
abstracted for each patient, where available,
were age, race, sex, and psychiatric diag
nostic impression. Information on psychiat-
ric and nonpsychiatric hospitalizations re-
corded in the medical record was also ex-
tracted. However, study data on hospitali-
zations were incomplete because such in
formation was not g('lwr:i“)' recorded on
patients who were hospitalized outside of
GHA auspices. Also, during the period of

, the GHA hospitalization 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, and race is shown in Table 1
Approximately 70 per cent of the Slil.d)'

Tasre 1.

group were from 25 to 64 vears of age at
time of referral on psychiatric benefits. In
contrast, only 50 per cent of the total CHA
participant population (in the federal em-
ployee and general groups) were in this
age group during the study periud? About
60 per cent of the study group were female,
which was siigudy higher than the pro-
portion of femalcs in the total CHA meum-
bership. With respect to race, about §3
per cent of the study group were Caucasian.
Although no precise data on race are avail-
able for the total CGHA membership, the
proportion of Caucasians in the total mem-
bership is estimated to have been appreci-
ably less than that in the study group.
Specific psychiatric diagnosis for each pa-
tient was not uniformly recorded in the
medical records. However, from information
which was revorded, based on the evalua-
tion of the screening psychiatrist or the
psychiatrist providing therapy, it was pos-
sible to classify the psychiatric diagnostic

Distribution of Study Croup by Age, Race, Sex, and

Psychiatrie Diagnostic Impression

Patient
characteristics

Total study group
Age group (years)
0-14

15 - 24
25 - 44
45 - 84
65+

Race
Caucasian
Other
Unknown

Sex
Male
Female

Psychiatric impression
sychosis

Tran:

pl'l;lu:,l‘:{}' disorder
Other
Unknown

Numiber Per cent®

256 100.0

5.6
19.1
J37.9

21

o

4
63

*® Based on total patients for whom characteristics were known




226

Patients Scen and Visits Made During

Year After Psychiatrie Referral by Type ol Service
n (N = 256)
Year
fter
eferral
210
15.7

counted only once

impression in sis, and number of PS5y« hiatric I]'---Jn!\_\- Ses-

f hs of the study group. Among those sions attended on benefits. It was not possi

rnostic impression was ble to conduct 4 “before-after” analysis with

determined, 21 per cent were classified respect to utilization of psychiatric services.

psychotie, 55 per cent psychoneurotic, 11 Although some psychiatric counseling was

per cent with personality disorders, 11 per provided on a fee service basis prior to

g a transient situational per- the initation of the mental health benefit,

ity disorder, and 2 per cent were con- there was no psychiatry department as such

d to have some other psychiatric prob- at GHA at that time and, therelore, no com

parable or meaningful basis tor comparison.

tially, the data were analyze eparately Thus, the “before-after™ analysis was

according to the spe > medical depart- limited to utilization of nonpsychiatric
ment or ancillary service in which the pa- medical services.

ticnts were seen (ie., internal medicine,

Table 2 shows the number of study pa
other nonpsychiatric medieal department,

tients who received care from the various
1 rade rav Almos 5 1 o . i
laboratory, x-ray). Almost 95 per cent of GHA departinents, except psychiatry, and

¥

the visits by the stuc patients for physi- the number of

visits made to these depart-
cian services were made to the department ments during the “before” and “after”
of internal medicine. However, since the periods. Al wown is the per cent decrease
study fir visits to internal medi from the “before” period to the “after”
. . "]‘"' to those for other non period with respect to number of patients
Py tric medical departments, the data 1 1 : 1n B :
o b = seen and number of visits made. Each visit
for all medical departments were combined | . =
: : for laboratory or x-ray services was counted
in the analy presented here. Similarly, : -
1) 1 Fo only once regardless of the number of pro
with respect to .'-|n;|-.|r} services, the find- s I
cedures |‘-:-rfr=||:|‘.'-! at each visit.

ings on visits for laboratory procedures :
It is cl ;1]{-' evident from

were essentially the same as those for x-ray
visits, so the data for laboratory and X-ray terms of persons seen and visits ma ., that
services wert tlsocormbinpil medical and ancillary services were each

Study findings presented below compare provided to more of these patients and more

separately rE,{\. physician  and anc illary rrr-il'.lr'nﬂ}' before psychiatric referral than

(laboratory or x-ray) services received by after. Thus, the red on in the number of

the study ) during the 12-month patients seen by the nonpsychiatric medical
periods before and after referral on psy- departments was 136 per cent, and for

chiatric benefits, by a race, sex, di laboratcry or x-ray procedures, 15.7 per




fear in Util

y, in terms of number of visits 5 vas
made, the re ction was .42|1|i-‘f.\.i:|-::1.-]_~,' 30 statistically ( -001)° for

er cent be or :\!-_\ sician services and for Nysiciar F 15 [<'\| ].!.1‘-" -.I.JII\'

I
]I!! I I'.II:\ or x-ray iJ'I("""l!llll'- T ay eaures 1 M El.‘l' € h ‘?F

Viewi

of wisit

» analyzed further to
observed
1 held




Tame 4.

Number and Per cent of Persons with Fewer, Same, or More Visits in Year Aflter

Relerral Compared with Year Preceding Reflerral, by Type of Service

Visits before
and
after referral
Total study group 256
Fewer visits in yvar after yeferral 152
Same number of visits both years 42

More visits in year after referral 62

for both physician services and ancillary
services, the “before” and "after” periods
were compared with respect to the per cent
change in number of persons served and
total visits made according to age, race, sex,
psychiatiic diagnostic impressions and num-
ber of psychiatric therapy sessions attended
under benefit,

The findings presented in Table 3 clearly
show the overall consistency of reduction in
utilization of the physician and ancillary
services by the study group. Although
some variation existed in the extent of de-
crease (partly due to small numbers in
some cells), the pattern of reduced utili-
zation of these services held throughout
each of the distributions.® There was par-

* For both of the service categories, statistieal
teste of significance were perfonmed comparing the
various age groups, Cavcasdans with those of other
races, males with females, the various diagnostic
categories, and those who had no psychiatrie
therapy sessions under benefit with those who had
10 or more sessions. \With respect to persons seen,
each patient was classified as to whether or not
he showed a “before-afier™ reduction in number
of made, and a chi-square test was used to
compare the dichotomous distributions for the
varuus coluparison® groups. Nene of these com-
parisons was significant ot the .05 level. With
mapecl lo wisits made, cither an analysis of
variance or a two-tailed t-test was made of the
diflerence between the comparison groups in the
mean “before-after™ reduction in number of wvisits.
In only one instance (the greater reduction ob-
served among males than females in average
number of laboratory or x-ray visits, P<.02) was
the observed difference statistically significant at
the .05 Jevel.

Physician Scrvices

Number

Laboratory or X-ray

Per vent Number Per cent

100 100

50.4 K 523
16.4 195
242 281

ticularly little variation in the per cent
change by age. It is also of interest to note
that patients who did not avail themselves
of the short-term outpatient therapy benefit
generally showed as great a relative reduc-
tion in utilization of medical services as did
those who received the full benefit of at
least 10 sessions.

Another indication of the consistency of
reduced utilization of physician and ancil-
lary services after psychiatric referral is
evident in the data in Table 4. Here, a
determination was made as to whether
each patient made fewer, more, or the same
number of visits during the 12 month pcrind
after psychiatric referral as he or she made
during the prior year for physician services
or for laboratory or x-ray procedures. Only
about one fourth of the study patients made
more visits for physician services after re-
ferral than before in contrast with the al-
most 60 per cent who made fewer visits
after referral. Similarly, only 28 per cent
of the patients made more visits for labora-
tory or x-ray procedures after referral than
before, while 52 per cent made fewer such
visits. Both of these differences were statis-
tically significant (P<.001).* When the
patients were grouped according to the
actual number of visits made in the year
preceding referral, this pattern of fewer

® The chi-square test was employed to test the
equality of the number of patients showing a
decrease in number of visits with those showing
an increase,




visits held for virtually all groups of patients
who had at least two visits in the prior year
for physician or ancillary services. The
greatest relative reductions occurred among
those who made the most visits during the
prior year. Thus, of the 81 patients whao
made more than five visits for physician
services during the year preceding referral,.
64 (79 per cent) made fewer visits in the
post-referral year than they did in the prior
year.

Discussion

The consistent results of this pilot study
clearly indicate that the short-term outpa-
tient psychiatric 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 utili-
zation following psychiatric referral for the
study group as a whole, both with respect
to the number of persons seen and the num-
ber of visits made, but this decreased utili-
zation held—to a greater or lesser degree—
for all subsegments of the population
stuclied.

Of some interest in this regard is the re-
lationship between utilization of physician
and ancillary services at GHA and the num-
ber of therapy sessions attended under the
short-term psychiatric benefit. Note has
been made of the fact that the study pa-
tients who did not attend any outpatient
therapy sessions under benefits (although
referred by the screening psychiatrist for
such care) showed as great a relative reduc-
tion of medical services utilization as did
those who received all or part of their
authorized therapy. This finding would
seem to imply that the visit to the screening
psychiatrist alone may have had a beneficial
effect on the patient, at least to the extent
that the patient apparently had reduced
need or desire for physician or ancillary
services following the screening. However,
it should be noted that some patients re-
ferred on benchits may have elected to ob-

tain their psychiatric therapy outside the
GHA benchit structure at their own cxpense.
Unfortunately, the CHA records do not
ordinarily rellect such outside care. In any
event, it is clear that whether or not the
referred paticnts as a group sctually availed
themselves of the benefit provisions, they
showed a- reduced subsequent utilization
of general medical services provided by the
group practice plan.

It is reasonable to assume that the ob-
served reduction in utilization of physician
and ancillary services at GHA to a large
extent reflects a reduced need or desire for
such services, rather than a shift by the
patients to other sources for their medical
attention at additional cost to themselves
(although, undoubtedly, some such shifting
did occur). This assumption is based upon
the fact that these patients continued to
maintain their CHA membership through-
out the 27-month study period, and that the
very great majority did return to CHA for
at least some medical attention during the
“after” period.

When viewed in terms of the effect on the
provider of services, the reduction in use of
physician and ancillary services at GHA
would seem to imply a reduction in cost
which would otherwise occur in the pro-
vision of such services and, theoretically, a
more efficient utilization of appropriate
services. There was no attempt to do any
cost-benefit analysis in this study, the pri-
mary purpose of which was directed at
utilization without regard to costs. However,
an inference could be made that the cost
savings due to reduced utilization would be
reflected in the entire benefit structure with-
out setting forth dollar amounts.

Cominent should be made about the pos-
sible effect of hospitalization on the study
fndings, since a question might be raised
as to whether or not there was appreciably
more hospitalization in the period after
psychiatric referral than in the prior-referral
year. As mentioned previously, during the
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[Whereupon, at 12:30 p.m., the subcommittee adjourned.]
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