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MEDICARE AND MEDICAID

WEDNESDAY, FEBRUARY 25, 1970

U.S. Senare,
CoMarrree oN FINANCE,

. . Washington, D.C.

o ‘l he vannytt‘ee met, pursuant to recess, at 10:1H a.an., 1 room
0291, New Senate Oftice Building, Senator Russell B. Long (chair-
man) presiding.

Present: Senators Long, Anderson, Gore, Hartke, Ribicoll, Harris,
Byrd, Jr., of Virginia, Williams of Delaware, Bennett, Miller, and
Hansen. |

:l:]m Criamaran, This hearing will come to order.

Foday the Committee on Finance begins the fourth phase of an ex-
tensive series of hearings on the medicare and medicaid programs, The
first phase was marked by hearings in 1966, at which the reimburse-
ment. formula for paying hospitals and doetors was eriticized as being
too generous. The second phase involved another hearing, in July, 1969,
during which the committee raised serious questions about medicare’s
role in financing teaching hospitals by providing extraordinary allow-
ances for supervisory physicians, The failure of these programs to
furnish information to the tax collector of large payments to doctors
was also explored.

The third phase of this work came earlier this month when the com-
mitteo published a report prepared by the staff, identifying areas in
which the operation of the medicare and medicaid programs might be
improved and made more eflicient. "The study began more than a year
ago when the committee formally instructed the staft to inquire into
the operation of the programs.

In this fourth phase of our hearing, the committee will hear a re-
sponse to the stafl veport by the administrators of the program. At a
later hoaring, providers of services, such as hospitals, nursing homes,
and physicians will be heard. Tn addition, the committee will want to
hoar from the insurance companies who serve as intermediaries and
enrriers under the program, and also from the medical schools,

"The stafl report is a litany of shortcomings in the medicare and med-
icaid programs. Tt deseribes many important areas of apparent laxity
in supervision. Tt shows the failings of carriers and intermediaries n
enforeing the regulations and instructions and in auditing the claims
for payment submitted to them as agents of the Federal Government.
Tt highlights abuses by some practitioners, hospitals and nursing home
proprictors. Tt points to instances where the reimbursement. formulas
appear to go beyond the intent of Congress.
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Above all, it makes the first concrete suggestions which have yet
been assembled for brond constructive changes in the administration of
the program, or where necessary, in the statute itself, to make medi-
care and medieaid more efficient and more responsive to the needg of
the people they serve,

It is not the purpose of these hearings to attack the medicare pro-
gram or the medicaid program. Rather, we want to attack the prob-
lems of those programs, They are good programs and have brought
benefits to millions of people who otherwise would have been deprived
of adequate medical eare. T know the committee is approaching this
work with an attitude of making these good programs better. Tast
year, our top priority was tax reform. This year, it is medicare
reform,

The stafl report observes that part A of medicare, which pays for
hospitals bills, will suffer a shortfall of income, as compared to outgo
of $131 billion over the next 25 years. And T am advised that esti-
mates currently being made by the Department will show that the
deficit is substantially greater than that. Medicaid is in an equally
poor financial condition.

The major suggestion coming out of the Department of Tlealth,
Education, and Welfare for dealing with this unbelievable cost over-
run is to increase medicare taxes by $136 billion over the next 25 years.
All of these new tax revenues are needed to pay for the level of hene-
fits the program provides today. Not a single new henefit could be
provided with all that money. We could not nse a dime of those new
taxes to cover the disabled under medicare or to provide for payment
of prescribed drugs or to cover costly dental bills, Congressional
options to do good for the people rapidly disappear as more and more
of the Nation’s taxing capacity i« preempted to pay for the ever-rising
cost of health eare, This is not fair to the elderly: it is not fair to the
poor; it is not. fair to the disabled : and it is not fair to the taxpayer.

Let me illustrate the high price paid by medicare. Prof. Max Shain
of the University of Michigan was an adviser to the Michigan Tnsur-
ance Department on new contracts to be written under medicare in
that. State. The Michigan Blue Shield pla»——medicare’s agent—filed
a rate contract for medicare which, according to Professor Shain,
was based on physician’s fees that were 10 percent higher than Blue
Shield paid for its highest income subseribers, Wlen Professor Shain
pointed ont. what he believed to be a clear violation of the law, he
reported he was told by Blue Shield :

Well it's trud-that most of our elderly members have very low incomes, but
vou just dorst nnderstand the new situntion. The subseriber for these old peo-

ple is now the U.S. Government, Uncle Sam, you know, and he has a very high
income, in the billlong, The social security people have already approved this

interpretation.

T do net believe the Committee on Finance will vote $136 billion of
new medicare taxes without first trying to build some cost-reducing
safeguards into the medicare program and trying to get the vigorous,
hard-nosed supervision and administration that a $9 billion health
program demands. Tt is clear after 314 vears of experience that the
reimbursement. formula for hospitals and method of paying doctors
under medicare are more generons than they need have been, Tn retro-
spect, it appears that under the original reimbursement rules too high
a price was paid to doctors and hospitals, possibly becanse of appre-
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hension that they would boycott the program unless their demands
were mef.

Muy I suy that some of the conversations that I have had with doe-
tors has indicated that many of them felt, in view of the fact that they
were ngainst the program to begin with, that they might as well charge
all the traflic would bear when they were asked to participate in it.

Let me inelude at this point I the record our committee press
release announcing these hearings. 1 believe Senator Tlansen has a

fow words to say,

3

(The press release follows:)
MEDICARE-MEDICAID TIEARINGS ANNOUNCED BY FINANCE (COMMITTEE

Senator Russell B, Long (D., La.), Chairman of the Committee on Finance,
announced today that on Wednesday and Thursday, February 25 and 26, 1970,
administeators of the Medicare and Medleafd programs led hy Underseeretiiry
John (1. Veneman will testify in public hearings with respect to the various
problenis and recommendations degeribed in the Finanee Committee staff report
entitled : “Medieare and Medientd : Problems, Issues, and Alternatives,” which
wits published by the Committee on February 4.

Senntor Long indieated that, subsequent to the FFebruary hearing, additional
hearing dates would be scheduled at which time the Committee would begin to
receive testimony from the interested publie, The Committee's objectives, aceord-
ing to the Chalrman, are to explore changes in the law and in the operation of
Medieare nnd Medieatd which could make these programs more respongive and
efficient in meeting the needs of the people for whom they were designed,

Observing that the Medieare program Is suffering from an actuarinl defielt
(over a 25-year period) of $131 billlon, he said the Committee shouid not blindly
approve the administration’s request for $136 billlon In nev. Jiodjeare taxes
merely to pay for cost overruns, without first trying to cut the exeesses out of
the program. He sald further that “Congress has the responsibility and oppor-

tunity to make a good program hetter.”

Senator TTansex. Mr. Chairman, when the Congress enacted the
Medieare program, some Members questioned the wisdom of this act
and expressed their opposition to the legislation, However, Congress
yassed the Medicare program and it was signed into Inw by the Presi-
dent of the United States. A promise was made to the American people.

Beeause this promise was made, the citizens of the country expeet it
to be fulfilled. T was most disturbed when T read the report of the staff
of this Committee stating the problems, issues and alternatives facing
the Congress with regard to the administration of the Medicare and
Medicaid program.

Our citizens do not. expect to veceive something for nothing. They
make contributions to the Medieare and Medicaid program through
State and local taxes as well as monthly premiums. Still our citizens are
finding it dificult to obtain the services they need and meet the require-
ments of government red tape. A solution must be found.

Mr. Chairman, T wish to congratulate you and the distinguished
Senator from Delaware for the leadership you have taken to point out
these problems and to seck solutions. Iverything should be done to
insure that the programs are efficiently administered to provide the
services promised by this legislation.

The Crratraran. Thank you. Now, let me recognize the distingunished
Under Secretary of the Department of Health, Edueation, and Wel-
fare, the ITonorable John G. Veneman. o

May I say, Mr. Veneman, before you say it, I am the first. to agree
that vou did not initiate this program. You did not. put. it into cffect.
You found it this way.
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Mr, Veneman. Thank you, Mr, Chairman. That takes care of my
first. page. ‘ '

The Crramaran. But if something is wrong, if something is costing
too much, it ought to be corrected no matter how it got that way and
we want to work with you in that endeavor. _

Would you start by identifying your assistants who are with you

here?

STATEMENT OF HON. JOHN G. VENEMAN, UNDER SECRETARY,
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE; ACCOM-
PANIED BY LEWIS BUTLER, ASSISTANT SECRETARY FOR
PLANNING AND EVALUATION; JOHN D. TWINAME, ADMINISTRA-
TOR, SOCIAL AND REHABILITATION SERVICE; ROBERT BALL,
COMMISSIONER OF SOCIAL SECURITY; ARTHUR HESS, DEPUTY
COMMISSIONER OF SOCIAL SECURITY; HAROLD NEWMAN,
COMMISSIONER, MEDICAL SERVICES ADMINISTRATION; AND
ROBERT MYERS, CHIEF ACTUARY, SOCIAL SECURITY ADMINIS-

TRATION

Mr. Vexeman. Thank you very much, Mr. Chairman. 1 am pleased
to have this opportunity to return to the committee and discuss a sub-
ject that is paramount in the minds of not only the committee, but the
country.

The Cramraran. I overlooked one item 1 would like to take care of.
Senator Anderson had a brief statement he wanted to make about this
matter and I believe Senator Williams might also want to say some-
thing. Both have been very much interested in this program. And they
are as concerned as 1 am, and T am sure Senator Ribicofl and others,
that medicare be properly administered.

Senator Annerson. Mr, Chairman, medicare has proven to be a most
important element contributing to the security of our aged citizens.
It has peemitted them to enjoy their twilight years in dignity and with
less fear that illness will drain their financial resources, Medieal care
has been available to them, not as charity but as a right. The accept-
ance of the program more than justifies the efforts of those of us who
had an active role in bringing it about.

Medicaid, by removing the stigma of the charity hospital concept,
has provided the poor and the medically indigent with health care
which was unavailable to them in the past.

These programs are only 314 years old. They are still in their shake-
down phase. That there are problems in them, as is evidenced by the
hearings before this committee last July and by the recently released
stafl report, should not be surprising. In attempting to correct these
problems—and we must—we should not so concentrate on what is
wrong that we overlook what is right. At the outset of these hearings,
Mr. Chairman, I should like to reaffivm my belief of many years that
medical insurance for the aged, which I worked so hard to bring about,
and good medical care for the poor, are socially necessary programs.

As we examine the deficiencies in these programs, T am aware that
the major problem is not one of individuals but rather one of the
system itself. I do not mean to suggest that those persons suspected of
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fraud, abuse, and incompeteney should be overlooked. But I think our
principal emphasis should be on such questions as :

Aro the present reimbursement methods and formulas adequate for
programs of this scope?

Can payment on the basis of *usual, customary, and prevailing” be
just iﬁoc% or continned?

Are the methods of providing medical services ag eflicient as we
should have a vight to expect ?

With hospital costs inereasing at three times the rate of general
prices and with physicians' fees ineveasing at twice the rate, I am con-
cerned that, in making it possible for the elderly and the poor to
receive good medieal eare, we may be pricing many of the younger
and working population out of the health care market. I am disturbed
that. our reimbursement system and formulas have rewarded the in-
eflicient and have led to an uncontrolled multiplication of costly faeili-
ties, T am concerned that the coneept of “usual, customary, and prevail-
ing™ has provided a (loor rather than a ceiling and that every year
since these programs began the “usual™ has become the nnusual and
the “prevailing™ has not prevailed. The system as presently operating
hopes for voluntary restraint on costs and, as the record shows, this
is an unrealistic hope.

As we proceed with these hearings, Mr. Chairman, T am confident
that we will search for new approaches—both legislative and adminis-
trative—to improve what is good in these programs and to correct
those things which need correction.

T ane confident that, becanse of our 314 years' experience, we can
develop improved methods of paying for these necessary services
which will be fair to the hospitals, physicians, and other providers
of services as well as to the taxpayers and beneficiaries. I am confident
that the Ameriean genius which put a man on the moon in less than
10 years can develop innovations in the Nation’s health care system
which will utilize our presently overworked human and physical
medical resources in n more efficient and economical manner. Tt is
because of this confidence and beeause T know that the concept of
miedicare no longer is on trial that T look forward to these hearings,
knowing that out of the interplay of ideas from the committee, ad-
ministration, medical professions, and public will come the practical
answers we all need.

The Cirairaran. Thank you very much, Would you now proceed to
identify your able assistants and to explain the problems as you see
them, Mr. Secretary.

Mr. Venewax, Thank you very much, Mr. Chairman. I believe the
committee was informed that T have another commitment to fill this
morning, so I will have to leave. T have with me my Assistant Secre-
tary for Planning and Evaluation, Lewis Butler, who has been work-
ing rather extensively in long-range programing and planning in the
health field. Mr. Butler will be available to respond to questions when
I have to go to my next commitment.

Next to me to my left. is John Twiname, who will begin Monday
as the new Administrator of Social and Rehabilitative Services, re-
placing Miss Mary Switzer, who has long been associated with ‘this
committee and is known to most of you.
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To my right is Commissioner Ball, Commissioner of Social Secu-
rity. To his right is Mr, Art Hess, the Deputy Commissioner, and
I would like to introduce one other in the back of the room, a gentle-
man who came aboard this week, Mr. Howard Newman, who is the
new Commissioner of the Medical Services Administration in the So-
cincinl and Rehabilitative Services. Mr. Newman, of course, has re-
placed Dr, Land, who was his predecessor.

We also, to comply with t’\e request of the committee staff, have
asked as many persons as possible who were involved in the program
in 1965, who participated in the development, to be in attendance,
1 think most of those are in the audience, including, of course, Mr.
Tom Tierney and Bob Myers and others with the Social Security Ad-
ministration. So, they will be available for questioning.

What T would like to do, Mr. Chairman, is just comnent briefly
upon some of the recommendations that we have made and then ask
Mr. Ball to deseribe some of the pertinent aspects of medicare and
its administration, what the Social Security Administration has been
doing to improve the program, and then ask Mr. Twiname to make
a statement on the steps that have been taken during the past months
to improve the administration of the medicaid program, the title 19
program.

I think we all recognize that we have reached a rather critical stage
of development, in our health care system in that the organization and
delivery of health care in the United States has not kept pace with the
advances in medical science and technology and with the rising needs,
demands and expectations of our society for health services, We have
made tremendous strides in the search for more definitive medical
procedures, but we have not yet succeeded in evolving an eflicient and
economical system for the delivery of useable knowledge to those who
can benefit from its application.

As a consequence medical care costs have been rising sharply and
have become a significant matter of urgent public concern. Programs
to reduce the finaneial barriers to hospital and medical care, such as
medicare and medicaid, have helped millions of people in this coun-
try, as Senator Anderson pointed out, but they have also put further
strains on the existing structural defects in onr health care system.
We will need to take steps way beyond the scope of medicare and
medicaid to solve the problems of shortages of health personnel, prob-
lems of ineflicient organization of the delivery of health care and prob-
lems of maldistribution of health facilities, and some of the problems
of meeting consumer needs for preventive and comprehensive care.

As T pointed out, the two programs were built on the existing ar-
rangements, existing structure for organizing, for delivering, for pay-
ing for health care that prevailed at the time the programs went into
eﬂ%ct. Therefore, apart from certain safeguards w‘\ich were built into
medicare, such as utilization review and the provision of payments
for certain alternatives to high cost institutional care, the net effect
was to conform to the circumstances and the practices of the existing
health system.

In its methods of payments, for example, medicare was limited to
reimbursing facilities and physicians for their services on the same
basis as generally was already in use. Neither the reasonable cost nor
the reasonable charge criteria estblished in the law have provided
opportunity for any major cost-control efforts.
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Now, I believe the time has come to make some fundamental changes
in the law which governs both medicaid and medicare reinbursement.
Wae have talked a lot about incentive systems and 1 believe the time has
come that we need an incentive system of institutional reimburse-
ment. We also need changes in the lnw that will help control the in-
crenses in the amount that the medieare program will recognize in the
charges of the individual practitioners.

Tn the cases of hospitals and other providers of services institu-
tionnl providers, the reimbursement is now based upon reasonable cost
which is determined retronctively. This is true not only for Govern-
ment. programs but for the majority of Blue ('ross plans, Tospitals
consequently do not have a strong econontic reason for trying to im-
prave the efliciency of their operation. As their costs arve reduced, they
receive less money and as their costs rise, as long as they are within
the scope of payable charges and ave in line, they can be sure of hav-
ing a large part of them paid by the third-party payers.

I think the time has come that we should move in the direction of
determining reimbursement prospectively instead of retronctively.
With the rates set in advance the provider would be challenged to
stay within the limits of the known reimbursement to be received and
the provider would share in savings that come from economies that
are achieved through effective manngement.

Thus, the economic incentives for efliciency and economy in the
rendition of services would for the first time be introdueed in the pro-
gram's methods of payment. In this way we wonld harness the in-
genuity of thousands of managers and polieymakers in our health
institutions to the objectives not only of quality eare but of effective
and efficient management. There are several ways that this could be
done. Tor example, we can approach the prospective arrangement
through the development of budgets for institutional providers which
would be preapproved by budgetary or charge review committees.

These committees wonld have equal representation from institu-
tional providers, the third-party payers, and from the public, in-
cluding medicare and State medicaid representatives, and there would
be a review committee that would be vesponsible for certain geo-
graphic areas. Such committees would have the aunthority to approve
either the budgets of the institutions or the charge schedules that they

may develop.
A system of prereview of charge schedules somewhat along the

line that I have deseribed has been in effect in the State of Indiana
for a number of years and the concept of preapproval of institutionnl
budgets is now under study in the State of New Jersey.

Secondly, the establishment of target vates could be based upon
known patient costs for a past period and projected costs for the
future period limited to corresponding inereases in appropriate cost
indices. Currently, New York State and New York City are utilizing
this general approach on a demonstration basis.

Thirdly, you could have actual negotiation, with various classes
of hospitals of comparable size and scope of service in the same geo-
graphic areas, While no specific programs of this type are currently
underway to any major extent we believe that some experiments that
have been started in Conuecticut and C'alifornia may provide a basis
for this approach. The establishment of conimnittees of the kind sug-
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gested in example 1 would be needed to assure fair representation of
private and public interests.

Experience under the broadened experimentation authority we
have requested as well as participation by hospitals and Blue Cross

plans in a number of alternative approaches in the private sector
would be available to assist in the development of meaningful op-
tions. We note, too, that. your stafl' has indicated in its veport that they
are working toward a proposal for incentive reimbursement. and we
would be pleased to work with them in attaining this objective,

Whichever of these approaches or combinations that we might ulti-
mately utilize as providing an effective way of going into a prospec-
tive rate, the public visibility given to the process and the published
results would be in itself preferable to the present system under which
the amount paid for any given service may not be known until a con-
siderable time has elapsed after the actual delivery of the service,

The program commitments in both the title 18 and title 19 pro-
grams would be much more predictable and furthermore, these pro-
grams would no longer have only a passive response to costs incurred
unilaterally by providers but would have a positive role in actually
influencing in advance the amounts which would be made available
for institutional health care. Institutional managers would be given
a strong basis for resistance to pressures for constantly inereasing
expenditures and would have an economic incentive to improve their
institutional operations,

I do not. want to suggest in any way that this would be a simple
task and it is going to take a great deal of time to come up with a
satisfactory approach for prospective reimbursement, But I believe
that the benefits that can be obtained more than merit the efforts to
move as rapidly as possible in the direction of an incentive formula
based upon prospective rate determination.

Ve also are suggesting that the Iaw should be changed so as to
limit. further the rate at which inereases in physicians fees would be
recognized by medicare, The basic difliculty at the present time is that
despite the improvements which have been made in applying reason-
able charge guidelines, the best that can be done under the present
law is to introduce a lag in the recognition of fee increases. Under
the present law the amount the physicians charge is the controlling
factor in determining program liability under the supplemental medi-
cal imsurance program and the reasonable charge is derived from the
individual physician’s customary charge so long as it does not exceed
the prevailing charge in his particular locality and the level of fees
recognized under comparable circumstances by the contracting car-
rier in its own business.

The prevailing charge in turn is derived from what physicians in
a locality customarily charge, Customary and prevailing charges under
the program and the fees recognized by the carriers under comparable
circumstances in their own business reflect in the long run and after
a suitable lag in recognition of fee increases whatever the physicians
choose to charge the public generally in a market where the growing
demand is pressing increasingly on the limited supply of health
personnel.
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"The reliunce on Blue Shield schedules as the limiting factor in medi-
care reimbursement as suggested for an interim period by the staff
report. would not seem to many of us to have long range viability,
Tying the payments under a program as large as mediearve to the Blue
Shield schedules would have the effect of exerting a major upward
yressure on those schedules, PPrevious comments sent to the committee
Hmve noted additional problenis in sucli an approach.

Ifor example, the varied impact such a limitation on medicare pay-
ments would have in different parts of the country, the special purpose
nature of many Blue Shield schedules that make them inappropriate
for use under the medicare program and the likeihood that when such
schednles lng substantially bhehind the usual and customary fees being
_ charges, the costs ave in fact shifted to the patient. In this respect, the
patients that we are covering under medicare have to be recognized as
those that generally have few resonrees for paying additional medical
costs over and above what is reimbursed under medicare,

We believe that it is necessary also to move in the direction of an
approach to reasonable charge reimbursement that ties recognition of
the fee increases to some index, Under such an approach allowable
charges recognized for medicare would next year be generally limited
to cither presently recognized charges or to a new prevailing level set
at. the ™th percentile of the 1969 average customary charges for a
given service in an area,

In the future the prevailing charge fee would move upward under
this plan only in proportion to increases in an index which is made
up of pertinent portions of wage and price indices. Under such an
approach, recognition of fee increases wonld continue but only in rela-
tion to those rhings that have a bearing on the physician’s cost of doing
business.

1 think, Mr. Chairman, that you wounld recognize this proposal as
essentially what we put into effect under the title 19 program last year.

Tmprovements in method of payment for covered services such as 1
have been diseussing attack the problem of rising health eare expenses
from only one angle—the value attributed to each unit of service.
Equally important, of course, is the question of the volume of service
that is rendered and the medieal necessity of such services, We have
taken and are taking as you know, a variely of administrative steps
to improve the surveilance of utilization under the medicare and medi-
aid programs and we have proposed a number of legislative changes
that. we believe can contribute toward effective utilization practices
under the program. The proposed health cost effective amendments
would modify the utilization review procedures to provide for a pay-
ment ceutofl where unnecessary hospitalization is discovered in the
course of a saumple review of hospital or extended eare admissions. Tt
would anthorize with the concurrence of professional members of a
review team, the program’s refusal to make further payments to an
individual who has grossly abused the program, authority we do not
have now, and it. would anthorize experiments for the use of areawide
or contmunitywide utilization review and medieal review mechanisms.

While a shift toward prospective reimbursement. for providers of
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services offers promise of stimulating more effective management. by
hospitals and other institutions, it is also important that any fuiure
payment approach have built into it a rational posture toward capital
expenditures, one that supports other governmental and voluntary
efforts to plan for orderly rllist ribution of facilities,

Accordingly, the proposed health cost effectiveness amendments
include a proposal that would authorize withholding of reimburse-
ment of interest on loans and on deprecintion, for capital expenditures
under medieare, and under the medieaid program where the providers
have made major expenditures that are inconsistent with the recom-
mendations of appropriate health-planning bodies.

A similar provision was included by the Senate in the 1967 amend-
ments but was eliminated in the conference committee,

We are also proposing for the medicaid program modifications in
the rate of Federal participation with incentives for the use of out-
patient service and disincentives for the use of long-term institutional
care. This proposal will place limitations on the length of stay for
which there will be full Federal participation.

No one ean deny that medicare and medicaid have moved a long
way in a short time toward achieving their goals and improving the
availabilivy of medical care services for the elderly and the low income
people of this Nation. We have more than 20 million people who are
eligible for benefits under medicare and more than 12 million who
would be receiving medicaid benefits next year.

At the time of the ennctment of these programs and during the early
parts of their implementation the Nation assumed that by removing
the financinl barriers to the receipt of good health eare services, the
problems of health carve for the aged and poor would be largely solved.
Tn the 4 years that have passed since these programs were started we
have learned rather deamatically that the ability to finance does not
necessarily guarantee the availability, the adequacy or the reasonable
cost of care and that the health care system has severe problems in the
supply and distribution of facilities that exist, problems in manpower
and services and in the organization and delivery of these services;
and that the payment and benefit structures both public and private
place barriers against eficiency, economy, and produetivity. The diffi-
culties that medicare and medicaid face in large measure are problems
of the health care system as a whole,

Although the Federal, State, and local governments now purchase
about. 37 percent of all the personal health care, and more than half
the hospital care services, the health care system itself is basically
private, composed of & variety of autonomous individual and institu-
tional providers. Thus, it is very important to recognize that many
of the solutions to the problem will be found only in changes within
the private health industry.

The Federal Government clearly needs to safeguavd the public
interest in administering the public programs. While the public pro-
grams of medieaid and medicare have pointed up fundamental issues
that have been prevalent in our medical economy as a whole, they
should not bear the full brunt of responsibility for required changes.
We are groing to need the joint efforts of legislative and executive
branches »f government and the private sector to move toward a solu-
tion of these fundamental difficulties.
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We have been working on the problems of the organization and
delivery of health services and have requested budget inerenses for
fiscal 1971 to incrense research and demonstrations in this arvea, In-
novations in new systems that are developed through the programs of
the Nuational Center for Health Services Resenrch and Development,
through OEO and comprehensive health planning project grants,
may provide moro efficient and more economical services to medieare
and medieaid beneficiaries, But the ability of medieare and medicaid
to respond through their reimbursement policies to these developments
not only influences the services received by the beneficiaries but will
also affect the continued existence and the further adoption of these
new institutions for the benefit of the Nation at large,

We are, therefore, reviewing our policies on reimbursement to
better meet the needs of potentially eflicient but non-traditional
methods of providing service. In medienid we have been working with
the States to have the new outpatient comprehensive eare centers
recognized as eligible providers of serviee,

Our ability to inerease the supply of medieal manpower and to
bring rationality to the development and distribution of the facilities
and services depends on extensions and improvements in the health
manpower, regional, medieal; comprehensive health planing, and the
Hill-Burton programs. What we ean accomplish in these fields will
affeet the costs, the availability and the quality of services under these
programs. We have already sent up recommendations for revisions
in most of these other health programs that encourage the develop-
ment of ambulatory eave programs and that will assure greater
coordination between the comprehensive health planning and regional
medieal programs, We have requested additional funds for vesearch
and development in cost-effective improvements in health care
delivery.

Sinee both the private sector and the private purchasers have u
major impact on the health eare industry, we need to consider in
partnership with the private sector the ways in which their policies
may stimulate these improvements, We need to encourage that sector
to take action to remove some of the impediments to change. For
example, private employers and consumers need to evaluate their
health insurance policies so as to provide incentives to the use of lower
cost alternative modes of core, and 1 think that private insurers need
also to look at their policies on reimbursement. and their payment
methods since these may seriously influence utilization of care, costs,
and the distribution of services.

It is this kind of organizational “put together™ that will make the
difference not only to the cost but in the organization and the delivery
of better health care, not just to the recipients under title 18 and title
19 buf to all citizens, We in the Department are giving the highest
priority to the exercise of the diseretion and the leverage that we
have in the various programs to enhanee and make more rational the
organization and delivery of medieal care.

_In looking at. the broad array of problems and the possible solu-
tions we welcome (he concern that has been expressed and the help
afforded to us by this commite not only over the particular prograrms
over which you have jurisdiction but also in conneetion with the
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many other legislative measures that ave planned to make coordinated
progress in the health field.

Mr. Chairman, 1 wish to express my appreciation for being with
you again and T would like at this time to ask Mr. Ball to carry on
and provide you with some additional information on the actual ad-
ministration of the medicare program as we know it today.

The Cnamyan, May 1 just ask you one or two questions? 1 believe
you have an 11 o’clock meeting representing the Secretary of TTEW
with regard to your appropr intion,

Under the lmspltnl plan’s present financing, including the 1967 tax
inerease, what is the latest estimate of the deficit between estimated
income and costs in torms of dollars and as n pereent of payroll for
the next 5 years,

Mur. Veneman, This is under the hospital insurance side, Mr, Chair-
man?

The Crratrman. Yes.
Mr. Vexesan, Mr. Chairman, 1 think T am going to have to turn

that question over to Mr, Bob Myers, the \(tu.n\ for the Social Se-
curity Administration.

Mr. Myers. My, Chairman, as you know, we have-— -

Mr. Vexeyman. 1 have not seen these figures, Mr. Chairman.

The Ciiameyaxs, If that is the ease, then, T will just reserve that ques-
tion—-just keep your seat, Mr. Myers. T will ask that question along
with some ot her questions Tnter on.

Let me just get down to a general question that I think involves
this problem un(l I believe you touched on it in your statement.

Do you recognize that it we are going to I\(’(‘p the costs of this pro-
gram any where near what the estimate was in the heginning---and 1
think that started out as a solid and honest_estimate above what the
costs for similar services were at the time allowing for an inerease--
is not someone going to have to sit in there for the (iover nment, tak-
ing the view (hat he is representing the taxpayers who are paying for
all this and the old people who are having to put up their tax money
along with others to try to get them as mueh as can be purchased for
their money ? Just as w hen we let a contract, we (ry tosee to it that we
have as many competitors qualified to do (he job bidding for it and
then see to it that we take the low hid and that the low bidder delivers
on the contract and does evervthing he is supposed to do and that
we do not pay him morve than we ml«rht to for that kind of work?

Mr. Vexeman. I think that we pmlmbh touched on two areas of
this in the testimony. The two new things that were pointed out, of
course, were the prospeetive payment where you would figure out
what your charges are going to be. In other w ords, we w ould be fix-
ing the rate of pnymonts in advance, Secondly, I think the Timitation,
of course, on the fees eharged for services pmvldod by physicians and
others would be step in this direct ion.

The Ciamrsan. It seems to me from the point of view of getting
the taxpayers value received and saving them from at least pmt of
more than $100 billion of increased (aw.» and spomlmgg, somebody is
going to have to he the rough, tough guy here. Somebody has g()t to
be the mean guy from the point of view of the doctor, the nursing
homes, the drug companies, the hospitals—all these groups. hmnohodv
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has got to he the tough guy to sny that this is all we are going to pay.

Mr. Venesan, Mr, Chairman, T think we have got two problems.
One is the problem of payment. You know, we are looking into a lot
of things and I think the prospective payment thing is one, and I
think ultimately we are going to have to take n look at prepaid in-
surance coverage but that is only one side of the coin. I think the other
side of the coin that we have to recognize is we have got a poor de-
livery system. We tried to (ake a medieare, and medicaid program
and superimpose it on a delivery system that was inadequate to handle
it. So, as long as the Government is paying 37 percent of all personal
health costs as I reeall, and about half of the total expenditures for
hospital cave, we had better start using our leverage.

I think we are both saying the same thing. We just have to figure
out. how. To try to reduce the cost through increased efliciency and
better utilization without trying to change something more funda-
mental in the system, I think is desirable but it is not the total answer.

The Cuanran. Well, by rights it would seem to me that you fel-
lows over there in the executive branch are in a lot better position
to bear down on these things and insist and demand that you get
everything you are paying for and get a good buy for your money.
We fellows have to run for oflice. You have had that experience your-
self, Mr. Veneman, and the best way is to try to work it out so we
fellows running for oflice do not have to run around telling all these
doctors we think they are charging too much---that the fees are out-
rageons and unreasonable. Somebody else ugzht to tell them that.

You came here after having been a candidate for oftice. Bob Ball
hais been around here and he has not had to run for office since I came
to the Senate.

It seems to me there ought to be somebody around here who says,
*Look, this is too much money.™

Mr. Vexemax, Lam most sympathetie. | Laughter.]

The Crieamearax, Welly one of the first things I learned when 1 came
to Congress was that you ought to try to work it if yon can in such
a way that you do not have to tell the drugstore and drug manufac-
turers and doctors and the hospitals they are charging too much
money. You do not have to tell them no. Somebody else will tell them
no and usually he should be the fellow who is not running for office.

Mr. Vexeman., You know, as a matter of fact, what we are sug-
gesting, in part, Mr, Chairman, is that the person that ought to tell
him is his peer and if we can get good utilization review—and I think
this has been one of the weaknesses-—then the doctor will tell the doe-
tors are charging too much, or this service is unnecessary. This can
be very helpful.

The Ciamrman. Yes, but if you try to do it that way T am afraid you
are going to run into the situation where the druggist is going to tell
the doctor, “Look, old friend, now, you quit finding fault with me,
otherwise I am going to find fault with vou because there are some
things you are doing I do not approve of,” and half the time yon will
find the fellow at. the drugstore 1s the brother of the doctor, so that——

Mr. Vexeysan. But there ave good procedures——

The Ciramaran. They are relatives. o .

Mr. Vexesran. There ave good means of utilization review. T think
we have had some good programs. One of them is the San Joaquin

42-122 0—T0— pt. 1-—-—2
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Foundation program which is essentinlly a monitoring system bein
used by several public and private third parties and which has reduce
the cost of title 19 in one ;]m‘r('iculm' region in California.

There are methods of doing this, You always run that risk when you
have peer review of having too many friends associnted on the review
board but T think that this can be overcome.,

Mr. Ball has a comment.

Mr. Bann, T was just making the point to the Secretary, Mr, Chair-
man, that in addition to the peer review, I think we all agree that you
must have a tough claims review process and you will be interested, I
am sure, to know that right at the present. time 30 percent of all part B
claims involving physician bills are being reduced in at least one of
the services shown on the claim. Tt is an increasingly controlled ap-
proach and T think the suggestion that. the Secretary has made in his
testimony which would introduce into the institutional reimbursement
a real incentive factor where the manager of the individual hospital or
tho policymaker can keep some of the money for the institution if he
gets under a target rate, may have the potential of increasing their
cooperation in providing more eflicient and economical administration.
Straight cost reimbursement does not. do it because now if they are
more economical and efficient, we just reduce the reimbursement.

The Ciramarax. Well, it seems to me that you are buying a tremen-
dous nmount of mediecal services and you are buying o mueh of it that
vou ought to have people in your shop—after all, you have all the
consultants and advigers you want available to you—who are in a posi-
tion to advise you about what you ought to have to pay.

You are huying something in quantity. You ought to be in a posi-
tion to know what it should cost and to say., “all vight, here is what we
are willing to pay™ and I think in doine that that it ought to he on
a basis with the doctor sitting on one side of the table, for (‘.\‘:l!ll})](‘,
or the nursing home on one side of the table looking after their inter-
ests and it onght to he anticipated that they are after more than
they are now making and soniebody ought to be sitting on the Govern-
ment side looking strietly after the Government's point of view and
say we are not going to pav one penny more than we think is necessary.

Mr. Vexexax. Mr. Chairman, 1 think we have one additional
probleni, T think we both recognize in this whole field of pavment for
services and facilities, there is a real difference between the medieare
and medicaid programs hecause, as you know, while they are both
buving in the same market, one of the problems that we have is our
lack of ability to fully control the State programs. ‘

We have got 50 medieaid programs going on in the country. Since
wo are paying half the cost we onght to be able to get some leverage
there, too. T think we are going to have to take a stronger stand on
what is incorporated in the State plans as they haplement these pro-
grams so that they are consistent with what we arve attempting to do
from this level,

The Citamemax. Well, T think if you go back and read some of my
old speeches prior to the time T voted for medicare—back in the time
when T thought we might find some better way to do all this—I
predieted that the cost of medicare was going to be far bevond any-
thing anvbody estimated and T pointed out some of the reasons. T
think every one of those prophecies has come to pass.
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Mr. Veneman, I think out of fairness we ought to recognize n few
things, The program is going through n transition; you have got a
new source of revenue, resources, to pay for health services that was
not there hefore. Therefore, n lot of facilities, a lot of providers of
services were nble to be reimbursed better. A lot of them moved in
with new construction, new equipment. The results ave some one-time
mnt‘)uts. And T think that we have seen, and 1 think Mr. Ball can
probably give you the specifics on the percentage inerease, but we
have seen somewhat of a flattening ont of cost increases in some parts
of the medieal service price index.

The CHaryan, 1 regret to say that this stafl’ report pretty well
documents the statement that they all had one thing in common.
They all had ambitious plans for inereasing their revenues.

Mpr, Veneysan. Mr, Chairman, with vour permission, T do have

Senator Rmicorr. Before he goes, I want to make a point of pro-
cedure, T vead in the paper yesterday where Bob Myers, for whom
1 have the greatest respect, talks about the men in HEW who make
policy. Now, basically, when Mr, Veneman goes we are going to listen
to people who are the bureauerats of the Department-—-who do not
make policy.

Now, when is Mr, Veneman coming back so we ean ask some policy
(uestions?

Mr. Vexesman, That is the reason I asked Assistant Secretary
Butler to be present, Mr, Butler is the Assistant Secvetary for Plan-
ning and Evaluation. ITe has been focusing in on the entire health
field and he is here to speak from the poliey standpoint for the admin-
istration. T will attempt to be back thisafternoon.

Senator Rinicorr. H might. say this is a matter of such grave im-
portance that, in all due respeet, T think we should be up at. the Secre-
tary level to answer policy questions,

The Ciiamaran, Can you be back tomorrow?

Mr. Venesan. 1 certainly will; Senator. T may be able to be back
this afterncon if you are meeting,

The Cramrarax. T am not sure we can. We have a vevenue bill on
the floor today. Tt does not involve anything like this, only about $600
million a year, but it is still money and we have the responsibility of
managing it on the Senate floor today.

Mr. Venesrax, If that is the case, T will be in Ways and Means.

Senator Winntanms., T would suggest we excuse him now and if he
«an he back tomorrow morning we can resume our questioning.

Senator Byrp, May T make a comment at that point.? Tt seems to me
that Secretary Finch should come before this committee. T have not
seen him since the day he came in and asked to be confirmed.

[Taughter.] )

Mr. Venexan. Senator, may 1 only express that Secretary Finch
this morning had to cancel out. all of his appointments because of the
appropriations bill but T am sure that upon invitation he will be most
pleased to appear before this committee. He has enjoyed every mo-
ment here.

The Criatnaran. Well, he lins not heard as much about school prob-
lems here as he has elsewhere aid that is more controversial than what
you are testifying on at this moment, Secretary Veneman, We will
excuse you now and hope that you will review the record and will be
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orepared to discuss what transpires here when you return tomorrow.

hank you.

Mr. Vexesan, Thanks,
The Ciramsran, Mr, T'winame has a statement, I believe. We will

go ahead and let Mr. Twiname present his statement and then we will
proceed from there,

Me. Twinase, Mr. Chairman, I would like to

Senator Rmicorr, With all due respect, Mr. Chairman, the prob-
lem—DMur. Twiname, bow long have you been with TIIEW?

Mr, Twiname, Tei months, Senator,

Senator Rmrcorr, The job you ave just taking-—youn are taking it
over on Monday.

My Pwiname. Yes, sir,

Senator Rinicorr, You see, the problem we have, My, Chairman, we
have big policy matters to decide, R’o( [TIW is supposedly represented
by people without the experience and background to make policy. 1
think we have got some basie decisions to decide here, Mr. Chairman,
Mr, Twiname is assaming his post on Monday. Mary Switzer is getting
out. and he is taking her place, Now, you have n man who has not heen
in the policymaking position coming here today on a job he is going
to assume on Monday and I think we are wasting an awful lot of time
in not getting down to the basie problems that face this whole problem
of health in America. T think it is presuming on the committee’s time
and our time to be making decisions on this level with nine Senators
here present to try o decide some basic questions,

The Ciamsrax, Well, T would say that as far as the present hrass
1s concerned, we are a lot better vepresented than they are, Senator
Ribicoff. But, the oldtimers who were here and who were in the
Department at the time these policies were formulated and these
decisions were made arve, for the most part, here, As soon as a state-
ment by the, you might say, newcomers who have been appointed by
President Nixon have been disposed of, we will then hear from these
fellows who gave us the estimates to begin with, and why and what
has happened sinee that time, They are available to us,

IFor example, you know Commissioner Ball, TTe has been heve, 1
think, as long as vou and 1 have, and I believe Bob Myers was your
actuary when you were Secretary of TTISW,

Senator Rintcorr. T have the highest respect for all of them, but T
am aware of the fact that these are permanent employees under civil
service and, hasieally, they have to follow orders and they make their
decisions and take actions depending upon what comes down from
the White House or the Seeretary. They have to comply accordingly,
which is proper in this type of government. But what we are dealing
with here is basie policy.

Now, Boly Ball or Bob Myers do not make policy. They are there
to assist the Secretary and give them technieal advice. They are
available to the committee, to assist the committee and give them tech-
nical advice. But neither Bob Ball nor Bob Myers has the authoriza-
tion from the White TTouse or the Secretary to make hasic decisions
and T think this is a problem that we have to face. T think it is pre-
suming upon the time of the 17.8. Senate to expect basie policy deci-
sions—about, $125 billion and $130 billlon—Dby the bureaucracy of
the Department and not._by the men who run the Department.

Senator Hawvrxe. Mr, Chairman——
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~The Cuamsran, Tverything you say is correct but I do think

that——

Mr. Burrer, May I respond? ) ‘

The CrAamMAN (}conl‘inuing). We will get a lot of information we
want, Senator Ribicoff, and we had better go ahead the way we are
going and we will try to get Secretary Finch and Under Secretary
Veneman back here as soon as we can, Meanwhile, T think we can find
out a lot about what we want to know. .

Senator ILarrke. 1 would like to join the Senator from Cennecticut
in this expression of concern about policy. T do believe if you read
through the statements that arve here you constantly run into the “I
am new in the position there.” Yet, we know there have been some
charges made as to what the social security scheme is, and whether it
is being implementes in the fashion it should be. The fact of the
matter is if the reports that are made are in any way true then there
is a big conflict going on.

I think it makes it very difticult to find out—first, we will have to
ascertain where cach one of these individuals are Hn'osenﬂy located
in the scheme of this conflict that is evidently underlying part of the
difficulty down at the Administration. I would hope that the plea of
the Senator from Connecticut to proceed with the policy decisions
first would be heeded. I really think it is not only a waste of time but
I think it may be counterproductive to start down with the details
first without an understanding what the broad policy decisions are at
the present. time.

’I‘]ne Cramoran. Welly you are not going to find anybody who knows
any more about this business than Bob Ball over there and if you
are talking about what the estimates were and why, I think Mr. Myers
over there 1s the best man on that. We can do one of two things.

I would like to have Secretary IFinch here and Under Secretary
Veneman, to hear everything that is said but the people who know
more about it than they do are here and I would hope that we can go
ahead and find out what we can today and then move ahead tomorrow.

T'o be fair to them, we are looking into the cost of those programs
now but we do not have a bill here. We are talking about a study our
stafl made and we want to know why medicare is going to cost twice
as muceh as it was supposed to and what might be done to save the tax-
payers a great deal of money and to get a better run for the taxpayers’
dollar, Meanwhile, Under Seeretary Veneman has to go over, T ll)elieve,
to the House Appropriations Committee. After ally there is not going
to be any HIEW program if they do not have enough money to keep it
going. So, they have a problem on both sides.

Now. T will abide by the will——

Senator Harrke. Mr. Chairman, let me——

The Cirtatrman. T think we are going about it as best we can. I would
assume they are, too.

Senator Harrke. T do not think there is any question that the staff
report is an excellent report and it does point out the impending bank-
ruptey of the medicare programs. Now, this would not necessarily be
a difficult proposition if there had not been a charge of sabotage but
there is a charge of sabotage now in the open, of the program. And
as long as that charge is out in the open, T think it is a rather peculiar
way to start out by starting out with the sanme review by the same peo-
ple that gave us the facts and figures before.



18

The stafl’ report. is here, Their previous actions are here and now this
policy charge is made. It is out inthe open. It is not. made by the Senate
but made inside of the ndministration, socinl security.

The Cianaran. T am not aware of all that. I must admit 1 am not
the most avid newspaper reader. Sometimes things are very innccurate
that you read in the press. We ave simply trying to find out the facts
based upon what our own people told us. 1 do not see any alternative
but to o nhead with this hearing,

Senator Winniass, I would like to point out if we had not entered
into this colloquy the testimony would have been delivered and we
could have been questioning these gentlemen who are here. Later, if
we want to get Mr, Wilbur Clohen and some of the others back that
would be fine, but, we have got a group here and I suggest we let the
witnesses testify and then we do our testifying a little later,

The Cuairmax, Why do we not go ahead and hear this statement.,
Will you please proceed, sir?

Mur, Twixaye, Thank you, Mr. Chairman,

On behalf of the Social and Rehabilitation Service, I welcome this
committee’s continuing interest in health eare and in the problems
surronnding the delivery of health services to the poor. I would like
to speak about the medienid program hriefly.

As I said, I am John Twiname, to be Administrator of Social and
Rehabilitative Service, and this is Mr. Howard Newman now beside
me at the table, who has assumed the responsibility for the medieaid
program this week.

We believe that the publication of the February 9 stafl report of the
committee will deepen public awareness and stimulate publie discus-
sion that are of immediate importance. And we welcome it and take
it as construetive for the medieaid program.

Medicaid, born at the same time as medicare, but no twin, was en-
acted beeause the Congress believed that aceess to good health is a
right rather than a privilege and that medieal eare of high quality
must be available to all regardless of their ability to pay. T am pleased
to be able to report that the principle of access to health eare has heen
extended to every State but two, and the medieaid program is virtnally
nationwide, Tn recent months, some 214 million people in 10 States
have been added to the eligibility rolls and we anticipate that more
than 12 million low-income people will receive medieal eare with
medicaid’s hielp this year.

We all know that medieaid has been a diflienlt program, even a
cumbersome one to administer, Partly heeause of the legislation, partly
because of the nature and administration of the welfare program it
supplements, partly because it is a Federal-State program, medicaid
operates not as one hut as 52 distinet and separate programs. Kach
program is different in design, in people covered, and in services of-
fered. We know that medicaid is an expensive program. Like every
public or private program that has delivered or paid for medical eare
m the last several years, it is more expensive than anyone could have
anticipated. Tt has suffered from some excessive utilization and to a
much lesser extent from outright fraud. It has not always been ad-
ministered efficiently, effectively, or imaginatively. There is one thing -
the program has not suffered from, however, and that is praise. Little
praise has come from legislators and administrators, or from provid-
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ers who are paid for their services, or, for that matter, from the
people medicaid eaves for-—that is, until States threaten to retrench
and reduce fees, services, or eligibility.

For that reason, before discussing once again the problems we are
having with this new program, let me spend a minute in its praise-—
medicaid is, in its own way, bringing Congress” intent (o life by bring-
ing health care to many millions of people.

First, medicaid has more than doubled the number of people who
receive federally aided medical assistance—5.4 million people received
assistance in 1965, Over 12 million will receive aid Chis year,

second, medieaid is doing for children now what the Kerr-Mills
program attempted to do for the aged. It is bringing health care to
those whose families have enongh money for their daily needs but not
enongh for special medical needs. F'rom 1965 to 1969 the number of
children who received federally supported medicnl assistance rose from
1.5 million to 4.2 million and 1.7 million of the children in the latter
group were not in welfare families.

Third, numbers alone do not tell the story. We are beginning to learn
about the program's effectiveness from objective studies made by dis-
interested scholars, Preliminary data we have now from a study con-
ducted by the Columbia University School of Public Health indieate
that public assistance recipients who are cligible for medicaid are
gotting more health cave than other low-income people who are not
eligible. This is a basic question that has really been raised—are we
getting anything for owr money that we would not have gotten if
medicaid had not been put into effeet 2 The results seem to indicate
that people are getting medical eave in a substantial form that they
would not have ot herwise.

There is no doubt in my mind that the program is helping sick poor
people get medical eare, But there is also no doubt in my mind that
we can and we must improve the program.

With your permission, I will submit for the record a document en-
titled *Medieaid's Initintives Sinee January 1969, which deseribes
38 initintives this administration has taken to contain costs, improve
management, and increase effectiveness. Most of these actions have
been taken since the last hearings of this committee. In a sense 1
would like to submit it as a response to the last hearings that you held.
Mr. Chairman, and on the other hand, in covering these initiatives,
I think we also deseribe the problems in the program and these initia-
tives are only beginning attacks on those problems.

In my statement I have listed A through T, headings which T will
not now read but would like to highlight as we go through this addi-
tional document called “Medicaid Tnitintives.” * T can highlight what
I feel would be some of the more interesting points for you.

The .\ section T have already covered. Medicaid is now a virtually
nationwide program with 48 States and four jurisdictions in the
program.

Section B is the reactivation of the Medical Assistance Advisory
Couneil which is now working and attempting to integrate its efforts
\\’l’t]‘l (hg medicaid task force that was appointed by the Secretary.
i he Criamyan. Why do you not just get down to your statement?:
Fhere is no point in just reading that A through I..

" :nl;hr; néx;toﬂnl referred to appears at the conclusion of Mr, Twiname's prepared state-
¥ 0 P .
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Mr., Twiname, Al vight. The third section that we have in that
paper is entitled “Improved Standards for Services.” The issuance of
regulation—-—

The Cmamraan. This will be included in the record, That will save
time and let us get on to where you talk about what. your thoughts ave,

Mr. Twinase (continuing). Good; they are eross-referenced as you
see and in connection with section ¢y 1 spoke about these new regula-
tions. One avea in which there has been a great publie concern is nurs-
ing home care. The National Advisory Conneil on Nursing Home
Administration has developed several important doeuments to help the
States implement the 1967 amendment that vequire: the licensing of
nursing home adininistrators by July 1, 1970. Regulations to imple-
ment the amendment will be published in the Federal Register this
week. .\ model licensing law was sent to the States in January of this
year, 1970,

And third, rules and regulations with appropriate guidelines to
be used by State licensing boards were issued in November,

The couneil has also identified the knowledge and experience needed
by a nursing home administrator and has outlined edueational offer-
ings for incumbent administrators who do not qualify for licensure,

Fifth, standards for payments for skilled nursing care have heen
developed and published.

T will pass the other initiatives and speak about the encouragement
of new methads for delivering health eare. Medieaid has been en-
couraging these new methods. In 16 jurisdictions, 35 OO health
centers bill medieaid for the eare they give medicaid patients, an ar-
rangement the Medical Services Administration advocates.

Secondly, the Medieal Services Administration also monitors plans
for model cities programs and encourages inclusion of health-related
activities and we have been working on that, especially this year.

Thirdly, we ave considering proposals that will use appropriated
funds to develop new and innovative health care delivery systems in
geographic areas that are now poorly served by traditional health
services.

We have also been encouraging new ways to pay for health care,
Mr. Veneman spoke to that in his testimony. Prepaying medical costs,
using a per capita premium as a basis for estimating them, may soon
be recognized as the payment method of choice. Particularly if the
provider group assumes the finaneial risks, this is an especially attrac-
tive arrangement for State agencies. A few States have instituted pilot
plans of this kind and others are very interested.

C'ost control has been the object of n whole series of published
regulations. T cover that in this separate document. One requires
States (o establish procedures for utilization review for every item
of services provided. Others impose ceilings on payments States may
make for institutional services, for drugs, and for services of physi-
cians, dentists and other practitioners. Another involves the Federal
Government with the States in the prosecution of fraud which was re-
quested by this committee in the last hearings.

One regulation being developed will require States to file with the
Internal Revenue Service reports of aggregate payments made to
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woviders identified by name, uddress, socinl security or employer
identification number,

The legislative proposals requived by the President’s 1971 budget
soon to be forwarded to the Congress, would reduce Federal contribu-
tions to the medicaid program at the same time it redirects utilization
of health services from long-term institutional care to ambulatory
care, including preventive health services. The proposal calls for in-
creased IFederal contributions to the cost of selected outpatient services
and decreased Federal contributions to the cost of long-term insti-
tutional care. Since Federal contributions to services that account
for 68 percent of the medicaid dollar would be reduced, we expect (o
save a significant. amount of Federal matching funds,

Last July the Secretary of our Department appointed a Task Force
on Medicaid and Related Programs and asked the grou{) to look into
both immediate and long-range problems. This is covered in a separate
section in the supplementary paper, section 1.

In November that task foree reported to the Seeretary and made
many recommendations related to medicaid effectiveness, management,
and eligibility. These are being studied, worked on now, and some of
these recommendations are being immediately implemented, including
one that suggested a reorganization of the Medical Services
Administration.

[ am happy to say that we have just appointed a new Commissioner
for medicaid. Mr., Newman here, who is an administrator, hospital
administrator, with expertise in the provision of health care for the
poor.

We have designed a new strueture for the Medieal Services Adminis-
tration and a substantial number of new positions have been allocated.
Plans have heen approved to increase its staff in Washington and the

regional oflices,
An extraordinary recruiting effort has been initiated and a new

organization will soon be in operation,

States also are continuing to take steps to improve their program

management procedures. To help them ({m'olop comparable reporting
systems, we have developed systems specifications for their claims pay-
ment proeesses and for their surveillance and utilization review func-
tions, What we have done here is work with the medicaid task foree to
contract with a firm that has put in some of the more sophisticated
ntilization and surveillance reporting systems in States. We have now
a document—a basic plan for States—which we are going to try to
implement in every State beginning with demonstrations in three
States of the use of this format for computer handling of the claims
payment process so that we can have a utilization review program.
. I have before me, and will go over with you whenever you are
inferested, some example printouts that show how we have disciplined
n doctor and a nursing home and a pharmacy as a resull of State
mmplementation of this program. This illustrates how we can gel a
handle on this information and then work through the State agency
with a review group to bring discipline into the program,

At the same time we have been working with another contractor to
develop a fm"n)at for reporting the information to the Federal agency,
to us here. This document, that is also available to you, is the result
of a.contract that has just been completed to find out what information
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is needed at our level—at the IFederal level—from the States, so that
here in the Department we can exercise management control.

I would, at your invitation, be happy to demonstrate how we work
with providers—doctors and pharmacies or nursing homes—in the
example that 1 have brought with me, '

In conclusion, let me say, as Senator Ribicoff has pointed out, we
are new. I am new as Administrator of Social Rolmhihtutinn Service.
Mr. Newman has just taken over as Commissioner of Medieaid. But
together we are dedicated to extending these administrative initiatives
that are submitted here for the record and we will welcome working
with the committee to expand our efforts in bringing the costs under
control and extending better quality health earve for the poor. T will
be happy to try to answer any questions that you have on this state-
ment or the program.

(Mr. Twiname’s prepared statement, with attachment referred to
on p. 19, follows:)

STATEMENT BY JOoRN D, T'wWINAME, DEPUTY ADMINISTRATOR, SOCIAL AND REHA-
BILITATION SERVICE, DEPARTMENT or HHEALTH, EpucaTion, AND WELFARE

On behalf of the Socinl and Rehabilitation Service, 1 welcome this Commit-
tee's continuing interest in health care and in the problems surrounding the
delivery of health services to the poor, I trust that the publication of the Febru-
ary 9 staff report of the Committee will deepen public awareness and stimulate
public discussion of questions that are of immediate importance,

Medicaid, born at the same time as Medieare, but no twin, was enacted because
the Congress believed that access to good health is a right rather than a privilege
and that medical care of high quality must be available to all regardless of their
ability to pay. I am pleased to be able to report that the principle of access to
health care has been extended to every State but two, and the Medicald program
is virtually nationwide. In recent months, some two and a half million people
in ten States have been added to the eligibility rolls and we anticipate that
more than 12 million low-income people will receive medical care with Medi-
caid’s help this year,

We all know that Medicaid has been s difienlt program, even a cumbersome
one to administer. Partly beeause of the legislation, partly hecause of the nature
and administration of the welfare program it supplements, partly because it is
a Federal-State program, Medicald operates not as one but as 52 distinet and
separate programs. Each program is different in design, in people covered, and
in services offered. We know that Medieald ig an expensive program. Like every
public or private program that has delivered or paid for medical care in the
last several years, it is more expensive than anyone could have anticipated.
It has suffered from some excessive utilization and to a much lesser extent from
ontright frand. It has not always been administered efficiently, effectively, or
imaginatively. There is one thing the program has not suffered from and that
is praise. Little praise has come from legislators and administrators, or from
provides who are paid for their services, or, for that matter, from the people
Medieaid cares for—until States threaten to retrench and reduce fees, services,
or eligibility.

For that reason, before diseussing once again the problems we are having
with this imperfeet child, let me spend a minute in its praise—Medicald is. in
its own way, bringing Congress’ intent to life by bringing health care to many
millions of people. ‘ ‘ ‘

First, Medicaid has more than doubled the number of people who receive
Federally-aided medical assistance—5.4 million people received assistance in
1965. Over 12 million will receive aid this year.

Second, Medicald is doltig for children what the Kerr-Mills program attempted
to do for the aged. It is bringing health care to those whose families have enmxgll
inoney for thelr dally néeds but not enough for special medical needs, From 1965
to 1969 the number of children who received federally supported medical assist-
anee rose from 1.5 million to 4.2 million and 1.7 million of the children in the Intter

group were not in welfare families,
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Third, numbers alone do not tell the story. We are beginning to learn about
the program’s effectiveness from objective studies made by disinterested scholars,
Preliminary data from a study conducted by the Columbla University School of
Public ITealth indicate that public assistance recipients who are eligible for
Medicaid are getting more health care than other low-income people who are
not eligible,

There Is no doubt in my mind that the program is helping sick poor people
get medical care. But there is nlso no doubt in my mind that we can and must
improve the program.

With your permission, I will submit for the record a document entitled “Medi-
caid’s Initintives since January 1069,"” which desceribes 38 initintives this Admin.
istration has taken to contain costs, improve management, and increase effective-
negs. Most of these actions have been taken since the last hearings of this
Committee. The initiatives fall into 12 subject areas as follows:

A, Medicaid now Virtually a Nationwide Program,

B. Reaetivation of the Medical Assistance Advisory Council.

. himproved Standards for Service,

D. Development of Provider and Consumer Understanding.

. Fmployment of Medicaid Consumers in Subprofessional Rolexs,

1. Encouragement of New Methods of Dellvering Health Care,

4, Fncouragement of New Ways to Pay for Health Care.

IL Cost Control Through Issuance of Regulations,

I. Efforts of the Secretary’s Task Force on Medicaid.

J. Strengthened Leadership and Staff,

K. Program Review and Evaluation Projects,

L. Development of Program Management Procedures.

1 should now like to highlight some of the initiatives that will have signifi-
cant effeet on the program's development in a manner consistent with the Com-
mittee's interest in improved management and reduced cost.

NEW INFITATIVES

Issuanee of regulations and other activities have improved standards for sery-
ices, thus establishing safeguards for consumers (Refer to Medicaid Initintives
in 1964, Section (). One area in which there has been great public concern is
nursing home care. The National Advisory Council on Nursing lHome Admin-
istrntion has developed several important documents to help States implement
the 1967 Amendment that requires States to leense nursing home administrators
by July 1, 1970, Other regulations will be published in the Federal Register
this week., A Model Licensing law was sent to the States in January 1969 ; rules
and guldelines for State Licensing Boards were issued in November. The Coun-
cil has also identified the knowledge and experience needed hy a nursing home
administrator and has outlined educational offerings for incumbent administra-
tors who do not qualify for licensure,

Standards for payment for skilled nursing care have also been published as
interim policy—regulations have been develop-d and are being cleared.

Medieaid has been encouraging new methe - of delivering health care and
oxpeets to expand this activity, (Section F) 1n 16 jurisdictions, 35 Office of
Keonomice Opportunity health centers bill Medicaid for the care they give Medice-
aid patients, an arrangement the Medical Services Administration advocates.

MSA also monitors plans for Model Citles programs and encourages incluxion
of health-related activities,

We are considering proposals that will use appropriated funds to develop
new and innovative health care delivery systems in geographic areas that are
now poorly served by traditional health services.

We have also been encouraging new ways to pay for health care. (Section G)
Prepaying medical costs, using a per capita premium as a basis for estimating
them, may soon be recognized as the payment method of choice, Particularly if
the provider group assumes the financial risk, this is an especially attractive
arrangement for State agencies. A few States have instituted pilot plans of
this kind and others are interested.

Cost control has been the objective of a whole serles of published regulations.
(Section ) One requires States to establish procedures for utilizaion review
for every item of services provided. Others impose ceflings on payments States
may make for institutional serviees, for drugs, and for services of physicians,
dentists, and other practitioners. Another involves the Federal Government with
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the States in the prosecution of fraud. One regulation beihg developed will re-
quire States to flle with the Internal Revenue Service reports of aggregate pay-
ments made to providers identified by name, address, and social security or
employer identifleation nuinber.

The legislative proposals required by the Prestdent’s I'Y 1971 budget (p. 471
Appendix) and soon to be forwarded to the Congress would veduce Federal
contributions to the Medieald program at the same time {t redivects utilization
of health services from long-term iustitutional care to ambulatory care, in-
cinding preventive health services, The proposal enlls for inereased Federal con-
tributions to the cost of selected otttpatient services and deereased Federal con-
tributions to the cost of long-term institutional care. Since Federal contributions
to cervices that account for 68 percent of the Medleald dollar would be reduced,
wo expeet to save o signifieant mmount of Federal matehing funds.

Last July, the Seervetary of HHEW appointed a Task FForce on Medicaid and
Related Programs and asked the group to look into both immedinte and long-
range problems. (Section 1) By November, the Task Foree reported to the See-
retary and made many recommendations relating to Medicald's effectivenessy,
nmnagement, and eligibility, Some of these recommendations are being imme-
dintely implemented, including one that suggested a reorgnnization of the Med-
ienl Services Administration,

I am happy to say that we have just acquired the services of a new (CCommis-
sioner for Medieald, an able hospltal administrator with expertise in the pro-
viston of health eare to the poor, Howard N, Newman from Philadelphia, We
have designed a new structure for MSA and a substantial number of new posi-
tions have heen approved to increase its staff’ in Washington and the reglonnl
offfces. An extraordinary reeruiting effort hax been initinted and the new orga-
nization will xoon be in operation, (Section J)

States continue to take steps to improve their program management proce-
dures, (Section K) To help them develop comparable reporting systems, we
have developed systems specifications for thelr claims payment processes and
for their surveillance and utilization review functions. We have also ascoer-
tained onr own reporting and information needs for a management information
system and have coordinated both systems <o that we can test the effectiveness
of an integrated management information plan that can be used at the State and
FFederal levels,

As you know Mr. Newman and I are relatively new in our management re-
sponsibility for this program. IHe assumed his position as Commissioner last
week, I will become Administrator of the Social and Rehabilitation Service
next week. Together, we are dedicated to extending these initintives and imple-
menting the kind of management controls that will better insure quality health
care for the poor on a more cost effective basis,

We will be happy to try an answer any questiong that you may have nhout the

Medicaid program.

MEDICAID INTPIATIVES SINCE JANUARY 19069
A. MEDICAID NOW VIRTUALLY A NATIONWIDE PROGRAM

Medicatd is in effeet in all but two States (Arizona and Alaska) which do
not have programs because of special problems involving their Indian and Es-
kimo populations, Ten States began operations xinee January 1969, bringing
the total to 48 States and 4 jurisdictions. In fiseal year 1969, Medicaid paid for

care for 11.3 million people.
B. REACTIVATION OF MEDICAL ASSISTANCE ADVISORY COUNCIL

1. After a period of inactivity, vacancles in the MAAC were filled, its mission
reestablished, and a new chairman, Donald ¢, Smith, M.D,, Professor of Ma-
ternal and Child Health at the University of Michigan, appointed,

2, The Council Is now engaged in a profound and continuing review of the
Medicaid program, its policles, plang, accomplishments, and the proghosis for
Its future. The Cotineil is working elosely with the Department’s Medicaid Task
I'orce and will follow through on its recommenddations when the term of the

Task Force i8 over,
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0. IMPROVED BTANDARDS FOR BERVICES

1. The National Advisory Council on Nursing Home Administration has
developed several important documents to help States implement the 1967
Amendment that requires the licensing of nursing home administrators by July
1, 1070, Regulations to hmplement the Amendment will be published in the
Federal Register this weck,

2. After public hearings held in various parts of the country, a Model Li-
censing Law was prepared and sent to the States in January 1969,

3. In November 1969, recommended rules and regulations with appropriate
guldelines to be used by State Nursihg Home Administrator Licensing Boards
were issued,

4. At the same time, the Council issued a report identifying the knowledge
anad experience needed by a nursing home administrator, methods of deter-
mining their qualifications, and criteria for a “waiver” program, and describ-
ing educational programs for “waivered” nursing home administrators,

b. Standards for payment for skilled nursing care have been developed and
published. (Interim policy published June 24, 1969. Final policy being cleared.)

6. The amount, duration, and scope of medical assistance offered by States in
complying with the Medicaid program has been redefined. (August 30, 1969.)
P'olicy regulations defining “early and periodic screening and diagnosis of in-
dividuals under 21” and standards for reimbursement for care in rehabilita-

tive institutions are now belng cleared.
D. DEVELOPMENT OF PROVIDER AND CONSUMER UNDERSTANDING

1. Understanding what the Medicaid program can and cannot do underlies
proper and eflicient use of the program by providers and consumers alike. Such
understanding has been cultivated by publication of charts, flyers, and pam-
phlets and notably by a popular pamphlet “Medicare-Medicald, Which is Which "

2. To encourage States to benefit. from the growing administrative expertise
in the Medicald community, n communieations network will he established to

link Washington, the Regions, and the States.
E. EMPLOYMENT OF MEDICAID CONSUMERS IN SUBPROFESSIONAL ROLES

The employment of Medicaid patients as health aides and interpreters of the
program to their peers Is essential to fullest and most eflicient use of the pro-
gram. Programs for the most effective use of this group witl be developed in con-
formity with the mandate of the 1967 Amendments,

F. ENCOURAGEMENT OF NEW METHODS OF DELIVERING HEALTH CARE

1. In 16 jurisdictions, 35 OEO health centers bill Medicald for the care they
give Medicaid patients. These reimbursement arrangements implement a 1968
ngreenment between the Department of Iealth, Eduestion, and Welfare and the
Office of Economic Opportunity. MSA constantly encourages such arrangements,
2. MSA monitors plans for Model Cities programs nnd encourages inclusion

-~

of health-related activities, Such activities are now bLeing funded in some areas,
Inrgely as a result of MSA's interest,

3. We are considering proposals that will use approprinted funds to develop
new and innovative health eare delivery systems in geogrophic areas that are

now poorly served by traditional health services.
(. ENCOURAGEMENT OF NEW WAYS TO PAY FOR HEALTH CARE

Prepaying medical costs, using a per capita premiuin as a basis for estimating
them, may soon be recognized as the payment method of choice, Particularly if
the provider group agsumes the financial risks in case expenses exceed pretniums,
thix is a partieularly attractive arrangement for State agencies,

A fow State Medieald agencles have instituted pilot plans of this kind. They
contract to purchase from a provider group some ov all of the services for which
Medieaid patients are eligible by paying a fixed, prepaid, per capita, premium.
Although few States are involved in schemes like this now, enough interest has
been sliown hy othér States to ifidicate that it is an idea whose tithe may be

close.



26

H. COST CONTROL THROUGIT ISSUANCES OF REQULATIONS

Stoverul regulations already issued or in preparation directly affect program
cost,

1. Regulation 40-9 requires States to establish procedures for utilzation re-
view for each {tem of service provided. -

2, (a) Regulation 40-4 requives States to relmburse hosplials for Inpatient
services on o “rensonstble cost” basis using title =VIII's reimbursement formuln,
(Junuary 25, 1064)

The same regulittion imposed “ceflings” on payments States may make for
sorvices other than fnpatient hospitnl services: For drugs, colling is either cost
of acquisition plus fixed fee or the price pajd by the general public. For institu-
tional services other than inpatient hospital care, colling is “reasonable cost”
as applied for title XVIIIL

(b) For physicians, dentists and other practitioners, Regulation 40~ (C-1),
ceiling is payment under structure in effect on January 1, 19469, or the “reasonable
charge” allowed by title XVITI-RB of the Act at that time, whichever Is less,
Increases in reimbursentent after July 1, 1970, will depend on existence of utili-
zation review program and will be Hmited to inerease in cost of living index

(July 1, 1969), .
3. Regulation 40-14 involves the I'ederal Government along with the States

in the prosecution of fraud (January 1970).

4. Regulation 40-138 requires providers of services to keep records of services
rendered and to furnish information about elaims for payment to the State
on request. (September 20, 1069)

n. Regrulation 40-10 provides for a level of less expensive care in the form of
institutional services in Intermedinte Care Facllities under titles 1, X, XTIV or
X VI (June 24, 1069)

6, A regulation to require States to file with the Internal Revenue Service
reports of aggregate payments made to providers identified by name, address,
and social security or employer identification number is heing cleared.

7. A regulation to require States to evaluate patients' need for eare before ad-
mission to nursing homes and mental institutions and reevaluate it thereafter is

being cleared.
1, EFFORTS OF THE SECRETARY'S TASK FORCE ON MEDICAID

1. In July 1969, the Secretary of HHEW appointed a Task Force on Medicaid
und related Programs and asked the groups to look into both immediate and long-
range problems.

2. The Department of HIEW detailed 30 professional experts to assist the 27-
man committee and by November the group made many recommendations relating
to Medicald's effectiveness, management, and eligibility in a report to the
Neeretary,

3. Some recommendations that require only administrative action are being
implemented immediately, while legislative proposals are being developed where
necessary to implement others. A recommended change in the internal structure
of the Medieal Services Administration is now being cleared and will soon be

put into effect.
J. STRENGTHENED LEADERSHIP AND STAFK

1. A new commissioner of the Medical Services Administration, selected for
his administrative experience with health programs for the poor, took office
this month. For many years, Mr. IHoward Newman was responsible for the
organization and supervision of hospital-based health delivery systems for low-
income people, He also served with the Bureau of the Budget as a White
House Fellow,

2, We have designed a new structure for the Medieal Services Administra-
fion and a «ubstantinl number of new positions have been approved to increase
its staff in Washington and the regional offices.

3. An extraordinary recrutting effort has been initinted to fill the new posi-
tions with people experienced in health servieces and management. The new
organization will soon be approved and in operation.

4. The Assistant Secretary for Health and Scientific Affairs has reserved
a position on his staff for a Deputy Assistant Secretary who will coordinate
Medicaid and Medicare policy with policy and activities in the Department’s
other health programs.
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K. PROGRAM REVIEW AND EVALUATION PROJECTS (PREP)

1. On-site evaluations in 11 States called attentlon to program deficiencies

and started a correctionnl process.
2, In the seven States that spend the major share of Medicald funds, mini-

prep reports identified problems in elnims-payment procedures.
L. DEVELOPMENT OF PROGRAM MANAGEMBENT_PROCEDURES

1. MSA staff consultation with States on drug utilization and control tech-
niques has deereased expenditures for prescription drugs in some States. Consul-
tation on other subjects has enabled States to operate more efficiently in problem

areas,
2. The second Annual Conference of State Medical Assistance Directors and

State Medieal Consultants in May 1069 gave 71 persons from 37 States and 3
Jurisdictions opportunities to discuss techniealities of utilization review and

rehmbursement problems.
3. Program management is now included in the curriculum of seminars held

annually for State and Federal Medieald personnel,

4. Many States are developing expertise in setting up a variety of good
management procedures such as establishment of norms and parameters for
utitization review work, relinble budgeting procedures, explicit conteactual ar-
rangements with fiscal agents, and effective legislative arrangements,

5. To help States develop comparable reporting systems, the Department
developed systems specifientions for States' claims pnyment processes and for
their survetllance and utilization review functions, Standardizing and upgrading
this activity nt the State level will help use resources more effectively, provide
care of higher quality, improve management, and reduce costs. A draft of

specifieations for such a system is now avallable.
G. Federal reporting requirements and information needs for a Medicaid

management information system have heen ascertained. The system that has
been designed is now being coordinated with the system for State surveillance
and utllization review to produce an integrated management information plan
that cun be used at the State and Federal levels,

The Cuamsan, Thank you very much. Now, I think I will ask
that every member be limited to about. 5 minutes on the first round of

uestions. Then we ean ask more questions—have a second round if
Senators want to.

I would like to ask this question. T have asked it before. Under the
hospital ‘)Iun’s present financing, including the 1967 tax increase,
what is the latest estimate of the deficit between estimated income
and costs in terms of dollars and as a percent of payroll? Both ways.

Mr. Myrrs. Mr. Chairman, as you have just indicated, I have just
completed, a week or two ago, making final detailed cost. estimates
under new assumptions. Last fall a preliminary estimate was devel-
oped using very approximate and short-cut methods. When approxi-
mation methods are used, yon hope that the errors one way will cancel
out the errors the other way, but unfortunately, in this case the er-
rors were all additive, so that the costs were shown to be considerably
higher in what I call the final estimates than in the preliminary ones
last. fall. )

Now, to get to your specific question, I would first like to discuss
the costs as a percentage of payroll and then I will give you the costs
in terms of dollars for the 25-year period over which we make the
actuarial evaluation.

The Cnamrman. Do you have it for 5, 10, and 25 years, all three
ways?

Mr. Myers. Yes. I have figures that T can give you on that basis

for those periods in terms of dollars.
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Now, before getting into this, though, T would like to mention one
thing. As you will reeally in the past, the cost estimates have always
been made under the assumption that the maximum taxable earnings
base, which is $7,800 in present lnw, would remain at $7,800 in all fu-
ture years, As to the new egtimates, T have made two alternative esti-
mates. One with that same assumption, and the other under the as-
sumption that the earnings base would rise in the future to reflect
changes in the zeneral earnings level, The Intter situntion has been
the experience in the past 20 years—namely, that the Congress has
kept the earnings base up to date with changed earnings. Therefore,
it seems to me that the latier is a reasonable assumption, but T think
that both assuraptions should be looked at.

Under the assumption that the earnings base remains at. $7,800
over the next 25 years, despite the fact that it is assumed that the
genernl wage level of persons covered under social security will in-
creace af a very congiderable rate, actually vising by 180 percent over
the 26-year period, the estimated level-cost of the benefits and the ad-
ministrative expenses is 2,76 percent of taxable payroll.

Now, as against this, the level--equivalent of the graded contri-
bution sehedule in the Tnw—which as you know, rises from the present
1.2 pereent for the emplover and employee combined to 1.8 percent in
1987—is 1.52 percent. of taxable payroll. Thus there is an actuarial
lack of balance or deficite of 1.24 percent of taxable payroll.

Now, if you look af this in the second way——assuming that the tax-
able earnings base rises in the future more or less in the same manner
ns the general wage level of the covered population—then the esti-
mated level-cost of the henefit payments and administrative expenses
is 2.01 percent of taxable payroll. The level-equivalent of the contri-
butions is about the same as it was previously—namely, 1.56 percent
of taxable payroll—so that there is an actnarial deficit of 0.48 percent
of taxable payroll.

Now, to put it perhaps in more simple language, what this actuarial
deficit means is that, according to these estimates, if it is desired to
have the system adequately financed over the 25-year period, the con-
tribution rates would have to he inereased by this amount—namely,
for example, in the second alternative, by roughly half a percent of
payroll in every future year. At least, that would be one way of doing
it. There could, of course, be other combinations but that is one pos-
sible way, and it is what in essence T mean when T say there is an
actuarial deficit.

Now, turning to the dollar figures, Int us look first at the 25-year
period, and then I will give you figures for the 5- and 10-year periods
measuring from 1970 on. Over the 25-year period from 1970 to 1994,
the total outgo for benefit payments and administrative expenses is
estimated at %479 billion, rounding it to the nearest billion dollars.
Now, the total amount of contributions under the assumption that the
earnings base will remain at $7,800 in the next 25 years, even though
wages will rise greatly, is $263 billion, so that there is a difference of
$216 billion as the excess of outgo over income according to the pres-
ent. contribution schedule.

Now, if it is assumed that the carnings base keeps up to date, and
again that the present tax schedule is maintained, then the total con-
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tributions would be $384 billion, leaving an excess of outgo over in-
come of $94 billion.

The Cramyan, Well, now, the rest of that, Mr. Myers, I suggest
be provided for the record so we ean get on with this.

Now, are you aware of the fact that Congress said back in 1965 that
this program was to be estimated on a conservative basis and that you
should not anticipate an increase in the wage base to finance this pro-

ram? In other words, at that time we were talking about a base of
$6,600. That is here in our 1965 committee report, We felt any increase
in the wage base ought to he used for additional benefits or an increase
in the eash benefits rather than for this purpose. Arve you aware of
that?
Mr. Myers, Mr, Chairman, T am qui-t ¢ aware that that is, of conrse,
a correet statement of the history of the cost. estimates—-namely, that
it was assumed, as a margin of safety, the earnings base would be as-
sumed to be level. But T think that there were different interpretations
placed on what this meant.

For instance, in the reports of the board of trustees it was stuted, 1
believe, that if the experience turned out as estimated, and if the earn-
ings base did in actuality rise, then the scheduled inereases in the con-
tribution rates would not be required.

Mr. Myers, Commissioner Ball tells me that statement is also in
the committee report. T believe that it is.

The Cizamraran, As T understand ity at the time we anticipated that
if wages went up we might be able to cut the taxes. That is my
impression.

Mr. Myers. That is correct.

The Cnamrmax. This is what T want to know, You have consistently
underestimated the cost of the hospital insurance program. We have
repeatedly expressed our admiration for you as a man who came up
with honest estimates based on the facts and the assumptions avail-
able to him from which to project those estimates.

Why have those estimates been consistently below the actual
experience? |

Mr. Mvyers. Thank you, Mr. Chairman. You arve quite correct that
the estimates have been consistently low. When the estimates were
made in 1965, it is true that both this committee and the House Ways
and Means Committee gave approval, or perhaps you might say gave
instructions, to use assumptions that would be on the conservative
side and yet it has turned out that the experience has been much worse.

The Criaman. Let us understand this, At the time of medicare’s
enactment we made assumptions that were on the conservative side.
We anticipated an increase in demand. My impression was that you
were looking at prevailing costs for services and estimating beyond
that. That 1s what we meant when we said conservative. We were
trying to be on the safe side.

Mr. Myers. That is correct, Mr. Chairman. What went. wrong with
the estimates as against the experience was really two major factors,
and there are a number of minor ones. The major factors are these.

First, the extent of hospital utilization has been about 25 percent
higher than in the origina{ estimates. But I believe that an even more
important factor has been the way that hospital costs have risen in

42-122 0—70—pt. 1——3
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the past, which was far more I believe, than anybody anticipated back
in 1965, At least, part of that was due to the general inflation in
prices that we have had since 1965, but by no means all. And in the
new estimates I have made assumptions as to future increases in
hospital costs that are much more conservative than in the past. Pre-
viously, I thought that the large excess of hospital costs over the gen-
eral wage level would diminish in a few years. In these new estimates,
I have assumed that such increases in Kospital costs would last for
quite a long time, and at least 1 hope that these estimates will prove
much more realistic than the previous ones.

The Cuamarax, Right. Now, for the record, I want you to fill in
what the 5- and 10-year estimates are and I want to- -—

Mr. Mvyers, Yes, sir.*

The Cnamyan (continuing). T want to get from Mr. Ball an
answer to a question I was going to ask M. Veneman, How do you
expect to get arm’s-length public interest policymaking in adminis-
tration when the advisory groups are often heavily weighted with
people who are representing providers who would benefit from higher
payments for these services?

Mr. Barn. There is no bargaining, Mr. Chairman, by advisory
groups. Advisory groups are brought in for their special adviee in a
given technical area and the Health Insurance Benefits Advisory
Council which has, as you know, the broad responsibility under the
law to review regulations of the Secretary before he finally issues them
and to give general advice has on it, people from the backgrounds not
only of providers and physicians but of senior citizens and labor and
consumer representatives.

The C'namyan. Senator Anderson?

Senator ANpersoN. T have a health insurance card here. How many
other people have a card of that nature?

Mr. Barr. About 20 million, Senator A nderson.

Senator A xprrsox. And their premium payments are 20 million
times $4 for me and $4 for the Government right now?

Mr. Bart. At the moment on the part B, the voluntary part, it is
somewhat short. of 20 million. The card is held also by people with
hospital insurance only but there are over 19 million who have the
voluntary insurance and they are currently paying $4, to be matched
by the Government ; but beginning July Ist it will be $5.30 each.

Senator Anperson. That is preminm income?

Mr, Barn. Yes, sir,

Senator ANperson. Have you estimated premium outgo?

Mr. Barr. Yes, siv. Mr. Myers estimated both for the next fiseal year.

Senator Anperson. We have got 25 years in advance costs for
part A; T cannot. wait that many years. T probably will not live that
many years.

MY, Barr. Senator, the two parts of the program are handled en-
tirely differently in the estimates. The hospital insurance program
that the chairman was questioning Mr. Myers about is done over a
95-year period hecause for one reason, it is on a prepayment hasis. All
the covered workers in the country make contributions just as they do
for social security. Tt is a payroll deduction. But the voluntary plan
is just on a year-hy-year basis. The premium is sottled in December

*See p. 33.
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for the following fisenl year and then the Secretary is required the
next. December to review that and promulgate if necessary, a new
premium for the next year. So that goes on a year-by-year basis.

Senator Anprrson. This is the largest insurance business in the
vmmh?', is it not ?

Mr. Banw, Yes, indeed.

Senator ANbersoN. It was very large to start off with,

Mr. Bawnwn, Yes, indeed.

Senator Axprrson, Did you start off by estimating how many people
would buy coverage and then estimate how many would eclaim
henefits? ‘

Mr. Barr. Yes, Mr. Chairman. We expected in the voluntary—I
mean, Senator Anderson—in the voluntary part of the program we
did not really expeet quite as high a rate of participation, We actually
got in the first sign up the very remarkable response of 92 percent
of all the older people in the country. We had thought it was more
likely to be around 85 percent. But, of course, the income increases
with the Tiahility so it made no signifieant. difference to have more
people.

Senator Axpersox. T am only hopeful that some day we will start
to estimate premium income and premium outgo and try to see if we
are going to balance the books.

Mr. Barn, Well, that is the objective. Would you want to comment
on that, Bob?

Mr. Myers. Senator Anderson, in the voluntary supplementary
medical insurance plan that you are talking about, the mcome has
largely balanced the onvgo, the only problem having been in this pres-
ent fiseal year when the premium rate was frozen at $4 per month
when it should have beon around $4.40, $4.50, or $4.60. Over the years,
this program has really had much less of a finaneial problem than the
hospital insurance program. Our estimates for the supplementary
medical insurance program have each year been within about 7 per-
cent of the experience. Unfortunately, it was always 7 percent too
high so that the trust fund did not build up to quite the proper level
on a pay-as-you-go basis, but the trust fund now has a balance of
about $200 million. By next June 30, it will be around $60 to $100
million. Then, the new premium rate goes into effect and that will
once again hopefully set it back on its financial feet completely.

Senator ANpErson. How much deficit will there be this year?

Mr. Myers. You mean, how much will the Government contribution
be?

Senator AnDErsoN, Defieit.

Mr. Myers. The deficit, if measured on an incurred basis as is
customary in insurance programs, will be something in the order of
$300 million, so that the cash balance of the fund has been drawn
way down.

Senator Axpersox. £300 million. as the rate increased ?

Mr. Myers. There was this deficit of $300 million because the pre-
mium rate was not increased. T had recommended to former Secretary
C'ohen, in December 1968, that. the premium rate should go up from $4
to $4.40, but he—

Senator Anprrson. Would that have balanced the books?

Mr. Myrrs. It would have come much closer. We probably would

have needed $4.50 or $4.60.
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Senator AnpersoN. Would it have balanced the books—balanced the
accounts, do you think ?

Mr, Myens. No. There still would have been a small deficit, but not
nez}‘rl y aslarge as the one that has occurred.

Senator ANperson., Should you not try to balance the books ?

Mr. Myers. Yes, sir. That Is what we try to do when I make the
estimates, and I think that the $5.30 that is promulgated for the next
premium period will be suflicient to do so. '

Senator ANpERSON. And done year by year.

Mr. Myzrs. This is done year by year but as Commissioner Ball said,
we just make the estimates 1 year in advance so that the promulgation
can be made.

Senator ANpERsoN. You have long-term figures that are disturbing.
I think probably you ought to caleulate costs year by year. The in-
surance companies do it year by year,

Mr. Myrns. Well, with the hospital insurance program being fi-
nanced by a payroll tax, the estimates necessarily ave made——

Senator ANpersoN. I am not worried about that one. Medicare
started the biggest insurance business in the world. When it started
it. estimated what premiums would be and what costs would be in-
curred. When you found you were not going to have cnough money to
pay the costs, you should raise the rates. Every private insurance com-
pany does that and needs to do it.

Mr. Myers. Yes, Senator. That is what we are trying to do, and now
that we have several years of experience to build on, I think that the
estimates can be made much more reliably than back in 1965, when
there was no program like this in existence.

Senator ANpersoN. I hopeso. That isall Tam trying to do.

Mr. MyErs. I certainly hope so, too, Senator.

The Criamyan. Senator Willinms ¢

Senator Wrrriams. In line with the same questions, Mr. Myers, you
recommended a rate of $5.30 for fiscal 1971 and that has jumped from
$4. I understand you made an interim recommendation about a year
ago, did you not, for an increase to around $4.50?

Mr. Myers. Senator Williams, in December 1968, I recommended
to former Secretary Ciohen that the premium rate should go up from
$4 to $4.40.

Senator Wirriams. Why was that not ecarried out?

Mr. Myers. Well, according to the law, the Secretary makes the
promulgation, and he need not necessarily follow the advice of the
actuary. So, Secretary Cohen decided to keep the rate at $4, because I
suppose he believed that this could be accomplished by holding down
physician-fee increases and so forth.

Senator WirLiams. Do you really believe that is the reason ?

Mr. Myers. No.

Senator Wirriams. No. Thank you,

gLaughter.]

enator WirLiams. Neither do 1. ' '

Now, to get back to the part A program. Yon have given an estimate
of a $216 billion deficiency for 25 years. Now, will you go down the
line and give us §-, 10-, 15-, and 20-year deficits in dollars.

Mr, Myers. I can give you 5- and 10-year figures now.

Senator Wirrtams. All right.
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My, Myers. For 5 years, it is $9.4 billion, and for 10 years, it is $36

billion.

Senator Wirriams, You do not have 15 and 207

My, Myers. T would have to compute them. I have not summarized
them here. T will do that for the record along with what Senator
Long asked.

(Information requested foliows:)

COMPARISON OF ESTIMATED CONTRIBUTION INCOME AND TOTAL OUTGO FOR HOSPITAL INSURANCE SYSTEM
FOR SELECTED PERIODS
ASSUMING THAT EARNINGS BASE REMAINS AT $7,800
{10 billions of dollars}

. Contribution Excess of outgo

Calendar-year period income Total outgo over income

1920-24. . e 28.4 3.8 9.4

192079, i 66.7 102.9 36.2

1970 88 il 119.1 193.7 74.6

1970 8. . e 184, 1 316. 1 132.0
1970 94, . i 262.7 478.5 215,

ASSUMING THAT EARNINGS BASE IS ADJUSTED FROM TIME TO TIME TO KEEP UP TO DATE WITH GENERAL EARN-
INGS LEVELS

97070 30.6 31.8 1.2
1970-79. 0L T e 1.2 102.9 5.1
1970-84.. .0 0. LTI T i 148.2 193.7 45,5
1970 890 Il 248.3 316.1 67.8
197094, LTI T 384.2 478,5 94.3

Note: Tolal outgo data relate only to outgo for insured persons,
FFesruARY 235, 1970,
MEMORANDUM

From : Robert J. Myers, Chief Actuary, Social Security Administration.
Subject: Comparison of Contribution Income and Total Outgo for Hospital
Insturance System for Various I'ature Periods,

This memorandum s in response to a request at the Hearings before the Senate
Committee on Finance to provide information, for various future periods, as to
the contribution income and the total outgo under the Hospital Insurance system
under the provisions of present lnw, with respeet to insured persons,

Such o comparison is shown in the attached table on two different bases—
(1) under the assumption that the present $7,800 maximum taxable earnings base
remains constant at this figure over the next 235 years, despite the fact that earn-
ings are assumed to rise significantly-——by about 180¢% over the 23-year period,
and (2) under the assumption that the earnings base is adjusted from time to
time in the future so that it keeps up-to-date with the general earnings level and
thus maintains the same relative position that the $7,800 base did in 1968,

It should be noted that the figures are not discounted (at interest) to the
present time, which is the proper actuarial approach when considering income

and outgo figures over a period of future years.
RoBerT J. MYERS.

Senator WirLiams, Now, the 25-year deficit of $216 billion is your
most recent, we will say, latter part of February estimate; is that
correct ?

Mr. Myers. Yes, Senator.

Senator Winniayms, Now, what was your estimate in December 1969,

about 3 months ago? .
Mr. Myers, That estimate was as 1 recall, about $127 billion.
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Senator WiLtiams. And then in 1965 when this program was first
initiated as 1 recall it, your estimate was that 1t was on an actuarially

sound basis at-that time, was it not ¢

Mr. Myers. That is correct. . .
Senator WiLriams. And then in 1967 there was a deficiency projected
and we raised the taxes 25 percent and again it was on an actuarially

sound basis; is that correct ¢ ‘ .
Mr. Myers. According to my estimate at the time; yes, sir. .
Senator WiLniams. With this growing actuarial deficit which

changes periodically, almost every 80 days, is that as a result of some

of the sabotasze in the Department to which you referred in your

recent. speech? .

Mr. Myers. No, sir. The changes in these estimates are due to
changes based on two things. First, the developing experience, so that
wo have a sound base to build on. In other words, we knew later what
the current experience was, whereas back in 1965, of course, it was a

new program. . o s
The second reason is that there is this very substantial increase that

I have made in the new assumptions as to future trends in hospital
costs. These are much less what you might say optimistic, or else you
might say they are more conservative than previously, because they
assume that the annual increases in hospital costs will continue at a
relatively high rate for the next 10 years or so.

Senator WiLriams, Well, what disturbs me is not only the errors we
yrojected estimates upon which we felt we had a

are finding in these ‘ .
right to rely, but also that your deficit estimate in December was
around $127 billion and today it is $216 billion. That is an increase n

about 60 days of $89 billion—a very high percentage increase. It is a
substantial increase.

Now, during this same period this committee has indicated, and the
Department itself has indicated, that they are going to adopt more
strict steps toward administering this program which will reduce its
costs. That is the only development 1 know of which has taken place in
the last 60 days. And yet we are told that these changes apparently are
going to cost us $89 billion more than was projected in December. T am
going to be very frank with you, Mr. Myers: it is getting confused
and T am wondering about these estimates, How many people do you
have in your staff of actuaries? ‘ ‘

Mr. Myers. T have on my staff approximately 20 actuaries, of whom
you might say five or six are fully qualified actuaries and the others

are in the process of qualifying.
Senator Wirrtams, You do have five or six who are fully qualified ?

Mr. Myers. Yes, sir.

Senator Winniams. And those five or six concur in these errors
that are changing 30 to 40 percent every month.
 Mr. Myers. Senator, first of all, T think the reason for these changes
is not because of the changes in the operating experience, hut as T tried
to bring out previously, the estimate made last fall was a preliminary
one. It did not go into all the details of the estimating procc lure the
way this one does, and unfortunately, some of the approximations
that were made last fall were not precise, and all the variations in them,
or the errors in them, all moved in the same direction.
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The figures 1 am giving you today are based on very detailed cost
estimates, and they are not just approximations.

Now, to answer your question specifically, not all my staft’ of ac-
tuaries work on the medicare cost estimates, but rather there are just
three of us. T think that the staff member who particularly works on
this subject believes that, if anything, these estimates are still too low.
I do not think so myself.

Senator Wirniays, Has any group been appointed to review the
estimates of your actuarial department ¢

Mr, Burner, Mr. Chairman, may 1 eomment about that ? Lewis But-
ler, Assistant Secretary for Planning.

Such u group has been appointed, Mr, Chairman. In fairness to
Mr, Myers, 1 think the committee would understand the extreme diffi-
culty of making these estimates in times of inereasing utilization and
galloping inflation in medical costs.

We have appointed such a group and I think it might be helpful to
the committee to know who is serving on the review of both the as-
sumptions and the dollars developed from those assumptions, the ne-
tuarinl estimates, This group is appointed by the Secretary, Morton
Miller, vice president and actuary for Equitable Life; Seymour Fen-
ichel, consulting actuary for Blue Cross; Dr. Herbert Klarman of
the Downstate Medical School, a New York economist; Dr. Robert
Kilers, Wharton School of Business, University of Pennsylvania; Dr,
Paul Densen, the director of the ITarvard Center for (‘ommunity
ITealth and Medical Care; Dr. . Worth Bateman, an economist with
the Urban Institute.

That group will be reviewing the estimates for both the medicaid
title 19 and the medicare programs and we will hope to report to the
committee at a later time what develops fron* their deliberations.

Senator WirLiams, Are members of this group actuaries themselves?

Mr. Burrer., There are two actuarvies in the group and four econ-
omists. The econnmists to look at the assumptions.

Senator Winniams, I wonder if it. would not be well for us to have a
report or estimate made by a group of independent actuaries similar
to what any insurance company would do, to project this cost.

Mr. Burrer. That is what the plan is, Senator. May T comment on
another point you raised about the $4 part B premium. I think it is
important that we understand the sequence of events on that preminm,

Senator WirLianms, I think we understand them, to be frank with
you, but yon may explain them,

Mr. BurLer. When the preminm was not raised from $4, the steps
taken to control costs in 1aedicare were not suflicient to make that
premium adequate wiich meant that a year later, in order to keep
the program actuarially setnd, aven assuming passage of our addi-
tional cost control procedures, the premium had to jump from $4 to
$5.30. That $5.30 is a—it is a coarervative estimate with a contingency
for differences that may avise in the future. But we thought it was im-
portant that the country have the direct and fairest possible estimate
that we could make of a premium *hat was actuarially sound.

Senator Winnrams, Well, my tiree is up. I just have one more ques-

tion for Mr. Myers here.
I was very much interested in your recent speech, Mr. Myers, and

I am going to quote from the paper here:

.
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The chief actuary of the Social Security Administration charges that Demo-
cratic holdovers and career employees are sabotaging the Nixon Administration’s
moderate policles and substituting their own expansionist policies.

Then it goes on to state that—

Wilbur Cohen, the HEW Secretary under former President Lyndon B. Johnson,
might just as well be the Secretary ns far as any change in attitude is concerned.

You go on down and list these—keep repeating these charges. Would
you tell us more about those who are sabotaging this program and
identify them for this committee so that we can bring them down here
and find out a liftle bit about what their policies are. I think our com-
mittee should look into this because if tzf\ere is sabotage going on in
this multibillion dollar program we certainly want to know it. T am
sure that us one who has heen in office for a number of years workinf;
with these men, you can easily identify them. T know you well enough
and have enough respect and confidence in you to believe that you
would not have made that as an idle statement. So will you now
identify those individuals?

Mr. Myrgrs, Senator Williams, of course you realize that the remarks
that were credited to me there T made in my personal capacity, if T
can be disassociated from my official capacity.

Senator Wirriams, You can identify them in your personal capacity
rather than in your official capncity. That is perfectly all right.

Mr. Mykers. Also, Senator Williams, T am sure that in your long
and distinguished career you have occasionally been misquoted by
newspapers or misinterpreted. T think there is at least some mis-
interpretation there. The speech T gave, which T would be glad to
supply to you personally or for the record, does not anywhere involve
any such strong language as “sabotage.” That was the newspaper
headline writer or the newspaper writer. But rather, this paper
expressed my views as to the various possible courses that social secur-
ity might take in the future and as to the people who believed in one
course or another,

Senator Wirriams, Well, you still have not identified those who
arve sabotaging this program or those who are making it hard to
administer,

The Cuamrman. Why do you not explain just what you had in
mind. T understand how editors have only so much space to fit the
headline in and they have to find some words to fit the space. Unfor-
tunately, people do not read beyond the headlines many times.

Would you mind explaining just what you did have in mind, Mr,
Myers?

Mr. Myers. Yes, Mr. Chairman. As 1 indieated, T did not use the
word “sabotage” anywhere, and I did not. intend to imply that any-
where. But what T did in this article was to discuss what T considered
to be the two general philosophies of where the social security
program should go and what it should be.

One approach which T termed the moderate approach says that the
social security program should continue to earry out the same general
role that it is doing today: that the benefit level should be changed
ouly to reflect changes in economie conditions; and the henefit level
should not be expanded so that it would do away with private
insurance and private pension plans and private savings.
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Senator Winrrams. And you will furnish us this afternoon a copy
of that statement ¢ Will you have it for me?

Mr. Myers, Yes,sir.

Senittor WirLiams, And you will be back here tomorrow?

M. Myers. Yes, sir.

Senator Winntass, T will withhold further questions,

(Mr. Myers’ prepared text referred to follows, A similar article from
the March 1970 issne of Nation’s Business appears at page 148, Testi-
mony continues on pago -4.)

[ From the Pension and Welfare News|

THE FPUTURE OF SOCIAL SECURITY-—I8 I IN CONFLICT WITH PRIVATE
PENSBION PrLANSY

(by Robert J. Myers, FFSA *)

The future development and role of the socinl security program, and fts con-
comitant effect on the private pension system of the country, depend on many
factors and elements, This paper will discuss several of these matters, namely

Neope of paper:

(1) The interrelationship of social security and private oconotuie security
plans,
(2) The expansiontst phillosophy of social security,
(3) The moderate phitosophy of social security.
4) The concept of poverty.
(H) The effect of the consolidated budget on social security.
(G) Income-tax integration rules for private pension plans and similar

other requirements,
(7) 'The influence of social security staff on the development of the program.

INTERRELATIONSHIP OF S80CIAL BECURITY AND PRIVATE ECONOMIC SECURITY PLANS

The basie question may well be raised as to whether the socinl security pro-
gram and private economie seeurity plans—private pension plans and individual
Insurance and savings—should be competitive and in contliet, or whether they
should complement each other,

FFor many years, the viewpoint has been widely expressed that social security
should provide a basie floor of protection upon which private economie securlty
measures ean, should, and will build. In other words, under this concept, social
security and private economie-security efforts are complementary and arve by
no means in conflict. Lately, however, in certain quarters, an effort ix being made
to rewrite history so as to “prove” that the floor-of-protection concept never
really existed, except possibly in the minds of those who were basically opposed
to the social security program.

There are some, whom I term “the expansionists,” who believe that the Gov-
ernment should provide full economic protection for virtually the entire popula-
tion when an earnings loss occurs, Specifically, they feel that the Government's
responsibility for retired persons goes way beyond providing them a level of
benefits upon which the vast majority can subsist, but beyond whiech they can
build further economic securlty by their own efforts, The expansionists feel that
the Government should provide a level of income replacement that is virtually
as high as income bhefore retirement. And they would use the social security
program as a tool to do so.

There is a very important philosophical question here, Is this properly and
desirably the function of government? Or is it sufficient—and actually better-—
for the Government to establish a social insurance system which will provide a
floor of protection upon which people can build either individually or jointly with
thelr employers? In other words, is it desirably the Government’s function to
take complete care of all the citizens? If so, then one might well ask how far
this should be extended into the private lives of people of all ages, whether

working at adequate wages or not,

*The views expressed here are those of the author and are not necessarily those of the
_ Social Security Administration,
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THE EXPANRIONIST PHILOBOPHY OF S80CIAL SBECURITY

Let us now turn to how the expansionists would nehieve thelr goals in the aren
of cash benefits under socinl security, I shall not deal in this paper with thelr
goals in the medical eare field, other than to state the obvious, but most signifi-
cant point that, in the long run, they seek to have all medieal care provided di-
rectly by the Federal Government, finnnced either from general revenues or pay-
roll taxes, The irreversible steps in this direction would be taken by extending the
coverage of the Medieare program first to all beneflieinries and then to all covered
workers and their dependents,

The specific Mueprint of the expansionists for “improvement” of the Old-Age,
Survivors, and Disability program (OASDI) s first to inerease the maximum
taxable earnings base from the present $7,800 per year (o at least $15.000 cur-
rently, and then to keep it up to date with changes in the carnings level. The rea-
son for this is that then the vast majority of workers would have their full earn-
ings covered by the program and, therefore, could have full economie security pro-
vided by it.

Next step

The next expansionist step would be to tnerease drastically the general benefit
level so that, even for workers earning up to the maximum taxable base, the hene-
fits would provide virtually full replacement of the tanke-home pay before retire-
ment, To achieve this end would require approximately a doubling of the present
beneflt level,

Now how do the expansionists propose to find the money to finance such
changes? One simple, and apparently fiseally painless way, {8 to introduce a
siznble Government contribution or subsidy to the system. Some expansionists
suggest that this Government subsidy should average about one-third to one-half
of the total cost of the program—i.e., it would equal anywhere from 50 percent to
100 percent of the combined employer and worker contributions,

To put such a matching basis into effect immediately would be extremely dif-
fleult beeause of the large sums needed from the General Fund of the Treasury.
For example, if the Government subsidy were to represent one-third of the cost of
a program that would be expanded in line with the aims of the expansionists,
it would be in the order of $15,000,000,000 a year currently for OASDI alone, and
much more in later years. Accordingly, the expansionists propose the approach
of gradunlism—or, in other words, the “camel’s nose in the tent” process—hy
having the Government contribution be § percent in the first year, 10 percent in
the second year, ete.

Still another source of financing the expansionist aims is to tap the employers
for a heavier proportion of the cost. For example, the expansionists have proposed
that there should be no taxable earnings base for employer contributions (or, in
other words, the employer should contribute on his entire payroll). They have
also suggested that the employer shonld contribute at twice the rate applicable to
the employee (instead of equal sharing, as has always been the case).

Disability

The goals of the expansionists are not limited solely to the level of OASDI
benefits, They also want to expand the disability benefits, so that they would no
longer be on a “permanent and total” basis. Rather, they would include coverage
for all types of disability—temporary disability, long-term occeupational disabil-
ity, ete,

ff the foregoing goals of the expansionists as to levels of OASDI beneflts were
achieved, the consequences must be clear to everyone. Not only would there he
the direct effect of eliminating most private-sector efforts in the economie-security
field, but also a most significant effect on our national cconomy would occur. I'ri-
vate savings of all types, including pension plans and deferred profit-sharing
plans, would be greatly reduced. This, in turn, would result in a shortage of in-
vestment funds for private industry to expand its economic-productivity netivities.
Accordingly, private industry would have to turn more and more to the Govern-
ment for such funds. This would mean increasing governmental regulation, con-
trol, and even ownership of productive activities.

THE MODERATE PHILOSOPHY OF S8OCIAL SECURITY

The moderates have a strong belief in the continuing desirability of social
security as a floor of protection and, similarly, in the significant continuing ef-



39

forts of the private scctor in providing economic security. The moderatex belleve
that the soclal security system should be kept up to date with changes in eco-
nomie conditions and that any weaknesses or deficlenceles which show up should
be remedied.

Specifically, the position of the moderates is that the benefit level should be
kept up to date with changes In the cost of living, whether this be done on an
ad hoce basis or by automatic-ndjustment provisions, Simillarly, they recognize
that benefits should be reasonably related to recent earnings before retirement,
disability, or death, when past economic conditions have produced significantly
rising general earnings levels, Sueh recognition of past earnings tremds can be
accomplished through a finnl-pay approach in computing benefits. Virtually the
snme effect ean also be obtained by adjusting the factors in the benefit formula
(ax has been done in the ad hoe OASDI benefit inerenses in the past two decades),

The moderates also support periodic adjustments in the maximum taxable
earnings base amd in the amount of eurnings permitted for full receipt of hen-
efits under the retivement, or earnings, test, Such adjustments should be made on
the basis of changes In the general earnings level and ean be necomplished efther
on an «ad hoe bhasis or by automatic adjustments.

Sinee 1950, the ad hoe procedure has produced quite satisfactory results in
connection with changes in the earnings base, The $3,600 base first effective in
1951 covered K1.1 percent of the total earnings In covered employment, while the
{7800 baxe effective in 1968 covered 83.06 percent, This proportion for the first
effective year of the three intervening changes was about 80 percent in each
Instanee, o that the $7,800 base in 19688 might be safd to have gone a little too
high. Finally, it may be noted that the $0,000 earnings buase, effective for 1072,
that hax recently bheen proposed by President Nixon will cover an estimated 81
percent of total earnings in covered employment, and thus is in lne with the
hses actually adopted sinee 1940,

General rervenues

The moderates are strongly opposed to the injectlon of general revenues into
the OASDI system, They argue that this will serfously wenken cost controls of
the progriom. Changes in the program might be voted without regard to the cost
considerations—on the grounds that “the necessary financing ean always he
easily obtalned from general revenues.” On the other hand, under the present
self-supporting contributory basjs, the costs of any benefit changes are fully
recognized ; they are met by direct, visible financing eharges applicable to work-
ers and employers,

One problem which may oceur is that, for budgetary or politieal reasons, the
Government subxidy may not be pald in the amount requirved or at the time
specified. Several times in the past, govermment contributions to OASDI were
legislated, but were not actually made, or were delayed for long periods. For
example, appropriations for the cost of henefits arising from “gratuitous” mil-
ftary-service wage credits (for periods before 1957) have elther not been made
at all or have intentionally been made in an amount lower than the required ac-
tuarial determinations. Then, too, general-revenne approprintions authorized for
the Medicare program have frequently been delayed considerably beyond when
tliu]‘,v were due (although generally an appropriate interest adjustment was pro-
vided).

It isx not inconceivable that relinnee on Government subsidies for finanecing a
major portion of the cost of OASDT could lead to partial repudiation of the ben-
efit obligations,

Another diffiecnlty which may arise is the pressure that would be generated to
impose a means test on the heneficiaries. Then, those who have substantial other
income would not be patd benefits—on the grounds that people with large incomes
should not receive payments partinlly financed from general revenues,

Those who oppose a Government subsidy to OASDI do not necessarily oppose
benefit changes involving substantially inereased costs, They belleve, however,
that such costs should be openly and completely recognized through direct fi-

nancing provisions.
TIHE CONCEPT OF POVERTY

Nowadays, widespread disenssion of the subject of poverty occurs—how to
eliminate it, how changes in existing programs will reduee the number of persons
in poverty, ete. Offhand, to hear this dixcussion, one would belfeve that poverty
enn be seientifienlly measured, just as can the relationship between the circam-

B
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ference of a circle and its radius, or the distance from the earth to the moon at
any particular time, or even the cost of a pension plan,

Actunlly, such is not the case because the concept of poverty that is so widely
used currently is derived from a mechanistic approach, Specifically, this approach
proclaims that poverty is present {f the individual or family has less annual
income than an certain preseribed dollar amount, At times, such amount is varied
according to the size of the family—and, at times, according to geographienl
location, Quite illogically, many of those who use the data seem to believe that,
if an individual is just below the so-called poverty amount, then he is indeed
in very dire condition, whereas once his income has reached this level, he is in

quite different status,

Defining poverty

Poverty, like sin, is opposed by every person of good will. The problem, how-
ever, is to define poverty adequately and wot merely to set up meaningless
mechanistic standards that have no basis in fact. A clear distincetion should be
made between ‘“poverty” and “destitution” or “want.,” Many persons who are
under the poverty line, as mechanistically defined currently, are not really in
1eed by any objective standard and, in fact, might be considered affluent accord-
Ing to the living standards of some countries,

Soclal security was established to prevent want and destitution, and was not
intended to deal with this new measure of poorness called *poverty.” However,
it is quite clear that the social security program has, over the past three decades
been the most important governmental program in combatting both destitution
and poverty arising from the economic risks of death, disability, and retire-
ment, Those who bhelleve in a complete expansion of the socinl security system,
o that it would virtually take care of the entire economic-security needs of a
country, frequently use the poverty coneept to support their aims. For example,
when poverty is defined in a mechanistic style at a very high level, arguments
can be presented for a significant increase in the general level of social security

benefits.

Realistic standards

Those with a moderate philosophy insofar as the role of the social security
program {s concerned are by no means unconcerned about the problems of
poverty and human needs. They belleve that the facts of poverty should be
demonstrated by objective, realistic standards, and not merely by mechanistic

approaches,
THE EFFECT OF THE CONSOLIDATED BUDGET ON S0CIAL SBECURITY

A new element has recently arisen that may have an important effect on the
future development of the soclal security program—namely, the consolidated
or unified budget. Until recently, the budget of the United States Government
involved only direct governmental operations and did not include the operations
of the social security trust funds and other similar funds, such as those of the
Railroad Retirement and Civil Service Retirement systems. Recently, the budget
approach was changed, so that the operations of these various trust funds are
included within the budget, which is now on a so-called consolidated basis.

Accordingly, any excess of income over outgo for the social security trust
funds (including the two Medicare trust funds) tends to produce a budget sur-
plus and vice versa. In actual practice, it was for this reason that in the fiscal
yvear that ended on June 30, 1969, a budget surplus of about $3,000,000,000
was reported. 'The soclal security trust funds showed an excess of income over
outgo for this fiscal year amounting to about $4,000,000,000. Thus, under the
former budgeting approach, without including the social security trust funds,
there would instead have been a budget defieit of about $1.000,000,000.

Budget “surplus”

In the current flseal year, ending June 30, 1970, a budget surplus of about
$3,500,000,000 was forecast by P’resident Johnson in his budget prepared in
January 1969. The corresponding excess of income over outgo for the social
security trust funds was about $7,000,000,000. Thus, under the former budgeting
approach, there would have been a defleit of about $3,500,000,000. As a result,
because of the significant effect of the social security program on the federal
budget, there are now strong incentives to use it as a budgetary and economic

tool.
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As a result, there may well be pressures to make changes in the soclal security
system—elther in the budget area or in the tax area—primarily to affect the
short-range picture and without any real emphasis on the long-range results.
I need hardly tell this audience about the dangers of muking changes in long
range benefit programs solely with a view of the financlal hnpaet in the first
year or {wo,

At the present time, and in the next few years, under both present law and,
to a lesser extent, under proposals currently being consldered by (‘ongress, the
trust funds will show sizable aanual excesses of income over outgo', Under
present economic conditions, when infiation is present, the economic planners
are glad to have this excess of income over outgo under the social security
program,

Their views might change greatly and rapidly if economie conditions shift
and infiation no longer seems the danger, but rather the so-called fiseal drag of
the excess of social seeurity income over outgo i “the enemy” (as it was so
wrongly congidered to be as recently as in 1965), Under these cirenmstances
the economic planners would press strongly for reduction of the social securfty
contribution rates (and would, in faect, Hke to have Congress delegate to the

Fixecutive Branch the power to do so).
In my opinion, it is not necessary for the soelal security system to build np

Inrge balances in the truast funds. Instead, n good rule of thumb would seem
to be to have a balanee of about one year's outgo, This should be accomplished
by setting proper contribution rates for the future according to the best esti-
mates possible, Then, however, the rates should not be spasmodically varied to
react to efther actual or speculative changes in economice conditions, Among other
reasons for maintaining scheduled contribution rates for a social insurance sys-
tem is the psychological point that people reasonably expect a certain degree
of stability in premium and contribution ratex for all types of insurance plans.

INCOME TAX INTEGRATION RULES FOR PRIVATE PENSION PLANS AND
SIMILAR OTI'ER REQUIREMENTS

Particnlarly in appearing before this audience, T would hardly wish to ex-
pound at length on what should be the proper income-tax integration rulex for
private pension plans, However, since this subjeet is interrelnted with the level
of social security benefits and since the effeet of the integration rules can en-
courage or stifle the growth of private pension plans, n brief discussion is
desirable,

Certainly, very restrictive integration rules—such as those that were original-
Iy announced by the internal Revenue Service—conld have a serions, stifling
effect on the growth of private pension plans, or even on the maintenance of the
present high fevel of activity in this area. The same could also be said for many
types of control that conld be exerted on private pension plans--such as com-
pulsory vesting—in the guise ot requirements for qualification for income-fax

purposes,

Integration

Integration rules have been derived to effectuate the Congressional mandate
that pension plans should not be diseriminatory in favor of high-paid individuals,
after taking into account the combination of benefits under such plans and social
security benefits. Nobody can argue that this is not a wise and proper require-
ment. Putting it into effeet, however, is eaxler said than done if a precise pro-
cedure is desived,

I am convinced that no completely precise procedure is possible. I believe
that the approach that was taken for many years—which might be termed the
37% percent method—wax reasonably satisfactory and, with all the related
intricate network of allowances for various types of plans, had worked out
quite well over the years, I saw no justification or necessity for changing this
approach, especially since there had never been demonstrated any instances
where diserimination in favor of high-paid persons had occurred thereunder.

! Interestingly enough, many of the budgetary and economic-planning experts refer to
such an excess of Income over outgo as a “surplus’, not understanding that an fnsurance
or pension program can have such sueceess in the enrly years of operation and yet be greatly

underfinanced.
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First reaotion

The initial IRS approach, which would have reduced the integration basis by
more than one-third, brought down a tremendous storm of adverse criticisms
and complaints on the IRS. It was quite clearly and correctly pointed out that
any apparently scientific mathematieal computations in this area were of ques-
tionable value and significance and that actually they generally seemed to be
made in order to arrive at a particular result,

As n result of this storm of criticisms, IRS produced a revised basis—which
might be termed the 30 percent method, a reduction of about 20 percent. In my
opinion, there iz considerable question as to why even this restriction is neces-
sary or desirable in order to prevent discrimination occurring in favor of high-

paid individuals.

Believes cepansion desired

One might well ask why IRS took the action of restricting or deliberalizing
the integration rules. In my opinion, this was done—and the technical computa-
tions justifying the action were made solely to support such acticn—primarily
and fundamentally to restrict the growth and development of private pension
plans. In turn, this would leave more of a vacuum that could only be filled by
expansion of the social security program—a result that was not viewed with
any concern or dismay by the government officials involved,

President's Committee

I believe that the same situation is also true—and perhaps to an even greater
extent—with regard to the recommendations of the DPresident’s Committee on
Corporate Pension Funds and Other Private Retirement and Welfare Programs
that was established by the Johnson Administration, and especially by the Inter-
Ageney Staff Committee that was established to study ways to implement the
proposals of the President’s Committee. The representatives on the Inter-Agency
Staff Committee from the several governmental departments consisted of por-
sons who had relatively little knowledge of the gpecifie operations and structure
of private pension plans, but who had strong beliefs in the direction that the
Government should be the predominant provider of economic security for the
nonworking population. This was certainly a clear instance of the fable about

having the fox guard the hen coop.
THE INFLUENCE OF S8OCIAL SECURITY STAFF ON THE DEVELOPMENT OF THE PROGRAM

By no means least important in determining the future course of the socinl
security program is the influence exercised by top-level staff in the Social Secu-
rity Administration.

The administrative operations of the program have a well-deserved nation-
wide reputation for efiicient, impartial, and honest funetioning. This is due to a
devoted and capable group of civil servants, from the top administrative officials
down to the lowest grade clerks. Such successful functioning is necessary, re-
gardless of the future role of the program, but this does not mean that the sys-
tem must expand at the expense of private-sector actlvities in the economic-

security area.

Philosophy and duty

However, when it comes to the research, program evaluation, public relations,
and program planning functions, the situation can be quite different. Even though
the staff so engaged may be completely sincere, as well as capable, they cannot
be expected to present as strong a case against proposals which are contrary
to their basic philosophical beliefs as they could in favor of proposals of an
opposite nature.

Over the years, most of the Soclal Security Administration staff engaged in
program planning and policy development have had the philosophy—-carried out
with almost a religious zezl—that what counts above all else is the expansion
of the social security program, To some of them, to believe otherwise amounts
virtually to being opposed to the program—and even really in favor of its re-
peal, Thus, such persons have not necessarily tended to be political as between
Democrats and Republicans, but rather they have favored and helped those who
want to expand the social security program the most.

In fact, one might say that some social security staff members are dedicated
to an expansion of the social security program so that it takes over virtually
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all economic security needs. This is in sharp contrast with the moderate ap-
proach, which believes that there should be a reasonable sharing of the cco-
nomie security field between the public and private sectors, with the financing
being on a sound basls and completely visible to all, so that the financial burdens
involved are readily apparent,

One might perhaps excuse this expansionist approach of many soclal security
planning officinls on the grounds that it is only natural for people to advocate and
work strongly for the growth of the activity in which they are engaged. There
is, however, a difference in this respect as between workers in the private and
public sectors. The civil servant has an equal responsibility to both those who
are beneficlaries and those who bear the cost of the benefits. Equal publicity
should be—but usually is not—given to those who will pay the increased taxes,
us against those who will receive the higher benefits.

Supporting conclugions

Many social security researchers, as I have observed over the years, have the
view that the purpose of research in the soclal sciences is to gather data to sub-
stantiate a predetermined conclusion, so as to attain a desired social goal. As a
result, according to this belief, valuable research time, effort, and money should
be devoted solely to proving the desired point and should not be “wasted” by
searching for all the facts. This is in sharp contrast with Ruskin’s wise saying,
“Phe work of science is to substitute facts for appearances and demonstrations
for impressions.” In many instances, such biased research cannot be blamed
solely on the researchers themselves, but rather to a conslderable extent on the
policy officals and others who direct their work along those lines.

Civil Service is, in general, a very desirable personnel policy, so as to have

efficient and impartial administration in governmental operations, Certainly, in
the management and purely technieal areas such as accounting and drafting
legislation (and, even, preparing actuarial cost estimates), the soclal and eco-
nomical philosophy of the individual will have no effect on the results of his
work.,
In the policy planning field, however, the top policy officials should have staff
members working for them who are fully sympathetic to their views and ap-
proaches. Too much Civil Service and too little flexibility in filling top person-
nel posts can ensily hamstring any Administration in a particular area. For ex-
ample, if the high-ranking Civil Service techanical employee is of the same con-
viction as o public advocate of the “out” party, how can it be expected that he
will produce a vigorous, aiv-tight rebuttal for his political superior to an attack
on Administration proposals by such an advocate?

CONCLUBSION

In summary then, one may well raise the question “How much economic secu-
rity should be provided through the Government?” Should social security pro-
vide only a basie floor of protection, upon which individuals and, in part, their
employees should build, with public assistance for the small minority whose ba-
sie needs are still not provided for—as the moderates believe?

Why should Government supply complete economic security to the aged, the
disabled. and the survivors of deceased workers so as to replace virtually the full
wage loss—as some expansionists advocate? If so, what are the implications in
other areas such as medical care for the total population and even the owner-
ship and management of industry and commerce?

If all should he guaranteed, or provided, the highest possible medical care by
{he Government, how about guarantees or provisions so that none shall have
incomes substantially helow the average, ov that none shall have diets that are
not the highest nutritional quality, regardless of whether they could afford to—
and would wish to—do otherwise?

There is a basie, important question here for America to decide. There is &
¢hoice to be made, and the cilizens should be given all the facts on both sides,
<o that they can make a wise decision.

As n postseript, I might add that the social security proposals made recently
by President Nixon, and now under consideration by Congress, fully meets the
eriterin of the moderate philosophy. At the hearings of the House Ways and
Means Committee, several proposals were put forth that were definitely along

expanionist lines.
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The CHARMAN. Senator Gore? o
Senator Gore. Mr. Secretary, what would have been the differences

in cost of medicare and medicaid over the past year and what would
be the anticipated difference in the next decade, if such estimates are
available, if the Blue Shield schedule of fees had been paid instead
of the escalated fees?

Mr. Burrer. Senator Gore, we do not have those estimates at this
time. We would be happy to make an attempt to develop them for
you. As you understand, the Blue Shield schedule of fees does not
represent full payment for the cost of services rendered in many, many
locations. But we would be happy to develop those figures.

Senator Gone. Let me ask for your comment on a statement handed
me by the committee staff made by Blue Shield officials to this com-
mittee in 1965

FEven in indemnity plan areas the Blue Shield schedules generally reflect

the prevailing charges in the community, and that including service benefit
plans, an increasing percentage of claims are satisflied in full by the Blue Shield

payments.

Were you familiar with that testimony ¢

Mr. Purrer. I was not personally familiar with it, Senator. T might
ask Mr. Ball to respond to your question about the Blue Shield
schedule.

Mr. Barn. Senator Gore, T would like to make two points. One is,
if T could go back to the first point that was under discussion, just to
say that it is very difficult to estimate what the situation would have
been if Blue Shield schedules had been followed, becanse with a pro-
gram as large as medicare tied to those schedules, I think it is almost
inevitable that they would quickly have been revised upward. There
was nothing to prevent them from just raising those schedules.

Senator (ore. I am making an assumption that the settlement for
services was made on the basis of Blue Shield fees.

Mr. Barn. Yes. That estimates can be made. T just want to emphasize
that that is not, in my opinion, what would have happened if the pro-
gram had been tied to it.

Now Senator, on your second point, although that is the way——-

Senator Gore. Before you come to the second one, this business of
escalation of fees as a result of added load creates a demand. Tet me
ask you what you think might happen if the Congress passed a pro-
gram that doubled the demand for lawyers.

Mr. Bann. T would expect an increase in lawyers’ fees. 1 think the
increase in demand against a stable supply of practitioners is the main
reason for the fact that physicians’ fees are increasing somewhat faster
than the general level of ways and that medicare and medieaid share
some of the blame for the increased demand. But the point T was con-
cerned about in your question is that T do not believe that you wonld
have stopped that by saying do not allow medicare to pay any more
than Blue Shield fees because Blue Shield itself is a voluntary organ-
ization quite responsive to physicians and T belicve that under the cir-
cumstances where their fees were governing medicare, they would
have raised those fees. That was my only point. '

Senator Gore. Well, let us examine this. Do vou think that in this
hypothetical case T put, to which you answer that the level of legal
fees would have been advanced, do you think that this would result in
an improved quality of legal service?
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Mr. Barn, It might have have resulted in more people getting legal
service, Senator. I do not think it would improve the quality, but
under medicare, for example——

Senator Gore. Well, let us stay with the lawyers just a little hit,

Mvr. Barn, Under the lawyers 1 think if you had a plan like that,
more people would get service but there would be no reason to think
that it would be better quality.

Senator Gore. Now, let. us say that it resulted in a doubling of the
number of legal fees. Then you say it would result in an escalation
of the amount of legal fees. )

Now, with respect to the legal profession, you would have a doubling
of the fees and an escalation in Al(} amount of those fees, so you would
have something more than twice the legal income, something more
than twice the income for the legal profession, would you not?

Mr. Barn. Senator, I am not able to sa{ that it would double. T
merely would concur in the idea that it would increase.

Senator Gore. Well, I was assuming that we superimpose upon a
private profession a Government program that doubles the demand
for legal advice and service. That was my assumption, not yours,

Mr. Barr. And T would think they would increase.

Mr. Burrer. Senator, may I comment? If T can go to the principle
that you have enunciated, Senator, I think we are in complete
agreement,

Senator Gore. It is not.a principle. Tt is a hypothesis.

Mr. Bureer. The principle that if you increase the demand, some-
“thing happens to prices unless you do something about the supply.

Senator Gore. That is exactly what T was coming to.

Mr. Burer. Of course, this is exactly what happened in this pro-
gram. It was conceived without any consideration as to what would
be done with the supply side. No arrangements were made in the
medicaid or medicare program to increase manpower or anything else
demanded on the sup])lly side and certainly part of the results of that,
not. entirely but a great part of it, of course, was the escalation in costs
and that was a fundamental defect, in our opinion, in the programs.

Now, the question is how to control the cost and——

Senator (iore. There are two sides to that. One, how to control the
cost, and another, how to increase the availability of medical services.

Mr. Burrer. That is correct. And how to within the programs reor-
ganize the forms and delivery of services in such a way that they are
delivered on a more eflicient and less costly basis.

Now, I think the essential point made in the Senate Finance Com-
mitéee report about the need {o control providers’ fees is one that we
agree with completely. And then the question is, how?

As Mr. Veneman outlined this morning, that we do not believe
that tying to the Blue Shield schedules is the best way to do it. Tying
them to a percentile as we have outlined as we did in the medicaid
program in the long run is going to be a more effective mechanism.

Senator Gore. Well, of course, one way to have prevented this prob-
lem was to continue the unavaiinbi]i(y of medical service to millions
of our people. We could solve this problem now, I suppose, so far as
the finances are concerned, by terminating that. a 'niln‘)ility. No one
suggests that. Not even the most ardent Republican T have heard lately
suggests that, though most of them resisted the program violently

when it was installed.
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Senator BennNerr, And were not they right in terms of the way the
situation has operated? And is it not interesting that the Republicans
are now back in power with the responsibility of clearing up the mess
that the Democrats created when they were running this program?

You brought up the political angle, Senator, and I am glad to reply
to you.

Senator Gore. T had not intended to be partisan at all. [Laughter.]

Senator Bex~err. No, Neither did 1. | Laughter. ]

Senator Gork. Now that we have a bipartisan understanding may I
proceed? [Laughter.] |

1t is a fact, as Senator Bennett has said, that the Democrats created
this finaneial problem by making medical service available to needy
people. That is a weakness of Democrats. We look after people. And
one of the strong points of the Republicans, they want to look after
that dollar, raising the interest rates every time the moon comes up.

Mur. Bari, Senator, could 1 just for the record—-

Senator Gore. Now, are you bipartisan or what?

Senator Bexnwrr. Let me say to Senator GGore that I have the next

turn at questioning,
Senator Gore. Really, I wanted to come——

Senator Bex~wrr, I have the last word.
Mr. Burrer. As a partisan may T respond?

Senator Gore. Yes, indeed. .
Mr. Burrer. T would say this. Obviously, we are all completely in

favor of medical service to the aged and the poor that these programs
have provided. The only question is could better or more expanded
services have been provided for less money and in a manner that would
not have driven up prices for the other consumers in the country.
This really was not done when the programs were initiated and what
we are attempting to do now is to develop systems whereby through in-
centives, risk on the providers, and other techniques we can control
those costs and at the snme time provide the services to the aged and the
poor and make it possible for those who pay out-of-pocket for the
services to get them at a reasonable cost, which is increasingly difficult
for them.

Senator Gore. Well, just as a matter of history, when T was trying
to bring about enactment of the medicare bill, and was the author
of the first one to pass cither ITouse of Congress, there was very little
support on this committee on either side and none at all from the
otllxer side. Now, concurrently T was trying in my own way to increase
the number of doctors and nurses in training, make available the op-
gort;unity for such training to boys and girls who were unable to pay

or 1t.

Now, please outline what the administration plan is now for in-
creasing the supply or the availability of medical training.

Mr. Burrer. Well, maybe T can describe quickly, Senator, what was
done in the 1970 budget and is being continued in the 1971 budget.
We initiated a physician augmentation program which would make
available to the medical schools of the country places for an additional
1,000 medical students, They now have a total of between about 8,000
and 9,000 graduates a year. The intent is to add an additional 1,000
medical students immediately to those classes by making available
$10,000 per student to each medical schoo] that would so expand.
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Senator Gore, Mr. Secretary, $10,000 will not be a drop in the

bucket compared to the need.

Mr, Burner. Well, let me—T think we can agree with you, Senator.
There is no question about it.

Senator Gore. Thank you, Mr., Chairman.

Mr. Burcer. But the problem is the capacity of the institutions to
trespond and we are not at all sure that even this year the institutions
can respond to the money that is being made available to them to
expand at the rate they need to and now we are working with them
in the hope that through the creation of community medical schools,
use of existing hospitals, to be turned into teaching hospitals, the
use of existing basic science facilities and things of that kind, to in
some places double and even triple the output of State medical schools
within, that is, the intake, within the next 5 years. The institutions
need to arrange themselves to be able to do this and it is a very difficult
job for them.

Senator Gore. Well, my time is up and I will not question you along
that line. I think a great deal can be done with present facilities. For
instance, there can be night classes. You can use the facilities twice
a day instead of once a day. There are a great many opportunities,
if the Government has the will and the determination, {o provide the
funds and the incentives for the youth.

Thank you, Mr. Chairman.

Mr. Burrer, I think we are in complete agreement.

Mr. Barn. In the interest of the accuracy of the record, can I just
say I would not want to leave Senator Gore’s and my discussion of
the lawyer situation stand as if it were an analogy for what actually
happened to physician fees. The situation in 1969——

genntor Gore. I was not drawing an analogy. I was taking a hypo-
thetical case.

Mr. Barr, I may have interpreted it wrong. What I want to say is
physicians’ fees actually rose about 6 or 7 percent but medicare has
recognized only a 3-percent increase in physician fees for the year
1969. That is all the increase in the liability of the program. As I
said earlier, 30 percent of the claims involving physicians’ bills are
being reduced currently by the carriers. Also on the statement that
was read into the record from the Blue Shield people who testified
before the committee, they have since reconsidered t‘mt position and
have issued a new statement that makes clear that a great many of
the Blue Shield schedules that are in existence do not reflect current
charges by physicians. That is in a release on Thursday, February 12,
called “Blue Shield Comments on Medicare Report by Senate Staff,”
which I will be glad to submit it for the record.

(The release referred to follows:)

BLug SHIELD COMMENTS ON MEDICARE REPORT BY SENATE STAFF

Curicago.—A spokesman for the National Association of Blue Shicld Plans
(NABSP) expressed disappointment today over the data in the Report of the
Staff to the Senate Finance Committee on the problems of Medicare and
Medicaid.

Speaking for NABSI'—the coordinating office for 72 U.S. Blue Shield Plans
which serve more than 76 million Americans—Ned F. Parish, NABSP Executive

Vice President, said in Chicago:
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“We were called on by government in 1006 to assist in the administration of
the Medicare program, which was designed in a manner contrary to the sugges-
tions we had made based on 23 years of experience,

“Now, we are faced with a report which states that Blue Shicld Plansg paid
more to physicians for taking eare of Medlcare patients than for patients covered
by Blue Shield private programs, ‘

“The report takes Blue Shield fee schedules—some developed more than 15
vears ago—and compares them to Medicare payments in 1968. Obviously these
fee schedules, some of which were designed for partial payment to physicians,
do not meet current physician charges.

“Medicare ndministration calls for pnyment to the physician on the hasis of
the usual, prevalling and reasonable charge. In comparing this with Blue Shield
programs based on the same payment prineiple, there was no signifieant differ-
ence in the amounts allowed to physicians.”

Parish said he had testified before the House Ways and Means Committee
on November 10, 1969, and had submitted a study entitled, “Physician Fees: A
Comparison of Government and Non-Government Carrier Payments,” which was
prepared by BEdward S. Mills, PhD., and Theodore F. Lake, M.B.A, of the
NABSD staff.

This study showed that “no statistically significant difference existed bhetween
the charge levels allowed by Blue Shield carrier plans for Medicare and for their
private enrollment, when the comparable customary, prevailing and reasonable
charge method of panyment was used.”

Parish said findings of this Blue Shield study were disritbuted to the news
media and government ageneies, “and we have not received any comments critical
of our approach to the data, and our interpretation of it.”

The Blue Shield executive reported that Mills and Lake had analyzed Chart 1
of the staff report and had found the following:

The Senale staff report indleates an average Medicare payment by
Alabama Blue Shield for an Inguinal hernia is $193 compared to the Blue
Shiceld maximum payment for private business of $75. The $75 figure is from
the Alabama DPlan’s lowest level contract—Ilast revised in 1956—which was
never intended as a paid-in-full schedule.

For n choleeysteetomy (gall bladder) operation, the Senate staff report
lists an Alabama Blue Shield maximum of $100—again from the lowest level
fee schedule-—compared to the average Medieare payment of £303. NABSP
computation of the AMabama data indieates an average Medieare payment
of £280 and a private business average payment of $2806.

In Michigan and Minnesota, the average Blue Shield figure for a prostate
operation was higher than the average Medieare payment. In Michigan, the
Blue Shield allowanee was $£398 and for Medieare, $389. In Minnesota, the
private subseriber fee was $384, but only $348 for the average Medicare
patient.

The Colorado Blue Shield Plan has also faken issue with Chart 1, which shows
that the average Medienre eatavact operation in Colorado costs 38 as compared
to “Blue Shield maximum payment” of £250. The Colorado Plan pointed out that
the 8348 represenfed a cataract operation in 1968, compared to a Blue Shield
schedule of $250 for this operation in 19533,

The Sennte Staff report resulted in the following sensational headline in the
ROCKY MOUNTAIN NEWS on TFebruary 8: “One Colorade Doctor Reaps
£326,262 From Medicare.” The story indieated that another Colorado physician
had earned some $1350,000 from Medicare,

John J. Vance, Exeentive Viee President of Colorado Blue Shield, said the
£326,262 payment was aetnally made to staff physicians at Colorado General
Hogpital for hundreds of procedures, X-ray, and laboratory charges by many
staff physicians in the teaching institution.

As for the $150,000 payvment. this was made to the Denver General Hospital,
again for services performed by a number of physicians.

Parish coneluded: “It is unfortunate that beeause of the complexity of the
stibject n report of this sort is open to such misinterpretations, We are giving our
full attention to the report and will make additional comments where warranted.

“We are concerned anbout rising health ecare costs and are taking measures
to contain them. But in the inflationary economy which we have experienced, it
is unrealistic to compare physician charges today with fee schedules developed
10 to 15 years ago for programs which were vastly different from Medicare.”
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The Ciarraran. Let me suggest this. We are to meet in joint session
to hear the President of France address the Congress in about 7 min-
utes. So far, I regret to say, that even under the time limitation T
have imposed we have had only opportunity for four members to
interrogate this pancl of witnesses. 1 would suggest that we come back
tomorrow morning and start where we left off, But I think Senator
Bennett wanted to ask some questions—to get in on this—and from
the partisan point of view he is certainly entitled to because we have
heard from three Democrats and only one Republican. Senator Ben-
nett is recognized.

Senator Ben~err, Tomorrow morning.

The Crairyan. Now, if you want to question for 5 minutes.

Senator BennNerr. No. I think time is awasting. T do not want to
sit in the back row in the House during the joint session.

The Ciamyan. See you tomorrow.

(Whereupon, at. 12:10 p.m., the hearing was recessed, to reconvene
at 10 am., '}‘hursduy, February 26, 1970.)

' ?012- 5'-2 L,QIJC



MEDICARE AND MEDICAID

THURSDAY, FEBRUARY 26, 1970
U.S. SENATE,

Coxyitrer oN FINANCE,
Washington, D.C'.

The committee met, pursnant to recess, at 10 a.m., in room 2221,
New Senate Office Building, the ITonorable Russell B. Long (chair-
man) presiding.

Present: Senators Long, Anderson, Gore, ITartke, Ribicoff, Byrd
of Virginia, Williams of Delaware, C'urtis, Bennett, Miller, Jordan of
Idaho, and ITansen.

The Criamyan. The hearing will come to order.

During the hearing yesterday, I made the statement that the medi-
care program was suffering from $131 billion of cost overruns for
“the next 25-year period. Before the hearing was over, the committee
learned that new estimates place the cost overrun at $216 billion—that
is an $85 billion increase in the deficit in a single month. Tt is utterly
inconceivable to this Senator how one program can be operated with
such a lack of cost consciousness as to permit this situation to arise.

I pointed out yesterday that someone is going to have to be the
1'0ug)h, tough guy—the mean guy from the point of view of the doctor,
the nursing home operator, the drug company and the hospital oper-
ator—and ftell those people that this is all we are going to pay for
this program. We just cannot continue to pay their ever-increasing
demands. T stated for the record in 1965 Leforo this program was
enacted that it would cost more than the estimates that were then
beinf; made. But I had no idea that in the short span of 5 years, we
would be looking at a deficit in this single program that would exceed
the deficit in the national debt accumulated over the first 156 years of
this Nation’s existence.

This medicare program is completely out of hand, and it appears
that no one but the Senate Finance Committee is doing anything
about it. T believe the committee is acting courageously and in the hest
public interest in trying to get some order into this program and to
fix some limit on the amounts that will be paid under this program.
But, no matter how courageously we act here, we cannot stop the drain
on the program without the complete cooperation of the adminis-
trators of the program.

I fear the attitude T was expressing yesterday was misinterpreted
in the press. It is our duty in Congress to muster the courage neces-
sary to cut the cost of this program, even if it means a defeat at the
polls for every one of us. And if T have my way, we are going to

(51)
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put a limit on medicare payments that will cut that $216 billion cost
overrun by more than one-half. :

But I say again, the people of Amerviea are entitled to expeet that
the program will be run by administrators who will keep a firm grasp
of the purse strings of the program, and rid the program of the grab-
bag attitude that apparently has characterized its operation up to
this point. .

This is the thrust of the })osilinn I stated yesterday. If it was mis-
consirued by the press or by anyone else, this statement should re-
assert my position and the courageous position 1 believe the Committee
on Ifinance is taking in terms that cannot be misconstrued.

The Chair now recognizes Senator Bennetl,

Senator BexNerr. fnm delaying an execufive session in another
committee, and T am going to try to stay to the S-minute limit. That
being the ease, T have eight questions I would like to ask. T reatize
that the Secretary is not going to be able to answer them fully today,
but T would like to enter them into the record. T have copies for him,
and would like to go as far as T can. We can have the answers placed

into the record. .

(The questions, with answers supplied, follow )

(1) Have yow atlempted to discover and identify all the problems yow inherited
in Medicare and Medicaid?

From th time this Administration took oflice, we have been examining the
Medieare and Medieaid programs to fdentify weaknesses, and we have taken a
variety of actions to deal with the problems we have identified. We have done this
as part of the careful examination of all Departmental programs that a new
Administration might be expected to undertake, In addition, we have taken spe-
cial steps to obtain n thorough and systematic independent review of all aspeets
of the Medicaid program through the appointment of a “Task Forcee on Medice-
aid and Related Programs,” and we have recently appointed an expert consultant
group to take a fresh and independent look at the cost estimating process for

hoth Medieare and Mediceaid,
(2) Do you have a list or catalog? Can you furnish it to us so we can compare

itwith the findings of our staff?

On the whole, we feel that the Committee staff has identified much the same
problems that we have found ; in fact, people at various levels within the Depart-
nient worked closely with the Committee staff and furnished much of the informa-
tion from which the staff developed its findings.

The Department has not only identified but has already acted to remedy many
of the problems discussed in the staff report. Many of the actions are mentioned
in a1 document. outlining the Department’s comments on the recommendations of
the Committee staff. which has been submitted to the Committee. We have also
submitted, for inclusion in the hearings record, a listing of administrative actions
to improve Medieare operations, and n listing of Medicuid initiatives, taken since
January 1969,

Some of the deficiencies we have identified have given rise to the specifie pro-
posals of the Health Cost Effectiveness Amendments and the other proposals made
by the Administration., The purpose of these proposals is to improve various
aspeets of the operation of the Medieare, Medieaid, and maternal and child health
programs,

(3) Have you analyzed the causes of these problems?

We believe that the most serious of the problems in Medicare and Medicaid
reflect underlying weaknesses in the Nation's health ecare system. To solve them,
as I sald in my prepared testimony before the Committee, we will need to take
steps far beyond the scope of Medicare and Medicaid—to deal with problems of
shortages of health personnel, problems of inefficient organization of the delivery
of health care, and problems of maldistribution of health facilities.

fI'o attack these broader problems within Medicare to the extent this is possible,
we are suggesting, in addition to the Health Cost Effectiveness Amendments,
fundamental changes in the law : an incentive system of institutional reimburse-
ment, an approach to reasonable-charge reimbursement that ties recognition of
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fee increases to changes in certain wage and price indices, and modification of
Medicare’s payment mechanism to support and help to encourage additional
development of health maintenance organizations that provide comprehensive
health services on the basis of a fixed annual charge.

(4) Did your analysis reveal speeific weaknesses awithin the Social Sceurity Sys-
tem achieh you can pinpoint as to Department, Section and persons responsible?

As noted above, our analysis has indicated underlying weaknesses in the
Nation’s health care system and in some of the legislative foundations of the
Medicare and Medicaid programs, but in our opinion the professional, technieal,
and administrative staff involved in administering the two programs have con-
seienttously and effectively fulfilled thelr responsibilitios,

(8) Do you plan to develop a comprehensive plan to eliminate cach and all of
those weaknesses or will the approach be piccemceal ?

As indicated above, we have a serles of proposed amendments designed to
climinate or at least substantially reduce the weaknesses in the Natlon's health
care system and in the Medleare and Medieaid programs. These legislative pro-
posals inelude the Health Cost Effectiveness Amendments and proposals for an
incentive system of institutional relmbursement, for reasonable charge reim-
bursement that would tie recognition of fee increases to changes in certain
Indices, and for stimulating the growth of health maintenance organizations,

(6) We have been told that there are two eonflicting concepts within the sys-
tem roughly defined as the moderate and the erpansionist. With which group is
the Administration more nearly aligned?

We believe that the use of the terms “moderate” and “expansionist” in an
effort to characterize approaches to the problem of assuring economic security in
the United States is misleading. As I have indicated, this Administration is com-
mitted to the objective of constructing an overall system that will assure economie
security in a way that is consistent with our political and economic institutions.
There are, no doubt, differences among responsible persons as to the pace of
change and the order of prloritics but we believe that this objective is shared

by all members of the Department.
(7) What steps are you taking to prevent frustration and sabotage from within

wour own staff?

We have not found any instances of “sabotage” of Administration policies: nor
have we encountered any efforts on the part of staff within the Department to
frustrate or impede the development or implementation of Administration posi-
tions and programs. On the contrary, staff work at all levels within the Depart-
ment has been conducted responsibly and has been responsive to the policies laid
down hy the Administration,

(R) If necessary to produce effeetive administration, would you consider sepa-
rating the administration of Mcdicare and Medieaid from their present adminis-
tration.and pulting them together in a new setting?

We helieve it would not be administratively sound or desirable to remove the
administration of the Medicare and Medieaid programs from their present set-
tings. We belleve that the fundamental problems inherent in these programs
derive primarily from the difficulties of the health care system and net from
internal administrative deficiencies, Efforts are being made to overcome any
administrative difficulties within the current organizational arrangements,

A number of favorable conditions, many of them implementing recommenda-
tions of the Medieald task force, have recently served to strengthen the Medieaid
organization. Dynamie leadership has been aceomplished through the appoint-
ment of the Commissioner, through increases in the Federal staff, and through
expanded support from the new Administration. Strong ties are heing developed
with the Department's operating health programs as well as with other health-
involved Federal agencies.

These efforts, along with the implementation of the Health Cost Effectiveness
Proposals will do much to improve the Medieaid and Medicare programs as well
s 1o overcome some of the deficiencies presented by the Nation’s health care
delivery system,

Furthermore, it would be unfortunate to separate the Medicare system from
the Social Security Administration in view of the very close relationship which
exists in eligibility requirements, record collecton, and processing of the Medicare
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claimg and benefits and the Soclal Security eash beneflts. The current organiza-
tional arrangements mitke effective use of the lirge computerized central record
keeping operation of the Socinl Security Administration and of the more than 800

loenl SSA oftices throughout the country,

Senator Benxwrr, Now, T would like to go to the fivst question, Mr.
Sceretary, have you attempted to discover and identify all the prob-
lems you inherited in medicare and medieaid ?

STATEMENT OF HON. JOHN G. VENEMAN, UNDER SECRETARY,
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE; ACCOM-
PANIED BY ROBERT BALL, COMMISSIONER, SOCIAL SECURITY;
HOWARD NEWMAN, COMMISSIONER, MEDICAL SERVICES ADMIN-
ISTRATION; ARTHUR E. HESS, DEPUTY COMMISSIONER OF SOCIAL
SECURITY; JOHN D. TWINAME, ADMINISTRATOR, SOCIAL AND
REHABILITATION SERVICE; ROBERT J. MYERS, CHIEF ACTUARY,
SOCIAL SECURITY ADMINISTRATION; HENRY SPIEGELBLATT,
DIRECTOR, PROGRAM MANAGEMENT DIVISION, SOCIAL AND
REHABILITATION SERVICE, MEDICAL SERVICES ADMINISTRA-
TION; MRS. RUTH HANFT; IRWIN WOLKSTEIN; AND THOMAS M.
TIERNEY, DIRECTOR, BUREAU OF HEALTH INSURANCE—Resumed

Mr. VENEMAN. One of the immediate things we did was to appoint
a task force who came up with some recommendations.

Senator Bennerr. 1 recognize that there are {wo men in your De-
partment. One of them has been in office for 1 week; and the other

doesn’t come in until next Monday.
Mr. Vexeyan., While these men have been coming aboard, we have

been working on these problems,

Senator Bexxerr. It is very interesting to this Senator that Mr.
Ball testified that with the changes they had already made, he be-
lieved that the $4.40 projected rate would be oo high.

My, Vexeman. T will let him speak for himself. We were left with
the §4 rate which should have been $4.40—even more—Ilast year. That
rate was promulgated against the advice of the actuary.

Senator Bexxerr. On page 66 of the July 1969 hearing, Mr. Ball
stated : “With the kind of cost controls that. are now in effect, it. is my
personal position that $4£40 will be (oo high for the coming fiseal
year,” and yet we have had to go to %5.30,

Mr, Barnn, T think the comparison is wrong. The sum of $5.30 is
the rate for the next fiseal yvear: Mr. Myers festified that the rate
probably should be $£.50 or $4.60 for this year, My reasoning was based
on—/for whatever interest-—that the $140 was the correct estimate
for the current period, based upon the assumption of the kind of poli-
cies in effect in the past. We instituted very striet cost control poli-
cies as soon as that $4 rate was promulgated again. We cut the fee
incereases down to only 8 percent for 1969, Therefore, if the $4.40
rate had been correet. hefore, T assumed it. would be too high after
the new policies were adopted. The problem was that the $4.40 turned
out to be too low a rate under any circumstances,

Senator BExyerr. You said the coming fiseal vear.

Mr. Bann, This was on July 2: T meant the fiscal year we have just

started; the one we are in.
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Senator Ben~err, T admit that.

Mr, Barr. One period had just ended and $4.40 was the rate the
actuaries had recommended for the next period.

Mr, Veneyan. I have not, since being with the Department last
January, heard anyone in the Department suggest that the $4 rate
was adequate; $4.40 would have been closer to the proper rate.

Mr. Myers. I would put it a little differently. W{)en the question
was brought up, I thought it should be $4.40. "The likelihood would
then be to have increased utilization when fee controls are putin,

Senator Bennerr. How far should the $4.40 rate bring us during
the fiscal year?

M. Myers, We ave still in that year, but it would appear that when
we get to the end of the year, we will find out that the proper rate
should have been more thau $4.40. On an actual eash basis, the outgo
during the first half of the year was at. the rate of $4.40, and the outgo
rises during the year.

Mr. Vexeman, Had that raie been at $4.40 or $4.60, we would not
have had to go to $5.30 this year.

Senator Bexxrerr. I bring the point up beeause it seems to me that
there is complacency in the feeling that all was well. Have you had
time to finish with that list or catalog? In our stafi study, we have
identified quite a few problems, Have you had any similar study or
paragraph analysis made?

Mr. Vexeman, Perhaps being somewhat cynical, the problem is
greed. We have the providers who are providing medical serviees be-
coming greedy. We have to devise a system, which is not an easy sys-
tem to devise, to change the payment and delivery of health services
50 el every time someone provides a service, they are not going (o
be paid their full charge regardless of cost.

Senator Bexxerr, T am interested in the problems you discovered
within the Department. You have taken over an on-going program
that has obviously not worked, Is the fault entirely outside the ad-
ministration? Have you discovered instances of that?

Mr. Veneaax. I don’t think we can isolate the problems with the
community or in the recipients. I think that. our Department and your
stafl can verify, if necessary, that. we have worked together in trying
to identify these problems, We have moved administratively and will
continue to move mn this direction,

Senator BenNErr. Are you saying, in eflect, that. the problems
identified in the stafl report arve essentially the main problems? You
have not identified any other serious ones?

Mr. Venearan. T think for the most part the staff has done a good
job of identifying the predominant problems. Once again, I think if
we are going to make major changes, we are going to have to—the
next changes are going to have to be some rather significant changes
in the entire health system of this country.

Senator Bennerr. Thank you.

T have used my time and I have to go to the other committee.

Senator Harrke. Mr, Seeretary, yesterday there was talk about
who gave birth to the medicare baby. There is no question that Demo-
cerats did give birth {o a new child here. But I don’t think there is any
reason to abandon the child just because it cries sometime in the middle
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of the night. T think anyone who is familiar with the history of this
program knows that medicaid came as a sort of twin, It was not in
the original concept at. all when the ITouse Ways and Means Com-
mittee reported that bill.

It came more or less as u program which had not. been well studied
nor was there exact understanding of how the legislation would work.
There have been some errors in judgment in the determination of cost,
1 think there is some outvight fraud, ns you have indicated, which
is now on the way to being corrected, is it not.?

Mr. Vexeaan. I think the fraud has heen overstated as one of the
main problems. I think there is always a real element of it there, but
that is not the real serious problem.

Senator Harrke, The unreasonableness of fees, however, which is
not outright illegal, in the hospitals and in the medical field, are what
you are addressing yourself to?

Mr. Veneyan, Yes.

Senator Harrke. T understand you have also taken some steps to-
ward eliminating thisactivity. Is that correet ?

Mr. Vexeyan, That is correct.

Senator ITarrke. By and large, I want to congratulate you--maybe
this sounds funny coming from a Democrat, but 1 want to congratulate
you on what. you have been doing along that line. You are well on the
way. I don’t think the past administration did anything but what
they thought was right and you are using the sume standard.

[ think one thing we should not lose sight of in this situation is
that many old people for the first time in their lives are receiving
health care which they had never anticipated and which they counld
not afford except for this program. Isn’t that true?

Mr. Veneasran. That is true. But T think we have to distinguish
between the two programs, The medicare program is the one that
applies nationally, When we start discussing the problems of medie-
aid, which as you indicate is a stepehild of the billy we have to recog-
nize that we ave really talking about 52 different programs.

Senator Hawrke, I understand that, That is not necessarily the
most eflicient way {o ran that shop, is it ?

Mr, Vexesan. Tt is not the most effeetive way from the standpoint
of having different State laws, different State rvegulations, different
State plans apply. Beeause we are really at the merey of the amount
of coverage that they give.

Senator ITarrke. And to that extent, it does not provide the hest
health eare for the most people, nor does it provide the case of opera-
tion or efliciency or incentive that you could otherwise nse.

Mr, Venearan, Tt is not a question of whether or not it provides the
best. It is a question of whether in some States, it may be more than
adequate, in some States may be less than adequate. .

Senator ITarrie Do you not need legislation to put in this incentive
plan you talk about ?

Mr. Veneman. Tt will require legislation,

Senator Harrxe. In other words, as T understand what you are pro-
viding here to hospital units, vou are establishing an overall opera-
tion, is that rvight, an overall figure which they can shoot for, and if
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they can get below that, they can share in some of the benefits. Isn’t
that basically right ?

Mr. Veneyman, What we are suggesting is that—1I think in the
testimony yesterday we suggested that you have a committee com-
posed of persons from the facilities, from the community, from the
Federal Government, and you would establish a predetermined rate,

Scenator Harrke. That is right. In other words, you have a carrot-
and-stick operation that you are providing. If they go over that rate,
they are not going to have to do as they have in the past.

Mr. Veneaan. Onee it is established, they would onlly get the rate.

Senator ITarrxe. That is the “stick” end of it. On the other side,
they do have an incentive to move to the other side.

Mr. Venearan, Tf they move for efliciency, they are going to get the
same rate, but the margin is going to be to their benefit.

Of course, we are going to have to build in very specifically some
elements of quality. They cannot reduce the quality of care and still
expect to get the same rate.

Senator Iarrxe. T just hope that this necessary investigation and
changes in the program do not permit those critics who are against
these programs to use this as an excuse to either cut down the amount
of care or the amount of assistance that we are going to provide for
those people who are entitled to them.

My, Veneaman, T think another thing historically that we have to
bring into focus is that the Government was in effect providing health
care for the low-income, the aged and low-income persons before 1965.
And the States were participating. What we had originally was the
ICerr-Mills, the MAA program. We also had the PAC or public assist-
ance medical carve. These were superseded by title XVIIT and title
XIX and we did extend coverage. The whole purpose of the 1965 act,
was to provide “mainstream medical care” for all the people of this
country. The objective was great, and T think during the transition,
wo are bound to have problems. Now it is up to us, regardless of party
or who is in power, to iron out the problems and try to make an effec-
tive program to meet those objectives.

Senator Harrke. I agree. I don’t think it makes much difference
to say which administration is at fault. I think Secretary Cohen was
trying to hold the price down, and did initiate some programs to hold
prices down. The suggestion to hold prices down that he rejected, was
after the clection of 1968 and therefore political considerations were
not a factor in his decisions.

I might point out there is in the report of the staff a criticism of
the program data material which is available to those who are makin
actuarial prognostications. But as far as they are concerned, they hac
no real background to base most of their facts on, isn’t that true?
There was no history here of this type of program in the United
States. '

What I am saying is there have been abuses, there has been fraud,
unreasonable charges, there have been some deficiencies in administra-
tion, snme mistakes in actuarial predictions. But all of those things
really are not nearly as important in the long run ag the fact that the
good flowing from this program has been massive; extensive health
care to a lot of people who needed it. Now you have some houseclean-
ingto do;isn’t t-llmt right?
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My, Veneman. We have to do a lot of housecleaning. .

Senator Harrke. I urge you to really reexamine the ITEW bill in
the light of previous testimony, because it. was testified here that you
needed additional medical facilities, and not cutbacks. The vetoed
HEW bill contained additional funds over the President’s request for
additional hospital spaces.

Mr. Veneman, You arve talking about the Iill-Burton program,
Senator?

Senator Harrie. Right. '
Mr, Veneman, T think what has been pointed out as we look at the

history of the Hill-Burton program is that for the most. part, the acute
bed availability in this country is about 90 percent filled. Now, what
we have suggested and what the administration suggested in the Hill-
Burton legislation is that we attempt to put the emphasis on out-
patient care facilities, lower cost facilities. You know, there is no
suggestion that we really cut down on the total beds that are going
to be available. The question is what kind of facilities are going to
be available.

Senator Harrke. But in addition to medical facilities the vetoed
HEW bill contained additional funds for the construction of health,
education, and research facilities, for health manpower research sup-
port, for the health manpower assistance program, for the trainee
and the direct loan program, and for the scholarship program to real-
ly inerease the amount of additional health facilities and training that
could be used. Lack of those facilties and people is one of the short-
comings and one of the things adding to the problems and costs of
medicare.

I want to congratulate you for what you have done in this program,
but I think on one hand, you are really denying yourself an oppor-
tunty to make this program eflective by looking at it singularly, with-
out_looking into the totality of what is needed in the whole area of
medicine.

Mr. VeENEMAN. T do not think we have done that, Senator. We
have looked at the total picture and I think we have recognized the
problems, Of course, and I think it was in my testimony yesterday,
the big problem is the delivery systems. We recognize the problems
of shortage of manpower. But the answer may or may not be just a
total increase in the budget. You are suggesting that. that will all of
a sudden bring thousands more doctors.

Senator Harrke. T don’t offer it as a panacea, any more than I
think you would point to one of your recommendations in this list
of recommendations of about 13 or 20—1I have forgotten how many
you have—as a total solution. But this is an importan! part.

I would like to ask the permission of the committee to insert into
the record two charts, one of them medical eare and consumer price
index between 1957 and 1969, showing the tremendous sharp incline
in the daily hospital costs here which have just astonishingly in-
creased, and also the medical care and consumer price index chart—
I mean statistics which accompany this chart to show how the hos-
pital daily service charges, physicians’ fee, and medical care programs
have increased sharply during this same period of about 12 years.
This is also one of the problems medicare is faced with. I just do not
think you can talk about medicare and the cost of medicare unless you
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talk about inflation and the general increase in medical cost. T can
argue with how you are fighting inflation, but I do not think you
could have more_health care with less facilities. T do not think yon
can have more doctors without more training. T do not think you
can have more health without additional nurses somewhere along
this line.

Senator Anperson. Without objection, the charts will be inserted
in the record.

(The charts referred to follow:)

MEDICAL GCARE AND CONSUMER PRIGE INDEX
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MEDICAL CARE AND CONSUMER PRICE INDEX, 1957-69
[1957--59 - 100}

Hospital daily

Consumer Medical  Physicians' service
Year Price Index care fees charges
98.0 95.5 96,7 94.9
100.7 100. 1 100, 0 99,6
10L.5 104. 4 103.4 105. 0
103.1 108. 1 106, 0 112.5

104, 2 L3 108.7 121.5
105. 4 14,2 1119 129.7
106.7 117.0 114, 4 138.3
108.1 119.4 117.3 144.8
109.9 122.3 121.5 153.0
113.1 127.7 128.5 168.9
116.3 136.7 137.6 200, 3
121, 2 145.0 145.3 226.0
122.7 155.0 155.4 256. 1

Source: U.S. Department of Labor Bureau of Labor Statistics.

i
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Senator Axprrson. What were the periods on those charts?

Senator Hanrke., They run from 1957 throngh 1069, hut you note
on this chart that after medieare went into effeet, while the ineline was
rather sharp, up until basieally 1966—after it hit 1966, it almost went
perpendicular. Now, that is the problem. This is one that you cannot
isolate, And 1 do not think you can cut down on inflation by cutting
down on health carve. Tor that, I would be very severely, as completely
and candidly as I can, eritical of your Department.

On the other hand, T want to compliment. you for the institution of
these other reforms in this program, because I think you have done
an excellent job in that ﬁel({. T think it is just a matter of trying to
keep your programs coordinated and letting your right hand know
what your left hand is doing and trying to keep as much politics as
you can out of taking care of these elderly citizens and their health
care, which T think you will do. T have the highest. personal regard for
you. You know that.

Mr. Vexearan. Thank you, Senator,

Senator Mirer. How many people do you estimate in this country
are over 65, Mr. Ball ?

Mr. Barn. About 20 million, sir.

Senator Mirrer. They are all eligible for medicare? ‘

Mr. Bawrn. They arve practically all eligible for the hospital msur-
ance part. There are a few thousand who have become 65 recently, who
are not. But practically all. Then you remember the medical insurance
»art is o voluntary program, and around 95 percent of the 20 million
}mvo elected that voluntary plan. .

Senator MirLer. Now, of these 20 million, do you have any estimate
of how many are needy ? . ‘

Mr. Barr., Well, Senator, people can differ considerably on the defi-
nition of what constitutes being needy. Only slightly more than 20 per-
cent of the people who are 65 and older have suflicient income to be
stibjeet to the income tax. . . o

Mp». Veneman. What perceiitage of the social security recipients are
on old-age assistance? )

Mr. Barn. Yes, then you can go to the other extreme. As I said 20
pereent are well enough off to be subject to income tax. At the other ex-
treme, there ave about 10 percent, or 2 million, who have low enough
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incomes that they are on the old-age assistance rolls. Tn between, there
are varying measires of poverty and low income that come up with dif-
ferent answers,

Senator Miteer. Do you have any idea how many of the in-hetween
aroup are in a position where they eannot afford their medieal services?

Mr. Bawe., (;h, I think, Sen~ior, that without a program like medi-
eare, it would be a very high proportion of the aged who could not
sustain the impact of expensive illness. 1 would say easily the whole
80 percent. who do not have enough income to pay an income tax would
be in that category and I think quite a few others.

Senator Mirrer. You mentioned paying income (ax. Does that mean
that. you are considering only income and not looking at property?

Mr. Barr, Yes; 1 was just giving you one rough measure by saying
how many are subject to an income tax.

Senator Mirrei. You see what T have in mind, there are some people
today who have a lot of property, for example, farmland. T know one
who owns a farm that is worth $100,000, but the amount of income
derived last year would be, oh, maybe $2,000. There will not be any
income tax to pay on that.

Mr. Ban, There certainly are such cases.

Senator Mirrer, Of course, they are in such good shape that they
need to pay for medieal services, especially of a velatively short
duration, wouldn’t. you say?

Mr. Barn, Certainly, Senator. We have done, as you know, some
studies of income and assets of the aged. We would be able to supply
that for the record. I would say in general that the assets that people
over 65 own are very largely their own homes. There is a very high
proportion of the couples that own their homes, and about half the
people over 65 are married and about half are not. But the amount of
other assets the people have is typically not large. T believe one of
the big advantages of medicare has been to protect these relat:vely
small assets and the homes that older people have.

('The Committee subsequently received from the Department, a
report. dated April 1970, entitled “Income of People Aged 65 and
Older: Overview From the 1968 Survey of the Aged.” The document.
was made a part. of the ofticial files of the Committee.)

Senator Minrer. May T say to you, I thought that under the medical
assistance for the aged program, certainly the way we have it in
Towa, that protection was more than amply provided. Out in our
State, we provided that if the cost of medical service reduced the
person’s income below a certain figure, they would have unlimited
coverage beyond that. So they were amply protected.

Mr. Barn, That is under the so-called Kerr-Mills program?

Senator MitLer. Right. So when you estimate that there are 20
percent of those 20 million who actually have to pay an income tax,
and you are not even taking into account property in the case of those
who may not be paying income tax, it prompts my question as to
whether or not, under the med‘care program, free medical services
are being paid to the rich as well as to the aged ?

Mr. BaLs. Senator Miller, on the medicare program, the way I look
at it is that it is on a long-range basis, a contributory plan that of
course protects people regardless of their income, just as the social

42-122 O-—T0—-pt, 15
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security cash benefits program does. It is trne that people receive cash
social security benefits and people receive medicare henefits as a mat-
ter of right without a test of their income and toward which they
have contributed.

Senator Minrer. What T am thinking about is the people who are
quite wealthy. They just happen to be over 65 years of age, but they
are very wealthy. I am thinking about other people who are paying
taxes that are going to be paying for their free medical bills, such
as a lot of wage earners who are having a tough time nowadays main-
taining themselves and their families. And T wonder about the equity
of that. I am talking about the tremendous cost overruns on the pro-
gram,

Mr. Veneyan. That was the case made in 1965.

Senator Mirrer. 1 understand. You were not here yesterday, Mr.
Veneman, when we had a nonpartisan statement made by our colleague
from Tennessee that the Democrats made free medieal service avail-
able to needy people. It seems to me we ought to put that in perspee-
tive and add “and rich people, too.”

Mr. Vexeaan, 1 think what we have to distinguish here is the
difference bhetween title XVIII, the medicare program, and the
medicaid program.

Senator Mrrrer. T am talking about medical services.

Mr, Vexearan, Under the medicare program, you are talking about
a health insurance program for the aged and you are absolutely cor-
rect, it is a payroll deduction program, people are contributing to it
and the program pays for your health care after you reach the age of
eligibility—no needs test, no other requirement. You can have all the
money in the world and still qualify.

Senator MinLer, Right,
| Mr. Vexeman, Under Kerr-Mills, there was a needs test applied to

that.
Senator MiLLer. Right, T am just wondering whether or not, for the
sake of simplicity and universal coverage, we might have overextended
our resources on the program. Everybody is alarmed at the cost over-
run. Tt seems to me that, even if it is only 20 percent of the total, 20
percent can comprise a good chunk of that overrun,

My, Veneaan., Well, you see, most of the funds that are utilized in
the medicare program are oiit. of contributions except. for part. B where
we match the beneficiaries’ premium payment out of general funds.
But it is really a participating insurance program that we are talking
abont in medicare. '

Senator Mrnrer. I was thinking of the hospital program. To me,
that is a big part of the overrun. If you have 20 percent of the total
people who are taking advantage of this who have no need at all and
ample resources, as proven, I ﬁlihk, under the Kerr-Mills program,
I must tell you, I cannot get very disturbed about reducing medical
services to that group. I can share Senator Iavtke’s concern about
reducing medical services to the needy group. I would never have any
question about that. But T am concerned about overruns and looking
at overruns and trying to figure out how to cut costs, it seems to me
we might look at the area where they do not have any need.
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Mr. Veneman, Well, you know, my problem here, Senator——

Senator Mirrer. You have a problem, and we have a problem too,
in facing the taxpayers who are paying for this.

Mr. Venexan. To kind of vationalize your statement, if we attempt
to cut costs on the group we are talking nbout, those that are under
the hospital part of me(ficm'e, under title XVIII, we are not getting
to the i’oeus of any money saving as far as general funds are con-
cerned. Tt relates, of course, in fact, all insurance programs relate to
the total cost applied across the consumer market for health services.
But really, when we talk about increased costs in health care pro-
grams as far as the Federal Government is concerned, T think we are
talking primarily about the general fund dollars that are involved.

Senator Mireer. What T think T might get from you and Mr. Ball
is some kind of an analysis showing what portion of these costs are
the result of blanketing in, say, 20 percent of these people who can
afford to pay for their own medical services. T will not even ask you
to go further and find out. whether or not it might he 25 or 30 percent
if we take property into account. What percent of these costs could
we save if we eliminated the 20 pereent who are able o take eare
of their medical costs, at least except in catastrophic cases, who could
have coverage similar to what they have in my State, where they are
protected from unlimited costs if medical costs reduce their income
below a certain level ?

Mr. Barn, We could develop something like that for the record. T
want to be clear that 1 did not mean to imply that just because some-
body has an income sufficient to pay some income {ax, that puts him
up into a group where he could pay his medical bills. T was taking
that as one measure of low-income people in response to that specific
question. But, we will do it on the hasis of 20 percent, as you request.

Senator MinLer, [ appreciate it, and with the understanding, of
course, that people would be covered in the case of catastrophic ill-
nesses so they would not be out in the street. That is the way we
handle it in Towa, and frankly, I think the needy people in Towa got
a better deal under MAA than they do under the present law, be-
cause they had no deductibles, if they were in a low-income area, or
even if they were in an area above that, Tf their costs brought their
income down below a certain level

Mr. Vexeman. Senator, T think we must emphasize here that for
the_low income aged, those people who used to qualify under the
medical aid to aged program, for the most part, they still qualify
under title XIX, where there is no deduetible. The poor people are
still covered regardless of age or circumstances.

Senator Mineer, T understand. T am interested in medicare aspects,

Mr. Veneman. You see, those people have both, hoth medicare and

medicaid,

Senator Mirrrk. I understand.

I would like to get Mr. Ball’s estimate on medicare.

I see Mr. Myers here and I would like to ask him a couple of
questions.

Mr. Myers, yesterday, we developed the point that las( December,
there was an actuarially sound estimate of $131 billion short fall over
the next 25 years on part A, and then, in this current month, that had
been changed to upward of $216 billion, is that covrect ?
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Mr, Myers. Yes; that is correct.

Senator MiLrer. All right. Now, in the estimate of these projected
costs, I presume you might have used an inflation factor?

Mr. Myers. Senator Miller, could I explain first about the differ-
ence in these two estimates? The estimate that was made last fall was
labeled a preliminary and tentitive estimate and was made by approx-
imate methods because we still needed some additional data which we
later obtained. We then went through a full-fledged actuarial valuation
which gave the results which you are talking about now and which
are in this memorandum I submitted for the record, showing that fig-
ure of $216 billion. Now, this estimate, as you have indicated, is based
not only on the experience as to where we are now, but also it is based
on projecting this experience according to various trends of costs of
hospitalization, costs of extended care facility services, and costs of
home health services. Also, it is based on an assumption that there will
be an increasing trend in the utilization of these services, which has
been the case in the past and which will very likely be the ease in the
future, particularly these new areas of medical services, the extended
care facilities and the home health services.

Senator MirLer. Now, I appreciate that. But my question is, in
those assumptions, do you have an assumed rate of inflation?

Mr. Myers. Yes; I have an assumed rate of increase in both the

eneral wage level of the country, on which the contributions are

ased, and I have an assumption as to the increase in costs of hospital-
ization, which in essence involve in part inflation, and in part the
general trend of wages and costs of the country.

Senator Mirnrer. Would it be accurate to say that your projections
were based upon an assumption of trends reflecting the current rate of
inflation 2.

Mr, Myers. No, they are not, Senator, because what T projected was
that the current rate of inflation would slow down, Then we would get.
into what you might call the more normal rate of price increases and
wage increases such as that had oceurred in the past. Specifieally, as to
wages, which of course include the two elements of price inflation and
the productivity factor, I assumed that in 1970, wages would increase
by 5.9 percent over 1969. Then, I assumed that this increase would
gradually taper off until by 1976, it would be 4 percent, per year and
would remain at that level thereafter during the 25-year period of
valuation,

Senator MirLer. How much of that 5.9 percent would be inflation,
as distinguished from productivity ? ,

Mr. Myers. Although this does not enter into the cost estimates——

Senator MruLer. As T understand it, you are talking now about
wages which entered into the estimates on the hasis of wage base and
taxes?

Mr. Myzrs. Yes, the wage base for payroll taxes. The part of it that
represents inflation, I would say, is something around 4 percent, be-
cause I would say that in the long run if wages go up about 4 percent
per year, as I assumed ultimately, about 2 percent of that would be
price inflation and 2 percent would be productivity.,

Senator Mirer. So then, as far as 1970 is concerned. you had
roughtly a 4-percent inflation factor computed and by the time you got
to 1976, you had a 2-percent inflation tax. ' t
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Mr. Myers. Yes; that is approximately correct,

Senator Mirrer. The trend going down £ percent——

Mvr. Myers. Yes, sir,

Senator MiLrer, Did you have a similar rate of inflation included
in estimating the costs?

M, Myrrs, Yes, sir. Ifor instance, in hospital costs, T have a much
higher rate of inflation than for general prices, because, as yon well
know, in the past this has been the case. For example, I have assumed
that in 1970, there would be a Il-percent inerease in hospital costs,
Now, this compares with what was apparently about a 15-percent -
crease for 1969 over 1968, 1 have then assumed that this rate of in-
crease, which as T have said was I+ percent for 1970, would gradually
decline; for example, being 13 percent for 1971, 1114 percent for 1972,
10 percent for 1973, and then declining slowly until in 1978, and there-
after, T assumed that hospital costs would rise at. 4 percent per year;
in other words, just the same rate as T assume for wages,

Senator Minner, In that 14 pereent for 1970, what portion of that
would represent the estimated mflation in hospital cost areas?

Mr. Myers. Well, Senator, T think you would say the whole 14 per-
cent. represents the increase in prices and hospital costs,

Senator Miurer. T find it hard to reconcile that with the Consumer
Price Index, which shows hospital costs and services higher than the
average of the CPIL. T do not believe there is that much spread.

May T ask you this? TTave vou coordinated these estimates with the
Couneil of Teonomie Advisers and their people as far as projected in-
flation rates are concerned?

Mr, Myers, Only as to the inereages that 1 have assumed in wages
for the first couple of years were they coordinated. \s T understand,
the Couneil of Feonomie Advisers generally has only these short-
range projections, The ultimate {-percent rate 1 assumed is. I think,
generally consistent with what many people would say in the long
run, a 34- or-b-pereent wage inerease per year.

Senator Mineer. As far as the short range is concerned, yvou did
coordinate this with the Council of Feonomie Advisers or their stafT,
is that right?

Mr. Myers. As far as the wage inereases are concerned. As to the
hospital price inereases, my stafl and 1 projected these based on our
knowledge and past. experience and what we thought was likely to
occenr in the near future and the Tongrun future.

Senator Miner, T think yvou ecan understand the reason for my
questioning, Mr. Myers; T want to make sure that our departments
and agencies are coordinated on these projections.

My Myers. Senator, T have just been informed that my stafl mem-
ber who worked primarily in this field did coordinate the hospital
cost inereases with the Couneil of Feonomice Advisers, as well as also
the wage increases.

Senator MirLer. Thank vou very much, Mr. Myers.

Senator Anpersox. Senator Ribicofl'?

Senator Risrcorr. Mr, Veneman, a New York Times story by Rich-
ard Liyons on January 12,1970, says the following:

That John Veneman, Mr. Finch's Under Secretary, was asked the other day
to equate the administration’s statements with its performance since last summer,

I quote you:
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Wéll, I don’t see the point of issuing a lot of rhetorle, Mr, Veneman said, shak-
ing his head. The statements were made merely to call attention to the problem,

they were not meant to solve them,

Now, don’t you feel you have a responsihility to solve the problems,

in addition to bringing them to public attention? Could you tell us

our views and the views of the Department as to what your responsi-
ﬁi]ity is in meeting the health needs of the American people?

Mr, Veneaan. You know, I absolutely feel, Senator, that it is our
responsibility to provide solutions. I will also stand by the statement
that you just quoted from the New York Times. I do not think it solves
probl)ems to make speeches about, you know, the problems that exist
and the needs that have to be accomplished unless you have the solu-
tions before you. I think really this is what the administration has

been attempting to do. ‘ )
Now, when we first came in, and I have here and I will submit it for

the record, the administrative actions we have taken for improvements

in medicare during the year of 1969.
(The submittal referred to follows:)

ADMINISTRATIVE ACTION To IMPROVE MEDICARE OPERATIONS SINCE JANUARY 19069

A, INTERMEDIARY AND CARRIER PERFORMANCE

The key to the relationship between the Social Security Administration and
“the carriers and intermediaries is that the contractors cannot necessarily do for
Medicare what they would do for thelr private business, Instead, they are re-
quired to follow national policies and to meet certain uniform standards of per-
formance, This requires a system of central direction and review of contractor
performance, Longstanding elements of that system have included periodic on-
site reviews of cach contractor by central office personnel of the Social Security
Administration and frequent visits by regional office personnel. In addition, con-
tractors are required to follow specific instruetions on various policy and
procedure matters and regularly to provide a variety of reports to the Social
Security Administration.
Several specific actions have been undertaken to further improve contractor
performance. These include:

1. Special visits have been increased to emphasize especially important areas
of operations such as reasonable charge determinations, hospital-based and
teaching physicians, level of eare determinations in extended eare facilities and

claims review techniques.
2. Introduction of test claims into earrvier systems to test the acceuracy and

quality of the claims process.

3. Assignment of full-time, on-site representatives of the Social Security Ad-
ministration to several of the contractors to intensify linison and surveillance for
the purpose of increasing efficiency and effectiveness of contractor operations.
Kventually 92 contractors will be serviced by on-site representatives either

fully or in part,
4. Tnereased emphasis on appraising and tightening duplieate claim screening

procedures,

H. Visits to extended care faeilities and hospitals to check speeifie problems
ﬁ'mlnl the point of origin and to evaluate the methods being used to resolve those
problems.

6. Special reporting on matters of particular concern or emphasis, such as the
denial rate on ECF claims, progress in completing audits and reasonable charge
reductions.

7. More extensive decentralization to regional offices and the addition to staff
of reimbursement and systems specialists to bring control and survefllaice
closer to the scope of operations.

8 A project to develop further specifications for contractors in the areas of
claims processing and cost controls in order {o refine performance measures,
pinpoint more relevant operating data that permits comparison and analysis
of the entire process, and systematize and improve the quality of input data.
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9. Standards have been set for carrier control of claims. They are required
to process claims in three weeks and to be able to identify and locate any claim
which is more than three weeks old. This has speeded up claims processing
and ha: improved service to beneflelaries requesting Information on the status
of their claims,

10. A requirement that earriers respond to a beneflelary’s inquiry about his
claim within five days has substantinlly reduced the number of such complaints,

11, Our continuing review of payment records forwarded by carriers reveals
possible erroncous payments. The volume of such cases has deereased substan-

tianlly since the beginning of the program,
12, A central computer edit program is used to review Part A bills submitted

for interlm payment. Erroncous bills are returned for correction.

13. Intermediaries are furnished a monthly report on errors found in the billy
they have submitted. This not only notifies intermediaries of the areas in which
their operations are deficient but also serves as an incentive for them to meet
national averages or standards,

14. An Increasing number of intermediaries (currently 28) are transmitting
thelr bills to SSA on magnetic tape. This not only saves substantial keypunching
costs for SSA but increases the aceuracy of the Information furnished since the
intermediaries have been furnished our EDP edit progeams and apply them to

the data before transmitting it,
15. We have established controls on the pnyment records submitted by car-

riers which enable us to balance the totals against the funds drawn by carriers

for payment to beneficiaries and doctors.
16. We are working with both BCA and one of the insurance companies in the

development of a Model Part A bill processing system which we hope will both
reduce costs and improve operations,

B. PROVIDER COST REPORTS AND AUDITS

1. Instructions have been issued requiring substantial reductions in provider
interim reimbursement rates when cost reports are delinquent. If reports are not
filed within two months after a reduction is imposed, all further interim pay-
ments are withheld. Follow-up procedures have also been initiated to assure that
the reductions-suspension instructions are being implemented.

2. T'ime limits have been imposed on the providers' exercise of come options in
the determination of costs, The options to use gross RCC or the Combination
method using estimated percentages have expired and are no longer available to
providers,

3. Intermediaries are required to assign priorities in conducting audits, Pro-
viders which have changed ownership or leave the program and those which have
heen overpatd or have unusually high interim reimbursement rates must be as-
signed top priority.

4. A simplified alternative method has heen established for handling minor
audit adjustments in cost reports of hogpitals and extended care facilities.

5. BIYT Regional Oflices have been instruected to perform on-sife reviews of
intermediaries’ management of the provider audit program and make recommen-

dations for Improvenent,
6. Intermediaries were instructed to develop suflicient in-house capability to

properly manage the full cost report-nudit-final settlement process,
7. In an effort to reduce the cost (both time and money) of auditing providers’
cost reports, we have begun a pilot project to assess the feasibility of accepting

certifiod cost reports from hospitals,
8, We have initiated better reporting from intermediaries regarding scope of

audit condueted, identification of costs, and activity by intermediary’s own audit

staff,
9. Instructions have been issued to intermediaries to initiate limited scope

audits of providers, A desk review program has also been issued to facilitate the
determination of when a limited scope audit or no audit is applicable. Audit
subcontract proposals are carefully reviewed to ensure that they refleet the lim-

ited scope approach.
(. COVERAGE AND UTILIZATION CONTROLS

1. Poliev and proecedural instructions have been refined to permit more nccu-
rate determinations by intermediaries as to whether the care provided in an
extended care facllity is at the level covered by the law. Their effectiveness has
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been reflected in the increasges in the numbers of claims being denied hecause the
care is not covered,

2, More exacting eriterin governing coverage of physieal therapy services have
been issued. This was in response to inereasing evidence that bills were heing
stibmitted for services which do not constitute physieal therapy within the mean-
ing of the law,

3. Regulations have been changed to reduce the time intervals for physician
certification as to medical necessity for continued inpatient hospital eare, Hos-
pital discharges tended to peak around the 1-4th and 21t days, the original times
at which certifieations were required. It is antieipiated that reducing the certifi-
cation times to the 12th and 18th days might have a corresponding effect in
redueing lengths of inpatient hospital stays.

4, Instructions have been Issued defining the kinds of skilled nursing necessary
for covernge of home health services, There had been considerable confusion and
inconsistency among intermedisntries in applying this statutory requirement,

5. State agencles are surveying all extended eare facilities and providing ad-

i
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viee and assistance in correcting deficiencies in utilization review,

. An overall review and evaluation of the effectiveness of utilization review in
hospitals is now being made.

7. A hospital-by-hospital analysis of lengths of stay is being developed to assist
all hospitaly, intermediaries, and the Social Security Administration in their
utilization review activities, Bvery hosplital will be furnished a comparison, based
on a 20-percent sample of discharges, between its lengths of stay and lengthy of
stay of other hospltals in the same loeality. The utilization date will be stand-
ardized to take account of differences in the characteristics of the patient, his
illness, the kind of trentment received, and his hospital,

8. An electronie data system for processing Part B claims has been developed
which earriers can readily adapt in whole or part for use in their clnims process-
ing operations, A speeial module which jdentifies deviant patterng in the pro-
vision of services is expected to be valuable ag a utilization control mechanism,

), Lixperiments are being conducted under which ecertain medieal care founda-
tions in California perform the entire claims review function in certain counties
under subeontract with California Blue Shield. One of the principal focuses has
been improvement of utilization control.

10. Regulations have been revised to prohibit physician-owners of an institu-
tion from participating in the utilization review activities of an institution. This
is for the obvious purpose of precluding the exerecise of undue influence in the

deliberations of those committees.
D. REIMBURSEMENT AND COSTS

1. Policies and procedures governing payment for services of supervisory
physicians In a teaching setting have been considerably tightened, and reim-
bursement practices with respect to teaching institutions throughout the country
are being subjected to close serutiny, In many instances, payments have been
suspended where potential or actual large overpayments are involved or other
serfous questions are still unresolved as to the propriety of payments requested.

2. A computerized cost analysis system has been developed which will make
possible comprehensive analysis of the various elements of provider costs. This
system is now operational for hospitals and will later become operational for
ECI”s and home health ageneles. From the system we are able to obtain a variety
of financial and operating data which are enabling us to (a) evaluate the m"(;-
gram’s share of total provider costs; (b) measure the program’s effeets on
hospital profits and finaneial position; and (c¢) develop needed benchmarks for
tlix(;, determination of reasonable cost based on comparative costs among pro-
viders.

3. Interim payments to providers have been Hmited to the lower of costs or
charges, This should have the significant effect of reducing the incidence and
amount of overpayments.

4. The 2 percent allowance for unidentified costs, previously ineluded in the
prgvldor cost reimburscment formula, was deleted as of July 1, 1909,

b. Tighter restrictions have been imposed on physician ohnf'go inereases which
the program will recognize this fiseal year. Prevailing charges may nol be
changed earlier than one year after a prior change and may be increased only
with the approval of the Social Security Administration. '('?ustnnmrv (-hurg(;s
may be increased only in individually identified, highly unusual situntions where
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equity clearly requires such an adjustment and then only on the basls of
adequate evidence,

6. Studles arve now under way of alfernate relmbursement methods which will
provide incentives to providers to reduce costs and improve the Mli(-_lmn-,\' of their
operations, Various reimbursemoent experlments, authorized by the 1967 smend-
ments to the Social Security Aet, nre belng developed and tested,

7. Instructions have been issued that Medicarve refmbuarsement will not recog-
nize an appraised value for provider nssets which exceeds the cost basis of those
nxsets for Federal tax purposes, ‘Phix ix especially important in establishing the
cost basixs for depreciable assets of proprietary providers,

K. P'roposed regulntions have been published in the Federnl Register under
the notfee of rule-making procedure to preclude exeessive reimbursement {o pro-
viders through use of accelerated methods of depreciation and to prevent inflated
valuations of provider assots,

0. Proposed regulations have been published in the Federal Registor under
the notice of rule-making procedure o make it possible for the program to re-
coup excess depreciation when a provider leaves the program, or Medieare
proportion of its allowable cost decrenses substantially, immediately after the
yvears of highest accelerated depreciution allowances, Shuflarly, we propose to
remove restrictions on the recovery of amounts due the program as n result
of gains on the sale of depreciated assets,

10, Limiting allowed compensation of owners to amounts {hat are reasonable
fn relntion to payments to salaried persons performing similar services,

11. Limiting reimbursable franchise fees to the vialue of management ser-
vices furnished and advertising costs to those related to informing the health
professions of available services,

12. Limiting program responsibility for the cost of goods or services pur-
chased by an institution to thoge costs that would be fneurred by a prudent
buyer.

13. Providing that an institution with low occupaney should be reimbursed
for no more in variable costs (largely stafling) than is reasonable in relation
to the number of patients. ('The absence of scientifically arrived-nt conchisions
—or extensive data on present practice—on staff required for a given patient
load complicates handling this area.)

14, Instructions are being developed focusing on means of evaluating the
reasonableness of speelfic costs. IPor example, a method of evaluating the reas-
onable cost of drugs purchased under arrangements has been prepared.

15, Proposed regulations have been published in the Federal Register under
the notice of rule-making procedure, the effect of which is to exclude goodwill,
in general, from the computation of equity capital under Medicare reimburse-

ment,
K. PROGRAM ABUSE AND FRAUD

1. Fraud prevention, detection, and investigation activities have been gen-
crally intensified. A special central office program integrity staff has been es-
tablished with counterparts in cach of the Bureau's reglonal offices. Similar
intensiflcation has occurred with intermediavies and carriers, and specific in-
structions have been issued delineating their responsibilities in detecting, in-
vestigating and reporting instances of suspected program abuse and fraud.

2. There is continuing fdentification and investigation of doctors with deviant
patterns of care and unusually high Medicare payments. Causes of suspected
fraud are being referred to the Department of Justice for criminal prosecution,
Questionable activities of less seriousness are being referred to State and county
medical societies for appropriate action. Where overpayments have occurred, re-
covery action has been initiated.

3. Penalty notices have been added to Medicare claims forms stating that mis-
representation or falsifying essential information is subjeet to Federal criminnl
penalties.

4. Physician social security account numbers are being used to identify the
total amount of program payments made to individual physicians. The use of
the account numbers will also permit the Administration to identify at various
times throughout the year payment amounts which secem to be unusual and re-
quire further investigation. ,

5. Regulations are being prepared providing for analysis of a provider’s fis-
cal records prior to participation in the program. The analysis includes exam-
inations of the adequacy of records for Medicare purposes, basts of fixed asset
costs for which depreciation will be claimed, and financial stability,
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F. 8TATE OPERATIONS

1. Survey report forms for home health agencles, extended care facilities, and
laboratories have been revised to provide for additional documentation ag part
of the overall process to ensure closer compllance by providers of service with
Medicare requirements, Instructions for preparing the revised survey forms
are intended to clarify these requirements to State ageney surveyors,

2. Certification procedures for IXCIVs with respect to restorative services have
been expanded to provide for inereased involvement by State agencies in in-
stances where there is the possibility of improper utitization of services, e.g.,

inappropriate physical therapy.

3. Guidelines have been issued to State agencles to provide for strengthening
the survey process in situations where problems have been noted, e.g., the
extent to which a faellity's medieal staff bylaws and patient care policies are
actually being adhered to; the effectiveness of committees for medieal aundit,
utitization review, ete,; services performed unbvecessarily or by unauthorized

personnel.
4. With respect to the problem of inadequate pharmaceutical services in

ECIMs, State agencies have been asked fo work toward clarifying and strength-
ening the activities of pharmacists who offer their services to ECF's on a

contract basis.
5. State agencies have been asked to work toward fostering more involvement

by non-governmental bodies in peer review in hospitals and I8CIVs, ¢.g., hospital
reviews by medicnal and hospital associations,

Mr. Veneasran, When we first came in, we had to make some major
decisions with regard to cosis in both the hospital field and the pro-
viders' field m the medicaid program, the title XIX program, which
had the effect. of reducing costs. The message that the President sent
up on the health erisis, wlich was alluded to in the article, did in fact
point out a very serious problem that exists. I think the committee
staff report. that eame out from this committee also points out the
problem. We are all consistent on the problem that exists and T think
we are all trying to find the solutions. T think just to simply suggest
solutions without really implementing them is somewhat deceptive.

Senator Rmrcorr. Well, what's being done to formulate a health
policy ? Basically, as T look at this, we have a sickness policy in the
United States and not a health policy. When we look at medieare and
medicaid, we look at what we have done in administering, and what
we pay doctors or pay hospitals or pay nursing homes, We take the
present system, whether it works or not, as the basis for discussion.

Now, should we not start worrying about in this plan and cther plans,
about the health of the American people? We have 23 departments
and agencies involved in the health field. 11 is completely fragmented.
You have one assistant. secretary for health, without really much
power or much ability to bring any pressuve or bring any coordina-
tion with these 23 departments or agencies.

Now, I asked Dr. Shannon to comment on the answers T received
from the 23 departments and agencies involved in the fragmented
departments. This is what Dr. Shannon said.

It was his judgment that the health programs of this government
touch on every problem of health care and delivery without dealing
decisively with anyone.

Now, this is the basic problem we have in education, we have in
health, we have in environment and all these programs. Now, what’s
being done today at TEW or in the executive branch to bring together
the 23 departments which recommends the expenditure for 1971 of

$20,602,000,0007
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Mr. VenemaN. I think there has been some action taken, Senator,
with vegard to the partnership for health, with regard to some of the
requirements that we put in, both in TTill-Burton and also that we are
recommending in our health cost effectiveness proposals that I sug-
gested yesterday, that we make Federal payment contingent upon
approval of plans by the planning agencies so that. there is not dupli-
cafton, There are various things that ave being done in the Depart-
meni. The suggestion that we go to a prospective rate for payment to
hospitals—all of these things are efforts to attempt. to alleviate some of
the problems that occur in the total health field.

'I“ho. 23 different agencies and departments that are involved prob-
ably can be expanded even further than that when you stop and
recognize that it is even further fragmented when you get on the
State levels and on the local levels. You are just talking about the
problem that we have here.

Senator Rinrcorr. Federal involvement,

My, Veneyman. T am certainly the first one to suggest, collectively,
again—T do not have the instant answers—that we do have to get
some coordination in this thing and we have to hreak through some
of the traditional barriers that have ex‘sted among some of the con-
stituent. groups in the health field in order to alleviate this problem,
which is not an easy task.

Senator Rinrcorr. Who do you think should have the basic responsi-
bil‘ty over this $20 billion expenditure?

My, Vexearan. I think it should he—does that inelude the Veterans’
Administration? T think that all of us have a basic responsibility,
those of us that have been placed with this public responsibility. T
think it is also in IS, but you have some other departments and
programs that should be coordinated.

Senator Risrcorr. ‘That is the point T make. Wo are spending all
this money and we have no coor(llilmtion. We have duplication, We
are concerned about the overall costs of health services and the effee-
tiveness of health services. And we are not going to get it as long as
we have 23 departments and agencies on the Federal level spending a
total of $20,600 million. "This is what we ave trying to arrive at, now.
I know this is not your responsibility because it has not been set up
to give ITEW the responsibility. But do you think that ITEW or a
Secretary of ITealth or an Under Secretary of Health should have
some responsibility for coordination of all these programs?

Mr. Veneman. Well, T think we assume our shave of the
respons‘bility.

Senator Risrcorr. You assume a share, yet you have no basic
authority?

Mr. Veneman., We have authority to coordinate, which we are
doing.

Senator Risrcorr. Well, what are you doing with all these 232 I
mean, the Department of Defense, Veterans’ Administration, Depart-
ment of ITousing and Urban Development, Department of Agricul-
ture, Agency for International Development, OBO, NASA, Atomic
Energy Comm’ssion, Civil Service Commission, Department of Labor,
Department of State, National Science Foundation, Department of
Commerce—other agencies. I mean what authority, really, are you as
Secretary exercising over any of these agencies?



72

Mr, VenemaN. I am glad you asked that, Senator. T don’t think the
Secretary of HEW can coordinate any of it,

Senator Rinrcorr, That is right. So basically, we have a weakness
here in the whole system that we are tolking about. Is that 1t ¢ '

Mr. Vexearan. Do you want to extend that? We can extend that list
(o the problems that we have inthe health field. We have licensing
problems within the State. There may he a variety of 50. We have con-
stituent groups within the health manpower holds.. We have problems
(rying to bring in paramedicals becanse it is going to offend some-
body who feels that they are infringing upon their jurisdiction. We can
¢o beyond just the departments of the Federal Government,

Senator Rmicorr. But basically, as a Federal Government, all we
can handle really is the Federal problems, There is nothing much we

can do with the State. ‘
Mr. Veneman, We cannot solve the Federal problems until we break

some of these other barriers, Senator.

Senator Rinicorr. But, Mr. Veneman, before talking about. the cities
and the States and the private agencies, we should have the responsi-
bility to put our own house in order first. Or do you not agree?

Mr., Vexeman. I would agree.

Senator Risrcorr, Now, with all due credit to the committee’s staft,
they make the point that they believe that the majority of physicians
provided medically necessary services. Frankly, T am not so sure how
the stafl’ came to this conclusion. Now, it scems to me that the Social
Security Administration should have some data to confirm or deny
the assertion—do you have any data to show that the doctors provided
all the medically necessary services that are performed ?

Mr. Barn. Senator Ribicoft, T interpreted that comment to mean not
that they provided all medical services that were necessary, but that by
and large, of the services that were provided, most of them were medi-
cally necessary.

Senator Risrcorr. That is right.

Mr. Bann. T think that is a very hard judgment to make. The staff
report. also points out that the Government and, veally, the health
institutions of the country as a whole, are not organized at this time to
conduct adequate medical audits and to determine exactly when there
is a need for a medical service and make sure that only such services are
given, I belicve that the staft was probably making an assumption and
one that I would agree with. T would assume that most of the services
that are supplied were needed services, But T do not have the data to
support it and we do not have the kind of medical audit that can really
make sure that this is so.

Senator Risrcorr. Is this not one of the problems, and the high cost
we are experiencing in medicaid and medicare may not be just the
charges alone, but may involve the fact that suppliers of services are
charging for services that are not medically necessary.

Mr, Barr. Senator, I think that is absolutely correct, that probably
the biggest problem in the control of costs as we look down the road,
the biggest problem is to make sure that only services that are needed
at a given level of intensity of carve are the ones that are given.

Senator Ristcorr. All right, now. Basically, what’s the social
security agency doing to make sure that the services that are given
are the services that are necessary and that we are not paying large
sums of money for services that are not necessary?
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Mr. Baur. Welly there are a variety of activities, Senator, that 1
would be glad to mention to you. I would not, right at the beginning,
want to give the impression that taken all together, they are an air-
tight system. But some of the things that are done to move strongly
in this direction—first of all, there are two requirements in the law.
Fivst, you will remember, the physician must certify the medical
necessity for a service. FFor hospital.care he has to certify—it was
originally on the L4th day—that this individual still needed to be in
that institution, then every seventh day thereafter, We have reduced
that first certification to the 12th day. What that does is to be a
reminder to the physician to look at his eage and make sure he could
not move the patient. to a less expensive facility. I think the provision
has merit.

The second device that is in the law is the utilization review com-
mittee, where a physician is subject to the judgment of his peers,
particularly on these long-stay cases, as to whether the individual still
needs to stay in the institution,

Then increasingly, we are in the position, as a result of the data
collecting system to provide institutions and the earriers with com-
parable information about length of stafl in different kinds of diag-
noses so that they have a basis for review and a basis for comparison.
You can say this institution is way out of line, for example.

Senator Risrcorr, But along that line, the recent HIZW audit ageney
report on performance of intermediaries and carriers notes “to all
intents and purposes, the intermediaries had abdieated responsibilities
for overall reviews and management of provides cost reports and
audits.”

That is quite a serious charge you make here against the intermedi-
aries and earriers. What are you going to do about it ?

Mr. Barnn, Senator, that report is, first of all, related to quite a
limited number of intermediaries and cavriers, and secondly, is the
result. of audits that were condueted some time ago. We immediately
moved in when we got that kind of information and arve positive that
the performance of those particular intermediarvies earriers and infer-
mediaries and carriers in general is significantly better in that respect
than it was at the time of the audit,

Senator Rinrcorr, Now, ITEW’s andit ageney has recently eriticized
your permitting hospitals to elect the combination method of pay-
ment, instead of requiring departmental costs. They said this method
permits hospitals to pay for private room and delivery costs, both pro-
hihited types of costs under the statute. GAO estimates that the com-
bination method adds some four percent to hospital payments. Do you
agree with the TTT Waudit and GAQ?

Mr. Barn. No, T do not, Senator. This is a very complicated matter,
if you will indulge my going into it in some depth.

Senator Rmrcorr. By the way, what would 4 percent amount to in
dolars? Tn other words, add some 4 percent to hospital payments. If
the Audit Division of ITIKW and GAO are correct, what would four
percent amount to a year?

Mr. Barr. Thisis hospital payments only ?

Senator Risrcorr. Hospital payments.

Mr. Bavr. $200 million.
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Senator Rinicorr. You see, what we are trying to get at here is
why wo have all these costs, and wo get into all these problems; here
are HEW and GAO saying one thing; you say no, Why is IEW’s
audit agency and GAO wrong and why are you right?

Mr, fi..\m,._It seems (o me, Senator, the problem we are addressing
ourselves to is not how to pay the lmsl)italls of the country the least
amount of money. The problem we are addressing ourselves to is how
to pay them a fair amount of money for the services they are ren-
dering to the medicare patient, 1 can think of other ways you can
sut down $100 million or $200 million, but the result might be that
people under Blue Cross or the private patient would have to pay
even more.

What the statute tells us to do is to make sure that we are paying the
full cost of the care for a medicare patient, but not for the care of any-
one else. Now, in arriving at that—and here is where T will have to ask
your indulgence to take a little time to explain the situation—in de-
ciding upon reimbursement in the hospital area, one can’t expect to go
at it with the degree of precision that would absolutely make certain
that only this part of a nurse’s time and only that part of an ad-
ministrator's time that was directed to medicare was included in the
cost. It is quite clear that you have to arrive under the statute a ap-
proximations that are reasonable in the division of cost hetween modli-
care and nonmedicare patients. Most hospital employees and most
other costs are involved with medicare and nonmedicare patients.
When the program started, we allowed four different. methods of al-
location because there were many hopsitals and other institutions that
were not. set. up on an accounting basis to handle a very sophisticated
division. We have cut those methods down to two.

The issue really is, Senator, whether the degree of precision that
comes from the departmental method, which the GAO and the HEW
audit agency argues ought to be the exclusive method, is now one that
is both fair for all institutions and which the great majority of in-
stitutions that are using the other method would be able immediately
to use.

I would not want to argue that over time, it might not be desirable to
et to a single method. But T would say that with the other actions that
have been taken so far in reducing reimbursement to hospitals, there
is great question in my mind whether it would be fair to them at this
point to require them all to go to the so-called departmental sophisti-

cated method.
The Criateman. Could the chairman interrupt just one moment,

Senator Ribicoff?

I would like to state that T have been discussing fhese matters with
other members of the committee, and it is rather obvious to me as
chairman that these problems are going to require a great deal of
intensive inlerrogation to obtain all the information that we want
for this committee, T have in mind that we should name a special ad
hoe subcommittec to continue this inquiry after each Senator has had
an opportunity to ask the questions he had in mind of the witnesses.

I have in mind, Senator Ribicoff, that you would be asked to serve
on that subcommittee because you have had a great deal of experience
and you have given a lot of study to this medicare problem.
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T would like to ask if I might impose on you for one moment, be-

cause I have to go to the floor and manage the revenue bill that is
ilow over there. I might ask just one or two questions of the witnesses
ere,
There are certain areas where I think a lot of money could be saved.
Well. just to give an example. If you will read the book, “The
(‘itndef”wn book written by a doctor about the medical profession.
He is no longer a doctor. He was practicing when he wrote that book.
He thought there was a whole lot wrong with the medical profession.
Of course, that book was a bestseller for many good reasons.

There is one episode in there where this doctor learned that it

would really set him back in his practice if he told a malingerer that
there was nothing wrong with him and if he didn’t give him a slip
saying he should be excused from work and paid for not working
because he was ill. Of course, we do not have quite that problem,
but T would assume that we have a lot situations where people come
in and call for medical services and hospitalization that is not neces-
sary.
Then there is another episode in that same book where the doctor,
having learned how to make a lot of money practicing medicine,
would give anybody who eame in just some kind of medicine, whether
it helped him or not. I recall one particular point, where he had a
lot. of people in the office and he charged back to his wife, who was
supposed to be mixing a lot of medicines, and said, “Give me a bottle
of that iron medicine for that patient.” She said, “I am sorry, we
are out.” And he said, “Just give me anything.”

You just hand a person a bottle of medicine and that makes him
feel better and you charge him for that.

I asked one doctor friend of mine and he told me that in his opinion
about 30 percent of medicine doctors give to patients is not necessary
at all. He said these patients are going to get well—nature will take
care of all that—but they perhaps fecl better and it might have some
psychological advantage to give them the medicine, even though it is
not really necessary., That seems to me to be a big waste of money,
for us to be paying for a totally unnecessary service, when a fellow
is going to get well anyhow, and probably get well just as soon with-
out the medication as with it.

An anesthetist told me the other day that he is well aware of the
fact that a great number of operations for which he administers the
a.;mst.hesia were totally unnecessary—need not have been performed at
all,
Now, what do we have in this program to stop people from making
money by doing those three things?

Mr. Veneman. I do not know how to legislate it, Senator.

The Cmamaran, Well, I know what the answer is in the VA Fr‘o-
gram. We pay the doctor to be up there in the hospital and look
after the patient. If the doctor thinks there is nothing wrong with
the fellow, he says, “I am sorry, but T just can’t find anything wrong
with him.” T have quarreled with the doctors about that sometimes.
Sometimes I have found them in error. But it seems to me sometimes
it is better to have it that way than to have an incentive to put the fel-
low on the oFerating table and slice hiin open performing an operation

that is totally unnecessary.
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It also seems to me that we ought to have some way—if you can-
not provide a disincentive—at least not to have an incentive for a
fellow to just hand out a bunch of pills and charge us a lot of money
for a call and for a lot of medication when none of it has any thera-
peutic value whatever, Have your people worked out some solutions
to where at least it would not be to a doctor’s advantage to make
money that way or to a hospital’s advantage to make money through
those methods?

Mr. Bawnw. Senator, I believe that this new way of reimbursing in-
stitutions has promise of some help in this area where, if the man-
agement and policymakers in the hospital ean keep down their costs,
in general, they will share a part of the savings of doing that. I think
that has some merit.

But other than that, I would say the approach has been largely
to try to control it rather than provide incentives, and it is my own
personal thought that it might be highly desirable to build into our
new incentive approach to institutions an actual plus for institutions,
for example, to shorten the length of stay. If they could prove that
their length of stay had gone down and that they were working to
control the situation, reducing costs, that maybe you could give them
more than just what the formula would have brought out and that
would help to keep down the length of stay in those institutions. This
is what they are doing in New York. This is one of the things your
sta]llf, T believe, was interested in in the New York experiment as
well.

The Crarrnan. I can recall one time when T went to see Dr. Calver
when he was still the attending physician at the Capitol. T thonght
something was the matter; that perhaps I was getting ready to have
a heart attack, After he looked me over, he said there is not a thin
wrong with you but a little gas on the stomach and probably it woulc
help if you just took a deep breath, Now, he had no incentive at all
to encourage me to think that there was something the matter with
me. So I went on my way without any medication. 1 think he might
have given me a little baking soda or something to take at that
hoint,

! Now, I would hope that we would at least not just fritter away
fantastic amounts of money for those kinds of things.

For example; here is a statement by Dr. Edwin I.. Crosby, M.D.,
head of the American Hospital Association. He said: “Personally, I
don’t think utilization review has ever worked.”

It would seem to me that we ought to have some sort of a program
somewhere for people to pass on how long these people ought to be
in the hospital, and somebody who would not make any money, who
would at least have an incentive to get them out of the hospital
instead of keeping them in, )

Mr. VeNemaN. Senator, when we talk about those things, we are
really talking about utilization review. Let’s face the basic fact of
life: that to qualify for either one of the programs, it is a decision
that is made by a physician. To go to a facility, it is a decision made
by a physician. How long you stay in the facility is a decision that is
made by the medical grotip. Whether or not you get drugs is a decision
made by the medical profession. ' '
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Are we, as administrators, or you as legislators, going to overrule
that? 1 think you have to have some kind of utilization review by
someone in that particular peer group.

Now, whether or not it will work, I think what we really need is
some good faith in the profession among people in this country.

The Cnamyan, There are certain groups, Mr, Secretary, who get
together; one of them being perhaps a surgeon, another a general
practitioner, another a specialist in one category or another, enough
doctors to operate a clinic and provide necessary services. These
fellows may just look after the health of all the )eolplc working in
a single large plant—perhaps their wives and chilldren, too. The
have no incentive at alll to provide or prescribe a lot. of drugs which
are of no therapeutic value or to be keeping patients in hospital beds
when they no longer need hospital eare—things of that sort. Now,
approaches like that have been known to work to provide low-cost
medical care. I am just trying to consider how we might have some
incentives to keep the costs down rather than run them up.

Mr., Veneman. I think it has been done and we have had some
experiments that have done if. I alluded to one of the programs in
Californin. We have also seen costs reduced by going to the group
practice concept, which is the Kaiser Foundation. [ am more familiar
with the California program. These are incentives that T think you
are directing yourself toward. You still, you know, you get the basic
factor there and you have to have confidence and faith in the medical
profession to even make those work.

Senator Risrcorr. Will yvou yield for a second?

Is the administration ready to take on the AMA on prepayment and
preventive medicine and group practice and the Kaiser system? I
think we are getting down to it.

Mr. Veneman. T don’t think we are in conflict.

Senator Rinicorr. I didn’t agree with the chairman yesterday when
he said it is up to you to take on the AMA and the doctors; I think
it is as much our responsibility. But if the administration truckles
with the AMA as it did on Dr. Knowles, one of the most able men
in the country, to bring—and you truckle to the AMA, you will never
solve this problem, because the problem is a lot bizger than the chedp
costs.

Mr. Veneman. T will not concede this was trackling to the AMA.

Senator Risicorr. T think it did in the Knowles' appointment.

The Cramraan, I would like to corrvect the record on that state-
ment. I made yesterday. I did not make it to evade responsibility. I
think we will take on whoever we have to take on to cut a $200 bil?,ion
prospective tax increase,

Mr. Veneman, Let me say T do not think we are in that posture
with the medical profession, whether it is the organized AMA or any
other organization of the medical profession. I think the AMA itself
suggested there had to be alternatives, In its convention in New York,
I think they made the suggestion that we use the public dollar for
some kind of prepaid insurance for the low-income groups. So I do
not think there would be a confrontation, so to speak.

The Crratoran. 1 want. to thank the Senator and T have to excuse
myself to look after that revenuie bill we have on the floor right now. 1
would urge you to continue.

Thank you.

42-122 0—T70-—pt. 1——8
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Senator Risrcorr, We are committed to medicare and medicaid, and
there is not a Senator who wants to eliminate social security, no matter
how he felt before it was adopted, nobody is going to ndvocate today
that it be repealed. Now the problem is how are we going to make it
work ? How are we going to make it work to bring better health care
to the people of this country at a cost that won’t hreak the taxpayer
and won’t break the trust fund? This is the question we are trying
to address ourselves to.

Bob, when I was interrupted by the chairman, you started to com-
ment on the so-called combination method. The audit report out of
HEW isdated April 5 and it contains thisline:

Most importantly, the combination method permits a hospital to be reim-
bursed for costs applicable to private room and accommodations and to delivery
rooms. Each of these types of costs appears to be specifieally exeluded from
reasonable costs as defined in the medicare law.

It goes on to point out that to take your formula, your system, into
a large hospital could add to the costs of medicare that medicare pays
out to the hospital about a million a year. You estimate $200 million a
year overall. Tf there are these loopholes in your reimbursement for-
mulas you can sense the trouble that Bob Myers, your actuary, is in,
trying to estimate the costs. My feeling is when Mr, Myers first sat
down when we were formulating medicare and working on your actu-
arial programs, you figured everybody was going to be honest. Now
we find ourselves that everybody is dishonest all the way down the
line in the whole medicare program. I do not mean every individual,
every hospital, every carrier, but basically, we find a situation that
has developed that everybody has their hand in that bag to get as much
as they can from the trust fund.

Now, what are we going to do to make sure that we do not throw
away the money on regulations that are not proper. Whom do you go
by, Mr. Veneman ? Social Security or the Office of Assistant. Secretary,

Jomptroller?

Now, here is an audit report of February 5 on HEW which says the
socinl security system is wrong. And Bob Ball comes in and says they
are right. Who do you take when you have a conflict like this?

Mr. Veneaan. The audit is done independently, Senator, as I am
sure you are aware. When the audit report is filed, copies are sent to
the Secretary and to the Commissioner. They in turn take it under
advisement; point by point, and T think that is a stage that they are
in at this present time on this present andit report.

Now, recommendations hy Mr. Mallen, the auditor, are subject to
discussion and deliberation also, to determine who is right.

Senator Risicorr. In other words, is it possible that when social se-
curity does not agree with the audit, you have a situation where the
Secretary makes the decision who is right ¢

Mr. VenEmaN. That is right '

Those are the tough ones.

Mr, Barn. We are at the stage now where we have made comments
on this disagreeing with it.

Just as a factual matter, could T clear up this $200 million? You
asked me what 4 percent of hospital costs would be and that is the
answer. The General Accounting Office said it would be 4 percent. We
did not agree with that. It is not based on scientific ssmpling, this is
their guess as to what it would be.
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Senator Risicorr. I would say this, as I watched this develop, if I
may have the attention of the Senator from Delaware for a second,
because I think in a previous discussion he and I have talked about the
necessity of having an independent inspector general in HHIZW to over-
seo the administration of tflis entire program. And furthermore, it is
my feeling that the GAQ, which is the arm of the Congress, and we
are in the process in my subcommittee of enlarging the funetion and
authority of (1 AQO, has a very big role to play to make sure that Con-
gress has the responsibility not to let this go out of hand and to see
that GAQO also has a definite role to play to ride herd on these pro-
grams. And Twould hope that the Senator from Delaware and myself,
whatever amendments that we formulate in medicare and medicaid
will have an independent inspector general at FIISW to oversee medi-
eare and medicaid.

Senator Wirniams. If the Senator will yicld, T would say T concur
completely on that point and we are going to try to do it.

Senator Ristcorr. May T say that the GAO estimate of 4 percent
is not a guess but based on samplings they have made in various
hospitals about the country.

Mr. Bann, I do not dispute that. They were in hospitals about
the country, Senator. I am sorry, but T would dispute t}mt this was

a sample that you could project to the universe on a scientific basis.

In any event, T do not think the main point that you were ques-
tioning about was related to this particular estimate. I think it was
raising the question of whether hospitals should continue to have
the opportunity to be reimbursed on this combination method.
I was about to explain first what the two methods are that hospitals
are now allowed to have. First, there is the so-called departmental
method which the anditors believe should become the only one. But
the departmental method is also an approximation. We cannot

uarantee that there will not be costs in that that should not be
i there. Under the departmental method you take every revenue-
producing department of a hospital—X-ray, laboratory, routine nurs-
ing, and general board and room, and so on—each revenue-produc-
ing department. You distribute to those revenue-producing depart-
ments overhead, administrative costs in proportionate sharves, build-
ing, depreciation, and so on, so you get the cost of operating that
revenue-producing department on an accounting basis. Then what
the method does is to say that the medicare share of those costs are
the ratio of the charges to the medicare patient to the charges to
all patients. This uses the charge structure of the hospital. The ratio
of the charge to medicare patients to the charges {!m' all patients
produces a fraction department by department which when applied
to the allowed costs incurred determines the medicare share.,

Now, the combination method thiat is being objected to is a
rougher approach, but not necessarily, in my opinion, one which, in
any given situation, would be always more or less accurate, than the
department method even though rough. In the combination methad
you take all of the routine costs, room and board and nursing, and
you put them together. You take the average of these costs per day
for all patients and use that average to estimate the medicare sha:
Then you lump all the costs of the ancillary services together and
apply to them the proportion of medicare charges to all patient
charges for ancillary services. As you can see, much less accounting
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is required; it is a much simpler system because of this grouping.

And it is true, there are pluses and minuses in this, because you
have all ancillary services in it. You would have elements in the base
to which you apply your fraction that you would not directly want
to reimburse.

Senator Risrcorr, How do you handle a situation that is prevulent
among many hospitals that if the hospital is filled and their patient
population is high for a certain operation, they will allow their
patients to stay for 5 days. But if the hospital occupancy is down
low, they will keep that patient 7 or 8 days. Now, now ao you find
that out?

Mr. Barn. There ave only three devices we have for that and I
already meritioned two of them. One is the physician certification,
which is at least a reminder to him to check this case and find out
whether or not he could remove the patient. The utilization review
committee is the major innovation in the medicare program, Senator,
that you will remember was put into the {)rogram for this purpose
and was a pretty new thing. A few hospitals had tried it more or less
experimentally. This is now a requirement, that you have an organized
medical group in the hospital that reviews the long-term stay cases of
the patients—not their own patients, but others. Now, they also have
to review, Senator, not just the long-term, but the whole utilizaion
pattern in the hospital.

Senator Rmsreorr. But it is broken down. The doctors play with the
hospitals, the hospitals play with the doctor. It is a pretty closed-in
group. When you are dealing with a hospital staff and the hospital
administrator, you have an in group there who are taking care of
themselves. Now, this has been indicated by the stafl report, which has
indicated some abuses that if this were working or they were per-
forming their proper function would not take place. Yet it hags taken
place.

Mr. Barn, Senator, 1 do not agree. This is so difficult an area that
you are going to have to use a variety of devices and we ought not to
give up on anything that does work partly. The utilization review
committee, in the major hospitals, at least, has made a good contribu-
tion. I do not agree with Dr. Crosby—if that is an actual quotation
that was read into the record earlier. They are by no meang a failure,
and on the other hand, by no means the whole answer.

One very good thing that T think is going to be a real aid in this
area is what I would eall statistical monitoring. Out of medicare, like
you have never had in any insurance program before, we are collecting
data by diagnosis, by length of stay, hospital by hospital, that can be
used by the carriers in their review to say to the hospital, you are way
out of line. And that is just getting underway, we are just getting in
the position now to do it. That is the third thing, '

Senator Risicorr. OQut of consideration for my colleagues, 1 will
suspend. When they are through, T will have sone more questions. I
want to apologize for taking so much time of the committee. But, Mr.
Chairman, after Senator Jordan and Senator Byrd make inquiry,
T would like to have another opportunity. )

The Criatraran. I appreciate the Senator’s problems. The quiestions
he is asking are fine questions.

Senator Jordan.
Senator Jornan. Mr. Secretary, I think in your statement yesterday,

you said medicare and medicaid had been superimposed upon a health
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system that was already pretty well taxed. Suddenly, in 1966, we have
made services available to 20 million additional people, of whom 12
million have availed themselves of the services. That. in itself would
put a present pressure on all services to escalate their prices, would
it not ?

Mr. Veneaan. Well, Senator, I think 1 made reference yeterday in
the numbers to 20 million people that were covered under medicare
and 12 million that were covered under title 19 the medicaid program.
Those would not necessarily be all new cases. Many of those that were
already covered, were being provided health care, either through the
county hospital or——

Senator Jorpan. Many of them were?

Mr. Veneman. Right. -

Senator JornaN. What percent of them would, would you think?

Mr. Veneman., Mr, Ball, how much did the caseload increase when
medicare went into effect ?

Mr. Barn, About 20 percent of total patient-days among the aged.

Senator Jorpan. Many of those indigents were already receiving
hospital care?

Mr. Veneman, Right. )
I speak to the other part of your summary, Ser-ator, we did enact

these programs and impose them upon the existing health system that
was in this country, We made some modifications, because our public
hospitals or county hospitals, instead of institutions that took care of
the needy for nothing, suddenly became reimbursed for it.

Senator Jornan. Yes.

I think in your statement or someone’s statement, the point was
made that the government at all levels—Federal, State, and local—now
purchase 37 percent of all health care services and over 50 percent of

the hospital care,

Mr, Veneman, That is right.

Senator Jornan. Yet it is still essentinlly a private health system in
this country,

Mpr. VeneEman, For the most part, it is a private health system.

Senator Jorpan. Have any studies been made as to the deficiencies
that exist in health care systems as to doctors needed, trained nurses

needed, hospital facilities needed ?

Mr. VeneEmaN. Yes.

There have been many studies on that. T think the figure, the pro-
jected need for physicians in 1975—1 believe it was changed—is some-
thing like 50,000 additional physicians. I do not have the time frame,
but——

Senator Joxoan. Will you get that for us? In manpower need for
additional doctors that are needed, for additional trained nurses that
are needed, then for capital expenditures that are needed, for hos-
pitals, and for nursing,

Mr. VeneEman, We have all that material. Those are all figures that
are available, Senator,

Senator Jorpan. T wish you would.

Mr. Venewan. Let me point out a problem. Tt is not only the need
for numbers,

Mrs. Hanft can et it. She wiil have it for the record.

Senator Jornan. Supply it for the record, please.
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(The information was received and appears as Appendix A,
p. 1563.)

My, Vexeman, Tet me point out a problem, it is not only numbers,
it is a need for distribution. I think Senator Ribicofl touched upon a
signifieant point. We can put all the dollars in the world into more
money for facilities, but if they are not going into the right places,
they are really not going to aflect the health system of this country.
A constructed hospital room is for the most part a filled hospital room.
We might as well tace that.

Senator Jorban. What program has the administration for sug-
gesting ways (o fill the requirements, the deficiencies in doctors,
nurses, facilities, and to give it proper distribution? Are there any in-
centive plans? :

Mr. Veneman. Right,

In most of the programs we have proposed, we have called for

approval by regional mediecal councils before a facility is constructed
and before Federal participation is available, This is one of the—-I
think it is in one of the bills that we have proposed now for payment
under medieare, that the facility would have to be a‘pprnved by the
regional planning council. That is it can’t be out of conformity-—which
is saying it the other way—if a planning decision has been made.

Senator Jorban. Yes.

Mr. Veneman. But as far as the manpower needs, of course, we
have (ried to increase the output of any existing institutions, We
anticipate, we hope there will be at least 8,000 medical students
admitted.

Senator Jornan. Will this call for construction of more medical hos-
vitals, the whole proposition of purchasing new equipment and acquir-
ing additional training facilities for more doctors and nurses before
we finally meet this need?

Mr. VENEMAN. Yes.

Mrs. Hanft is referring specifieally to the reduction in Hill-Burton.
But T think as far as the facilities and the construction of training
centers is concerned, those are all projected as priority items within
the budget.

You see, what we are trying to do in the Iill-Burton funds again
is in the original bill that was proposed—1I think it is now before a
committee here in the Senate—was to suggest that we go to a guar-
anteed loan program for acute bed facilities and that we use the
grant powers, the grant funds for outpatient facilities and extended
care facilities, so that we are really putting the dollars in the lower
cost facilities.

You know, I think this is the direction we have to go.

Senator Jornan. Yes; we met with some Governors this morning.
One of them raised the point that frequently a patient is assigned to a
hospital bed for $50 a day when he might be just as well off in a
nursing home.

Mr. Veneman. If it were available.

Senator Jornpan. And thisis one point they made.

So much for the facility end of it. What are we doing with respect
to scholarships for personnel, for professional people ?

Mr. Veneaan. I will have to submit that, Senator.

Senator Jorvan. Supply it for the record, please.

(The information requested follows:)
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HeAurnm MANPOWER

To carry out, to the exrtent not otherwise provided, scetions, 301, 306, 309, 311,
title VIT, and tile VIIT of the Public Health Scrvdee Aet, $242,234,000: Provided,
That no institutional grants shall be made to schools of veterinary medicine
undey sectton 771 of sald Aet,

Loans, grants, and pagments for the neet sueeeeding fiscal year: For making,
after March 31 of the cwrrvent fiscal pear, loans, granls wwd payments unider
seetion 306, parts C, 1, and (f of title VI, and parts B and D of title VIIT of the
Publio Health Serviee Acet for the first quarter of the nert succeeding flseal
pear, sueh sums as mayhe necessary, and obligations ineurred and crependitures
made hereunder shall be charged to the appropriation for that purpose for such
fiscal year: Provided, That such payments pursuant to this paragraph may not
eaceed 50 per centum of the amounts authorized in section 306, parts ¢ and G
of title V1T and part B of title VIII for these purposes for the nert suceeeding
fiscal year, (Additional authorizing legistation to he proposed.)

Nork.—The regular appropriation for this nccount for 1970 had not been enaeted at the

time this budget was printed. A temporary continuing approprintion is in effect for the
period from July 1 to January 30. A current estimate of the amount of the annual budget

authority required ts shown in the hudget schedules,

PROGRAM AND FINANCING
(IN THOUSANDS OF DOLLARS)

I 1969 actuar 1970 estimate 1971 ostimate

Program by activities:

1. Institutional support:
a; Medical, dental, and related P, 56, 288 101, 400 113,650
b) Nursing....... .. ... 5,657 7,000 11,000
c) Public health. ... .. .. .. 8,429 9,471 9,071
d) Allied health professions. ... ... ... _.._......... 8,598 10,988 14, 245
2. Student assistance:
(a; Tralneeships. . .. ... .. . ... ... .. ... 19, 381 30,927 23,220
b) Scholarships and opportunity grants._.._._.._.._... . 20,071 34, 857 37,000
C) Loans. .. . e e 30,602 22,4713 21,610
3, Manpower requirements and utilization:
(@) Grants. . .. ... i i ans 3,895 4,082 4,082
(b) Directoperations. .. ...... .. ... ..o 9, 046 11,003 12,508
4. Program direction andtmanagement services.. . ... _....... 1,297 1,668 1,798
Total program costs, funded *.. ... ... ... ... ... .. ..... 163, 263 232,969 248,184
Change in selected resources?. ... ... . . . ... .............. 23,820 ...
Total obligations. .. .. ... . .. e e 186, 683 232,969 248,184
Financing:
Unobligated balance available, start of year. . __.__. I —158 -11,421 ___.
Unobligated balance available, end of year. .. . 1L 0
Unobligated balance lapsing_ ... . ... _...._. - 376 25
Appropriation available from subsequent year —61,923 ~11,160 ~17,110
Appropriation available in prioryear_ . ... . ... .. ...._....._. 32,745 61,923 71,160
Budget authorily . .. .. . i 169,643 212,336 242,234
Budge! autharity:
Appropriation. . . .. ieaan 172,176 218, 021 242,234
Transferred to otheraccounts.. ... . ... ... . ... ...... -2,533 —6,581 ... .
Transferred from other accounts. .. .. ..o e . 896 ........ ...
Appropriation (adjusted)... ... . ... 169, 643 212,336 242,234
Relation of obligations to outlays:
Obligations incurred, net 186, 683 232,969 248,184
Obligated balance, start of year 107, 047 178, 551 265,989
Obligated balance, end of year.. ... ... ...._.. 178, 551 ~265, 989 —305,173
Adjustments in expired accounts.... ... ... ... ... =666 e e e
114,512 145, 531 209, 000

OURIAYS . e e e e s
includes capital outlay as lollows: 1969, $25,000; 1970, 343,000' 1971, $55,000,
2Selected resources as of June 30 are as follows: Unpaid undellveres orders, 1968, $27,064,000; 1969, $3,644,000;
1970, $3,644,000; 1971, $3,644,000, NOTES

Includes $896,000 in 1971 for activities previously financed from:

1969 1970
National Library of Mediclng, NUH.. - o oo $10 $10
Office of the Director, NIH. e et aég 8% g

Research Resources, NIH ... ..o e

Excludes $137,000 in 1971 for activilies transferred to 'Departmental management: Office of the Director, NIH, ‘and
*‘Office of the Administrator, HSMHA,'* 1969, $90,000; 1970, $129,000. 8 ‘



84

Institutional support.—The principal agents of thig activity are grant pro-
grioms direeted toward enhanelng the edueationnl experience of students entering
the henlth and allfed health professions resulting ultimately in better health serv-
fee to the Natlon, Schools use these funds to support and enlarge faculty staffs,
oxpand Hbrary holdings, modify existing and add new curricnfums, modernize
teaehing lnboratories, and purchase educantional alds nnd equipment. A substantial
inerease s requested in 1971 for these netivities, of which $5 milHon is for the
Physletnn Augmentation Program luftinted in 1970, 'The =upport for nursing
sehools and other agencled in 1971 s for project grants provided in the Health

Maunpower Act of 1908,
Number of institutions recoiving basie support and mprovemeoent, funds:

1969 as |ua| 1970 eslimate 1971 eshmale

Medical. . . . L e 107 107 109
Dental . . e e 51 52 53
NUISING. . e e 479 130 187
Public Health . . . . e 15 16 17
Pharmacy. . O 70 74
Veterinary medicine. . 18
Other health reiated 15 16 17

258 308 330

Allied health_ . e e e e e an e

Number of persons trained :
Improving the utilization of Hmited resoureces of health professiongls requires

appraisal of the various types of personnel needed and the fdentification of new
catogories of allied heulth professionals and technielans for more effective team
practice. In 1971, alded health new methods grants will support an additional
44 projects for a total of GO projects to develop curriculums to produce personnel

requiring newly identified skills.

2. Ntudent  assistance-—~Student  assistance is of two kinds: graduate and
specinlized, comprising tralneeships and research fellowships: and undergradu-
ate, comprising scholarships and student loans. Research fellowships support
candidates at the predoctoral and postdoctoral levels for research trafning in
special flelds related to studies for improving nursing carve. ‘I'raineeships support
the graduate and specinlized preparation of teachers needed to expand and
improve curriculum offerings, and the advanced training needed by supervisors,
administeators, and other specinlists in nursing, public health, and the allied
health professions, Allfed health short-term training will be provided for the first

time in 1971, to an estimated 2,000 persons,

1969 actual 1970 estimate 1971 estimate

Nmsm{; lellowsMps ............................................... 140 140 140
Nuise raineesm? ................................................ 4, 500 4,500 4,500
Public health traineeships. . ... . .. 6, 2#4 7 250 6,920

400 400 2,660

Allied health traineeships. .. .. .. .o ..

Nursing and health professions scholarships enable deserving students from
low-income families to pursue their edueation. Students of vetorinary medicine
beeame eligible for scholarships for the first time in 1970, Schools make scholar-
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ship awards to students who, in the judgment of the school, have an exceptional
financial need. The student lonn programs for the health professions, including
nurses, are :1so designed to help provide an adequate supply of health man-
power and to assure that the needed supply of health professions and nursing
nmanpower i drawn from the most capable Individuals, but particularly to
assure that students from low-income facitles can enroll for health professions
training, The 1971 prograin, as did the program in 1970, concentrates on making
these loans to students from lower incoine families, Loans from the revolving

funds are not planned for 1971,
Number of reciplents (Inehiding student loan revolving fund recipients) :

1969 actual 1970 ¢stimate 1971 estimate

Scholarships:
Medical...__._... e e e e e = 6,582 8, 556 8,071
DBMMAL. e e e an 3,135 3,694 3,402
NUESING .o e 12,370 13,319 17, 000
Other health related. .. ... . . . 4,435 5,898 6,193
Student loans:
Medical...._ 13, 858 7,405 5,478
Dental. . _. , 375 2,910 2,163
Nursing...._..._ B, 27,000 17,544 13,728
Other health related 4,712 3,740 2,861

Pursuant to authority contained in the appropriation language, under certain
conditiong sums may be obligated for student assistance programs in advance
of their being appropriated in order to facilitate the enrollment of students in
health profession and related schools, The timing of these obligations, which is
reflocted in the schedules, does not affeet the actual training of the students
which is by academic year as shown in the two preceding tables. Increases in
appropriations for allied health traineeships and for nurse scholarships are
requestoed,

3. Manpower requirements and utilization,——(a) Grants.—Research grants
support studies In the areas of physician methods and technlques, continning
physician edueation, effective use of health manpower, nursing care, and methods
to deliver nursing care to patients. Research training grants enable institutions to
establish training programs in fields where there is unusual demand for research-
ors having skills in nursing specintities and in the field of educational research.

(h) Dircet operations.—Iunds are provided for programs to assess roquire-
ments, availability, and quality of health discipline eduecation; provide pro-
fessional guldance and leadership to meet the goals of nursing care by means of
research, consultation, application of reseavch findings and administration of
grants; develop, administer, and support grant and operational programs to
increase the supply and improve the edueation, utilization, and effectiveness
of manpower in the health occupations; for servieing training and construction
grants, student loans, scholarships, and operational programs for training of
personnel. ‘Phe budget for 1971 includes incereases for services and technieal
assistance reliated to expanded grant programs continuing edueation and other
physician manpower programs; nurse recruitment and refresher training con.
tracts; and initiation of a program to encourage refurning veterans to enter
the health tleld.

4. Program direction and management scrvices~—The Burecau of Health Pro-
fessions Education and Manpower Training provides a national focus for health
manpower activities, The Bureau guides and supports health manpower pro-
grams, designs proposals to meet needs for new or revised health manpower
programs, coordinates research and program reporting activities, and provides
technical guldance and coordinstion to Bureau activities,
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OBJECT CLASSIFICATION (IN THOUSANDS OF DOLLARS)
1969 actual 1970 estimate 1971 estimate

Personnel compensation:
Permanent positions—clvillan. .. ... ... L 5113 6,304 6,576
Positions other than permanent.. ... ... .. . ................. 135 397 397
Other personnel compensation.. ..............cooiiiiiiiiina.. 32 56 51
Total personnel compensation............. ... .............. 5,280 6,757 7,030
Personnel benefits: Clvitian employees... ........................... 485 63 647
Travel and transrortallon Of POISONS.....ovoeieeaee e ceieians 503 567 592
Transportation of things...... et e eeieeans 16 32 34
Rent, communications, and ulilities..... .. e 258 266 282
Printing and reproduction. .. .... e 138 162
Other services.. .......... . 4,540 4,137 5, 404
Supplies and materials.. .. . 84 47
Equipment........... e e 61 43 51
fnvestments and 08NS ... ... ... .. e i 31,002 25,413 24,610
Grants, subsidies, and contributions. .. ... ... ... ... ... ... ... 144, 316 194, 825 209, 268
Total obligations....... ... ... ... ... ... .. el 186, 683 232,969 248,184
PERSONNEL SUMMARY
Total number of permanent positions..._.__............... ...... .. 449 498 s17
Full-time equivalent of other positions .. .. 17 49 49
Average number of all employees. . .. 440 631 546
Average GS grade.. _............. . 8.2 8.3 8.4
Average GS salary. ... .. ... ... .. ... $10, 089 $11,315 $11, 503
Average salary of ungraded positions...._.. s $7,972 $8, 481 $8,567

DeENTAL HEALTH

To carry ount, lo the ertent not otherwise provided, sections 301 and 311 of the
Public Health Service Act, and for training grants under scction 422 of the Act,

$10,954,000.

Nore.—The regular appropriation for this account for 1970 had not been enacted at the
time this budget was printed. A temporary continuing appropriation is in effect for the
perlod from July 1 to January 30, A current estimate of the amount of the annual budget

authority required is shown in the budget schedules,

PROGRAM AND FINANCING (IN THOUSANDS OF DOLLARS)

1969 actual 1970 estimate 1971 estimate

Program by activities:

1. Grants:
ag Research.......... .. .. .. .............. [ 651 1,259 1,259
b) Fellowships. .. 63 150 150
c) Training.._............... | 4,301 4,301
2. Directoperations_ ... . .. .. ... ..., 2,808 5 114 5, 244
Total program costs, funded V. ... ... .. .. ... ...... ... 3,523 10, 824 10,954
Change in selected resources?... ... ... ... .. ... ...o....... 5,266 .. ... ieeaeann.
Total obligations. .. ... ... .. ... e 8,789 10,824 10,954
Financing: Unobligated balance lapsing...... I, 1,435 63 ...
10, 224 10, 887 10, 954

Budget authority (appropriation) .. ... ... .. ... .. ...

1Includes capital outlay as follows: 1963, $24,000; 1970, $23,000; 1971, $23,000.
3 Salected resources as of June 30 are as follows : Unpaid undelivered orders, 1968, 0; 1969, $5,266,000; 1970, $5,266,000;

1971, $5,266,000.
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Senator Jornan. Mr. Secretary, you have said in your statement:

We have made tremendous strides in the search for more definitive medieal
procedures, but we have not yet succeeded in evoiving an efficlent and equal sys-
tem for the delivery of useable knowledge to those who can benefit from ifs

applications,

It seems to me that our own staff pointed up what is essentially
wrong witl it when they snid that under present Inw, the institutional
suppliers of covered health services under medicare and medicaid in
Inrge part, also, are paid whatever it costs them to provide the services
and physicians billed under medicare are ossent‘inh y paid ac random.
Now, we get tremendous cost overruns in defense procurement, Cost
overruns in medicare and medicaid have topped all defense costs.
Would you not suspect that these ave the um‘erlying canse: No. 1,
the shortage of existing personnel and facilities, and No. 2, the pay-
ment of costs at about whatever they say the bill ought to be?

Mr. Vexeman. Well, physicians are paid on the basis of usual and
customary—reasonable fees—in medicare. But we have also, in the
medicaid program, as T have indicated earlier today in testimony, we
have put a limitation on it, last year, at the January 1969 level and
at the 75th percentile, which is the proposal we recommended in the
testimony yesterday as it relates to medieare.

Senator Joroan. Yes.

Mr. Veneaan. Now, also, in order to try to attack that particular
problem, we have made fthe recommendation for prospective rate
setting for facility care.

Now, presently, the physician bills that have come into the car-
riers—they are not just paid, you know. It is not a carte blanche op-
eration. About 30 percent of the claims involving physician bills that
come in that are submitted are rejected: I mean reduced in at least
one item.

Senator Jornan. As being too high?

Mr. Vexesman. Being too high, correet. So the carvier does serve its
funetion of monitoring the charges that are made by the providers
of services.

Senator Jorvan. ITow many hospital bills have been refused for
heing too high?

Mr. Venesan. T will let Mr. Ball speak to that. Tt is a cost reim-
bursement. program.

Mr. Barr, We do not pay the bill that is submitted, Senator Jordan,
In the hospital service program as T was discussing with Senator
Ribicoff, there are alternative measures for finding out what the cos(s
of supplying the services are and then those are paid. Now, there are
items of service that are rejected as not being covered by the program,
such as an operation that is entirely for cosmetic purposes or a luxury
item like a telephone in a room, something of that kind. That would
be rejected as not covered. But what we are after is to determine the
cost of service.

Senator Jorvan. It secems to me that breaks itself down into two
general fields, one having to do with the physical properties and oper-
ation of the plant and so on, with which all of us are familiar in other
lines of business, and the other liaving to do with professional jidg-
ment of a doctor as to what is required. In the one area, I think we
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can make great improvement, but I doubt if we could ever legislate
what a doctor should preseribe when he diagnoses the ills of a patient.

Mr. Venesan, That is a difficult avea.

Senator Jornan, That is a tough one, isn’t it? And that is the one
with which we are most. concerned.

Mr, Venenmawn, Tt is very difficult to write into law and T do not
know how it can be done. T did serve as chairman of a study group
studying the title XINX question hefore I eame hack here, and this is
essentially the problem the committee is listening to now. How do
you write into law how many days a person should stay in the hos-
pital? That has to be a medical judgment, Or what condition he is in?
That has to be a medical judgment and we have to grapple with it.
You have to depend on the judgment of people that are professionals in
that particular area. That is why the utilization review, I think, is an
essential element,

Senator Jornan. Our staff in their studies have found in many in-
stances that medicare patients and medicaid patients have a much
longer stay in hospitals for the same ailment than their private pa-
tients, ITow do you get af that kind of thing?

Mr. Vextaran. T have not seen it.

Mr, Bavnn, Senator Jordan, T am not familine with their making a
finding like that, medicare encompasses, really, the entire aged popu-
lation, They do have much longer stays than younger people. They
average up around 13 days as compared with an average stay for a
younger person of perhaps 7 days, But that is the nature of the ail-
men{ and theage factor: that hasalwayvs been true,

Senator Jorpax, Arve you testifying now that to your knowledge,
there is no difference in the time spent by people under medicare or
medicaid and people who pay their own bills of the same age category?

Mr, Barn, That is correet, Senator, T am talking about medicare
experience, T have not studied medieaid. But before medicare, the
average stay before it went into effeet for people 65 or over as far as
we can determine i< about the same as today.

Senator Anprrsox. And T think you had better check your answer
carefully, beeause the stafl hns a different viewpoint, T believe.

Mr. Vixeyan. Does the stafl also go into the question of medicaid
patients?

Senator Winniams. Yes,

Mr, Venesmax. Does 1 maternity patient under a public program
stay longer in the hospital than one under private care? Do you have
evidenee of that ?

Senator Wintiams, Could be. But if the Senator will yield, another
point I am interested in is this question of material care under the
medicaid program; surely you know what the medicaid program has
heen doing, too, don't you? Tas that not been ealled to your attention,
too?
Mr. Bann, Senator, T have not been studying the length of stay
experience under medicaid. To tell you the truth, I have enough to do
with the cash benefit, social security, and the medicare programs, which
are my responsibility.

Senator Wirtiams. That is true. T-do not want to interfere.
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Mr. Veneaman. Senator, T think that would depend upon the State.
'The medicaid program is really 50 programs, 48, 1 guess. T'wo States
still are not in. |

Senator Wirriams, That is true, but one of the problems that gave
us so much concern when we first got into this was the lack of com-
munication between the administrators of medicare and medieaid.
Apparently, they were not conversing, not on a mlkin% basis. T hope
you have developed your relationship so you can at least associnte
with each other and each ean find out what. the other is doing,

Mr. Vexeman, They are communieating through me, Senator.

Senator Jornax, Mr. Secretary, yesterday you said, and I read from
your statement, in the 4 years since these programs started, we
have learned rather traumatically that the ability to finance care does
not. guarantee the availability, adequacy, or reasonable cost of care;
that the health system has severe problems in the supply and distribu-
tion of facilities, manpower, and services, and in the organization and
delivery of these services, and that the payment and benefit structures,
both public and private, placed barriers against efficiency, economy,
and productivity.

What barriers were you talking about ? It is on page 137

Mr. Venxexan. One of the barriers that we have as far as some of
the programs are concerned is that in many cases, because of the type
of payment system that we have, it lends itself to higher cost institu-
tional care versus preventive care where payment will be made in a
facility as opposed to the doctor’s office call. There are a variety of
things depending upon the locality and upon the availability of the
facilities and the type of services that are available that reduce the
effectiveness of health services.

Senator Jorpan. Are there any aveas of removing those harriers or
improving the system that call for legislation as against regulation,
the ability to do 1t administratively?

Mr. Venesman. T think so. T think again, we are going to have to
have legislation as far ag the reimbursement formulas are concerned,
rospective versus retroactive, reimbursement. T think we probably
mve to have--- T don't know if we need legislation for it, but we have
to expand, T think, some of the demonstration programs, some of the
experimental programs, prepayment and new programs, to try to
alleviate some of these harriers. You arve dealing with literally thou-
sands of providers individually, '

. Senator Jorpax. Some of these fees ean he determined prospectively
11191(‘7:\(1 of retroactively and that is the direction you are moving in
now ?

Mr. VeNeymax. For the facilities, That is where it ¢an be done.

Senator Jornan. Thank you.

Thank you, Mr. Chairman.

Serator ANpersoN. Senator Byrd.

Senator Byrp, Thank you, Mr. Chairman.

. Mr. Veneman, T have always felt that a company, to be a progres-
sive company, needed to be financially sourid and I feel the same way
about. government, that in the long run, the Government, if it is going
to bo progressive, must be financially sound and that applies to the
programs it has, Tf we have these programs we want. them to suceceed.



90
ho need health care and I am

I am concerned about the citizens w ‘
say that the medi-

concerned about the taxpayers. Now, is it accurate to
eare and medicaid programs are bankrupt?

Mr. Veneman. No.

Senator Byrn. That is not correct?

Mr. Veneyman, No. N
Senator Byrp. Now, as T understand it, HEW only a few months agg
€

ostimated it would need an additional $131 billion over the next 9

vears. Is that correct ? ‘ o .
Mr. Veneaan. That would be for the hospital insurance portion of

the medicare program, ‘ .

Senator Byro. Now, as I understand it, that was in Sepfember. Five
months later, the cost overrun during that 25-year period is now esti-
mated at $216 billion. Ls that correct?

Mr. Vexesman, That is a new figure—that is correct, $215.8.

Senator Byrp. So in September, 5 months ago, it was estimated that
an additional $131 billion would be needed. Now it is estimated, b
months later, that 60 percent more than that, or $216.billion, will be
needed ¢

Mr. Venearan. That would be over a 25-year period.

Senator Byrn, That is correct, is it?

Mr. Venesan. That is right.

Mr. Barr, That is correct, Senafor, under the assumptions that have
been used since 1965 in the making of these estimates, As Mr. Myers
testified the other day, he now feels that the preferable way to make
the estimates is to assume that the Congress willy as it has in the past,
inerease the maximum earnings base under social security from time
fo time to keep it up with wages. You know, since 1950, when it was
£3,600, it has been kept up to date with wage increases, If one were to
agsume that, which our actuaries helieve is the preferable method, then
over the 25-year period, the deficit would be $94 million. This table, I
helieve, was submitted for the record, Senator.

My, Veneman, I think the last assumption is the more accurate,
Senator, to be honest with you. We have assumed that the earnings
base will be adjusted upward.

Senator Byro. If you make your assumptions, as T assume you have
done, on the law as it stands today, it will require $216 billion over
the next 25 years if you are going to finance these programs.

Mr. Vexearan. That is assuming a static wage base.

Mr, Bann, Tt is assuming a static wage base and at the same time,
Senator, assuming that the level of earnings over the 25-year period
will rise very substantially. Our reasoning on this suggestion oi‘lusing
the other assumptions is that in the eash benefit program, if you
assume rising earnings but do not raise the maximum earnings base,
the protection under the cash benefit program very greatly deteri-
orates and the Congress has never allowed that to happen. It seems
reason, therefore, to expect that in the future, too, the earnings base
will be kept up to date. '

Senator Byrn. Why do you say the program is not bankrupt if it
will need $216 billion additional in the next 25 years?
~ Mr. Barr. The hospital insurance program, taken alone—

Mpr. Veneman. T have great confidence in the Congress of the United
States that will not allow it to go bankrupt, Senator.
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Senator Byrp. What are you saying is that you have confidence that
the Congress will impose additional taxes upon the people so that it
will not go bankrupt. But without. additional taxes on the people, it
will be bankrupt. Ts that correct? Or is it bankrupt?

Mr. Venesan. Well, you know, if you do not appropriate the funds,
if the funds are not appropriated, cither through the trust funds or
through appropriation by the Congress, then you do not have a pro-
gram, It is not a question of bankruptcy.

Senator Byrn. Under the same rate of taxation, without a change
in the tax base or the tax rate, it would be correet to say that the
fund would be bankrupt. Would it not be correct to say that?

Mr. Vexeasan. You eliminate a program is what you do.

Senator Byrp. Do you feel the medicare-medicaid program can
survive without a major overhaul?

Mr. Venesman, I think, and 1 think I indicated yesterday, both in
the testimony and in the questioning, that I think the whole health
system of this country needs a major overhaul.

Senator Byrp. And you favor a major overhaul ?

Mr. Venesman. Correct.

And it is not just on one side. T am not saying we need an overhaul
in financing. We need an overhaul in the delivery health services, too.

Senator Byrn. Of course, the only place the Government can get
money is out of the pockets of the wage earners. That is why T think
that the Congress has a very great obligation to safeguard tax funds
and I think the administrators in the executive branch of Government
have a great obligation to safeguard tax funds. Is it correct that the
workingman today is confronted with social security tax increases to
pay for medicare?

Mr. Veneaan. In order to finance a program, there will be, even at
the present level-——what do we have here?

About 0.3 percent,

Mr. Barr. The answer is yes, on the hospital insurance program,
Senator, that the present contribution rate is six-tenths of a percent
of payroll, rising gradually to 0.9 of 1 percent. in 1987. One way that
it. could be brought. about. over this 25-year period to fully cover the
costs that we have talled about—thatis, on the basis of the rising
earnings base that 1 was suggesting—is to have a 1-percent rate level
throughout the period rather than this schedule of rates rising from
six-tenths to nine-tenths of 1 percent. We have not fixed on that as
a recommendation yet. T am just saying that is one way this could be
done. And it would be a higher rate.

Senator Wirriaams. Would the Senator yield?

Senator Byrp. Yes.

Senator Wirriaas., Would you reduce that to dollars?

Mr. Mvers. A 1-percent {ax rate on employers and a 1-percent tax
rate_on employees, plus a 1-percent tax rate on the self-employed,
would at the present moment, say for calendar year 1971, which is the
first year it could be put into effect, would bring in total tax income
of $9.3 billion. ’

Senator WirLriams. So you are recommending an annual tax in-
crease of $9 billion ¢ ‘ )

Mr. VenemaN. Not an increase.
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Mr, Myers. Senator, first, this is not a recommendation. This is one
way it could be financed. The $9.3 billion is the total,

Senator WinLtass. Total over 26 years?

Mr, Myers, No, it is the total tax income for 1971 at a 2-percent
rate, instead of the present 1.2 pereent,

Senator WiLrLiaas, How does that compare with the existing tax?

Mr. Myers, The existing tax would be $5.5 billion.

Senator WirLiass, And it is a $3.8 billion inerease annually for
next year?

Mr. Bare, Not that much inerease annually, though, Senator. As
you get to a later point, the present law ealls for nine-tenths, This
suggestion is for only a one-tenth inerease, you see? So it starts out at
this larger amount, but the difference does not stay that great,

Senator Wirniass, The difference would inerease, as I get it, be-
cause your wage base would rise,

Mr. Barnr. Using the same approach—down the road, in 1987, as-
suming a higher wage base is in effect then, the difference would be
between nine-tenths and | pereent.

Senator Wirnrtams., 1 do not want to interrupt the Senator from
Virginia, but using the same formula you are using now, you are
bankrupt before you get to 1987,

Senator Anperson. T wish we would not talk about bankruptey.
There are some of us who have been here a long time. T came here n
1935 during the social security debate. There were even people on the
staff who did not speak the linglish language. They were imported
from Germany. There was nobody who had this experience when we
came in. We passed the bill—passed the laws, T became State adminis-
trator in my Lome State and got stafl from other groups, and nothin
terrible happened. We were not bankrupt at all. Yet there was speech
after speech after speech that we would go bankrupt. It has not hap-
pened, won’t happen now, T believe.

I have great faith in what the Secretary is saying, that he is trying
to work these things out. He ean work these things out other ways
besides raising tax rafes too much. 1T have great hopes that this can
be done promptly. T am not trying to argue with what. the Senator
from Virginia said. T think he has real reason to worry about it. So
has the Congress. But I do not think there is any reason to assume it
it will be bankrupt. The social security fund is not bankrupt.

Senator Byrp. If the Senator is saying social security, I was not
talking about social security.

Senator ANpErsoN. I realize that. T am merely trying to say the
talk is of bankruptey. Tt doesn’t happen this way.

Senator Byrn., Not if you keep raising taxes.
Let me ask this: Is it correct, Mr. Veneman, that the workingman

today is confronted with increases in his private health insurance
premiums?

Mr. Veneman. That is absolutely correct. The rising health care
costs of the country are reflected across the board, for those paying
out of their pocket, for those paying for a private insurance program,
and for those covered under a Government policy.

Senator Byro. Is it correct that the workingman today is con-
fronted with increased State and local taxes from medicaid?

a
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Mr, Vexesan, Tifty percent of the cost of title XTX is, T think,
State and loeal funds—for the most part, State funds so that would
be a correct statement, '

Senator Bywn, Ts it correet that the workingman today is con-
fronted with more of his Federal fax dollar going to the Federal
share of medieaid and medicare costs?

Mr, Veneaan, Well, T do not. know, really, because, you see, your
contribution out of the payroll on the medicare portion is a payroll
deduetion program, Now, I think in order to answer that question,
we would have fo make some assumptions, We would have to say,
what amount of Federal dollars would have been going into the old
system. You know, previonsly, we did have MAA, the Kerr-Mills
business, We did have publie assistanee medieal eare programs. They
were, to a degree, controlled by the States--the level of serviee, the
quality of serviee, the eligibility.

Now, assuming that if you lived in a State that was very liberal,
vou might be spending-—he might. be spending as much of his tax
dollar for medical services as he would be under the present program.
So that would be a variable thing, Senator.

Senator Byrn, Would it be aceurate to say that to simply expand
the medicare-medieaid programs as now constituted and operated
would compound the costs and confusion ?

Mr, Vexeman., Are you talking about expansion as far as eligi-
bility is concerned or expansion as far as level of service is concerned?

Senator Byrp. Tn either ease.

Mr. Vexesan, T think if you try to expand the levels of service,
you might add to the confusion. Tf you are strictly expanding eligi-
bility, you would add to the cost, but the confusion would stay on a
static level,

Senator Byrn. Tet me try to get a couple of facts clear. The actuarial
estimate made in 1965 insofar as the projected costs for 1970, the 1970
costs are involved, was $3.8 billion. Now, the current estimate for
the 1970 cost is $5.8 billion, is that. correct ?

Mr. Venesman. 1 will yield to Mr. Myers on that, Senator. T was
not here in 1965,

Mr. Myers. Senator, that is essentially correet, but T believe that
the $5.8 billion that you are quoting for 1970 includes both the insured
persons and the noninsured persons, whereas the earlier figure that
was prepared in 1965 was only for the insured persons. So, the proper
comparison should be $5.3 billion in 1970,

Senator Byrp, In any case, the $5.8 billion is what it is costing the
Government, the total cost. of the program, I mean?

Mr. Myegs. Yes, that is the total cost of the program, but the figure
that was developed in 1965 should have added to it the costs of the
noninsured persons, who, as you know, are paid by the General Treas-
ury and not by the payroll taxes.

Senator Byrn. So the comparable costs would be $5.3 billion then?

Mr. Mvers. Yes, there is a definite difference,

Senator Byrp, In relation to the $3.1 billion ?

Mr. Myirs. Yes, sir.

Senator Byrp. What is the cost for fiscal 1971, which will be the
upcoming fiscal year? 19717

42-122 0—70-—pt, 1——7
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Mr, Myers. T have the figures here on a calendar-year basis. The
total cost of the program, including the uninsured, for calendar year
1971 is estimated at $7 billion, If you just consider the insured, it is
$6.3 billion,

Senator Byrp, What is the comparable cost or comparable figure—
you use the calendar year basis and T was using the }i)scu] year basis.

1ive me the calendar year 1970, ,

Mr. Myens. T am sorry, Senator, T was using the ealendar year in
both cases.

Senator Byro. In both cases?

Mr. Myers. Yes, sir.

Senator Byrp. In other words, in 1970, it would he $5.3 and the
comparable figure to that would be $7 billion for 1971.

Mr. Myers. No, $6.3 billion for calendar year 1971,

Senator Byrn, That. is for medicare ?

Mr. Myrrs, Yes, just the hospital insurance portion of medicare,

Senator Byro. Tet me get clear on the costs for medicaid.

In fiscal 1965, the total FFederal-State expenditures amounted to $1.3
billion, of which the Ifederal share was $555 million—$555 million.

Mr. Venearan. Senator, what figures were those? That was in 1965
for what program?

Senator Byrp, For medicaid. Fiscal year 1965,

Mr. Myers. 1 think that is correct. T do not have the figures for the
earlier years here, but that sounds correct.

Senator Byrn. Then we get to the fiseal year 1970, The Department
of Health, Tducation, and Welfare estimates total expenditures of
$5.5 billion, including the costs of intermediate care facilities. Is that
the correct figure?

Mr. Mygrs. Yes, sir; that sounds correct.

Senator Byrn, Of which the Ifederal share is $2.8 hillion?

Mr. Myers, Yes, sir; that is correct.

Senator Byrp. Now, what is the corresponding figure, for fiscal
19717

Mr, Myers. The estimates T have in front of me here may not be
the latest. They were submitted to your committee staff about a year
ago. That was $7.5 billion for the total costs, of which $4 billion was
the Federal cost, for the fiseal year 1971,

Senator Byrp. The Federal cost is how much?

Mr. Myers. $4 billion,

Senator Byrp. You say that was a year ago?

Mr. Myers. That is the only information T have with me, estimates
which T prepared jointly, which were submitted to your staff about
a4 year ago. ‘

Mr. Vexesman, Senator, onr budget figure for the fiseal 1971 of
Federal money for title XTX is $2.85 billion.

Senator Byrn., We will go over this again then,

IFor fiscal year 1970, TTEW estimates total expenditures of $b.5
billion, including the cost of intermediate care facilities, of which the
Federal share is $2.8 billion, T was told those figures are correct.

Mr. VENEMAN. $2.7. :

Senator Byrp, What arve the comparable two figures for fiscal 19717
hMm. Hanrr. They ave estimated at $2.85 to $2.87 for the Federal
share.
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Senator Byrn. The Federal share is estimated as the same for 1970

then?
Mrs, FLaner, Just slightly higher, _
Mr. Veneymax. For the record, this is Mrs. Ruth Hanft, of the

Department ol HIEW, -

Senator Byro. What is the figure comparable (o the $5.5 billion,
which is the total?

Murs, Faxir, It isabout 5.6 hillion.

Senator By, So your extimate for fiseal 1971 as a practienl matter,
will be almost the same as fiseal 19707

Mrs, TLaxer. Nmost the same.

Mr, Venexan, T think we have to recognize that we are really not
making fair comparisons when you talk 196 estimates against 1970
and 1971 estimates. This was an evolutionary process when we ini-
tinted title NIX. The bill was passed in 1965, Californin imple-
mented it in March of 1966, There were few States that were in it in
the first year. T think California right now is getting probably $500
million out of the Federal Government for their title NIN program,
as much as you estimated for the first year. We are now in a position
where 48 States do have a title XIX program in effect. So, you know,
you do not have that wide variation, They are becoming more static
heeause all the States are covered.

Senator Byrp. Now, with respect to your willingness to certify ex-
tended care facilities with significant deficiencies, what objections,
if any, were raised by the TS, Public Health Service to your ap-
proach ?

Mr. Venexan. The question is did we have public health service
objections to coverage of extended care facilities—was that the ques-
tion, Senator?

Senator Byrn. Yes.

To certifying extended carve facilities in hospitals with significant
deficiencies.

Mr. Barnr. In the extended care facility area?

Senator, the standards that were developed for what constitutes
a basis for certification on a quality basis was developed jointly, with
the Public TTealth Service. The Public Health Serviee, T would say,
really made the major contvibution. I believe what you are referring
to is that at the beginning of the program, there were about 250

Senator Byrn. Did the Public Health Service object to the criteria
used or object to the programs that were established ?

Mr. Berr. T do not believe so, Senator, They were the major factor
in developing the eriteria but T thought you were also asking about
the application of the eriteria to a group of extended carve facilities
that were allowed in the program at the beginning. There were about
950 extended cave facilities that were allowed in the program that
met all the statutory requirements in the law but did not fully meet
the eriterin that we had established. We really had a choice at that
time of leaving areas of the country completely uncovered or fol-
lowing this procedure. .

Senator Byrp. Let’s talk about the present time. How many of the
thousands of extended care facilities certified with deficiencies in

1967 still have those same deficiencies ?
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Mr. Barn. T would think there would be hardly any at all that
would have the same deficiencies that they had in 1967, Senator. The
250 that I was referring to that were cer ified, provisionally, usually
because they could not meet the nursing requirements, they did not
have enou K nurses in the area, have all either been terminated or
have obtained the required nurses. We do not have that group any
more at all. :

Now, there still are in the extended care facility area quite a sub-
stantial number that do not meet all of the standards that the Secre-
tary has established.

Senator Byrn. What is a substantial number?

Mr. Bacrr, I can give you the exact number.,

Senator Byrn. Will you supply the number for the record?

Mr. BarL, Yes. )
(The following information was received for the record :)

As of January 1, 1970, of a total of 4,780 extended care facilities certified for
participation in the Medicare program, 3,309, while not in full compliance with
the standards set by the Secretary, were In substantial compliance with those
standards. The remalning 1,387 were in full compliance.

Senator Byro. T yield to the Senator from Delaware.

Senator Wirrrams T appreciate that.

Earlier today, we were discussing the cooperation which the ad-
ministration might expeet from the AMA. T think it was implied
that they were not cooperating. I think in fairness, there should be
incorporated in the record a release dated February 9 by the president
of the American Medieal Association and the president. of the National
Medical Association wherein they whaeleheartedly support the purpose
and the intent of the Senate Finmice Committee’s staff report on
deficiencies and abuses, and pledge their full cooperation with onr
commitfee toward correcting and restoring some semblance of sanity.
I think that this type of cooperation which we are getting from the
AMA is very much needed. T thought. they should be given credit
for it because working together, T am sure we can restore some sem-
blance of order.

Mr. Vexesman, Senator, just in case the record did leave the wrong
impression as far as the relationship of the Department of HEW
with their provider groups and their organizations including the
American Medical Association, the American Hospital Association,
the Nursing Home Association, and others we have had complete
cooperation. The point T was making this morning is that T did not
anticipate a confrontation with these associations in trying to bring

a semblance of order to these programs, »
Senator Wirrianms, I understand that was your position. T knew

that is what. we all intended.

The Cuamman, Without objection, that press release will be in-
serted in the record at this point.

("Tne press release referred to follows:)

NEWB RELEASE I'ROM TITE AMERICAN MEDIOAT, ASSOCIATION

Omoago.—The DPresident of the American Medical Association, Gerald D.
Dorman, M,D., and Julius W. Hill, M.D,, President of the National Medicnl As-
soclation, issued the following joint statement regarding the Senate Finance
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Committee staff report titled, “Medicare and Medieald Problems, Issues and
Alternatives”:

The American Medleal Assoctutlon and Its 217,000 physiclan members, to-
gether with (he National Medieal Assoclation and its 5,000 physiclan members,
wholeheartedly support the purpose and intent of the Sennte Fltinnee Commit-
tee’s staff' report on deficiencles and abuses by health eare providers in the
Medleare and Medieald programs,

Pending detafled analysis of this valunble study, comment on specifie findings
must be necessarily Hmited, However, we were greatly encouraged by the com-
mittee’s comment that it “believes that the majority of physiclans for whom in-
formation was requested with respect to Medieare and Medieald as presenfly
structured have dealt falely with these federal programs and with the feders®
government.”

While we share the bellef of the committee that the great majority of physi-
clans are providing thefr services in a dedieated manner, we are aware that the
coinmittee’s investigation has disclosed some nhuses and outright frauds in the
programs under review.

Where these abuses exist, they must be rooted out. Both the AMA and the
NMA are prepared to take every vigorous action within their power to help the
committee and the government accomplish this,

But, while acknowledging that these programs have flaws, we believe with the
committee that they are correctable. Tn the case of Medicatd, where it hax been
well ndministered, it has brought adequate health care into the ghettos for Me
first time.

It would be tragic, if In seeking to correct defects in Medieaid. regulations
were adopted whose effect would be to deny a greatly improved level of health
care to the ghettos.

Many months ago, the AMA axked the committee for the names of physictans
involved in its investigation so that organized medicine, through its constitu-
ent: societies, could make its own inauiryv, The request was deelined.

Despite this, the AMA and NM.A through their own resonrces have heen able
to identify a nmuber of physiciang grossing more than $25,000 in thex¢ pro-
grams. This information was obtained through the cooperation of state and medi-
cal socletles.

This is consistent with the committee’s conclusion that the key to making
Medicare-Medicald work is the “physician and his medieal society.”

In some instances, medical societies had already taken appropriate action
against individual physielans where the evidence warranted, In other instances,
however, the AMA and NMA have found that many of the physicians presumably
included in the committee’s study are dediented physieians working in isola-
tion In slam and rural areas who are litevally being overwhelmed by a tide of
slek humanity.

These physicinns are working in areas of greatest mediceal need, where most
of the patients are entitled to either Medicare or Medieald benefits.

We therefore believe it would be unfortunate if the committee’s report lends
the public to believe that Medieare and Medieaid are viddled with fraud or that
the number of physicians abusing the programs is large. Such is nof the case.
As the committee itself has stressed, its recommendations are *‘designed fo
repair rather than retrench.”

Representing as we do the physicians of Amerien, white and black, we feel
feel that the larger meaning of the committee’s staff report is that the need for
more health manpower {o serve the needs of the American people is trualy
desperate.

The AMA and NMA have taken the lead to provide that additional health
manpower, which Is an essentinl compenent in improving the Medicare and
Medieald programs.

The AMA and NMA will study the committee report carefully and will wel-
come the opportunity to testify on all aspects of the problem, should hearings

be held.
The CramryaN. Senator Byrd? ‘ . o .
Senator Byrp. Mr, Seceretary, the nursing home in Ohio in which
some 30 people were killed, that was certified with deficiencies by the

HEW?
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Mr. Barr. T will have to check to be sure, but I believe so, That was
a relatively new institution and I believe it was probably fully certi-
fied, T am told it. was fully certified as meeting t{m standards.

Senator Byrn, It was certified as meeting the standards?

Mr. Barn. Right. )

Senator Byrn, In the Senate, we have no rules of gernianeness, 1
assume, Mr. Chairman, that that would apply to this committee? T
have four questions that do not pertain to the subject matter at hand.
Would that be satisfactory ?

Senator Anprrson (presiding). Go right ahead and ask them. We
have had plenty of questions in that category.

Senator Byrp. T would prefer to put these questions to Secretary
Finch, but sinee he is not present——

Mr. Venesman. T thinklf would prefer that, too, Senator.,

Senator Byrn, T want to thank Mr. Veneman, T remember the last
time he was before the committee and just prior to that, too, I had
sent four different telegrams to Secretary IFinch over a period of 6
weeks and gotten no reply from him and Mr, Veneman very kindly
got a reply shortly thereafter.

T might say that when T communieate with the President, T get a
rompt reply. When T comnumicate with the Secretary of Defense

fel Laird, T get. a prompt reply. When T communicate with the Sec-
retary of Treasury, T get a prompt reply. When T communicate with
Secretary Finch, T do not get any reply. So T am pleased that we have
his top assistant today.

Mr. Vexeyan. T think perhaps, Senator, one of the problems, and
I think we have ironed most of that out, is the volume of mail in
HEW during the early months was tremendous.

Senator Byrp. This was 2 weeks ago.

Mr. Veneman, The volume of mail is still tremendous.

You can’t win them all.

Senator Byrp. Now, Mr. Veneman, the Secretary has repeatedly
been quoted as stating that your Department, HEW, does not force
localities to bus schoolehildren to achieve racial balance. Is that cor-
rect.?

Mr. Veneyan. That is correct.

Senator Byrp. But is it not a fact that your Department has refused
to approve desegregation plans of individual school districts while at
the same time indicating that plans involving busing would be ac-
ceptable?

Mr. VENEMAN. As a means of achieving desegregation,

Senator Byrp. Is this not what was ordered this month in the case
of Newport News, Va,?

Mr. Venedan., T am not familinr with that particular case, Senator.
But the decision as to how they achieve desegregation—you know,
there are various alternatives. One means, of course, is busing. But
that determination is made by the local district, the local school board.
The Department of HTEW can’t, by law, compel busing and there
have been no court cases that relate to them.

Senator Byrp, Would you in your capacity have an appropriate
official in the Department communicate with the city of Newport
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News and tell them that you have no right to require them to bus
students? |

Mr. Venesman, We do not have a right to require them,

Senator Byrn. And you do not require them?

Mr. Vengaan, We require complinnce with title VI of the Civil
Rights Act. We require desegregation if it is a segregated school sys-
tem. One of the means of achieving this is t]u‘(mgﬁ the transportation
of students. If this is the means that they have selected, they can com-
ply with the Civil Rights Aet.
~ Senator Byrn, Newport News has not selected the system. Newport
News was informed that their funds would be withheld unless busing
was instituted.

Mr. Vineman, T think the issue was that their funds would be with-
held unless they desegregated and integrated their school system.

Senator Byrn. Let me ask you this: What is the difference, legally
or morally, between ordering busing to achieve racial balance and
issuing rulings which, in effect, leave the community with no choice
but to bus to achieve racial balance or lose Federal funds? What is
the difference ?

My, Vexeaan. The Deparvtment—I really would like to make this
clear. The Department has not required the transportation of students
to achieve racial balance. And 1 do not think there is a court decision
on that as yet,

Senator Byrn. Well, would you indicate what is the difference, legal-
ly or morally, between ordering busing to achieve racial balance,
which you say you do not do, and issuing rulings which, in effect, leave
the community with no choice but to bus or lose IFederal funds?

Mr. Veneman, I do not think we have issued that ruling that leaves
a community with no choice, Senator.

Senator Byrn. Would you do this? Would you look up the New-
port News ease and have someone communicate with me?

Mr, Veneman. I will have someone look into this specific case. I
certainly will.

Senator Byro. Thank you very much, Mr. Secretary.

Thank you, Mr. Chairman,

Senator Anperson. One or two final questions, The fiscal 1971 budg-
et, on pages 330 and 331, shows that the part B matching payments
run about $1,289 million. Tt is a premium payment. This is the largest
insurance company in the world that we have set up. They pay
premiums for health insurance. ' .

Mr. Veneman. And we also have premiums for vetirement. It is a
big insurance company. . _

Senator ANprrsoN. Yes, it is. Now, the expenditures, it looks like
they are going to run a little more than that. When did the Department
first find out that the part B expenditures were going to exceed the
revenues? _ '

Mz, Barr. Senator, I guess you really have to decide who officially
makes that decision. The Iast trustee’s report indicated that on the basis
of the actunry’s estimates, it was out of balance at the time that the
former Secretary continued the $4 rate. But it also showed another
alternative that would have shown it in line, .
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- My own view was, I personally supported Mr, Myers® estimate and
nd.vocnted that there be a rate increase to $4.40 at the time of the
original promulgation, Then I later suggested a possible compromise
to $4.20 by reason of taking at the snme tinie these restrictive measures
not to recognize fee increases. But as you know, the $4 was continued.
I would say that T personally felt that it was inadequate at the time
it was originally promulgutecﬁ

Senator AnpersoN. It is recommended to go to $5.80, is it ?

Mr. Venenman. That it is going to $5.30 for the next fiseal year.

Senator Anperson, Who ordered the $4 rate to be effective ?

Mr. Barr, That is the decision of the Secretary, and, of course, at
that time, it. was Wilbur Cohen.

Mr, Veneaan, That was just about December 29, as I recall.

Senator A NpersoN. Senator artke,

Senator ITarrke. T want to continue my line of questioning which
[ had to cut short hecause I had to go to another meeting at Com-
merce, Tt is not true that medicare and medicaid constitute about 20
percent of the total amount of money spent on medical cost.

Mr. Vexearan. Probably around that. We mentioned yesterda,
(Government pays 50 percent of hospital costs; 37 percent of all health
care services.

Senator FLarrke. And also, we know, as demonstrated by the charts
I put into the record, that medical costs have been higher than the
Consumer Price Index. Just to give you a quick comparison, the Clon-
sumer Price Tndex for 1966 was at 113.1, medieal care was at 127.7,
physicians fes at 125.5, and hospital daily services at 168. Now by
1969, the 113 Consumer Price Index had gone to 127.7. The medical
care provisions index had gone to 155, physicians fees from 128.5 to
155.4 and hospital daily services charge from 168 to 256. Now, for all
these people who are old, and really no matter what age you are,
there has been a tremendous increase in the overall expenses for medi-
cal care.

Mr. Veneman. That is correct,

Senator Harrke. So what we have we have here, we have increased
the demand for medical services without increasing the supply—a
classic cause of inflation. T think we were right to provide for medicare
but there are people, some on this committee who are not worried about
the sabotage from within the Department, they would like to sabiotage
the whole system. 1 am not sure where the Secretary is, whether he
wants to expand it or keep it where it is.

Mr. Veneman. He wants to produce effective quality health care
for needy people.

Senator Harrkr. We are not doing it yet, I can guarantee you. I
have a remarkable situation. A young boy in Indiana needs a liver
transplant to live and T have asked everywhere to find somebody to get
that boy into a hospital and because of cost invalved: no Federal, no
State, no private charity will help this boy. He is just destined to die
hecause of lack of money. T think that is a tragic shame in this Nation,
and it can probably be repeated time after time.

Mr. VeNnemMan. How old ishe?
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Senator Hawrse, He is about a year and a half old, The doctor is
ready to do it, they have a donor, everything. I have talked to the peo-
ple in your Department. All T get is sympathy.,

Mr., Veneman, What is the cconomice status of the family ?

Senator arrke. This operation would cost them heyond anything
they have. They are not in bad shape, they are not destitute, But they
will pay everything they can, They are willing to mortgage their
house, home, their future. Outside of that—they had mortgaged he-
vond their future if they had a chance, But I have talked to Seeretary
Ifinch about this. T have talked to the Surgeon General. They have all
turned me down. I have talked to NTH, talked to every private charity
that T can think of. I get a lot of sympathy.

What we have inereased here is the demand for medical services in
this country, but we have not inerewsed the supply. I grant youn all
(hese other things you are doing in the field to try to pay for these costs
is admirable. I compliment you. I' think you have taken forward steps
in incentive plans, T think you could have done more earlier,

But the point is that there is a shortage of doctors, a shortage of
nurses, a shortage of medieal facilities, and a shortage of medieal
training facilities, The charts T have talked about here demonstrate
quite conclusively that this problem is not about to be solved, In fact,
at this moment, it is getting worse. And it is one of the major problems
in this conntry al the moment. You can talk all you want to about how
much we worship the dollar, but when a man is in the hospital, he will
give all the money he has in his pocket for health and to be well again,

Yet it is estimated that we need 50,000 doctors right now. Loan
applications for medical school run four times more than are
approved, and only 10 percent of all applicants receive any scholarship
assistance, Yet when we come back to the HHEW bill, we find a con-
tinned refusal to recognize the need.

The President requested $135 million for hospital construction.
Congress put that up to $258 million, an increase of $105 million, and
even this was $45,000 less than was appropriated a year before.

Mr. Vexeaan. But, Senator, let’s put. this whole thing into perspee-
tive when we talk about hospital construction.

Senator ITarrie. That is what T am trying to do. Let me give you
one statement. The National Advisory Commission on Health and
Manpower reports that a tremendous savings in hospital costs would
be achieved by more adequate hospital facilities. That is the point T
am making. Tn other words, T want to increase the supply of medical
services in order to accommodate this tremendous demand.

Mr. Veneaan, I think what we have to do here, Senator, is point
out that the proposal we have under Hill-Burton calls for a guaranteed
loan program up to the extent of what—$400 million, T think—plus
this figure for grants. But let’s also remember another thing that has
occurred since 1965 when we passed medicare and medicaid. That is
that we do in fact reimburse for capital to the facilities in their
charges. So we are actually pumping abott another $200 million plus
n year, if T am not mistaken—T think that is fairly accurate—I think
it_is about $250 million a year—into facilities for capital purposes
which can be used. So when you take the whole thing collectively—
the guaranteed loanprogram, the grant program, and the amount ¢ f
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reimbursement heing made through titles XVIIT and XTX, we have
about. three-fourths of a billion annually going into the system for
hospital facilities. ' .

Senator Hareke, 1 say well done, thou good and faithful servant,
now go ouf and do more.

Mr. Vexesan. Well, Senator, dollars——- ‘

Senator TLawrie, No, these are the facts. 1 am telling you, you
know this is the truth, and this country is not facing up to the truth on
this. This country is faced with a health crisis and it does not do any
good to blame the doctors, the medical association or the cases of

frand or charges——--

Mr. Vexeman, I don't think we are blaming anybody.

Senator Tarrke, There is a study that reveals we need 2,300
dingnostic and treatment centers which need to he rebuilt or
modernized. 1f we don’t provide the funds for these, we will have an
ndditional shortage of facilities, . .

Let mo go through here. On research facilities, the budget estimate
was $126 million. The Congress, in the vetoed bill, had authorized
$149,500,000. But the new bill comes back with $126 million. In other
words, n cutback, despite the appauling lack of educational medical

facilities in this country. . o :
Health manpower, this also gives suyport to institutions. The Bud-
lion. The vetoed bill provides

get request in April, was for $128 mi ‘
$1351% million. The present. bill holds at $13514 million.

For health manpower training and direct loans, the April request
wag for $24 million, the veto bill put that up to $40 million and the
present bills hold at that figure.

These are all increases that are fully justified and should not be
vetoed. We should remember that with the increasing cost of medical
care for many people the first time they are poor is when they reach 65.
This is a unique situation, that people who have been able to buy their
homes, take care of their children, pay their bills, pay their medical
bills but at the age of 65 plus one, for the first time in their lives, find
they are poor, because their income is sharply reduced.

What happened to the HEW bill? The increases for medical re-
search and training were not accepted by the administration. In toher
words, what we provided, they would not accept.

For example, under the President’s alternate hudget, research train-
ing programs are still being curtailed below the 1969 level. The impli-
cation of this action is unmistakable. The cutback in health research
is not intended to be temporary. Lurking below the surface of the
budget for health research training is a subtle budget policy with
long-term implications for the production of the future research sci-
entists and most important, the production of future teachers of physi-
cians and medical technicians, the supply of which is already falling
further behind with each and every passing day.

I do not expeet you to do anything except defend the position of
the administration but T eannot In good conscience see how you really
can come before us here and complain about the sharp increase in
medical costs and at the same time, ask for a cutback in the pro-
vision to supply additional medical facility for training doctors and

medical technicians.
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Mr. Venearan. We have not attempted at any time to discount the
veed for medical manpower, T think there is a lot of emphasis upon
priorities being directly related to dollars. I do not necessarily necept
that as a premise. T think in the health manpower field, the budget
request. was $6 or $7 million below what the Congress put in. If the
dollars are not heing spent appropriately, that $7 million additional
is not. going to produce additional penp?;. I think this was what we
ave trying to do in the Department, adjust our priovities, not saying
that we are taking away the emphasis upon the need for health man-

ower, but trying to redirect them and it may take more, may take
ess dollars, T don’t see the direct relationship.

Senator Iawvrice, T ean accept that is a nice argument to give in front
of the Rotary Club, where everybody has enough money to pay their
bills. It is not a very convincing argument to these old people who
want help.

Since we are not under the rule of germaneness, let me give you a

concrete example.
Senator AxprrsoN. We are going to be under the rule of lunch

after a while. ,
Senator ITarrxke. T will quit after this reminder of what really

happens.

I called the Surgeon (ieneral and asked him, after I had received
a letter from my son—who is married, no children yet—about a little
item he sent me on rubella, German measles. Rubelln caused a great
epidemic in 1964, which resulted in, more than 100,000 stillborns, blind,
deaf, mentally retarded childven. It is the No. 1 cause of mental re-
tardation in America. The next epidemic is expected in late 1970, 1971.
Woe have developed in the meantime, an effective vaccine.

Mr. VexEmaN. Developed out at NTIH.

Senator Harrxe, T also talked to the Under Secretary of Health,
Education, and Welfare, Dr. Cavnaugh, and he told me that this is
a joint State/Federal effort and that the States were more than
able to provide additional funding. That was untrue then and is un-
true now. So I put in an amendment on the floor of the Senate and
it did carry to provide enough money for a massive vaccination pro-
gram so we don’t have an epidemic in 1971,

My son said, “Dad, what if Joan gets pregnant and has a retarded
chilc{,; do I have you to thank for this?”

I put in the $10 million. It was approved by the conference. 'Then
it was vetoed and Tricia got measles. And I want you to know that
in the new bill submitted by the President, he provides for the addi-
tional funds for rubella vaccination.

But that does not happen all the time. The President’s daughter
can’t always get——

Mur. Venesman. That is not a fair judgment, Senator.

Senator ITarrke. It is in the new program.

Mr. Veneman. It is there and it would have been—-—

Senator Hanrrke, I asked the Under Secretary and he would not ap-
prove of it. I asked him—TI said, I don’t even care if I put. it in, let
somebody else put it in, get a Republican to put it in.

Mr. Veneaan. Last spring, we came before Congress and asked
for a supplemental appropriation, if I remember right, of something
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like $16 million for the riibella program. I have checked with our
health people as recently as 4 or 5 weeks ago and I snid, where are
we in the program, and we are right on their time schedule, Precisely
on it. That program is moving along.

Senator iLm'm{l«:. The point is only the additional funds provide
for a sufficient. number of vaceinations in time {o prevent a epidemic
in1971,

Mr. Venesan. Tt is going to be n Federal-State program.

Senator ITarrke. We can’t have it both ways. Either the President
made a mistake in requesting additional funds now or he made a
mistake the last time when he didn’t request them. It is in the pro-
gram in his request in his letter to the Speaker. He has asked for it
now, He did not ask for it before T put 1t in. T mention this just as

an example. 7 . .
Mr. Venexman. I will have to check it, but T do not recall it ever

having been cut out of the budget.

Senator ITarrke. If you are going (o have a continued shortage of
medical facilities and people who can treat medical cases, then the
skyrocketing of medical costs is not going to come down. You can
eliminate all the fraud and all the unreasonable charges you want to.
These are going to be reasonable charges and you are just going to
crucify this program.

That is all T have to say, Mr. Chairman,

Senator Anperson, We will meet again at 2:30 this afternoon.

Thank you, Mr. Secretary.
AFTERNOON SESSTON

Senator Anprrson. We are going to start. Members of the staff
will question later this afternoon.

Srarr. We just have a few questions, actually, in the beginning.
We wanted to ask Mr. Newman whether he has had a chance to
review the stafl’s medicaid recommendations and to evaluate those rec-
ommendations. Which of those, if any, do you intend to implement
without legislation ?

Mr. Newaran, T have read the report. I have not, in my 9 days in
this position had a chance yet. to thoroughly digest them. I will cer-
tainly do so and T would fully expect that to the extent that we can
implement changes without legislation, consistent with our policies and
practices, we will do so.

My, Venesran. May I respond by suggesting, Mr. Chairman, that
we submit for the record a paper that was developed into the recom-
mendations that were made by the staft through the staff report of
February 9? These are comments which were developed by persons in
Social Security and other areas of the Department, related to your rec-
ommendations as they pertain to both medicaid and medicare. T could
comment on a few of these if it would be desirable, or we could just
submit it for the record.

Senator Anxperson, We will put it in the record.

(‘The information referred to appears in appendix B, p. 161.)

Srarr, Senator Williams, did you want to proceed now ?

Senator Wirrianms. Yes.
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During the July hearings, we had testimony to the effect that there
had been a substantinl medicaid overpayment, about a million and
a half dollars, in the State of Texas, We were told the State of Texas
recognized that and would take steps to collect it. TTow much, if any
has been collected and what is the status of the Government’s claim?

Mr, Veneyman, I am just reading whether or not we have collected
any at this point.

Mr. Newaan, It is my understanding, Senator, that the outstanding
balance is in the amount of $800,000, This is currently being reviewed,
The earlier balance, which was substantially greater than that figure,
has been adjusted and is no longer a balance.

Senator Wirniasms, When you say adjusted, what did you do, just
mark it off? Because the Comptroller Generals report was very
specific as to the amount of overpayment, and the accuracy of it was
confirmed here by one of you gentlemen. Now, what do you mean hy
adjustment?

Mr. Newaran. Tt is my understanding, and T request permission to
review this because of my own inexperience, However, it is my under-
standing that the balance was used to pay subsequent bills which
developed since that time.

Senator WinLiays, Well, Mr, Ball, maybe you could answer it, be-
cause you were present at the earlier hearing. T would just like to have
a report as to the current status and what you have collected. And, if
you have not done anything, T would like to know that.

Mr. Barn, Senator Williams, I want to make it absolutely clear that
my own responsibility is related only to the medicare program, Title
NX1IXisinsocial and rehahilitation services,

Senator Winnrams, Then T will excuse you. Whom should I ask
that question of?

My, Venearan. T think T have the question.

Mr. Barr. These gentlemen,

Mr. Veneman, Tt is going to bounce around, Senator. Tt will settle
down here ina minute.

Let me just read a portion of this report. 1t is my understanding that
the $¥887,866 representing the difference in the Federal potential par-
ticipation rate has been eliminated as of June 30, 1969,

Ts that correct.?

My, Seiecersrarr. May T just straighten this out a little bit ?

Mr. Venexax. T hope so.

Mr. Seiecersnarr. There were two points at issue in the audit
agency report, One was a large amount of about $14 million. That
represented premium payments for medieal services which were in
excess of the actual program costs. Now, after the Senate Finance
C‘ommittee met and reviewed this report last July, there were meetings
between the ITEEW officials and the Texas agency. Tt was explained
and figures were produced to document the fact that this large amount
had been offset. by no premium payments for several months being
made by this Texas agency. As of June 30, 1969, there was in fact a
minus balance of about a half million of this amount that the Texas
agency owed to the Blue Cross agency.

The other amount that was discussed was the amount of about
$800,000, which the audit agency claimed vepresented the difference
between matching at the B0 percerit rate for administrative costs and
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matching at the medical assistance rate. The Department of HIEW,
and specifieally, Miss Switzer as the Administrator of the Social and
Rehabilitation Service, in September sent a_ communication to Texas
ndvising them that she was supporting the HIEW audit agency finding
and that this amount of money was due to the Federal Giovernment,
Within the last 10 days, a brief has been submitted by the Texas State
agency appealing this decision and asking that it be reconsidered.
‘This brief has currently been sent to legal counsel, to general counsel,
for review.

Senator Winnrasms, To sum it up, thus far you have not finally
corrected it.?

Mr. Venesmax. There are two features to it. One was the $l4,090,090
that represented the premium payments which were claimed to be in
excess. That has been wiped out. Now, the $887,000 I said was wiped
out. is actually in litigation. 1 have Miss Switzer's letter here to the
regional commissioner.

Senator WirLiass, It is still under litigation? Then it has not as yet
been settled?

Mr. Vexearan. The $887,000.

Senator Winniams, 1 hope you will furnish the committee with a
report as to the progress that has been made.

By the way, your name, please ?

Mr. Sereceisrarr. Henry Spiegelblatt of the Medical Services
Administration.

Senator Wirniaxs. T like to have that identified, becanse we are
interested in the kind of followthrough on it and the adjustment that
has been made. Was that solution accepted by the Comptroller Gen-
eral’s Office? They were the ones who came up with these recommenda-
tions, as I understand if.

Mr. Serecersrarr. T do not believe it was, sir.

Senator WiLLiasts, As T reeall ity I wasn’t sure whether there was
a Comptroller General’s report or an audit agency report. Apparently,
it was your own audit report that showed the discrepancy, correct?

Mr. Veneman. That is vight. Tt was an HEW audit agency report,
which is Office of the Assistant Secretary, Comptroller Kelly.

(‘'The audit agency report referred to follows:)

CURRENT STATUS OF THE HIW AUbrr REPORT FINDINGS ON TEXAS MEDICATD
Proarar CoveERING I’ERTOD SEPTEMBER 1, 1967 10 JUNE 30, 1068

The Audit Agency report stated that Group Iospital Service, Inc,, had ac-
cumulated $14,096,153 representing premium payments for medieal services which
were in excess of actual program dishursements for medieal services. The State
ageney concurred in this finding and stated that it was its practice to permit
preminm payments to accumulate in this fashion as a hedge and periodically to
use the funds as offsets against premiums due. By February 1969, the balance
was §11.961,571.02 which was used to pay the monthly premiums due Group
Hospital Service, Inc, for the months of TFebruary ($3,949,182.26), March
($4,001,607.66) and April 1969 ($4,010,690.10). No additional Federal matching
was claimed since this money had already been matched. Since then disburse-
ments by GIHS for program purposes exceedeil receipts from premiums and as
of June 30, 1969, there was a minus balance with GHS of almost one half
million dollars. Therefore, there is no surplus of premium payments for program
benefits over disbursements for services to he recoveved.

The second Audit Agency exception is based on a determination that the
arrangement between the State agency and Group Iospitalization, Inc, could
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not be supported as insurance beeause of a “no risk” feature and that result-
antly, $887,808 represents the difference in the FRI rate applicable to adminis-

trative costs elnimed ng nusistance costs,

The Administrator, SRS, has made the following declsions :

“With respect to the nature of the arrangement hetween the Texns State
agency and the Group Hospital Services, Ine., T find that the arrangemoent ean-
not be supported as insurance in view of its ‘no visk’ feature. It does not comply
with the requirements of the Handbook of Public Assistance Administration.

Supplement D-5520A and D-5830.
“It follows from the finding above that we cannot recognize any of the costs

related to administration of the program for participation at a rate other than
50 percent, This means that we will have to support the exception In the amounts

determined to he appropriate.”
The above dectsion was communtented to the State. On appeal by the State,

the Administrator, SRS, sustained the nudit exceptton,

On January 12, 1970 the State transmitted an appeal brief In support of fts
position that its arrangement with Group Hospitalization, Ine. was in faet in
the nature of insurance. On January 30, 1970 the briet was sent from the Re-
gional Ofice to Central Office, SRS, The appeal brief is being studied within
the department to determine whether there are any addittonal facts whieh might

Justify reconsiderntion of the original decision,

Senator Wirrrays, We have had a report on one of the nursing
homes up in the northeastern avea. T do not have the name at the
moment. But there were substantinl charges by physical therapists—
excessive charges of several hundred thousand dollars, You wanted
to recover that, as T understand it, by withholding payments to that
nursing home.

We have a vote about. to come up in the Senate and we will go over
to the floor, but while we are gone, mayhe you can check this out. You
were going {o withhold future payments that were due them as a
means of recovery. Later, we were advised that the nursing home had
quit taking medicare and medicaid patients, therefore escaping repay-
ment. The suggestion was made that you should institute legal

roceedings to collect the money. When I come back, T would like to
1mve an answer as fo what steps were made to protect the Govern-
ment’s interest. in that case and whether they actually stopped tak-
ing medicare and medicaid patients following that.

Ve will recess for a moment to go vote. Tt was the IMollis Park
Gardens Nursing Home, T understand.

(Short recess.)

Senator Axprrson. Mr. Secretary, do you have an answer to Sen-
ator Williams’ question ?

Mr. VeneMaN. T think Mr. Tierney will handle the answer.

My, Tierney. Senator Williams, the institution yon referred to was
the Hollis Park Gardens in New York. We had an audit of all the bills
from that institution by an intermediary and it determined that there
was an overpayment of $335,720. We made demand in that amount.
But also because of some other circumstances which indicated at least
the possibility of fraudulent action, Senator, we turned the whole case
over to the Justice Department and requested that they institute a
recovery action and terminated the institution.

Subsequent to that, there has been an action filed in the district
court here in the District of Columbia by the institution, Senator, in
which they have challenged the determination of overpayment and
are seeking a declaratory judgment establishing the amount of the
overpayment. So that is where that matter now stands. :
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Senator WirLianms. Now, in one of your audit n{;ency reports under
date of February 5, I was interested to note the comment—I am

quoting:

Duplicate payments of such bills is a continuing serious problem in Part B
carrlers. In view of the overall magnitude of these payments and the neced for
finding solutlons as quickly as possible, we have recommended a number of

mensures.

Then it goes on.

Could you tell us something about these duplicate payments—where,
in what areas of the country they took place, and why? Who was the
carvier? Was this widespread ?

Mr. Vexeaan. Again, I think Mr. Tierney can handle that.

Mr. Tierney. Senator Willinms, that report which you referred to
refers (o audits for periods ending at vavious times in 1967—three pf
them in December of 1967 and three in June of 1967, Since that time,
action has been taken in all six of the carrier institutions, which were
ordered to sereen the duplications. I might say, sir, that three of them
were very small county bureaus out on the west coast and were not
significant organizations, Three others were; and we have worked on
further computer capacities with each of them to eliminate the dupli-
cate probleni.

The duplicate problem itself, Senator, arises ont of the fact that
there are two mechanisms for billing under medicare—either through
an assignment, as you know, where the doctor sends in the bill, or
through simply providing the bill to the patient and he sends it in, If
both send in a bill, either through inadvertence or deliberately, you
have a problem of screening out the duplicate.

There is no question, Senator, that early in the program, there were
carriers that did not have sereening eapacities to sereen out all possible
duplicate bills, But T would point out to you, siv, that that report does
cover periods in 1967 and we have worked with all of the carriers
involved to perfect their duplicate sereening.

Now, it is possible, sir, in a given instance, it is impossible, rather—
to absolutely guarantee against any duplieate payment. We have, for
example, developed so-called test decks of cards which we send out to
the carriers and run through their computer operations. One of the
things we test on its whether or not their computer capacity will sereen
out duplicates. We think, sir, for the most part, those situations have
been very substantially tightened. But T do not. think any computer
in the Nation can absolutely guarantee that a duplicate will not on
occasion gel. through a sereen.

Senator Wirniass, T would like to read to yon from the report.:

At six earrier locations, we found that substantial number of duplicate claims
for medical services had been paid {o physicians or beneficiaries. Based on
statistienl samples of paid claims, we estimated that duplieate payments—many
of which were voluntarily refunded—total more than $1,500,000 at these loca-
tions, The basic cause of these overpayments was the carrlers' lack of adequate
manual or data processing procedures for detecting duplicate claims,

This was sent. to us on February 5, 1970, it says:

This report summarizes the findings in the 72 audit reports in Medicare fiseal
intermediaries issued by the HHEW Audit Agency during the 12 month period
ended April 80, 1969,
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Am I to understand that this audit report dealt only with 1967
and 1968 audit reports? 1f so, what happened in 1968 and 1969-—or
aren’t you going to audit that for a couple of years?

Mr. Trerney, The audit report makes reference to six earriers. Those
audits in those six carriers were made for periods ending either June

or December of 1967,

Senator Wirniams. I can understand that.

Mr, TierNey. Al T am saying to you is that since that time, we have
been in every one of those pi)zwos to make sure that they have perfected
a sounder screen than they had at that time.

I might also add, Senator, that we have done the same thing with
all carriers, Those happened (o be six which the audit agency identified

as having a problem back in 1967,

We have also, Senator, developed what we call a model part B
system. The Social Security Administration itself has done this and
now made it available to all carriers. We think we have built into that
system, sir, a very highly technical screen to eliminate duplicate
payments.

Senator WirLrays, Well, passing over this for a moment, do you
know of any other instances where you found duplicate payments by
any other carrier or in any other period since that time, or is the record
clear since that time to this?

My, TierNey. Yes, sir; we have in surveillance, carrier surveillance,
identified other instances.

Senator Wirriays. Tell us about them.
My, Trerney. T do not have them in mind at the moment, sir. I would

have to give you an action report on them.
(Information requested follows:)

DurricATE CrAIMs CONTROL

The Social Security Administration has taken several steps to institute con-

trols for carrier detection of duplieate claims:
1. Uniform criteria for duplicate sereening has been established for use

by all earriers. ‘

2. A systems testing program has been in operation for more than one
vear, Test claims are introduced into earrier systems to test the accuracy
and quality of claims processing, as well as the potential to detect duplicate
claims. This permits determination of which carriers need assistance in
devlising systems to deteet duplieate claims and to take necessary corrective
action.

3. Another test provided that all carriers employing electronic data
processing systems reprocess one day’s claims in order to validnte the effee-
tiveness of basic eriteria (Date of Service and Supplier/Doctor Number)
in relation to the criterin previously used in the carrier system. The findings
were annlyzed and a series of educational contaets were made with carriers
based on the analyses. As a resulf, a number of changes have been made to
upgrade these earriers’ controls,

As a result of these steps, earriers' systems have been upgraded, Some carrlers
have instituted private, packaged electronic data systems and an inereasing
nutber of carrlers are using the Model Part B System which also has bullt-in
controls for the detection of duplicate eclaims. ‘The remaining carviers have
improved their systems of deteeting duplicate claims to a point where a sound,

early detection system is a reality.
Senator Winnianms. If there are so many that you cannot. remember

them all, tell us some of them,
Mr. Tiersry. No, I do not think all of them were that bad. But
wo have identified ourselves at least four other carriers who had prob-

42-122 0—T70—pt. 1 - —8
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lems of duplicate payment. If you want me to name them—-do you,
Senator?

Senator Wirnrams, Yes, it's just as well,

My, TierNey, Blue Shield of South Carolina, C'olorado Blue Shield,
General American Life Insurance Clo., and Occidental Life Tnsur-
ance (Yo,

Senator Winnrays, Do any of these duplicate the previous six?

Mr. Tierney. No, sir,

Senator Winniams, All right,

My, Tierney. Blue Shield of California, Senator, had very serious
wroblems, brought abont largely because of their very heavy work-
oads to handle not only medicare but medicaid, and thereby developed
about 125,000 claims a day.

On January | of this year, we redistributed the workload in Cali-
fornia and took away seven counties of the medicare operation from
California Blue Shield in an effort to reduce that workload.

There have been other carriers at other points in time, Senator. This
has been a ease of constantly perfecting tocsmiqnos.

I am mindful of the Texas Blue Shield. They had a serious dupli-
cate payment. problem, They instituted a whole new electronic data
processing system in early 1968, 1 helieve it was, Senator. I would
have to confirm that. And we think they have licked the problem.

Senator Wirntams, If T recall correctly, the GAO ecriticized the
cost of the system that Texas was establishing, did they not?

Mr. TierNey. T do not think they criticized the cost of the system,
Senator. They eriticized the fact that throngh their interpretation of
the contract, they did not regard it as a contract requiring prior ap-
proval by the Sceretary. What they contracted to do was turn over their
entire operation, both their own private business and medieaid business
and medicaid business, to contract for electronie data processing serv-
ice. Since medicare did not comprise a majority of that total operation,
they did not think they had to submit it. We felt they did have to
submit it because it was n substantial contract and part of it distinctly
for medicare.

I believe the principal GAQO criticism was not so much about
whether or not it was a reasonable contract, as to whether or not it
should have been submitted for prior approval.

Senator Wirnrams, On another matter. You will recall that the
General Accounting Office was highly eritical of the performance of
the Travelers Insurance Co.—part B carrier for railroad retirees, Was
that also the Bureau of Health’s evaluation of Travelers Insurance
performance—both for railroad retirees and as a carrier or interme-
diary for regular beneficiaries?

Mr, Tierxey. Senator Williams, we have been taking a long look
at Travelers, just as you were at the time of the last hearings. For
a long time, we suspended the availability of Travelers as a nominee
for any further providers until we could satisfy ourselves that they
had improved what they admitted was not a good part A operation
at that time. They have done a lot of very effective things, Senator,
to the extent that some institutions are now claiming that they are
overadministering and that they are turning down too many claims.
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As far as their function as a earrier for the railvoad retirement sys-
tem, Senator, I think the problem probably goes deeper than simply
Travelers. This is a national operation, with relatively few people
in some areas qualifying under the railrond retirement system pro-
gram; therefore, it makes it very diflicult for one carrvier on a nation-
wide busis to develop reasonable eriterin as to customary and prevailing
charges. 1 think that particular problem is under study by the admin-
istration to make an ultimate determination as to whether any carrier
should operate on that kind of a nationwide system or whether it
would be preferable to have local carriers in each area handle that
as they do the rest of the business.

The Railroad Retirement. Board is given delegation to select a car-
rier under the original arrangements of the program. Of course, they
continue their desire to exercise that prerogative. It was the Railroad
Retirement Board that made the selection of Travelers.

Senator Wirrtams. Well, the reason for pressing these questions to
see what steps were taken to correct those problems and abuses brought
up in earlier hearings and not. to repeat them unnecessarily. But. as one
member of the committee, I am very much concerned about the pro-
jected cost of this medicare program. Our whole committee was con-
cerned when we had a projected deficiency of $131 billion over 25 years
over what had been anticipated. We are now told that the deficit is
$216 billion, That is a little better than an average of $8 hillion a year
more in cost than Congress was told it would cost in 1967, In order to
raise this $8 billion a year more, something has to give, cither at one
end or the other.

Farlier in the discussion, there was a little concern that mayhe we
should not use the word “hankruptey,”™ so T will not use the word
“hankruptey.” But T will ask this question: What is the recent finan-
cial balance of the health insurance program? It is around $2 billion,

is it not ?
My, Tierxey. 1 would have to ask Mr. Myers. e tells me that is

correct ; yes, sir.

Senator Wirntams, Tt is around $2 billion. The elaims that are paid
under the health insurance program are contractual claims that are
agreed upon by the Government agencies or its representatives under
law. In other words, they ave obligations, are they not? As long as
this law is on the books?

Mr, Trerney. Yes, sir.

Senator Wirnianms, Now, assuming that Congress takes no action
to amend this law and it is allowed to continune as is, assuming the same
tax rate which we were told was suflicient, and the same benefits, when
would this fund run out of money ?

Mr. Myens. In late 1972,

Senator WiLniams. In late 1972, it would be out of money ?

Mr. MyEgs. Yes, sir. '

Senator Winniaas, Now, in late 1972, assuming we have done noth-
ing, this fund would be out of money and you would have nothing
with which to pay those bills which are contractual obligations. Is
that correct, Mr, Tierney ? :

Mr. Mvyers, That is correct.

) There would be some income coming in, but it would not be enough
0.._._.._...
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Senator Wintiams, It would not be enough to pay your bills?

Mr, Myers, That is correct.

Senator Wirniaas, Do you agree with that, Mr, Tierney ?

Mr. Tieeney. Yes, sir.

Senator Wirniaas., If it were private business and an operation
had obligntions far exceeding their income and they had no cash with
which to pay, what word would you use to deseribe that situation?
You would not use the word “bankrupt,” but what word would you
use ?

Mr. TierNey, T think they would be somewhat nnder financed.

Senator, I am not trying to beg your question.

Senator Wrinntass, I am not either, But I think we might just as
well face the facts of life on this. They have been ignored too much
and T think that we just ought to face up to what this program is
going to cost and what the results will be if there is no action taken
either to reduce the benefits—which may not be advisable—T am not
suggesting that they should—or to raise taxes, But something has
to give and we are not going to get anywhere by this shadowboxing.
So how would you deseribe the situation of this fund and its futnre
if there is no action taken by Congress?

Mr., Tierxuy. Senator, 1 think it would be in exactly the same po-
sition that private insurance companies ave in. Tf their costs go up,
as they have, of course, just as fast as medicare’s, and if they do
nothing about their premium income and they continue to pay out
more than they take in, obviously, they would be faced with the same
position.

Nenator Winniams, And what position would that be at the end of
3 ovears if this were a private insurance company with all these con-
tractual obligations and funds down to zero, as you say this would
be 2 What would be their position? Would they end up in insolveney?

Mr. Trerxey. Presuming that they went along blindly and never
raised their premium: yes, siv. But I might point out to you that
rates are going up in the private sector, and I do not say this in any
defense of the publie programs, or any effort to mitigate the concern
for the entire health system of the Nation. But the rates are going
up in the private sector just as fast as in the public; in some instances,
faster,

Senator Wirriays. I will get to you in a minute, Mr., Myers.

T am interested in Mr. Tierney’s observation, because as one who
operated a small business, before he came to Washington—and maybe
will operate one later—1I just want to know how to describe myself if
I ever get into a situation such as that you may be confronted with,
and what situation it would be other than bankruptey. T do not see
why you are so sensitive about that point, and T am willing to drop it.
But T do want to get a substitute word, You have been with this pro-
gram for a long time and you must know where you are headed.

Mr. Tierney. T will not quarrel with words. T think you would be
in bad shape, sir.

Senator Wirrranms. We will let it rest at that. But I think T must
say, that some of the abuses that were disclosed even in the short pe-
riod we held hearings earlier, T am someivhat disappointed that most
of what we get in response is that you are studying this, I think we
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have reached the point. where studying is all right, but we do need
action,

My, TirNey, I certainly would not want to leave you with that im-
pression. We are not studying these situations at all. The eases that
we reported to this committee, to the committee stafl, we have under-
taken action in every one of the irstances and I think you might want
to know the results.

There were some 18 facilities in that report which we made which
indicated that there were problems of either abuse or overcharging or
deficiencies in accounting practices, or something else of the sort. In
14 of the facilities, we suspended payments immediately. We then
went in and did detailed audits, In three of them, we found that no
cverpayments were established. In 11, we found that there were over-
payments involved. In five of them, we have gotten back the full
amounts of those overpayments, In two of them, there has been a par-
tial overpayment recovery made and escrow accounts have been es-
tablished to cover potential overpayment that we had decided upon.
One recovery action, as T have told you, was referred to the Justice
Department. Another recovery action is referred to the General Ae-
counting Office. And we are still in negotiation with only two of those
facilities, Senator, So T do not want to leave you with the impression
that no action is being taken.

Senator Wirnrasms, T have noticed that there were 14 cases of pos-
sible misutilization or overutilization of physical therapy, and other
abuses. Tn view of the high proportion of abuses and other problems,
T will ask you this question : Why were yonr people forced to find these
problems and abuses? Where were the intermediaries who were ad-
ministering this program? What were they doing? What were they
supposed to be doing? Aren’t they supposed to monitor these pay-
ments?

M. Treryey, The basie responsibility for not only processing claims
but as a byproduct thereof, Senator, to detect patterns of overpayment
or abuse or overrendering of services, does lie with the intermediary.
I think on the whole, they do a very good job of it. Qur job, we think,
is to follow up and make sure they are doing a very good job.

These were institutions, not taken in any kind of random sample,
but rather institutions in which, throngh our statistical analysis, we
had discovered that there were aberrant patterns of practice or
charges or too much physical therapy. So, we went into these facilities
knowing ahead of time that there was something wrong. I do not
think you should conclude, sir, that therefore they represent a sample
of what is going wrong in the whole Nation.

Senator Wirriams. I do not think they do, and T never tried to
make that point. T am concerned thai the intermediarv was not
picking up some of this. Apparently, it could be going on even now
1f you had not moved in.

Now, to what extent are the State health agencies supposed to
examine these facilities and these payments and to what extent were
they doing it, or is the msponsibi}ity primarily that of the Federal
Government ? ‘

Mr. Trerney. The State health departiments don’t actually examine
payments or have anything to do with the claim process.
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I am talking about medieare, sir. A

Mr. Veneaman, Senator, I would like to, if T may, just tick off a
list of things that have gone into effect (fn'mlgh regulation and in
other forms during 1969, since Secretary Finch took over as Secretary
of the Department. We had a regulation that went out, regulation
30-9, which went out to the States for the States to establish utiliza-
tion review for each item of service provided.

We had another regulation whic‘\ requires States to reimburse hos-
pitals for inpatient services on a reasonable cost basis using title XI1X
reimbursement formula, which was consistent. with a formula used
by title XVIII, so that a State could not pay under the 19 program
higher than it has been paying in the 18,

Senator Wirnianms. I have been noticing those utilization control
steps you arve taking and think they ave construetive. But what is hard
to understand is that after we started the work of this committee
examining this program and after you started making some correetions,
administratively and otherwise, for the benefit of the program—sinece
that time, we are now told, medicare is going to cost a minimum of
$3 billion a year more than was estimated hefore we started these
corrections. Now, perhaps Mr. Myers can answer that,

Mr Vexeaax, Weare talking about medicare again now.

Senator Winnraas, Medicare now,

Mr. Vexeasan, OK : weare back to that.

Senator Winniass, Before we got into this hearing, we were told it
was going to cost $131 hillion more than anticipated in the next 25
vears. Now in the last 2 or 3 months, vou have been taking some ad-
ministrative actions to impose corrections, to reduce the cost and put
more efliciency in the program, Apparently, you must have been oper-
ating in the other direction hecause the latest estimate we get is that
it is going to cost us an average of $3 billion more in the next 25 years
than the projeeted deficit.

Mr. Vexeaan, We changed one of the assumptions there. T think
that is one of the problems you have to recognize.

Senator Winrianms, VWhat assumptions are present today that were
not before us 60 days ago?

Mr. Veneasan, T think for one thing, there was a different assump-
tion on the amount. of increase for hospital care projected over the
coming years, That is different from the last one. Whether or not
this comes to pass, we do not know, Those figures were given this
morning, T believe,

I think that is somewhat speculative. T think this thing is going to
level off. T think we saw a rapid increase again during the early stages
of this program, but T cannot conceive that this thing will continue
particularly if we get the prospective rate provisions in and get the
other limitations in.

Now, what we have done, Senator, is we have brought some actuaries
inas consultants in the Department to review all of these cost estimates
so that we will have a check against these within a matter of weeks.

Senator WirLiams, This staff report for which the figures were
furnished by Mr. Myers projected this deficit at $131 billion. That rep-
resents the amount by which medicare expenditures are expeeted to
exceed its anticipated income in the next 25 years. Now, this report is
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dated February 9, 1970, Stafl got these figures from the Department
just before it went to press, And thig is still February. We now get
another revised figure of a deficit $85 billion higher than the $131 bil-
lion reported.

To be frank with you, I do not understand the errors in the first

Il)lace and I certainly do not understand this $85 billion error in 30
days.
Now, Mr. Myers, you have been wanting to speak. I am looking for-
ward to hearing just how you have picked up $85 billion or found $85
billion that you had not. picked up in the 30-period, and what assump-
tions are before us today that were not before you in December when
vou made those estimates, That is what I want to know.

Mr. Myers. Yes, sir.

I am very anxious to talk about the changes in the cost estimates
and also, if T have the opportunity, I would like to talk about the
question of bankruptey of a social insurance system.

Senator WirLiams, We are not using that word. We are using fi-
nancially embartassed.

Mr, Veneman. Or underfinanced.

Mr. Myers, There is a difference between the bankruptey concept
as it relates to social insurance and private insurance, as Senator
Anderson well knows because of his association with- private in-
surance companies. I would like to answer this first, and then go into
the other subject so as to try to set the record straight as to what is
meant by bankruptey.

First of all, as to the preliminary cost estimate that you referred to
that shows this excess of $131 billion of outgn over income over the
25-year period, which was made last September. As I indicated previ-
ously, it was a very preliminary estimate. It was made by shortcut
methods and approximations, because at that time, T was required to
develop something quite rapidly. I know that the costs were higher
than they had been estimated in the previous estimate, which had
been made in approximately February 1968.

Senator C'vrris. May T interrupt? What do you mean by quite rapid-
ly ? A matter of a few days or——

Mr. Myers. No; this was a matter of a few weeks. At the same time
that we were going through the process of making the very detailed
cost estimates, we were awaiting some necessary basic data as to where
we stood at present as to hospital utilization rates and costs. But this
other estimate, as I say, had to be fairly rapid because of the need
of developing a legislative program at that time.

Naturally, I hoped that this quick estimate, this shortcut estimate
that I made, would be fairly close to what the detailed estimate would
subsequently show.

Senator Wirniams, Might I ask, what was the legislative program
that gave the urgency at the time?

Mr. Myzrs. This was the President’s legislative program, which was
introduced last fall. It did not contain any changes in the medicare
program; except that it provided more financing for the hospital in-
surance program.

As T say, the more detailed cost estimates were worked on for sev-
eral months, and they were finished up just a week or two ago. When
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I was asked by your staff for figures, I told them, I think quite ac-
curately, that I was in the process of making new estimates and that
the latest ones we had available were the ones of last September. After
I make my estimates, I want to review them carefully. I show them to
the officials in the Department. for their renctions. They might think
the assumptions ave way off or something, and the estimates just, were
not. available for release when your stafl ealled.

Senator Winntams, What rveaction did you get when you showed
them the $216 billion ?

Mr. Veneman, Interesting,

Senator Winriasms, Nojseriously. I would like to know just what the
reaction of the Department was,

Mr. Myers, The reaction was just like my reaction. I was very un-
happy about it, They were very unhappy about it.

Senator Wirnians, That is a good word,

Mr. Myers, Tere is the way that my stafl and I made these estimates.

As a general procedure, we fivst develop what we think are the most
reasonable assumptions. We talk these over and then agree on them.
After that, we go through the mathematics of making the estimates.
When the results come out, we examine them to see if they are reason-
able. In this case, it seemed like a much higher cost than I ever ex-
pected. We went back very carefully through all the caleulations to
make sure that nothing had gone wrong, And it had not. This was
the unfortunate story. The cost was mueh higher than in the previous
preliminary estimate. 1 would have made everyone, including every-
body on your committee and the Seeretary and myself, much happier
if the cost had been shown to be what it ‘was last fall. But if T made
the estimates, and they come out this way, I have to present them that
way.,
Senator WirLrayms, Now, going back beyond that period and going
back beyond your preliminary estimate when you came up with the
$131 billion deficit, Prior to that, when was the most recent solid esti-
mate that vou made as to the cost ?

Mr. Myrrs. Those estimates were made in connection with the 1969
trustees report that was filed about January 19, 1969, and the esti-
mates were made just a bit before then.

Senator Wirriams, And they were solid estimates?

Mr. Myers. Yes, they were complete cost estimates—not. shorteut
or approximate estimates,

Senator Wirriayms. What was your projected cost estimate on that?
That was about a year ago?

Mr, Mygrs. The comparable figure to the $131 billion igure was——

Senator WirLriays. That is the $216 billion we are talking about.

Mr. Myers. The comparable figure to the $216 billion, as T recall. was
somewhere in the neighborhood of $60 billion. T do not have that exact
figure here, but I would put it in the record at this point if I might.

(Subsequent, Mr. Myers supplied the correct, comparable figure
as being $49 billion).

Senator Wrnnianms. T was interested that in the colloquy vesterday.
they were talking about rounding out to the nearest even $1 billion. I
thought that was a rather interesting observation. I want to round it
out to the nearest $50 billion. $216 billion is your projected estimate
now, that is solid, 25 veurs ahead.
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Mr, Myzrs. Yes, sir,

Senator Wirrianms, Well, it is solid as of today. It may be changed
tomorrow.

Mr. Mvers, No, Senator; this estimate will be kept for at least
until we have made our annual revision, so we will be keeping this
estimate at least for a year, as long as the law remains unchanged.

Senator Wirtrams. That is fine. Now, we will go back to the esti-
mate last year. You say there was about a $60 billion deficit then.
That would put it up another $156 billion now. 1f you project a solid
estimata last year of $60 billion, how did you come up with a pre-
liminary estimate of $131 billion last December ?

Mr. Myers, No, T am sorry, Senator. The figure was $60 billion. Tt
was not a $60 billion difference. )

Senator Wirriams, The figure was a $60 billion deficit last year.
And that was solid. Today it is $216 billion. Tn other words, based
upon the solid figures, we have $156 billion more projected cost over
25 years than was projected a year ago?

M. Mygrs. That is correct. The reason for this, as T indicated, I
believe, yesterday, is that we have made much more conservative
assumptions as to the future trend of hospital costs. In other words,
we now assume that hospital costs will keep rising much more rapidly
in the future than we had assumed before, We are also including in
this cost estimate, for the first time, an assumption that utilization
of hospital services will increase gradually for a number of years,
whereas before we had assumed that there would be unchanged utiliza-
tion rates in the future.

Senator Wirntams, T understand you get some change, but this is
about 400 percent variation. T would like to ask Mr. Veneman,
whether you think that it may be a good idea to have a real reap-
praisal of the projected costs of this by some outside, competent actu-
arial group that is in no way connected with the Federal Government,
even thongh it may cost—TI do not know what it would cost to get them
to give us an appraisal. But do you not. think that in the light of the
fact that we have a 400-percent variation in one 12-month period—a
misguess of $150 billion—that a few thousand spent for a real, inde-
pendent, non-Government. agency appraisal would be advisable?

Mr. Veneaan. I would agree.

Senator Wirrtanms. Don’t you think it would be worth whatever it
might cost? i

Mr. Vexeaman. T think it is extremely advisable, Senator. That 1s
precisely what we are doing. We have two actuaries plus the four
medical economists who will be reviewing these figures.

Senator Wirtiams. Perhaps that is adequate and T will not pass
on it and do not mean fo pass any reflection on those who were
mentioned. T do not know any of them, They may be the world’s hest.
But T had more in mind than a group whe-Tidd nothing but that type
of estimating—-un actuarial group that works for insurance companies
to bring in for a complete, independent report. Now, maybe we will
get it with this group. I cannot say.

Senator Curris. If the Senator will yield, T would like to ask the
Secretary something.

Sendtor WiLnrams. Go ahead.
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Senator Curits. Mr. Secretary, do you expect that they will come
back to you and inquire about certain assumptions that they should
make?

Mr. Veneman, Certainly. We would have to start with the same
base if we are going to have comparative figures—I mean the same
assumptions,

Senator Curris. Do you think that you would be able to give them a
correct. assumption on the rate of inflation in the next 25 years?

Mr. Veneaman. No, T do not think that that would be the administra-
tion’s responsibility.

Senator Cueris. 1 do not care whose responsibility it is. T am asking
do you think you could give it ?

Mr. Veneaan, That is part of the judgment. That is part of the
judgment. That is what we are hiring them for. You are bringing
them in so they could provide us with that kind of information to the
best of their judgment,

Senator Curris. A lot of our trouble is that we have not recognized
all along that this is not an insurance system, that it has no actuarial
basis. Tt is a political system. Suppose they ask you to predict how
many times Congress will raise benefits without an accompanying
increase in taxes? What are you going to tell them?

My, Vexesan. 1 cannot predict that, either, Senator Clurtis.

Senator Curris, T am not trying to make it difficult for you. T am
trying to point out what the problem is here,

Mr. Vexeymax., You can stipulate to certain given situations. You
‘an say give us an estimate on a figure given the present level of
service, scope of service under the present program, given a $7,800
wage base, then you use that as a base for comparitive purposes to
what Mr. Myers has come up with, Then you ean make assumptions
based upon what if we include drugs, what if we include disabled,
what if we have a rising wage base—all of these things.

Senator Cvrris. T am listing some important factors, If these
actuaries ask, What can we rely upon as the Ifederal deficit, not the
social security alone, but the general fund deficit that is going to be
over the next 25 years. There is no way you can give them a figure on
that, is there?

Mr. Veneman. No.

Senator Curtis, That is going to have a lot to do with the costs and

every time we have inflation, it is a demand for not only a raise in
benefits, but more benefits, If medical costs are rising, there is a greater
demand that we include drugs, and a greater demand that we include
more ambulance service.

Mr. Veneyman, We can estimate the costs of those.

Senator Curris. Well, I do not think so. T think the sooner we realize
that we are running a political system that has had woven into it almost
as a matter of trickery over the years terms like calling it an insurance
and so on, it has led people to believe that you could arrive at an actu-
arial cost of the program. It was only in 1968 that one candidate for
President in the last few weeks of his campaign, made a bid on increas-
ing social security benefits of 50 percent. Now, we will have quite a few
elections in the next 25 years. There is not an actuary in the world who
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can predict what kind of promises will be made, by anyone running for
the Senate or the House. There is no one who can predict what this
committee will do. We have the benefits of a good committee here,
cood staff, and others. And this committee would be the first group
who would say that you cannot predict what will happen on the Senate
floor. You have a system here that has no earthly resemblance to finan-
cinl programs run on an actuary basis.

You did not start it. T am not scolding you.

Mr. Vieneman. Mr. Ball was here in the early days.

Senator Curris. Well, he was an exception.

Mr. Vexeaan. But T think, Senator, we have to recognize that as
these changes are made and the way the program is written, you do
have to have actuarial information because it has to be a self-support-
ing program. This is part of the provision of the act.

Senator Curris. Well, you need some information on costs. But we
have misled, and it has not been just the Congress—we have misled the
American people on the whole idea that there could be actuarial
answers to this program. This is my 32d year in Congress. 1 do not
think T have ever seen them pass a social security bill but what several
Members got up and said, what we have planned here is actuarially
sound.

Mr. Vexeman. They all had to say it.

Senator Curris, Bvery one of them, except this last time, they raised
henefits without. raising taxes.

Now, there was no such way to write such a statement, hecanse you
do not know how many times Congress will change the law in the next
5 years, increasing benefits and so on. You do not know anything
about, for sure, about the inflation situation, or how long we will
live in this world of deficits. We might be fortunate enough to have
to endure gradual inflation. But it might get out of hand. Tt might
go zooming. If anyone feels that yon can get an actuarvial prediction
of what politicians will do to get elected, or an actunarial prediction
of what they will do after they get elected, then we can talk about
the program being actuarially sound.

Now, T agree with you, Mr. Secretary, that we need as much in-
formation as we can get to see just what is happening in costs and
where we are going. T am not shocked at what has happened here, T
anticipated it because you have not an retuarial system. We have a
political system. All us politicians arve responsible in one degree or
another for it. And it is going to go on and get wors.

Mr. Venesan. I think we have two things, Senator. One of them,
T do believe that on the benefit side, we can be relatively accurate, For
example, the President has recommendations for some reforms in the
social security system. Each one is priced out as to what it will cost
per percentage payroll. But where we got into {rouble on this thing
was on the health insurance side, where we are dealing with intan-
gibles. We were not able to say we have X number of people that are
roing to receive 2 amount of benefits. We said we had a certain num-

er of people that are going to be eligible for medicare. But we had
little control over what was a usual or reasonable cost or amount. of
utilization that would be taken into effect, or the amount of services
prescribed. This is where the intangible thing is that is difficult to
estimate.
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Senator Curris. Oh, yes. You have said it more eloquently than I
could. Tt is intangible. You cannot predict it. A long time ago, insur-
ance companies quit writing insurance agreeing to pay somebody’s
hospital bill, They agreed to pay so much per day.

I\f}r. Venesman, That is what we have recommended, yes, essentially,

Mvr. Bawt, Senator, you and I have been differing on some of these
matters at least since 1952, and I would not want to spoil the record.

Senator Corrrs. It might hurt both of us.

Mr. Barr. One point, though, T really do think deserves emphasis
and is a great cvedit to the U1.S. Clongress, and that is, in my experience,
no social security bill and no health insurance bill has ever been
passed finally without the Congress having information and a con-
vietion that the financing that they provided for that package of total
benefits was sufficient to cover the cost. And in the eash part of the
yrogram, I think with very few, very small exceptions, that has always
een borne out. And T am sure that when the Congress voted for this
health insurance plan, they aceepted the assurances that the contribu-
tion rates were suflicient to carry the cost of the program over the next
25 years and that it was an actuarially sound sys{em,

) B \ ‘ . ¢

Senator C'vrris. Here was one Member who did not believe any
such thing. No reflection on you, but T just did not believe in the pre-
diction, beeause T think we are running a political system and there is
no way that you can prediet whether or not projected increases in taxes
will take place or whether the. will be frozen—all of these intangibles,

Mr. Bann, That is true, Senator-— —

Senator Curris, They always came up with a piece of paper that
carried some ifs, and ifs, and if this rate goes into effect or this goes
into effect and this benefit stays, we have an actuarially sound program.
Well, there was no assurances in any of this.

Mr. Barn, Obviously, the estimates never included the possibility
of changes in the level of benefits. A1l that could be said was that if
this level of benefits staved and this level of contribution rates went
into effect then on this assumption, this will be suflicient to meet the
costs as they fall due.

Senator Cerrrs. But Congress changes the level of benefits just
before every election.

Mr. Barnn. When that happened, the new contribution rates took
that into acconnt. They were always raised commensnrately, with the
need, but not always with the amount of increase in henefits because
in the eash benefits program, savings had developed. Frequently, costs
were overestimated in the cash benefits part of the program.
~ Mr. Vexeasran. That is why they were able to get a 15-percent
increase.

Senator Winntazs, There is one thing T want to ask. T understand
it is your opinion that the 15-percent across-the-board inerease in so-
eial security could be financed without any inerease in taxes. Is that
right, Mr. Myers?

Mur. Myrrs. That is right, Senator Williams. |

Senator WinLiass. On that basis then, there would be no need for
the Congress to consider approving the previously recommended in-
ereases in social security taxes unless we were going to raise benefits
accordingly—Dbecause it is all solvent as of now.

Mr. Myers. Yes.
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The cash benefits program as it now stands is on an actuarially
sound basis,

Senator Winniams. The administration, with its 10-percent request,
as T understand it, suggested raising the base to $9,000. Later, the
actuaries suggested that you could raise the benefits 15 percent, not
10 percent, across the board, without jeopardizing the financial sta-
bility of it.

Mr. Veneman, But, Senator, when we submitted the administra-
tion’s social security amendments, it contained more than just a 10-
percent increase.

Seunator Wintans. T know it did.,

Mr. VeExeman, It contained other elements of reform that the Pres-
ident and others in the administration felt would be desirable in the
crogram which cost additional money.

Senator Winniams. Only those need refining from this time on,
whatever is adopted.

Mr. Vexemaxn, That is correct. The 15 percent they were able to
et by without additional financing. But we eannot do another thing
in the widows’ benefit or——

Senator Wirniams, And you will not need an increase in taxes?

Mr. Vexesax, Not if you leave it alone, But the administration is
still supporting those reforms,

Senator Wirriays. In this same audit report we veferrved to earlier
it cays that one of the most widespread deficiencies is the lack of ef-
feetive intermediary systems for monitoring provider audits. Now,
these reports are critical of these intermediary actions. Are you still
using the same intermediaries? Has there been no disciplinary action?

Mr. Veneman, We made a change in California, I know,

Senator Wirniays, Then you read in this HEW veport that a large
proportion of hospitals are compiling their medicare costs by the
combination method because it provides a simpler method of reim-
bursement than does the departmental method. Tt indicates that while
you have no data as to the total dollar effect nationwide of the inclu-
sion of private rooms and delivery room costs in combination reim-
burcement, information developed by one intermediary shows that
for the largest hospitals, these costs can range as high as $1 million
annually in additional payment.

If these are $1 million annually for some hospitals, which hospitals
did the report have reference to and what steps need we take to cor-
rect this problem?

Mr. Tierney. I could not tell you the name of that hospital.

Senator Wirrianms. Well, what steps have you taken ?

Mpr. Tierney. In your absence this morning, Senator, Mr. Ball re-
viewed the whole reimbursement. mechanism. We started out to point
out to the other Senators

Senator Wirrrams. I was here, I thought.

Mr. Tierney. I am sorry, sir. I forgot.

We started out, as Mr. Ball said, with four different mechanisms
by which institutional providers could try to get a fix on the cost of
providing services to medicare patients as opposed to providing care
for all other patients. Let me say to you, Senator, this is the first time
in my knowledge that any insurance program tried to make such a
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segmentation of costs. To the private insurer, Blue Cross or others,
they pay the same amounts whether people are 6 years old or 65 years
old. It is an average per diem ncross the board.

Wo were here trying to determine not only what the hospitals costs
were, but then to make an alloeation of those costs between medicare
patients and nonmedicare patients. 'They did that at the time, Senator,
when T think any hospital admisintrator, or virtually most. of the ad-
ministrators in the Nation, would be willing to tell you that cost ac-
counting was not characteristic of the hospital system. There had never
been any reason, as I said before, for that kind of precise cost ac-
counting. So we started with that kind of a background.

We first said that they could use a gross RCC method. In that
method, you just siraply took all of the costs of the hospital and took
the ratio of meidicare charges to total charges and applied that ratio to
cost and that was a way of estimating medicare costs,

Then we had another method which we called the estimated per-
centage method. There you tried to make an estimate of various costs
to be allocated to the different departments.

Both of those methods, sir, in the last 314 years, we have eliminated
and wound up with two methods which are left, one the full depart-
mental and one the combination method.

Now, both of them are mechanisms by which you try to estimate
costs, 11 a hospital’s costs, Senator Williams, or if its charges are
actually related to its costs, then the two methods work out identically.
[f, however, there arve areas in which there is a great differential or
a gross differential between the actual costs of a given service and the
charge that that individual hospital makes for that service, then yoen
can get distortions both ways. We do not think at this point in thue
that it is feasible to impose the most highly sophisticated method on
all of the hospitals of the Nation.

I might point out, that in the stafl report, they say that they think
we have made a good effort but that we perhaps should not be guilty
of, if T recall the phrase, an overkill in accounting mechanisms. Se
that is where the situation is.

1 would like to agree with you, sir, that the most precise method
which we think now is available to estimate this cost differential is
the full departmental step down, cost by cost center, charge by
charge center mechanism, JBnt we do not think it is fair to the Na-
tion’s hospitals at the moment that this be made absolutely arbitrary.

ITowever, I would point out that this again is the thing that Mr.
Veneman was predicating his whole presentation to you on yester-
day, sir. As long as we go along retroactively picking up costs and in
trying to make these alloeations, he does not feel, and T agree with
him, that. we will have as effective control on costs as we would have
if we could prospectively establish what the program will pay and
that is it.

Senator Wirriams, Perhaps it is right and all we want is a cor-
rection and T am not going to pursue this further. But T repeat what
I said earlier. As one member of the committee, T am very much
concerned at these wide diserepancies in the projected costs of these
programs. I realize that we cannot predict what Congress is going
to do. But as I understand it, the projections are made on the sched-
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uled financing in the law as it was at the time the projections wero
made. They are made on the basis that there will be no change in the
benefits structure and no change in the tax structure, That is the way
the projection was made. Then to the extent that Congress changes
them later, that has to be taken into consideration at the time, As T
understand it, there have been very little, if any, change made be-
tween the time of the projection a year ago as far as benefits are
concerned and yet a $60 billion defieit was estimated and then $216
billion. I do not reeall being given an estimate that the additional
$1506 billion cost results from changes by the Congress.

Mr, Vexesman. I think, Senator, you ave absolutely correet. There
has been nothing in the statute or action by Congress that has
changed or modified this. As a matter of fact, as far as administra-
tive restrictions are concerned, it should have reduced costs because
we have tightened up on sonie of the administrative aspects of the
medicare program.

But what has changed and what makes the differential is that the
assumptions that Mr. Myers has indieated have changed based upon
additional information that he has teceived and more refined figures.
He is now making assumptions that the cost for care and faeilities
will inerease in 1971 over 1970 approximately 14 percent, The fol-
lowing years, assuming they will increase almost as much. This is
wherve I think he changed the figures,

Senator Wirriams. You realize that we as members of the com-
mitteo have to deal with the financing of this deficit.

Mr. Veneman. We do not appreciate it either, Senator.

Senator WirrLrams. I think you said this morning medicaid would
cost about $2.8 billion in Federal funds?

Mr. Veneman. In medicaid?

Senator Wirriams, Right.

Myr. Veneman, That is right,

Senator Wirriams. That was presented to the Congress in 1965
on the premise that it would cost $238 million more initially than the
existing program which was then about $400 million. In other words,
the adoption of the medicaid program was projected at the outside of
around #700 million. Now just a few years later it is high, and going
up higher. We wonder sometimes whether we get these low estimates
when they want a program and get the real costs later,

This is not—again, T want to emphasize, and 1 think it is under-
stood—not your problem. You have been most cooperative with us
in helping us examine this program. As one member of the committee,
1 a.p{)reciate your cooperation and I compliment you on the steps that
yvou have taken. But as we approach this question of raising the tax
rate to finance this program without using the delicate word of “bank-
ruptey”—as we approach the financial embarrassment situation—
somebody is going to have to reassure me that we do have a more ac-
curate estimate of the projected costs before I am willing to support
any steps toward increasing the financial provisions of this program,
And I would hope that the Congress itself would just say we will
stop, look, and get this program started right. So I hope that in any
estimate of costs that comes up on any recommended program or any
change in program, expansion or otherwise, we will get an outside
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cost ligure—not just one attractive enough to get the program started,
but get the outside costs, Estimates which the admimstration will be
willing to accept if enncted into law with the understanding that a
provision could be written into the same bill that if the costs ever
exceed the estimates, the administration will antomatieally stop and
come back to CCongress for a reexamination of the program. Further,
that it will be in effect only so long as it remains in the cost figure that
is prepared at the original time,

I am not sure that we are not going to have to put some kind of
outside limitation on those programs-—to put them on at the time
they are enacted. Then there will be some responsibility on the (Govern-
ment official that presents them to make sure he has maximum cost
figures.

Vhat would you think of that?

M, Venesax. I think it could be done, T think we have to recognize
again the distinetion here that under the medieaid program that you
make reference to, the inerease in the Federal cost there, we would
have to project. what the Federal contributions would be had the for-
mer program stayed in effect, given easeload inereases and other prob-
lems that would have oceurred.

Also, in that particular program, I see some difliculty in putting a
fixed fee on it when we are in fact dealing with 50 States who are
moving in, I think, for the most part, with open-ended appropriations.

Now, we have, s Mres, Hanft testified this morning, we have pre-
dicted that this vear, the cost of the medieaid program will be just
shightly higher than the total Federal cost Lt year because of some
modifications that we are making, some legislative requests that we
will be making, including a reducetion in our budget amount of some
K235 million because of a change in reimbursement formula that we
will ask Congress to pass, which was announced this morning.

Now, the only problem I have with trying to elose it in on the trust
fund side, on the hospital insurance side, would be—and it may bhe
able to be done, may he able to do it there—wonld he what do you do
about the eligibles that may become eligible when you run out of
money ¢ That would be one of the problems. An equity problem, I think
[ am speaking: about,

Senator Wirrrans, Well, perhaps it is not feasible, but T think you
will agree that the system we have been operating under for the past
2 vears is not at all satisfactory, either.

Mr. Venexan, 1 would be the first to agree to that.

Senator Wirntanms, And a variation in one 12-month period in the
same. program, based on the same tax structure, with a $156 billion
variation, is quite a variation. I am not an economist nor a mathe-
metician, but T would never have gotten out. of the sixth grade with
my mathematics teacher if I had made such an errvor as that.

I am just worrying—maybe I had better not state what I am
worried about.

Senator AnpersoN. What estimate has been made by the Social
Security Administration of the amount of money that will be saved
under this prospective rate proposal?

Mr. Venesan. You mean the prospective rate and the doctor’s fee
proposal we had yesterday ¢ .



125

Senator Axnerson. Yes

My, Veneyax. Senator Anderson, I understand from Mr. Ball that
an estimate on that has not been made.

Senator Axperson. Could you answer, Mr, Ball?

My, Bave, I think it is probably very diflicult. 1 would he glad to
ask Mr. Myers to comment, Mr. Chairman. There ave immediately
obvious difficulties in comparing it in a changing situation. But let

Bob speak.

Mue, Myens, T would like to study that proposal a little more, Sen-
ator, if 1 conld, and ther put something in the record on it,

Senator Axperson. AN vight. T am just hopeful that at least some
estimate has been made. We are talking about estimates right along
here, 11 you have some sort of document that might show {hat there
might be some savings, that there might be some worthwhile control

in the program, we would like to know it.

Mr. Vexesax, We will have those figures developed, Senator, and
have them submitted for the record.

Senator A~persox. Fine,

('The data referrved to follows:)

MEMORANDUM

I'rom: Robert J. Myers, Chief Actuary, Soeial Security Administration,
Subject @ Cost Estimate of Savings Arising IFrom Proposals to Modify Medicare
Reimbursement Prineiples,

This memorandum will present cost estimates as to the effect of certain pro-
posals to modify the Medieare reimbursement principles that were contained
in the testimony of Under Secretary Veneman in his testimony hefore the
Senate Committee on Finance on February 23,

As to the Hospital Insurance program, it is proposed that providers should
be reimbursed prospectively, instead of on a cost basis retroactively as at pres-
ent. By being challenged with rates set in advanee, the theory is that the pro-
viders would be more apt to hold down costs, especially if they can share in any
savings that are actually achieved. For the purposes of actuarfal cost esti-
mates, it does not seem prudent or feasible to make any specifie estimate of
cost savings now—at least, until some experience under this approach is avail-
able to be annlyzed.

As to the Supplementary Medical Insurance program, there are two pro-
posuls. Under the first one, allownable charges to be recognized in the next
fisenl year would generally be lmited to the higher of (n) presently recog-
nized charges or (b) a new prevailing level set at the 75th pereentile of ealen-
dar-year-1969 average customary charges in the area. Under the second pro-
posal, in the future, the prevailing-charge screen would move up only in pro-
portion to increases in an index made up of pertinent portions of wage and
price indices.

The “76th percentile” proposal, it is estimated, would reduce total program
costs in I'Y 1971 by about 2.4%, or $60 million. The “index-adjustment of pre-
vailing charges” proposal cannot be acceurately cost-estimated, since it is not,
as yet, spelled out in full detail; however, it wonld appear that it might result
in relative savings in total program costs of about 1% to 2149 in the thrst full

year of operation,
RoBert J. MYERS.
Senator ANDERSON. Senator Curtis?
We have a whole series of questions that the staft has prepared.
Senator Curris, T just want to make this observation for the record,
I have not been in attendance because 1 have had another committee
meeting. 1 rather think that we have a system here that has a lot of
problems in it. Some unsound things have been done. I have the ut-
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most confidence in Mr, Myers’ integrity and comll)etence and I think
the majority do. I do not want to be repetitious, but T think it is the
type of program, the whole socinl security system is the type of pro-
f;mm that is not subject to actuarial predictions. Mr. "\}vers may
1ve made some mistakes, T suppose everybody else has, He hag per-
formed in an excellent manner,

A friend of mine was in my office this week. He told about calling
on an elderly lady in another city. He described her elaborate apart-
ment and said that he knew her well, that she is worth about $50 mil-
lion, Ho said, “T was surprised to see on her ]nmpstand near her bed
the book she was reading. It was ‘How To Avail Yourself of Medicare
Benefits,

I think it is pertinent to this subject—Congress made the decision to
give everybody medical care, hospital care, regardless of their need.
It has a lot of ramifications. People who feel that they have paid so
many taxes all their lives and that they have it coming—all of this has
given us a monster of a program. This will be hard to pay for, it is hard
for the local hospitals to get along. When they are behind in the money
that they collect from the Government, they have problems.

I am concerned about the raised benefits without raising taxes this
past year. I think there is a great political factor involved. The Con-
gress will decide what we (ﬁd once, we can do again. And I think
that we departed from an important principle of restraint in this
program. Regardless of what. t]lm adding mncflinos add up as to what
could be done, We are not dealing with contracts and exact figures. We
are dealing with a political system.

Mr. Myers, I know you have problems on your hands. We may have
had some great imponderables, but I want you to know T have con-
fidence in your basic integrity and I think I understand a little bit
about how tough your problem is.

Mr. Myers. Thank you, Senator Curtis. What T am more con-
cerned about is my integrity than my smartness. ‘ .

I would like to say a few words at this point, if T might, Mr.
Chairman. )

Senator Williams, at least in partial defense of the cost estimates
and to give a little more explanation as to just how much they were
at variance or at error, whichever phrase you wan{ to use. .

First of all, T should point out that, as you well know, when medi-
care was enacted, there was a controversy between the insurance busi-
ness and myself as to the costs of the hospital insurance program.
The controversy was not over the methodology that T used or the
accuracy of making the estimates. The controversy was entirely over
the assumptions that were made. And on assumptions—particularly
hefore a program is started—reasonable men could very well differ.
They can still differ on the assumptions, because even though we have
been in operation for 4 years, there is still no certainty as to just what
the future trends are in hospital costs or hospital utilization.

In any event, the insurance company estimate, under the assump-
tions therein, was about 20 to 25 percent higher than my estimate.
Obviously, they were much closer to the truth of the actual experience

than I was, but they were too low too.



127

Now, I think in comparing the cost of the program, if T might say
so, Senator Willinis, a better wuy of comparing it is to congider what
I call the level cost of the program; in other words, what tax rate
you would have to charge from now on out, on a level basis, to support
the program, rather than considering, as you did, the excess cost.

Now, as o the reason T say this, let me give an extreme example.

suppose something is estimated at $200, and another estimate is
made of $201. Then, a third estimate is made of $204, The ervor or the
variation, to use perhaps a nicer word, for the second estimate over
the first one is $1. The error in the third estimate over the first esti-
mate is $4. Therefore, someody could say, look, there was four times
as much error in the third estimate as in the second estimate, and look
at how terrible a job it was. Yet the estimates of $200, $201, and $204
are all very close to each other. That is why T think using just the
residunls has certain limitations,

Now, as to the estimates of the level cost, let me say that T estimated
originally that. the level cost of the program would be about 114 per-
cent of the payment, The insurance business estimated higher, around
114 pereent, My current estimate, which is the one 1 have been describ-
ing here, and which is the best T believe that T can make at the moment,
is just a little over 2 percent. Now, that is a big ervor. T am not proud
of it at all. It is an error of 60 percent, But the fact is that the present.
estimate is 60 percent higher than the original one.

(Mvr. Myers, on reviewing the transeript, noted that the level-cost
of 2 percent that he gave as the present level-cost estimate actually
applies under the assumption that the earnings basc s increased in the
future to keep up to date with the assumed increases in earnings. To
bo comparable with the oviginal estimate of 114 percent (based on the
assumption that the earnings base remains fixed at the figure pre-
seribed in the law), a figure of 23/ percent should have been given for
the current estimate. If the latter, proper figure is used to measure the
variation, then it becomes 120 percent.)

The reason for the variation, I believe, is largely in the assumptions
1 have made. I think, based on the experience to date, the original
assumptions as to what were going to happen to hospital costs were
far too optimistic.

Finally, and I appreciate very much my opportunity to make this
statement, I might say that any actuarial committee that is brought
in, T would welcame. 1 trust that 1 will get a great benefit from their
views as to the assumptions made. T certainly hope and trust they will
not. find anything wrong with the methodology. The big difficulty in
cost estimates of this type—as several of the committee have said—is
in making assumptions as to what is going to happen in the future
with a service-benefit plan like this, where the benefits are not tied to
the wages on which taxes are paid. That is the beauty, from an actu-
arial standpoint, of making estimates for the cash benefits program.
The benefits are related to the same base as the taxes.

Thank you very much, Mr. Chairman and Senator Williams.

Senator WiLntams. I want the staff to go on so we will get these
questions in. T am not talking about the difference between $201, $203,
$204. Tet’s face it, We are talking about a projected cost estimate 1
year ago of $60 billion more over the 25 years. Today we are told it
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is n $216 billion deficit and that is $156 billion more than last year’s
estimate and we are told there is still variation, But it is there,

Tet’s let the staff proceed with its questions.

Senator Currs. Are you talking about the total cost of $60 billion

or the excess cost? . ‘
Senator Wiriams. We are both talking about. the same thing, the

deficit estimates.

Mr. Myrrs. It is the estimated excess of the cost of the program over
the contributions or the taxes that would be collected at the present
scheduled tax rates over the next 25 years. And of course, much of this
difference comes in the later years of the 25-year period. The estimates
for the early years were not that much different.

Senator Curris. But the $60 billion is not total cost?

Mr. Myens. No; that is the excess of the costs over the tax income.
Tn other words, a deficiency that will have to be made up in some way
or other if the program is'to be solvent for the 25-year period.

Senator Curris. What will the tax income be over that period?

Mr, Mykrs. It is in the memorandum I submitted for the record.
Over the 25-year period, the tax income is $263 billion. The outgo for
benefits and administrative expenses is $479 billion; and the difference
between these two figures—in other words, the deficiency or the defi-
cit—is $216 billion.

Senator Cunris. Now, a year ago, the deficit was figured at $60
billion ?

Mr. Myers. Yes, sir.

Senator Curtrs. What’s the latest one?

My, Myegs. $216 billion.

Senator Curiis. But the $216 billion—

Mr. Myers. The figure in last year’s cost estimate for the tax in-
come was somewhat lower,

Senator Currs. But the long range is approximately $216 billion?

Mr. Veneman. Senator Curtis, I think we should point out that that
is assuming that Congress is not going to do what they have tradi-
tionally done in the past. This is assuming that there will be no in-
crease n the wage base. This is assuming that over 25 years, the wage
base is going to remain at $7,800. That has not been the case.

Senator Currts. That is why T totally defend anybody who is
called upon to make an estimate with regard to these things. We are
running a political system.

Mr. VeneEMan. We can judge a little from the past and we are as-
suming that the earnings base is to be adjusted similar to the lines
Congress has adjusted it in the past, that deficit instead of $216 bil-
lion would be $94 billion.

Senator ANDERsON. They are going to ring that bell pretty shortly.
T want to get started on these staff questions.

Starr. Is HEW considering modifying its regulation which re-
q}lllil‘es States to pay hospitals on the same basis under medicaid as
they do under medicare, Mr. Secretary ?

Senator ANpERsON. Mr. Secretary, if you desire to submit answers
to any of these questions later on—— -

Mr. VeneMAN. On page 3 of our memo commenting on the staff’s
suggestions, we have that. We are not suggesting the change by regula-
tion. If any change is made, the statute ought to give the meaning to

the program.
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Starr. In other words, you want Congress to clarify it.

Mr. Veneaman. If we can have a legislative clarification, that is all
we are suggesting here.

Stare. In December 1969, you decided to give hospitals a 814 per-
cent. nursing time plus factor. We understand the hospitals wanted
considerably more than 814 percent based upon the data they sup-
plied to you. How valid were their data and what deficiencies did
you find in the request of the hospitals?

Mr, Veneyan, We agreed after we took away the 2 percent—as you
will recall, on July 1, the 2 percent allowance was available to hospi-
tals to cover otherwise unidentifiable costs was eliminated-——

Srarr, We ave talking about the caleulation of the 814 percent.

Myr. Vexeyan, That is right. Following that, we recomputed the
formula by which we reimbursed hospitals. Mr. Tierney was in on
the negotiations and T will let him answer on the 814 percent. and how
it was arrived at.

My, Trersey. T am sure you know from the report that the 2 per-
cent was applied to the total of all expenses. The 814 percent nursing
service differential was based largely on time and cost studies and the
type of things people do in providing nursing services only to
aged persons and the nonaged, There was an original indication or
assertion that the factor used ought to he somewhere around 13 per-
cert, Mr, Wolkstein, a much better economist and statistician than I,
avfalyzed that data. Tt finally appeared that the data did support the
edntention that nursing costs to aged people are in the realm of 815
plreent in excess of those for persons under 65,

{ Srarr. Was the hospital data faulty? Is it correct that they sought
fo have yon pick up maternity costs, that they had other add-ons in
there?
~ Mr. Tierxy. There were other things; yes.

Mr, Vexemas. I do not think there would be much maternity un-
der part A.

Starr, If medicare picks up a disproportionate share of hospital
nursing costs under the change in the formula, does that mean that
less of the hospital's nursing costs <hould be payable under medieaid?
ave you answered that in your statement ?

Mr. Bari. T do not believe it is in the statement, but you are ab-
solutely correet, It should go down. Tt is our intention in issuing the
new regulation to handle that point. for medicaid in the same
regulation.

Srare. You condueted, Mr, Tierney, a survey in 1968 which showed
that 47 percent of the hospitals in your study were not conducting
sample reviews of admissions—a statutory requirement. How many
hospitals today are violating the statute? Do you have any later data?

My, Tiernry. We do not have any later data than that. We think
that. was a projection, if I recall, of a review made of a sample of
hospitals, that many of that group were not. doing—they were doing
review of long-stay cases but not reviewing the sample of all admis-
sions. We have instructed intermediaries to enforce the regulation
that that be done. As you may know, in the new cost eflectiveness
amendments, we have further provisions in this regard that would
eliminate reimbursement where there was no medical necessity estab-
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lished in the first place. You will recall that originally in the law,
there was a requirement of physician certification of necessity, which

was, in 1967, eliminated.

Senator Curris. Mr, Chairman,

Senator Anperson. Senator Curtis.

Senator Curris. 1 wonder if T might have unanimous consent, to
submit just a few questions in writing and have them answered for
the record? T may elect not. to do so, but I was unable to be here and

I do not want to take up the time to do this.
Senator Anprerson. The Senator from Nebraska has been a long-

time associate in this committee and in the Congress. You should have

that privilege. '
Senator Cunris. Thank you. I'shall so advise the staff.
(The questions of Senator Curtis, with answers supplied follow :)

Question. Mr. Mycrs, unfortunately I could not be present on February 25,
when a newspaper article about a paper which you 1wrote was discussed. When
I read the trandeript, I found that the discussion was not complete. Would you
please submit this articie for the record and give your comments on it?

Answer, The article (attached herewith) is substantially accurate. The only
points on which I would take exception, are as follows:

(1) In my paper (which has already been included in the record*), I did
not. charge that sabotage was oceurring.

(2) I did not imply any blame to Seeretary Finch.,

(3) My statement that the current situation is the same as if Mr. Clohen
were still Seeretary meant only that the Social Security Administration is
contimiing to funetion in the policy planning and research areas in the same
manner as before, It does not mean that this is true for the Department
as a whole, or for any Social Security legislation proposals that the Depart-
ment has made.

My primary concern is that I believe that the top leadership of the Social
Security Administration strongly believes in what I have defined as the expan-
sfonist philosophy, whereas the Nixon Administration—judging from various
speeches by the President and other top offieinls—adheres to the moderate
philosophy.

Despite what has been safd in some carlier testimony, the Commissioner of
Social Securlty is not in the career civil service, but rather he is a politieal
appointee, confirmed by the Senate. As such, he is responsible for directing
research and program evaluation and for making policy recommendations directly
to the Secretary. On several ocecasions, I have heard former Secretary Cohen
make statements to the effeet that those who control the collection of data and
its analysis control the future conrse of n program. It seems fair and reasonable
to deduce that n political appointee selected by an Administration that had an
expansionist philosophy holds the same beliefs—how else could he have served
it well and faithfully?

In addition, I am convineved that the leadership of the Social Security Admin-
istration cannot, with its strong philosophical views, serve the prese,r Adminis-
tration effectively. Tt is (rue that such leadership may support :ll proposed
recommendations made by the Administration (as being “a step in the right
dirvection”), but will it strongly defend such recommendations against those who
want much greater changes to be made in the program?

In my opinfon, the top Secinl Security position is political in nature—and it
should be. If the functions of the Social Sccurity Administration were purely
administrative in nature, all its top staff could properly be under Civil Service.

There is no one single “correct” answer as to what should be the nature of
the Social Security program (whose overall importance in the economy is
indicated by the fact that its expenditures involve about $40 billion per year
currently). It is desirable, in this democracy of ours, for different political
Administrations (o be able to express their philosophy and views as strongly as
possible. This can be done only if each Administration has complete control over
the formulation of program policies, as well as over research and program evalu-
ation and planning. It is well known that the statistics and the research analyzing

*See p. 87.
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the program have a strong effect on the polley recoimmendations for that pro-
gram, and thus on its future course.

During the years when Mr. Cohen was in office, and when the expanslonist
pholosophy prevailed, T served—in good conscience and with professional satis-
faction—and made the best cost estimates possible, regardless of my feelings
about the proposnls, The top Soclal Security Administration staff then quite
properly concentrifed on research and studies aimed to expand the program,
sinee this was the prevailing philosophy of that Administration,

Now, however, T believe that an injustice is being done by the top Soclal
Security Administration staff in continuing thelr research and program planning
activities along expansionist lines, contrary to the Nixon Administraton’s
policies. Thus, I believe that, In all good conselence, T must speak up on this
subject, and <o I have written several papers on the subject of the moderate
and expansionist approaches in Social Security,

[From the Kvening Star]
SABOTAQGE CHARGED ON SoCIAL SECURITY

The ¢hief acfuary of the Socinl Security Administration charges that Demo-
cratie holdovers and career employees are subotuging the Nixon administration’s
“moderate” policles and substituting their own “expansionist” polictes,

Robert J. Myers, a (18-18 career employe who entered clvil serviee in 1934
and has been socinl seenrity’s chief actuary xince 1947, appears to place the
blame for the situation on Health, Edueation, and Welfare Secretary Robert 11
Finch who, he imples, is trying too hard to please the Democratic Congress,
Myers earns $33,000 a year,

“Wilhur Cohen (HEW Secretary under former President Lyndon B, Johnson)
might just as well still be secretary as far as any change in attitude is con-
cerned,” Myers sald.

SABOTAGE CHARGED

Myers made his “moderates vs. expansionists” views known in a speech before
the Amerlean Pension Conference and Iater expanded on them in an interview,

Myers charged that Socinl Security career employes twisted poliey and sabo-
taged Social Security programs during the Eisenhower administration,

He said some of the top eareer people would write the testimony for the various
HEW secretarles to present to Congress, then would slip questions to Demo-
cratic congressmen on the House Ways and Means Committee designed to *“rip

holes' in the testimony.
DRASTIC EFFECT SEEN

Regarding the present situation under Finch, Myers noted that both the
commissioner and deputy commissioner of Socinl Security are holdovers from the
Johnson administration,

He safd the Nixon administration's policy of moderation in Sceinl Seceurity—-
that the Soclal Security System be kept up to date with changex in economic
conditions and that any weaknesses or defiefencies which show up be remedied---
is being shunted aside by careerists and politienl holdovers who he said embrace

the “expansionist” philosophy.
PLANS OF EXPANSIONISTS

Myers said the “expansionists” want to provide full economic protection when
an enrning loss oceurs, They also advoente that the government should provide
n level of income for retirees and disabled persons which is virtually as high
as income before retirement, Myers charged.

If the expansionists have their way, Myers asserted, it would have a drastic
effeet on the nation’s economy, greatly reducing private savings and pension
plans, reducing investments funds for private industry to expand econontle-
productivity activities, and would ultimately result in increased government rog-
ulation and control “and even ownership of productive activities.”

Myers suid efvil service career employes should be limited to carrying out im-
partially the policies of the administration in power,
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“In the policy-planning fleld, however, the top policy officials gshould have staff
members working for them who are fully sympathetic to their views and ap-
pronches,” Myers said, *“I'oo miuch avil service and too little flexibility in filling
top personnel posts can easily hamstring any adminigtration in a particular
area.”

“For example, if the high-ranking civil service technical employe is of the
same convietion as a public andvocate of the ‘out’ party, how can it be expected
that he will produce s vigorous, air-tight rebuttal for his political superior to
an attack on administration proposnls by such an advoeate?' Myers asked.

There have been a lot of rumblings among some top Nixon appointees in re-
cent months that career government employes in their departments and agencles
have been thwarting thelr programs,

But none have been willing to be quoted until now when, ironically, Myers, a
career official, made the charge ngainst his colleagues.

Question, Mr. Mycrs, you mentioned in your testimony that the concept of
hankruptey as it applics in private health insurance does not apply to Mcdicare.
Please give me more details on your vicws.

Answer. The financial solvency of an insurance company is determined by
whether or not its assets at the valuation date are adequate to meet the Mabil-
ities outstanding. Let us first consider a health insurance company which sells
only annual term insurance policies, with the premium rates being subject to
change each year. The Supplementary Medical Insurance system operates on
a somewhat similar basis to this, For simplieity, let us assume that the com-
pany sells all its polietles on a January to December basis, Then, its financial
solveney at the end of the year depends not on whether it has funds on hand,
but rather whether such funds are at least as large ns the unpaid claims costs
incurred to that date, whether already filed for but not yet paid or whether not
yet filed for. Such a company could have a sizeable cash balance, and yet it
could be ingolvent and be placed in bankruptey by the regulatory authorities,

The Supplementary Medical Insurance system differs from such an insurance
company in several important respeets. 7t has a monopoly, in that no similar
insurance protection is available elsewhere—primarily because the Ifederal Gov-
ernment subsidizes half of the cost. When the premiwm rate is increased, rela-
tively few enrollees will drop out because of the higher cost to them, Thus, if
the rate is too low for a certaiu year (as it is now), an inerease later will not
cause many to disenroll, and accordingly past deficits (on an incurred basis)
can be made up in the future.

Congress has established that the premiums paid by the enrollees plus the
equal matching from the General Fund of the Treasury should finance the pro-
gram adequately on an acerued hasis. However, the program can continue oper-
ations as long as it has a positive cash balance in the trust fund, even though
it is insolvent on a private-insurance basis and deficient as measured by the
prineiples set forth by Congress, It is desirable that the SMI system should have
a trust-fund balance which is at least as large as a private insurance company
would have as a minimum—i.e. at the proper level on an “incurred cost” basis.
This should be the case so as to have equity between different generations—
and also so as to have a sufficient contingency reserve,

At the end of 1969, the fund on hand was about $200 million, but there were
claims-cost liabilities outstanding of about $730 million. Thus, the trust-fund
balance should have been at least $730 million, instead of only $200 million, It
would, of course, be undesirable—and also inequitable—to attempt to build the
fund up to this level in a year, or even in a few years, by excessively increasing
the premium rate for such purpose. But gradual progress towards this goal
should be made.

It is not a simple matter to state categorically whether or not the Supple-
mentary Medical Insurance program ig insolvent or bankrupt, From a purely
technieal standpoint, there is no question that, on an ineurred basis, iv has been
in such n condition almost from the very start—and the recent Trustees Reports
have indicated this by showing the net actuarial deficit that has been present
at the end of each calendar year from 1966 on (see, for example, Table i in
the 1969 report). If this program were operated by a private insurance company,
the regulatory authorities would undottbtedly require its financial condition to
be recognized and appropriate financial safeguarding action to be taken.

But from a practical standpoint, there has always been a substantial balance
present in the trust fund, and also it is estimated that this situation will con-



133

tinue in the hmmediate future (the duration of the currency applicable preminm
rate), Further, “here has been no question, as to the ability of the program to
meet its commitnients as they arlse, consldering the ability to obtain additional
income through changing the preminm rate (with the virtual certainty that the
vast majority of the enrollees will continue in the program).

Next, let us consider a private health fnsurance company that sells only gunr-
anteed-rate, guaranteed-renewable policles, providing benefits of n specified
nature that will be available during the polieyholder's lfetime. ‘I'he Hospital
Insurance system provides benefits which are of this nature,

Solveney (or, conversely, bankruptey) for such a company is not measured
by whether the company has current assets in excess of current Habilities.
Instead, solveney is measured by whether total current assets, plus future pre-
mium payvments from present policyholders, are at least as large as total current
and future labilities, including () future henefit payments to such poliey-
holders for claims that have already been ineurred but not paid and for claims
that will be Incurred in the future and (b) future administrative expenses for
such claims. Naturally, for solveney to be present for any type of insurance
system, there must always be sufficient assets on hand to pay claims costs as

they become due and payable to the henefleiaries,
Thus, If such an insurance company had more total linbilities (current and

deferred) than assets (current and deferred), it could be declared bankrupt and
then be forced to suspend operations by the regulatory authoritfes, even though

it might have signifieant funds on hand.,
The Hospital Insarance system differs from such an insurance company in

several important ways, First, coverage is compulsory, so that there is always
the assurance that there will be new policyholders. Second, the contribution
rates and the benefit provisions can be changed at any time by Congress if
necessary—i.e. there is no legal-contractual basis,

Accordingly, the terms “insolvent” or “bankrupt” are not applicable to the
Hospital Insurance system, because changes in its finaneing (or in its benefits)
can always be made by Congress to restore its finanelal soundness, What can be
said is that the program is under-financed or that it has a lack of actuarial
balance if the present fund pius the future income (according to the tax schedule

in the law) cannot be expected to cover future outgo,

Sraire, In the stafl veport, the contention is made that the Blue
Cross Association, as the prime medicare contractor, often functions as
a duplicative and unnecessary layer of administration—this is the na-
tional organization—and that under that arvangement, the Govern-
ment is required essentially to take the good Blue Cross plans with the
poor ones. Do you agree with that ?

Mr. Tierney., We agree. The contract is not clear about our right
to choose subcontractors. We notified the Blue C'ross Association a
year ago, as we must under the contract, that we did not intend to
renew the contract which is now in existence. I am not sure that the
present. contract absolutely binds us to accept any contracting plan.
It is not perfectly clear under the contract just what our rights are in
that regard and we intend to clarify it.

Srarr. You intend to assert your rights in July? Is that what you
are saying?

Mr. Trernkry. We intend to negotiate a whole new contract in July.

Starr, In the report, it also is pointed out that social security
regional personnel have complained to the staff that they were forced
to go through the Chieago offices of the Blue Cross Association rather
than the obvious route of dealing locally with local Blue Cross plans
and that this causes delay and unnecessary redtape. Have you heard
that complaint?

Mr. Tierney. We have found that complaint and T think we have
learned to overcome that complaint. As you know, under part A, the
Blue Cross Association was nominated as the prime contractor by 95
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vercent of the hospitals in the country, They then subcontract with
the local plans. They took the position that they had to be the sole
channel of communication between SSA and the plans. We now have
onsite in many Blue Cross plans of our own stafl’ representatives so
that the problem of communication has largely been eliminated.
Srarr. Last August, you sent a letter to all intermediaries and
carriers expressing your dissatisfaction that only one-third of a sam-
ple group of those intermediaries and carriers regularly verified that
services paid for by medicare were actually supplied. What's the situ-

ation today on that? . ’
Mrv. Tieryey. I am not totally familinr with the report you are

referring {o.

Srarr. It was an intermediary letter to all intermediaries and car-
riers, from the Bureau of Health Insurance, dated August 1, 1969.
It is called “Claim Verification Procedures Development since July
1968.” Tt says: “Responses received indicated that only one-third of a
sample group of the contractors answered that they have regularly
verified that services paid for by medicare were actually supplied.”
Is that familiar to you?

Mr. Tierxey. Yes; that is familiar. This has been, as you well know
from our many discussions, a problem inherent in this program since
its inception. We have started out with, in many instances, very limited
carrier eapacity, certainly limited capacity to administer as complex
an operation as medicare, It has been our job over a period of 314 years
of constantly improving those things, trying to intensify our surveil-
lance of them, and bringing them up to par. T think we have been sue-
cessful in those efforts, but there are still, certainly, indications that
there are still deficiencies in some earrier operations.

I might say further that in addition to the Blue Cross contract, all
of the carrier contracts come up for renewal in July and we are giving
very careful analysis at this thme as to whether or not there may be
some new configuration of carriers.

The basic problem, T am sure you can understand, is that no matter
how poor a carrier may have been in the beginning, they now have
spent. maybe + vears developing the personnel, computer capacity,
technique, and in improving their abilities, It becomes a very diffi-
cult judgmental question—shall you throw that full 4 years out of
the window and start all over with the new carrier, even though the
new carrier may have demonstrated a good capacity in anot..er area,
can it now come in and take over this area? We will be examining every
one of them against the criteria we have established. '

Srarr, As you know Mr. Tierney, in the staff report, we agreed
with you on the poor performance of the carriers in the beginning.
The staff contended that that created built-in dificulties—that. inade-
quate performance and poor performance at the beginning of the pro-
gram is responsible for many of the problems today. '

For example, about 1 year ago, you sent a letter to all carriers di-
recting them to develop customary charge screens if they had not
done so. This presumably meant that a number of carriers did not
know what customary charges were by physicians in their areas 214
years after medicare became effective, How many carriers demon-
strated that level of incompetence, and are they still carriers under

medicare?
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My, Trerney. T think at the time of that letter, if I am correct in
my recollection, there were 14 carriers who had not fully implemented
some kind of a customary charge screen. That does not mean that they
did not have various mechanisms for determining the reasonableness
of fee levels, But we did not feel they were in full compliance with our
directive to have both the customary profile of the individual physi-
cian's fees and from a composite of that, the prevailing profiles of all
the physicians in the avea,

At the present time, 1 think there are perhaps five—and T might
want to correct that figure-—six earriers which still do not have full
operative screens, Now, they have something. Some of them use rela-
tive value scale. Some of them use an appropriate fee schedule where
it is appropriate .

Againg 1t is a case of are you going to keep trying to develop in
that carrier the capacity to do so, or forego all the effort that you
made and start over with somebody else who would have to start from

seratch?
Srarr, 1 think in the stafl report, the stafl’ recommended, that you

not be afraid to cut your losses.

Mvr. TrerNey. For the record, T might say that Mr. Wolkstein points
out that I am right, there are four carriers not now using customary
charge screens. '

Starr. Last year, in conjunction with the staff study, you had the
carriers provide us with profile data on physicians paid $25,000 or
more. Do you agree that that profile data, that breakdown of the
payments, was essential and just minimal in terms of determination
of what a physician’s practice was?

Mur. Tier~ey. Yes: I do.

Starr, The Public Health Service, in looking at the profile data—
they looked at it at our request—has reported that their major
problem in evaluation was that appavently the claims payment sys-
tems used by the carriers are all different. As a vesult, a vast majority
could not provide all of the data requested on the physician profile
questionnaire.

Isn’t the lack of the capacity to develop evaluative data one of the
reasons for the rise in part B costs?

Mr. Trerney. Oh, I would not know how to answer that question
as n conclusion. I think it is fair to point out again that at the incep-
tion of this program, it was not a ease of four carriers, it was a case
of 50 carriers who did not have this capacity. There were very few
insurance plans in the country that covered such things as home and
office calls and much of the spectrum of services of medicare. So it has
been an evolutionary approach. But T do not. think I would conclude
that the fact that they did not have individual customary profiles
on individual physicians was a major contribution to the increasing
expense of the program,

Srarr. Well, they didn’t know who they were paying for what, In
the report we have here, Mr. Tierney, from the Public Health Service,
it says that of 16 physicians identified by carrviers as cardiovascular
disease specialists, two in fact were thoracic surgeons, who have a
much different pattern of practice.
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Mr. Tierney. That is always a problem with establishing an appro-
priate code for individual doctors, I think Senator Williams made it
very clear during the heavings last July that he felt maybe the use
of a social security number would be appropriate. We have certainly
moved ahead on that.

It does not mean that simply because the doctor’s specinlty might
have been miscoded, there was an appreciable difference in the amount
of payment.

Starr, How much are you spending in part A on a direet and in-
direct basis for cost finding and auditing, including SSA costs, pro-
vider costs, intermediaries, and anyone else you use? This is all ac-
counting and cost-finding costs that hospitals charge to the program,
that intermediaries charge to the program, and which you incur.

Mv, Tierney. T think T would have to develop that data. I have
the provider anditing by intermediate carriers for fiscal year 1969.
The figare is broken out from their other administrative expense.
But how much the individual hospitals are spending on accounting
and the total SSA audit review figure, T do not have for you. I can

attempt to get it. '
('The following information was received for the record:)

PPArT A IIXPENDITURES FOR CosT FINDING AND AUDITING, IM18CAT, 10869

In fiseal 1969, intermediaries spent $22,753,230 for provider auditing. The
Bureau of Health Insurance estimates that its expenditures for cost finding fune-
tions with respect to providers dealing direct with the Government were $277,000
for the same period. HEW Audit Ageney costs for cost finding and auditing in
connection with direct dealing providers are estimated at $120,000.

We have not included expenditures for the cost finding functions of both pro-
viders and intermediaries which are a part of their administrative cost and can-
not readlly be segregated from the organizations’ total administrative costs,
For the same reason, costs incurred by the Blue Cross Associntion for audit re-
view are not included. It would be time consnming and expensive to obtain this

data.

Senator AnpersoN, We hate to do this, but would you mind if the
stafl continued to ask some questions if the members were not here?

Mr. Twrney. Not at all, The staff’ has been asking me questions
for 2 years now, Senator.

Senator Axperson. If an objectionable question is asked you let us
know.

Senator Wirrrams. These are all friendly questions.

Senator Anprrson, Thank you, Mr. Secretary, very, very much for
what you have done today and your staff,

Mr, Veneman. With the Chair’s permission, T would like to go back
and make a 5 o’clock meeting at the building.

Senator AnpersoN. Yes. Your staff will stay. They are very fine, too.

Mr. Tierxey. On the question of provider auditing, part A for all
intermediaries carriers, in fiscal 1969 amounted to $22,758,230. That
is the auditing cost of providers.

Starr. Right.

Mr. Tierney. By auditing firms.

Starr. That doesn’t include the internal cost accounting of the in-

dividual hospitals or ECK’s?
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Mr. TiernNEY. No, sir,

Starr. And your costs.

In your prospective reimbursement approach to hospitals, would
you assume an inflationary factor? That is, when you developed your
prospective rate, would you include an inflationary factor?

Mr. Trerney. I do not know whether you would call it an inflation-
ary factor. I would think you would have to obviously base any pro-
speetive rate on a known posteost already established and then apply
appropriate cost indexes to it to try to establish what would appear
to be a reasonable rate for the future. This, as you know, is what
they are attempting to do in New York City with their new plan.
They establish a limitation by class of hospital, so that no hospital’s
costs ean exceed, I believe it is 15 pereent above the group average.
But you have to build into the prospective rate some estimate of what
cost mereases are going to be during the prospective period,

Srarr. Mr. Tierney, Secretary Veneman and others have recom-
mended prospective reimbursement and discussed the problems with
retrospective reimbursement and so on. There seems to be a key ques-
tion which the stafl’ has, that in negotiating with hospitals or with
anyone elge, what assurances are there that the Government will re-
ceive strong, expert, public interest, arm's-length bargaining with the
hospitals? Now, Blue C'ross can’t provide that.

Do you agree with that? They have a particular relationship with
hn.‘;})im]s.

My, Trerzey. 1 think T would want to say for the record, that
as you well know, Blue Cross without a doubt is the child of the hos-
itals. T think over the years, they have recognized that they had a
{)usin choice of either being a producer cooperative, if you will, or a
consumer cooperative. In more recent years, they have recognized
the greater responsibility of being a consumer cooperative. They have
had a lot of experience in negotiating with hospitals, dealing with
hospitals, In some areas, they do, as you well know, a much more ex-
pert_job than others. But 1 would not want to say they should be
precluded from participating in negotiating——

Srarr. No, but in all of this, who would you say can assure the
(fovernment that it is receiving arm’s-length public interest bargain-
ing when it negotiates these contracts prospectively or retrospectively ?

My, Tierzey. I think Mr. Veneman pointed out the potential for
utilizing review committees comprised of representatives of the publie
including representatives of the Government, representatives of the
providers, representatives of the third party payers, There are a num-
ber of mechanisms that wonld have to be employed.

I think one of the great advantages, frankly, of the prospective ap-
proach is that it gives visibility to the whole procedure, You known on
a given date, December 31, that next year, you are going to pay St.
Luke’s Hospital so many bucks and you can put it in the paper and
everybody ean examine it. That in itself, T think, gives the greater
visibility and the greater protection to all purchasers of care than
does this thing of coming along 2 years later and finding out what it
costs.

Srarr. Obviously, that is going to be looked into quite a bit more.

Our next series of questions is for Mr, Hess, In the staff report,
we had some fairly strong comments about the determination of
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reasonable charges under medicare. We would sort of like to go

through this a little bit. . '
You were the director of medicare at that time and running the

show,

Mr. Hess. Right.
Starr. Did anybody su,«ir'gest to you in 1965 and 1966 that Congress

intended limiting reasonable charges to not more than a Blue Shield
carrier, for example, paid for its own subseribers under its regular
contracts?

My, Hess, There was a good deal of discussion, as you know, after
the ennctment among ourselves and with the (feneral Counsel’s office
and with others as to what was intended. A study of the legislative
history indicated not only the statutory definition but, as you point out
in your committee report, the reference in the committee language that
in some circumstances, a Blue Shield schedule might be useful, Cer-
tainly the whole matter was considered because of the problem of
giving interpretation to the legislative history, As you know, the pro-
vision whieh passed the House did not have this in the Iangunge of
the law itself, but had in the committee report the reference to the fact
that in determining reasonahle charges, consideration would be given
to customary and prevailing. That was then added to the actual
langrage of the law in the Senate and the final enactment presented
us with a sevies of eriteria which it was necessary to interpret and to
diseuss with the carriers in terms of how they would apply these
eriteria,

Starr. How many Blue Shield plans had customary and prevailing
contracts in wide use when medicare started?

My, Hess, T would think if you want to say in wide use, there were
probably none, sinee it was not a substantial Blue Shield development
at that point. However, Blue Shield was, in the period 1963, 1964, and
1965, rapidly moving into this aven. And of course, all their Federal
employee contracts were on this basis,

STArE. T heg your pardon?

Mr. Hess. Their contracts for Federal employees.

Srare. The Blue Shield contracts in 1966 for Iederal employees were
on a usual and customary basis?

Mur. Hess. The high option, yes.

Starr. The major medieal——

Mr. Hess, The major medicaly yes, You have, of course, the basic
medical, surgical, and then the high option.

Srarr. Dan Pettengill of Aetna told HIBAC in 1966 thai most
physicians do not actually use a consistent schedule of fees but vary
fees from case to case. Under such circumstances, don’t you think it
natural for doctors to select their highest fee charged as customary for
medicare? ' ‘

Mr. TTess. Not necessarily. I think here again, historically, you have
to recognize that in the period in the early 1960’s and even previous to
medicare, this was charging as you got more and more insurance cov-
erage. Then with medicare coming in as a result of snpplementary
coverage and as a result of extension of large group plans, which were
demanding to be written on a basis that provided reimbursement to
cover the liability of the individual pretty much for what his physi-
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cinn would charge, there began to be less of fee variability on the part
of physicians and many of them began to charge established customary
fees. Of course, the determination of what is “customary” is not a
physician’s responsibility, but rather is determined by the carriers on
the basis of guidelines contained in the SSA regulations,

Srarr. Who was the largest third-party insurer for physicians’ fees,
My, Hess?

Mr. Hess. Blue Shield. And as you recognize, Blue Shield fee sched-
ules and covernge, ngain historically, quite typically were of two kinds:
Some in which there was only a fixed liability and others in which
there was a fee schedule which purported to have been developed in
some relationship to customary an({ prevailing fees. The latter dis-
counted fees for low-income individuals, that is, participating physi-
cinns would agree to the actual charge that the plan wonld recognize
as its liability being the total liability of a low-income patient.

Starr. What did you consider low income, Mr. TTess?

Mvr. Hess, That varied with the plan. That was by plan definition.
Whatever in a partienlar—1I am talking about plan conditions. You
asked who was the largest insurer, T was saying that it varied with the
plan in terms of the circumstances under which they would provide a
full service—— '

Starr. You mean $5,000 to $7,500 would——

Mr. Hrss. Not necessarily.

Srarr. Blue Shield testified in 1965 that they had extensive data on
physicians’ customary charges. Was that statement true?

Mr. Hess. Tdon’t think it was. Let. me qualify that simply by saying
that T think all of the testimony of the insurance industry as to what
they knew about physicians’ charges was dependent on the circum-
stances under which they received elaims in the coverages that they
had. Now, most of the insurance carriers and the Blue Shield plans
were developing major medical coverage and did have records {hat
they might have considered representative, particularly of certain in-
house surgical and medical charges. Many of the Blue Shield plans col-
lected fee information even with respect to claims where the physician
was obligated to take their allowance for a full-service henefit,

The question of what charge the physician put down varied con-
siderably. e might put his regular charge down, notwithstanding,
knowing that since it was a full-service benefit, the Blue Shield plan
would simply send him the charge that was appropriate, T think they
did not have the kind of data collection systems that could assure them
that the charge that the physician sent in, especially with respect to, if
I may call it, the low-income coverage, was a customary charge. In
other words, the physician, knowing what the plan wonld pay, might
have put that down as his fee.

Sravrr. But those service income plans covered a very large per-
centage of the working population in many areas.

Mr, Tess. Yes.

Starr, How many carriers had comprehensive and adequate data
on nhysicians’ customary charges when medicare begani ?

Mr, Hess. Well, many of them claimed to have, T think vou will
recall that when we announced in—was it the Commerce Business
Daily, or whatever it is called—the requirements for the program, and
when we subsequently selected carriers and entered into contracts with
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them, it was clear all along that they were to have the capacity for
doing a number of things. Those that applied stated to us that they had
the capacity, among other things, to keep track of or develop or
collect from their systems customary charges in the community. Now,
again, thisis relative.

Mr. Iess. It is a question of relative attainment of a goal which
today looks like quite a different goal to the insurance industry from
what it looked like at that time. The question of how comprehensive
your data collection system has to be 1 order to make you feel you
have confidence as to what customary charges are, goes all the way
from someone who might feel that you have to have computer data on
every customary charge of every physician, to the carriers who felt
that on the basis of the surveys they did, they had fully adequate in-
formation. And many of the carriers that we dealt with—and the basis
on which we acvopte(? their assurances that they knew what customary
charges were—had condueted various kinds of surveys and extracted
from their claims processes various kinds of data.

Starr. Blue Shield told this committee in 1965 that “even in indem-
nity plan areas, the Blue Shield schedules generally reflect the pre-
vailing charges in the community and that including service benefit
plans, an increasing Lwrventage of claims are satisfied in full by the
Blue Shield payment.”

In implementing part B, did you find that claim valid ?

Mr. Hess. Well, T think we might have differences of opinion be-
tween various people as to how valid that claim was, but I think you
and T tend to agree that that was an overstatement of what the—

Srarr. Would you tend to agree that possibly the Congress relied
on that sort of statement from the largest medical insurer in the
country?

Mr. ITess. No, I don’t think so. T don’t think this was the primary
assumption on which the Congress predicated this program at all.

Starr. At the start of medicare, didn’t some Blue Shield plans con-
tend to vou that their existing fee schedules reflected customary and
prevailing charges in their areas?

Mr. ITess. Yes.

Srarr. Why were they then instructed to ignore the schedules?

Mvr. Hrss, Well, they weren't instructed to ignore the schedules, They
were instructed to pursue the administration of the reasonable charge
determination with a series of criteria which permitted several pos-
sibilities. If there were indeed schedules that were fairly representa-
tive of the liability of patients generally for the kinds of charges that
physicians were making they could use those. But the mere fact that
the plan exceeded the schedule did not ipso facto mean that they would
he out of conformity with our efforts at administration. We knew that
for some of them, that was the very best information they had. Some
of them for some considerable period of time have used their schedules
as indicative of customary and prevailing,

Now, they had to enrich the grid, because in some instances, {he
schedule didn’t cover all kinds of procedures, so they would go to rela-
tive values.

Starr, Dr. Ackerman, chairman of the National Association of Blue
Shield Plans, told HIBAC that in some areas, 95 to 98 percent. of the
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fees charged were made under established Blue Shield fee schedules.
In those cases, did the remaining 2 to 5 percent of fees constitute the
doctor’s customary charge for medicare purposes? :

Mr. Hess. I don’t know what Dr. Ackerman was referring to. I
don’t really know of any areas of the country, except perhaps around
Rochester, N.Y., where you had the kind of depth of penetration
where you could say 95 to 98 percent of the charges doctors were mak-
ing to the entire population were coming under Bluo Shield schedules.

imybe Mr. Wolkstein can help on that. Do you have any objection
if ho assists me?

Srarr. No.

Mr. WorxsteIn. We were just mentioning to each other here that
Blue Shield largely covers inflouse care, surgery and medicine, while
outside of hospital care was largely not covered. That would be one
defect in the use of the Blue Shield schedule.

The other issuc was that they never, even in the highest penetra-
tion areas—that is, like Rochester—Rhode Island had very high cov-
erage, also some large cities scattered around the country. But even
in those areas, the aged had low coverage, and generally speaking, the
highest you might get in a Blue Shield area might be as high as 80
percent. I don’t believe there would be an area any place in the country
that had something over 90 percent.

Now you get into an issue of the sort you are talking about in an
area where there is very high coverage.

Starr. Try New York City, where the New York City Blue Shield
people told us that they had surveys in 1965 asking doctors about their
customary charges and doctors came back with essentially the same
allowances made under the $4,000-$6,000 Blue Shield service benefit
schedule.

Mr. Worxstein. My recollection on New York City is that a study
by Columbia University found the most widely held plan for many
years there to have an outdated schedule and a very low-income service
benefit arrangement, Now, T am not saying that there are not other
areas where your point is better taken, where the schedule is higher
and the income ceiling is higher so that the coverage is more complete.

Starr, The schedules are changed, though, from time to time, as well
as the premiums, They are not static.

Mr. Wourksrrin. That is right.

Srarr, Mr. Hess, on March 26, 1766, you told FHIIBAC that pres-
sures had arisen to disregard fees accepted under Blue Shield sched-
ules in determining customary charges on the grounds they are sub-
standard. Where did those pressures come from?

Mr. Hess, Well, T do not recall the exact statement or the exact cir-
cumstances, but T think what T was undoubtedly referring to was that
in the course of our many consultations as to what possible options we
had open when we looked into this question to which you have alluded.
The testimony of the Blue Shield people was to the effect that their
schedule or experience was quite appropriate in relation to what doc-
tors were generally charging and that it was fairly up to date. Then,
there was pointed out to us by medical society people and by others
that in fact, we could not rely on that assumption. And, of course,
exceptionally high charges to wealthy people were excluded.

42122 O-—-70—pt. 1—--10
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Srarr. Right after you pointed that out, that those pressures had
avisen to disregard Blue Shield billings you then proceeded to say that,
disregarding those Blue Shield billings however, might seriously dis-
tort the physician’s actual fee pattern. Yet the Department then went
ahead and proceeded to issue regulations or instructions which set up
asituation where the stafl concluded physicians’ fee patterns were seri-
ously distorted.

Mr. rss. No, T think—T would certainly have to have the oppor-
tunity to review in context, and maybe I could have the privilege of
reviewing it in context and either elaborating on this—but T do want
to make this comment. I think what we were talking about at the time
was what goes into the physician’s profile. We certainly took the posi-
tion that in the physician’s profile, charges that he makes under a Blue
Shield coverage are not. to llm eliminated from the profile, that results
in the determination of customary and prevailing. Tt could affect his
customary chavge. T thiak the only fees that we ever indicated were
not to be included by the earrier in the profiles that result in the deter-
mination of customary charges were those distinetly discounted fees
that were presented, let us say, to a welfare program or under circum-
stances where it i perfectly clear that the physician either presented
the fee or received tho payment that was quite obviously in recognition
of the inability of the welfare program to pay a customary fee.

Srarr. It says here in the TITBAC minutes:

Commissioner Ball stated that he thought it would be reasonable to exclude

charges made in welfare cases.
“Then in this connection, My, 1ess informed the Counell that pressures had

arisen to disregard fees accepted under Blue Shield schedules in determining
customary charges on grounds that they are substandard. He stated that disre-
garding these might seriously distort the physieian’s actual fee pattern.”

Precisely where and in what manuer did you apply the Finance
Committee 1965 medicare report language concerning service henefit
plang that “use of the same agreed-upon fee schedules that are em-
ployed in their own programs may be helpful in avoiding the possi-
bility of disputes regarding fees?”

My, Hess, As yvon know, the statute itself places the responsibility
for determination of reasonable charge on the carriers. Both the stat-
ute and the contractual agreement with the earvier places upon them an
obligation, working within the guidelines and thien subsequently the
surveillance that we provide, to make appropriate determinations of
reasonable charge and in doing so, to tafte into account both the stat-
utory and other considerations. We conferred, as I said before, with
the carriers at length, certainly over the early years."And T think
Mr. Tierney and his staff can speak for the later years, in which there
has heen more intensive contract performance review. Whenever there
is a contract performance review in which there is a specialist along
from our reimbursement team—a part B reimbursement specialist—
we go into the whole question of the nature of the adherence to the
cuidelines.

Starr. How many of your carriers did not have customary charges
data as of January 1968—based upon doctors’ charges to all their pa-
tients, not just medicare?

My, Hess. T would have to supply that for the record.

Starr. Would you supply that?
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Would you say that n majority of them did not use all their charges in
ealeulating customary and prevailing physicians’ charges in January

19687

M. Hess. Didn’t use all their charges?

Srarr. Yes, sir.

Mr. Hess., Yes; 1 would have to say subjeet to—I would have to
check on what the Blue Shield carrier did.

Starr. We would want the commereials, too. o

Mr. Hess. Of course, the Blue Shield carriers were the majority.
I the Blue Shield earriers were using, as many of them did, a combi-
nation, a grid of reasonable charge screens, which included in some
instances information from their ;%ee schedules and adjusted by rela-
tive value and other techniques, that would, as T say, be something

that we would have to look at. .
(The following information was received for the record):

CARRIERS NoT HAVING CUSTOMARY CHARGE ATA

The inormation in our records on the number of carriers who did not have
customary charge data based on doctors’ charges to all their patients reflects
the sttuation as of Fehruary 1968, rather than January. At that time, 15 part B
carriers with medicare service areas in 20 States were using customary charge
data. Five of these carriers had used data on charges under their private pro-
grams in establishing and validating their medicare customary charge screens.
The remaining 45 earriers in the country had not done so. However, five of these
did use data from their private programs to establish and validate medicare
prevailing charge sereens. In addition, there were a number of other carriers
who were processing medicare claims using fee schedules or relative value seales
with conversion factors (a) taken from their private programs, (b) based on
studies of their private program experience, or (¢) based on information obtained

through surveys of physiefans,
At the present time, there are only four carriers not using customary charge

data in determining reasonable charges under medicare, and two of these are on
the verge of doing so in computerized operations. Three of these four carriers
have, however, used data from their private programs in establishing and vali-
dating thefr medicare scereens, In addition, among the remaining carviers that
are using customary charges, there are 36 which have used data derived from
other programs than medicare, including their private insurance plans, to estab-
lish and validate their customary and prevailing charge scereens.

Starr, That is a more sophistieated approach than was generally
reported. One of your carriers wrote the stafl when asked “What cus-
tomary charges did you have when you applied as a medicare earrvier?”
and said “None,”

Then when asked “What data did you have when you started as a
medicare carrier?” again, the answer was “None.”

My, Hess. Right. One said that,

Starr, As we have discussed here, the carriers in general did not.
have valid data within the context of your instructions and regula-
tions on customary and prevailing charges when medieare started.
Most of them did not. Without such data and in view of your instruc-
tions to disregard payments made under service income contracts,
what effective gages and controls with respeet to physician charges
did medicare have in July 1966, when it began?

Mr. Hess. You have been pointing out, and T think T have been
agreeing, that many of the carriers had quite incomplete information
with respect to the customary charge. Now, the customary charge for
a particular physician is a very good thing when it cuts below the
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prevailing, But it is not the only cutting edge for his claims. The
carriers had prevailing, their own prevailings which they used, or
appropriate prevailings which they put into effect, which were quite
effeetive cost controls in terms of what they were going to pay on
a particular bill.

Starr, Another carrier wrote the stafl that their prevailing deter-
minations were based upon personal knowledge in the local claims
office of some claims adjuster \)ocmlse he was familiar with the billing
habits of doctors in the area.

My, Hess, I don’t think that isa fair characterization.

Srarr. They ave still in the program.

Mr. Hess. T don’t think that is a proper characterization of the
extent to which, or the method by which, carriers establish prevailing
sereens.

Srarr. No, but it does indieate the extent to which some of them
established prevailing sereens.

Mr. Hess. No, many of them used relative values, taking off from
appropriate fees in their own business. The whole technique of usin
relative values gives a good deal of substance and body to a fee grid.

Srarr, How much of the substance and body is present? Iow
many earriers are using that, becanse there is material here indicating
that you are having a great deal of problems—still having problems
getting your carviers straightened out on customary charge
determinations.

Mur. Hess. The question is what ?

Srare, Inother words, all these things sound very fine.

My, TTess. T would certainly agree with you that from the point at
which we started in 1966 to the present, we have worked diligently
and not overcome many of the technieal and other problems which
are inherent in this complex coneept of determining reasonable
charges, But the point T was making is that 1 think a lot of head-
way has been made and T think the statisties that Mr. Tierney gave
earlier i the afternoon indieate that gradually, we have gotten
down to the point where their computer capacity, their systems ca-
pacity, and the information that the carriers have given us, provide
a good deal mors assurance -this is the point that T think we are
making—a good deal more assurance than we had in 1966 and 1967.

Srarr, T think our point is that really, we started ofl with an in-
flated, uncontrollable base. That is the staf’s contention. And that
any efforts today are helpful, but the horse got out of the barn in
1966.

Mvr. Hess. T think our point is that what we started off with was a
reasonable charge defermination process that was required by the
statute and that we did the very best we could with what the statu-
tory language and the committee report language, read together, in-
dicated was the congressional intent. T do not want to prolong this
if you are not disposed to. But T would like to refer at this point, sim-
ply refer in cross-reference to a statement that we asked to put in
the record carlier in the afternoon.

Srarr. We have not had a chance to read them.

Mr. Hess. Right. T am simply cross referencing to that, because it.
bears directly on this subject.
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Starr. In May of 1969, you indicated that the Maryland, Rhode Is-
land and Colorado Blue Shield plans were notified that they must
fully implement the guidelines for determining reasonable charges
or risk cancellation of their contracts. Are they fully implementing
those guidelines now?

Mr. Trernry. Noj as I pointed out, I think, Colorado is not.

Would you mind reading the three?

Starr. Maryland, Rhode Island, anad Colorado Blue Shield.

Mr, Tierney. I think Rhode Island, to the best of my knowledge,
is fully implementing the program. They put in a new [EDS system,
I might say the Colorado Blue Shield is scheduled around the end
of February to complete the installation of a model system which
will give them this capacity. I would have to give you the present.
status of Maryland.

('The information referred to follows:)

StaTus oF MARYLAND DBLve Smiernp Witn RESPECT TO IMPLEMENTATION OF
MEDICARE REASONABLE (CH1ARGE (JUIDELINES

Maryland Blue Shield now is using customary charge screens, based on the
median of the charges made for a service by the physiclan or other person
rendering the service during 1968, for all services except radiology anrd pathology.

Under our instructions of February 25, 1969, it was required to continue using
the same prevailing charge lmits that were in effect at the end ot 1968 until
at least June 30, 1970 and at the end of 1968 the plan had not implemented all
guidelines, However, Maryland Blue Shield has developed the necessary data
and systems capacity, and will be able in July 1970 to revise its prevailing charge
sereens to further improve them. These reasonable charge screens for physiclans’

services have been fully computerized.

For out of hospital radiology and pathology, the earrier is using a fee schedule
which it uses under its own private programs, The earrvier has advised us it is
prepared to revise this sereen also, in accord with BHI instructions,

A contract performance review of Maryland Blue Shield is scheduled for the
week of Marceh 16, 1970, and all gspeets of the carrier’s reasonable charge

methodology will again be thoroughly reviewed at that time.

Srarr. We wanted to correct one misinterpretation which appeared
in Seeretary Veneman's statement and in a statement by Commissioner
Ball: The stafl did not recommend in its report that medicare make
payments to physicians on the basis of Blue Shield fee schedules. The
report indicated our belief that it should have been related to those
schedules in the beginning, but that it was too late to do that now. Now,
we just wanted to point out that we do have two proposals on pages 10
and 11 which do not tie into Blue Shield schedules.

Mr. Trerxey. I think it is clear in the paper that Mr, TTess referred
to that we understand this now.

Mvr. Huss, Yes: as a matter of fact, we refer quite specifically to the
stafl’s so-called stopgap recommendations. It would be worthwhile
your reviewing that when you have an opportunity to and then we
can talk further about that. There is no misunderstanding.

Srare. Mr. Tierney, in Colorado, what proportion of the 65-and-
over population in that State, would consist of individuals having
incomes of $4,000 or couples with $6,0007

Mr. Tieaney. T have been away from Colorado for some time. I
would hesitate to say. T would assume on a $6,000 level, a relatively
high proportion of people over 65 would be below that.
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Srarr. How about $5,000 and $7,500 in New Jersey ¢

Mr. Tierney. 1 have only passed through New Jersey on the train.

Srarr. How about. $4,000 and $6,000 in New York ('ity for the
aged?

Mvr, Tierxey. T would assume, from all the information thac T
know about the aged, $6,000 income would include a very large pro-
portion of the aged.

Starr. The only point we are making is that some of the Blue
Shield plans have been somewhat eritical of the comparative table
shown in the stafl report where Blue Shield's most widely held con-
tracts were compared with medicare’s average payments. Many of
those Blue Shield allowances are service income benefits, where the
older person would have qualified for full payment under the Blue
Shield contract,

Mr, Tierxey. 1 think in reference to those minutes in which you
were referring to, Dr. Akerman's statements that you were making,
perhaps for purposes of the record and to clarify Dr. Akerman's
understanding of the congressional intent, the minutes reflect that he
was asked if the use of a fixed fee schedule developed, was being
proposed by him or by the carriers. Ile said that while it would be
easier for them to administer such a fixed fee schedule, he realized
they could not ignore the congressional intent or discontinue the
stafl’ for the purposes of easing the problems of administration. 1
think it is clear that Dr. Akerman was not advocating a fee schedule.

Starr. That took place after medieare went into effect, It was De-
cember of 1966, where he got into that,

We are interested in the supervisory physician. Do you think you
an get Mr, Blumenthal up there?

Precicely how does each medicare beneficiary in a teaching hospital
recognize, ncknowledge, and contract with a supervisory physician?

My, Hess. T'o whom is that question addressed ?

Srarr. You might as well handle it, My, Tless,

Mr. Iess. Obviously, we know that precisely each medicare bene-
ficiary at a teaching hospital does not recognize the circumstances of
his relationship with every teaching physician he may come across,
because the circumstances vary greatly under which physicians cerve
in a supervisory or teaching capacity. For example, some benefici-
aries may see “teaching physicians™ and think they arve their attend-
ing physicians, Yet the circumstances of the service on “grand
rounds” or otherwise, may be such that there is no personal service
to that patient cognizable on a fee basis. And that teacher may be on
a salary, or he may be a voluntary teacher, If there is any medicare
responsibility at all, it would be to meet the share of the teaching
cost.

Strarr. Where does the beneficiary assume the responsibility ¢

Mr. Hess. On the other hand, there are many circumstances under
which a physician performs a very personal, intense, lifegiving serv-
ice to a patient under the same circumstances that he would have to any
private patient, had the patient come to his office on the outside. But
this particular patient happened to be referred to him in a teaching
hospital setting. The mere fact that the referral took place there may
cause the patient to feel that he has a different relationship to the
physician yet, in fact, that physician is actually performing all the
services warranting a change.
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_Srarr. Does the medicare beneficiary know that an attending physi-
cian is submitting bills with regard to him and that he is liable for
that charge? How many medicare beneficiaries are aware that doctors
are submitting bills for services to them for $500, $600, or $7007 In
one case we heard about yesterday, involving payments of more than
$6,000, the patient was fortunate enough to have four attending
physicians simultaneously at n certain teaching hospital,

fr. Hiss. Again, you have the tremendous variety of circumstances
that are involved, The mere fact that the doctor submits that bill
does not necessarily mean that it is a valid bill which either the bene-
ficiary or the program should recognize.

Starr. But are those bills submitted to the beneficiavies for payment
and then assigned ?

My, ITess. They may very well be, but whether they are submitted
to the beneficiary or whether the beneficiary has given an assignment
and they are submitted by the physician on an assignment, the bene-
ficiary gets an explanation from us. In other words, every charge
which a carrier recognizes and pays, irrespective of whether the pay-
ment is on assignment or otherwise, generates an “explanation of bene-
fits” to the beneficiary, so he knows that charge has been paid. Even
in the case of hospital-based physicians who charge for radiology or
pathology, the patient may otherwise never know that a particular
pathologist or radiologist read his plates or furnished dingnostic
information, .

Starr. Have you had any beneficiaries complain or write in saying,
“What'’s this,” when they receive an explanation?

Mr. Hess. On oceasion; yes. T think you might recognize that any-
body who is involved in a large claims process gets a tremendous
range, if not always a tremendous volume, of inquiries. Some may be
characterized as complaints, They come from ali kinds of circum-
stances—confusion, lack of information, or in some instances, legiti-
mate complaints.

Starr. You put out a question-and-answer letter on payments to
supervisory physicians a few weeks ago. In effect, it. seemed that in
question 11, you were instructing hospitals how to create a legal lia-
bility on the part of the beneficiary to the hospital. Would you look
that over and see i f we are wrong on that.?

Mr. Tieryey. T think T can say you are wrong before I look it over.

Starr. Well, please read the third part of that answer, then.

Myr. Tierney, The question is one of the requirements of inter-
mediary letter 11372, that the attending physician must be recognized
by his patient as an attending physician. How can the fulfillment of
these requirements be met and the——

Starr. Why don’t you read it?

My, Tierney. The answer is: “This requirement is obviously met if
the doctor-patient relationship is established prior to admission and
continues throughout the patient’s stay; that is, as evidenced by the
meeting of other requirements. It is clearly not met if the patient is
seen by residents or interns—or other physicians—and never saw the
physician in question. In the less clear-cut situation, where neither of
these circumstances exists, this requirement may be assumed to meet
the requirement if the practice of the hospital—or a department—is
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for the physician to be identified to the patient as his attending physi-
cian for, at least, the period in which he satisfied items A.lLa. through
Aeof TL3T2."

I can get three things here. In 11372, one of the things that we said
should be taken into consideration by a carrier as to whether or not
an actual personal physician-patient. relationship existed was whether
or not the patient identified with this particular individual. Well, the
arriers, in my opinion, quite correctly said to us, “How in the world
ean we look at a elaim or 9 million claims and know whether a 85-
yvear-old woman identified with this guy or that guy or the five other
guys around,”

Now, you eannot impose that on a claims-process. So all we were
trying to say here is that the purpose of that was that there be an
identification to the patient of the attendance of a physician.

Starr. Ioxeuse me, When the teaching physician identifies himself
as an altending physician to this 85-year-old lady flat on her back,
does he also identify that she is liable to him for an unspecified
amount ?

Mr. Trerxey. No; I do not think he does at all. What we are talking
about here is how does a carrier going into an institution—and as you
know, they have gone into 241 major teachings institutions in the
Nation—determine the pattern of practice in that institution and
whether or not actual personal professional services are being ren-
dered. You and I have talked at length about em‘nent institutions
in this Nation which believe in an educational approach involving a
team of medical-paramedical personnel. No question about the quaﬂty
of care, no question about the reasonableness of charge, no question
about the personal rendering of care by the team leader. But the little
old lady, 85 years old, that you are talking about, on her back, she
doesn’t identify with this man, maybe, and certainly he doesn’t sit
down and talk with her about their billing relationship. T agree with
you.

Starr. We just wanted to get that on the record.

My, Iess. May T say something on this general subject. T think
the comment I want to make here is pertinent. T think the searching
questioning that the committee staff has done, as well as the much
more intensive work that we have done in the past year in trying to
identify the great variety of situations under which it is necessary
for the program to be able to say yes or no, the great efforts that have
been made not only to prevent abuse in situations where there has
been unconscionable abuse, but also in situations where there has been
inadvertent activity that none of us would have intended—all of these
things have pointed out that the present law is quite difficult to apply
in every case. From an admin‘strative point of view it is hard to docu-
ment, n terms of totally satisfactory claims documentation, some
types of teaching situations. We are quite responsive to the sug-
gestions of the stafl report, and in terms of our own experience, we
are qu‘te responsive to the idea that we probably ought to he seeking,
through amendment, for a better variety of options than we now
have. For example, in the health cost effective amendments under the
broadening of the incentive reimbursement and demonstration author-
ity, we are seeking authority to work with certain types of teaching
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situations to try to get an ability to respond on a cost-related basis
to a bona fide liability. And, of course, not to respond to where there
is no bona fide I'ability. This would make a lot more sense.

Starr. Then you are saying essentially the same thing the staff
did, if you are relating it to the cost.

Mr. Huss. For some situations T think you will find in our docu-
mont that the analysis of this begins to narrow down to the fact that
the Inw was not written with the clear intention of these teaching
situations in mind, and we have been struggling for 3 or 4 years,
within the context of the part B fee for service situation and the part
A administrative and teaching cost. situation, to try to sort these
cases ont. An amendment or consideration of amendment or series of
amendments to provide us some options here would make a lot of
sense.

Srarr. Isn’t it true that the smine work group which recommended
these methods of paying teaching physicians—and which essentially
consisted of teaching physicians, who determined how supervisory
physicians were going to be paid—also tried to recommend to HI-
BAC and SSA at that time that you accept. fee-for-service billings
by residents, salaried residents in institutions? ITowever it was
pointed out. to them that that was expressly prohibited by the law,

Mr, Hess. That is correct that the group which you eall the work
group that recommended this—and it was simply a group of teaching
physician representatives with whom we consulted to find out what
the practices were and what the problems were that we were up
against—this group contained some individuals, teaching surgeons,
who felt passionately today that a fee for service charge is warranted
even where there is a lesser degree of personal and identifinble service
in relation to the patient than what we have prescribed. In other
words, they feel that our preseribed documentation in some cireum-
stances ereated situations which are not conducive to the best conduct
of a teaching program. But we did not accede to that, T think the
report shows,

Srarr. T think that about ends the questions the stafl have. The
Senators apparently will be unable to return this afternoon.

(Whereupon, at 5:30 p.m., the hearing was recessed, subject to the
call of the Chair.)

(By direction of the chairman, the following article was made a
part of the printed record:)

{¥From the Nation’s Business, March 1970]
RUNAWAY IEXPANSION OF S0CIAL NECURITY?
(Robert. J. Myers)

(A long-time top official in the Social Security Administration warns that a big
push is coming for raising payments to a point where drawbacks far outwelgh
the benefits) .

Congresd is taking another look at. the Socinl Security program, along with the
Administration’s welfare proposals,

Robert J. Myers, a carcer eivil servant. in that program for more than 35 years
and the Social Security Administration’s long-time chief actuary, is a vigorous
supporter of the program's role in economic security.

But, in thig interview with Narron's BusiNgss, he warns that mounting pres-
sures for a huge enlargement of the program could radically transform the whole
concept of the system, producing a federal near-monopoly in the pension field.



11e is concerned that the possible conserquences of any such change be fully under-
stood—in terms of cost, greater dependency ot the individual on the federal gov-
crnment and undue government. expansion,

Dr. Myers also warns there's another side of the bigger benefits colu: higher
taxes.

You have capressed coneern over the future direction of the Social Security
program, What is the basis of your coneern?

Too many people believe there is only one possible course for Socinl Security,
namely, to expand the benefits until they take cave of the entire economic security
needs of the vast majority of the population. I do not believe other possible routes
for the development of the program have heen-adequately put forth to the Amerl-
can people. I am expressing my views now so ax to bring the discussion on both
sldes out into the open, so there can be orderly consideration of the matter.

Would you deseribe what's involved us a runaicay cxrpansion of Social Sceurity?

To date, I would say there has not been any runaway expansion, but I belleve
that in the next few years those who advoeate great expansion of the program-—
even runaway expansion-—will be pressing their views more and more strongly,
particularly if additional federal funds become available through the cessation

of the war in Viet Nam.
How would you describe the wltimale goals of those who wonld coepand the

program?

They want a cash benefit level sufficient to replace virtandly the entire take-
home earnings of 90 to 95 per cent of the warkers in the event the person retires
Lecause of old age or becomes disabled, or, in the event he dies, for his family.

The expansionists also wounld Hke to see all medical dervices paid for or fur-
nished directly hy the government, which you might say is rocinlized medicine,
or elxe they would want a system of nationalized health insurance very muceh as
is the case in Britain,

What would the govermment's role be then in the arca of ceonomic sceurity?

It would be to take over the entire field. There would be vivtually no role for
the private sector, other than for the few very-highest-income people, and there
would be no need for any forms of private insuranee, private pension plans or
private savings.

Through what steps wounld the erpansionists’ goals be aclicrved?

From a legislative standpoint, through the ratchet approach. Every step
would be irreversible, and they would keep moving further and further,

Specifically, the real fiest step is to inerease the maximum taxable carnings
base under Social Seeurity from the present level of $7,800 per year up to some-
thing like $15,000, 18,000 or even $20,000 in the near future, o as to cover the
total earnings of practically all persons under Social Security. Then they wounld
push toward raising the benefit level so that a person’s benefits would he 60 to 80
per cent of his gross pay, and thus about equal to his take-home pay.

The painful question of financing would be largely hidden, so that people-—
particularly the youbnger and middle-aged workers, who might want to spend
their money some other way—would not realize how costly it was, Specifieally,
the expansionists would finance a large portion of these changes through govern-
ment subsidy, from general revenues,

It has also been suggested by one prominent expansionist, Wilbur J. Cohen,
the last Necrotary of Health, Education and Welfare in the Johnson Ndministra-
tion, that employers should pay twice the rate that the emplovee pays, instead
of on the equul matehing basis that has been in effeet sinee the prograwm started.

Would federal subsidizing from general revennes be slarted all in one stroke?

No, The expansionists would follow the approach of gradualism beeause thefr
real intent is to have a government subsidy of at least 350 per cent of the total
taxes that the employers and employees pay.

If this were done all at one time, it would mean an additional $15 to $20
billion a year, currently, which would be quite difficult to achieve, Instend, many
expansionists propose to take a little bite at a time.

The first year they would have a government subsidy of 5 per cent of total
tuxes and the next year 10 per cent, building up eventually to 50 per cent or more.
That way they think it wounld be painless.

Would the biggest single step be establishment of the principle of general reve-
nue contribution?

Yes, I think that is very well pat. You fiest establish a prineiple that does not
seem to have much cost and then you say: “Well, now that the prineiple has
been establishied, let’s really build on it.”

Is there any likelihood that this awonld endanger the cconomic system?
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I am more concerned that the issue is not clearly put forth before the Ameri-
can publie, that people understand that expansion of the Social Security system
does not mean just more benefits but also, on the other side of the coin, more
taxes. I think it also can produce very serious effects upon our natfonal economy
and our nattonal psychology.

What would these cffects be?
In the long run, people would feel more and more dependent on the government

and less and less veally free and individually vesponsible,

There also are some very serious side effects. If all private forms of savings
and insurance were (limlnishe(l this would have a great effeet on the general
investment market. The x)ri\'nte pension plans have over $100 billion In assets;
insurance companies have large amounts of nssots, {00,

If industry needed money to expand and there were not this source of
financing, there would be only one source, the government ; and when the govern-
ment grants loans, the element of control nuturullv entoers,

More mnm*vlolu, what would a sharp inercase in the tar base mean to individual
companics, say interms of costs?

The tax burden would fall quite differently on different types of businesses.
Obviously, it would not increase very mueh for a business that employed workers
in the intermedinte range of $6,000 or $7,000 per year and had only a few high-
paid people; but in another type of industry, where the workers all were skilled
and getting $10,000 to $14,000 a year, then it would increase very much, On the
average, to go up to $15,000 as the tn\ublo base would increase the tax burden
of the workers and th(- employers by nhout 10 per cent.

Of course, the expansionists would solve this problem of unequal treatment
of different employers very simply, They say tax the employer on his entire
payroll; just put & maximum ceiling on the employee's tax.

Secretary (Cohen left a pile of documents just as he was going out of offiee in
which he said, among many other expansions, he would eliminate the maximum
tax base on the employer so he’d pay on the full salary of ench employee; second,
he would double the employer tax rate relative to the employee rate, and third,
he would introduce government subsidies.

The subsidy would have to be financed somehow, and undoubtedly much of
it would come from taxes on employers, although in the end these come down
to the Individual citizens, Employers eannot manufacture tax money out of thin
afr; they have to get it from sales of products.

What is this likely to mean in terms of rigidity of the federal hudget? Every
time they try to reduce spending, we hear atiout the high level of “uncontrolluble”
CTPeRSCes.

This, of course, would be n very significant move mueh further in this direction,
because certainly Social Security benefits ave a cost that nobody in the Fxecutive
branch can put any control on.

What are the objeetions to private pension plans?

The expanstonists believe that the government should take care of people and
there should not be any inequities, “which really meang everybody should get the
same, They say that some people get private pensions and others do npot and
that this is unfair, and ﬂw_\' imply that, thercfore, government should he the
great equalizer.

Weren't there similar complaints ahon! health insurance?

Yes, in the mid-Forties, when there was a big push for n national health insur-
ance program administered by the govermment, the expansionists of those days
were saying that private health insuranee could never really take care of & very
large proportion of the population. Yet we all know now fhat well over 80 per.
cent of the persons under age 65 ave covered under some sort of private hospital
insurance, and in almost all eases by quite an adequate plan.

In the same way, many people have been saying private pension plans just
can't do the job, Actually, these plans are now doing a good job, and us the yenrs
go by they will probably do much more successfully the jobh they ave intended to
do. So it ix entirely a matter of phitosophy, and I think the expansionists will
be proved factually wrong again as more people qualify for private pension plans
and as those plans are improved and extended.

In your vicwe, what is the proper long-range role of Social Security?

I want to make it very clear that I do not bolieve the program should stand
absolutely still, It must recognize changing cconomie conditions, changing price
levels and so forth, 1f new problems come up, Socinl Security must he flexible,
But my point is that Social Security should provide a basic floor of economic
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protection, as it has, and there should be plenty of room for people to mild on,
eithor Individually or collectively, to provide additionnl ecconone seeurity.

“Floor af protection.” What docs that mean?

That means that if the vast majority of people can get atong economleally with
what they have saved, with thelr home ownership, with private pensions and
with Social Security benefits as the base on which all the rest has heen built,
then the system is performing ndequately. Similarly, this means that if only a
small proportion—say, 10 percent—neced supplementary public assixtunce, then
the Social Security benofit level is adequate, And this is what the situation
actually is now!

What currently is the ratio between the average monthly beaefit and talke-
home pay?

The average benefit for a retived worker is about $115 per month, which may
seant very low compared to the average wage of workers currently. However, this
average is pulled down by quite n number of factors, such as that many people
have qualified for relatively low heneflits heenuse of having been only part-time
in the labor foree, and that persons who retired before 65 have netuarially reduced
benefits.

I think the best comparison is to take g worker who is currently retiving at age
¢35 and who has been a more or less full-time worker. Hix henetit will be samewhere
around one third of hix average wage, and if he has a wife he would get ap to
about one half,

How about the proper principle of financing?

The principle that has been followed in the past, namely, that the system should
be finaneed completely rfrom the taxes of the employers and employees, is very
desirable because it makes the cost quite apparvent to everybody concerned, If
govermment subsidy is introduced, then the system appears much less costly, with
money-—in a sense - coming out of the sky, It really is essential that the people
know whit government is costing thom, what they ean expeet from govermnent,
and what are their responsibilities as well as their rights,

Onee you drop this financing principle, what happens?

I mm afraid that the system would deterforate in many ways. Beneficimios
would always want more henefits, and workers would not realize what they were
paying. I think the expansionists see this, and they realize that at the moment
many young and middle-aged workers are rebolling ngainst inereased tax rates,
o the only way to reach their goal ix to injeet hidden money into the system.

Aside from Wilbhur Colen-—and he's out of offico—<chere is the iy caopansionist
push coming from?

Well, ontside of government, the pressure comes from the labor movement. such
as the AL CLO and the United Auto Workers, It also comes from many of the
soetnl welfare groups and from cevtain lobbhying organizations set up for senior
citizen groups.

Another place where there are expansionists is in the governmment itself. There
are. I think, many among Soeial Security Administration oflicinls and staff men-
hers, and in some ways this is quite natural. Whatever activity you are engiged
in. vou alwnys want it (o be bigger and better, Then, too, the top stafl was largely
employed during the carly days of the program and has grown up with it and
tends to have this expansionist phitosophy.,

The political appointees who formulate Social Security policy by directing
research  and  program  evaluation  have been  retained by the  present
Administration.

I do not think that most such Social Security Administration employees take
the halanced view that they arve also working for the contributors. Of course, 1
believe in Social Recurity myself, but I believe it has a single role and not an all-
encompassing one,

I my opinfon, the vast majority of the people over 65 are quite satistfiod with
their Socinl Security benefifs, Like the vest of us, they would Hke more money
but I believe they feel that Social Keeurity has been gquite a good deal, OF conrse,
the ones you always hear about are the ones who say: “We want more <o as to
have all the luxuries of 1ife,” without realizing that this is not the purpose of the
program,

Your perspective is slightly different, isn't i, in that yon are an actnary’?

Well, that's true. An netuary has to look at both sidex of the situation. Some
people will just look at the benefits side and say this is a good, noble eause---
which it is-——and say : “If it is good, let us have more of {t,” without realizing it
has to be paid for,

T would not want to say that everybody in the Social Security Administration
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feels this way, or that those who do are the'only ones in the federal government ;
but 1 think many of them always have had this personal philosophy. I do not say
it 19 evil; I just say it is wrong, And this tends to be self-perpetuating, through
the selection for promotion or hiring at the highest grades of people of like
philosophy.

An inter-agenc group was formed during the Johnson Administration to con-
stder private pension plans, and most people on it were, T think, really opposed
to private pension plans or, at best, lukewarm about them, because they had the
philosophy of the government providing full economic security for the vast major-
ity of people. So it was a case of the fox guarding the henhouse,

How about Capttol HiN?

Over the years, Congress has, on the whole, been very responsible, largely due
to the committees involved, namely House Ways and Means and Senate Fihance.
Both are tax-writing committees, so they are quite cognizang of the who-pays
aspect as well as the who-gets aspect.

Of course, some people in Congress beleve very strongly that the program
ought to be greatly expanded and, without explaining quite why, that the gov-
ernment ought to provide all people with full economic protection.

tei't a lot of this cmbodied toa Yill pending before Waps and Mceans?

There are a number of such bills, but 1 suppose you are referring to the one
introduced by Congressman Gilbert of New York, who, when he introduced it,
announced he was doing so with the support of the AFL-C'IO and the National
Council of Senjor Citizens, which is an organization of persons over 03, that
has been sponsored by the AFI-CLO,

Thisx bill would be a very big step in the direction of expansionism because.
nmong other things, it would inerease the earnings base to $£15,000, introduce n
gradual government subsidy and increase benefits about 530 percent. But it
would leave out some proposals 1 mentioned, such as eliminating the maximum
earnings base for the employers so they’d pay on their entire payroll, and it
would not double the employer tax rate.

When Congress passed the 15 per cent benefit increase, as against the President’s
recommended 10 per cent, did that strike you as a sign of things to come?
I would not say so, necessarily, It was a bit more than the President recom-
mended, and expansionists are trying for more in this session of Congress. But
the real push is coming in the next few years. When the war ends, there will
apparently be excess money available unless taxes are reduced. The expansion-
ists will say: “Keep up the tax level and give us some of the money for a gov-
ernment subsidy to the Social Security program.”

How wonld you summarize the Nizon Administration’s position?

In my opinion, its proposals are deflnitely of the moderate school. Its views
nre, “Let’s take this out of politics. Let’s make the benefits automatically adjusted,
according to changes in the cost of living, according to economie conditions, so
that we do not get into a bargaining position every time legislation is considered.”

You recall, when the President signed the bill with the 15 per cent inerease, he
pointed out that it would have been much better to have what he had originally
proposed, a 10 per cent henefit inerease now plus a guarantee to keep benefits up
to date with the cost of living by future automatic adjustments,

’—Paﬁg IS4 L’a"k
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MANPOWER

Physiclans— At the end of 1069, the number of active physiclans in the United
States was ostimated to be 318,000 out of a total of 339,350,

Over the past (wo deceades the number of graduates of schools of medicine,
{now numbering 107), has expanded from 6,502 in 105051, to 7,600 In 1900-01
to 8.80 In 1008-649. Adaditional graduates will be provided by the recent increase
in first-year places, the new medieal schools yeo to graduate thelr first classes,
und the five additional ones now heing planned,

Wihile the shortage of physicians has been estimated to be on the order of
50,000, the niamber has been derived either by computing the munber of addi-
tional physicians needed to meet the nattonal average in proportion to popula-
tion, and anticipated population inereases, or by extrapolating from cexisting
patterns of care in, say, a large pre-pald multispeeialty organization, Neithor
of these estimating procedures are satisfactory, Moreover, they are not responsive
to a matter of national urgency —the use of physicians assistants and other allfed
health manpower to substitute, where feasible, for the physician, It is diflicult to
estimate the gains in productivity from this kind of substitution, but it would de-
crease the 50,000 estimate significantly,

This is not to say that there isn't a shortage : using net inereases of physiciang,
the lnrge-sceale importation and use of foreign trained physiclans: and the general
rise in medleal prices reflect a rise in demand for services outpaeing the supply.

The estimating procedure is not simple under any cirenmstances, especially
since the use of allied health manpower on a broader seale will require changes
in licensing anad certification practices in the States. Also involved arve: policies
on the importation and use of foreign medieal graduates, changes in the effective
demand for health care; non-medical alternatives (such as family planning,
public information programs, improved nutrition, multiphasie sereening and so
forth) which may reduce the need for services, and the redistribution of serv-
iees—a major determinant,

The supply of physicians is currently distributed very unevenly among the
States and the regions. With improvements in transportation and communication,
conventional indices of distribution of physicians in relation to State boundaries
are beconming increasingly difficult to interpret. In 1967 in the United States, the
average number of non-Federal physteians providing patient care was 132 per
100,000 Civilian population. The extremes among the nine geographic divisions
of the country show that at the time the ratio ranged from a high of 171 (M.D.
and D.0O.) per 100,000 in the Middle Atlantic States to a low of 8 per 100.000 in
the Bast South Central States. The disparity in the distribution of physielans
within metropolitan areas is also very great, e.g., as between ghetto and suburb.

Major urban areas having 200 or more physicians per 100,000 persons are Balti-
more, Maryland: Boston, Massachusetts: Denver, Colorado; Miami, Florida:
New Haven, Conmecticut; New York, New York; Richmond, Virginin; San
Francisco, Californin ; and San Jose, California. Major urban areas having fower
than 100 phvsiclans per 100,000 nopulation are Benumont and El Paso, Texas;
Johnstown, Lancaster, and York, Pennsylvania ; Davenport, Towa ; Gary, Indiana ;
Lansing, Michigan; Mobile, Alabama : and Norfolk, Virginia.l State distribution

follows:

! Statistical Abstracts of the United States, 1069, pp. 866 and 882,
(157)
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LOCATION OF NON-FEDERAL PHYSICIANS IN RELATION TO POPULATION: DEC. 31, 1967

Civillan All non-Federal physicians? M.D.'s and D.0.' s providing patient care 2
popula- e
tion in Number Number
thou- M.D, Rate per M.D. Rate 83!
sands and M.D. 0.0. 100,000 and M.D, 0.0. 100,000
Location July 1 D.0. only only civillans D.0. only only  civilians
All locations._.. 198,649 292,661 279,418 13,243 147 260,296 249,273 %11,023 131
United States... 195,669 290,420 277,177 13,243 148 258,279 247,25 11,023 132
Alabama_._____._ 3,505 2,81 2,867 4 82 2,621 2,619 2 15
AMaska....._..... 238 177 173 4 14 164 162 2 69
Arjzona..... .. . 1,606 2,347 2,068 219 146 2,020 1,790 230 120
Arkansas.. ... ... 1,958 1,710 1,688 22 87 1,520 1,505 15 18
California. . ...... 18,79 34,555 34,135 420 184 30,345 30,204 141 161
olorado......... , , 3,425 260 191 , 237 3,013 224 168
Cunnecticut. ... .. 2, glz 5,422 5, 367 55 4,776 4,713 41 164
Delaware. .. ..... 686 41 141 671 635 36 130
District of
Columbia. .. ... 793 3,023 3,007 16 381 2,521 2,509 12 38
Florida.......... 5,902 9,447 8, 841 606 160 7,450 1,006 444 126
Georgla.......... 4,389 4,558 4,478 80 104 4,097 4,034 63 9
Hawail.. ........ 84 1,002 9 20 146 913 898 15 133
Idaho - 695 6 639 37 97 622 598 24 8
Minols........... 10,825 14,996 14,552 344 139 13,534 13,313 221 125
Indiana..._._.... , 989 \ , 960 198 103 , ) 170 9
fowa............ 2,752 3,298 2,889 409 120 2,89 , 566 330 105
Kansas. _.__.._.. 2,255 2,680 2,483 197 119 2,388 2,228 160 106
Kentucky...._.._. 3,142 3,168 3,129 39 101 2,825 2,795 30 90
Louisiana.._..... 3,622 4,095 4,083 12 113 3,715 3,7 1 103
Maine..._. 8 1,238 1,031 207 129 1,091 935 156 114
Maryland. . . 3,606 6,374 6, 351 23 177 5, 5, 466 15 152
Massachusetts. ... 5,387 11,195 10,913 282 208 9,763 , 534 179 181
Michigan. ... _. 8,564 12,643 10,541 2,102 148 11,232 9,590 1,642 131
Minnesota.._..... 3,517 5,414 5, 351 63 151 4, 851 4,802 49 136
Mlssisslrpl ........ 2,320 1,768 1,761 ] 16 1,604 1,603 1 69
ssourt. . ... 4, 565 6,832 5,617 1,155 150 5, 883 5,030 853 129
Montana. _.._ ... 69 126 6 105 645 28 97
Nebraska........ 1,423 1,717 1,670 47 121 1,511 1,479 2 106
evada...... ... 4 449 38 109 43 415 22 100
New Hampshire. .. 681 964 938 26 142 813 197 16 119
New Jersey....... 6,947 10,041 9,398 643 145 9,211 8,688 523 133
New Mexico_. ... 985 1, 050 928 122 107 895 788 107 9]
New York. ... 18,303 40,646 40,082 564 222 36,500 36,044 456 199
North Carolina.... 4,913 5,168 5,136 32 105 4,505 4,484 21 9
North Dakota. ... 627 585 575 10 93 544 535 9 87
Ohio............. ,437 14,760 13,682 1,078 141 13,415 12,539 876 129
Oklahoma........ . R 2,483 4 119 2,5 , 240 353 106
Oregon.......... 1,994 2,935 2,766 169 147 2, 555 2,422 133 128
Pennsylvania. .... 11,612 18,728 17,163 1,565 161 16,628 15,380 1,248 143
Rhode Island. . . .. 875 1,433 1,349 84 164 1,327 1,255 72 152
South Carolina.... 2,526 2,111 2,105 6 84 1,910 1,906 4 76
South Dakota...... 667 515 538 n 86 5§33 503 30 80
Tennessee. ... ... 3,858 4,497 4,431 66 117 3,997 3,946 51 104
oxas._.......... 10,657 12,5711 11,760 81l 18 11,342 10,644 698
tah.._......._.. , 020 . 1,34 19 134 1,205 1,138 17 118
Vermont. . .. ... 416 I 45 190 621 0 31 149
Virginia_...._.__. , 349 5,183 5,147 36 119 4, 566 4,538 28 105
Washington.. . __. , 029 4,725 4,515 210 156 4,133 3,93 160 136
West Virginia___ .. 1,797 . 1,7 114 104 1,690 1,590 100 94
isconsin. ....... , 185 5,218 5,037 181 125 4,697 4,539 158 112
Wyoming......... K]\ 322 309 13 104 297 288 95
Puerto Rico....... 2,684 2,038 2,038 ......._.. 76 1,836 1,83 .......... 68
U.S. outlying
areas......... 296 203 203 .......... 69 181 181 .......... 61

1 Excludes 27,724 Federal physicians (27,552 M.D.'s and 172 D.0.'s
to the AMA. Includes 14,198 inactive fhysic ans (12,898 M.D.'s and 1,3 .'s). )

$M.0.'s include those in solo, partnérship, group or other practice and those in lraining programs and in hospital-
based practice; D.0.'s include those in private practice and those in lraininF Pro rams and 8;0 essional full-tims hospital
positions. Excludes 30,145 non-Federal M.D.'s (11,166 on medical school faculties; 2,729 in administration; 3,352 in
research: and 12,898 in inactive status), and 1,600 with addresses temporarily unknown to the AMA; and 1,486 on-
Fedaral 00.'s (17 In full-time administrative hospital positions; 127 on college facuities; 42 in miscellaneous activities;

and 1,300 in inactive status) and 734 whose status was not reported to the AOA.
¥ Total includes 775 D.0.’s in training programs for whom distribution by State is unavailable.

Sources: AMA Department of Survey Research: Distribution of Physicians, Hospitals, and Hospital Beds in the United
States, 1967 Regional, State, County, Mettopolitan Area, J. N. Hauf and G. A. Roback, Chicago, American Medical Asso-
coation, 1968. Membership and Statistics Department: A statistical Study of the Osteopathic Profession, Dec. 31, 1967.
Chicago, American Osteopathic Association (June 1968.) U.S. Bureau of the Census: Population Estimates. Current
Population Reports. Series P-25, No. 380, Nov.ember 1967 and No. 392, May 1968.

! &agdol.sso with addresses temporarily unknown
.0.'s
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Incentives to redistribute health care services—in the form of cconomie in-
centives, social incentives—could alter this characteristic of “shortages.”

There appears to be considerable variation in the degree of shortage in indi-
vidual specialties. While general surgeons, for example, now are In relatively
good supply, shortages exist in such fields of practice as pediatries, obstetrices,
physical medicine, anesthesiology, radiology, preventive medicine, pathology,
and psychiatry, But these shortages, again, are based on traditional uses of
manpower,

What has been said of physiclans in the foregoing ean also be applied to other
members of the health care industry—dentists, nurses, technicians, and the like.
Shortages are projected for all of these occupations, but the projections gen-
erally fail to take into account large potentinl increaess in thelr productivity, if
changes were made in their edueation, use, and income rewards, or there was
increasing use of Iabor saving equipment, reorganization of facllities and

services,
FACILITIES

As with the problem of health manpower, estimates of the need for facilities
are affected by developing patterns of medieal care, changes in the use of
facilities, breakthroughs in technology and the organization and delivery of
services. There are also distribution problems with some areas showing an ade-
quate supply of facllities and other areas with serious shortages of outpatient
and long-term care facilities, and a need for modernization of facllities,

T'ollowing is a table of the nuniber of hospital and nursing home bheds per
thousand by State in 1067 and information from the IINN1 Burton State plans.

BEDS, AVERAGE DAILY PATIENTS AND ADMISSIONS IN SHORT-STAY HOSPITALS BY STATE: 1967

Number Number per 1,000 population *

Average Avetare

daily . dally
Location Beds patients  Admissions Beds patients Admissions
United States. ... . 901,738 676,719 29,642,544 4.6 3.4 149.8
Alabama. . ... ... ... .. 14,271 10,616 500, 742 4.0 3.0 141.5
Alaska.............. ... 1,028 61 29,111 3.8 2.2 107.0
Arizona. . . ... ... ... 7,368 5,257 243,284 4.5 3.2 148.9
Arkansas.. ... ...... 8,133 5,603 296,694 4.1 2.8 150.8
California....... ... ... 80, 186 57,624 2,618,967 4,2 3.0 136.7
Colorado . 12, 269 8,862 828,073 6.2 4.5 419.3
Connecticut . 9,961 8,082 368, 495 3.4 2.8 126.0
Delaware..... ..... 1,791 1,353 ,623 3.4 2.6 117.8
District of Columbia. . .. 5,619 4,406 179, 547 6.9 5.4 221.9
otida................. 27,820 20,247 911,143 4.6 3.4 152.0
Georgia. _.............. 18,808 13,437 698, 506 4,2 3.0 154.9
Hawaii................. 2,055 1,3 10, 2.8 1.8 950
Idaho... ... ... .. ... 2,908 1,869 100, 997 4.2 2.7 144.5
lilinois 55,249 43,260 1,644,824 5.1 4.0 151.0
Indiana_._............. 19,448 15,740 685, 56 3.9 3.1 132.1
lowa.................. 15,893 11,421 472,426 58 4,1 171.6
Kansas....... 12,014 8,442 359, 563 5.3 3.7 158.0
Kentucky 13,979 10, 143 488, 247 4.4 3.2 153.1
Louisiana . 16,700 11,736 590, 816 4.6 3.2 161.3
Maine_._..... e 4,491 3,139 151, 065 4.6 3.2 165. 3
Maryland..._...._. ... 13,071 10, 105 378,335 35 2.7 102.8
Massachusetts. __...__. . 27,947 21,628 828,674 5.2 4.0 152.9
Michigan_. ......._.. ... 37,933 29,915 1, 281, 092 4.4 3.5 149, 2
Minnesota... ........... 20,713 14, 824 628, 519 5.8 4.1 175.5
Mississifpi ............. 9, 009 6,167 335, 646 3.8 2.6 142.9
issouri. . _............ 23,901 18,406 746,940 5.2 4.0 161.3
Montana. . ,283 2,768 140, 969 6.1 3.9 201. 1
Nebraska. .. e 9,179 6, 544 249, 501 6.4 4.6 173.9
Nevada. ___... e , 1,501 69, 247 4.9 3.4 156.0
New Hampshire... ... 3,213 2,236 104, 332 4,7 3.3 152. 1
New Jersey. ... .. ..... 27,626 21,911 856, 981 3.9 3.1 122. 4
New Mexico............ 4,431 2,9 158, 235 4,4 3.0 1572.8
NewYork.. ............ 84,399 66, 900 2,405,532 4.6 3.6 131.2
North Carolina.._._..... 19,413 14,779 709, 184 3.9 2.9 141, 0
North Dakota... ... ... , 238 3,039 129,029 6.6 4.8 201.9
10, e 42,449 34,977 1,456, 426 4.1 3.3 139.3
Oklahoma. ... _......... il 10,842 407, 289 5.9 4.3 163.2
Oregon.. ... 8,983 5,959 488, 363 4.5 3.0 244.3
Pennsylvania. _. e 56, 904 45,100 1,692,071 4.9 3.9 145.5
Rhode island......_.... 4,189 3,07 122, 55 4,7 3.4 136.2
South Carolina.......... 11, 420 8,324 372, 505 4.4 3.2 143.3



160

BEDS, AVERAGE DAILY PATIENTS AND ADMISSIONS IN SHORT-STAY HOSPITALS BY STATE: 1967—Continued

Number Number per 1,000 population t

Average Average

dally daily
Location Beds patients  Admissions Beds patients Admissions
South Dakota... ....._.. 3,898 2,555 124, 594 5.8 3.8 184.9
Tennessee.......... .. 17,202 13,339 634,320 4,4 3.4 163.0
Texas.................. 52,510 36,718 1,804, 094 4.8 3.4 166.0
Mah................... 4,064 2,835 147,675 4.0 2.8 144, 2
Vermont.._........_... 2,164 1,584 69,611 5.2 3.8 162. 9
Virginta................ 17,963 14,057 566, 521 4.0 3.1 124.9
Washington... .- 10,435 6,780 353, 592 3.4 2.2 114.5
West Virginia. 9,610 7,244 331,003 53 4,0 184, 1
Wisconsin. . _. . 21,623 15, 226 691,138 5.2 3.7 165.0
Wyoming............... 2,010 1,161 58,758 6.4 3.7 186.5

BEDS, AVERAGE DAILY PATIENTS AND ADMISSIONS IN LONG-STAY HOSPITALS, BY STATE: 1967

United States.. ... 729, 363 664,210 1,101, 084 3.7 3.4 5.6
Alabama........__..... 12,037 11, 341 11,084 3.4 3.2 3.1
Alaska... .. 865 722 3,912 3.2 2.1 14.4
Arizona. . et 2,472 2,663 9, 801 1.6 1.6 6.0
Arkansas... .. 6,567 5,672 15, 647 3.3 2.9 8.0
California. . _........... 55, 501 51,114 109,610 2.9 2.1 5.7
Colorado......._....... 5,309 5,490 9,113 2.7 2.8 4.6

13,073 10, 59 20, 807 4.5 3.6 7.1

) 3,99 6,596 8.0 1.6 12,6

10, 002 10,916 28,151 12.4 13.5 34,8

13,693 12,29 21,232 2.3 2.1 3.5

16,931 15, 422 20, 492 3.8 3.4 4.5

2,439 2,089 7,646 3.3 2.8 10.3

892 790 1,276 1.3 1.1 1.8

41, 507 38, 267 58, 652 3.8 3.5 5.4

15,335 13,691 10,989 31 2.7 2.2

4,433 3,826 9,053 1.6 1.4 3.3

5, 664 4,858 13,319 2.5 2.1 5.9

Kentucky.. ... ........ 8,525 7,599 21,588 2.7 2.4 6.8
Louisfana. ...._..... ... 9, 450 8,163 19,410 2.6 2.2 5.3
Maine................. 4,331 3,915 6,571 4.5 4,0 6.8
Maryland. ... ... _. 15, 838 14, 142 41, 364 4.3 3.8 11.2
Massachusetts....... ... 31, 085 27,155 38,233 5.7 5.0 7.1
Michigan......... ... 32,009 29,677 39,723 3.7 3.5 4,6
Minnesota...... . .. .. 9, 504 8,749 23,070 2.7 2.4 64
Mississl{)pl ............ 8,212 6, 890 12, 951 3.5 2.9 5.5
Missourl_.............. 14, 66 13,244 13,633 3.2 2.9 3.0
Montana. , 721 1, 595 , 2.5 2.3 3.4
Nebraska 4,510 3,900 4,923 3.1 2.7 3.4
Nevada. ........ . 60 554 1,313 1.4 1.2 3.0
New Hampshire......... 3,667 3,140 3,806 5.3 4.6 5.6
New Jersey............. 26,292 23,653 26, 843 3.8 3.4 3.8
New Mexico ...._...... 1,498 1,307 7,774 1.5 1.3 7.8
New York.............. 118, 525 112, 266 121,400 6.5 6.1 6.9
North Carolina........ .. 14,016 12, 495 40,638 2.8 2.5 8.1
North Dakota... ... .... 1,712 1,530 4,172 2.7 2.4 6.5
(1] ] 34, 962 29,616 47, 561 3.3 2.8 4,5
Oklahoma.............. 3,691 3,170 7,126 1.5 1.3 2.9
Oregon. ............... 5,446 4,083 9, 325 2.7 2.0 4.7
Pennsylvania. . .. 55,233 50, 445 56, 635 4,7 4.3 4.9
Rhode Istand. . ,656 4,417 , 578 5.2 4.9 9.5
South Carolina. 7,988 7,555 12, 897 3.1 2.9 50
South Dakota. . .. 2,581 2,343 6, 572 3.8 3.5 9.8
Tennessee............. 13,957 12,917 30, 397 3.6 3.3 7.8
eXas... . . ........ ... 26,433 24,171 49, 866 2.4 2,2 4.6
Utah..... 2,065 1,792 , 314 2,0 1.8 2.3
Vermont.. ............. 1,894 1,597 , 224 4,5 3.8 2.9
Virginla................ 18,601 16, 891 29,305 4,1 37 6.5
Washington_.. , 405 5,688 10,434 2.1 1.8 3.4
West Virginia........... 6, 457 6,019 9, 832 3.6 3.3 5.5
Wisconsin......_....... 20,513 18,619 30, 541 4.9 4.4 7.3
yoming.... .......... ,423 1,164 1,297 4.5 3.7 4.1

1U.S. Bureau of the Cansus: Population estimates. Current Population Reports. Series P-25, No. 380. November 1967.
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BEDS, RESIDENTS, AND FULL-TIME EMPLOVEES IN NURSING CARE AND RELATED HOMES BY STATE, 1967

Number per 1,000

Number population 65 and over Full-time

s employees

Em?lo 00 per 1,000

Location Beds Resldents (full time) Beds Residents residents
United States. .. .. 846, 554 756,239 383,158 45.0 40.2 507
Alabama.. ... ... ... 8,806 8,231 5,373 30,0 28,0 653
Alaska.. ... ... ....... 139 123 60 19.9 17.6 488
Arfzona_. . ... ...... 3,998 3,780 1,992 L5 29.8 527
Arkansas......._....... 10,478 9,762 4,613 49.0 45.6 473
California. . .. 85,105 77,234 38, 566 5.8 47.0 499
Colorado. . .. 10,918 10,192 5,554 62.7 58.6 545
Connecticut. 15,924 14,216 1,214 58.5 52,3 507
Delaware. .. ... 1,429 1,283 765 35.7 32,1 596
District of Columbia_ -~ 2,071 1,910 1,123 29.2 26.9 588
Florida. . ... .. _..... 22,139 19,318 11,228 28.5 24.9 581
Georgla. ............... 11,236 10,419 , 872 336 3.2 564
Hawail................. 1,327 1,223 628 33.2 306 513
Idaho. .. .............. 2,978 2,754 1,620 45.8 42,4 588
Hinois................. 49,478 44,623 21,931 45,1 40.6 491
Indiana. _......_....... 21,929 19, 266 10, 255 46. 1 40.5 532
lowa s 27,998 25,071 10,057 80.9 72.5 401
Kansas_ ... ........... 17,372 15, 692 7.1 67.1 60.6 458
Ken_lqcky ............... 11, 841 10,689 4,706 3.5 33.8 440
Louisiana. ... .. ... 10,313 . 9, 167 5,238 37.1 33.0 571
Maine. . ... , 704 5,222 2,638 51.4 47.0 505
Maryland . . 10, 409 9,474 5,454 38.8 35.4 576
Massachusett 38,604 35, 566 16, 291 64.0 53.0 458
Michigan..__ 28,739 26, 599 15, 685 38,6 35.8 590
Minnesota.... - 28, 837 21, 1, 1 78.2 08.0 411
Mississippi._ ... ... 3,766 3,153 1,742 18,3 15.3 552
Missouri. ... ... . 22, 860 20,680 10,189 41.6 3.7 493
Montana. __ ...l __ 3170 2,838 1,380 47.3 42. 4 486
Nebraska_ .. __ .. ... 11, 560 10, 174 4164 65.3 51.5 409
Nevada. ... s 749 684 310 30.0 27.4 453
New Hampshire. ... .___ 4,021 3,541 1,741 54,3 47.9 492
New Jersey.._......._.. 22,888 20, 392 11, 074 35.2 3.4 543
New Mexico.........__.. 1,964 1,699 1,140 30,7 26.5 671
New York.. _._......___ 60, 341 54, 844 31, 054 3L5 28.7 566
North Carolina...._... . 14,181 13,014 5,814 38.3 352 447
North Dakota...__._.... 4,909 4, 562 2, 041 71.9 72.4 447
Ohio. o ooeeeeee . 41 059 42 650 20, 521 49,4 43,8 481
Oklahoma. ... . 19,374 17,213 8,315 70.5 62.6 483
Oregon. __ ... 13,518 12,279 5,238 64.4 58,5 427
Pennsylvania. 47,331 42,986 24,398 39.2 35.6 568
Rhode Island. . . 4,876 4,569 , 961 50.3 47.1 429
South Carolina.. N 4,720 4,383 2,120 26.8 24.9 621
South Dakota.. .. . ___.. 5,198 4,780 2,022 66.6 61.3 423
Tennessee............ 18, 449 1,677 4,300 53,0 22.1 560
TeXas. ...oooocemeannns 43,988 31,118 20,688 48.7 4.8 548
tah.... . ...o....... 3, m 3,414 1,439 52,5 47.4 21
Vermont_ ... 2,682 2,488 1,332 59.6 55,3 535
Virginia. ... ._._._._____ 10, 062 9,130 5,143 30.2 21.4 563
Washington._.._..._._._. 17,378 16, 016 7,031 57.0 52.5 439
West Virginia........ _._ , 186 1,9 , 1.9 10. 8 587
Wisconsin_..........._. 25,793 23,615 10,713 57.4 52.7 453
Wyoming. ... ... ... 982 804 365 32.7 26.8 454

1 U.S. Bureau of the Census: Population estimates. Current Population Reparts. Serias P-25, No. 380. Navambar 19537,

NATIONAL FIGURES, FISCAL YEAR 1968, N TERMS OF FACILITIES—SUMMARY OF ALL STATE PLANS

Number of
Number of facilities
facilities  Per 100,000 tobe Per 100,000
to be added  pepulation  modernized population
A. Facilities;
1. General hospitals_. ... ......__........... 103 .............. 3100 ... ...
2. Long-term-care facilities.... .........._..... 1,906 ... . ..... 4,541 (...
3, Public health centers (primary) ... _........ 883 .............. 1,236 ......_.......
4, Diagnostic or treatment centers (outpatient
section of hospital). ___..._.......... ... 1,060 ........... ... 1,436 ..............
8. B ds. Rehabilitation facilities. ... ..............._. 388 ... ... 177 .
. Beds:
1. Generat hospital. ... .. ... ... 85, 007 39 240,624 123
2. Long term (feriatric, nursing home, medi- -
care, chronic disease).................... 165,430 7 214, 506 109

Note: The State having the greatest need for modernized beds is New York, 26,629; followed by Pennsylvania, 21,805.
Approximately 47 percent of all primary public health care facilities are in Southeastern region.
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PRIMARY HEALTH CARE FACILITIES

Per 1,000,000

Total estimating Number population

United States. . ... ..o e 1,886 9.7
NeW EnRland. . ..o et 46 4.1
Mideastern. . . 112 2.7
Great Lakes. . 385 10.0
Plalns. ...... . 92 58
SOURNOAS BN, - . e 880 21,0
LT L T N 168 10.8
Rocky Mountain. .. ... o . i 29 6.2
Far Western . e 174 7.0
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DEPARTMENT OF HEALTH, &DUCATION, AND WELFARE
COMMENTS ON THE SENATE FINANCE COMMITTEE
STAFF RECOMMENDATIONS FOR CHANGES IN MEDICARE AND MEDICAID

In this document the Department of Health, Education, and Welfare
presents general comments on the major recommendations made by the Staff
in {ts Report, Medicare and Medicaid, Problems, Issues and Alternatives.

Reimbursement of Institutions Providing Med{cal Care

The Staff suggests changing the law 80 as to limit Medicare reimburse-
ment to an institution's customary charges to the general public
(as in S. 1195) when such charges are less than cost.

We agree. This proposal is similar to one ot the proposals in the
Administration's cost effectiveness smendments submitted last July,
There are a few situations in which heavily endowed institutions
actually charge the general public considerably less than their cost
and in such circumstances we believe that the Government should not
pay full cost but should limit reimbursement to charges.

The Staff suggests that depreciation and interest on loans not be
allowed in the case of major expenditures where the expenditure was
specifically disapproved by the appropriate planning agency (as pro-

vided in S. 1195),

We agree. This recommendation for a change in the law is the same as
one of the Administration's cost effectiveness proposals submitted

iust July. This is approximately the same provisior that passed in the
Senate in the 1967 amendments but was dropped in conference,

We believe that this change in law is necessary to support the planning
efforts of States and localities where under present law reimbursement
of cost may on occasion undermine such efforts.

The Staff suggests that except in unusual gituations the law should

be changed to limit Medicare recognition of increases in hospital costs
in any area of the country to the annual percentage increase in the
Medical Care Price Index for that geographic_or metropolitan area

(as provided in S, 1195),

We believe that a much more fundamental change is needed in the law so
that the reimbursement of institutions can be shifted from retroactive
reimbursement on a cost basis to an incentive formula based upon a
target rate for the coming year. Under this new approach institutions
would share in savings they make as a result of more economical and

(165)
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effective management. In designing such prospective rates one would
naturally consider the past actual cost of the {nstitution as well as
what could be expected in the way of medical care price increases in
general in that particular geographic or metropolitan area, However,

we do not believe that any meithod of payment based on cost reimburse-
ment limited by a price index would enlist fully the ingenuity of
institutional managers and policymakers toward more effective and
efficient management. As long as they atay under the average increases
as reflected by the Medical Care Brice Index, further improvement in
operations would merely reduce their reimbursement. We believe they
need an economic incentive providing that reductions in cost will result
in greater income to the institutions. It should be noted that the
Staff Report also indicates that the Staff is searching for an incentive
system for institutional reimbursement such as we are proposing.

The Staff also suggests that payment for cave provided in one institution
be limited to not more than a reasonable difference above cost for
comparable care and services in a similar but less expensive institution
in the same area, This would be an important factor to consider in
setting prospective rates and we would agree that such additional
legislative authority would be desirable under the present retroactive

cost provisions,

To encourage prompt final settlement of accounts with institutions
the Staff recommends that blame be assessed for delay and that
institutions be charged interest where the delay is their Ffault and
the Government pay interest it it is determined that the delay is the

Government's fault.

The process of reimbursement involves paying the institution currently
on an estimated basis, the submission of cost reports at the end of an
accounting period by the institution to its intermediary (a private
insurance company or Blue Cross), a desk review of the cost report by
the intermediary with tentative adjustments from the previous reimburse-
ment based on the interim rate, and finally, adjustment if necessary
based upon actual audit performed by the intermediary.

Under present policy, it an instftution fails to submit {ts cost report
more than 90 days after the close of its accounting period {for good
cause 30 days more may be granted), its interim payment {s reduced by
20 percent. This has been an effective levice for speeding up the
submigsion of the cost reports which can then be reviewed by the inter-
mediaries and tentative adjustments made. Overall differences between
the reimbursement figures following the review of the cost reports and
final settlements based upon formal audit are not large.
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Frequently the delay in the final settlement is the result of an appeal
by the institution of a relatively small item of difference on which
the institution disagrees with the auditors., Assessing blame in these
situations would seem to be a nearly impossible and a complicating part
of the process and perhaps one which would undermine the right of the
institution to question an audit, We believe that this process has
been substantially improved and that the suggestion ot the Staff would
not lead to additional improvement but, on the contrary, would create

problems.

We are currently experimenting with the possibility of using audits
provided by the inatitutions rather than requiring separate audits by
ths intermediaries. This procedure will result in quicker action in
some instances. As the Staff Report suggests we are developing common
cost reports with other programs to avoid duplicate work on the part of

the provider,

The Staff suggests that where approved capital needs cannot otherwise be
met the existing reimbursement formula might be modified to allow

capital assets to be depreciated in one-half the time ordinarily accepted
where the expenditure can be expected to contribute gubstantially to

efficiency.

We will give further study to the practicality of this suggestion. At

the present time we have issued notice of a regulation change (asking

for comment from interested parties) which would remove in all cases

the opportunity to take accelerated depreciation. Our action in this
respect was prompted by some ot the same considerations which led the
staff in other parts of the Report to show concern about the effect of
accelerated depreciation on reimbursement practices and to recommend that
the opportunity for accelerated depreciation be removed. However, if
accelerated depreciation could be retained in limited circumstances it
might be desirable to do so. The reservation that we have on the specific
suggestion of the staff {s the difficulty of making the kind of determina-
tion they propose that the expenditure would 'substantially contribute
to efficiency," since the expenditure may be part of a large total of
many capital expenditures adding to the services ot the institution. For
example, the proposal might mean that any new construction that included
labor saving elements would be subject in some part to accelerated depre-
ciation. Another possibility for granting accelerated depreciation {s
that this advantage might be tied to approval by a planning agency.

The Staff suggests that the intent of the law be clarified by the
Congress as to whether Medicaid should follow the same hospital
reimbursement formula as Medicare.

We agree. Since present law requires in the same statute that both
programs reimburse hospitals for the cost of providing services to the
beneficiaries of the respective programs, we have thought the words of
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the statute ought to be given the same meaning in each program. If

any change 18 made, it should be kept in mind that {f States are allowed
to define "reasonable costs' within only general guidelines established

by the Federal Government, the result in many instances will be that the
reimbursement for Medicaid patients would be less than cost. A case can
be made for different treatment between the two programs because of the
tradition of medical care being furnished at less than cost to people

who meet a test of need as in the Medicaid program or to allow for
experiments by States with a variety of approaches. 1If differences are
allowed, but within regulated limits, some approaches could be barred

by regulations should they turn out to have unsatisfactory results, How-
ever, in considering this issue one needs to recognize that most hospitals
would have to shift cost to other patients if the Medicaid programs are
going to pay less than cost for their patients. With Medicare paying only
cost for its own patients and Medicaid paying less than cost for {ts
patients, the result could well be a considerable escalation in charges

to people protected by private commercial insurance and Blue Cross as

well as to those patients who pay their own way.

The staff proposes that Medicare reimbursement have an overriding
limitation related to the proportion of average actual Medicare
occupancy to total beds available in the instjitution.

Intermediaries are required to eliminate from cost determinations any
excess of nursing or staffing costs that arises from having standby
personnel greater than are needed to take care of patients on hand.
Moreover, interim rates are not permitted to exceed published charges.

We believe that our proposal in the Health Cost Effectiveness Amendments
that would limit reimbursement to published charges when lower than cost
(and would thus govern the final settlements as well as the interim rates)
together with a continuation of the present instruction would largely

take care of the problem of excessive reimbursement for standby costs.

The adoption of our broader proposal to provide authority to reimburse

on the basis of a prospective rate would remedy the situation,

In any event, the situation pointed out in the Staff Report occurs
infrequently and usually in connection with new institutions starting
up. In our opinion the kind of limitation suggested by the Staff would
be a considerable complication in the reimbursement process.

The Staff recommends that more refined accounting methods be used to
eliminate the possibility that Medicare is paying part of the collection
costs of non~Medicare bad debts.

Hospitals are required to attempt to collect Medicare bad debts. The
collection process is generally only one part of the cost of total
"front office administration" of a hospital that involves many other
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types of administrative and recordkeeping activities applying to all
patienta. At present ccats are apportioned among departments before
allocating costs between Medicare and non~-Medicare patients. The
distribution between Medicare and non-Medicare patients of general
administrative costs occurs as part of the distribution ot costs of
routine and ancillary patient services to which the adminfstrative

coatas are allocated.

It would greatly complicate hospital recordkeeping to apportion
subactivities in administration between Medicare and non-Medicare and
possibly make similar distinctions for other nonincome producing
departments. Doing this would require statistics related to degree

ot use by Medicare patients., Charges provide a basis for allocation
only in income producing departments. The question, then, is whether
the degree of refinement and recordkeeping required to make additional
cost allocations would constitute accounting "overkill" or, in fact,
be worth the additional cost and burden to the hospitals and to the
auditing system., We are giving the matter further attention,

The Staff sugpests that appraisal procedures when facilities change
hands should be tightened, and that depreciation should be allowable
only on a straight-line basis as is now the case under the tax law,

As intermediaries and their auditors have gotten more experience, they
have become more skilled at fdentifying cost reports that claim
excessive reimbursement based on attempts to establish unreasonably

high asset values,

As indicated in our earlier comments, a notice of changed regulations,
with opportunity for comment, has been issued to deal with several
matters related to depreciation and the fixing of asset values,

involving particularly profit-making health facilities which are involved

in changes in ownership. -

Specifically, the revised regulations would: (a) eliminate the use ot
accelerated methods ot depreciation except with respect to assets
currently being depreciated on that basis; (b) extend present provisions
under which gains or losses on sales of depreciable assets are taken
into account in determining provider costs to apply to sales that take
place within a year after a provider terminates participation in the
program, and (c) provide for recovery of any amount paid toward depre-
ciation of provider assets in excess of what would have been paid on a
straight-line basis when a provider terminates or substantially reduces

participation in the progrem.

Under present regulations, the fair market value--.chat is, the price
that would be set in bona fide bargaining between well-informed
buyers and selleérs at the time of acquisition--provides the upper
1imit for valuing depreciable assets i{n the hands of a new owner.
Procedurally, it has been difficult in the case of some transfers to
assure that the value placed on depreciable assets did not improperly
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include elements of goodwill. The fair market concept also provides
the upper limit for valuing the other assets--including land and
goodwill--that form the base for the return on equity capital to be
allowed the new owner, and the base for determining whether loans to
finance acquisition give rise to allowable interest. This limit was
set in expectation that the fair market value of facilities would be

a reasonable valuation of the assets of the facility. We have had,
however, a number of cases where it was questionable whether the
nominal price paid for depreciable assets or the facility as a whole
reflected a reasonable valuation ot its assets. The price paid some-
times includes securities--stocks, bonds--in addition to cash. It
seems clear that amounts paid for health care facilities and assets

in excess of reproduction costs cannot be considered a cost that is
necessary for the delivery of services, Hence, the regulations would
limit the cost basis recognized in determining the allowable amount of
deprectation to the lower of the fair market value ot the depreciable
agsets at the time ot purchase or the current reproduction cost of such
assets depreciated in accordance with the age of the assets at the date
ot the sale using straight-line depreciation.

Also, the revisions in.the regulations would exclude from equity
capital and the base on which interest may be allowed, amounts paid

for facilities in excess of the value of the tangible assets determined
under the limits applicable to the depreciable assets. This would
generally prevent amounts paid for 'goodwill" from being recognized in
determining the return on equity capital and allowable i{nterest,

Payments for Physicians' Services

The Staff believes that the present statute should have been interpreted
to mean that Medicare reimbursement for physician fees be limited to
what a Blue Shield plan pays under its own most widely held contract (or
even the average payments actually made under all the plan's basic con-
tracts) regardless ot whether the Blue Shield schedules anticipate that
a substantial portion of the physicians' fees be paid directly by the
subscriber, The Staff has a very fundamental proposal for change (see
section following this) but in the meantime it otfers as a stopgap
measure the recommendation that all Blue Shield plans serving as Medicare
carriers be required to limit the physician's charge recognized as
"reasonable' to not more than the average payment actually paid for a
given service or procedure under all of its basic surgical-medical

subscriber contracts,

We disagree with the {dea that present law can be interpreted as the Staff
suggests it could. We do not believe that it was the intent of Congress
that a reimbursement policy be developed that would require Medicare
patients typically to pay their physicians substantial amounts in excess
of the deductible and coinsurance. An analysis of one example which the
staff has used in illustrating this issue makes the result quite clear.

In the most widely held Blue Shield plan in Alabama a payment for a
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cataract operation was limited to $75, However, there was no
agreement by participating phystelans to limit charges to $§75 even
for the lowest income subseribers of the Blue Shield plan, The
physicians were generally expected to charge more, In practice,
customary fees of physicians for this operation {n Alabama ave
around $350, 1f the allowable charge under Medicare were limited

to the fee allowed under the most widely held Alalama plan,
physictans would on the average have submitted bills to thelv
patients for $350 and Medicare would have paid, after the deductible,
80 percent of $79, or 560, and the patient would have had to pay the
balance of $290., Thus, the beneficiary would have had less thn

20 percent of his hill pafd by Medicare and could hardly be (snerted

to accept that result as failr or equitahle.

On the other hand, in North Dakota where the most widely held Blue
Shield plan 13 bared on reimbursement of what phvsicians customarily
charge, Medicare could have paid a full 80 percent of the maximum
allowance of $375., Yet the older people in bnth Alabaera and

North Dakota would have each been payinpg the samen $4 for tnefr

protection,

Under the Staff's "stopgap" recommendation it is stated that {f, for
example, Blue Shield in Massachusetts under all of its basic medical-
surgical contracts actually paid an averape of $250 for removal of
cataract during 1968, Medicare would not recognize charges above $250
as reasonable for purposes of reimbursement. This proposal, too, could
leave beneficiaries with substantial, additional liabilities to
physicians in excess of the deductible and coinsurance although under
this approach the gap would not ufually be as great as in the Alabama
fllustration. Many Blue Shield basic medical-surgical plans are sig-
nificantly below prevailing fees and Blue Shield plans that offer
programs for proup coverage in competition with prevailing fee plans
generally provide a supplementary type of "major medical coverage."

The problem about wide variation also remains. Thus, the Staff's
"stopgap" measure involves the same basic objections though to a lesser

degree.

It should be noted also that for another compelling reason the Staff
recommendation could not be taken litcrally. If the cognizable charge
for physicians' services for purposes of reimbursement under Medicare
were not to exceed carrier payments actually made, as stated, the
Medicare payment would be a reduced amount less than the average
payment of the carrier for the reason that after the allowable charge
has been determined the Medicare payment represents only 80 percent of
the charge after the annual deductable has been taken into account,
Such a result clearly would not be contemplated by the Congress. For
the game reason, we do not think the Staff's construction of sectinn
1842(b)(3)(B) of the Social Security Act can be sustained. This pro-
vision requires that the Medicare charge shall be both ressonahle ana
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also "...not higher than the charge applicable for a comparable service
and under comparable circumstances to the policyholders and subscribers
of the carrier...'" (underlining supplied). The statute does not set up
as the test of Medicare's reasonable payment the schedule or other
ayment made by the carrier {n its own business, It sets up the charge
applicable, which is the charge which the physician would actually make
to his patients irrespective of what the carrier's liability might be,

Since this short-run recommendation applies only to States fn which a
Blue Shield plan {8 a carrier for Medicare, the same anomalous results
would not only occur on an fnter-plan basis, but more particularly
between those States in which Blue Shield is the carrier and those
States having commercial carriers. There would not be a uniform national
policy otfering Medicare beneficiaries wherever they live approximately
the same treatment in relation to their liabilities for medical costs

and the premium they have paid,

Not onlv do we feel that the results of the Staff interpretation

vould have been unreasonable but we do not believe that such an
interpretation would have resulted in significant .control over

the cost of Medicare, at least for very long., If Medicare ceflings
were tied to Blue Shield rates, there would have been considerable
added pressure for Blue Shield plans to raise their rates substantially,

But even if such an approach could be considered desirable, our reading
of the legislative history would not allow ft. We believe it is clear
from the law and from the legislative history that reasonable charges
under Medicare were not to be limited to amounts paid by private
fnsurers under their own plans when such payments were unrelated to

the total liability of the patient and, on the contrary, were only

{n partial indemnity for what the patient would have to pay. Such
plans. are nnt comparable to the Medfcare program, which was, generally
speaking, designed, except for deductibles and coinsurance, to relieve
patients of what they would otherwise have had to pay the physician.

Contrary to what the Staff Report indicates, we have required the
carriers to use the charges they recognize as a basis of what they
pay in their own business as a limitation on what they can pay
under Medicare when circumstances are comparable. For example,
most of the commercial companies in their own business set up a
prevailing rate which results in the reduction of reimbursement

of physicians' fees that exceed these prevailing levels, They
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are Instructed to make sure that the prevailing levels in Medicare
do not exceed the prevailing levels which they have established for
their own business., Similarly, in Blue Shield plans, which are
increasingly following the same approach, the same limitation is
imposed and even in the fee-schedule approach of some Blue Shield
plans when the schedules do in fact widely establish the upper-
linit of patient liability for payment, as in the Rochester plan,
the fee schedules have been used as a limitation on allowable

charges in Medicare.

We agree that controls are needed over the recognition by Medicare
of increzses in physicians' fees. During fiscal year 1969, the
program recognized only a 3 percent increase in the general level

of physicians' fees although nationwide the actual increases in
physician fees were between 6 and 7 percent. At the present time,
about 30 percent of all requests for payment of physician and
supplier bills submitted under Medicare are reduced before payment,
with a savings to the program of $155 million a year. However, we
believe that it is very important that what the program is willing
to reimburse not be allowed to get too far out of line with what
physicians are customarily charging, for the clear result would be a
shift of program cost td® the patient who would more frequently be
charged the difference between the customary charge and the allowed
charge., We are, therefore, watching very closely the rate of assign-
ments under Medicare as we continue to apply a policy of -limited
recognition of fee increases,

Our present approach is what might be called a slowdown in the
recognition of fee increases.

For the long run, we believe that it would be desirable for the
law to be changed so that Medicare recognition of fee increases
from year to year would be limited to an index made up of appropriate
elements of wage and price indices. This would give us a much firmer

base for control of fce escalation,

The Staff recommends a change in the law to provide for reimbursement
for physicians' feea on the basis of a fee schedule which would limit
payment to the amount estimated by regional advisory boards to be
supportable by a $4 premium paid by the beneficiary and matched by

the Government.

We do not agree., It is possible that at some time in the future
it may be necessary to consider a fee schedule approach, However,
any fee schedule established would need to be designed so that the

42-122 0—70—pt. 1——12
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payments provided are not far below what most physicians are
regularly charging other patients or the result will in many cases
be the shifting of program costs to the patients as indicated earlier.

Under the plan proposed by the Staff, it is clear that even the
initial fee schedul? would mean the program would meet about one-
fifth less of what physicians are now charging their patients.
Since there would be no procedure to increase the premium rates
other than by changing the law this gap between what the program
was willing to base its reimbursement on and what physicians are
actually charging would grow. The e¢ffects are quite predictable.

A quite limited number of physicians, particularly those with the
least successful practices, would agree to provide services to all
patients at the rates provided by the program. (This, of course,
has been the experience with medical care provided by the public
asgistance programs where fees have been set considerably below
what the majority of physicians charge their regular patients,)
Other physicians would normally charge their patients the regular
fees and the patient in turn would be reimhursed for only a limited
part of the bill, and, as time passed, a declining part. 1n other
words, the proposal holds little promise of controlling what
physicians charge and what the patient has to pay but rather controls
only what the program's liabilities are. '

The Staff recommends that uniform definition of medical procedures
and services be applied in the payment of benefits under Part B,

Accurate reports of services and standardization of nomenclature
are,of course, extremely important in the health insurance field

and we have had extensive discussions and made considerable progress
with the carriers and with medical societies, The attainment of
general acceptance among all physicians, carriers and programs of
uniform defiaftions of procedures and services 1s a highly desirable
goal and is one of the recommendations made by the Health Insurance
Benefits Advisory Council in its first annual report to the Secretary
in May of 1969. This, however, {s not as easy a matter as one might
think from the discussion included in the report, The problem is,

of course, complicated by the many possibilities for "packaging"
services and charges and, of course, use of standard definitions would
requirc a great deal of cooperation from the medical profession in
completing bills and supplying informatior 2n charges. However, we
will be working toward greater standardization in the classification
of the services covered by physiciang' charges so that more meaningful
comparisons can be made in determining reasonable charges and would
welcome legislative support in this area.



176

Payments to Physicians in Teaching Hospitals

The Staff recommends that payments for physiclians' services to
U“institutional” patients in a_teaching setting be immediately
terminated pending the development of new congressional policy.

Aside from the question of whether it would be desirable to stop
such payments, we do not believe the law as it now stands would
allow such an action. We see no basis for refusal to pay for
physicians' services rendered to patients in an institution on

the grounds that the patient is receiving his care in a teaching
setting, that he was treated chere by a salaried physician having
a title such as assistant professor, or that he did not personally
select a particular physician prior to entering the hospital.

A clear understanding of what is involved here must take account of
the fact that services in the so-called *eaching hospitals of the
Nation are provided in a variety of wayy. Many physiclans who assist
with intern or resident programs are in private practice and serve
the hospital or a medical school part-time as a member of the teaching
staff, When such a doctor treats a patient. whether he admitted the
patient or not, and whether he uses interng to assist or not, he
renders a personal professional service to the patient., The great
number of people who are taken unconscious to the nearest physician's
office or hospital following an accident are in no position to make a
choice of physician, but i1f a physician, other than an intern or
resident in a hospital, treats them, they may expect to pay for his
services. And hospital patients very often do not "hire" (and in
fact may never consciously see) the radiologist and pathologiast who
attends them, but this will not mean that they will not be billed

for the services,

It goes without saying that there are problems in this area., The

Social Security Administration instruction that reimbursement be paid
only for identifiable and personal services rendered by attending
physicians has not been followed consistently and even where followed has
not always been appropriately documented as required by regulations.
However, particularly in the last #ix months, administration in this

area has greatly improved. 1In any event, the immediate cessation of

all payments does not seem justifiable,

The present provisions of the Medicare law were not specifically
designed to meet all the types of situations that can arise. It is
vorth reviewing in some detail the current situation., The medical
insurance provisions (Part B) of the Medicare program provide for
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payment to be made on a fee-for-service basis for physicians'
services without regard to whether the patient is a teaching

patient and without regard to whether he is a "private'" patient

or an "institutional" patient. As is stated on page 24 of the
Report of the Committee on Ways and Means on the original legis-
lation: "Like other physicians' services, the services of
radiologists, anesthesiologists, pathologists, and other physicians
employed by the hospital or working through the hospital would be
paid for under the voluntary supplementary plan; such services would
not be covered under the hoapital insurance plan." (Underscoring
supplied.) However, hospitals may be reimbursed under the hospital
iasurance provisions for costs they incur in compensating physicians
for their teaching and administrative activities,

There are many hospitals in which a teaching physician may be
responsible for institutional patients, and the services the teaching
physician renders to these patients may be the same, slightly different,
or very different in character from the services he renders to private
patients, Thus, a sharp distinction cannot necessarily be drawn
between the institutional patient and the private patient. Over. the
past several years increasing numbers of private patients have received
care in teaching programs as institutional patients, so that the
physician~patient relationship is often essentially the same for the
patient who elects to get services from a physician designated in the
hospital, as for the patient who chooses his own physician. Payment
for physicians' services under the medical insurance program {is
permitted only where such a private physician-patient relationship
exists. The regulations that set forth this policy state, in part,

that:

"Payment on the basis of reasonable charges is applicable to
the professional services rendered to a beneficiary by his
attending physician where the attending physiclian provides
personal and identifiable direction to interns or residents
who are participating in the care of his patient. 1In the
case of major surgical procedures and other complex and
dangerous procedures or situations, such personal and
identifiable direction must include supervision in person

by the attending physician. A charge should be recognized
under Part B for the services of an attending physician who
involves residents and interns in the care of his patient
only if his services to the patient are of the same character,
in terms of the responsibilities to the patient that are
agsumed and fulfilled, as the services he renders to his
other paying patients. The carrying out by the physician

of these responsibilities would be demonstrated by such
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actions as: Reviewing the patient's history and physical

- examination and personally examining the patiunt within a
reasonable period after admission; confirming or revising
diagnosis; determining the course of treatment to be followed;
aggsuring that any supervision nceded by the interns and
residents was furnished; and by making frequent reviews of
the patient's progress," (Underscoring supplied)

The regulations go on to note that there will be situations where a
patient will receive medical services from residents and interns and
the benefit of physiclan supervision for which charge reimbursement
cannot be made by Medicare; payment for these services may only be
provided by reimbursing the hospital under the hospital insurance
program for its costs in providing the services.

As noted in the Staff Report, it has been difficult to achieve
effective and uniform application of the program's policies to the
large number of widely varying teaching settings., In some cases,
charges have been paid for services rendered in hospitals--especially
charity hospitals--which clearly did not involve the degree of
physician participation envisioned by the regulations, Bills from
the teaching physicians of a number of institutions have been
suspended in order to permit a review to determine whether their
billing practices are consistent with the Medicare coverage criteria
and, where necessary, to provide full assurance that future billings
are correct and that past overpayments are liquidated., However, it
may well also be appropriate to modify the Medicare reimbursement
provisions so that they are more responsive to the unique practices
and policies of some of the teaching institutions.

We do not concur in the view that there is generally no obligation

on the part of the patient to pay the supervisory physician for
medical services in the teaching setting if the services are personal
to him. Not only are such payments required by the Medicare law but
other third parties generally recognize an obligation to pay for
physicians' services furnished to institutional patients although,

as in the case of the services of other hospital-based physicians,
payment is gometimes made by a hospital benefit plan such as Blue
Cross and related to costs rather than, as in the case of Medicare,

by a medical insurance plan.

Nor do we believe that an insured person's obligation to pay for the
gervices he receives should be determined solely on the basis of
whether he can pay that portion of the charge that is not met by

his insurance or on whether uninsured, indigent patients in the
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same ingtitution are expected to pay. It seems clear from the
Medicare program's lepgislative history that Congress intended to
provide protection for eligible aged persons requiring health
services they cannot pay for except through insurance benefits.

For example, section 1862(a)(3) of the law stipulates that services
to indigents who are eligible under State-Federal public assistance
programs should be paid for under Medicare. Obligation to pay a fee,
we believe, should be determined by whether patients who are not
indigent are required to pay for services they receive. We do not
believe it was the intent of Congress that other patients or programs
bear what are indeed undeniable costs of a service just because the
physician happens to be a teacher,

The heaviest concentrations of "institutional patients' are, of
course, found in public hospitals. As already noted, if payment

for physicians' services were to be barred on the bagis that they
are furnished "free" to institutional patients, a strong incentive
would be provided for Medicare patients to be sent to non-Government
hospitals, where Medicare rather than the State or local government
would pay - the bill, even though the patient may prefer to go to the
public hospital. The cost to Medicare of care in the voluntary or
private hospital is gpenerally higher than in the public hospital.

This 18 not to say that it might not be desirable to make some
legislative modifications in the present provisions., For example,
there 13 the question of whether it is appropriate to pay a volunteer
physician from the community his customary fee for services he donates
to a hospital even where the services he renders to a teaching patient
are essentially of the same character as his services to his other
patients. Also, the present law may be too restrictive in not
providing reimbursement for.the teaching and supervisory activities

of physicians who are compensated by some source other than the
hospital--e.g., an affiliavcd medical school or medical group.

Large Payments to Health Care Practitioners

The Staff recommends that carriers and State Medicaid administrators
be required to regularly compile and evaluate basic payments profile
information with respect to each health practitioner.

We agree and have required Medicare carriers to institute postpayment
controls that depict individual physician patterns and consist, at a
minimum, of the following:
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1. Ratios of total number of services (line items) provided to totail
number of beneficlaries served.

2, Ratios of lab services, x-rays, PT treatments, and injections to
number of beneficlaries served.

3. Ratlos of office, home, hospital, ECF, and nurging home visits to
number of beneficiaries served.

4, Total payments on assignment to physician,
5. Total payments to beneficlaries per physician.

Standards for a post-payment surveillance system for Medicaid
administrative agencies have been developed and steps for fmplementation
are under way. In some States and with respect to some fiscal agents
dealing with the Medicaid program for the State, the implementation of
these changes will involve considerable cost and time, because it requires
either basic systems changes or additions to the capability of the present
gystems to maintain provider profiles and to conduct surveillance by

computer methods.

The staff suggests that it would be helpful to enlist the support of
professional organizations in dealing with problems of possible program
abuse.

We agree. This 18 a requirement that was part of the original contract
with carriers, and from the very start, carriers, medical gsocieties,

and the Medica'e program have been working to assure effective identifi-
cation and resolution of situations of possible abuse. N

The Staff recommends that each State Medicaid administrator be
regularly provided Medicare payments profile data with respect to
physicians practicing in that State.

We agree., We have been furnishing such information to State Medicaid
administrators on basis of ad hoc deci{sions on its release, Our regula-
tions on confidentiality have now been reviged to permit release of such
information to all State Medicaid administrators on a regular basis.

Incentive Reimbursement Methods for
Hospitals, Extended Care Facilit{es,
and Physicians under Medicare

We are recommending a change in the law which goes in the same direction
as this recommendation as discussed on page 2,
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Certification of Lxtended Care Facilities

The Staff recommends that certification of facilities with deficiencies--
other than those of an insignificant and minor nature-~be prohibited.

Much depends on what is meant by deficiencies of an insignificant and
minor nature in the above recommendation.

It is correct, as the report points out, that a temporary conditional
certification was granted to 250 ECF's that were not initially able to
meet the charge nurse requirement, This certification was granted,
however, only after the Secretary was given assurance by the State
Health Department that no hazard was involved and efforts were being
made to correct the deficiency. These certifications were terminated

in April 1968,

At the present time it is possible to certify for participation in
Medicare an institution that {s in substantial compliance and is making
progress toward full compliance. This means that all statutory condi-
tions for compliance must be met and that the deficiencies in failing
to meet the regulatory requirements established by the Secretary must
not be of a type that would endanger the health and safety of the
patient, e.g., the facility does not have available to it the periodic
services of a qualified dietitian, but its food service personnel are
experienced, effectively trained and supervised, and are performing in
a satisfactory manner, We believe it is quite essential, particularly
in rural areas and particularly in the beginning of the program, that
ingtitutions be allowed to come into full compliance gradually as long
as they substantially meet the conditions of participation. Out of some
20,000 nursing homes in the country, only some 6,000 have applied for
extended care participation, and only 5,600 have been approved. Eight
hundred have dropped out or have been dropped involuntarily. The same
certification concept is applied to hospitals, If one had applied all
the details of full compliance at the very beginning of the program,
many areas of the country, particularly rural areas, would have been
left without participating institutions. The problem was one of estab-
lishing high standards, certifying participation for those who
substantially met the standards, and exerting pressure for improvement
as compared with leaving large parts of the country without coverage of
the services that the program was proposed to cover.

If the Department were to adopt the suggestion of the staff, it would

face the following alternatives: (a) deny facilities any time frame
within which they can be moving towards the goals embodied in the
standards, and require them, in a single step, to come into full,

rather than substantial, compliance with essentially all of the demanding
standards and factors now embodied in the conditions of participation and
deny coverage of extended care services for beneficiaries in many parts
of the country; or (b) relax the conditions of participation to the extent
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necessary to assure the availability of services to beneficiaries. We
do not believe that either alternative is acceptable, We believe that
both availability of approved extended care services and pressure
toward the highest health and safety standards must be maintained.

The Staff recommends that the law concerning a distinct part of an
institution certified as an extended care facility be interpreted to
1imit a distinct part somewhat more than at present,

We agree, The development of policies along the lines suggested by the
staff 1s under way. Extended care facilities that are participating or
wish to participate have now had time to become acquainted with the
Medicare requirements and to make plans for adjustments of this type.

Institutional Utilization Review Mechanism

The report recommends that we require the staff of the utilization
review committee of a participating hospital to be drawn from physicians
asgsociated with other hospitals and require utilization review plans for
extended care facilities to be organized outside the institution.

Utilization review conducted by responsible committees of the organized
medical staffs of hospitals is still a relatively new concept but has
made great progress in recent years, particularly in the larger hospitals
of the Nation. Medicare provided a substantial impetus and turned what
was essentially an educational concept into a review device. It is
important to encourage and further perfect the mechanisms of peer review
within institutions, and we believe that the experience to date, at least
in the larger institutions, warrants building on patterns consistent with
the requirement of present law, rather than to institute a dramatic
~hange of the kind recommended by the Staff, Indeed, adoption of the
recommendation across the board would present formidable conceptual and
procedural difficulties which could offset the hoped-for increase in
objectivity., The extra drain on scarce physician time, a lack of
institutionally-based discipline around which to carry out the activities
in the hospital, and confusion regarding scope of responsibility are some
of the more basic problems in organizing a committee of physicians not
immediately associated with the institution,

The formation of utilization review committees is.particularly difficult
for small institutions or institutions not having an organized medical
staff willing to assume the duties, It can readily be seen, for example,
that, in rural areas where only a few physicians are available, requiring
them to travel considerable distances regularly and to work on the review
of utilization in other hospitals than the ones they use would have
severe drawbacks. Nonetheless, there is room for additional experimenta-
tion with variations on utilization review and some changes that are
desirable could possibly be worked out, especially with respect to very
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small hogpitals and with respect to extended care facilities
generally. Changes of this type, which would provide for medical
gsoc.uty participation, or State health department assistance to
institute reviews on a community-wide basis, as the Staff Report
proposes for extended care facilities, would be desirable, We

would recommend here an approach which provides sufficient leeway

to permit various types of demonstrations of the general principle
so that further experience may be gained with respect to utilization
review in the types of facilities where, because of ownership or for
other reasons, the adequacy of present review may be doubted.

The Staff recommends that we require intermediaries to employ local,
regional, and posaibly national utilization criteria in evaluating

the provision of institutional services.

The Staff Report comments upon the considerable experience which is
emerging that results in more successful application by the inter-
mediaries of length of stay criteria, We have made good progress

in communicating to intermediaries agreed-upon concepts and better
methodology for their claims screening., We are now studying the
possibility of utilizing, nationally or on an area-by-area basis,
length of stay criteria as one means of making it possible to

screen out claims potentially involving noncovered days of
institutional stay. Claims screening of this nature may be related
more to claims review by intermediaries than to utilization review

in facilities, the latter having an objective more of improving
services than of rejecting claimg, However, it is possible that

with the development and communication of fairly objective clinical
criteria, the utilization review committees at least at the larger
ingtitutions could also be involved in the selection of certain types
of cases that would be presumptively covered or noncovered for certain

lengths of stay.

The Staff recommends that we consider the use of diagnostic and
length-of-stay criteria to identify cases which can, upon transfer
from a hospital, be given automatic eligibility for some days of

extended care.

This recommendation touches on an area which we have been exploring
and on which we hope to be able to make recommendations for legis-

lative modifications.

The $taff recommends that homemaker benefits be provided, on a
demonstration basis, as an alternative to more costly institutional

care.

Medicare now pays for the services of home health aides under certain circum-
stances. However, the provision of homemaker bencfits involves serious prob-
lems, For one thing, it would be very difficult to draw the line between the
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benefits intended and other kinds of domestic help., This would make
it very difficult to estimate or control the cost of such a benefit.
However, we support the recommendation to cover homemaker benefits
on a demonstration basis. We also believe it would be preferable

to make these benefits more widely available on a test basis to
persons whose health, in the absence of the service at home, would
require them to be institutionalized.

Medicare Fiscal Intermediaries

The_Staff recommends that the law be changed so that institutions
no longer nominate intermediaries but rather that they be designated

by the Secretary as he now selects carriers under Part B,

We have been mindful from the outset of the program of the possibility
of certain providers using this right of nomination as a device for
obtaining more favorable treatment from the intermediary. We have
informed intermediaries that offering such inducements would not be
tolerated and we have taken appropriate and prompt administrative
action whenever we have had any indication of such action. We have
also established the poliey that a provider may not change inter-
mediaries without good and sufficient reasons that are directly
related to the efficient and effective administration of the Medicare
program. On the other hand, there are advantages to allowing the
provider the right to nominate the intermediary that it feels it is
best able to work with and disadvantages to disturbing existing
effective provider-intermediary relationships without clear evidence
that such a change is necessary.

The Staff recommends that the Social Security Administreation in its
contract with Blue Cross Association reserve the right to select as
local intermediaries only the Blue Crosg plans which are capable of

proper and efficient performance,

We agree. One of our proposed contract modifications would clarify
the Secretary's right not to concur in the renewal of the subcontracts
with Blue Cross plans. It would be made clear that individual plans
could be excluded from program participation at the beginning of each
contract term even when the prime contract with BCA remained intact.

The Staff recommends more direct dealing between the Social Security
Administration regional offices and local Blue Cross plans as compared
with routing matters through the national Blue Cross Association.

The need to provide BHI regional offices direct access to individual
plans on significant issues is being met under thc present contract.
Moreover, clarification of ragional office-plan liaison will be an
objective of the SSA in renegotiating the BCA contract.
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Medicare Carriers

The Staff recommends that there ought to be fewer carriers and changes

made that would foster genuine competition for appointment to the fob
of Medicare agent.

The Bureau of Health Insurance has worked diligently throughout the
firet difficult years of Medicare implementation to advise and assist
carriers in handling the tremendous impact of initial workloads, to
establish the procedures and policies necessary to assure sound
operations for the long run and to establish clear standards of
serformance which would make it possible to evaluate carrier operations,
There was little basis in the initial period to "weed out" inefficient
carriers, but over time, as contracts have been renewed or modified,

we have begun a selection process that is {ntended to move in the
direction of a gradual reduction in the number of carriers and the
enlargement of their areas, However, there are serious problems
involved in making these shifts, A carrier that has performed well

in & given area may not have the capability or inclination to serve in
the area to be vacated by a poorer performer; a carrier that is efficient
at its present level of Medicare operations may not have the capacity to
perform efficiently at the higher level of Medicare operations that would
result from its assuming the areuns of poorer performers; and, of course,
any major realignment of carrier areas would involve a substantial loss
of operating efficiency during the transition period. In addition, the
working relationships that have been establighed with providers,
physicians, medical suppliers and health care organizations that would
have to be severed and reestablished represent an investment and a
resulting replacement cost of considerable magnitude.

The Quality of Administration of Medicare

The Staff guggests the need for {improvement in the quality of information
supplied to and requested of carriers and intermediaries.

It is always possible to improve almost any operation, However, we
were quite pleased actuslly at the reaction of the intermediaries and
carriers to the questionnafre sent out by the Staff asking them to
evaluate the quality of instruction and other material they receive.
The results are that 76 of the organizations said the material was good
and 36 said it was fair and only 6 said it was poor.
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The Stuff suggeats that data necessary to evaluate prosram administration

be given highest priority and be placed under control of BHY and that
data useful for cost estimation be given only a slightly lower priority
and be .placed under control of the Actuary,

We have been reexamining our system for collecting and providing the
program data required for administrative and cost estimation purposes.

We will bear in mind the suggestions of the Staff in this reexamination.
However, the highest priority is presently given to the production of
program evaluation and coat data and close liaison is presently

maintained between the Bureau of Health Insurance, the Actuary, and the
Office of Research and Statistics to assure that the data produced i{s geared

to administrative and cast estimating needs.

The Staff suggests that research related to the impact of the program
on beneficiaries and the health industry should have a lower priority
than data for administrative evaluation and cost estimatfon and should
be carried out by the Office of Research and Statistics,

We have been operating in this fashion since the start of the program,

The Staff suggests that contractors be relieved of as much data
gathering and reporting as possible.

We have been mindful of the need to avoid placing unnecessary data
gathering and reporting burdens on Medicare contractors. At the same
time, it must be recognized that our responsibilitv to secure the
information needed for monitoring administration, estimating costs

and evaluating the impact of the program must be fulfi{lled. The problem
is to gather the necessary data while minimizing the administrative cost
of doing so. We have been working hard to attain this result and will

continue our efforts in the future,

In this connection, it should be noted that much of the data that
contractors are required to report are byproducts of contractor
operations which are often computerized. It should also be noted that
much of the data requested by the Staff in preparation of its report
would have been unavailable {f extensive data and reporting requirements
had not been imposed from the outset of the program.

Medicare Financing

The Staff recommends that future increases in the earnings base be
regserved for program improvements and not used to meet increasing

program costs.
The costs of benefits now provided by the law in the hospital program,
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of course, increase as wages rise. There seems to be no very good
reason why one wouldn't use the income from increasing payrolls to

meet these increasing costs. 1t does not seem wise for the Congress

to commit itself to not using the money that becomes available from

a rising base to meet present coats because the Congress might wish

to broaden benefits when the cost of such a broadening is unpredictable.
Rather, it would seem more prudent to take this increase in the base
into account in conaidering the financing of the program.

It seems certain that the earnings base will rise under conditions of
rising earnings. The maximum earnings base has been kept up to date
since 1950 with regular ad hoc increases. Unless this practice
continues in the future, the cash benefit side of the program
deteriorates in relative protection., If earnings increased without
earnings base adjustments over the 25-year period used in the hospital
insurance cost estimates, the cash benefits would offer largely flat
rate protection with little relationship to earnings.

It is true that from 1965 on the cost estimates have assumed a

level earnings base but we do not believe that this is a desirable
procedure and will be furnishing estimates on both bases in the next
Trustees Report. We will recommend that the estimates based on a rising
earnings base be used to set the contribution rates for the program.
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Medicald Administration

The Staff recommends that appropriate legislative, or administrative
action by the Department of Healch, Education, and Welfare, be taken
to prevent payments to intermediate care facilities at the same.or
higher rates than those made to skilled nursing homes in the same

area.

We agree, A legislative proposal 1is being developed by the Department
to achieve the objective stated in this recommendation.

The Staff recommends that the Medical Services Administration must provide
dynamic, concerned, and qualified leadership and staff i{f a complex,
costly, and important program such as Medicaid is to be soundly
administered.

We agrea. The Department has already recognized that the Medical
Services Administration has been suffering from severe staff malnutrition
and has begun to correct the situation. We have just appointed a new
Commissioner for Medicaid, Howard N. Newman, an able medical care
administrator, We are confident that he will provide dynamic and innova-
tive leadership. We are also adding to MSA's staff a considerable number
of highly qualified people who will bring the necessary expertise to bear
on Medicaid's complex problems.

The Staff recommends that consideration be given to mandating use of fee

schedules for payment of health care practitioners under Medicaid.

We believe that policies with respect to fee schedules under Medicaid
should be worked out in the context of the possible changes in Medicare
reimbursement of physicians discussed earlier under the heading,
"payments for Physicians' Services."

The Staff recommends that drugs be provided on substantially the same
basis which would have been established under the provisions of the
Medicaid amendment adopted by the Senate in 1967,

We agree. It is our belief that adoption of this recommendation will
indeed save substantial sums of money,

The Staff recommends that the States be required to adopt procedures for
prior independent professional approval of elective surgery, dental care
(except for minor procedures), eye care, and hzaring aids,

We agree that prior authorization is a useful sadjunct to the control of
utilization, The Ad Hoc Advisory Committee on Payments to Individual
Practitioners Under Title XIX recommended to the Secretary (The Haughton
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Report) that "prior authorization requirements should be made a part

of the utilization review mechanism," and apply to certain nonemergency
services, dental services, hearing aids, eycglasses, psychiatric care,
and nursing home placements,

To the extent that prior authorization procedures do not inhibit and
needlessly interfere with needed medical services they may serve to

curtail unnecessary services.

One should not overlook the administrative burden that prior authorization
places on the title XIX agency and guard against a too rigid or a too
leniont application,

Ideally, as the Haughton recommendation concludes, prior authorization
should be a spin-off of a successful utilization review mechaniswm,

The Staff recommends that the States require the designation of a
"srimary physician' by recipients in areas or cases where abuse of
physician services by recipients is detected or where that type of
costly overutilization is widespread,

We agree that patlent designation of a "primary physician" may deter
costly '"Doctor-Shopping' by recipients of public assistance. 1In the
Californja Cannery Workers Program of Automated Multiphasic Health
Testing, such a designation is reported to have worked well., However,
the State agency must establ{sh a way of designating a physician for a
patient if the patient is unable to find one for himself.

Basic to the concept of the "primary physician" is the ability of the

title XIX agency to {dentify recipient overutilization pattemms, This

is particuiarly difficult in a constantly changing recipienr universe.
‘%,

As pointed out in the Committee’s report, accommodation is required to

the "free choice" principle.

It should be pointed out, also, that the sare problem exists in outpatient
clinics of large hospitals. In the clinic setting a remedy has been

found in the form of a skeleton health record which the patient {is
required to carry with him. A similar device can be uned outside a

hospital,
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The Staff recommends that the States be raquived to furnish each
recipient with a notice and explanation of health care paid in his

behalf by the program,

A policy regulation dealing with information reporting requirements has
been drafted, Now being cleared, the policy requires that States establish
a basis for verifying with recipients whether services billed by providers
were actually received, The Staff's recommendation will be considered

in this connection,

The Staff recommends that the making of vendor payments under Medicaid
to independeut collection and bill discount agencies be prohibited.

We agree that there is a need for streamlining administration and
processing of title XIX claims so that providers can be paid promptly.
Assuming that independent collection and bill discount agencies now
operate legally, legislation will be required to prohibit States from
making vendor payments to such agencies from title XIX program funds.

The Staff recommends that the claims control system used bv a State
Medicaid system (or by 1its fiscal agent) should be specitically approved
by the Department of Health, Education, and Welfare and i{f not approved,
specific fiscal penalties should be invoked.

We are fully in favor of establishing Federal standards and requiring
Departmental approval of State Medicaid claims control systems to assure

program integrity.

However, the proposed imposition of specific penalties for unacceptable
procedures will create numerous administrative problems.

Rather than imposing penalties on States which {n most instances are
doing their best under the constraints of inadequate administrative

funds and insufficient technical and professional staff, we prefer to
offer them technical congsultation and financial {ncentive as the
Department has proposed. Ve are considering the recommendations of

the Department's Task Force on Medicaid and Related Programs for
increased Federal matching for administration to be made available to
States whose management information system and claims processing pro-
cedures meet prescribed criteria, Upgrading existing claims control
systems will require appreciable State effort in hoth manpower and funds.

In addition, a model State claims payment system that places special
emphasis on provider surveillance and review of recipient utilization
has been designed by a management consultant fiyrm under contract to the

Department,
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Aimed at preventing and curbing fraud, abuse and overutf{lf{zation, this
model will be made available to States along with appropriate Pederal
technical and consultant staff needed to help them implement it. The
Dupartment has algo contracted for an improved Pederal reporting system
capable of providing MSA with critical data on & more timely basis,

The Department's {nitiatives should vastly improve the claims control
systems, Adding legislative authority to provide States with finencial
incentives to adopt the model systems developed would facilitate all

these efforts.

The Staff recommends that Federal administration and supervision of the
Medicaid program be strengthened in the following ways:

1. Consultants with expertise in the fields of claims review and fiscal
and profesgional controls should be made available by the Federal Govern-
ment to assist any State which requests such assistance. Such personnel
could function as a team to assist States in establishing basic operating

control programs,

2, Regulations and guidelines should be reviswed and issued on a timely
basis.

3. Expanded activity to assure that States are fully complying with the
congressional intent respccting the provisions ot the Medicaid statute.

4, Special efforts to establish a system of routine and expeditious
exchange of information and experience on a formal and informal basis

among State Medicaid agencies.

We agree. The items listed in this recommendation are among MSA's top
priorities for action as the organization is strengthened and reorganized.

The proposed organization structure includes a Division of Technical
Assistance which will employ experts qualified to assist States with
specific aspects of the program, or will contract with management con-
sultant firms to prcvide assistance beyond its capability,

The writing and dissemination of policy, regulations, and guidelines has
top priority and will be expedited as additional staff is employed.

Efforts already under way in SRS regional offices to monitor compliance
with Federal regulations on a quarterly basis will be intensified,
Regional offices will also assume greater responsibility for on-site
reviews of State programs thereby increasing our ability to review them

more frequently,



191

We have recently completed studies for a "ready to go" surveillance
and utilization review system for State agency use. The design is
now ready to be tested in selected States on a demonstration basis,
We are also redesigning the system used for State reporting to allow
better program control at the Federal level. Both these efforts
should lead to systems that will enable one State to learn from the
experiences of another. As our {nformation resource grows, we will
develop technical assistance techniques and communications channels
to assure nationwide dissemination of effective and innovational

activities.

The Staff recommends that Medicaid fraud and abuse unit should be
established in the Department of Health, Education, and Welfave,

We agree with the objectives of the recommendation and will make every
effort to coordinate the activities of the Medical Services Administra-
tion with those of the Social Security Adminiestration in the detection

of fraud and abuse,

The Medical Services Administration has published an interim regulation
in the Federal Register and is preparing final policy on the subject.
The regulation requires all provider claims forms to contain a state-
ment indicating that State and Federal funds are involved and that
false claims or statements can be prosecuted under State and Pederal
law, The regulation also requires the State Medicaid agency to report
to the Social and Rehabilitation Service every case ot sugpected fraud
that has been referred to law enforcement officials and the¢ ultimate

outcome of the referral,

The Staff recommends that all States be required to maintain specific
crganizational units for the prevention, detection, and investigation
of abuse and fraud in their health care programs.

We agree. The policy on fraud publigshed as an interim regulation
requires that a State plan " (1) Provide that the State agency will
establish and maintain (i) methods and criteria for identifying situ-
ations i{n which a question of fraud in the program may exist, and

(i1) procedures developed in cooperation with State legal authorities
for referring to law enforcement officials situations in which there

is valid reason to suspect that fraud has been practiced. The
definition of fraud for purposes of this section will be determined in
accordance with State lsw; (2) Provide for methods of investigation of
situatdons in which there 18 a question ot fraud that do not infringe
on the legal rights of persons involved and ar: consistent with
principles recognized as affording due process of law; (3) Provide
that the State agency will designate positions that are responsible
for referring situations involving suspected fraud to the proper

authorities.”
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Federal financial participation in the claims-payment process is now

at the rate of 50 percent, The rate of such participation {n the
utilization review activities is at 50 percent or 75 percent depending
upon the level of professional participation. We see no reason for

the detection of fraud being reimburrsed at a higher level and therefore
do not concuy with the recommendation that matching be at 90 percent
for personnel engaged 1n asuch activities.

The Staff recommends that the Medical Assistance Council be terminated
and its functions combined with those ot the Health Insurance Benefits

Advisory Council,

We do not agree with this recommendation although we agree that many of
the comments made about areas of commonality between the two programs.
There are, however, basic and fundamental differences in the programs
that would make a single, combined council less effective for each

program,

We recognize the need for coordination of program activity and program
regulations wherever possible and are achieving it by closer staff
coordination within the Department. There has just been established in
the Office of the Assistant Secretary for Health and Scientific Affairs
& post of Deputy Assistant Secretary for Health Services, one of whose
functions it is to provide guidance and program coordination for all
Department programs concerned with financing, organizing, and delivering
of health and medical care services :

In conclusion, the services each of the separate councils offers the

two programs are extremely valuable; we believe their help would be
diluted rather than strengthened if the two groups were combined.

O



